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[bookmark: _Toc194926782]Introduction
The acquisition of LinkedIn by Microsoft was one of the largest mergers and acquisitions in recent years at a reported cost of $26.2 billion during June 2016. At the time, LinkedIn was one of the world's largest professional network companies with unique and valuable revenue streams like business to business (B2B) marketing, digital learning platforms and digital employment networks, while Microsoft was the world’s largest software company with a new cloud hosting business, Azure. The merger offered both companies the opportunity to strengthen their market positions versus competitors such as Google, Meta and Amazon Web Services (AWS) while accelerating earnings per share growth for shareholders.
[bookmark: _Toc194926783]Definition of merger success
According to Galpin (2020), the vast majority of mergers and acquisitions fail, therefore, it is important to clarify how the success merger is defined. 
For a merger to be successful, the value to investors of the single merged firm should ultimately become larger than the combined value of the two separate organisations before being acquired. There are different ways to value a firm such as stock market value, book value and purchase price. 
To create value to the investors, the price, or goodwill, paid in a merger should be realistic and equitable to both parties. If the valuation of the merged firm is less than the combined valuations of each firm plus the goodwill paid at the time of the transaction after a reasonable period of time, it will have destroyed overall shareholder value.
To pay for the goodwill, the value of the merged company can be increased by fusing the component firms in a way that accelerates growth, expands economies of scale, eliminates inefficiencies, combines complementary resources, creates financial benefits, diversifies revenue streams and increases power in the market. These benefits require skilled management that can not only identify how the value can be increased but is also sensitive to the employees and culture, so the merged company grows into one (Cumming, et. al.,2023). 


[bookmark: _Toc194926784]Typical Strategies for Achieving Merger Success
To achieve combined investor value growth, mergers involve the following range of strategies.
Achieve a fair merger price for a sustainable joint business
Investors should not pay more goodwill than the extra value that can be created from the merger after a reasonable period of time. Hence the long-term success of a merger will depend on a fair price being agreed between the buyer and seller. It is important that the price paid for the acquired firm is made up of a fair value of the enterprise including a multiple of its earnings per share and an accurate estimate of its average working capital requirements (for example the average working capital for the year prior to merger). Surplus cash, above the normal working capital requirements of the enterprise being purchased, should not be purchased at a multiple of its value, unlike the enterprise and its normally required working capital (ICAEW 2024). 

Accelerate Revenue Growth
Growth can be achieved in any of the Ansoff’s growth matrix quadrants: market penetration, market development, product development and diversification (Ansoff, 1957). These growth methods (see Table 1.) can help the merged organisation grow, achieving greater market share, boosting profitability, therefore increasing shareholder value (Oxford College of Marketing, 2023 (Mallette & Goddard, 2018).
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Table 1. (Ansoff, 1957)
Economies of Scale
Economies of scale occur when increased size results in increased efficiency, driving down unit costs. A merger is an ideal environment for this since the merged, larger, firm can reduce unit costs through higher utilisation of fixed assets, more specialisation of labour, reduced cost of capital, longer production runs, increased scope of support functions, technology critical mass, and network effects of a larger customer base. The network effect is when a product or service gains more value when more customers use it, and this effect is common amongst digital platforms like LinkedIn and Microsoft Azure. It gives a competitive advantage since the stronger the network, the more customers are attracted, and the harder competitors find it to enter the market (The Open University, 2025).
Synergies - Combining complementary resources 
Synergies are where the combined capabilities of the two companies are more than the sum of their parts. Examples include, complimentary patents required to make a new product, acquired products that can be sold through an existing sales force, access to new markets, and vertical integration that gives access to key raw materials (Bauer & Friesl, 2022).
Elimination of inefficiencies
Often in a business, resources are not always run at 100% capacity such as factories. Mergers allow resources to be run at higher capacities by removing duplicates or over capacity. Examples include the European car industry having far greater capacity than demand requires and driving mergers between firms such as the Stellantis Group. Removing excess capacity can include buildings, plant and equipment, and overlapping business functions. Mergers are often used to eliminate inefficiencies in the consolidation stage in an industry where growth slows down (Korbutiak, et al., 2025).
Financial Benefits
Mergers can bring strong financial benefits such as improving access to capital, reducing the cost of capital, and reducing risk by diversifying or smoothing income streams. All these benefits can help the merged organisation grow faster and be more resilient (Douglas Cumming, 2023). 
Diversification
Mergers can increase the number of markets and revenue streams available to a business. This can reduce risk, accelerate growth, and improve margins (Bauer & Friesl, 2022).
Increased power in the market
Mergers can not only make companies bigger but also help reduce the market pressures from Porters five forces. This can increase the merged firm’s profitability. For example, increased market share can reduce the power of the customer and suppliers. Accessing key patents can reduce the threat of substitute products. Removing inefficiencies to reduce costs keeps out potential new entrants. Finally, growing market share, especially to clear market leadership, reduces inter-industry competition (Managing mergers and acquisitions, 2020).
Increase Shareholder Wealth
By increasing revenues and growth, while reducing unit costs, earnings per share growth can be achieved, resulting in increased shareholder wealth. This increase is more for both companies in the merger, by being together versus being apart (Galpin, 2020).
Pass Regulatory Scrutiny 
A merger should be planned so that it is compliant with competition authorities in the markets the new merged company will operate, and that any remedies imposed by the competition authorities are less the shareholder gain from the merger. Remedies imposed by competition authorities can include divesting certain parts of the new firm (Galpin, 2020).

[bookmark: _Toc194926785]How Microsoft and LinkedIn Executed the Merger

Achieve a fair merger price for a sustainable joint business
In the year running up the merger, LinkedIn’s working capital remained very consistent. This suggests that the senior leadership of LinkedIn were not swamping the firm with working capital to boost the valuation price for Microsoft.
That means little or no adjustment for surplus cash was needed when Microsoft was valuing LinkedIn. The main driver of the purchase price was the multiple they placed on LinkedIn’s earnings per share growth and sales (LinkedIn, 2016).
 
Figure 1.
This meant that the goodwill paid for LinkedIn, at 50%, did not have to be adjusted for working capital variance from average requirements. The goodwill was purely based on the value of the LinkedIn and the value growth the merger could deliver.

Accelerate Revenue Growth
The merger gave Microsoft and LinkedIn many new avenues to accelerate revenue growth as show below with an Ansoff matrix (see Table 2.). This was important to Microsoft since it had saturated market share in some of its core businesses like PC operating systems and office software.

	
	Products and services

	
	Existing
	New

	Markets
	New
	Market Development:
Offering recruitment and training services to existing Microsoft B2B accounts. (Microsoft, 2024)
	Diversification:
Entering B2B advertising market complementing Bing.
Entering the digital market of human resources services. (Weiner, 2016)

	
	Existing
	Market Penetration:
Expand new LinkedIn members by recruiting Microsoft’s users.
	Product Development:
Integrate LinkedIn with Microsoft Office 365 expanding functionality.


Table 2.
Above shows Microsoft and LinkedIn have used a set of diverse strategies that allow for growth through different avenues. With access to Microsoft’s customer base, LinkedIn can expand its current user base with market penetration. Meanwhile, LinkedIn can offer training services to existing customers and B2B accounts entering the human resource services market (Weiner, 2016). With the integration of Microsoft’s technologies LinkedIn can develop current services to improve user experiences along with improving targeted advertising. The diversification of services that LinkedIn is wanting to pursue offers reduced risk for revenue (Microsoft, 2024; Microsoft, 2016).
Economies of Scale
Microsoft and LinkedIn have both complemented each other’s economies of scale. By using Microsoft Azure for LinkedIn’s cloud hosting, both firms reduced unit costs through bigger data centres and negotiating better discounts from suppliers like Intel. Being part of Microsoft has accelerated LinkedIn’s membership, enhancing the network effect making the digital platform more valuable to its users. LinkedIn and Microsoft both have access to greater data sets, allowing more personal user experiences, improved advertising services and reducing costs per user. The utilisation of shared resources such as support functions and property have been increased (LinkedIn, 2025; Microsoft, 2024).

Synergies - Combining complementary resources 
The merger allowed LinkedIn to grow rapidly on the Microsoft Azure cloud hosting platform without hiring an army of IT staff and buying new data centres. The integration of sales teams gave LinkedIn greater market access across Microsoft’s B2B accounts (LinkedIn, 2025). High level search data from Bing improved LinkedIn’s B2B social network. Integrating Microsoft’s software like Office 365 with LinkedIn’s data and services enhanced the utility of both products. All these synergies enhanced the value of both Microsoft and LinkedIn products and services to their joint customers while also reducing costs (Violeta & Diana, 2018; Microsoft, 2024).
Elimination of inefficiencies
The merger has allowed both LinkedIn and Microsoft to remove duplicate resources that each other already have. LinkedIn is able to remove duplicate support functions like marketing, finance, legal and human resources, saving costs. Duplicate plant, equipment, offices and hardware was also achieved. Finally, Microsoft Azure was used to host the LinkedIn platform, cutting the cost of hosting and IT staff (Weiner, 2016). 	
Financial Benefits
Microsoft, being a large and wealthy tech company, enjoyed access to vast amounts of capital at low cost. LinkedIn could grow faster and cheaper by tapping into this capital in the new merged firm. The amount of capital available to it was significantly higher than when it was independent, and the capital had a lower cost (Weiner, 2016). 
For Microsoft, LinkedIn brought a subscription-based revenue model that did not have the peaks and troughs of the licencing model Microsoft had in 2016. The smooth and predictable revenues brought by the subscriber model was prized by investors and this helped boost Microsoft’s valuation (Violeta & Diana, 2018; Microsoft, 2024).
Diversification 
The merger reduced the business risk to both LinkedIn and Microsoft by increasing the number of markets they serve and increasing the different forms of revenue streams to licences, services and subscriptions. It has also allowed the introduction of “premium subscriptions” with higher margins. This diversification makes the firm more resilient to market events, economic downturns, and margin erosion (Weiner, 2016; Microsoft, 2024)
Increased power in the market
The merger significantly increased the market footprint of the joint company, and this helped reduce the market power of Porter’s five forces. This helps maintain or grow profitability (Harvard Business School, 2025).
	Porters five forces
	Merger Strategy

	Power of customer
	· Increasing membership: LinkedIn members will create a network effect that reduces the power of the customer.
· Combining B2B advertising from Bing and LinkedIn increases market share.

	Power of supplier
	· Combining Microsoft and LinkedIn Cloud requirements reduces hardware and networking costs from suppliers due to negotiating power.

	Threat of new entrants
	· Accelerating LinkedIn member growth strengthens the network effect making market entry more difficult.
· Combining B2B sales forces increases the barriers for new entrants.

	Threat of substitutes
	· The network effect of adding many new members combined with lower operating costs makes substitutes less viable.

	Inter industry rivalry 
	· Dominant market share in a growing market keeps inter industry rivalry under control.


Table 3.
Increase Shareholder Wealth
A numeric analysis of the increase in shareholder wealth is shared in the following section.

Pass Regulatory Scrutiny 
The merger passed the Competition Authorities in major markets without significant remedies being requested (Nasdaq, 2016). The biggest market approval was from the EU in December 2016, this allowed the merger to achieve its full potential benefits (European Commission, 2016).







[bookmark: _Toc194926786]Results for Microsoft-LinkedIn Merger
LinkedIn has stopped reporting profits since 2018; therefore, revenue is the only indicator of how well they are doing with growth and revenue. To estimate the value of LinkedIn and Microsoft after the merger, the Price to Sales ratio will be used (Cumming, et al., 2023).
Before the Merger
LinkedIn’s price to sales ratio was 5.48 at 2015 ($16.4 billion stock market value/$2.991 billion revenue) (Johnston, 2016). 
At the Point of Merger
In 2016 at the time of merger, Microsoft paid a $26.2 billion purchase price for LinkedIn with a 50% premium (goodwill). This meant LinkedIn was valued at $17.47 billion with a goodwill of $8.73 billion (Johnston, 2016).
After the Merger
In 2018 LinkedIn reported sales of $5.3 billion. Using the historic price to sales ratio of 5.48 LinkedIn would have had a market value of $29 billion (Voronoi, 2025). 
Was it worth paying a premium for LinkedIn?
The value of LinkedIn over 2 years increased by an estimated $12.6 billion meaning that in less than two years of ownership the value of Microsoft’s purchase surpassed the goodwill invested.
Was the merged company more valuable than the sum of the parts?
In 2015, before Microsoft purchased LinkedIn, Microsoft reported a revenue of $93.6 billion and LinkedIn reported a revenue of $2.991 billion (Microsoft, 2015) (LinkedIn, 2016). At this time, LinkedIn’s revenue was 3.2% of Microsoft’s. In 2024, Microsoft reported revenue of $245.1 billion and LinkedIn $16.4 billion (Microsoft, 2024). That made LinkedIn 6.7% of Microsoft’s revenue in 2024, more than doubling its share of Microsoft revenues over an eight-year period. 
[image: A graph of a company
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From the time of merger in 2016 to 2024, Microsoft’s Price to Sales ratio has increased 125% from 5.43 to 12.2 (CompaniesMarketcap.com, 2025). And the share of LinkedIn’s revenue as a share of Microsoft has also doubled. While the increased price to sales ratio was not only down to LinkedIn, the figures show it has definitely helped (Lunden, 2025).

[bookmark: _Toc194926787]Conclusion
The goodwill paid by Microsoft for LinkedIn was paid back in less than 2 years and the resulting company is 125% more highly valued for every dollar of revenue it makes after 8 years (although this is not only down to the merger). LinkedIn has more than doubled its share of Microsoft revenue to 6.7% and diversified Microsoft into new markets, reducing business risk.
The merger of Microsoft and LinkedIn has been a tremendous financial success, making investors a handsome return.
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Linkedin working capital in the year up to merger

Working capital	2015 September 30	2015  December 31	2015  March 31	2016  June 30	2016  September 30	2771203	2747005	2761881	2917441	2842942	
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