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Microsoft Announces Plan to Acquire Activision Blizzard — Will it
Work?

ROBERT DYESS”

On January 18, 2022, Microsoft announced that it was acquiring Activision
Blizzard in an all-cash transaction valued at $68.7 billion.! This will be a stock purchase,?
with Microsoft paying $95 per share of Activision Blizzard’s stock.® After the acquisition,
Microsoft stands to become the world’s third largest gaming company behind Tencent and
Sony.* This transaction is set to be the largest all-cash acquisition on record (and the largest
gaming industry deal in history), surpassing Bayer’s $63.9 billion acquisition of Monsanto
in 2016.3

Understandably, the news of the proposed acquisition shocked the video game
industry and consumers alike.® Activision Blizzard has been embroiled in a massive sexual
harassment scandal that began when the California Department of Fair Employment and
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Housing filed a lawsuit against the company on July 20, 2021 after a two-year
investigation.” This scandal has thus far caused the departure and termination of numerous
high-ranking employees, as well as boycotts of Activision Blizzard’s video games by fans
and various news outlets.® Accordingly, Activision Blizzard’s stock price plummeted from
$91.51 on July 19, 2021 to low of $57.28 on November 30, 2021, and ended at $65.39 on
January 13, 2022 (the final closing price before the merger announcement).’

Regardless of Activision Blizzard’s legal and public relations woes, this seems like
a great move for Microsoft. Activision Blizzard’s diminished stock price essentially turned
this deal into a bargain for Microsoft, because the $95 per share acquisition price is only
slightly higher than Activision Blizzard’s pre-scandal trading price of $91.51 per share.
Microsoft certainly has the cash on hand to take advantage of such a bargain.'
Additionally, Activision Blizzard’s extensive game franchises include such popular titles
as World of Warcraft, Call of Duty, and Candy Crush.'' Microsoft will be able to integrate
these game franchises into its Game Pass portfolio and bolster the pursuit of its own
metaverse. 1

Although this deal appears to be economically beneficial to Microsoft, there is a
chance that it may not happen at all. Such a large tech acquisition is likely to draw the
attention of the Federal Trade Commission (“FTC”). The FTC and Department of Justice
are already starting to rewrite merger rules to address the recent boom in Big Tech
acquisitions, and the FTC is currently trying to break up Facebook’s new parent company
Meta.'"* Microsoft’s rhetoric about creating multiple metaverse platforms seems to echo the
desires of Facebook/Meta, and thus may raise a red flag to regulators.

However, Microsoft may not have much to worry about. The FTC may ultimately
not view the merger as anticompetitive because although Microsoft is nearly doubling its
share of the gaming industry market, it will still only have a relatively small slice of the
pie.'* Microsoft will become the third largest gaming company after the merger, not the
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largest. Additionally, this acquisition is likely to be considered a vertical transaction, and
courts are historically reluctant to apply antitrust restrictions to vertical transactions.'> A
vertical transaction is the joining of two or more companies that provide different
functions.'® In the video gaming sphere, Microsoft is primarily a platform provider and
distributor, whereas Activision Blizzard is a video game publisher.!” These functions are
distinct enough to likely meet the definition of a vertical transaction.'®

If anything, Microsoft can argue that the deal will bolster competition instead of
quashing it because it will be able to compete with the likes of Tencent and Sony more
effectively. Moreover, although there are concerns that Microsoft may push for more
Xbox-exclusivity regarding such titles as Call of Duty, it has stated that it plans to keep
Call of Duty available on the Sony Playstation.!” Nevertheless, the sheer size of the deal
may still invite heavy scrutiny from the FTC regardless of whether the transaction appears
to be anticompetitive at first glance.

At this point, it is difficult to predict what sort of antitrust challenges Microsoft
will face before the merger is finalized, if any at all. The news of the merger is still fresh,
and the FTC is in the process of updating its M&A rules. Regardless, the deal stands to
change the landscape of the video game industry as we know it.
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