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Abstract: Despite the widespread agreement on the importance of dynamic capabilities to the success
of mergers and acquisitions, little is known about how these capabilities may contribute to the
business model’s innovation of an acquirer. The purpose of the paper is to clarify the role of dynamic
capabilities in business model innovation of acquirer’s company in mergers and acquisitions of
technology-advanced firms. Empirically, the author examined the role of dynamic capabilities in the
transformation of operationalized components of the business model of the two acquirers (Samsung
and Microsoft) by means of the acquisition of technology-advanced firms (Harman and LinkedIn)
in 2016. Drawing on extensive qualitative data, the author developed a practice-driven model as a
practical guide for scholars who have been studying dynamic capabilities and business models, as
well as for those who are new to the field. The resulting model advances the discourse on dynamic
capabilities. The presented conceptual model encourages practitioners to grasp an exact relationship
between the micro-foundations of each perspective. Overall, the paper deepens the conversation at
the nexus of dynamic capabilities and business model innovation in pursuing a new customer value
proposition in the merger and acquisition processes and thereby exploiting a competitive advantage.
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1. Introduction

A focal firm’s growth strategies and performance are greatly influenced by the integrative type of
strategies: Collaborative (alliances, networks, joint ventures) or consolidative (mergers, acquisitions),
to foster the innovation and to deliver new customer value propositions. In recent years, collaborative
and consolidation strategies have received great attention in strategic management literature. What
is the research gap in the existing literature on dynamic capabilities and business models? First,
there are very few research papers that applied the dynamic capabilities framework as a tool of
the business analysis of a reinvention of a business model’s components of an acquirer’s company
in the M&A processes. Second, the reinvention of business models of acquirers is still an open
area for research due to the following reasons. Researchers in strategic management argue that the
performance outcome of a specific growth strategy is usually affected by the dynamic capabilities and
business models (BM) [1-3]. According to Foss and Saebi, we do not yet know what the drivers of
the business model innovation (BMI) are and under which circumstances BMI underpins competitive
advantages [4]. The goal of this article is to understand the role of dynamic capabilities as drivers of
business model innovation of acquirer’s company in mergers and acquisitions of technology-advanced
firms. Capturing valuable insights from the dynamic capability’s framework [5], business model
canvas [2], and BMI theory the author to integrate three theoretical perspectives in the cohesive
conceptual model. The paper is organized as follows. At the beginning of the paper, the author explored
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the recent scientific discussion on the role of dynamic capabilities in the field of strategic management,
building blocks of the BM of focal company and capabilities needed to its transformation in the
context of M&A processes. Based on the literature review in depth, the author designed the research
methodology and posed two research questions as follows. What triggers off dynamic capabilities,
particularly in M&A of technology advanced firms? What is the role of dynamic capabilities as
drivers of BMI in M&A of technology-advanced firms? To answer research questions, the author
selected two inductive (illustrative) case studies of the most successful companies of Information
and Communication Technologies (ICT) industry and the more intriguing their M&A deals, namely,
Microsoft’s acquisition of LinkedIn at the end of 2016, Samsung’s acquisition of Harman International
Industries in 2017. There are three main sources of information have been used in the research: Business
study literature, news media, and company report. Two cases have been compiled in one cohesive
research paper due to the similarities of triggers of the deployment of dynamic capabilities and cause
the transformation of a business model and their business model innovation, namely, Samsung delay
entry in connected cars business, Microsoft’s delay entry on mobile ecosystems. Two cases studies
have also been compiled in one cohesive research paper due to similar roles of dynamic capabilities
as drivers of BMI in M&A of technology-advanced firms, namely, to sense a new demand, capture
new resources and partnerships, transform channels and customers’ relationship, and deliver a new
customer value proposition to new users’ base, particularly by means of acquiring of new technologies,
advanced an engineering team. Having used case study research findings, the author has developed a
conceptual model for future research that integrates dynamic capabilities frameworks (sensing, seizing,
and transforming) [5], nine building blocks of BM canvas [2], and strategic management framework
(scope, resources, organization), to demonstrate the role of dynamic capabilities in BMI in the M&A
process. At the end of the paper, the author discussed empirical findings, limitations, and future work.

2. Literature Review

2.1. Dynamic Capabilities

Capabilities are generally defined as the capacity to undertake activities, and thus, capabilities are
latent until called into use [6]. Dynamic capabilities refer to a subset of capabilities directed toward
strategic change, both at the organizational and individual level [7]. The recent scientific discussion in
the field of strategic management broadly favors the idea of dynamic capabilities in order to overcome
the potential rigidities of an organizational capability building [8]. Teece et al. define dynamic
capabilities as “the ability to integrate, build, and reconfigure internal and external competencies
to address rapidly changing environments”, which became a dominant research agenda on how to
sustain advantages in a complex and volatile environment [9,10]. Later, for practical purposes of
business analysis, Teece proposed a dynamic capabilities framework [11] as three categories of first
order entrepreneurial capabilities: Sensing, identifying, and assessing new emerging opportunities;
then, seizing necessary resources to address, grasp, and capitalize its opportunities, and transforming
the organization’s tangible and intangible assets, renewing core competencies, and developing new
customer value propositions. Thus, a corporation engages with the reconfiguration of resources
and activities [12] to match the requirements of a changing environment. What is more, dynamic
capabilities enable a corporation to direct its activities towards producing new goods or services that are
likely to be in high demand [13]. Firms with dynamic capabilities have “entrepreneurial management
and transformational leadership [14] (p. 8)”. Lessard et al. [15] also argue that dynamic capabilities
(DCs) are based on both managerial cognition and leadership capabilities along with organizational
routines. Adner and Helfat [16] introduced and defined dynamic managerial capabilities (DMC) as
those “capabilities with which managers build, integrate, and reconfigure organizational resources
and competences”. What is more, pursuing horizontal integration by M&A strategies to the extent of
the range of products and/or service segments that a firm serves within its focal market, dynamically
capable management teams need such managerial capabilities as sensing and shaping new demand,
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seizing new resources, and transforming the organization as well as reinventing and implementing
new BMI [11]. Teece argues that dynamic capabilities can enable the firms to create and capture
value by designing appropriate business models [17]. Value creation through M&A requires the
simultaneous identification of target with similar dynamic capabilities on certain dimensions and
different dynamic capabilities on other dimensions. Complementarity has been studied in terms
of top management team complementarity [18], technological complementarity [19], strategic and
market complementarity [20], or product complementarity [21]. However, the study in terms of
complementarity of dynamic capabilities in M&A is still waiting for researchers. Teece argues [1] that
business models “have considerable significance but are poorly understood - frequently mentioned but
rarely analyzed” and establishes his goal ‘to explore their connections to business strategy, innovation
management, and economic theory’.

2.2. The Business Model of Acquirer’s Company

Business models characterize the focal firm’s plan for its value creation and capture [22]. In
recent years, the business models have received increasing attention from strategy researchers. Slightly
adapted ideas on BM by Johnson et al. [23] and Osterwalder and Pigneur [2], Teece proposed three
main components of the business model: Cost Model, Revenue Model, and Value proposition [24].
However, the reinvention of business models of acquirers still an open area for research due to the
following reasons. Johnson at al. [23] gave excellent ideas on a reinvention of business models and their
building blocks for focal companies, but still, a question remains, what capabilities are needed in the
reinvention of business models in the M&A process? Pursuing scientific rigor and helping practitioners
to re-invent their BMs, Amit and Zott [25] integrated dynamic capabilities with the business model
design process, but what about re-invention of building blocks of business models in the M&A process?
However, there is silence about what dynamic capabilities are needed for that. Recent research by
Ingino et al. [26] on business model innovation for sustainability by exploring evolutionary and radical
approaches through dynamic capabilities gave practical and theoretical insights into the business
model, innovation, and sustainability literature. With respect to brilliant contributors to dynamic
capabilities and BMs’ frameworks, there is still a gap in understanding about what and how dynamic
capabilities leads to new cost structure and revenue streams and how dynamic capabilities foster
new value proposition of the acquirer’s company in M&A process, and therefore lead to competitive
sustainability. We have to understand how dynamic capabilities reinvent the building blocks of BM of
the acquirer’s company.

2.3. Business Model Innovation

Researchers perceive the level of innovation of the BM differently. For example, Johnson et al. [23]
believe that BMI is pointless unless it is new to the company and novel or game-changing to the
industry and market in a certain way. On the other hand, Amit and Zott [25] suggest that BMI can also
be only incremental in its characteristics, when a company finds a way to realize the economy of scale
and affect the efficiency or boost the quality, for example. The BMI often implies reinforcing some of
the components or complimenting the core business. Therefore, the new BM does not imply that the
existing business model is threatened or should be changed dramatically [27]. Amit and Zott argue that
focal company can innovate BM by redefining (a) content (adding new activities), (b) structure (linking
activities differently), and (c) governance (changing parties that do the activities) [28]. There are few
reviews on Business Model Innovation in M&A of technology advanced firms. Furthermore, a more
comprehensive review and empirical research of the BMI in M&A of technology advanced firms’ deals
are warranted. What exactly is meant by the reinvention of building blocks of BM? The reinvention of
building blocks of business is meant the process of the transformation of the most important activities,
capabilities, and resources of the company to reduce cost, to increase revenue stream, to deliver new
customer value proposition, and thereby to sustain competitive advantages. How dynamic capabilities
support a reinvention of building blocks of BM? There are three sets of dynamic capabilities which
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should be developed to transform and reinvent a business model of an acquirer to achieve competitive
advantage. The first set of dynamic capabilities (sensing and shaping) is contributing to select new
key activities and new customer segments, thereby contributing to an acquirer to shape emerging
market demand and new technologies needed. The second set of dynamic capabilities (identifying
and seizing) is supporting an acquirer’s company to obtain new key idiosyncratic resources and
capabilities and to extend a partnership’s networks. The third set of dynamic capabilities (transforming
and reconfiguring) is contributing an acquirer’s company to transform the mode of customer retention
and sale force and thus, to deliver value to the customer and capture value for stakeholders. As a
result of those transformations processes, the acquirer’s company results in new cost structure, new
revenue stream, and new customer value proposition and can sustain a new competitive advantage.
The conceptual model of the research is presented in Figure 1.

Transforming
External and Dypfamlc bulldlr!g blqcks Resulting in Bl\'/II of o
. capabilities of the (operationalized the acquirer's Sustaining
internal contexts el
acquirer’s company components) of company

acquirer’ BM

Sensing new
clients” needs

Sensing and

shaping

Shaping new
business scope

New cost
structure
Compatitive

advantage of
the acquirer's
company

Identifying and seizing
new idi ic

Triggers of

Identifying and
seizing

New revenue
stream

dynamic
capabilities

eizing

new partnership network

Transforming

o 1 mer
promotion channels New custome

value
proposition

Transforming
and
reconfiguring

Transforming
customers’
relationship

T

Research question 1. Research question 2.

Figure 1. The conceptual model of current research (Source: developed by author).
3. Research Design and Methodology

Yin defines the case study research method as an empirical inquiry that investigates a phenomenon
within its real-life context [29]. Some critics suggest that case study research is useful only as an
exploratory tool or for establishing a hypothesis; some would claim that it is unscientific [30]. When
it comes to the validity of qualitative case study research, the validity refers to the extent to which
the qualitative research results: Accurately represent the collected data (internal validity) can be
generalized or transferred to other contexts or settings (external validity) [30]. Having explored two
case studies, the author has asked two research questions as follows: What triggers off dynamic
capabilities, particularly, in M&A of technology advanced firms? What is the role of dynamic
capabilities as drivers of BMI? The author answered the research questions by exploring two inductive
(illustrative) cases studies that help an outsider understand the critical role of dynamic capabilities in
the reinvention of a BM in M&A in technology advanced firms. While single-case studies can richly
describe the existence of a phenomenon [31], multiple-case studies typically provide a stronger base
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for theory building [29]. Firstly, to answer research questions, the author did the contextual content
analysis, which relied on an archival search that included financial statements, annual reports, internal
documents, industry publications, and CEO statements to get at a micro-level understanding, which
really boosts data and the better understanding of the micro-foundations of DC of acquirers and targets.
The current paper relied on an extensive search of secondary data. The key to secondary data analysis
is to apply theoretical knowledge and conceptual skills to utilize existing data to address the research
questions. The major advantages associated with secondary analysis are the cost-effectiveness and
convenience it provides [32]. A major disadvantage of using secondary data is that the secondary
researcher did not participate in the data collection process and does not exactly know how it was
conducted. However, the obvious benefits of using secondary data can be overshadowed by its
limitations [33]. Original survey research rarely uses all of the data collected and this unused data
can provide answers or different perspectives to other questions or issues [32]. In a time where vast
amounts of data are being collected and archived by researchers all over the world, the practicality of
utilizing existing data for research is becoming more prevalent [32,34].

The aim of the content analysis of inductive (illustrative) cases studies is to explicate the
relationship between dynamic capability and reinvention of acquirer’s business model, and thus,
sustaining competitive advantage. For this study, the author has chosen human scored systems and
individual work count systems [35,36]. The unit of analysis is dynamic capabilities. To answer the
first research question, then the author has chosen human scored systems and classified text into
three specific classification categories, namely, sensing, seizing, and transforming dynamic capabilities.
When it comes to the format of the presentation, the author adopted a conceptual frame developed
by Teece [37]. The conceptual frame helped to unravel data in the text that the author has collected
in search of similarities and complementarity of the micro-foundations of the dynamic capabilities
of both companies. To answer second research questions, the author applied an individual work
count system, the text has been allocated within nine building blocks of the BM of both companies (as
semantically equivalent categories) and identified compatibilities and complementarity of companies’
business models. Then, the author has allocated operationalized components of the business model
into each cluster of dynamic capabilities (sensing, seizing, and transforming) to demonstrate the role of
dynamic capabilities as drivers of the innovation of business model of the acquirers’ companies. The
second stage of research involves a demonstration of the development process of the new conceptual
model of research by using literature research outcomes and secondary data content analysis findings.
Therefore, the second stage of the research involves a demonstration of a conceptual model of research
that bridges dynamic capabilities framework with a business model canvas and demonstrates the role
of dynamic capabilities as drivers of business model innovation in M&A of technology advanced firms.
The proposed conceptual practice-driven model can be as a practical guide for scholars who have been
studying DCs, BMs, and BMI, as well as for those who are new to the field. The paper discusses and
interprets the results of the research in the next subchapter. The paper discusses and interprets the
results of the qualitative and explorative research in the next subchapters.

4. Case Analysis to Interpretation

4.1. Samsung’s Acquisition of Harman in November 2016

14.11.2016 Samsung announced the acquisition of Harman International Industries, an American
automotive technology manufacturer, for $8 billion in cash. Therefore, Samsung’s foray into the
automotive industry, starting with the biggest acquisition in the company’s entire history. According
to new research released today by Gartner, connected car production is growing rapidly in both
mature and emerging automobile markets. Harman'’s acquisition by Samsung is one which involves
combining business models and dynamic capabilities that would ultimately help to develop new
customer value proposition and to provide their users the ‘ultimate professional experience’. Having
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explored the reinvention of building blocks of the BM of the acquirer, as well as to answer two research
questions, the author applied two steps of research.

4.1.1. First Research Question: What Triggers off Dynamic Capabilities, Particularly in M&A of
Technology Advanced Firms?

The author has identified two triggers of the dynamic capabilities in the M&A of technology-advanced
firms. The first triggers are weak transformation capabilities of the acquirer’s company. Samsung was not
always successful in transformation or reconfiguring resources. After losing more than 5 billion thanks to
the self-inflaming Note 7 device, Samsung is trying something that can well outshine the Group reputation
as a leading smartphone manufacturer. However, Samsung was the latest technology company to enter the
fray by manufacturing electronic parts for the automotive industry. Additionally, what Samsung could do
recently, with the help of Harman'’s well-established market position, is to tap into the area of automotive
connectivity faster than Apple, or any other rival, and bring real innovation to this lagging, but important,
part of car technology.

Second triggers are similarities and complementarities of dynamic capabilities of an acquirer
and target companies. Technologies of Samsung and Harman are mutually complementary, thereby
providing them with a significant market edge. There were many similarities found among the dynamic
capabilities of both companies. Both companies were successful to sense emerging market demand on
to connected the car, to seize opportunities by developing new advanced products, platforms, and
services, keeping leading positions and get competitive advantages. Thereby, the dynamic capabilities
of the two companies are quite similar. To conclude, the success of Harman'’s acquisition by Samsung
is gouged by their strong similarities and complementarities. For the sake of visualization, the answers
to the first research question are given in Tables 1 and 2.

Table 1. Dynamic capabilities at Samsung to develop electric cars and its components before the
acquisition of Harman.

Products Sensing Seizing Transforming Result in

Samsung’s Automotive
The company was

Samsung senses Electronics Business , .
- Samsung’s making a delayed entry
the automotive Team was started up at ; . ,
. Electronics into connected cars
market is in the the end of 2015 to . . .
e Business Team solution business. The
. development phase  explore opportunities in .
Electric cars and . concentrated on corporation was the
of software-based ~ connected car businesses.
components . products for latest technology
cars, the market Samsung Electronics : .
. - - . infotainment and company to enter the
potential value is invested in BYD, a .
. autonomous fray by manufacturing
about half of Chinese company that driving vehicles electronic parts for the
trillion $. leads the world in & p

electric car sales in 2015 automotive industry

Source: Developed by author.

Table 2. Dynamic capabilities at Harman to develop connected car solution before the acquisition

by Samsung.
Product Sensing Seizing Transforming Result in
Harman senses Harman seized About 30 million
, . .. . Harman transformed .
connected cars’ business  opportunities by setting cars are equipped

tangible and intangible

represents great a standard in automotive assets and developed with connected car
rtunities for a advancements combined . lutions. Harman
Connected car oP p(; " es to ith ce! te . ; co ° lane departure warning ,ZO ons Ket
olutions - ! . systems, collision -
soluti producer to enjoy with an intuitive L ecame a marke
operating profits by interface. The market of . . leader in the
. . avoidance, and adaptive
means of promotion of the connected car is . . segment of
o . cruise control, which are
additional services and forecasted to exceed $100 connected car
o constantly updated. -
upgraded features. billion by 2025. solutions

Source: Developed by author.
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4.1.2. Second Research Questions: What Is the Role of Dynamic Capabilities as Drivers of BMI?

Having analyzed both Samsung and Harman International Industries building blocks of business
models, the research answered the second research questions. The dynamic capabilities of Samsung
helped them to transform the building blocks of BM as follows. Thereby, Samsung sensed new
customers’ segments for their business: Smart vehicles that offer sophisticated embedded electronics
and new key activities that should be developed. Samsung seized new key (idiosyncratic) resources
by Harman'’s acquisition, as well as seizing Harman’s customers and to the key partners’ network.
Hence, Samsung reconfigured new customers’ segments and marketing promotion channels. Thereby,
Samsung results in the new customer value proposition, providing new offerings for their current
and new customers. Samsung is an ideal partner for Harman and this transaction will provide
tremendous benefits to our automotive customers and consumers around the world. To conclude,
dynamic capabilities were real drivers of BM innovation of Samsung and underpinned to reduce cost,
to generate the new revenue stream, to deliver a new value proposition, and thereby, to create a new
sustained competitive advantage. Thereby, the answers to the second research question are given in
Tables 3 and 4.

Table 3. The role of dynamic capabilities of Samsung as drivers of the business model innovation in
the acquisition of Harman.

Building Blocks of
Business Models

Dynamic Capabilities

Harman Business Model
of Samsung

Samsung Business Model

Harman introduced the new era of

The Samsung SDI Co., Ltd. (China) smart mobility, in which the focus of
Customer segments was the world No.6 electric car S . the automotive industry shifts from
. . . amsung sensing S )
(scope) battery maker with a clientele like individual car ownership to a more
BMW, Volkswagen, and Chrysler service-centric view of a personal
mobility
Harman is designing and
Samsung was developing electronic integrating sophisticated in-vehicle
Key activity (scope) equipment abilities essential for Samsung sensing technologies: in-car audio
electronic cars equipment, vehicular navigation,

and infotainment devices

Samsung possesses patents on

breakthrough technologies Harman'’s cohort of about 8000
including a drowsy-driven software engineers who are

Key resources (resources) —detection system, an alert system for Samsung seizing working on cloud-based consumer,
break-in attempts and a transparent as well as end-to-end services for
display for directions traffic the automotive market
information.

Samsung is partnering up with the
firms that are investing throughout
the smart side of the automotive
space: an Israeli startup Store Dot
Key partners (resources)  (development of advanced battery Samsung seizing
solution); NuTonomy (a self-driving
car maker out of USA); LiDar
(Quanergy Systems maker); Vinli
(infotainment vendor)

Harman'’s long-term relationships
with most of the world’s largest
automakers like GM, Ford, Chrysler,
Subaru, Toyota, Lexus, Mercedes
Benz, Audi, Bentley, Rolls Royce,
BMW, and Harley Davidson

Samsung formed the special team for
selling components namely camera
modules to new auto clients with
consideration for acquisitions in

Harman leads manufacturers down

Channels (organization) Samsung reconfiguring  a different technology-driven

order to enhance the car-related industry.
business
Samsung partnered with Audi to
supply its latest memory products.
This marked Samsung’s pioneer Harman's relationship with
. . moves as “an automotive electronic manufacturers like GM, Ford,
Customer relationship . .
(organization) component si.uppher‘ Simsung also  Samsung reconfiguring  Chrysler, Subaru, Toyota, Lexus,
partnered with AT&A “an Mercedes Benz, Audi, Bentley, Rolls
automotive aftermarket connected Royce, BMW, and Harley Davidson.

device play—Samsung Connect
Auto”
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Table 3. Cont.

Building Blocks of
Business Models

Dynamic Capabilities

Harman Business Model
of Samsung

Samsung Business Model

Harman has introduced the first
automotive grade, end-to-end
intrusion detection system for
connected vehicles.

Samsung had always kept tight
Cost structure control of its supply chain—often Samsung result in
owing its suppliers outright.

Harman is a player of the connected,
smart vehicle’s market which is on
course fo disrupt the automotive
industry.

The corporation was one of the
Revenue stream biggest corporate investors in the Samsung result in
emerging world of a connected car

Connected vehicles will generate
new innovative products and
service, therefore enable new value
propositions and business models

Propose value to their automotive
customers and consumers around Samsung result in
the world

Customer Value
proposition

Source: Developed by author.

Table 4. Bridging perspectives together: the reinvention of Samsung business model (BM) acquiring
Harman and micro-foundations of dynamic capabilities underpinning a transformation of BM

building blocks.
The Reinvention of the Business Model of Samsung Micro-Foundations of Dynamic Capabilities of Samsung
Samsung sensed a new customers’ demand and shaped a new
Selection, sensing and shaping new activities and new key activity in the connected car industry and new business
customer’s segments initiatives needed to satisfy this demand on connected
technologies.
Samsung identified, seized, and acquired strategically valuable
Identification and seizing new resources and a new resources. After laying about $8 billion on the table to scoop up
partnership audio and auto space superstar Harman, Samsung is
partnering up with the firm that they acquired.
Samsung transformed promotion channels to the connected
car industry and generated a new revenue stream. The
acquisition of Harman gives Samsung a strong presence in the
Reconfiguration and transforming new customer developing market of connected technologies, specifically, in
relationship and new channels. Result in new cost automotive electronics, which was a strategic intent of
structure, new revenue stream, and a new customer value ~ Samsung with expectation on market volume up to $100
proposition billion by 2025. It is a move that makes sense for Samsung,

after its pride was dented by the catastrophe surrounding the
Galaxy Note 7, but also because Harman is a leading player in
the connected car industry.

Source: Developed by author.

4.2. Microsoft’s Acquisition of LinkedIn in 2016

In December 2016, Microsoft completed the acquisition of LinkedIn.com, for which they paid more
than $26 billion. LinkedIn’s more than 400 million professional users were the demographic Microsoft
needed to help grow its Office products and services. LinkedIn’s users also offered opportunities for
Microsoft to develop its cloud and customer relationship management initiatives [38]. The acquisition
benefitted LinkedIn by providing the company with capital and opportunities to be incorporated into
Microsoft’s Office products and service. LinkedIn’s acquisition by Microsoft is one which involves
combining and aligning dynamic capabilities and business models and that would ultimately help
to complement and to develop a new customer value proposition. In this respect, Microsoft would
use LinkedIn’s technology and integrate it into its software to provide its users with the “ultimate
professional experience’.

4.2.1. First Research Question: What Triggers off Dynamic Capabilities, Particularly, in M&A of
Technology Advanced Firms?

The author has also found two triggers of the dynamic capabilities of the M&A of technology
advanced firms. First triggers are weak transformation capabilities of both companies: Microsoft’s
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a delayed entry into mobile ecosystems and huge operating losses of LinkedIn. Second triggers are
similarities and complementarities of dynamic capabilities of an acquirer and a target. Both companies
were successful to sense emerging market demands, to seize opportunities by developing products
and platforms, keeping leading positions. Thereby, the dynamic capabilities of sensing and seizing of
two companies are quite similar. However, companies were not always successful in transformation or
reshaping resources. One of Microsoft’s weaknesses is a low mobile presence. For instance, despite the
Nokia acquisition and Surface tablet introduction, Microsoft continues behind iOS and Google mobile
ecosystems. In contrast, LinkedIn provided a mobile-based assess to the professional users” database.
LinkedIn successfully runs a social network on mobile devices with a high mobile presence (60% of
users). However, LinkedIn’s net losses have been sharply increased from $15.7 million in 2014 to $166
million in 2015. Therefore, Microsoft can provide resources for future LinkedIn development and at
the same time can develop its own mobile ecosystem. The answers to the first research question are
given in Tables 5 and 6.

Table 5. Dynamic capabilities at Microsoft to develop mobile ecosystem before the acquisition of

Linked In.
Products Sensing Seizing Transforming Result in
Microsoft transformed
. Microsoft seized tangible and intangible Despite the Nokia
Microsoft sensed that the opportunities by the assets and formed acquisition and
corporation had a weak pportu Y Microsoft Mobile. The |
. . P . acquisition of Danger, Inc., a . Microsoft Band
Microsoft mobile position in the mobile Lo Microsoft Band, a smart
. . company specializing in . launched,
ecosystem ecosystem in comparison 4 . - band with smartwatch - . .
. esign and services for .. Microsoft is behind
with Apple, Google, and ; . Lo and activity tracker .
mobile computing devices in iOS and Google
Facebook. features, was launched

2008 mobile ecosystems.

by Microsoft on 29
October 2014

Source: Developed by author.

Table 6. Dynamic capabilities at LinkedIn to develop social network before the acquisition by Microsoft.

Product Sensing Seizing Transforming Result in
LinkedIn created a single
platform that unified
companies, employees
. . and job seekers.
Iglnl;ifi?liize; d the LinkedIn developed
ng any was developed tools, which allow The company expected
asa prof};ssional socigl recruiters to search for to earn 3.6-3.7 billion $,
. p . talents in an advanced, with approximately 65%
LinkedIn sensed aneed  network. LinkedIn . . .
. . . o effective way. coming from services for
LinkedIn Social to connect companies, allows satisfying . . -
. . g Advertisement services  recruiters. However,
Network employees and job professional business

with an audience of
more than 400 million
professionals.
Acquisition of
Bright.com in 2014, a
data science firm
matching jobs
descriptions and
resumes.

LinkedIn generated $3
billion in revenue had a
net loss of $166 million
in the 2015 year!

seekers. needs in recruiting, job
advertisements, users’
connections and online
communicate by means

of the network.

Source: Developed by author.

4.2.2. Second Research Questions: What Is the Role of Dynamic Capabilities as Drivers of BMI?

Having analyzed companies’ in depth, the research answered the second research questions.
Acquiring LinkedIn is a defensive play by Microsoft; it keeps LinkedIn out of the hands of
Google, Amazon, Salesforce and other potential business-focused rivals. Joining their idiosyncratic
resources and aligning their dynamic capabilities, Microsoft and LinkedIn complement customer value
propositions of each other and help to sustain competitive advantage in a mobile ecosystem. Having
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explored DCs and BMs of Microsoft and LinkedIn, the author found that the acquisition enabled
a series of strategic innovations to integrate Microsoft products with LinkedIn functionality and
vice-versa. LinkedIn is an attractive platform for Microsoft to sell additional business services/apps
such as Microsoft Dynamics products. Therefore, the second research question has been answered

empirically, as shown in Tables 7 and 8.

10 of 16

Table 7. The role of dynamic capabilities of Microsoft as drivers of the business model innovation by

acquiring LinkedIn.

Building Blocks of the
Business Models

Microsoft Business Model

Dynamic Capabilities
of Microsoft

LinkedIn Business Model

Customer segments
(scope)

Individual consumers
All type of organizations
Business users

Microsoft sensing

Recruiters
Advertisers
Business users
Mobile users

Key activities
(scope)

Developing operating systems,
ERP systems, and other software

Microsoft sensing

Professional Network Service
Platform development

Key resources

Cloud infrastructure and
engineering talent
Number of users

Microsoft seizing

Platform for

business-oriented advertising
Leader position in Professional
Network Services

(resources) Committed, loyal and highly e Database of users’ professional
qualified employees information: 433 million
Brand and reputation members across the world
e  Engineering team
Strong relationships with
Key partners suppliers; maintaining ] o e Key technology partners
(resources) supply-chain operations Microsoft seizing e  Content provider
without disruption
e Running social network on
Distributors of software, computers and mobile device.
Char-me%s operating systems Microsoft transforming High mobile presence (60%
(organization) The website, search engine of users)

Platform and mobile app

Customer relationship
(organization)

Expanding the number of users
with pre-installed software and
operating systems

Microsoft transforming

Researching clients (including
businesses) needs and
professional interests

Cost structure

R&D
Product development
Marketing costs

Microsoft result in

R&D
Product development
Platform improvement

Revenue streams

MS makes money with software,
licensing, cloud service
and hardware.

Microsoft result in

LinkedIn makes money with
Premium subscriptions,
Marketing solutions, and
Hiring solutions

Mobile advertising with
targeting options

Value propositions

Empowering people to achieve
more. Focus on staying agile,
innovative, open

and purpose-driven

Microsoft result in

Connecting people to make
them more productive and
successful in business
Mobile-based presence

Source: Developed by author.
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Table 8. Bridging perspectives together: the reinvention of Microsoft business model (BM) acquiring
LinkedIn and micro-foundations of dynamic capabilities underpinning a transformation of BM
building blocks.

The Reinvention of the Business Model of Microsoft Micro-Foundations of Dynamic Capabilities of Microsoft

Microsoft sensed their weakness, namely, a low mobile
presence; in contrast, LinkedIn is the high mobile presence.
Social network for business is not a saturated niche of the
social market. LinkedIn will help Microsoft accelerate the shift
to enterprise

Selection, sensing and shaping new activities and new
customer’s segments

Microsoft as the maker of Windows software attempts to put
itself at the center of people’s business lives. Acquisition of
LinkedIn with a wide professional network and a mobile
assess to users’ professional data is leveraging mobility of
LinkedIn products and assess to wide professional network
with users’ professional data and quality of Microsoft
products.

Identification and seizing new resources and a
new partnership

Joining the idiosyncratic resources and aligning dynamic
capabilities, Microsoft and LinkedIn complement customer
value propositions of each other and help to sustain

Reconfiguration and transforming new customer competitive advantage in a mobile ecosystem. Reconfiguration
relationship, new channels, and new customer value of Microsoft’s and LinkedIn’s core competencies is delivered
proposition. Result in new cost structure and new revenue stream by customized, tailored and targeted B2B
revenue stream advertising. The acquisition of LinkedIn also to help Microsoft

beef up the ability to generate high-quality leads, run
marketing campaigns with improved ROI and offer deep
customer insights

Source: Developed by author.

There are three sets of dynamic capabilities to be developed to reinvent a business model of an
acquirer to achieve a competitive advantage. The first set of sensing and shaping is contributing to
select new key activities and new customer segments, thereby contributing to an acquirer to shape
emerging market demands and new technologies. The second set of dynamic capabilities (seizing)
is supporting an acquirer’s company to obtain new key idiosyncratic resources and to extend a
partnership’s networks. The third set of dynamic capabilities (reconfiguration or transforming) is
contributing an acquirer’s company to transform new customer relationships and promotion channels
and thus, to deliver the new customer value proposition. That is what Microsoft did with LinkedIn at
the end of 2016, as shown in Table 8.

Today Microsoft’s earnings provide fresh proof that the LinkedIn deal is paying off [39]. LinkedIn’s
revenue growth in 2018 is now much higher than it was when Microsoft bought the company. Microsoft
disclosed that LinkedIn’s revenue rose 37% annually for the second quarter in 2018 in a row and
totaled $1.46 billion [39].

5. Findings and Discussion

Ambrosini et al. argue that evidence of regenerative dynamic capabilities was triggered by
performance problems [40]. This paper addresses the latter issue in great depth. The author used
contextual content analysis [41] to answer two research questions. The contextual analysis provided a
comprehensive solution to the challenge of identifying and categorizing key textual data [42]. Content
analysis transformed unstructured data into organized information to give the readers a competitive
edge [42].

Having researched the first inductive case study, the paper explored the role of dynamic
capabilities in the reinvention of the business model of merging company (Samsung) by means
of acquisition of technologically advanced firm (Harman). Samsung is sensing a new customers’
demand and shaping a new key activity needed to satisfy this demand. Samsung is identifying,
seizing, and acquiring strategically valuable resources. Acquiring the automotive electronics-maker
Harman will make great strides into this growing market. Dynamic capabilities of Samsung and
Harman are aligning and allowing them to improve existing products by sharing engineers’ experience,
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advanced technologies, and broad users’ base, and therefore, underpinning the reinvention of building
blocks of the business model of Samsung.

Having examined the second inductive case study, the paper explored the role of dynamic
capabilities in the M&A process of technology-advanced firms as drivers of the business model
innovation of Microsoft. The first set of dynamic capabilities is sensing and shaping, which contribute
to an acquirer to shape emerging market demand and new technologies. Concerning LinkedIn’s
business model, the company has three customer segments. The first and probably biggest one is the
number of internet users who visit their website and create a profile on it. The second segment is
the recruiters that are looking for suitable and potential new employees and the third and last one
is the advertiser. In comparison to LinkedIn, Microsoft’s customers consist of individual consumers,
organizations, OEMs (original equipment manufacturers), business users, and application developers.
Thereby, Microsoft sensed new customers’ segments and new key activities. The customer segments
may not be identical, but some of them are quite similar and compatible. The most compatible segment
for both companies is business users. LinkedIn responds to them by performing as a business-related
platform in the social networking area, while Microsoft has a lot of potential customers for their
products and cloud-based offerings in this segment. Furthermore, LinkedIn’s key activity mainly
consists of mobile platform development. As a career-oriented network, its essential value is in the
number of monthly active users. Therefore, a constantly improved mobile platform is necessary to
increase the number of users over time and which keeps them engaged and active on the site.

The second set of dynamic capabilities (seizing) is supporting an acquirer’s company to obtain
new key idiosyncratic resources and to extend a partnership’s networks. Compared to LinkedIn,
Microsoft’s key activities are software development and marketing. Especially, the software is the
company’s biggest business segment and consequently needs to be renewed and improved on a
constant basis. Even though the companies’ key activities differ, they are still related to the same task
of investing in technology development and can build another compatibility. Moreover, LinkedIn’s
main costs are associated with keeping the platform online as their platform can be considered as their
key resource. Therefore, the company also invests in R&D for the platform development to find ways
to increase its production value to its customer segments. In comparison to this, marketing and sales is
a rather small cost item.

The third set of dynamic capabilities (reconfiguration or transforming) is contributing to
Microsoft’s business model innovation, especially the transformation of its marketing and sales
promotion channels of its products and services and customer relationship management. There are
important building blocks of business models of Microsoft that have been reinvented. In consequence,
Microsoft can support and push LinkedIn’s marketing activities in order to help them make their
platform even more successful and popular. This provides another huge compatibility for the business
models of two companies, as LinkedIn and Microsoft are both constantly aiming to improve their
product value to their customer segments.

What novel have we learned that goes beyond these existing frameworks of dynamic capabilities
and business models? How do we need to change these frameworks based on insights from the cases?
The author found that current research gave us substantially more insights into the role that dynamic
capabilities can play in M&A deals and how dynamic capabilities relates to business model innovation
of the acquirer’s company. The conceptual model integrates the great corporate strategies triangle:
Strong market positions (scope); high-quality resources; and an efficient organization [43], as shown in
Figure 1.

The conceptual model integrates dynamic capabilities, building blocks of business model canvas,
and business model innovation integration in mergers and acquisitions of technology advanced
firms that encourage practitioners to grasp an exact relationship between micro-foundations of each
perspective. Thereby, the conceptual model makes dynamic capabilities more visible, tangible and to
some extent measurable with the help of a business model canvas.
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6. Conclusions, Limitation, and Future Work

When some dynamic capabilities are missing, a company has the option to develop them internally
or purchase them from outside. The current paper contributes to theory and practice by illustrating
how this logic works in the M&A process of technologically advanced firms. The model demonstrates
that the intersection of sensing and seizing capabilities can result in a new and more efficient cost
structure; the intersection of sensing and transforming capabilities can result in the generation of a new
revenue stream. The intersection of seizing and transforming capabilities can result in a new customer
value proposition. Thereby, the dynamic capabilities are transforming and innovating the acquirer’s
business model and underpinning the acquirer’s competitive advantage. The proposed conceptual
model (Figure 2) extends its application to M&A deals of technologically advanced firms. Therefore,
the primary theoretical contribution is the dynamic capabilities framework as a tool of the business
analysis of a reinvention of a business model of an acquirer company in M&A processes. The paper
contributes a fresh view of the importance of acquisition based dynamic capabilities and their role
in changing the business model of a merging company. What is more, the paper has contributed to
the interest of the Strategy Practice group of Strategic Management Society by answering questions
that the group attempted to answer: What are the capabilities required to perform strategy work and
what are the micro-foundations of the activities involved in the doing of strategy? Namely, the paper
clarifies micro-foundations of acquisition based dynamic capabilities that underpin the reinvention of
a business model in pursuing innovation.

SCOPE

Sensing :
Sensing new key
activities
Shaping new
customers'

Result in: Result in:

new cost
new revenue

structure

RESOURCES

stream

Seizing:
. ORGANIZATION
Identification . O
. et Reconfiguring:
and seizing new
key resources = Reconfiguring

channels

value

Identification
and seizing new
key partners

Reconfiguring
customers'
relationship

proposition

Figure 2. Integration of dynamic capabilities framework and a reinvention of business model’s
components in the process of mergers & acquisitions: a conceptual model for a future research (Source:
Developed by author).

When it comes to managerial contribution, the presented conceptual model for future research
in Figure 2 encourages practitioners to grasp an exact relationship between micro-foundations of
each perspective: Dynamic capabilities and the process of the reinvention of a business model.
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The conceptual model for future research given in Figure 2 can be applicable to the acquisition
of smaller and less complex firms as well. The model integrates great corporate strategies triangle
(scope-recourses-organization) and bridges the dynamic leadership capabilities framework (sensing
customer needs-seizing resources-transforming organization) with components of the business model
into an integrative framework for the systematic approach to M&A deals in global Information and
Communication Technologies’ battles. The current research provided the application of the dynamic
capabilities” framework as a tool of the business analysis of the reinvention of a business model’s
components of an acquirer’s company in the M&A processes.

There are several strong limitations to the research. Through the small data size and missing
validation through a lack of robust analysis of primary data, the current paper serves more as
an introduction to the research, then as the results. Thereby, the paper, being of an exploratory
and interpretive in nature, raises several opportunities for future research, both in terms of theory
development and findings validation. The conceptual model for future research discussed in Figure 2
could also be used to generate a number of hypotheses for further empirical testing using a broader
sample and quantitative research methods.

What is more, because changing the BM is a central top-management task, there is potentially
very fruitful link to the top management team (TMT) theory [27]. For example, what dynamic
managerial capabilities are more needed in BMI in the M&A process: Managerial cognition capabilities,
social capital, or human capital [44]? What is more important and what are less important dynamic
managerial capabilities for decision-making processes in M&A deals (idea, justification, due diligence,
and negotiation) and for the integration processes in M&A deals (acquisition integration, and synergy
management) [45]? Thereby, the paper, being of an exploratory and interpretive in nature, raises
several opportunities for future research, both in terms of theory development and findings validation.
The study can also be extended in longitudinal and comparative ways.
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