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What has happened to Microsoft? The company that pioneered the PC and 
struck fear into an entire industry has become a manufacturer of knock off 
goods and also-rans. For close to a decade, Microsoft has failed to release a 

single innovative or market changing product. Only three of the company’s five divi-
sions, Windows, Office and Server Tools, are profitable – and each of them is based on 
products the company established long ago. The two divisions that represent the fu-
ture of the technology landscape, Entertainment & Devices and Online Services, have 
remained unprofitable for years, despite billion dollar investments. Microsoft’s inabil-
ity to move outside of its core businesses shows in its stock price; since 2000, the com-
pany’s share prices have declined by 40%. During this same time, Apple and Google’s 
shares have risen by 600% and 450% respectively as these companies revolutionized 
more than a dozen markets or industries. 

These differing returns are indicative of the different approaches to innovation that 
each company has taken. Apple is undoubtedly a revolutionary company. It looks at 
existing value chains and markets to see where there are opportunities, insufficiencies 
or competitive tunnel vision.  The company then works relentlessly to provide con-
sumers with a single product that changes the way they think about the entire category. 
Apple’s most fundamental passion is innovation. Google, on the other hand, develops 
dozens of new products and services each year, which can be anything from an in-
cremental to a paradigm changing improvement over competing products and ser-
vices. This philosophy is deeply embedded within Google’s culture; as Marissa Mayer, 
Google’s Vice-President of Search Products and User Experience, puts it, “We believe 
that we should be launching more products than what will ultimately become phe-
nomenally popular.” To fuel their rapid pace of innovation, Google allows its employ-
ees to spend 20% of their week developing their own ideas. This approach has gener-
ated a number of resounding successes, such as Gmail, AdSense and Google Earth. 
Google views innovation as the key to staying relevant, regardless of their present-day 
dominance and success.
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Microsoft was once an innovative company. The company pio-
neered the era of the personal computer by developing many of the 
foundational products and partnerships that drove the widespread 
adoption of the PC that defines life today. This success, however, is 
also at the core of Microsoft’s recent innovation troubles. The com-
pany’s three golden eggs, Windows, Office and Server Tools, have 
provided Microsoft with a war chest of cash and near-monopolistic 
control over their customers. As a result, the company now prefers 
to act as a market follower, rather than a market maker. At its core, 
Microsoft believes that its cash reserves will allow it to overcome 
any market obstacles and that high switching costs will prevent its 
users from adopting any competing products. 

Given this mindset, it is no surprise that the company has failed 
to release an innovative product for close to ten years, or that its 
newest products, such as the Zune, struggle to provide its target 
customers with a compelling reason to switch. Even the company’s 
fabled Windows division is showing signs of weakness. Though 
Windows continues to enjoy above 90% market share, Mac OS has 
close to 20% market share among computer users under 25 years 
old and has stolen share from Windows every year since 2002.  

Across the board, one prevailing fact becomes evident: Micro-
soft’s fundamental approach to competing in the technology in-
dustry is flawed. In the last decade, Microsoft has made a point of 
never developing new markets. Instead, the company has operated 
under a policy of only entering markets that are deemed “stable” 
and can support at least yearly sales of 50 million total units. This 
strategy has impacted the company in two ways. Firstly, it allows 
Microsoft’s competitors to secure a first mover advantage and de-
fine the marketplace and points of competition. Secondly, it drasti-
cally alters the company’s culture and perception of innovation. 
A company that no longer feels the need to push itself and simply 
relies on its cash reserves to solve its competitive problems is not 
one that innovates.

For close to a decade, Microsoft has 
failed to release a single innovative or 
market changing product. Only three of 
the company’s five divisions, Windows, 
Office and Server Tools, are profitable – 
and each of them is based on products 
the company established long ago

So how is it possible that a company that employs some of the 
brightest minds in the world can’t seem to introduce a truly in-
novative product? Even by just sheer luck, something should 

have come out from the 90,000 people who work at Microsoft. In 
fact, Microsoft files more patents a year than any other company 
in the United States other than IBM. At 20 patents a day, Micro-
soft files more than ten times as many patents as Apple and more 
than six times as many per employee. Even when Microsoft has a 
truly unique idea, like the Microsoft Courier, it is often weighed 
down by the company’s cumbersome and chaotic development 
process. The Courier is a “booklet PC” which contains two multi-
touch screens hinged like a day planner and uses both a pen and 
an on-screen keyboard for text inputs. The product first leaked in 
September 2009 – five months before the iPad was announced – 
and is widely believed to be a wholly superior product to Apple’s 
tablet computer. Nine months later, the product appears no closer 
to launch and Microsoft will again end up being overshadowed by 
Apple’s first-to-market competing product. 

Digging deeper, it becomes apparent that the problem does not 
solely stem from Microsoft’s inability to generate ideas, but also, 
from the company’s inability to execute them. The vast majority 
of Microsoft’s plethora of patents simply never leave the Micro-
soft machine. Apple and Google both have simple, well-defined 
processes for bringing innovative ideas to market. At Apple, great 
ideas are carried up to the top. If Steve Jobs or another member of 
the executive likes it, they will take control of the project, coordinate 
departmental cooperation and do everything they can to deliver it 
to market. At Google, employees are allotted 20% of their time to 
pursue anything that interests them and are given the resources 
and people they need to bring these ideas to market. Microsoft’s 
approach to innovation recognition and development is markedly 
different. At Microsoft, an innovative idea must be approved and 
championed by layer after layer of middle management before 
being passed on to the head of a product division. At this point, 
the idea is pitched to other product managers and divisions who 
have to sign off on the product and allocate their own resources 
before the project can go ahead. Dick Brass, a former Vice President 
at Microsoft explains that even when projects do move forward, 
many of them become crippled or abandoned as a result of “inter-
necine warfare” between Microsoft’s many product groups. Inno-
vative ideas are continually sidelined due to layers of bureaucracy, 
politics or smply because managers of Microsoft’s existing product 
areas are threatened by them. This lack of ownership and drive 
to push any new ideas forward results in countless products and 
innovations becoming lost within Microsoft every year. The con-
sequence of these lost opportunities is clear. Over the past decade, 
Microsoft’s Net Income per Employee has dropped by 24% - leav-
ing it at less than half that of Google.  
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Moving forward, Microsoft needs to understand and accept 
three realities. First, the company is a market maker not a market 
follower. The Microsoft’s success came from building and locking 
down industries – not fighting for leftovers. Secondly, Microsoft 
must understand that long-term success in the technology indus-
try comes from constant innovation.  Yesterday’s leading products 
won’t lead forever, and cash band-aids and high switching costs 
will never eliminate the need to innovate. Microsoft already has 
the tools necessary to create and realize new markets and products. 
However, it needs to put the trust back in its employees and create 
a culture that facilitates the creation, development and release of 
innovative products.

To spur innovation and ensure its products make it to market, 
Microsoft must understand one final point: it is time to drastically 
alter its current organizational structure and behavior. Microsoft’s 
management may argue that change is unnecessary, particularly 
given the fact the company is generating close to $60 billion a year 
in revenue and $15 billion in profit. However, two of its five divi-
sions continue to be unprofitable, its shareholder returns languish; 
and soon, band-aid solutions will be unable to save its three golden 
eggs. But what exactly should the company do? Should Microsoft 
follow the Apple model of top-down product control? Or should 
the company follow the Google model, where employees are given 
the freedom to develop their own products and operate in a largely 
flat organization? Microsoft doesn’t actually have to do either. In-
stead, the company should create a new organizational structure 
to take advantage of the company’s strong market position while 
pushing their 90,000 employees to execute innovative ideas and 
deliver them to market as soon as possible.

Over the past decade, Microsoft’s Net 
Income per Employee has dropped by 
24% - leaving it at less than half that of 
Google. 

To do this, Microsoft must dismantle the Microsoft Machine and 
change the way its product groups operate and are compensated. 
Firstly, each of Microsoft’s existing divisions should be made more 
independent and profit focused. The company cannot afford to al-
low products such as the Xbox to go ten years without showing 
signs of a cumulative profit, or rely on integration with successful 
products from other divisions to bring them to profitability.

When new, viable ideas emerge from within the organization, 
Microsoft should create separate entities focused solely on develop-
ing these ideas and bringing them to market. Such entities should 
be separated from the rest of the corporation and be governed by 
their own President, Executives and Vice Presidents. They should 
be set up to closely mimic silicon-valley technology startups, with 
small, focused teams, entrepreneurial employees, and the leeway 
to take risks. Additionally, employee compensation should be tied 
directly to the commercial success of their specific product, rather 
than Microsoft as a whole. In this way, the success of the unit and 
its employees will be dependent primarily on the success of their 
products. As a result, employees will be motivated to turn  their in-
novative ideas into commercially viable products and ensure that 
they go to market as soon as possible.

These “intrapreneurial“ units will be able to leverage Micro-
soft’s resources as a financier, marketer and distributer, while re-
maining independent of the company’s bureaucracy and provid-
ing the entrepreneurial culture needed to quickly bring innovative 
ideas to market. Such entities would attract the best and the bright-
est employees, and provide them with the freedom, excitement and 
reward of working at a technology start-up - one with a virtually 
unlimited war chest. If such an entity was formed for the Courier in 
2009, it’s possible that Microsoft, not Apple, would be leading the 
tablet PC revolution.

Microsoft should create separate entities 
focused solely on developing these inno-
vative ideas and bringing them to mar-
ket.

This type of change will be difficult for Microsoft. However, 
the company’s long-term success depends on creating innovative 
products and building markets, not insulating its users with high 
switching costs or using its cash reserves to play catch-up. Micro-
soft needs to change the way it operates, the way it thinks and the 
way it develops its ideas. In doing so, the company will be able to 
unleash the creative talents of its leading workforce and return to 
leading the industry it helped create.
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