Cases for Part 6

Case 6-1
Microsoft Corp (B)

When Microsoft Corp. hired computer scientist Kai-Fu
. Lee away from hardware maker Silicon Graphics Inc.
~ in 1998, the move underscored how thoroughly the
' software giant dominated the computer industry. Not
" only did it monopolize pc operating systems and hold
- an edge in Web browsers, but it was also vacuuming
up the world’s brightest technologists. Lee’s expertise
: was in speech recognition, considered one of the next
- big leaps in computing. With people like him flocking
' to Microsoft’s labs, it seemed that the digital world’s
{ reigning champion had a lock on the future.

- Things didn’t turn out that way. In July, Lee bolted
. from Microsoft for Web search king Google Inc., and
¢ once again his personal journey is emblematic of a
. shift in computing’s balance of power. These days it’s
- Google, not Microsoft, that seems to have the most
. momentum. Microsoft sued to stop Lee from work-
. ing for the upstart, citing his noncompete agreement.
. But on Sept. 13 a state judge in Seattle ruled that Lee
. could work for Google, with some restrictions, pending
L aJanuary trial. Microsoft said it was happy the judge
L limited the type of work Lee could do. Yet when court
adjourned, Lee smiled broadly and threw both arms in

. EXHIBIT 1

the air. “I feel great,” he said outside the courtroom. “I
can’t wait to start work tomorrow morning.”

Contrast that with how Lee felt about Microsoft.
During the two-day hearing he painted a distinctly
unflattering picture of the company’s inner workings.
Lee, who opened Microsoft’s research lab in China in
1998 and moved to headquarters in Redmond, Wash,
two years later, fretted over what he saw as repeated
missteps. In court he detailed how the more than 20
product-development centers in China tripped over one
another, duplicating efforts and even fighting over the
same job candidate. Lee called the company “incompe-
tent.” After the ruling he praised Google, noting, “the
culture is very supportive, collaborative, innovative,
and Internet-like—and that’s bottoms-up innovation
rather than top-down direction.”

For most of its three decades, Microsoft has faced
intense criticism. But in the past it came from the out-
side world. Rivals complained about its heavy-handed
tactics. PC makers griped that it was hogging the indus-
try’s profits.

Now much of the sharpest criticism comes from
within (Exhibit 1). Dozens of current and former

What Ails Microsoft?

| | The software giant faces plenty of competition, and now some of its biggest challenges
| come from the inside. Here are the company’s main internal problems:

INNOVATION
STAGNATION
Windows and Office still
pay the bills, so Microsoft
needs to keep improving
them with new versions that
increase security and make
it easier for them to work
with other devices. But all
the focus on existing
products has left it behind
innovators such as Google
¢ | and Apple when it comes
b | tofresh ideas.

SLOW PRODUCT

DEVELOPMENT
Microsoft's top execs have
pushed a vision of “integrated
innovation” meant to ensure
that the company's many
product groups work closely
together. Sounds good, but in
practice the strategy creates
dependencies that saddle
fast-moving groups with the
problems of troubled
divisions, slowing down
innovation.

BUREAUCRATIC

RED TAPE
Employees complain about an
endless string of meetings to
discuss everything from
product features to
coordinating strategies among
different groups. It's part of
the pain of being a large
company. But the process put
in place to help workers deal
with that growth takes

valuable time away from
1 creating new products.

} SAGGING
MORALE

With the company’s stock
trading where it was seven
years ago, Microsoft is no
longer minting stock-option
millionaires. What's more, it
has cut health benefits and
trimmed vacation time for new
employees. Combine this with
other internal woes, and you
have some of the company's
most talented employees
heading elsewhere. J
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