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THE BIG TRUTH  
ABOUT  

MICROSOFT 
 

There are plenty of commentators with opinions on Microsoft’s poor stock performance over the 

past 13 years.  Those playing the “blame game” have pointed the finger at the soon to be outgoing CEO 
Ballmer’s lack of foresight, the culture (described as “poisonous” to innovation), the overall economy, the dot com 
bubble, poor acquisition choices, and the Microsoft “finance guys”.  Perhaps these are all problems that Microsoft faces, 
but the common thread that connects all these problems – the place the buck really stops, as it were, seems not to have 
been mentioned.  What is it?  Where does that buck really stop?  To borrow from a famous Clinton slogan: “It’s the 
BOARD OF DIRECTORS, stupid! “  
 
One of the most significant impacts on a company, and therefore on its board, is its industry’s maturity level.  Over time 
board role and responsibilities must change as the company and its industry matures. The industry maturity level can be 
measured based on average company size, growth in revenues, profits and cash flow return on investment (CFROI).   
  
So, yes, we have our own personal choice of who to blame: the Board.  In fact we would condemn their 
governance along two lines:  
 

1) letting Ballmer remain as CEO for 13 years while the stock languished.  According to data from FactSet, 
Microsoft shareholders have had a total negative return of 17.6% since Ballmer took the reins in 2000, with 
the stock down nearly 36%. Interestingly, Microsoft jumped 10% when Ballmer announced his retirement, 
making him (according to Forbes) almost a billion dollars richer, that is quite a payday.  No question that 
shareholders might have been keen to have that “Ballmer Bump” (as Forbes calls it) far sooner than 2013. 
 
2) failing to have a rigorous succession plan, as it appears that all the possible candidates for Ballmer’s 
replacement are from OUTSIDE the organization.  Perhaps Microsoft is a little “gun shy” about putting 
another “insider” in the CEO’s role, but really they don’t have even one internal candidate?  That is absurd. 

 
- Michael Dennis Graham 
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Microsoft is a classic example of a Board failing to be held much accountable for 

the floundering business that it oversees.  As you know, it is the board of directors whose oversight is 

intended to protect the owner’s capital. Boards are responsible for not only approving business strategies 
and plans (at a high level) but also selecting the CEO, setting CEO and executive pay and managing key 
executive succession planning. With boards being essentially responsible for selecting the CEO and green 
(or red) lighting strategy they have a huge influence on a business’s future.  And at Microsoft, it seems the 
board was akin to Rip Van Winkle.  Although not quite Van Winkle’s 20 years of snoozing, Microsoft’s 
board has remained asleep at the switch for going on 13 years.   
 
But for all this, Microsoft remains highly profitable.  In fact for the most recent quarter ending October 31, 
2013 the company reported earnings of nearly $19 billion, with previous year end net revenues reported of 
nearly $80 billion (that’s billion, with a “B”). 
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But according to Rolfe Winkler, writing for the September 17, 2013 Wall Street Journal, Microsoft announced another 
$40 billion stock buyback which replaces its now nearly depleted 2008 buyback program (also $40 billion).  Winkler 
writes, “In total, Microsoft has repurchased $110 billion of its own shares over its past nine fiscal years… reducing its 
share count 22%. Thanks to such buybacks, the company's average annual earnings growth rate of 11% was 46% 
higher than it would have been holding the share count constant.”  Winkler concludes his article saying profoundly, 
that its manufactured earning growth “…is a reminder that [Microsoft is] more about past glory than future promise.”  
We wonder, does the board heed this dire prediction?  Will they take a page from the now near defunct Eastman 
Kodak playbook, or find its way from great to good, to great again?  
 
Microsoft is now nearly 40 glorious years old, having grown from the Gates’ garage to a company with a market cap 
of around $316 billion.  We have seen time and time again, that as companies grow, their tendency is to move from 

external focus to internal focus.  Essentially, we can 
make an analogy to a balloon.  As the balloon is 
blown up, the relative volume (the stuff inside) in-
creases at a faster rate than the surface.  For com-
panies, the “surface” of the organization is its out-
ward facing ventures or its connections to the exter-
nal environment and stakeholders. No question, a 

company would perform better if it listened to the demands and met the needs of its current and potential sharehold-
ers, customers and suppliers, for example. But, unless carefully monitored, as the company grows in size, the pro-
portional impact of these outsider influencers will diminish.   And based on Microsoft’s history of being a day “late and 
a dollar short” in some of the most life changing technologies (such as phones, music and tablets), this is an area 
that the board failed to keep its eyes on.   You might wonder how that could happen.  

 

As the balloon is blown up, the relative volume 

(the stuff inside) increases at a faster rate than the 

surface.  …unless carefully monitored, as the com-

pany grows in size, the proportional impact of these 

outsider influencers will diminish. 
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In 2000, the technology industry as a whole was at the top of its maturity curve, and Microsoft was the 800 
pound gorilla in that industry, the golden haired boy or the tech sector, at the top of its (and the industry’s) 
game.  It was all rosy then, of course, and Microsoft’s board took  on a “don’t’ fix what’s not broken” approach, 
failing to push management out of its comfort zone and into the 21st century.  When you are at the top of your 
game unless you push harder, there may be only one way to go.  This is the critical point at which boards 
must make some very difficult decisions, not the least of which are whether the board itself is properly 
structured and staffed and whether its governance model is positioned to address the coming challenges. 
 
Ideally, a company would have a situational and dynamic board comprised of individuals with the appropriate 
experience to shape and enhance the organization’s value in each stage of the industry cycle and based on 
its unique business strategy and company maturity.  Unfortunately, for many companies, Microsoft included, 
the boards, along with their governance models and rewards structures, do not keep pace and become 
outdated. 
 
Even more unique (and challenging) is that the successful governance for each company at each stage needs 
to change as the company and the industry passes through the stages. Here in lies a dilemma, the most 
successful boards at one stage of industry 
development are not likely to be the most 
successful in the next stage of development 
without a significant change in their governance 
model. While this makes sense, it is difficult to 
manage. Does a board of directors in a start-up 
company need to change to remain effective as 
that company matures? That’s an easy, “YES.” 
How do the board and company proactively 
manage that change? To that question there is 
not such an easy answer.   
 
Microsoft’s board failed in 2000 to recognize the 
coming change in the industry and 
organizational maturity.  Clearly they didn’t 
consider how to govern in light these changes. 
They didn’t review the governance, methods, processes, and reward programs currently in place and assess 
their relevance in light of the industry phase, business stage and all external and internal influences. 
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Now a new opportunity presents itself to Microsoft as a new person will be stepping into the CEO’s 
position. Again, Microsoft’s board has a chance to carefully self-evaluate and ask itself some difficult 
questions: 

 
• Is the degree of control or contribution of the board appropriate given Microsoft’s industry’s phase of 
development and the company’s state of maturity?  
• Are the structure, processes, culture, and staffing of the board appropriate to the needs of the com-
pany today and in the foreseeable future?  

 
We hope they do.   But also wonder if Gates and Ballmer are, as expected, re-elected to the Microsoft 
Board on November 19, will the Microsoft Board find the cojones to ask and answer these tough ques-
tions? ◘◘ 

 

Michael can be reached at michael.graham@grahall.com 

 


