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“Masters are always and everywhere in a sort of
tacit, but constant and uniform combination, not to
raise the wages of labor above their actual rate.

— Adam Smith, The Wealth of Nations (1776, p.67)
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@ Price Fixing
@ Horizontal Mergers
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Whinston (2008) “Lectures on Antitrust Economics”
@ Price Fixing — B| ¥R ERFLEHE (No-Poaching Agreements)
e Horizontal Mergers — 777 A4 /N4 77') > 7 (Acquihiring)

o Exclusionary Vertical Contracts — #i>cit IE 5818 (Non-Compete Agreements)
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@ “Facebook has not once bought a company for the company itself. We buy
companies to get excellent people.” — Mark Zuckerberg
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» Battiston, Espinosa and Liu (2024)
» Mukherjee and Vasconcelos (2018)
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» NCA and NPA: Mukherjee and Vasconcelos (2012); Tsubuteishi (2025b)
» NCA and Acquihiring: Tsubuteishi (2025a)
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Introduction

@ In this article, | examine two potentially anticompetitive practices in labor markets:

» non-compete agreements (NCAs, noncompetes)
» acquihiring

@ Anticompetitive practices in labor markets have been mostly analyzed separately.

@ However, NCAs and acquihiring are interlinked.

» Firms seeking to hire talent from other firms weigh direct hiring (poaching) against
acquihiring (Chen, Gao and Ma, 2021; Chen, Hshieh and Zhang, 2024).
» NCAs serve as a legal barrier to direct hiring.

@ Explore how NCAs and acquihiring are interrelated to derive insights into NCA
regulation in industries where acquihiring is widely observed.
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Introduction

@ NCAs have been important for some industries, including the high-tech sector.

» a legal mechanism to protect firms' explicit or tacit knowledge by restricting job
mobility of employees with technical expertise (Kréakel and Sliwka, 2009).

@ At the same time, however, NCAs are also seen as an anticompetitive practice that
bolsters monopsony power over employees.
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Introduction

@ Why does a potential acquirer purchase the entire startup instead of individually
hiring away talented employees?

@ In the presence of NCAs, firms tend to choose acquihiring as an alternative
strategy to circumvent the legal barriers imposed by NCAs (Boyacioglu et al.,
2024; Chen et al., 2021; Chen et al., 2024).

@ NCAs may be detrimental not only because they restrict labor mobility but also
because they induce potentially anticompetitive acquihiring.

@ However, in this article, | show that NCAs may prevent acquihiring, thereby
improving worker allocation and enhancing worker welfare.
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Introduction

@ This article contributes to the literature on the welfare impacts of NCAs.

@ The novelty of the present article lies in exploring a model that captures the impact
of NCA regulation on the realization of acquihiring within a single framework.

@ | demonstrate that NCAs have not only negative effects but also positive effects on
worker allocation and worker welfare by affecting the realization of acquihiring.

@ The present article and Mukherjee and Vasconcelos (2012) differ in the focus
although the qualitative implications for the welfare impacts of NCAs are similar.
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Introduction

@ This article also contributes to the literature on startup acquisitions.
@ It is most closely related to Bar-Isaac et al. (2025), which my model builds on.
@ Another related paper is Benkert, Letina and Liu (2025).

@ However, these papers do not consider the relationship between anticompetitive
practices in labor markets explored in the present article.
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Model

o Players: a startup (firm s), a potential acquirer (firm a) and an employee.
» The employee is initially hired by the startup.

@ The employee generates a value of v for firm s.
@ If she switches to firm a, she generates a value of v, for that firm.

@ When working for firm i € {a, s}, she receives a wage payment w;.

Kyogo Tsubuteishi (Hitotsubashi University) Startup Noncompetes in the Shadow of Acquihiring December 19, 2025 22 /68



Model

o All players are risk neutral.

@ The employee’s outside payoff is w°.
» the highest wage offer from competitive firms other than firm s and firm a.

@ In the following, | assume that min{v,, vi} > w” to ensure that the employee
chooses to work for one of the two firms in equilibrium.
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Model

e Firm s can offer an NCA to its employee (a take-it-or-leave-it offer).
o If the employee rejects the offer, she has no choice but to take the outside option.
@ Even if she accepts the offer, the NCA is not necessarily enforced by a court.

@ The probability of it being enforced is denoted by p € [0, 1].

» the breadth of the legally recognized scope of NCAs
» random court rulings (Baye and Wright, 2011; Eren and Mocan, 2018)
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Model

Firm a has two options to hire the employee: direct hiring and acquihiring.

If firm a chooses direct hiring, then the validity of the NCA, if any, is revealed.

@ Firm a competes with firm s (wage-bidding) unless the NCA is valid.

» Both firms simultaneously make wage offers w, and ws to the employee.
» She chooses either to accept one of the offers or reject both.

If the NCA is valid, firm a fails to directly hire the employee and cannot approach
her afterward.

» Only firm s makes a wage offer ws to the employee.
» She decides whether to accept it or not.
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Model

o If instead firm a chooses acquihiring, acquisition bargaining takes place.
@ The process is modeled as Nash bargaining.

e Firm a has bargaining power a € [0, 1].

o If the bargaining succeeds,

» only firm a makes a wage offer w, to the employee, and
» she decides whether to accept it or not.
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Model

@ In the event that acquihiring fails, firm a attempts direct hiring with probability 4.
» delay and discounting

o If firm a cannot attempt direct hiring,

» only firm s makes a wage offer w, to the employee, and
» she decides whether to accept it or not.

o If firm a can attempt direct hiring,
» the game proceeds as in the case where the firm chooses direct hiring.

@ Denote the outside payoff of firm a and firm s by t, and t,, respectively.
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Model

@ Acquiring firm s itself does not confer any benefits on firm a over and above the
value generated by the employee, v,.

@ Assume the tie-breaking rule that when firm a is indifferent between the two hiring
strategies, the firm chooses direct hiring.
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Model

The timing of this game is summarized as follows.

@ Stage 1: Given p, firm s decides whether to offer an NCA to its employee.

@ Stage 2: Firm a chooses a hiring strategy.

» Stage 2.1: Nash bargaining takes place.
» Stage 2.2: Firm a attempts direct hiring with probability §.

@ Stage 3: The validity of the NCA, if any, is revealed.
» Stage 3.1: Wage-bidding takes place.

| use the Subgame Perfect Nash Equilibrium as the solution concept.
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Equilibrium characterization

@ In my model, | do not take into account

» the consideration for the NCA and

» the process for firm s to hire the employee initially.
@ Hence, it is always profitable for firm s to offer the NCA to its employee.
@ In the following, | proceed with the analysis given that the NCA exists.
@ | solve the model by backward induction.
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Equilibrium characterization

e First, consider the wage-bidding subgame.

Lemma 1
Suppose wage-bidding takes place. Then, in the equilibrium of this subgame:
o if v, > vg, firm a hires the employee at a wage w, = vg;

o if v, < vg, firm s retains the employee at a wage w,; = v,.

The resulting outcome is efficient in that it maximizes social welfare (productive value).

v
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Equilibrium characterization

Suppose firm a has chosen direct hiring.

e With probability 1 — p, the NCA is not valid.

» The analysis is exactly as in the aforementioned wage-bidding subgame, and
Lemma 1 applies.

e With probability p, the NCA is valid.

» Firm s becomes a monopsonist over its employee, and thus she is retained by the
firm at a monopsonistic wage of w°.
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Equilibrium characterization

Now suppose instead that firm a has chosen acquihiring.

o If firm a chooses acquihiring but it does not succeed, then with probability ¢, the
ensuing subgame involves wage-bidding unless the NCA is valid.

@ With the remaining probability 1 — §, the employee is retained by firm s at a wage
of we.

e If bargaining over the acquisition price succeeds, this generates a joint payoff for
the two firms of v, — w”.

@ Nash bargaining implies that the acquisition occurs whenever the surplus
v, — WP — [t, + t4] is positive and determines how this surplus is split.
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Equilibrium characterization

Lemma 2
Suppose firm a chooses acquihiring. Then, in the continuation equilibrium:

@ Suppose that v, > vi. The acquisition occurs, and the employee is hired by firm a
at a wage of v®.

@ Suppose that v, < vs. If v+ 0(1 — p)w° > [1 + (1 — p)d]va, no acquisition occurs.

Otherwise, the acquisition occurs, and the employee is hired by firm a at a wage of
we.

o’
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Equilibrium characterization

@ To illustrate how acquihiring weakens competition most clearly, consider the case
where v, = v..

@ If firm a chooses direct hiring, the firm's payoff is zero.

e If firm a chooses acquihiring, the acquisition succeeds and the firm earns a positive
payoff.

@ Hence, in equilibrium, firm a opts for acquihiring and successfully does so, leaving
the employee’s value unchanged while reducing worker welfare.

Kyogo Tsubuteishi (Hitotsubashi University) Startup Noncompetes in the Shadow of Acquihiring December 19, 2025 36 /68



Equilibrium characterization

Now consider firm a's choice between acquihiring and direct hiring.

@ When p is high, firm a prefers acquihiring because the firm will fail to directly hire
the employee with high probability.

@ When p is not too high, direct hiring may yield a higher expected payoff for firm a.
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Equilibrium characterization

@ In this case, whether firm a chooses direct hiring over acquihiring depends on v,.

@ If the NCA is not enforced, and firm a hires the employee through direct hiring, the
firm pays a competitive wage, independent of v,, to the employee.

» Every unit increase in v, results in an equivalent gain for firm a.

@ Instead, if firm a hires the employee through acquihiring, the firm pays a portion of
v, to firm s in the process of acquisition bargaining.

» The gain from the increase in v, is reduced.

@ Therefore, when v, is sufficiently high, firm a prefers direct hiring.
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Equilibrium characterization

@ When the value of v, is not high, firm a prefers acquihiring.

@ Hence, in such a case, firm a chooses acquihiring whenever possible.

The higher the value of v,, the larger the joint payoff, which makes it easier to
reach an agreement in acquisition bargaining.

@ When v, is low, acquihiring is not feasible, in which case firm a chooses direct
hiring from the tie-breaking assumption.

Put together, firm a chooses acquihiring when v, takes an intermediate value.
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Equilibrium characterization

Proposition 1
Let p be the value of p such that (1 —a)(1 —0)(1 — p) —ap=0.

@ Suppose that p is sufficiently low such that 0 < p < p. Firm a hires the employee
through direct hiring if v, > v,, where

va(p) = vs + (

ad(1l — p)(vs — wP)
I—a)A=d)1=p —ap> "

and through acquihiring if v, < v, < v,, where

Vs+5<1 _p)Wo
14+6(1—p)

v,(p)

(< ve).

No hiring occurs if v, < v,. The employee always prefers direct hiring.
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Equilibrium characterization

Proposition 1 (Continued.)
@ Suppose that p is sufficiently high such that p < p < 1. Firm a hires the employee
through acquihiring if v, > v,. No hiring occurs if v, < v,. The employee always
prefers direct hiring.
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Equilibrium characterization

The equilibrium worker allocation can be socially inefficient for two reasons.

e First, firm s and firm a do not internalize the employee’s loss caused by the
restriction of labor market competition resulting from acquisition.
» socially undesirable acquihiring

@ Second, firm s does not internalize firm a's and the employee’s losses caused by the
NCA in determining whether firm s offers it.

» socially undesirable employee retention
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Effects of NCAs

@ As a benchmark, consider the case where p = 0 (Bar-Isaac et al., 2025).

@ The NCA has no effect on labor market competition, and firm a may profitably
choose direct hiring.

@ Recall that wage competition leads to the efficient worker allocation.
@ Acquihiring can only distort the worker allocation or leave it unchanged.

@ Therefore, the worker allocation is efficient when firm a chooses direct hiring but
may be inefficient when the firm chooses acquihiring.

@ Regarding worker welfare, the employee receives a competitive wage when firm a
chooses direct hiring but a monopsonistic wage when firm a chooses acquihiring.
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Effects of NCAs

s a efficient allocation

s a equilibrium allocation

efficient A 7 inefficient 7 7 efficient efficient or inefficient

////////////////////

7 7
277272272227272727272777

Direct hiring Acquihiring Direct hiring hiring strategy

v Vs v

Figure 1: p=20
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Effects of NCAs

@ Next, consider an opposite extreme case where p = 1.
@ Firm a can never hire the employee through direct hiring due to the NCA.

e Without acquihiring, firm s has monopsony power over the employee.

Acquihiring transfers the monopsony power from firm s to firm a.

@ Therefore, acquihiring occurs if and only if it is efficient.

Consequently, complete acceptance of NCAs leads to the efficient worker allocation.

The employee, by contrast, always receives a monopsonistic wage due to the
complete lack of wage competition.

Kyogo Tsubuteishi (Hitotsubashi University) Startup Noncompetes in the Shadow of Acquihiring December 19, 2025 45 /68



Effects of NCAs

s a efficient allocation
s a equilibrium allocation
efficient efficient or inefficient
Direct hiring Acquihiring hiring strategy
Va
VS
Figure 2: p=1
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Effects of NCAs

@ A shift from no enforcement of NCAs to the full enforcement introduces a tension
between social welfare and worker welfare.

» Such a shift may improve social welfare but may decrease worker welfare.

@ In what follows, | examine the partial relaxation of restrictions on NCAs and show
that an increase in their enforceability may improve worker welfare.

Proposition 2

The relaxation of restrictions on NCAs may have either of the following effects:

@ preventing inefficient acquihiring, that is, 8!; > 0 for all p€ (0,1); or

9
@ inducing efficient acquihiring, that is, B—V; > 0 for all p € (0, p).
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Effects of NCAs

S a efficient allocation

s a —————— equilibrium allocation
a
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Figure 3: 0 < p<p

Kyogo Tsubuteishi (Hitotsubashi University) Startup Noncompetes in the Shadow of Acquihiring December 19, 2025 48 /68



Effects of NCAs

s a efficient allocation

s a equilibrium allocation
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°27 inefficient 77/
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Figure 4: p<p<1

Kyogo Tsubuteishi (Hitotsubashi University) Startup Noncompetes in the Shadow of Acquihiring December 19, 2025 49 /68



Effects of NCAs

o First, consider the case where v, < v, < v,.

@ The increase in the enforceability of NCAs raises the probability that firm s will
become a monopsonist over the employee.

» firm s's outside payoff in acquisition bargaining
@ Hence, it makes acquihiring harder and thus may prevent inefficient acquihiring.

@ In this way, higher enforceability of NCAs may improve worker allocation.

@ Furthermore, preventing acquihiring promotes labor market competition and,
consequently, enhances worker welfare.
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Effects of NCAs

@ Second, consider the case where v, > v, and the NCA is enforced.
@ The increase in the enforceability of NCAs raises the probability that firm a will fail
to hire directly.
» make acquihiring a more attractive strategy
@ This may induce acquihiring and thus prevent inefficient employee retention.
@ In this way, higher enforceability of NCAs may improve worker allocation.
@ However, inducing acquihiring impedes labor market competition and thus reduces

worker welfare.
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Effects of NCAs

@ When firm a still chooses direct hiring even after the increase in the enforceability
of NCAs, the higher enforceability reduces the likelihood of direct hiring.

@ Hence, it distorts the worker allocation if v, > v, and decreases worker welfare if
Va <V, 0r Vy >V,

@ In the case where v; < v, < v,, the enforceability of NCAs has no effect on the
worker allocation or worker welfare.

» However, it affects firms’ outside payoffs in acquisition bargaining and,
consequently, the acquisition price.
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Effects of NCAs

@ Summarize the effects of NCAs on startups’ profitability.

@ In equilibrium of the model, the acquisition price increases with the enforceability.

@ NCAs may not only enable startups to earn monopsony profits but also increase
acquisition prices.
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Effects of NCAs

@ In the literature, NCAs are noted as providing startups with several benefits:
» wage suppression (US-Treasury, 2016; Starr, 2019; Balasubramanian, Chang,
Sakakibara, Sivadasan and Starr, 2022)
» securing returns on investments (Klein, 1998; US-Treasury, 2016)
» the protection of intellectual property (Marx, Strumsky and Fleming, 2009; Coyle
and Polsky, 2013)

@ For startups facing the threat of acquihiring, NCAs may serve as a potential
countermeasure to acquihiring.
» By granting startups monopsony power, NCAs increase their outside payoffs in
acquisition bargaining, which enables the firms to bargain on more favorable terms.
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Optimal NCA regulation

@ Examine a worker-welfare-maximizing competition authority.

Proposition 3
A worker-welfare-maximizing competition authority prefers a partial allowance of NCAs
when v, is within a moderate range, specifically v} < v, < v, where

¥ _vs+5vv0
=144

F —

Then, it prefers the lowest enforcement level that can still prevent acquihiring, p* such
that v, = v,(p").
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Optimal NCA regulation
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Direct hiring

Figure 5: Worker-welfare-maximizing regulation
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Optimal NCA regulation

@ Consider the case where a partial allowance of NCAs constitutes the optimal
regulation.

o If v < v, < v, the increase in the enforceability of NCAs makes acquihiring harder.

@ Hence, the allowance of NCAs may enhance worker welfare by preventing
acquihiring.

@ However, at the same time, higher enforceability of NCAs may lead to restricted
job mobility and, consequently, reduce worker welfare.

@ Therefore, the competition authority prefers the lowest enforcement level that can
still prevent acquihiring.
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Policy implications

@ The relaxation of restrictions on NCAs hampers job mobility, leading to inefficient
employee retention.

@ However, at the same time, the relaxation can improve worker allocation:

» prevent inefficient acquihiring caused by the negative externality in the bargaining
» prevent inefficient employee retention caused by NCAs

@ Because of these two effects, NCA regulation could distort worker allocation.
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Policy implications

@ The relaxation of restrictions on NCAs can reduce worker welfare:

» impede labor market competition for employed workers
» induce acquihiring

@ However, at the same time, the relaxation can prevent acquihiring, promote labor
market competition (though imperfectly), and improve worker welfare.

@ In other words, NCA regulation aimed at protecting workers’ right to change jobs
could induce acquihiring (waterbed effect), and ultimately harm workers.

Kyogo Tsubuteishi (Hitotsubashi University) Startup Noncompetes in the Shadow of Acquihiring December 19, 2025 59 /68



Policy implications

@ Partial NCAs may create a win-win outcome for both even if the employees have
no bargaining power in negotiations on NCAs.

@ Startups benefit from NCAs because they restrict competition for their employees,
which enables the firms to set lower wages.

@ At the same time, the employees benefit from NCAs because they may prevent
acquihiring, which protects labor market competition (though imperfectly).
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Policy implications

@ NCAs have been argued to be especially harmful to low-wage workers.

Krueger and Posner (2018)
» Point out that low-wage workers do not know their rights, cannot afford lawyers,
receive little training, and are susceptible to threats from their former employers.
» Propose that state governments should ban NCAs that bind such workers.

Indeed, several U.S. states have banned NCAs for low-wage workers.

» specific wage thresholds (Washington, Oregon and several other states)
» the ban for hourly employees (Nevada)

Lipsitz and Starr (2022) find that banning NCAs for hourly workers increased
hourly wages by 2%-3% on average (exploiting the 2008 Oregon ban).
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Policy implications

@ Low-skilled (low-wage) workers would be less likely to motivate acquihiring.

@ Even if they could be a target of acquihiring, the analysis in this article provides a
rationale for regulating NCAs applied to such workers.

@ Suppose that an employee’s value v; is given by v+ m; x h;.
» v. a component independent of the firm-worker match
» m;: the match quality with firm i
» h;: the skill level at firm i
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Policy implications

@ Then, if the employee is low-skilled and has few firm-specific (i.e., non-portable)
skills, her value does not vary substantially across firms.

@ Even if strengthening the enforceability of NCAs can prevent acquihiring, doing so
would require very high enforceability (see Figure 5).

@ The adverse effect of NCA regulation in inducing acquihiring on worker welfare is
limited.

@ In low-skilled industries where acquihiring is not prevalent, NCA regulation is likely
to improve worker welfare because the waterbed effect would be minimal.
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Policy implications
e Finally, | discuss the relationship between NCA regulation and merger regulation.

@ NCA regulation reduces startups’ profitability, making it easier for Big Tech firms
to acquire them, which could ultimately lead to an increase in their market power.

@ Therefore, the appropriateness of NCA regulation in industries with high
acquisition potential depends on whether effective merger policies are in place.

» Startup acquisitions have rarely been challenged (Bryan and Hovenkamp, 2020).

o If competition authorities were able to effectively regulate acquihiring, the positive
effects of NCAs explored in this article would not arise.

@ Instead, if resource constraints or other factors prevent the effective regulation of
acquihiring, NCA regulation in such industries should be carefully considered.
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Policy implications

@ In many countries, NCA regulation and merger regulation are carried out
independently by different authorities governing distinct legal areas.

» coordination issues between the two regulatory frameworks

@ In this regard, the FTC's recent proactive engagement with labor markets could
contribute to addressing issues arising from the dichotomy.

@ Such an approach by the FTC is desirable in that it increases the likelihood of
appropriate regulation of NCAs in labor markets with the possibility of acquihiring.
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Discussion

@ In Bar-Isaac et al. (2025) and the present article, if acquihiring occurs, the acquirer
shuts down the target firm's project and proceeds with its own.

@ This may be natural in a particular context of acquihiring.

@ In general, however, it may be more natural to assume that the acquirer proceeds
with more productive project.
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Discussion

@ What would happen if the acquirer instead chose the project that generates greater
productive value, which may be the target firm's project?

@ In this case, efficient worker allocation is always achieved, and thus the positive
effects of NCAs on worker allocation disappear.

@ Nevertheless, the positive effect of NCAs on worker welfare still exists.
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Key takeaways

@ NCAs grant startups monopsony power over their employees and thus enable the
firms to gain favorable positions in acquisition bargaining.

@ As a result, NCAs may actually prevent acquihiring, thereby improving worker
allocation and worker welfare.

@ In other words, NCA regulation could distort worker allocation and/or, contrary to
its intent to protect workers, could reduce worker welfare.

@ A worker-welfare-maximizing competition authority prefers the lowest enforcement
level that can still prevent acquihiring.

@ Increased regulation of NCAs could weaken startups, facilitate acquihiring by Big
Tech firms, and ultimately reinforce their market power.
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