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Microsoft’s release of the next version of Windows Phone (8.1) seems imminent. 
Indeed, this updated version that includes the ability to handle bigger screens (5”-
7”), quad core SnapDragon processors, and other assorted improvements is sorely 
needed to continue the momentum that Windows Phone has recently experienced 
(albeit well behind those of its competitors, iOS and Android). But what’s critical for 
Microsoft is to separate out the cosmetic improvements from the groundbreaking 
enhancements that give it strategic leverage in the marketplace. And that seems to 
be where it is headed in this release. 
 
Supporting bigger screens is important, and not only for “phablets” which are 
gaining some traction even in mature markets (not just Asia where they seem to be 
wildly popular). But support for larger screen devices is important because it paves 
the way to eliminating one of the stumbling blocks Microsoft has had in trying to 
impact the low end of the tablet market (where it has virtually no share). This is 
especially important now that Chrome is making advances and competes with 
Android devices in the $200-$300 market. Full Windows on a low end tablet is a 
non-starter. Windows Phone on a 7 inch tablet could compete with Android and/or 
Chrome far better than Windows 8 because it is much lighter on resources and 
could be implemented at lower overall cost (requiring a less costly BOM). Think 
Windows Phone-book against Chrome-book. Whether ultimately Nokia does this 
(as has been rumored, and likely to happen in our opinion), or some other OEM 
(e.g., Dell, HP, Lenovo, Samsung), we think it’s inevitable (and desirable) for 
Windows Phone to be implemented in a low end tablet/convertible device. With 
support for larger screens and heftier processors, this version of Windows Phone 
could be the opening that enables that to happen. And at a low end of the price 
range ($150-$250) it could allow Microsoft and/or its OEMs to become a major 
player in the high volume consumer market space. 
 
But hardware is not the only component being addressed. Windows Phone 8.1 is 
also an attempt by Microsoft to move it closer to full Windows in the sense that it 
would like to be able to tell developers that the complete line of Windows devices 
can be handled in one code base. This is not the case today as Windows Phone 
has its own unique infrastructure and code-base unification is unlikely to be fully 
implemented in this next generation of the OS. But Microsoft can point to its 
continuing progress in getting closer which is most helpful for stimulating 
developers’ interest level. It also allows Microsoft to tell existing Windows app 
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developers that the amount of effort to get their apps on to WP is fairly small. This 
gives them more incentive to port, which also helps the app count for Windows 
Phone. Further, the larger screen size and processing power also assure better 
user experience, especially for business users. One area that Microsoft must 
improve on is the number of apps currently ported to Windows Phone, which, while 
growing, lags far behind its rivals. This strategy might improve on that, making 
Windows Phone much more competitive in the marketplace. 
 
Bottom Line: We don't expect this next release of Windows Phone will magically 
move Microsoft up in market share in a brief period of time. Microsoft will have to 
go at this market for a significant period and with substantial investment if it wants 
to seriously challenge Android and/or iOS, including a substantial investment in the 
Nokia devices which it is acquiring. But this next version of Windows Phone may 
give Microsoft and its OEMs some significant leverage, and help it be more 
competitive. We should know in the next 6-12 months whether these 
enhancements helped. We expect to see some interesting new devices emerge as 
a result of this release that go after markets Microsoft could only dream about 
previously. 
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Changing of the Guard at Microsoft 

Long time CEO Steve Ballmer has announced his retirement. Ballmer had a great 
career at Microsoft with some great success. His dozen plus years included going  
to a leadership position in web browsers, enhancing the position of the X-Box, 
becoming a leader in CRM (Dynamics), making SharePoint and Lync household 
names in enterprise, increasingly moving Office to the cloud, acquiring Skype, 
launching Azure, etc. 
 
And up until 2-3 years ago, Microsoft was firing on all cylinders. But then they lost 
the focus of what their customers wanted. The disaster in tablets, the failure of 
Windows RT, the idea they knew what was best for customers by ramming Win8 
down their throats whether they wanted it or not. The resistance to give back to 
users what they wanted (Start) in an OS they were expected to pay for. 
 
Ultimately, if you lose the focus on what your customers want, you lose. Customers 
vote with their checkbooks, and Microsoft was losing badly in the current market. 
 
Ballmer was a masterful salesman. He promoted Microsoft incessantly. And was 
hugely successful in his first decade. But lately he has lost touch with his 
marketplace and customer base. The infighting and turnover of execs has been 
dramatic. The seemingly lack of vision he exhibited was destructive. His insistence 
that Microsoft was on the right course even though customers were complaining 
was catastrophic. The refusal to add back the start button on Win8 when virtually 
the entire marketplace was asking for it dramatically decreased the desirably of the 
OS and even accelerated the downswing in PC sales. This was ultimately an 
arrogant position. The near total failure in mobile devices (with minimal market 
share) when that’s where the market was going, was another disaster. But more 
importantly than all of that, users and enterprises were focused on the fact that 
they didn’t believe Microsoft had a long term vision that would lead them into the 
next decade. 
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Bottom Line: It was clear to most that Microsoft needed a new strategy and new 
focus. Ballmer had lost his focus. He was telling people what they wanted rather 
than listening to the market. It’s clearly time for new leadership and vision at 
Microsoft. However, Ballmer will be there for a while yet. If he gets to pick a clone 
of himself with the same direction and strategy, Microsoft is in big trouble longer 
term. What they need is a leader with a new direction – a visionary who can bring 
back innovation and provide products people are willing to spend money on. 
Unless such a leader is found, Microsoft is in for a continued, albeit slow, decline. 
Many people still maintain a good will feeling towards Microsoft and want it to 
succeed. Can Microsoft tap into this with new leadership and once again become 
an innovative leader in the market, or at the very least, give people what they want 
and are willing to put there money down to obtain? That’s the ultimate question the 
next leader of Microsoft will have to answer, and demonstrate a willingness to 
address. 

Microsoft Buys into the Phone Business 

Microsoft announced it is buying Nokia’s handsets and services businesses, 
leaving the current Nokia with the networks division and mapping, although 
Microsoft will license the mapping software to power Bing maps (Nokia Here (aka 
Navteq) is an integral part of the Nokia handsets and probably inseparable at this 
point). Microsoft also licenses Nokia patents for 10 years, but leaves Nokia 
ownership of its patent portfolio to carry on as a separate entity. 
 
Why did Microsoft do this? We believe it’s as much about getting Stephen Elop 
back as it is about getting into the handset business, although having handsets 
under its own roof is not trivial. Ballmer announced a new Microsoft strategy stating 
it would become a device and services business. And buying Nokia handsets is the 
most logical way to get into the mobile device business quickly, since Nokia is 
wholly dependent on Windows Phone and Microsoft anyway and Microsoft and 
Nokia have had a very close relationship. They already know each other extremely 
well.  
 
What’s interesting is that Microsoft didn’t buy all of Nokia outright (and then spin off 
the divisions it doesn’t want/need). This indicates a couple of possible scenarios. 
One, that Nokia was in high distress as its device sales were not as good as 
needed to make it a long term viable player in smartphones. Two, that Microsoft 
really wanted to compete head to head with Apple and Google, both of which have 
their own hardware divisions and Microsoft sees this as its future. And three, that 
Microsoft sees great benefit in having actual product engineers with experience in 
mobile on the staff to invigorate the internal team, which to date has not done a 
stellar job in getting Windows adopted in the mobile space. 
 
It’s also interesting that MSFT was not buying the patents outright. This has to do 
with the long term viability of the patents (many may be reaching end of life and/or 
have limited monetary generation capability). But its also about avoiding the 
potential litigation around monopoly that Microsoft could face (Nokia patents are 
licensed by many other vendors) and also avoiding the legal hassle of 
enforcement, since now essentially a holding company (Nokia that’s left over after 
acquisition) will deal with that. It’s a much cleaner approach to simply license the 
patents without the baggage. 
 

“We’re not convinced 

that in the long run 

buying Nokia will achieve 

the goal of making 

Microsoft a leader in 

mobility� It could have 

achieved the same result 
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partnership... We should 

know how successful it is 

in the next 1-2 years...” 
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Finally, Microsoft gets Elop back on board as an executive and that is a clear 
statement that Microsoft needs additional “new thinkers” when it comes to 
management, and when it comes to new products. Elop did a good job at Nokia, 
given the cards he was dealt, and his presence may spur Microosft to rethink some 
of the strategy. This position puts Elop high on the list of potential successors to 
Ballmer. 
 
We’re not convinced that in the long run buying Nokia will achieve the goal of 
making Microsoft a leader in mobility. Google hasn’t done so well with Motorola 
after it acquired a device company (although the devices was not the primary 
motivation for Google, and it has much higher revenue generation potential in other 
places to subsidize this). Microsoft now runs the risk of alienating many key OEMs 
of mobile devices who were inclined to license Windows Phone. It may even 
extend to tablets, as Nokia will probably assume the leadership position within 
Microsoft of designing and building tablets (especially in light of the rumored Nokia 
RT tablet). Microsoft may gain a competitive posture against Apple (which in our 
opinion is vulnerable to attack on this front), but it may not easily achieve what it is 
looking to do. At the end of the day, Microsoft has to compete on the attractiveness 
to the end user for its products, and just having a device producer on board doesn’t 
get them there. Nor will having Nokia on board dramatically extend Microsoft’s 
ecosystem in mobility, which is another problem for it to deal with. 
 
Bottom Line: We’re skeptical that long term this is a winning strategy for 
Microsoft. It could have achieved the same result through a strategic partnership 
with Nokia (which they already had in place) and by simply “staking” Nokia to the 
funds it needed (which they have done in the past). It remains to be seen how 
Microsoft leverages this new devices company it now is about to own. We should 
know how successful it is in the next 1-2 years. 
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