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1.
Introduction

Microsoft has been a name synonymous with numerous technology industries for almost 2 decades now and the corporation has based its reputation on changing the way people use computers (Greene 2004, pp. ). Microsoft Corporation is the worldwide leader in software, services and Internet technologies for personal and business computing. With revenues of US$36.84 billion for the fiscal year ending June 2004, and the employment of more than 55,000 people in 85 countries and regions, Microsoft is a true giant of modern global business. In the eyes of some though the giant is beginning to falter. 
2.
Strategic Analysis

2.1
Internal Analysis

As a company in general, Microsoft has acquired internal resources that most businesses are continuously attempting to achieve. Most significant of these are the tangible resources that Microsoft has acquired over its life. They consist predominantly of a very high level of financial capital, Microsoft has the second highest valuation in the world of $279 billion capital and is the most profitable company in the technology industry (Greene 2004, pp. ).

Its greatest intangible resource would be its brand name and technological patent of Windows, which is one of the most widely used products globally (Greene 2004, pp. ). The Microsoft brand name has the second highest value in the world of $61.4 billion, though it has decreased from last year’s valuation (Brady et al., 2 August 2004, p.44). 
Microsoft’s brand name and the brand name of it key products, especially its operating system Windows, are of such great importance and value that Microsoft recently paid Linux developer Lindows US$20 million to change its name (Personal Computer World, 2004[4]). 

Bill Gates has almost become a brand unto himself as his image has become associated with the Microsoft name (Baker 1998, pp. ).

There is an intense drive for market knowledge inherent in the company which is able to be attained with the assistance of the significant financial base and a high degree of staff loyalty as well as being highly qualified and of high quality (Baker 1998, pp. ).

Early strategic alliances assisted Microsoft in getting to where it is today, these were with Intel and IBM (Baker 1998, pp. ). In the beginning luck was an asset which assisted Microsoft in achieving a competitive advantage (Manes & Andrews 1993 as cited by Hill, Jones & Galvin 2004, p. 130).

Microsoft is able to enter existing, mature markets and try and gain some ground due to its strong financial position, hence the company can afford to take risks (Greene 2004, pp. ). This is due to the possibilities that the company’s greatest asset has provided, that being its Windows operating system which has given it the financial resources to fund nearly any new venture or pursue any acquisition (Baker 1998), a current venture is its Windows XP Starter Edition Pilot program which enables the company to expand into the previously unexplored markets of Thailand, India and Russia by offering simplified computer packages to these developing technology markets (Microsoft Corporation [3] 2004). One of Microsoft’s major strengths exists in its ability to adjust with market shifts (Baker 1998, pp. ). The company achieves this by maintaining connections in the market that assist in gaining maximum software and industry knowledge; this is a demonstration of Microsoft’s competitive intelligence (Baker 1998).

Microsoft’s distinctive competency is primarily its focus on ‘integrated innovation’ (Microsoft Corporation [1] 2004). It has differentiated itself from its competition by being the biggest operating system provider recognised and used globally. Microsoft enacts its superior innovativeness by continually developing new products and improving on others innovations (Greene 2004). Also, there is an intense pressure to succeed inherent in Microsoft’s culture based on the strong minded goals of leaders Gates and Ballmer (Baker 1998, pp. ), this leadership is also an asset to the company.

A substantial proportion of Microsoft’s value is inbuilt in its value chain. A high level of investment goes towards the research and development function creating value by the development of new technology or improving existing technology, this enables Microsoft to stay ahead of its competitors (Hill, Jones & Galvin 2004).

The marketing function of the chain also creates value for Microsoft by convincing customers of the need to upgrade to a new system to obtain the benefits of its latest innovations. Marketing also assists in introducing new products to diverse markets via strong advertising campaigns (Hill, Jones & Galvin 2004).

Microsoft has adapted the capabilities inherent within the company into organisational routines that assist Microsoft in being a market leader in its domain; these routines have evolved as Microsoft has gained experience. Microsoft’s capabilities are compiled from the skills and knowledge of its employees and then integrated with its resources (Hill, Jones & Galvin 2004).

Microsoft is able to sustain its competitive advantage as a market leader due to resource position barriers, especially legal barriers like its Windows patents and trademarks, which make it difficult for competitors to imitate (Hill, Jones & Galvin 2004). Microsoft also has a good absorptive capacity for new knowledge as is evident in its speediness to immerse itself in the technological advances of its industry competitors (Hill, Jones & Galvin 2004).

2.2
External Analysis

The worldwide software industry is currently on the consistent path of growth. Modernization has seen the entwinement of technology and computers as a necessary component of everyday life especially within business organisations. As computers and software’s continue to play a major role in society, the industry will remain in progression. 

2.2.1
Risk of Threat of new entrants

Brand Loyalty and buyer’s preference towards well established computer systems with good reputation (i.e. Apple and Microsoft) is strong. The quality and reputation of product is highly valued. Thus high brand loyalty creates high barriers to entry for potential competitors due to stable consumer preference towards already established brands.

Microsoft has an absolute cost advantage over potential competition due to superior production methods and superior experience. This reduces the threat of new entrance in the industry. Additionally, already established organizations in the computing and software industry have economies of scale. New entrants into the computing industry would face the threat of having to enter on a large scale and thus bear significant capital costs as Economies of Scale is high for new competitors. 

Switching Costs for an individual or organization to switch to an alternative brand/product are significant, especially since in the computer industry, product and accessory (software) are designed to complement each other. If an individual or organization uses Microsoft windows operating system and has the related software applications, files and documents, then it is expensive and timely for the user to switch to another operating system such as Apple Macintosh because the individual or organization would have to purchase new software to match the system written for Macintosh. Thus it is unlikely that the user will switch unless the alternative aims to provide major future benefits. 

The government’s fight to reduce anti-competitive practices has had a significant effect over the computer and software industry especially for Microsoft. Government attempts to curb monopolistic practices in the USA have altered the way most organizations design their products, for example the introduction of ‘open source’ and shared applications. In the United States, Microsoft’s near monopoly position was challenged by the government with the belief to better off the position of consumers. 

As established organizations within the computer and software industry have significant Brand loyalty, Absolute cost advantages, economies of scale and high switching costs, the likelihood of new entrants is small and thus the level of new competitive threats weakened.  

2.2.2 
Rivalry among established competitors

At present Microsoft Corporation dominates the Operating System and Software industries. Rivalry among established competitors has become considerable over recent years. Microsoft’s new biggest threat and competitor is Linux, dubbed ‘open source’ because it offers private developers the opportunity to customise software code. Linux has been gaining market share every year, specializing in Microsoft’s core businesses, corporate servers and desktop PCs (Greene 2004, pp. ). The software created by Linux can be shared freely worldwide and they have the support of governments and citizens across the globe. Conversely, Microsoft are more likely to have citizens or grass roots movements protesting against them, customers exist who will buy anything but Microsoft as a protest against the technology giant. Microsoft’s next biggest competitor is itself because of a pre-existing “installed base” of customers and its reputation for monopolistic practices (Greene 2004, pp. ).

	Statistics on the market share 




Growth rates for the software industry were extremely vigorous through the 1990s, with an average growth rate of 12% per year. 2004 appears on target to see the rebirth of sales in many areas of software & services. Forecasted high rates of growth may see increased competition via the fight to reach increased demand.

2.2.3 
Bargaining Power of Buyers 

Buyers that are large in number and often purchase large quantities (organizations and large retailers) have significant buying power. They are able to bargain for lower prices as no organization within the industry would be willing to loose a significantly large account or distribution network where other companies are competing for at least part of this account. 

Conversely, many distribution outlets and organizations can’t afford to replace the computing systems they currently have in place or sell. As a result a dominating organization such as Microsoft can afford to maintain power over many buyers due to high switching costs involved and brand image.    Additionally, individual and small buyers would have little to no bargaining power over an organization such as Microsoft.     

2.2.4 
Bargaining power of suppliers

There are few large suppliers that dominate the computing/software industry. Microsoft’s products are an important and highly valued input from the buyers’ point of view. Thus, purchasing companies and distributors will often become prices takers. The small number of software developers available and the demand for innovative (as appose to low cost) software and the rapid growth of the computer software industry limits the competition between the few main producers and provides them with significant power, allowing them to charge high prices for their software. Supply and distribution are also of much less concern to Microsoft then to many other companies. Their primary input is human capital, and demand for their products is so strong that it would appear to be in a distributor’s best interests to promote them.

2.3
Key Success Factors

Industry success comes in category explosion of rapid and sustained technological innovation, continual product improvements and commercialization and production of interchangeable components so users can share the benefits of technological advancements. Microsoft’s success in making people thirsty has been critical in the development of the entire PC industry. Many companies within the industry have built their products on top of Microsoft’s creations. Conversely, Microsoft has not shared in the production of compatible machinery, which has consequently placed the organization under much turmoil within the industry.

Continuously outpaces competitors, growth is slowing but is still better than competitors (Greene 2004, pp. ) 

Standards are a little different for Microsoft as it does not really fit into any one industry. While most are happy to turn a profit and muscle for market share Microsoft’s success is as much as to do with protecting and maintaining their image as a highly profitable, highly innovative market leader as it is to do with industry growth levels.

“invest in new segments while maintaining core” (Greene 2004, pp. )

Hardware – mature competitor with focus on hardware/software packaging.

Most computer related businesses have built their business on a Microsoft base, a roll-on effect occurs when Microsoft releases new versions of their products (Greene 2004, pp. )

Software – mature competitor with strategic focus on innovation (Greene 2004, pp. )

The company has a very high R&D expenditure, about $6b/year and the majority of this is invested in improving the core product of Windows and Office (Greene 2004, pp. )

Has an ‘integrated innovation’ approach which is pursued by developing upgrades in software to be released with upgrades of the operating system, Windows, so they are in sync (Greene 2004, pp. )

Approach requires wide base of products that must be horizontally integrated, which equates to a commitment to new products or acquisitions. Continuous investment.

Issue in waiting too long to release new operating system, customers are looking elsewhere (Greene 2004, pp. )

the marketing skills and monopoly on operating systems allows Microsoft’s technology to not always have to be completely up to date or reliable, they can afford to make mistakes and learn from them to eventually have a great product (Baker 1998, pp. )

Focus on refining existing products – “category busters” (Greene 2004, pp. )

Gaming – new entrant with aim of vying for existing market territory.

(Hill 2004, pp.C##)

Internet – new entrant cautious of anti-trust complaints

Trailing competitors by as much as 34% in browser, search and e-mail services but with more than enough money to competitively engage in the markets. When Microsoft decided to invest in their e-mail service and search engine they showed their financial might by spending $100 Million (US) to upgrade a non-core business (Personal Computer World, 2004[1], pp.17). Microsoft were even able to cross-link their search engine with encyclopaedia software they owned in order to increase their competitive advantage (Personal Computer World, 2004[1], pp.17).

Phones – a new entrant looking to build relational resources

Competing against their image in the case of the “anything but Microsoft” approach within the industry (Greene 2004, pp. )

They have also been predominantly unsuccessful in their attempts at market development, partially due to their poor reputation as a business partner, and partially due to the fact that the markets they have attempted to infiltrate (such as gaming with the X-Box) have already been dominated by other large companies. They have been quite successful with their move into CRM (Customer Relationship Management) Software, which was facilitated by their purchase of existing smaller companies, but because this is such a small area of their business, their success has little impact on the ‘important numbers’ for the company as a whole.

Competitors – are cheaper, highly customisable and greater international appeal.

Management of existing rivalry, is perhaps where Microsoft’s mistakes are most glaring.  In an industry dominated by non-price competition, Microsoft have allowed their arch-enemy, Linux, the opportunity to penetrate their core market of small to medium size businesses and operating systems.  They have failed in their attempts (which have been successful in the past) at product development, due to the numerous delays in the release of the new ‘Longhorn’ operating system.

They lack Microsoft’s reputation, which can in fact be an advantage (Greene 2004, pp.)

Innovation as a response to installed customer base (Greene 2004, pp. )

Products are not quickly consumed so new or supplementary products must be offered in order to increase profits and be successful (Greene 2004, pp. ).

3.
Key Issues

Government

Government aims to curb monopoly (Microsoft). 

Unfair business practices allegations against Microsoft as it has secured closed source (Microsoft Key), conversely Apple software is open source (Unix), anyone can write code for it. Microsoft are in court all over the place for practicing monopolistic strategies.

It may be argued that the recent antitrust lawsuits brought against them and the rulings thereon have increased Microsoft’s vulnerability in this area, however with a 2003 net profit of a little under $10 billion (US), it seems unlikely that anyone will be able to challenge them in the near future.

Linux and ‘open Source’ Systems

The threats it faces are the most serious in Microsoft history. The threat of Linux, the software dubbed ‘open source’ as the code is shared freely among developers around the world. Linux has become so popular that it is challenging Microsoft’s core business like no rival ever has before. More and more companies are planning to add Linux to their organization and China and India, both huge growth markets are embracing it. 

Security Issues

Software and Internet security are two of Microsoft’s greatest and most time consuming concerns at present (Greene). Security has become so great an issue at Microsoft that programmers are being moved off future development projects in order to redress concerns, leading to further delays in the release-date of Microsoft’s newest operating system (Greene). Microsoft is constantly fighting a battle against viruses and ‘worm’ programs that threaten it core business and forces old software to be continuously improved (Personal Computer World, 2004[3]).  

Innovation and Customer Responsiveness

Microsoft needs to improve on its efficiency and responsiveness to customers, the company has demonstrated a slow customer response time in leaving such a lengthy period prior to releasing its latest operating system. Linux, the major competition, has been able to take advantage of the dissatisfactions that customers have been experiencing with Microsoft and its ineffectiveness in responding to customer demands, by releasing their open source operating system (Greene 2004). Recently Microsoft has released a free upgrade to users of Windows XP with updated security features that is a belated reply to these issues (Microsoft Corporation [2] 2004).

First mover advantage is a concern for any fast moving industry but in the software industry it can be a matter of commercial life and death. Microsoft learnt this lesson in 1996 when it let Netscape get first mover advantage on a piece of browser technology called the command line (or “GO bar”) because Microsoft declares the software to be “trivial” (Edstrom and Eller 1998, pp.4). The result left Netscape with an 83% market share in the Internet browser market and a market value of US$5 billion (Edstrom and Eller 1998, pp.3-4). Microsoft, who had passed on taking up the software, held a measly 8% of the market by the end of the fiscal year.

Maintain Market Leadership while carving out new markets.

4.
Future Directions

4.1 
Corporate Level Strategies

Corporate level Strategy entails “concentrating on competing successfully within the confines of a single business” (Hill, 2003, pp). The Microsoft strategy is based on gaining as much knowledge as possible about any likely threats from competition, then either acquire the competition or create a product to oppose the threat – the strong financial status of Microsoft allows them to do this. This method is used to “become the standard” (Baker 1998, pp. )

The organisation needs to focus more heavily on their core business in the computer/software and operating system industries rather then diversifying products to compete with other market players. Focusing capabilities on competing successfully in one single area or a small number of related area’s is an important facet in fast growing industries where the demand on organisational resources is high. 
As technology changes are extremely rapid in the computer and software industries. Thus, vertical integration poses the hazard of “tying a company to an obsolete technology” (Hill, Jones and Galvin 2004, pp.260). 
 If Microsoft continues to expand their products over various industries, they may risk ‘starving’ their fast growing core business. Thus, the ideal strategy presently for Microsoft is to stick to what it knows best, namely the Computer Systems, Software and Operating systems industries. This will involve a certain amount of vertical integration in order to create value and establish a competitive advantage around the core business. Some vertical integration will allow Microsoft to 
a.) Facilitate investment in specialised assets (for example Windows XP and Windows CE and brand) and 
b.) Protect product quality (via production of suitable accessories). 
As a result, this will allow Microsoft to become a differentiated player in its core business and thus enable profits to be maximised within this major area.

Microsoft’s current strategy includes investment in new segments whilst maintaining the core product (Greene 2004, pp. ). Via a strategy of related diversification, the organisation is able to sell core products cheaply so as to increase complimentary sales (Greene 2004, pp. )

Ways of creating value for Microsoft is via Restructuring or transferring skills.

Source of bureaucratic costs, Number of business’, coordination among businesses and Economies of Scope.

Microsoft Experience/Creation

Windows XP=Product differentiation

4.2 
Business Level Strategies

4.3 
Strategies in Different Environments

The industry environment in which Microsoft exists is continually being reinvented with the constant introduction of new innovations and technological advances that companies must adapt to compete with. Hence, Microsoft operates in a growth industry that may regress to an embryonic industry with the explosion of a new category onto the market. The market for a particular product of Microsoft’s is likely to eventually mature and decline due to this ongoing technological change. It is expected that the company will continue to operate predominantly in growth industries as it concentrates on innovations.

Microsoft has access to complementary assets, via marketing capabilities and reputation, and financial capital; barriers to imitation, in the guise of patents, prevent rivals from copying Microsoft’s core product, Windows; and few competitors have the necessary capabilities such as experience, in depth research and development, highly qualified staff and stable financial assets to compete at the same level as Microsoft. These criteria suggest that Microsoft should follow the strategy of ‘go it alone’ by developing and marketing innovations or entering new markets by itself (Hill, Jones & Galvin 2004).

Have diversified into other growing technology industries in the hope of gaining some market share, has the ability to buy its way into a market by buying out a company if they don’t have the facilities to do something themselves. Generally performs well in markets that are closely related to their core (Greene 2004, pp. )

Making large investments in new markets, eg China, to fend off competitor Linux (Greene 2004, pp. )

5.
Recommendations

Many of Microsoft’s strategic problems can be attributed to its failure to protect its competitive advantage through the use of an appropriate competitive strategy.

Maintaining market leadership

Second biggest brand name behind Coca-cola but has lost ground in the last year due to failing perceptions of customer responsiveness (Brady et al. 2004, pp.44). Microsoft needs to look at ways to “nurture stronger ties with consumers” and reassert its brand image of market leading technology, innovation and customer responsiveness (Brady et al. 2004, pp.44). Hewlett Packard is currently running a successful advertising campaign that simply aims to sell its brand to consumers. The campaign ties the ‘HP’ brand name to successful applications of its products by other world leading companies. The implication being, “if they trust us (HP) to do this for them, imagine what we can do for you”.
New Markets 

For Microsoft courting international governments is part of the business of selling to and opening new markets. The company recently provided a “public service” to the Japanese government when it provided free Windows XP security updates to Japan’s 25,000 post offices (Kyodo News, 2004). Such moves are as much about courting future markets as they are about securing existing customer bases.

Competition

An idea Microsoft is currently trialling in its attempts to compete with Linux is to allow some developers’ access to Windows source code in its latest version of its Windows CE operating system (Personal Computer World, 2004[2]). Microsoft is hoping that Windows CE 5, with its unprecedented access to 2.5 million lines of Microsoft code, will put it ahead of Linux as the OS of choice (Personal Computer World, 2004[2]). Microsoft’s latest OS still places limits on the amount of code and the ownership of altered codes offered to private developers and as such the success of the project is hard to predict. 

Government

Tackle government and consumer scepticism via introducing more open source or easy access innovative computer systems. Additionally, this may assist in combating disapproving views from business and government regulators.    
Security
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