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 A Case Study on Softbank’s Acquisition of Arm Holdings 
[bookmark: _Toc19626755]Abstract
On July 18, 2016, Japan Softbank Group and British Arm Company issued a statement: Softbank acquired Arm for £24.3 billion. The acquisition amount is 71 times of Arm's 2015 net income, which is the largest acquisition in the history of Softbank and the largest one in the European technology field too. This article first describes the basic situation of the two companies, analyses the need for a strategic change of Softbank, then critically assesses the organizational (micro and macro) environment using five competitive force model and value chain model, uses the synergy theory to analyse the implementation of the two companies after strategic acquisition, finally evaluates the effect of the change strategy.
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[bookmark: _Toc19626756]1. The two acquisition parties	
[bookmark: _Toc19626757]1.1 Acquiring corporation:  Softbank Group- an Information Revolutionaries 
     Softbank Group corporate (hereinafter referred to as Softbank) was founded in 1981 by Masayoshi Son in Japan and listed in 1994. It is a comprehensive venture capital corporation which mainly committed to the investment of the IT industry (Company Info | SoftBank Group Corp., 2015).Softbank has invested in more than 600 companies and has a majority stake in more than 300 major IT companies worldwide. In 1994, Softbank went public and raised $140 million. Since then, Softbank Group has taken a big step forward. In 2001, Softbank opened Yahoo! BB business, providing broadband ADSL services to Japanese users, officially entered the traditional telecommunications business and became a leading company in the Japanese telecommunications market.(Company Info | SoftBank Group Corp., 2019) In May 2004, Softbank Group acquired Japan's third largest fixed-line operator, Japan Telecom, formally entering the traditional telecommunications business. 
[bookmark: _Toc19626758]1.2 Acquired corporation:  ARM holdings-a realistic dreamer	
Arm holdings (hereinafter referred to as Arm), formerly known as Aikang Computer company, was founded in 1978 in Cambridge, England. In the late 1980s, Apple Computer company began working with Aikang Computer company to develop a new version of the ARM core. In 1985, a new processor with a reduced instruction set was developed, called ARM (Acorn RISC Machine), also known as ARM 1. Because of the financial situation of Aikang Computer, Arm holdings was funded by Apple and VLSI on November 27, 1990. Then it was separated from Aikang Computer and became an independent subsidiary. Arm is the world's leading designer of key technologies used in semiconductor computer chips. It is best known for designing the processors for the main chip in nearly all smartphones. Over the last quarter of a century, its technologies have spread into all sectors and markets, and it now has the world's most widely deployed advanced technology intellectual property (IP). (Architecting a Smarter World – Arm, no date)Arm licenses processor designs to semiconductor companies that incorporate Arm technology into their computer chips. Therefore, the Arm business model is to perform research &development, and design processors chips as per customers’ needs, then sell design to semi-conductor partner for license and loyalty fees. 

[bookmark: _Toc19626759]2. Why acquisition of ARM is the Softbank’s strategic choice? 
[bookmark: _Hlk16614766][bookmark: _Toc19626760][bookmark: _Hlk16610192]2.1 The overall strategy of Softbank
What is strategy? “Strategy is the creation of a unique and valuable position, involving a different set of activities.”(Phillips, 2011,p18, ),Mintzberg, 1978).The essence of strategy is performing activities differently than competitors do(Miles et al., 1978).
[bookmark: _Toc19626761]  2.1.1 Expanding the customer base of the telecommunications business for their next growth phase and planting the seeds of new businesses(Company Info | About Us | SoftBank, 2014)
Softbank's core business is mobile telecommunications companies and Japan's third largest operator. Softbank is rapidly transforming into an entity that goes beyond the typical business areas of telecom operators. In order to maintain growth in the medium to long term, Softbank has expanded its customer base by expanding its business into the service and content areas and related fields with its extensive telecom customer base. At the same time, Softbank plans to grow many new businesses in the global periphery.
[bookmark: _Toc19626762]2.1.2 Developing 5G network for the IoT era
While expanding its customer base, Softbank is strengthening its network to prepare for the arrival of the Internet of Things (IoT) era. These efforts have focused on 5G based on next-generation mobile communication systems. 2.2 The overall strategy of Arm: investing for long-term growth.

[bookmark: _Toc19626763]2.2 The overall strategy of Arm: investing for long-term growth
[bookmark: _Toc19626764]2.2.1 Being a leader of semiconductor technology
Arm is the world's leading designer of key technologies used in semiconductor computer chips. The most famous is the design of the processor for the main chip in almost all smartphones. In the past quarter century, its technology has expanded to all fields, and now it has the intellectual property (IP) of the world's most widely deployed advanced technology (Architecting a Smarter World – Arm, no date). Arm-based products exist in a wide range of digital electronic devices all over the world.
[bookmark: _Toc19626765][bookmark: _Hlk17594997]2.2.2 Increasing its market share in application areas
Arm achieved over 95% mobile market penetration. However, ARM involves more than just mobile devices. More than 5 billion products have entered non-mobile devices from the 10 billion chip designs sold. As other end markets require smarter processors, ARM hopes to increase its market share in other applications such as smart TVs, routers and servers. As consumer products become more intelligent, they often contain multiple ARM chips, increasing royalties. The royalty for smartphones and TVs is 5-10 times more than the basic model
[bookmark: _Toc19626766]2.2.3 Increasing investment in research and development
ARM's investment is entirely at the discretion of the management team, they can provide any level of profit. Subsequently, they chose to increase their investment, although they knew that doing so would bring lower profits in the short term and expect them to achieve greater growth in the future. The technologies in which Arm is investing will be deployed across many markets and in a wide range of devices. These technologies will help Arm gain or maintain share in long-term growth markets. 

[bookmark: _Toc19626768]2.3 Softbank and ARM are highly strategically matched.
From the two companies’ backgrounds, business scope, vision and strategy, we can see that the two companies have a high degree of matching in corporate culture, cloud computing and big data, the Internet of Things and the enterprise ecosystem. Softbank's acquisition of Arm is a strong alliance, both companies can achieve their long-term strategy in the long run, which is one of the most important reasons for Softbank's successful acquisition of Arm.
[bookmark: _Toc19626769]2.3.1 Softbank and ARM are highly culturally matched.
[bookmark: _Hlk16633595]Organisational culture refers to the values, beliefs and rules that are recognized by the members of the organization in the course of the organization's operations（E. Schein, 1997,Cameron, 2001)）. History and culture are key factors influencing on the strategies of organizations. According to the Softbank homepage, the corporate philosophy of Softbank is information revolution — happiness for everyone. Since its founding, the SoftBank has sought to use the Information Revolution to contribute to the wellbeing of people and society(Corporate Philosophy, Vision and Values | SoftBank Group Corp., no date). The SoftBank Group’s aim is to contribute to people’s happiness through the information revolution, and to become “the corporate group needed most by people around the world.” (Corporate Philosophy, Vision and Values | SoftBank Group Corp., no date) The core of SoftBank's Values is “Try hard, have fun”. This is the DNA of the SoftBank Group, which aims to keep growing for the next 300 years. 
According to the Arm homepage, Made Possible is a homage to people who push the boundaries, do big things, and embrace the future of innovation as limitless. “Every inspiring technology you see is a result of hard work and big dreams. The technology is a result of Arm and our partners working together to make the world a more connected place.” This is Arm’s corporate culture. (Architecting a Smarter World – Arm, no date)
As shown above, the organizational culture of two companies all include the elements of innovation, revolution, ambition and focus on the future.so they are highly culturally matched, embracing a joint vision of the future.
[bookmark: _Toc19626770]2.3.2 Both are highly strategically matched in the cloud computing/big data domain
In the "30-years vision" released in 2010, the core concept of Softbank's expression is to use cloud computing and big data technology to serve customers better. In the process of cloud computing and big data development, Softbank actively invested in the transformation of cloud computing and cloud services, trying to make assets fully clouded. Since the mobile smart terminal field has touched the ceiling, Arm has deployed cloud computing servers since 2010, and has successively released 64-bit core architectures such as A57 and A72. So far, no substantial breakthrough has been made. Through this acquisition, Arm grafted Softbank's operators and Internet enterprise resources, which will greatly promote the market application of Arm architecture chips in the cloud computing data center and Internet server, and also contribute to the competitiveness of Softbank cloud services.
[bookmark: _Toc19626771]2.3.3 Both are highly strategically matched in the field of Internet of Things.
In the vision of Softbank Development, the Internet of Things is one of the key points, and the Internet of Things will be the largest paradigm reform in human history. Softbank has been actively promoting the strategic layout of the Internet of Things, including the acquisition of Arm. Arm low-power processor technology is in line with the trend of the Internet of Things, and its Cortex-M series products provide a complete IoT chip application solution. In the fourth quarter of 2015, Arm authorized 51 chip licenses for applications such as automotive electronics and the Internet of Things. Coupled with Arm's traditional advantages in mobile smart terminals, the acquisition will make Arm a strategic asset for Softbank in the Internet of Things and become the core driver of its future high-speed growth.(Yutao, 2017) 
[bookmark: _Toc19626772]2.3.4 Both are highly strategically matched in the field of ecosystem 
[bookmark: _Toc19626773]Enterprise ecosystem refers to the enterprise and other enterprises, individuals or organizations around the enterprise, together with the social and economic environment, constitute an system of  interaction, mutual dependence and common development.(Peltoniemi, Mirva; Vuori, 2004, Den Hartigh, Tol and Visscher, 2006).Since its establishment in 1981, Softbank has invested in more than 600 companies worldwide and has a majority stake in more than 300 IT companies around the world.(Yutao, 2017) It has built a huge ecosystem with capital as a link. The industry covers information technology, green energy, medical care, etc. Softbank acquires Arm, and if its industry can fully graft Arm's advanced chip technology, Softbank will be the industry leader in its field. Arm's success, in addition to its business model and product technology advantages, is mainly due to the perfect industrial ecosystem. Arm's partners include chips, algorithms, operating systems, application software and PC industries. As Arm expands from the mobile smart terminal field to cloud computing and the Internet of Things, its industrial ecosystem involves a wide range of projects and is more difficult to construct. If it can fully graft Softbank’s resources, which will help promote the industrial ecosystem construction of Arm in new business areas.

[bookmark: _Toc19626774]2.4 Softbank's acquisition of Arm will gain huge comparative advantage in the field of IoT
2.4.1 Analysis based on Porter's five competitive force model
[image: ]
[bookmark: _Hlk17432256]The Porter Five Competitive Forces model combines many different factors into a simple model to analyze the potential competitive landscape of the industry. The five competitive force model identifies the five main sources of competition, including bargaining power of suppliers , bargaining power of buyers, threat of potential entrants,  threat of substitute products or services, and finally, rivalry among existing competitors( Porter, 1989,Porter et al., 2008) .
The core concept of the Internet of Things is to use technology to connect anything to the Internet to exchange information for intelligence.(Gubbi, Buyya and Marusic, 2013) The Internet of Things has been widely used in various fields of life and production, such as intelligent transportation, environmental protection, government work, personal health, flower cultivation, food traceability, enemy investigation so on. Since the key point of the Internet of Things is to realize the interconnection of people and things, collecting information, transmitting information and processing information must be realized through the communication functions and processing functions of sensors and chips. 
Softbank's acquisition of Arm can reduce the bargaining power of other suppliers. In order to achieve the intelligent concept, the performance of sensors and chips has become the success or failure of the final IoT construction quality. As the number of devices entering the network increases, the scale of the Internet of Things market will expand, and the size of the semiconductor market in the upstream core will increase by dozens of times. According to the latest survey by Markets, the IoT chip market will grow from $4.58 billion in 2015 to $10.78 billion in 2022. Chips and related technology are the basic upstream market for the development of the Internet of Things industry, and ARM is the world's leading provider of chips and related technology, then Softbank's acquisition of Arm can reduce the bargaining power of other suppliers.
[bookmark: _Hlk17432614]Softbank's acquisition of Arm will decrease the bargaining power of other suppliers. If Arm can continue to be leader of chips and technology in the future, Softbank does not even need other suppliers. The Internet and telecommunication networks provide support and services for IoT data transmission, and Softbank is very powerful in such areas. Softbank invested more than 300 IT companies and planted the seeds of many new businesses, Softbank's acquisition of Arm made it a comprehensive company, including the entire industry chain of the Internet of Things. Naturally buyers’ bargaining power will also decrease. 
[bookmark: _Hlk17432884]Softbank's acquisition of Arm will decrease threat of potential entrants. Newcomers need strong financial and technical support for entering the IoT industry, Softbank's acquisition of Arm allows Softbank to beat other new entrants through cost leadership strategies mentioned above.
Softbank's acquisition of Arm will decrease threat of substitute products or services. the next era will be the Internet of Things era, which is an inevitable trend in the development of science and technology. And there is nothing can stop and replace it. In all, Softbank's acquisition of Arm can improve Softbank's IoT industry chain, enabling Softbank to maintain a strong competitive position in the future IoT field.
[bookmark: _Toc19626775]2.4.2 Analysis Based on Porter Value Chain Model
[image: ]
Harvard Business School's Michael E. Porter was the first man to introduce the concept of a value chain. Porter splits a business's activities into two categories as above (Porter, 2008).There are two ways to the value chain analysis: cost advantage and differentiation advantage.(Julia, 2016) 
[bookmark: _Hlk17583686]Firstly, Softbank's acquisition of Arm can bring cost advantage. Arm is an upstream company of Softbank, because the acquisition of upstream companies can save the transaction costs of downstream companies(Kaplinsky and Morris, 2000), so acquiring Arm will reduce the cost of Softbank’s inbound logistics. For marketing and sales, Arm's customer base is very broad, it has strong collaboration and partnership with stakeholders, Therefore, Softbank can reduce the cost of marketing and sales by integrating Arm's customer resources. Meanwhile, Arm has strong technical human capital, which will reduce the cost of Softbank’s human resource management. At last, for technology development, Arm has the world's most advanced semiconductor technology, which will reduce the cost of Softbank’s technology development. From the above, Softbank's acquisition of Arm can bring cost advantage.
Secondly, Softbank's acquisition of Arm will bring differentiation advantage. Differentiation advantage is when a business provides better products and services as its competitors(Porter, 2008) .According to the analysis of the previous paragraph, According to the analysis of the previous paragraph, Softbank's acquisition of Arm has increased the value of inbound logistics, marketing and sales, human resources and technology development activities, and Arm is the leader in semiconductor technology, which will give Softbank excellent product quality and strong brand recognition.
As Softbank Chairman Masayoshi Son said, he has two investment criteria: one is strong technology and the other is potential to become a regional market leader. If companies have strong technology, they will be in a good position to compete globally(Softbank Chairman Masayoshi Son_ Eastern Fortune Network, 2017) 

[bookmark: _Toc19626776]3.The strategic implementation after acquisition
The core driving force of corporate acquisition is for synergy(Weber and Dholakia, 2000). Synergy refers to the potential ability of organizations or groups to be more successful or productive as a result of merger or acquisition, just like to achieve “1+1>2”(Jiang, 2017,  Kinnunen, 2010).After the acquisition, the company will expect to achieve synergy in the following aspects: Cost synergy, if the two companies related teams are integrated, the cost can be reduced. income synergy , the company will increase the income and value after the acquisition; The synergy effect can make better use of cash flow; the synergy effect of the market, which means the larger scale, the market integration and the wider customer base; the synergy effect of technology, quickly make up for the shortcomings of the enterprise technology, so that the enterprise gains value. In order to realize synergy, both Softbank and Arm have taken corresponding strategic change implementation actions.
[bookmark: _Toc19626777]3.1 Changes in structure
After acquisition, Softbank owns 100% of Arm, Arm's ownership changed, and became a segment of Softbank. Although Softbank left Arm’s organization culture, brand, and partnership business model unchanged. Softbank will influence Arm in terms of business direction and strategic focus. In order to take advantage of Arm's existing technological advantages and to fulfil the commitments made to the UK government at the time of the acquisition, ARM added approximately 2,000 employees, bringing its total workforce to nearly 6,000(Why Arm - Arm Insights – Blogs from Arm Executives and Influence – Arm, no date). ARM will soon move into the new campus in Cambridge, A $61 million building was built there, including a 180-meter-long huge atrium with a "floating" staircase and a 1,000 kilometres Ethernet cable. 
[bookmark: _Toc19626778]3.2 Changes in strategy
In order to pursue more synergies, Softbank and Arm have strategically integrated. Softbank focuses on strategy that extending its mobile telecommunications business into the service and content fields and related areas while its customer base being expanded. Besides, Softbank is planning to establish new businesses all over the world. Meanwhile Softbank is strengthening its network in preparing for the coming of the Internet of Things (IoT) era. These efforts are focused on 5G, which is based on a next-generation mobile communication system.(Company Info | SoftBank Group Corp., no date)
Arm also made corresponding strategic adjustments to coordinate the overall strategy of Softbank. Firstly, increasing investment in R&D to deliver next generation AI experience for the 5G world. Architecting a smart word is Arm’s most important strategy, the technology includes artificial intelligence (AI), internet of things (IoT), security,5G. These are all in line with Softbank's strategy of deploying the Internet of Things. Secondly, Arm is planning to create new opportunities from IoT. Arm is investing in products and services that can generate new sustainable revenue streams, especially in emerging technologies related to the Internet of Things (IoT). (Architecting a Smarter World – Arm, no date). One of the reasons for Masayoshi Son 's acquisition of ARM is that he believed that the chip maker can achieve similar market influence in driving the IoT chip by virtue of the design of the leading smartphone market. With the encouragement of Masayoshi Son, ARM has begun to expand the IoT service sector. In June 2018, Arm acquired Glasgow-based Stream Technologies, which is committed to improving the connectivity of IoT devices. In August of the same year, ARM spent $600 million to acquire Graves Data, a US-based data analytics start-up.
All of these are ways in which Arms can achieve the overall strategy of Softbank, aiming to achieve greater synergy in the Internet of Things in the future.
[bookmark: _Toc19626779]3.3 Somethings has not changed is a good strategic choice
Strategy requires organization to make trade-offs in competing—to choose what not to do(Phillips, 2011).Besides the change of structure and strategy, Softbank left Arm’s successful partnership business model, culture and brand unchanged. (Softbank « Experiencing the Cloud, 2019-09-11)
[bookmark: _Toc19626780]3.3.1 Arm’s business model has not changed
As a technology company with more than 30 years of history and a leading position in the industry, Arm is sure to have a unique in business model. The Arm business model is to perform research &development, and design processors chips as per customers’ needs, then sell design to semi-conductor partner for license and loyalty fees. For many years, Arm has maintained a good relationship with business partners, and this business model guarantees Arm's leading position in the industry. Softbank doesn't have to invest the time and effort to change this business model, which will continue to hold Arm's business model advantage. 
[bookmark: _Toc19626781]3.3.2 Arm’s corporate culture has not changed
Organizational culture is the beliefs, values, behavioural habits, and hierarchical concepts formed during the organization of the organization. This will affect the interaction within the organization and between the organization and the outside world.(Barney, 1986) Once an is formed, it is difficult to change. A good corporate culture can promote the development of a company, while a bad corporate culture can hinder the development of a company. The Arm’s corporate culture is highly matched with Softbank’s corporate culture in the aspects of vision and value, they are all concerned about innovation, hardworking, happiness of people and the future. However, there must be some differences, because Softbank is a Japan company, while Arm is a UK company, the history and culture of the two countries are totally different. The management culture of Japanese companies will certainly be unacceptable in the UK. In order to keep Arm's corporate culture from being affected by the acquisition, Arm's management remains unchanged.
[bookmark: _Toc19626782]3.3.3 Arm’s brand has not changed
The brand simply refers to consumer awareness of products and product. It is a kind of trust of consumers to enterprises. (Steenkamp, Batra and Alden, 2003)Therefore, the brand is the most important intangible asset of the company. Arm's brand has been in the industry for more than 30 years and has a high reputation. It is wise for Softbank not to change Arm's brand.
[bookmark: _GoBack]
[bookmark: _Toc19626783]Conclusion
Softbank has been acquiring Arm for almost three years, and the two companies are constantly integrating resources for the ambitious goal of the Internet of Things, which did bring some good change. However, the IoT era does not seem to be as rapid as Masayoshi Son and many other futurists hope. One reason for this is that all of these connected devices pose a huge management challenge: they must be secured, their software must be updated and connected. All of these are technically complicated and can be costly. I hope that Softbank and Arm will give better play to the combined advantages, overcome the above problems of technology and realize the future vision of Softbank-happiness for everyone.
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