	What every business should learn from Microsoft

	Sunny Baker. The Journal of Business Strategy. Boston: Sep/Oct 1998.Vol.19, Iss. 5;  pg. 36, 6 pgs


	 »
	Jump to full text  [image: image1]


	


[image: image2.wmf]

305



 HTMLCONTROL Forms.HTML:Hidden.1 [image: image3.wmf]



 HTMLCONTROL Forms.HTML:Hidden.1 [image: image4.wmf]

PQ



 HTMLCONTROL Forms.HTML:Hidden.1 [image: image5.wmf]

1094743837


	Subjects:
	[image: image6.png]


[image: image7.png]


[image: image8.png]


[image: image9.png]


[image: image10.png]


[image: image11.png]


Software industry,  Market strategy,  Strategic management,  Corporate profiles,  Competitive advantage

	Classification Codes
	7000 Marketing,  2310 Planning,  9110 Company specific/case studies,  9190 US,  8302 Software & computer services industry

	Locations:
	US

	Companies:
	Microsoft Corp(Ticker:MSFT [image: image12.png]


, Duns:08-146-6849 ) 

	Author(s):
	Sunny Baker

	Publication title:
	The Journal of Business Strategy. Boston: Sep/Oct 1998. Vol. 19, Iss. 5;  pg. 36, 6 pgs

	Source Type:
	Periodical

	ISSN/ISBN:
	02756668

	ProQuest document ID:
	34067504

	Text Word Count
	2874

	Article URL:
	http://gateway.proquest.com.ezproxy.library.uwa.edu.au/openurl?url_ver=Z39.88-2004&res_dat=xri:pqd&rft_val_fmt=info:ofi/fmt:kev:mtx:journal&genre=article&rft_dat=xri:pqd:did=000000034067504&svc_dat=xri:pqil:fmt=text&req_dat=xri:pqil:pq_clntid=20923


[image: image13]
	 More Like This  »Show Options for finding similar articles 


[image: image14]


	Abstract (Article Summary)

	Perhaps intensity is the innovation at Microsoft - an intensity focused on the drive to know as much as humanly possible about the marketplace. Add enough money to the equation, along with some staff loyalty, and you have mastered the secret of Microsoft's continuing dominance. But in the early days, there was another principle that drove Microsoft: Get the business first. The companies that really had a chance to compete with Microsoft in the early days never understood what Microsoft was doing and continues to do today: 1. Gamble the business on Bill Gate's current view of the industry. 2. Learn everything you can about the competition that could affect that view. 3. Buy the competition when you can, and if you cannot, focus resources on building a product that will counter the threat. Microsoft plays a game called "become the standard." It does not matter which product becomes the standard, as long as the standard is sold by Microsoft and as long as it is a product that offers leverage for future Microsoft sales.
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[Headnote]
A former Microsoft Insider believes that Microsoft prevails not because of Its ability to Innovate but because of Its capacity for covering all the bases. 

IF YOU'VE NEVER BEEN PART OF MICROSOFT, IT'S HARD to sort through the reality behind the Microsoft marketing engine and the hype about the company's technological innovations. Software technology is nebulous and sometimes arbitrary in development. To those outside the industry, it can seem like smoke, mirrors, and voodoo. But the reasons behind Microsoft's market dominance are more tangible than that. And they have less to do with the company's technology innovations than with its intensity. 

Perhaps that intensity is the innovation at Microsoft-an intensity focused on the drive to know as much as is humanly possible to know about the marketplace. Add enough money to the equation, along with some staff loyalty, and you've mastered the secret of Microsoft's continuing dominance. 

But in the early days, there was another principle that drove Microsoft: Get the business first. That was a common battle cry heard in the halls of both Microsoft and Intel, its close ally (see the sidebar on page 39). Microsoft sold IBM on a PC-DOS operating system before it even had a product (it had to buy the software from Seattle Computer to deliver on its promise). This was a business technique the company mastered early on while selling programming languages such as BASIC to original equipment manufacturers (OEMs). Like so many software developers, Bill Gates and Steve Ballmer (the newly titled CEO of "The Soft," but for years the acknowledged second in command) were masters of promising innovations before they had been developed. This requires incredible belief in yourself and your engineering resources. 

Once IBM was on board, with Intel supplying chips and Microsoft the operating system (DOS), it was relatively easy to sign up the other OEMs. The computer manufacturers were compelled to use the chips and the operating system that IBM favored. So, in those early days, Microsoft's biggest innovation was not its development of DOS, it was getting the OEMs to sign up for the standard Microsoft-Intel system. If other smart, focused negotiators had understood how to work with the OEMs and strike a mutually beneficial contract, there could have been other players. But Microsoft took a big gamble when it licensed DOS to IBM-and in 1981 that was a risk that would-be Microsoft competitors, such as Digital Research (much later purchased by Novell), didn't want to chance. Microsoft's gamble paid off handsomely. 

No one really understood the intensity of Bill Gates' need to win until the MS-DOS and Windows game was over. The companies that really had a chance to compete with Microsoft in the early days never understood what Microsoft was doing and continues to do today: 

1.Gamble the business on Bill's current view of the industry. 

2. Learn everything about the competition that could affect that view. 

3. Buy the competition when you can, and if you can't, focus resources on building a product that will counter the threat. 

4. When the viewpoint no longer matches the real world, be willing to admit-privately-that the strategy is a failure. 

5. Immediately after realizing the weakness in the strategy, change corporate priorities, refocus the resources, and then stick to the new strategy as intensely as the first one. 

All these steps lead to the same goal, and that goal is to win the market of interest. If the product is developed by Microsoft engineers, finebut if the technology is purchased from another source, that's equally fine. Eventually all the products are Microsoft products anyway. At Microsoft, winning is the only thing that counts. 
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The Games Microsoft People Play 

To learn from the Microsoft story, you must first understand the game Microsoft plays. It's a simple game called "become the standard." It doesn't matter which product becomes the standard, as long as the standard is sold by Microsoft and as long as it's a product that offers leverage for future Microsoft sales. That's what owning the standard in a market is all about. 

In the early years, Microsoft was more driven than its competitors to win the standards game. Bill Gates understood how to promote a product that didn't yet exist and how to write a contract to fund it. And what he didn't already know, he learned from smart marketers-many of them from Intel-who understood the leverage that royalty licenses would give Microsoft. Those licenses were sold to the same OEMs that had purchased Intel's microprocessor chips. For Microsoft, the only manufacturing expense for an OEM sale was a tape cassette or a pile of floppy diskettes used for delivering the master software. One copy of master software could reap millions of dollars in return from only one OEM account. 

Another part of Microsoft's game plan was to defend the ground it had gained. Microsoft has always protected the installed base of Microsoft operating systems and leveraged the operating systems they already had in the marketplace by producing Microsoft applications and operating system upgrades that depended on those operating systems. Making Windows compatible with MS-DOS was another relatively easy sell to the OEMs. And, as part of its long-term strategy, Microsoft never abandoned existing customers. The upgradeability message was something else common to the Intel and Microsoft marketing approaches-even if it was sometimes more conceptual than material. 

To secure dominance of the market, Microsoft also worked hard creating the Microsoft brand. Bill Gates became the professed guru in desktop computing, which was one of Microsoft's conscious branding decisions. There's no doubt that Bill Gates is a smart guy, but the whole image of him as the nerdy computer wizard materialized through the work of smart public relations people like Pam Edstrom, Microsoft's long-time publicist. 

It took a few years for the Microsoft standards strategy to pay off, but once the volume was there, Microsoft had more money than it could spend. That's why Microsoft today can allocate hundreds of millions of dollars to projects that never come to market. There is so much profit in Microsoft's licensing business that internal entrepreneurs can hire top people to do just about anything. All it takes is blessing from Bill to fund and then explore the opportunity. 

Understanding Apples and Oranges 

Until 1991, Apple Computer could have competed with Microsoft. While the boys in Redmond were trying to put Windows on top of MS-DOS, Apple already had a fully functional windowing operating system, complete with quality business applications and powerful graphics capability that should have been real competition to Microsoft. Apple had it all, but the company didn't understand the profit potential of software standards. They remained a company that couldn't see outside the box, and that box was called the Macintosh. 
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The Redmond, Wash., headquarters. 

The Macintosh operating system in 1984 had more functionality and stability than Windows 3.0, which wasn't released until 1990. Windows wasn't a fully functional graphical environment until the release of Windows 95, a full I 1 years after the Macintosh entered the marketplace. 

As long as Apple was a hardware company that happened to produce operating software that only worked on its own CPUs, it would never a threat to Bill Gates or Microsoft. But just in case Apple figured it out, Gates kept developers working on Windows while Microsoft was also developing IBM's new operating system, OS/2. He knew Apple was right about the graphical interface, even though IBM wasn't convinced at that time. As always, Microsoft had a backup option if OS/2 was a flop. And Apple never did figure it out, so Microsoft could take its time developing Windows. 

By 1984, the market had been sliced in two. You could choose an Apple/Motorola system or a Microsoft/Intel system. Since there was no Apple operating system for Intel chips, it became a non-choice for the OEMs. You could have put a cryptic version of the UNIX operating system on either a Motorola or Intel chip, but even that software (in its XENIX form) was available from Microsoft. No OEM seriously wanted UNIX on a PC; it was simply too hard to use and there weren't enough applications for consumers. 

If you wanted an operating system and software applications for the operating system, the choice was use Microsoft and Intel or develop it on your own (which no OEM wanted to do). That was the power of the IntelMicrosoft relationship. If you wanted IBM compatibility, you had to buy Intel chips. And there was no affordable, safe choice of operating systems. At one time, you could have licensed CP/M and later Dr. DOS from Digital Research-but not if you wanted to do business with Microsoft at competitive rates, and not if you wanted to be IBM-compatible. 

Apple never realized the asset it had. Apple just made Microsoft richer by providing another place to sell more Microsoft products. Apple had people who could have ported the Mac operating system to Intel hardware (software lingo for moving the operating system from a Motorola CPU to an Intel CPU). There were even engineers at Microsoft working on the idea to see what it would take-including adding DOS compatibility to the Mac OS. Apparently there was no drive at Apple to make it happen-at least not a vision and drive like Bill Gates provided at Microsoft. 

Apple continues to focus on selling boxes; Microsoft continues to focus on being the software standard, whatever venue it goes after. The shape of the box simply doesn't matter to Microsoft. There's more leverage in operating systems than in a box, and a lot more profit margin per unit sold. 

Turning on a Dime 

Microsoft's key strength is its ability to change directions and adjust priorities when the market shifts. It might not happen overnight-but Bill Gates and his top Microsofties know when a horse is dead. They don't waste time trying to revive it, but quickly move to a new steed with brighter potential. 

Therefore, if for some unforeseen reason, Motorola replaced Intel as the dominant computer chip provider, undoubtedly Microsoft would, in almost record time, release a major product that could dominate the Motorola platform. Certainly Sun Microsystems and Apple would be there, as would a variety of networking software and database software companies as well-but Microsoft has connections in the market and knowledge of the software. Microsoft would move in and be the leader again. 

Despite its size, Microsoft can turn on a dime because the company hedges its bets by always having its feelers in the marketplace and by constantly working on a hundred ideas that may or may not ever see the light of a customer. Microsoft follows the developments in every major computer company and most technology ventures in the world. And the company doesn't even bet exclusively on its own products or technologies. The company is constantly in awe of the competition and in fear of losing the battle. It isn't always insight that leads Microsoft. It is just as often the fear of losing. 

Engineering Isn't Everything 

Competitive intelligence almost seems like a Microsoft invention. Bill Gates surrounds himself with smart people, visionaries, and industry insiders, many of them hand-picked from companies like Intel, Borland, DEC, and IBM. And Gates' true brilliance stems from his effort to know everything he can about competitors' products and their businesses. He demands this from his staff as well. At Microsoft, if you don't know who, what, how much, and when, in detail, then you better find out before talking to Bill about your marketing plan. 

That isn't to say Microsoft supplies poor products-far from it. Microsoft employs some of the best software engineers in the world. Hundreds of them. Given all that talent, Microsoft does create great products. And it a great job of extending products until they seem like innovations. The engineers beat on the products until the customers move to their side. Microsoft simply works its magic through marketing muscle, added features, research, and contacts in the industry. But the products aren't always great on first release. 

Even if you don't understand how software is developed, just read any of the books on Microsoft or keep in touch with the trade press. It's pretty clear that Microsoft products rarely come to market in pristine condition. At Microsoft, getting an acceptable product to market is more important than getting a finished product to market. And even then Microsoft misses its own published deadlines more often than not. Preannouncing vaporware has been a Microsoft mode of operation since the first Windows 1.0 product was announced at Comdex in November, 1983. 

It took Microsoft seven years or more to get a truly acceptable Windows product to market in the form of Windows 3.0 in 1990. But Microsoft never really sweated the late delivery because the company controlled MS-DOS; as long as Microsoft had the contingency plan of working with IBM on OS/2 and as long as the MS-DOS revenue kept flowing in from the OEMs, there was plenty of money to throw at Windows and other gambits. The same is true today with the Internet and the company's entrance into the browser market. Between Windows 98, Windows NT, and Explorer, Microsoft is relatively secure for a few more years. 

In the final analysis, Microsoft innovation has never been technology alone. It is based on the securing of Microsoft's core business-operating systems. Operating systems are still the cash cow. The numbers of truly necessary people involved in that business are relatively few. And when you think about it, the main reason Microsoft now has all its other businesses is because of the stupendous profit margins from the early years in the OEM business. Microsoft had to spend all that money doing something, and the cash from the OEM and Windows business allowed Microsoft to go after the applications business, and then pursue the networking business, and more recently the browser business. Microsoft has money to start new business channels that lesser companies can only dream about. 

How to Play with Microsoft 

When you play with Microsoft, it's important to remember that the current Microsoft strategy isn't always right. Bill Gates and his top lieutenants are not omniscient. But Microsoft, along with Gates, is driven to win the contest, and Microsoft almost always wins when it puts its collective mind to dominating a clearly defined market. It may take some time, but at this point, Microsoft has the money to lose in a market until it can get things right. The unbelievable sums of money from the constant stream of royalties, application revenue, and upgrades can fund almost anything. 

What small software company can compete with the millions of dollars of marketing muscle and research resources that Microsoft can put behind a product? As the insiders Jennifer Edstrum and Marlin Eller so aptly put it, "At any given time Microsoft has lagged behind in networking, desktop technologies, online services, Internet technologies, and Web browsers. And yet the landscape is littered with the bones of Microsoft competitors: Visicorp, Lotus, WordPerfect, Novell, Go Corporation.... The corporate body count exists because Microsoft has always had one asset that no other company can touch-Windowswhich Microsoft leverages with unrivaled effectiveness." 

Microsoft's sheer power and wealth are almost unimaginable. And the reasons behind that position are something that every business should understand and take seriously. If you can work through all the technical jargon and complexity of industry relationships, the books about Microsoft taken as a whole paint a pretty true impression of The Soft. The often undisciplined design of the software. The ready and personal access to information on almost every company in the microcomputer industry. The intensity of the pressure from Bill Gates and Steve Ballmer. The drive to succeed at almost all costs. The purchase whenever possible of any technology that Microsoft sees as either potentially useful or competitive. When purchase is out of the question, the ability to employ hundreds of top people and invest millions to create something that will go head to head with the competition-even if it takes years to get the product right. 

Get the business. Create the standard. Leverage the business. Crush the competition. For Microsoft, these have been and continue to be the four cards in a winning hand that's tough to beat. By playing those cards, it has reached its goal-it has a put a Microsoft product on almost every desk and computer in the world. That's the one strategic vision that has remained steady since the founding of Microsoft in the late 1970s. It's one Microsoft vision that's unlikely to change in the near future. 
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