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Executive Summary

The commercial artificial intelligence industry is evolving rapidly, and the competition
dynamics in this burgeoning sector will impact the rate, diversity, and direction of Al
innovation in the years ahead. Maintaining U.S. technological leadership in the years
ahead will require policymakers to promote competition in the Al sector and prevent
incumbent firms from wielding their market power in harmful ways.

One important component of this effort will be monitoring mergers and acquisitions
activity in the Al sector. M&A allows companies to gain access to talent, technologies,
and other resources that may otherwise be out of their reach or too difficult to develop
in-house. These transactions can allow firms to maintain their technological edge, gain
economies of scale, and expand their business, all of which can drive growth and
promote the healthy functioning of a market economy. On the flip side, however, M&A
can also enable companies to entrench their economic power, reduce incumbent firms’
incentives to invest in innovation, and hamper the ability of new disruptive firms to
enter the market.

This brief seeks to shed light on major trends in M&A activity in the U.S. Al sector
between 2014 and 2023. Our analysis is based on a dataset of 4,354 M&A
transactions gathered through PitchBook, a third-party provider of corporate financial
information. We found:

1. Annual M&A transactions involving Al companies more than doubled over the
last decade, from 225 in 2014 to 494 in 2023. However, M&A transactions
have declined since their peak in 2021 (828).

2. The proportion of total M&A transactions in which non-Al companies acquired
Al companies grew from 10 percent in 2014 to 45 percent in 2023. Still, the
majority of these acquisitions were conducted by other companies in the
technology industry rather than firms in other sectors.

3. Large incumbent technology companies rank among the top acquirers of Al
companies, including Apple (28 transactions), Alphabet (23), Microsoft (18), and
Meta (16). However, the overall Al M&A activity remains fairly diffuse, with
1,446 unique acquirers engaging in Al M&A transactions over the past decade.

4. In U.S. cross-border Al acquisitions, American firms have purchased 503 foreign
Al companies, while foreign firms have bought 271 American Al companies. U.S.
firms most frequently acquired Al firms based in the United Kingdom and
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Canada. Firms in the United Kingdom and Canada were also the most frequent
foreign acquirers of U.S. Al companies.

The commercial Al sector is still in its infancy, and the dynamics of market competition
today can have major effects on the trajectory of Al innovation tomorrow. Continuing to
monitor the landscape of M&A transactions at home and abroad—particularly those
involving incumbent technology companies—wiill be crucial to promoting an innovative
and dynamic Al ecosystem in the years ahead. Additionally, it will be important for
competition authorities to update their processes and procedures to appropriately
scrutinize alternative business arrangements such as “partnerships” between
incumbent firms and Al startups, which function similarly to traditional acquisitions but
appear to avoid regulatory frameworks.

Center for Security and Emerging Technology | 2



Table of Contents

EXECULIVE SUMIMIAIY ..ottt e b b e s ese e s e et e sesnsnensennnnas 1
Table Of CONTENTS ...ttt 3
Ty uigoTo [ Lot o] o OO P PSPPSR 4
A=Y aTeYe [o] Uo e 1Y OO 6
T oY [Ta T =3O O SOSTROT OO 8
Top Acquirers of Al COMPANIES ....c.couceeeeeeeeeeeeeee ettt ea e s ss e s e enenees 12
U.S. Cross-Border Al ACQUISITIONS ..ottt ene e eneneas 16
GV 1= 1T VAV 1Y 19
AUUTNOTS .t E R E R e e 21
ACKNOWLEAGMENTS.....eeee ettt s e eaeae s ae s ae e se e enennas 21
A 0 oYY o o LTSRS 22
Appendix 1: Selection of Al-Relevant Acquiring Parties and Companies .................... 22
Appendix 2: Types of Al Mergers and AcCQUISITIONS ......ccoceeeeeeeeccecece e 23
Appendix 3: Count of Annual Al Acquisitions by Deal Type, 2014-2023 ................... 24
Appendix 4: Industry Sectors of Non-Al Acquirers of Al Companies........coceeeeeeeeuenee. 24
ENANOTES e e R e e e n s nenerenenenas 25

Center for Security and Emerging Technology | 3



Introduction

In the fall of 2010, three London-based technologists and entrepreneurs founded a
company with the ambitious goal of building the world’s first artificial general
intelligence (AGI). At the time, Al systems were highly specialized, trained to perform
discrete tasks within narrowly defined application areas. By employing recent advances
in deep neural networks and reinforcement learning, the trio believed they could teach
machines to think more like humans, gathering knowledge from disparate sources and
applying it across a wide range of domains.! The founders envisioned Al systems that
would one day help to solve some of the world’s most pressing scientific and societal
problems. ?

Within a few years, the company, named DeepMind, made some major strides. Most
notably, its researchers developed an Al system that taught itself to play seven classic
Atari games. In a few of these, including Pong and Breakout, the Al even outperformed
human experts.® Though DeepMind had yet to release a product or monetize its Al-
powered gaming software, it raised more than $26 million by the spring of 2012.4 In
2014, seeing the promise in its fledgling Al systems, Google (now Alphabet) acquired
the startup for a then-whopping $650 million.>

Over the next decade, DeepMind helped cement Alphabet’s reputation as an Al
pioneer, building systems that could predict the structure of proteins and best the
world’s top players of chess, Go, and shogi.® As the race to develop generative Al
heated up in Silicon Valley, Alphabet merged DeepMind with its other in-house Al
development team, Brain, to form Google DeepMind.” Today, this consolidated entity is
the epicenter of the company’s Al efforts, producing Gemini, Gemma, and other models
that have made Alphabet a top competitor in the rapidly expanding Al industry. It is
impossible to know what might have happened had Alphabet not gone through with its
acquisition of DeepMind, but it is difficult to imagine the tech giant being better off had
it not acquired the British startup a decade ago.

Alphabet’'s success following the acquisition of DeepMind underscores the critical role
that mergers and acquisitions can play in shaping the trajectory of an industry. M&A
allows companies to gain access to talent, technologies, and other resources that
otherwise may be out of their reach. These transactions can allow firms to maintain
their technological edge, gain economies of scale, and expand their business, all of
which can drive growth and promote the healthy functioning of a market economy.® On
the flip side, however, M&A can enable companies to entrench their economic power,
reduce incumbent firms’ incentives to invest in innovation, and hamper the ability of
new disruptive firms to enter the market.®
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M&A transactions can also play a role in shaping the landscape of international
technology competition. The UK government has noted that Google’s acquisition of
London-based DeepMind may have set back the country’s domestic Al sector, and it
has subsequently increased its scrutiny of national security-relevant business
transactions.'® The Committee on Foreign Investment in the United States (CFIUS) has
similarly intensified its reviews of cross-border transactions involving countries aiming
to acquire technologies relevant to national security, including Al, biotechnology, and
guantum computing.!!

As Al systems become increasingly integrated across the global economy, analyzing
M&A activity in the Al industry will be crucial for maintaining U.S. technological
leadership, monitoring Al adoption across sectors, and promoting a competitive,
diversified, and resilient Al ecosystem.? The federal government’s recent investigations
into Al industry partnerships and revisions of merger guidelines have renewed
discussions about the role that M&A plays in shaping emerging technology sectors.!3
We hope to inform those discussions by examining broad trends in M&A activity
involving Al companies over the last decade.

We begin by exploring how the number of annual Al M&A transactions has changed
over time, as well as the types of companies involved in those deals. We then examine
the top acquirers of Al companies and cross-border M&A transactions involving the
U.S. and foreign Al markets. We conclude with broad takeaways for policymakers
looking to promote a dynamic and competitive Al market in the years ahead.
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Methodology

This research aims to shed light on the Al-related M&A activity involving U.S.-
headquartered buyers or targets between 2014 and 2023. Our analysis leverages data
from PitchBook, which provides corporate and financial information on publicly-traded
and privately-held companies.** Using PitchBook data, we determine the location of
buyers’ and acquired companies’ headquarters, map the relationships between
corporate subsidiaries and their parent entities, and identify the buyers and targets
involved in the Al sector. We include M&A transactions in the analysis if either the
buyer or the target are:

1. Assigned to PitchBook’s “Artificial Intelligence & Machine Learning” vertical or
includes an Al-related keyword in their description (see Appendix 1 for more
details) and;

2. Headquartered in the United States

To ensure deals are assigned appropriately, subsidiaries received the headquarters
locations of their parent entities. If the subsidiary was not Al-relevant but the parent
company was, then the parent’s designation was used. Lastly, we exclude M&A deals
involving more than one acquirer, as well as deals in which less than 100% of the
target company was acquired.'® We manually reviewed a random sample (n=200) of
the resulting set of deals to ensure relevance to our analytical goals.®

Using this methodology, we constructed a dataset that includes 4,586 U.S. Al M&A
transactions conducted over the past ten years.'” This dataset encompasses three
types of M&A transactions, which we refer to collectively as “Al acquisitions™:"

1. Al Buyer/Al Target: Transactions in which the acquirer (or its parent entity) is
designated as Al-relevant, and the company being acquired is also designated
as Al-relevant.

2. Al Buyer/Non-Al Target: Transactions in which the acquirer (or its parent entity)
is designated as Al-relevant, but the company being acquired is not designated
as Al-relevant.

" See Appendix 2 for more information on the three types of M&A transactions.
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3. Non-Al Buyer/Al Target: Transactions in which the acquirer (or its parent entity)
is not designated as Al-relevant, but the company being acquired is designated
as Al-relevant.

Our analysis relies on PitchBook, which collects and verifies industry assignments,
headquarter data, and parent-subsidiary relationships from a variety of sources.
However, like all data sources, PitchBook is imperfect and has a number of limitations.

First, PitchBook is unlikely to capture all relevant Al buyers and targets given that the Al
industry is evolving quickly as new technologies are introduced, new companies adopt
Al systems, and new investors enter the market. Similarly, there may be M&A deals that
were not publicly reported on and thus not included within PitchBook. Furthermore, the
“Verticals” assignment and recorded keywords are subject to PitchBook’s collection
process, which may favor companies that emphasize their Al capabilities.

We validated and manually reviewed random samples to ensure the Al-relevance of
parties and the details of the deals are reliable. Despite these limitations, this report
provides useful snapshot information about the U.S. Al M&A landscape to further
inform the competitiveness policy in the near future.
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Findings

Our analysis found that overall M&A activity involving U.S. Al companies has trended
upward over the last decade. The number of annual Al M&A transactions more than
doubled, rising from 247 in 2014 to 523 in 2023. As Figure 1 shows, the number of
annual M&A transactions involving U.S. Al companies grew steadily between 2014 and
2019, plateaued in 2020, and then spiked sharply in 2021, with 871 total deals
marking an 83 percent increase from the prior year. While the number of transactions
has fallen since then, overall M&A activity in 2023 was still somewhat higher than
before the 2021 spike.

Figure 1. Annual Al M&A Transactions Involving U.S. Companies, 2014-2023
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Source: CSET analysis of data provided by PitchBook Data, Inc.

There are a variety of factors that could have contributed to these trends in Al M&A
transactions. The steady growth in the number of M&A deals in the latter half of the
2010s coincided with an expansion of the overall U.S. Al sector.'® As shown in Figure 2,
the number of new Al companies formed in the United States each year grew 75
percent between 2014 and 2017, and continued hovering at this elevated level before
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spiking in 2023 amid the generative Al boom.” Global investment in the Al industry also
grew significantly during this same period, though we were unable to determine the
exact number of new global firms based on our data.?® It is perhaps unsurprising that
we observed an increase in Al M&A transactions as more companies entered the sector
and the technology underlying their products improved.

Additionally, the spike and subsequent drop-off in Al acquisitions between 2020 and
2023 generally tracks broader economy-wide trends in M&A during that same period.
Analysts at Boston Consulting Group found virtually every industry experienced a
notable increase in the number of M&A transactions between 2020 and 2021, followed
by a slight decline in 2022.%2° While the trend was more pronounced in our analysis of
Al acquisitions, it is notable that the Al sector followed similar patterns as other
industries. There are a number of potential explanations for these economy-wide
fluctuations in M&A, including changing interest rates and economic disruptions related
to the COVID-19 pandemic, though determining the exact causes is beyond the scope
of our analysis.

Figure 2. Annual U.S. Al Company Formation, 2014-2023
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Source: CSET analysis of data provided by PitchBook Data, Inc.

"It is important to recognize that Figure 2 does not reflect the overall size of the U.S. Al market (e.g., it
does not include company exits). Even so, given the prevalence of U.S. firms in the Al sector, U.S.
company formation is a useful proxy for overall market size.
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Beyond the increase in total Al M&A activity, we also observed that the types of
companies participating in transactions changed over time. As discussed in the
previous section, our analysis encompasses three different types of Al M&A
transactions: Al acquirers buying Al companies, non-Al acquirers buying Al companies,
and Al acquirers buying non-Al companies. Different factors are likely to motivate each
type of transaction. As with other intra-industry M&A transactions, Al companies may
acquire other Al companies to gain access to new talent, eliminate competitors, expand
existing Al products and services, or for a variety of other reasons. Non-Al companies
may acquire Al companies as a way to quickly adopt Al capabilities without building
them from scratch. Al companies may purchase non-Al companies in order to augment
or diversify their existing Al offerings, and potentially to access new distribution
channels for those products.” One example is Alphabet’s (an Al company) acquisition of
the healthtech firm FitBit (a non-Al company) in 2021, which allowed Alphabet to offer
more Al products tailored to healthcare. Al firms may also purchase non-Al firms to
support non-Al lines of business. Uber’s (an Al company) acquisition of Postmates (a
non-Al company), which expanded the rideshare company’s food delivery business,
likely falls into this category.?!

Our analysis found that over the last decade, the most common type of Al acquisition
involved Al companies buying non-Al companies. This category accounted for 56
percent of the M&A transactions in our dataset (2,576). Roughly 32 percent of the total
transactions involved non-Al buyers acquiring Al companies (1,464), and just 12
percent entailed Al companies buying other Al companies (546).

However, we also observed that the annual distribution of deal types changed
dramatically over time. As shown in Figure 3, in 2014 only about 10 percent of M&A
transactions in our dataset involved non-Al companies buying Al companies, but by
2023 this category accounted for nearly 45 percent of transactions. During that same
period, the share of transactions in which Al companies acquired Al companies grew

“Many Al companies are large conglomerates that operate in multiple sectors. Additionally, firms may
also acquire companies for reasons that have nothing to do with gaining new technological capabilities.
Industry incumbents may acquire startups to eliminate potential competitors, for example, or private
equity investors may acquire firms in order to restructure and flip them for a profit or facilitate an
industry roll-up. Our dataset offers little information on the rationale behind specific acquisitions—the
discussion here is intended to highlight broad trends and potential capabilities-based reasons why
different types of firms may engage in Al acquisitions. For more, see: James Chen, “Roll-up Merger:
Overview, Benefits and Examples,” Investopedia, May 19, 2024, https://www.investopedia.com/roll-up-
merger-definition-4683958.
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slightly from 4 percent to 13 percent, and the share involving Al companies buying
non-Al companies shrunk from 86 percent to 42 percent.”

Figure 3. Share of Annual Al M&A Transactions by Deal Type, 2014-2023

Deal Year Total Deals Al Acquiring Al Al Acquiring Non-Al Non-Al Acquiring Al
2014 247 Jao 11%
2015 264 5% 10%
2016 308 [ k& 16%
2017 337 | ER8 29%
2018 409 [ BED 31%
2019 484 [ peES 36%
2020 477 [ EERS 37%
2021 871 [ 8 36%
2022 666 [ FED 36%
2023 523 [ BELS 44%
Total 4,586 [ feES 32%

Source: CSET analysis of data provided by PitchBook Data, Inc.

The rapid rise in the proportion of deals involving non-Al companies acquiring Al
companies suggests that firms across the economy are increasingly looking to integrate
Al into their operations and commercial offerings, and many are turning to M&A to
acquire those capabilities rather than develop them in-house. Still, this trend should not
be overstated. Over half of the non-Al companies that acquire Al firms are involved in
the information technology (IT) sector, and while we do observe acquisitions by firms in
other sectors such as finance, healthcare, and consumer goods, they account for a
relatively small share of overall transactions (see Appendix 4 for more information). This

“ The total number of transactions between Al acquirers and non-Al companies grew modestly during
this period, just at a much slower rate than transactions in the other two categories (see Appendix 2).
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does not necessarily mean that firms in these other sectors are failing to adopt Al, but
rather that they may more often access Al tools through external IT vendors.”

The rest of our analyses will focus exclusively on acquisitions of Al companies and
exclude transactions in which Al companies acquired non-Al companies. Zooming in on
acquisitions of Al companies allows us to more clearly illuminate trends in the nascent
Al industry and their implications for market competition and the geopolitical
landscape.

Top Acquirers of Al Companies

Our analysis revealed that many firms have acquired Al companies over the last
decade, but only a small number have engaged in a significant amount of M&A activity.

Overall, we found that 1,446 unique companies conducted 2,010 acquisitions of Al
firms between 2014 and 2023. As shown in Figure 4, the vast majority (82 percent) of
these acquirers engaged in a single Al acquisition. Of the 262 companies that
conducted multiple acquisitions of Al firms, only 48 engaged in more than three
transactions and just 12 companies participated in 10 or more transactions.

Figure 4. Distribution of Acquirers by Number of Al Acquisitions

Number of Al Companies Acquired Number of Distinct Investors
1
2-3 214
4-9 | EE
10+ |12

Source: CSET analysis of data provided by PitchBook Data, Inc.

“Based on our dataset, we were unable to analyze the specific Al techniques used and the different
types of products offered by various companies.
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From a competition policy perspective, there are two broad takeaways from these
findings. First, the Al ecosystem appears to be relatively diffuse insofar as we see
acquisitions distributed across a large number of companies. At a high level, we do not
clearly observe large acquirers attempting to “roll-up” the Al industry through the
aggressive M&A activity that has plagued the defense industrial base and other sectors
of the economy, and even amid ongoing acquisitions, the number of companies
participating in the Al market has increased over time (see Figure 2).?2 While these
findings suggest the overall market for Al systems remains competitive, it is important
to remember that Al is a general-purpose technology with many different applications,
and competition dynamics may vary widely across different subsets of the Al sector.
Additionally, it is worth recognizing that in certain cases a single acquisition, such as
Google’s purchase of DeepMind, can have an outsized impact on the dynamics of a
particular product market.

Second, our analysis shows that while the overall Al M&A landscape is generally
diffuse, there are a small number of firms with a demonstrated interest in acquiring a
large number of Al firms. These most prolific acquirers represent a small share of
overall transactions, but as apparent nodes of economic and technological power, they
have the potential to alter the dynamics of the Al ecosystem.?3

As shown in Table 1, four U.S. big tech companies—Apple, Microsoft, Alphabet, and
Meta—rank among the most prolific acquirers of Al companies over the past decade.”
The fact that these companies top the list is perhaps unsurprising. As some of the most
valuable corporations in the world, these firms maintain large troves of capital that can
be used to expand their businesses, enter adjacent markets, and acquire other firms’
technologies and talent.?* All four are considered leaders within today’s Al industry, and
it is reasonable to attribute their success at least somewhat to their comparatively
aggressive approach to Al M&A over the last decade.

“Notably absent from the list of top acquirers is Amazon, which conducted only 6 acquisitions of Al firms
between 2014 and 2023.

Center for Security and Emerging Technology | 13



Table 1: Acquirers with 10 or More Acquisitions of Al Companies, 2014-2023

Acquirer ‘ Number of Al M&A Deals
Apple 30
Microsoft 21
Alphabet 18
Intel 17
Cisco Systems 14
Meta Platforms 14
International Business Machines (IBM) 14
Accenture 11
ServiceNow 11
DataRobot 10
Salesforce 10
Snap 10

Source: CSET analysis of data provided by PitchBook Data, Inc.
Note: U.S. big tech companies are bolded.

While acquisitions by large incumbents are not inherently problematic, they often
warrant additional scrutiny from policymakers. As noted in the U.S. government’s latest
merger guidelines, incumbent firms may use such acquisitions to eliminate competitive
threats and retain their dominant position, potentially slowing technological
development in the process.?® Should big tech firms use market power to prevent new
firms from gaining a foothold in the burgeoning Al market, either through M&A or some
other means, they could limit the rate, diversity, and direction of Al innovation.?® Indeed,
many of the companies listed in Table 1 have already faced scrutiny from authorities in
the United States and abroad for engaging in harmful acquisitions and other anti-
competitive conduct.?’

We were unable to determine the motivation and competitive effects of the big tech
platforms’ past acquisitions of Al companies based on our dataset. However, our
analysis did reveal one notable trend in the firms’ approach to M&A: the Al companies
acquired by Apple, Microsoft, Alphabet, and Meta tended to be “younger” than those
acquired by other firms. Specifically, big tech platforms acquired Al companies an
average of 4.8 years after the company was founded, while other firms acquired Al
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companies an average of 7.4 years after they were founded. Some may interpret this
finding as supporting the claim that the big tech companies look to acquire young firms
before they pose a competitive threat.?® An alternative explanation would be that big
tech firms have a better understanding of Al systems than other companies, and
therefore tend to acquire promising technologies and startups earlier in their lifecycle.
Still, the effects of such deals on competition and innovation would likely be similar
regardless of the motives driving the acquisition.

Regulators have recently started investigating the behavior of the incumbent
technology platforms in the Al market, including the investments that Microsoft,
Alphabet, and Amazon have made in independent Al labs such as OpenAl and
Anthropic.?® Though few details on these “partnerships” have been publicly disclosed,
they appear to offer incumbent firms a way to pull startups under their corporate
umbrella while avoiding regulatory scrutiny. In January 2023, for instance, Microsoft
and OpenAl struck a deal in which the tech giant would allocate the lab $10 billion
worth of cash and cloud credits in exchange for an exclusive license to use OpenAl’s
models and a substantial stake in the startup’s profits.3° The deal provided Microsoft
with many of the same benefits it would have gained from a direct acquisition of
OpenAl, but because it was not technically an M&A deal, it avoided triggering a
government merger review. These partnerships have become increasingly
commonplace across the Al industry in recent years, and it will be crucial for the federal
policymakers to update their processes and procedures to appropriately scrutinize such
“acquisition-like” investments as well as more traditional M&A deals.3! The vertical
integration of the big tech companies across the Al supply chain offers them other
potential opportunities to reduce or eliminate competitive threats, though these
channels are beyond the scope of this report.”

"The vertical integration of the large tech companies and its effects is beyond the scope of this paper, but
it will be explored in forthcoming CSET research: Jack Corrigan, “Al Market Powers” (Center for Security
and Emerging Technology, forthcoming). For additional reading on this topic, see: Tejas Narechania and
Ganesh Sitaraman, “An Antimonopoly Approach to Governing Artificial Intelligence” (Vanderbilt Policy
Accelerator for Political Economy and Regulation, 2023), https://cdn.vanderbilt.edu/vu-URL/wp-
content/uploads/sites/412/2023/10/06212048/Narechania-Sitaraman-Antimonopoly-Al-
2023.10.6.pdf.pdf; Fernando van der Vlist, Anne Helmond and Fabian Ferrari, “Big Al: Cloud
Infrastructure Dependence and the Industrialisation of Artificial Intelligence,” Big Data & Society 11, no.
1 (March 2024), https://journals.sagepub.com/doi/10.1177/20539517241232630; Jai Vipra and Sarah
Myers West, “Computational Power and Al” (Al Now Institute, September 2023),
https://ainowinstitute.org/publication/policy/compute-and-ai.
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U.S. Cross-Border Al Acquisitions

M&A transactions can also play a role in reshaping the landscape of international
technology competition. Cross-border M&A deals can offer firms access to new
markets, customers, talent, technology, and sources of capital. However, the companies
executing these transactions may also have to navigate new economic, legal, and
cultural challenges.®?

In this section, we explore the ties between the Al markets in the United States and
other countries by examining two types of M&A transactions:

1. Acquisitions involving a U.S. company purchasing a foreign Al company (503
M&A transactions)

2. Acquisitions involving a foreign company buying a U.S. Al company (272 M&A
transactions)

Over the past decade, U.S. firms have purchased 503 foreign Al companies based in
more than 50 countries, accounting for 30% of the overall number of Al firms acquired
by U.S. companies (1,690). More than half of these transactions involved companies in
just four countries: the United Kingdom, Canada, Israel, and India (see Table 2). U.S.
acquirers may be particularly drawn to UK and Canadian companies due in part to
similar investment review regimes and growing tech sectors.?? Israel and India also
have vibrant Al markets that are drawing attention from U.S.-based firms.3* Looking
ahead, U.S. firms scanning the global market for promising Al companies should be
prepared for evolving regulatory environments abroad, as more countries are
establishing and updating their own inbound investment review regimes.3®
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Table 2. Top Countries From Which U.S. Firms Acquired Foreign Al Companies

Foreign Destination Number of Al M&A Deals Percentage of U.S. Acquisitions of Foreign Al Companies

United Kingdom 99

Canada 68

Israel 51

India 49

Germany 31

France 29

Switzerland 18

Australia 13

Netherlands 10

Spain 10

Source: CSET analysis of data provided by PitchBook Data, Inc.

Foreign firms are also looking to the United States to acquire Al firms. Over the last
decade, some 272 U.S. Al companies have been acquired by companies based in 30
different countries. As shown in Table 3, the United Kingdom, Canada, and India are
among the top locations of foreign firms that have purchased U.S. Al companies. As
noted above, these three countries are also among the most popular destinations for
U.S. acquisitions of foreign Al companies.

Table 3. Top Countries from Which Foreign Firms Acquired U.S. Al Companies

Foreign Acquirer Number of Al M&A Deals Percentage of Foreign Acquisitions of U.S. Al Companies

United Kingdom 46 17%
Canada 43
India 20 7%
Japan 20 7%
France 17 B s
Australia 16 - 6%
Ireland 16 - 6%
Israel 12 . 4%
Germany 11 . 4%

South Korea 9 | B3

Source: CSET analysis of data provided by PitchBook Data, Inc.
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Meanwhile, against the backdrop of U.S.-China competition for Al leadership, there are
growing concerns related to Chinese firms buying U.S. Al companies. CFIUS has
scrutinized transactions involving technologies that raise national security concerns,
reviewing a record-high 181 transactions in 2022.3¢ However, CFIUS also faces
challenges in determining the risks associated with dual-use technologies like Al.3”

Over the past decade, however, we observed only six instances of Chinese companies
acquiring U.S.-based Al firms. The latest such transaction—a Chinese company’s
acquisition of a U.S. software company that develops Al systems to track social media
influencers—took place in 2021. Notably, we observe no Chinese acquisitions of U.S. Al
companies in the period after the Biden administration issued its 2022 Executive Order
expanding CFIUS’ jurisdiction to cover artificial intelligence.38
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Key Takeaways

The commercial Al sector is still relatively young. Despite the broad assertions that
leaders in government, industry, and academia have made regarding Al's
transformative potential, there remain many open questions as to how the technology
and the market surrounding it will evolve in the years ahead. What business models
will be profitable? What types of models will lead the market? Which Al applications
are valuable and which are overhyped? The competition dynamics of the Al sector in
the years ahead will hinge on the answers to these questions.

Given the uncertainty surrounding Al, it is difficult to determine exactly how M&A
activity within the industry today will affect the speed and direction of Al innovation
tomorrow. However, we can derive a few high-level insights from our analysis.

First, there appears to be demand for Al systems across the economy, and many
leading global companies seem interested in acquiring at least some Al capabilities
through M&A. We observe steady growth in Al acquisitions over the last decade, and
while the number of annual transactions has dropped off since 2021, it is clear that
corporate interest in the technology remains high.3° Additionally, the share of M&A
transactions involving non-Al companies acquiring Al companies has increased
significantly over the past decade. While this finding suggests that more companies are
looking to gain Al capabilities, it is worth noting that most non-Al acquirers are still
involved in the IT sector.

Second, while a wide range of companies have acquired Al companies over the last
decade, it is notable that large incumbent technology firms including Microsoft,
Alphabet, Meta, and Apple rank among the top acquirers of Al companies. All of these
companies produce their own generative Al models and, in the case of Alphabet and
Microsoft, operate computing infrastructure that other developers rely on to build and
run Al systems. This vertical integration offers the big tech firms many potential
opportunities to influence how the Al ecosystem develops in the years ahead.*° Prior
investigations have accused these firms of using M&A to reduce competition and
entrench their market positions, and they have an opportunity to extend their
dominance in the Al industry through direct acquisitions, “acquisition-like” investments,
and other mechanisms.*! Continuing to monitor the behavior of incumbent technology
companies and their effects on market competition will be crucial to promoting a fair,
open, and innovative Al industry.

Third, policymakers should also continue to track cross-border M&A transactions. Our
analysis shows U.S. companies have proven keen on obtaining Al capabilities from
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abroad, with foreign M&A deals accounting for roughly 30% of all acquisitions of Al
companies by U.S.-based firms. Foreign firms have also shown an interest in buying up
Al companies based in the United States. Understanding how these cross-border
acquisitions may impact the economic and national security landscape will be crucial for
policymakers looking to maintain U.S. technological leadership, likely requiring a case-
by-case analysis of different transactions. With respect to inbound acquisitions of U.S.
Al companies, CFIUS will need to increase its capacity and capability to properly review
“gray-zone” transactions that might not have direct ties to countries of concern such as
China, in order to prevent the transfer of emerging technologies that are critical to
national security.*?

M&A transactions involving Al companies have increased significantly over the last
decade and will likely continue to grow as the Al sector expands and more companies
across the economy look to adopt the technology. Large incumbent technology firms
such as Apple, Microsoft, Alphabet, and Meta have been particularly prolific acquirers of
Al companies, and their deals have tended to target younger-than-average firms. Given
the incumbents’ existing market power, their outsized influence within the Al supply
chain, and their past conduct, their activity in the Al industry warrants continued
scrutiny from competition authorities.*® This will include monitoring both traditional
M&A transactions, “acquisition-like” investments, and other behavior, and intervening in
situations when the firms’ activity threatens to undermine market competition.

Similarly, policymakers should continue scrutinizing cross-border M&A deals on a case-
by-case basis in order to prevent the United States from losing ground to foreign
competitors in Al and other emerging technologies.
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Appendix
Appendix 1: Selection of Al-Relevant Acquiring Parties and Companies

PitchBook provides industry assignments and keywords for companies covered within
their dataset, which we used to select acquiring parties (or their parent companies,
when available) and acquired companies relevant to artificial intelligence and machine
learning. For our research purposes, we considered a merger and acquisition deal as
having an Al-relevant investor if either the buyer or the target are assigned to
PitchBook's “Artificial Intelligence & Machine Learning” vertical or if either entity
includes an Al-related keyword (discussed below) in their description. This approach
captures the companies that self-identify as relevant to the field, as well as those that
are relevant across other industries (e.g., Al-powered financial services).

Verticals: From PitchBook’s documentation, “When professionals talk about industries,
they are referring to a broad group of companies that operate in the same general
space. For example, business-to-business (B2B), business-to-consumer (B2C), energy
and healthcare are all well-established industries that represent the breadth of the
term. An industry vertical, however, is more specific and describes a group of
companies that focus on a shared niche or specialized market spanning multiple
industries.” Within PitchBook’s data, 38,599 companies and 2,797 investors are
assigned to the “Artificial Intelligence & Machine Learning” vertical.

Keywords: Keywords come from a company’s website, press releases, and product
types. We include a regular expression search within these keywords for ‘artificial
intelligence,” ‘machine learning,” and the suffixes of ‘ai’ and ‘ml.” For example, a
company without a vertical assignment but with a ‘generative ai’ keyword would be
included as Al-relevant for our research purposes. Through this search, we surfaced an
additional 2,259 companies and 279 investors.

We recognize that capturing the full landscape of Al-relevant companies is a difficult
task. Solutions that are available to other areas of research, such as bibliometric
research, are not as viable for corporate metadata. For researchers also interested in
analyzing the activity of Al-relevant companies, please refer to the Emerging
Technology Observatory’s PARAT tool at parat.eto.tech to see additional
methodologies in which a company’s Al activity can be recorded.
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Appendix 2: Types of Al Mergers and Acquisitions

Category ‘ Description ‘ # of M&As Example
Al Acquiring Al | Transactions in which the 514 Microsoft acquired
acquirer, or its available parent Suplariin 2021.

entity, is designated as Al-
relevant, and the company being
acquired is also designated as Al-

relevant
Al Acquiring Transactions in which the 2,403 Meta acquired
Non-Al acquirer, or its available parent Giphy in 2020.

entity, is designated as Al-
relevant, but the company being
acquired is not designated as Al-

relevant
Non-Al Transactions in which the 1,442 Apple acquired
Acquiring Al acquirer, or its available parent Datakalab in
entity, is not designated as Al- 2023.

relevant, but the company being
acquired is designated as Al-
relevant

Source: CSET.
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Appendix 3: Count of Annual Al Acquisitions by Deal Type, 2014-2023

Total Deals Al Acquiring Al Al Acquiring Non-Al
Non-Al Acquiring Al

2014 247 9 212 25
2015 264 12 225 27
2016 308 22 237 49
2017 337 29 209 99
2018 409 54 230 125
2019 484 60 251 173
2020 477 62 238 177
2021 871 131 426 314
2022 666 98 326 242
2023 523 69 222 232
Total 4,586 546 2,576 1,464

Source: CSET analysis of data provided by PitchBook Data, Inc.

Appendix 4: Industry Sectors of Non-Al Acquirers of Al Companies

Investor Primary Industry Sector Number of Deals
Information Technology 750
Business Products and Services (B2B)
Consumer Products and Services (B2C)
Healthcare 105
Financial Services
Energy I 14
Materials and Resources I 10

Source: CSET analysis of data provided by PitchBook Data, Inc.
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