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Motivation

• Firms deciding on innovations ask:

– Should we innovate?

– How much should we spend on the innovation?

– What type of innovation should we pursue; how novel should the product be?

• Novelty affects:

– Competition and cannibalization.

– Risk.

• Broad agenda: how does the effect of novelty on competition and risk shape innovation?

• Specific questions in this paper: 

– Do entrants engage in more novel innovations than incumbents?

– Are entrants more likely to disrupt existing products than incumbents?

– How does the prospect of being acquired affect the novelty & disruption of entrant innovation?
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Novelty

PROPOSITION 1. The incumbent locates the new product closer to the existing one than the 
entrant does, that is, 𝑙𝑙1𝑀𝑀 < 𝑙𝑙1𝐶𝐶 .
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Disruption

PROPOSITION 2. The new product is more likely to make the existing one obsolete if it is 
developed by the incumbent than the entrant. 
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Consumption 
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Location 𝑙𝑙1
is chosen
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Acquisition

Incumbent can acquire entrant.
Entrant’s Nash bargaining power 𝛼𝛼 ∈ 0,1 .
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• If the entrant expects to be acquired, it locates at
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𝑙𝑙1∈ 0,12
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• If the entrant has no bargaining power, it locates at

𝑙𝑙1𝐴𝐴(0) = max
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E 𝜋𝜋1𝐶𝐶 − 𝑐𝑐 𝑙𝑙1 .
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• If the entrant expects to be acquired, it locates at
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• If the entrant has no bargaining power, it locates at

𝑙𝑙1𝐴𝐴(0) = max
𝑙𝑙1∈ 0,12

E 𝜋𝜋1𝐶𝐶 − 𝑐𝑐 𝑙𝑙1 .

• If the entrant has all the bargaining power, it locates at

𝑙𝑙1𝐴𝐴(1) = max
𝑙𝑙1∈ 0,12

E 𝜋𝜋0𝑀𝑀 + 𝜋𝜋1𝑀𝑀 − 𝜋𝜋0𝐶𝐶 − 𝑐𝑐 𝑙𝑙1 .



Effect of Acquisitions on Novelty

PROPOSITION 3. If the incumbent can acquire the entrant, the entrant locates at 𝑙𝑙1𝐴𝐴 𝛼𝛼 ,
which is decreasing in its bargaining power 𝛼𝛼 and satisfies 𝑙𝑙1𝐴𝐴 0 = 𝑙𝑙1𝐶𝐶 and 𝑙𝑙1𝐴𝐴 1 ∈ 0, 𝑙𝑙1𝑀𝑀 .
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Conclusion



Conclusion

• Simple model to explore novelty of innovations.

• Focus on effect of novelty on competition and risk. 

• This paper examined ownership and innovation.

• Subsequent paper builds on this framework to study dynamics of innovation (Callander et al. 2022). 
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