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In this study, we theorize and show how firms targeted by NPEs can reduce their litigation risk by shifting their innovation strategy. Specifically, after the initial NPE lawsuits, target firms will draw more upon their in-house technologies to reduce the potential legal ground for NPE lawsuits. Furthermore, non-target firms in related technology areas tend to shift the locus of their innovation activities away from those of the target firms to avoid the areas with high NPE litigation risks. The effects are more pronounced when R&D expenses for the patented technologies are higher and when the product markets are more competitive. Taken together, these results lend further support to the notion that firms seek to escape the patent trolls by isolating themselves in the network of technology. The findings from this paper yield important managerial implications. This study sheds light on the impact of patent infringement lawsuits initiated by NPEs on firm innovation strategies and interfirm innovation activities. Our results show that NPE litigations could interrupt the accumulation and build-up of follow-on technology, which disrupts technological development in the industry and is detrimental to inter-firm collaboration and society. Indeed, decision-makers and managers in firms should be cognizant of the impact of NPE litigations and how anti-patent troll laws can help enhance collaboration among firms and facilitate the systematic development of valuable technologies by allowing firms to build on one another’s patented technologies. This would allow them to make better plans and more informed decisions.
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