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Abstract. Synergy is a core issue in corporate mergers and acquisitions research.
Existing literature mostly uses large-sample quantitative research methods to
evaluate the effectiveness of mergers and acquisitions. However, when facing
emerging industries, high-growth companies or special merger and acquisition
situations, such methods often fail to reveal the specific mechanism and actual
impact of synergy. In 2023, Microsoft acquired Activision Blizzard for US$68.7
billion, becoming one of the largest technology industry mergers and acquisitions
in history. This article takes this case as a starting point and conducts a systematic
analysis of the three dimensions of operational synergy, management synergy
and financial synergy based on Microsoft's financial data over the past five years.
The study finds that the acquisition achieved significant operational and
managerial synergies: the gaming business accelerated, management efficiency
improved, and expense ratios declined. Although financing costs and tax burdens
did not decrease, financial synergy was reflected in improved cash utilization.
Forecasts indicate that synergy will continue to play a role in the future. This
research provides an analytical framework for evaluating synergy in tech-sector
M&As and highlights the importance of resource complementarity, managerial
integration, and capital efficiency in realizing acquisition value.

Keywords: Mergers and Acquisitions, Operational synergy, Management
synergy, Financial synergy.

1 Introduction

On October 13, 2023, after overcoming numerous obstacles, Microsoft successfully
acquired Activision Blizzard for $68.7 billion, which marked the largest deal in gaming
industry history and even the largest in the tech sector overall. Mergers and acquisitions
(M&A) are a crucial strategy for corporate growth, and it has been extensively studied
by scholars. Among these studies, the concept of "synergy" frequently appears. Ansoff,
who was the earliest scholar to apply "synergy" to the field of corporate M&A, believed
that companies seeking growth and expansion often consider integrating different
resources, capabilities, and markets to achieve synergy. Synergy is generally reflected
in the combined operations of two or more business units producing greater total
benefits than if they operated independently [1]. Existing research on synergies in
M&A primarily focuses on its measurement, significance, and influencing factors.
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Measuring synergy is vital in M&A, as the realization of synergy is often used to
justify acquisition premiums. Therefore, executives must thoroughly understand how
synergy occurs during M&A [2]. However, executives often make errors by defining
synergies too narrowly or too broadly [3], and such misunderstandings can exacerbate
overpayment and integration challenges [4]. Damodaran classifies synergy into opera-
tional and financial categories [5]. Hernandez proposes a five-type synergy framework
based on value activity hierarchy and directive orientation, introducing the concept of
a "synergy lifecycle" and developing an analytical model that considers interactions
among synergy types [6]. Chatterjee argues that the success of a merger depends on the
use of specific resources, focusing on resources related to capital costs, production
costs, and pricing power, which he categorizes as financial, operational, and collusive
synergies, respectively. Numerous factors influence synergy realization. Larsson em-
pirically analyzed 61 M&A cases and found that synergy depends heavily on the degree
of post-merger organizational integration and the complementarity of operations [7].
Gupta discovered that when merging firms operate in unrelated markets, the production
characteristics of the two firms significantly affect synergy valuation. If the acquiring
firm has flexible production facilities while the target firm does not, the value of oper-
ational synergy may be reduced [8]. Wang et al. found that when the acquirer’s share-
holder rights are stronger than those of the target, higher synergy can be created, sug-
gesting that "strength—weakness complementarity" in governance structures enhances
overall corporate value [9].

Existing research offers a range of synergy measurement methods. However, few of
them incorporate organizational or managerial synergies, and most studies are con-
ducted in earlier years and rely on quantitative methods that may overlook the realities
of today’s emerging enterprises. To address these limitations, this study conducts a case
analysis of Microsoft’s acquisition of Activision Blizzard—one of the most representa-
tive M&A cases in the recent internet industry. Using Microsoft’s financial data from
the past five years, this study classifies post-merger synergies into operational, man-
agement, and financial categories, and applies financial indicator and forecasting anal-
yses to evaluate the merger’s outcomes. The results show that the acquisition yielded
significant operational, management, and partial financial synergies and that these ef-
fects are likely to persist over the next three years. The study further explores the rea-
sons behind these outcomes to provide insights for companies in related industries.

2 Case Overview

Microsoft Corporation, founded in 1975, is one of the world's leading technology com-
panies. Its core businesses include operational systems (e.g., Windows), office software
(e.g., Microsoft 365), cloud computing (e.g., Azure), artificial intelligence, hardware
devices (e.g., Surface), and gaming and entertainment. Microsoft holds a dominant po-
sition in the global software industry and is one of the highest-valued tech companies
in the world. In the gaming sector, Microsoft established Xbox Game Studios in 2000
to develop and publish its own games and launched the Xbox gaming console in 2001,
marking its official entry into both gaming hardware and software markets. In 2017,
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Microsoft introduced Xbox Game Pass, a global cloud gaming and subscription service
platform. With an increasingly rich game library, the service has become one of the
most influential game subscription platforms globally.

Activision Blizzard, established in 2008, is one of the most influential video game
companies in the world. It owns multiple globally renowned game brands and subsidi-
aries, including Activision, Blizzard Entertainment, and King Digital Entertainment. Its
flagship franchises include Call of Duty, World of Warcraft, and Candy Crush, all of
which boast well-known IPs and large active user bases.

In January 2022, Microsoft announced its $68.7 billion acquisition of Activision
Blizzard. After passing antitrust reviews from regulatory bodies in the U.S., EU, UK,
and other countries, the deal was officially completed in October 2023. This acquisition
significantly expanded Microsoft's gaming division, making it the world’s third-largest
gaming company, behind only Tencent and Sony, thereby strengthening its position in
the gaming industry.

3 Analysis of Post-Merger Performance

This study primarily adopts financial indicator analysis, selecting financial indicators
that reflect operational, management, and financial synergies following a merger. By
comparing these indicators before and after the merger, this paper evaluates whether
synergies have manifested, providing insights into mergers and acquisitions in the in-
ternet industry from a synergy perspective.

3.1 Data Description

All financial data used in this study were obtained from Microsoft’s annual and quar-
terly reports published on the U.S. Securities and Exchange Commission’s official web-
site (www.sec.gov). By collecting information from the balance sheet, income state-
ment, cash flow statement, and segment data, relevant financial indicators were calcu-
lated. Considering the limited time since the completion of the merger, and in order to
provide timely and detailed performance tracking, the study includes data from Mi-
crosoft's Q1 and Q2 of fiscal year 2025.

3.2  Data Analysis

Operational Synergy. According to Weston, operational synergy manifests when the
combined company experiences increased revenue through market expansion, broader
product lines, etc. [10] Activision Blizzard is a video game company, and Microsoft’s
acquisition primarily aimed to expand its gaming business. To assess whether the ac-
quisition accelerated Microsoft's gaming growth, this study uses the ratio of gaming
revenue to "More Personal Computing" segment revenue. FY2025 Q1 and Q2 figures
were annualized.
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Fig. 1. Operational Synergy (Picture credit: Original)

Managerial Synergy. Managerial synergy arises when a merger enhances manage-
ment efficiency through the integration of management resources, optimized resource
allocation, and reduced operational costs—ultimately boosting performance. Among
the three types of synergy discussed, management synergies is the most difficult to
quantify [10]. Therefore, this study uses both qualitative and quantitative methods.
Quantitatively, the management expense ratio and selling expense ratio are used to re-
flect efficiency-driven cost reductions.

Management synergy is often associated with the improvement of decision-making
speed and leadership [11]. Through top-level management integration, internal con-
flicts are reduced, and decision-making becomes more efficient. After the acquisition,
Microsoft optimized leadership: multiple senior executives at Activision Blizzard, in-
cluding long-time CEO Bobby Kotick and Blizzard president Mike Ybarra, stepped
down. The gaming division was consolidated under Microsoft’s unified leadership and
structure, reducing redundancy and streamlining operations.
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Management synergy
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Fig. 2. Management Synergy (Picture credit: Original)

Figure 2 shows a downward trend in both management and selling expense ratios.
After the merger, the average decline in management expenses rose from 0.054% to
0.405%, while the average decline in selling expenses grew from 1.44% to 2.85%. This
indicates that despite scale expansion and revenue growth, expense ratios declined—
suggesting improved operational efficiency. On one hand, Microsoft laid off 1,900 em-
ployees (about 8% of its gaming division) post-merger, which reduced redundant roles.
On the other hand, Microsoft’s strengths in cloud computing and data analytics helped
Activision Blizzard share resources, reduce overlaps, and cut costs. Overall, the merger
improved management efficiency and achieved management synergy.

Financial Synergy. Financial synergy refers to optimize capital structure and reduced
financing costs following a merger [10]. According to the Modigliani-Miller theory, a
merger can reduce the Weighted Average Cost of Capital (WACC) and increase firm
value. Oira et al. added that financial synergy includes tax deduction and more efficient
use of idle cash [12]. Therefore, WACC, effective tax rate, and cash turnover are se-
lected to assess financial synergy. Q1 and Q2 2025 cash turnover figures were annual-
ized by multiplying by four. The WACC is calculated as follows:

WACC = (g x re> + <§ X1y x (1 - TC)) 1)

Where E is market value of equity, which is estimated by average historical stock
closing prices from Investing.com multiply year-end shares in the company’s financial
statement. D market value of debt, which is estimated from total debt. T, is tax rate,
which is estimated by the pre-tax profit and the net profit.

1, is the Cost of equity financing, estimated using estimated with the Capital Asset
Pricing Model (CAPM) with the formula:
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7, = Rp + B X (R — Ry) (2)

Where risk free rate Ry is the U.S. 10-year Treasury yield average. Market premium
R, — Ry is a commonly assumed 5%. f is sourced from Gurufocus.com.
1, 1s the cost of debt, and the formula is as follows:

interest expense
r, =
a total debt

3

Both interest expense and total debt were obtained from the financial statements.

Financial synergy
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As shown in Figure 3, WACC increased post-merger, indicating no decrease in fi-
nancing costs. Likewise, the tax burden rose, showing no tax relief. However, cash
turnover improved significantly, suggesting better cash utilization.

During the period studied, the U.S. experienced a prolonged rate hike cycle, espe-
cially in 2022, which raised risk-free rates and interest expenses. This increased both
equity and debt financing costs. Furthermore, the company's stock price has continued
to rise over the past five years and its debt has continued to fall, leading to a greater
percentage of equity financing, which has a higher cost—further pushing up WACC.
The tax rate increase may result from the global minimum tax policy, U.S. enforcement
strengthening, and the fact that Activision Blizzard was already profitable, offering lim-
ited tax reductions. Meanwhile, Microsoft had high idle cash pre-merger, and post-
merger it used cash for operations—boosting cash turnover.

In conclusion, Microsoft did not achieve financial synergy in terms of financing cost
or tax burden, but did improve cash utilization—partially realizing financial synergy.
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4 Predictive Analysis of Microsoft M&A Effectiveness

4.1 Regression Forecasting

This study conducts a linear regression analysis of Microsoft’s gaming revenue and
total revenue from 2016 to 2024, as shown in Figure 4. In this model, gaming revenue
is treated as the independent variable, while total revenue is the dependent variable.
The resulting regression equation is y = 1.9447x + 23646, indicating that for every unit
increase in gaming revenue, total revenue increases by approximately 1.9447x plus
23646 units. This suggests that gaming revenue is becoming an increasingly significant
contributor to total revenue. Based on the company's quarterly reports, the average
growth rate of gaming revenue after the acquisition is 10%. If the projected gaming
revenue for the next year reaches 23,653, the model predicts a total revenue of approx-
imately 69,643.99, indicating further expansion in revenue scale.

Total revenue forecast Unit: Million US Dollars
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Fig. 4. Linear Regression Results (Picture credit: Original)

4.2  Time Series Forecasting

This study also forecasts Microsoft's management expense ratio, selling expense ratio,
and cash turnover ratio based on data from 2016 to 2024, generating the time series
trendlines shown in Figures 5, 6, and 7. From the graphs, it is evident that the fitted
lines closely align with the actual observed values. In the forecasted period, both the
management expense ratio and selling expense ratio exhibit slight upward trends but
remain at relatively low and reasonable levels. The cash turnover ratio continues to rise,
suggesting that the company is becoming increasingly efficient in utilizing its idle cash
reserves.
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5 Conclusion

Microsoft's acquisition of Activision Blizzard achieved operational synergy by sharing
gaming platform resources and taking advantage of Activision Blizzard’s influential
game IPs. It realized management synergy by integrating management resources and
streamlining organizational structure, and achieved financial synergy by improving the
utilization of surplus cash. These outcomes offer valuable insights for gaming compa-
nies and even information technology enterprises while considering mergers and acqui-
sitions.

First, the acquiring party should seek complementary resources between firms. Mi-
crosoft and Activision Blizzard achieved complementarity between platform and game
content. When identifying acquisition targets, companies should assess whether com-
plementary resources exist, enabling synergy where the combined value exceeds the
sum of individual contributions.

Second, post-merger enterprises should promote management integration and cost
optimization. After the acquisition, Microsoft enhanced efficiency by optimizing and
unifying management. Companies should consider how to efficiently utilize manage-
ment resources, streamline operations, and cut unnecessary costs after a merger.

Finally, companies should focus on the acquirer’s cash utilization. Rather than ex-
cessively increasing leverage to finance acquisitions, it is more beneficial to focus on
effectively deploying surplus cash into post-merger operations to maximize its utility.

This paper evaluates merger outcomes from the perspective of synergy. However,
there are many ways to measure synergy; this study adopts the tripartite framework of
operational, managerial, and financial synergy, which may introduce certain limita-
tions. Additionally, as Microsoft’s acquisition of Activision Blizzard was recently com-
pleted, many outcomes are yet to fully materialize in its ongoing operations. Therefore,
the conclusions drawn here may lack long-term validity. It is expected that future re-
search is encouraged to address these limitations.
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