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Quo Vadis Microsoft? Where does the software giant go from here?

The rights and wrongs of the US Department of Justice’s antitrust case against Microsoft, and of Microsoft’s interesting and at times highly amusing response to it, can be debated forever. No doubt they will. But ultimately it is not terribly relevant.

Whether Microsoft is the Evil Empire or not, and whether it will be broken up into two or more Baby Bills, is not really the issue. The first is a matter of opinion, though the record clearly shows that Microsoft, while not exactly evil, has been rather naughty. If the second ever happens – a big if, given Microsoft’s refusal to accept the fact or the consequences of its naughtiness – it simply will not matter. The world will have moved on.

The recent disastrous decline in Microsoft’s share price was precipitated by the ruling, but it was not caused by it. Judge Jackson’s findings were widely expected. Indeed, they could scarcely have been more clearly signalled. The evidence of recent months does not point to a high degree of collective intelligence from technology investors, but surely they are not so stupid as to react so impulsively to an event so widely anticipated. Surely.

I have believed for some time now that the long rise of Microsoft, which occurred before the last decade even began, would have to come to an end. All computer companies and all technologies reach maturity, and it is a mathematical fact that high growth rates cannot be sustained indefinitely.

Had Microsoft’s growth in revenues and share price over the last ten years have continued for another ten, it would have ended up with higher gross sales than the entire output of the planet Earth, and Bill Gates would have had more money than that contained in all the world’s economies. Much as Microsoft may have wished both these events to happen, they were clearly impossible business objectives.

As IBM found out ten years ago and Compaq more recently, no matter how big you are and how successful you have been, the laws of nature eventually return you to the primordial slime whence you came. It is not difficult to draw up a list of Microsoft’s problems, or at least reasons why it is finding out that it too is human, all too human. (I have recommended to Bill Gates that he reads some Nietzsche to get a bit of perspective on life, but he has ignored my advice).

Microsoft’s biggest problem is that the products that it built its monopoly on and made its fortune by are no longer so important. The Internet is gradually rendering large client operating systems – like Windows – and overfunctioned end user applications – like Office – irrelevant. They will not go away in a hurry, and Microsoft will continue to reap large profits from them, but their heyday is past.

Applications are moving to the web. The current bandwidth explosion makes the server-centric model more sensible, and the client-centric one much less so. Software, in all its forms, is moving from a purchase model to a service model, delivered over the Internet. The trend is unmistakeable, and is accelerating.

Microsoft is a client-centric company. It is on the wrong side of history. It attempts to develop a lightweight operating system for lightweight clients (Windows CE) have been an embarrassing failure, while Palm and Symbian and others have powered ahead.

Microsoft has had some success on the server level, where most of the action now is, but its server operating system (Windows NT cum Windows 2000) and its server database (SQL/Server) have been unable to establish the same sort of dominance its desktop products have. Windows 2000 is finally out, and it is robust, enough, but it is just another server operating system, like Lunix and Solaris. Its many delays have done Microsoft no favours.

Similarly, SQL/Server has become a contender, but it has not come close to knocking Oracle off its perch. It is about even with IBM’s many flavours of DB2. Other contenders like Informix and Sybase have been largely marginalised, but this is more thanks to Oracle’s effort than to Microsoft’s.

An indication of some of the changes at Microsoft are what is happening at the top. Bill Gates has given up day to day control to Steve Ballmer. Gates’ co-founder, and the company’s second largest shareholder until recently, Paul Allen, has sold virtually all his stock in the company.

Allen has had little to do with Microsoft in recent years, preferring more esoteric activities, but his decision to keep his Microsoft shares has made him a billionaire many times over. In recent months he has sold all but a nominal 10,000 of his shares. He is recognised as an astute long-term investor. What does his divestiture tell you about his long-term faith in Microsoft’s prospects?

And just two weeks ago Microsoft lost Nathan Myhrvold, its long time chief technology officer. Like Allen, he is a billionaire and he wants to run his own show. He reportedly said that he saw great opportunities and he didn’t want to miss them. This implies that he felt he would have missed them if he had stayed at Fortress Redmond.

Add to that the massive numbers of middle managers that Microsoft has lost over the last few years as they have either realised their stock options (Microsoft stock has made thousands of employees millionaires) or were lured away by the even greater opportunities of various Internet and other startups.

The list could go on. Microsoft is on the nose in many quarters, and the feeling that you have to buy Microsoft has definitely dissipated. The effort spent on defending the Department of Justice case (very poorly) has meant time not spent on more productive activities.

Don’t get me wrong. Microsoft is not about to go away. It has one of the best positions in the industry. But it has come down to Earth, much as many of its employees believe Bill Gates to be God and Steve Ballmer the Archangel Gabriel.

We will all be better off for it.
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