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I ntroduction

This paper discusses Microsoft and its Strategies in the computer industry. It is organized into
three parts. The Microsoft Overview presents information about Microsoft in the areas of:
Organization
Resources
Microsoft within the Computer Ecosystem
Product Competition
Product Strategy

The Analysis part of the paper focuses on Microsoft’ s corporate Strategies in the areas of
Imitation Strategy
Acquigtion Strategy
Partnering Strategy
Marketing Strategy
Strategic Elements of the Authority Stage

The Critical Issues section addresses the future—it asks some questions that might be
important in the future of Microsoft and the computer industry.

We conclude with a description of some of the key factorsthat led to Microsoft’ s success.
Microsoft Overview

About Microsoft

Microsoft Corporation was founded as a partnership in 1975 and incorporated in 1981.
Microsoft develops, manufactures, licenses, sels, and supports a wide range of software
products, including scaegble operating systems for information gppliances, persond computers
and savers, sarver gpplications for client/server environments, business and consumer
productivity applications, software development tools, and Internet and Intranet software and
technologies. The company has recently expanded its interactive content efforts, including:
entertainment and information software programs, the Microsoft Network (MSN) online
sarvice, Internet-based services, and dliances with companies involved with other forms of
digitd interactivity. Microsoft dso sdlls persond computer input devices and books, and
researches and devel ops advanced technologies for future software products. [17]

Organizational Overview

Microsoft's business strategy emphasizes the development of a broad line of software products
for busness and persond use, marketed through multiple distribution channels. The company is
divided into four main groups. the Platform Product group, the Interactive Media Group, the
Sales and Support Group, and the Operations Group. [17]

The Platform Product Group is comprised of five primary divisons, each responsble for a
particular area of platform software development and marketing:
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The Personal Systems Division develops PC operating systems.
The Business Systems Division develops server operating systems and server applications.

The Internet Client and Collaboration Division devel ops Web browser technologies and
e-mail, editing, and collaboration products.

The Developer Tools Division creates software development tools.

The Consumer Platform Division develops systems software for non-PC devices,
multimedia devices, and digitd authoring environments.

The Interactive Media Group creates and markets productivity programs, interactive
entertainment and information products, desktop finance products, and PC input devices.

The Desktop Applications Division creates business productivity applications and
products designed for the home, school, and the smal business market.

Interactive Media offerings include children's titles, games, reference sources, online
information services, and MSN.

The Desktop Finance Division develops persona finance products.
The Input Device Division creates PC peripheras.

The Sales and Support Group isresponsble for building long-term business relationships with
customers. This group is organized to serve various customer types, including origind equipment
manufacturers (OEMS), end-users, organizations, enterprises, gpplication developers, and
Internet content providers (ICPs) and infrastructure owners. Large enterprises are offered
taillored license programs, enterprise-wide support, consulting services, and other specidized
savices. The group manages the channds that serve customers by working with OEMS,
digributors, and re-sdlers. In addition to the OEM channel, Microsoft has three maor
geographic sales organizations U.S. and Canada, Europe, and Other International. The
group supports the company's products with technical support for end-users, developers, and
organizations.

The Operations Group is responsble for overal business planning and for managing business
operaions. This includes the processes of manufacturing and delivering finished goods and
licenses, corporate functions such as finance, adminigtration, human resources, and legd; and
the publishing efforts of Microsoft Press.

Resources

Human Resources and Culture

The computer software business is extremely competitive. Because the market changes so
quickly it is crucid for a company to maintain its brain capita. Unlike a manufacturing company
a software company’s assets are not in tangible equipment but rather in the creative abilities of
the firm’s employees. As such Microsoft competes in afierce arena for the brightest and most
gifted software developers.
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To keep their employees from seeking other employment Microsoft Corporation pridesitsaf on
maintaining an environment that encourages employee productivity and satisfaction. Microsoft
culture isareflection of the founding partner’ s business attitudes. The dressis casud, a campus
work environment promotes a family fedling, but employees are expected to work long hours
and be devoted to their work. The implicit message is that they will receive persond satifaction
from being a part of a solution+oriented business. In 1975 there were two Microsoft employees,
now there are more than 20,500 [10].

Bill Gates, founder of Microsoft, best summarizes the attitude of productivity, “If somebody is
very smart and contributing alot, then it is fun. If they don’t match that kind of leve of energy,
then it is redly not the right place for them” [4]. The message isif you are not giving it dl, then
move on. As the work force gets tighter and tighter, Microsoft may find this type of postion
herd to maintain.

To counter the people shortage Microsoft has aggressvely courted a diverse work group. But
this is more of a busness drategy than a goodwill gesture. “Today in a remarkable
transformation, Microsoft has made itself into what is arguably the best place in the business for
women to work. Very smply, Microsoft has adopted as a strategy the god of cornering the
market on femae engineering tdent. ... Microsoft understands the nature of Competition in the
software industry like no other company. Outsders see the business as a competition for
markets and dollars. Microsoft sees it as a competition for talent. The company’s approach to
engineering and corporate strategy has always been to ‘pour 1Q,” as Gates putsiit, into a knotty
problem or competitive criss. The company with the most brains wins. In remaking his
company into something even a woman could love, Gates has smply added one more weapon
to hisarsend in the fight for software engineering and design talent”[11].

The Microsoft culture that existed when the company was founded is very difficult to maintain.
The current outlook is that Microsoft will continue to adopt standardized business attitudes and
will eventualy lose the uniqueness that enabled it to grow so quickly.

Product Development Environment [5]

The product development department effectively supports the competitive strategy, whichis
to design products for mass market and then improve these products incrementally by enhancing
exiging features or adding new ones. This department also works well because its processes
and objectives are highly congstent with Microsoft’s culture and goals. Program managers and
developers have large amounts of freedom to evolve features by experimenting with designs and
usr reections. The emphass is on individud specidists making decisons but sharing
repongbilities and working as ateam.

Microsoft’s cultures also promotes a process for product development that combines efficiency
and dructure with flexibility. Flexibility is important in software development because it is
difficult to predict at the beginning of many projects how products will eventudly turn out, or
how users will respond to product features.

Microsoft’s gpproach to product development contains severad mechanisms for incorporating
feedback and learning, especidly from customers, directly into the development process. These
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mechanisms are used for andyzing user activities for product innovation and checking support
data to prioritize features as well as generating idess. Although severd Microsoft products and
projects are now quite large, the employee groups devoted to them continue to work very much
like nimble smd| teams.

Most of the Microsoft projects take place a Microsoft headquarters, except for some
acquistions. This makes it possble for the team to communicate and solve the problems
together. Projects rdy on a common devel opment language.

The culture of Microsoft is dill not too far away from aloosely organized world for the hacker
programmers. Individuas and teams act together and quickly on the issues they fed ae
important

One problem is that Microsoft's driven gpproach is that it tends to result in products that
contain more features than the users redlly need. This is less true for system products, dthough
even Window 95 has an abundance of new functions that have taken longer than initidly
planned to develop, test and debug.

Financial Resources

Microsoft has grown by 30 to 40 percent each year for most of itslife. It currently has $9 hillion
in cash and short-term investments, and the money pile grows by $18 million a day. [2]. This
remarkable continuous growth and extensive current cash reserves gives Microsoft tremendous
power in the software industry, enough to conquer just about any market it wantsto [1].

Specific financid information from Microsoft’'s 1997 annud report follows [9].

Income Satement

1995 1996 1997

Revenue $5,937 [$8,671 |$11,358
Operating Expense
Cost of Revenue $877 $1,188 |$1,085
R&D $860 $1,432  [$1,925
Sdes & Marketing $1,895 |$2,657 [$2,856

Generd and Adminigtration $267 $316 $362

Total Operating Expense $3,899 [$5593 |$6,228

Operating Income $2,038 [$3,078 |$5,130

Dataarefor fiscal years ending June 30. All dollar values aretimes 1 million.
Revenue

Microsoft’ s revenue grew 46% in the fiscal year ended June 30, 1996 and 31% in fiscal 1997.
Revenue growth was particularly strong in 1996 due to the retail introduction of Microsoft
Windows 95 operating System. Software license volume increases have been the principa
factor in Microsoft's revenue growth. The average sdlling price per license has decreased,
primarily because of generd shifts in the sdes mix from stand-done desktop gpplications to
integrated product suites.
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Operating Expense

Cost of Revenue: As a percentage of revenue, cost of revenue was 14.8% in 1995, 13.7% in
1996, and 9.6% in 1997. The decrease was due to the shift in mix to CD-ROMs that carry
lower cost of goods than diskettes.

Research and Development: Microsoft invested heavily in the future by funding research and
development (R&D). Expense increases of 67% in 1996 and 34% in 1997 resulted primarily
from development staff headcount growth and higher levels of third-party development cogtsin
many aress, including continued development efforts for Windows desktop operating systems,
Office, BackOffice, and Internet and intranet technologies. R&D costs dso increased for
development tools, consumer systems, and Interactive media initiatives such as MSN and other
online services.

Sales and Marketing: The incresse in the absolute dollar amount of sdes and marketing
expenses in the three-year period was due primarily to expanded product-specific marketing
programs, particularly for Windows 95 during 1996. Sales and marketing costs as a percentage
of revenue decreased, paticularly in 1997, reflecting moderate headcount growth. Also in
1997, Microsoft brand advertisng and product support expenses declined.

General and administrative Increases in generd and adminigrative expenses were primarily
attributable to growth in the number of people and computer systems necessary to support
overdl increases in the scope of the Company’ s operations.

Summary Financial Satus

1995 1996 1997
Revenue $5,937 $8,671 $11,358
Net Income $1,453 $2,195 $3,454
Earnings per share' 1.16 1.71 2.63
Return on revenue 24.5% 25.3% 30.4%
Cash and short-term $4,750 $6,940 $8,966
investments
Tota assets $7,210 $10,093 $14,387
Stockholders sequity | $5,333 $6,908 $10,777

Dataarefor fiscal years ending June 30. All dollar values (except Earnings per share) are times 1 million.
L Earni ngs per share have been restated to reflect atwo-for-one stock split in December 1996.

Microsoft within the Computer Ecosystem

By the mid-1980s, the IBM PC technica architecture defined the business structure for the
persond computer industry as awhole. This industry was well into the authority stage in which
products are stable and competition for leadership broadly expands to customers (see detailsin
exhibit A). Compag, Intel, Microsoft, and other suppliers, without IBM, were working together
to determine common standards for hardware and software to usurp IBM’s power.
Unfortunately, IBM didn’t find a way to keep innovating, or even to achieve economies of
scde. IBM spent most of its money on promotion and advertisng. Finaly, IBM log its position
in the PC ecosystem. [13]
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Intd and Microsoft achieved ther initid centrd postion in the ecosystem largdly by being in the
right place a the right time. Both spent time and money to improve their core contribution,
expand the functiondity of their contributions, and work with partners across the computer
business to set standards.

Microsoft under Bill Gates focused on gaining a superior postion in the ecosystem Microsoft
has built and managed rdationships with thousands of other businesses, moslly software
developers and users.

By the 1990s, the IBM persona computer community had become the Microsoft-Intd
ecosystem.

Product Competition

The PC software business is intensely competitive and subject to extremely rapid technologica
change. Microsoft faces formidable competition in dl areas of its business activity, including
competition from many companies much larger than Microsoft. The rapid pace of technologica
change congtantly creates new opportunities for existing competitors and startups, and quickly
renders exiging technologies less vauable. Microsoft aso faces constant competition from
software pirates who unlawfully copy and distribute Microsoft's copyrighted software products.
[17]

Operating systems. Microsoft's operating system products face subgtantial competition from a
wide variety of companies. Mgor competitors such as IBM. Apple Computer, Digita
Equipment Corporation, Hewlett-Packard, Sun Microsystems, and others are verticaly
integrated in both software development and hardware manufacturing and have developed
operating systems that they pre-ingal on computers of their own manufacture. Many of
these operating systems are dso licensed to third party OEMs for pre-inddlation on ther
machines. Microsoft's operating system products compete with UNIX-based operating
system from awide range of companies including IBM, AT& T, Hewlett- Packard, Sun, The
Santa Cruz Operation, and others. The variants of UNIX run on awide variety of computer
platforms and have gained an increasing acceptance as desktop operating systems. As PC
technology increasingly moves toward connectivity and communicetions, Microsoft's
operating system product will increasingly face competition from network server operating
systems such as Novel's NetWare, Banyan's Vines, the many variants of UNIX, IBM's
052, "middle-war€" products such as IBM's Lotus Notes, and Intranet servers from
Netscape, IBM, Sun, and others.

Business systems. Microsoft is a fairly recent entrant into the business of providing enterprise-
wide computing solutions. Several compstitors enjoy a larger share of sdes and brger
ingaled bases. Many companies, including IBM, Digital Equipment, Hewlett-Packard, and
Sun, offer operating system software for mainframe and midrange computers. Since legacy
business systems are typicaly support-intensive, these competitors aso offer substantive
support services. Software developers that provide competing server gpplications for PC-
based distributed client/server environments include Oracle, IBM, Computer Associates,
Sybase, and Informix. There are dso severd software vendors who offer connectivity
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sarvers. As mentioned above, there are numerous companies and organizations that offer
Internet and Intranet server software that competes against Microsoft's business systems.
Additiondly, IBM has a large indaled base of Lotus Notes and CC: Mail, both of which
compete with Microsoft's workgroup and mail products.

Desktop applications: Microsoft's competitors include many software gpplication vendors
such as IBM (Lotus), Oracle, Apple (Claris), Corel, and loca application developersin
Europe and the Far East. IBM and Corel have large installed bases with their spreadsheet
and word processor products, respectively, and both have aggressive pricing strategies.
Also, IBM and Apple pre-ingal certain of their software products on various modes of
their PCs, competing directly with Microsoft desktop application software,

Developer tools: Microsoft’s software development products compete againgt offerings from
Borland, Macromedia, Oracle, Sun, Sybase, Symantec, and other companies.

News Services: Microsoft's MSNBC joint venture faced formidable competition from other
24-hour cable and Internet news organizations such as CNN and Fox Network. MSNBC
aso competes with traditiona news media such as newspapers and broadcast TV and
Internet news services.

Consumer Platforms: A wide variety of companies develop operating systems for information
gppliances, including Apple, Motorola, 3Com, Poison Software, and others. The
Company's nascent Web TV offerings and other multimedia consumer products face
competitors such as Sun, Oracle, NetChannel, and others. An enormous range of
companies, including media conglomerates, tedephone companies, cable companies,
retalers, hardware manufacturers, and software developers, are competing to make
interactive services widely available to the home.

Internet Platforms and Services: The advent of the Internet as a computing, communication,
and collaboration platform as well as alow cost and efficient distribution vehicle increases
competition and creates uncertainty as to future technology directions. Microsoft faces
intense comptition in the development and marketing if Internet (and Intranet) software
from a wide variety of companies and organizations including IBM, Netscape, Novell,
Oracle, Sun, and many others. In addition, the very low barriers to entry on the Internet
have alowed numerous Web-based service companies to build sgnificant businesses in
areas such as dectronic mall, eectronic commerce, Web search engines, and information of
numerous types. Competitors include Netscape, Lycos, Yahoo, Excite, Infoseek,
CitySearch, and many others.

Online Services. Microsoft's online services network, MSN, faces formidable competition
from America Online and other online networks, such as CompuServe (the sde of which to
America Online is pending), Prodigy, and impending entrants. Additionally, MSN faces
competition from online services that are offered to users directly viathe World Wide Web.

Interactive Media: Microsoft's Interactive Media divison faces many smaler but focused and
branded competitors, particularly in the areas of entertainment and education. Consolidation
in this area of software development has made certain competitors even stronger.
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Competitors include Intuit, Broderbund, Electronic Arts, The Learning Company (which
includes Softkey, MECC, and Compton's), Voyager, CUC Internationd (including Sierra
On Line, Knowledge Adventure, and Davidson Associates), and Dorling Kinderdey. Still
other competitors own branded content, such as Disney and Lucas Arts.

Additiondly, PC-based games are increasingly competing head-to-head against games
created for proprietary systems such as Nintendo, Sony PlayStation, and Sega. Input
devices face subgtantid competition from computer manufacturers (Snce computers are
typically sold with a keyboard and mouse) and other manufacturers of these devices.

A number of Microsoft's most sgnificant competitors, including IBM, Sun, Oracle, and
Netscape, have jointly embarked upon various technology development and marketing
initiatives that are intended to increase customer demand for products from these companies.
These initiatives rdate in part to efforts to move software from individua PCs to centrdly
managed sarvers. While the likely technological and business success of such "thin dient”
drategiesis currently unknown, widespread adoption of such computing systems would present
ggnificant chalenges to Microsoft’s higtoricd business modd.

Microsoft's competitive position may be adversdy affected by one or more of these factorsin
the future, particularly in view of the fast pace of technologica change in the software indudry.

Product Strategy
The following lists Microsoft’ s product strategies by product category. [7]

Browsers/Web Servers

Microsoft’s god is to make Internet Explorer (IE) the browser of choice for consumer and
business customers and its BackOffice suite of Windows NT-based servers and technology the
dandard for enterprise customers. Microsoft's drategy for Internet Explorer includes the
following:
- IE4.0isfree
IE is the default browser on most Windows PC desktops, with Window 95 licensees
compelled to didtribute |E. Distribution now is through more than 50 mgor PC vendors.
Microsoft invested $150 million in Apple Computer Inc. to make |E the default browser on
Macintosh computers as well.
Microsoft announced plans to integrate IE into the Windows operating system, with beta
releases of Windows 98 showing a user interface that function more like a Web browser.

Previous moves by Microsoft to integrate file compresson and other system utilities resulted in
the disappearance of those markets for third-party suppliers.

This dtrategy targets Netscgpe Communications Corp. and Sun Microsystems Inc.
Streaming media

Microsoft's god is to influence or determine the direction of audio and video Streaming
technology on the Net. To achieve this, Microsoft:

Emgt 520, Microsoft 8 Andert, Danh, Gerdsri
Hidajat, Kauth, Pham



Purchased V xtreme Inc.

Took a 10 percent stake, vaued at $60 million, in Real Networks Inc.
Obtained a minority interest (undisclosed) and board seat on VDOnet Corp.
Didributes a free streaming media server called NetShow.

This strategy targets RealNetworks Inc., VDOnet Corp., and Vxtreme Inc.

Operating systems

Microsoft's god is to undermine the “write once, run anywhere’ promise of Java, which is seen
as a threat to Microsoft's cash cow, the Windows operating system. To reach this god,
Microsoft:

- Has implemented Java in ways that vary from the specification. According to JavaSoft, a
unit of Sun Microsystems, Inc., Microsoft changed 109 programming interfaces in its
Software Development Kit for Java. Microsoft acknowledged it implemented substitutes for
two parts of language, precluding a program written for its verson of Java from running on
nor+ Windows machines.

Uses the streaming coffee cup Java logo with its products, even though it has made the
changes, and advertised its J++ language and the Java virtud machine in its |E browser as
“Java compatible’ for the Windows environment, even though applets written in other
versons of Javawill not perform as expected in IE.

Bought the right to outfit Macintosh systems with its version of the Java virtud machine.

This targets Sun Microsystems, Inc., and the Java development community

Web appliances

Microsoft's god to put in place infrastructure that will help port its Windows technology and IE
browser to non-PC devices for customer and businesses. Microsoft:
Acquired WebTV Network Inc., creator of a technology for integrating the Web with
televison displays, for $425 million.
Has an equity investment in Navited Communication Inc., developer of Internet telephone
technology that has been using Windows CE operating systems.
Poured $1 hillion (for an 11.5 percent interest) into Comcast Corp., the fourth-largest
nationa cable TV operator, to help it add high-speed data and video services to its cable
delivery network.
Is believed ready to invest $1 hillion in cable operator Tele-Communicaion Inc. in
exchange for the right to make sure some form of Microsoft's Windows operating system is
at the heart of the new interactive set-top cable boxes.

This targets Sun Microsystems Inc./Diba Inc., Oracle Corp., Network Computer Inc./Navio
Communications.

Merchandising services

Microsoft’s god to build an eectronic commerce marketplace. Microsoft:
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Developed Carpoint, teaming with providers such as Reynolds & Reynolds Inc., to offer
automotive information and ordering capability online,

Developed Expedia, launching aforay into travel reservation services.

Developed Microsoft Investor with the am of becoming a centra dlearinghouse for financid
information and, eventudly, transactions.

Thistargets Auto-by-Te Corp., Traveocity, Preview Travel Corp. and financid dites.

Navigating services

Microsoft's god is to develop a portd to the Web that gives Microsoft arole in determining the

flow of online traffic. Microsoft:

- Launched the Microsoft Network (MSN), a content service and Internet service provider,
in 1995.
Developing enhancements to MSN's Commercid Web dte, including introduction of a
search engine that will be part of navigation services that may be distributed via other
internet service providers.

This Targets American Online Inc., Cnet Inc., Excite Inc., Infoseek Corp., Lycos Inc., Planet
Direct, and Yahoo Inc.

Analysis—Cor porate Strategy

Imitation Strategy

Microsoft uses an imitation strategy for dealing with technologica change. A company that uses
the imitation drategy is not the firg to introduce a new product. Instead of being a technology
leader, the imitator copies ideas and products that have been introduced by other companies,
then adds vaue to the product through incrementa improvements until the product can
successfully compete in the marketplace. Microsoft has demondrated that it is a master of this
drategy. Microsoft products that began as imitations of existing software products include
Word, Excd, Money, and Internet Explorer.

Microsoft was an imitator in the word processor and spreadsheet markets. A company caled
MicroPro introduced the world to word processing in 1979 with its product, WordStar.
Microsoft didn't launch its word processng product, Word, until 1983. Microsoft started
goreadsheet work in 1980 after studying VisCdc (by Software Arts, which Lotus later
acquired) and SuperCalc. Microsoft released the first verson of Multiplan in 1982. Multiplan’s
successor, Excd, was influenced heavily by the functiondity of Lotus 1-2-3. [5]

Microsoft was an imitator in the persond finance software market aswell. It entered that market
in 1989 with Money This program was written for the Windows environment and competed
with Intuit's Quicken. Quicken was introduced in 1984 and had been through severd DOS
versions by the time Microsoft introduced Money. Because Quicken was a more mature,
technically superior product to Money and because Intuit was able to release a Windows
verson of Quicken just sx weeks after Money first appeared, Microsoft had difficulty
wrenching market share from Intuit. Quicken has continued to lead in market share, but
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competition between the two products has led to improvements in both. For example,
Microsoft added an auto-fill festure to one of its text fields, and Intuit responded with a Smilar
feature in Quicken. [16]

Microsoft is in trouble with the Justice department right now because of one of its imitator
products, Internet Explorer. Internet Explorer is a follow-on to Netscape' s Navigator. By the
time Microsoft got to market with the Explorer, Netscape had dready captured a large part of
the Web browser market. To counter this, Microsoft turned on s aggressve marketing
drategies. It required computer manufacturers that ship Windows 95 to aso ship Internet
Explorer. In October of this year, the U.S. justice department asked a federd court to hold
Microsoft in contempt for requiring computer manufacturers to license and digtribute its Internet
browser, violating a 1995 court order that barred Microsoft from such anti- competitive licenang
practices. [15]

Microsoft enters potentiad mass markets not as the inventor, but as one of severd pioneears. It
leverages exigting technologies and products, and then incrementaly improves a product until it
becomes the market standard. Microsoft has rarely introduced very good products initidly.
Instead, Microsoft gets to market fast and then incrementally makes the product more
competitive. Examples are the limited initid functiondity of Windows compared to the
Macintosh operating system, Windows NT compared to Novel’s NetWare, Excd and Word
compared to other spreadsheets and word processors available at the time, and Money
compared to Intuit’s Quicken. “Over time, continualy adding new fesatures and changes results
inincreasingly competitive products’ [5].

Acquisition Strategy

Another dtrategy Microsoft uses is that of acquigition. Microsoft acquires companies who
produce software for markets Microsoft wants to enter. In the past three years, Microsoft has
bought 45 firms [2]. Among these are V xtreme, Inc. who has data streaming technology for use
on the internet, and WebTV Network, Inc., the creator of atechnology for integrating the Web
with televison displays[7].

Partnership Strategy

Although generdly preferring to dominate markets on its own, sometimes Microsoft will partner
with other companies. In October, 1997, Microsoft invested $150 million in Apple to make
Internet Explorer the default browser on Macintosh computers. Benefits of this partnership for
Microsoft include: increased market share for Internet Explorer, insurance in Washington for the
antitrugt issue with the Jugtice Department, and a new market for Mac Office sdles [14]. Other
partnersinclude Intel and NBC.

Marketing Strategy

The essentid marketing drategies to maintain leadership in the authority stage are smilar to the
way atornado behaves. [12]

Attack your competitors ruthlesdy.
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It is not enough that we win—all others must lose. The market in the mature Sageis a zero-
sum game. Every new customer | win is one you lose. It does not mean that you lose just
your current revenue but dl future revenue. For example, Microsoft’s “download free’
drategy for promoting their Internet Explorer was not to serve their customer, but was just
the means to kill their competitor, Netscape.

Be asfast to market as possible.

In the high-tech markets, it is redly important to distribute your product as fast as possible.
The customer’s demand is a its most intense, and if you are not there to take their orders,
then someone ese will get them. Microsoft brings its products to market very quickly,
though the functiondity and qudity of its initid offerings are low. After the product is
avalable to cusomers, it is repeatedly upgraded by making functiondity and qudity
improvements. This crestes a continuous stream of new releases which generates revenue
for Microsoft and keeps the customersinterested in the product.

Get the customer on your way.

This strategy is set up because the customers do not want to change or to be courted. Thus,
you have to train them to become familiar with your products. Microsoft does this by
providing a common user interface for its products. A cusomer who has used one can
easly understand how to use a different Microsoft product.

Microsoft uses its market power and large number of consumers to control the world market. It
has positioned itsdf as the leader of the U.S. software industry by monopolizing the industry,
proving ruinous for competition and innovation. [6]

When Window 95 appeared in the market, Microsoft established a new market of the
Windows 95 computer operating system with an esimated $700 million advertisng and
promotion campaign that used al media and encompassed 22 countries. It dso tried to el 62
million Windows 95 systems in one year, which means the inddlation of Windows 95 in every
major persona computer sold in one year. [8]

Strategic Elements of the Authority Stage

There are three mgjor potentiad elements of corporate strategy—innovation, criticdity, and
embeddedness—for gaining and sustaining power in the authority stage. [13]

In this context, innovation means looking to the future of the ecosystem, broadening one's
product line and developing economies of scde. Although Microsoft is primarily an imitator in
technology management, it is quite innovative in its marketing and competitive drategies, as
shown above in the product strategy list.

Criticality means making sure that your contribution is valued by end customers as well as by
other members of the ecosystem. For example, Intel saw that faster chip demand would shrink,
50 it gimulated the market demand for fast processors by pursuing the multimedia persond
computers that required powerful microprocessors. Microsoft is continualy watching the market
for new software products. For those that appear to have potentia for high customer demand,
Microsoft moves into the product line ether by acquiring the company that developed the
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technology or by copying the product. Examplesin the past include Microsoft’ s development of
Money and ther (unsuccessful) move to acquire Quicken from Intuit. Now, Microsoft is
invesing in web technologies such as streaming media as can be seen by their purchase of
Vxtreme, Inc.

Embeddedness means degply marrying your own business processes and formd and informd
organization with those of the rest of the ecosystem. Embedding can aso be accomplished by
working with other member firms in joint development and co-marketing. As this occurs, the
framework of cooperation is improved. This concept is caled coevolution. Examples of
Microsoft’s use of this dement are its dliances with Intd its partnership with NBC for the
MSNBC online news network.

Ecosystem |eadership requires creeting a framework for participation: Microsoft, Intel and other
associated companies have made their framework available for anyone who wants to join ther
ecosystem. On the other hand, Apple made its framework more closed and difficult to join by
not licensing its operating system software to run on other machines. Ironicaly, this caused the
falure of Apple.

Critical Issues

Thefollowingisalig of some criticd issues that face Microsoft and the computer industry.
Are Microsoft' s competitive practices ethica ?

Is the imitation Strategy good enough? Can Microsoft continue to succeed with it in the long
term?

Does Microsoft’s competitiveness provide a benefit to the industry and/or the consumer?
E.g., does it make the products better or cheaper?

What will be the impact on Microsoft of the Justice Department’s prosecutions for unfair
practices?

Should the government get involved in the competition that occurs within the software
industry?

Will other companies work together to overcome Microsoft’ s dominance?

What will it take to oust Microsoft from its leadership position in software markets?

Might Microsoft’s ruthless competition ultimately kill innovetion in the software industry? As
s00N as other company’ s innovations are shown to be viable products, Microsoft copiesthe
product and takes over the market. If this continues, will other software companies decide
they can no longer win in the industry and stop creeting new products?

Conclusion

Microsoft’s basic strategy has been: Attack The Future. Whether we agree or disagree with its
tactics, we cannot deny that Microsoft has been hugely successful—the financid informetion
above attests to this. The following isalist of factors that contributed to that success. [5]
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Firdt, Microsoft has exceptional chief executive and senior management teams. Bill Gatesis
an extraordinary leader and he has assembled many executive personnd to support him.

Second, Microsoft has thousands of carefully screened and talented employees, known for
intelligence, technica skills and business savvy, as well asther aggressive, entrepreneuria pirit,
high levd of loydty and commitment, and the never give up attitude.

Third, Microsoft exhibits highly effective and coherent competitive strategies and
organizational goals. It is clear that Microsoft people do not vaue technology for technology’s
sake, rather they are interested in getting the most bang for the buck and in the mass market.
They believe that ddivering vaue to customers will make the most money. They replace
obsol ete technol ogies before the competition catches up.

Fourth, Microsoft has a flexible, incremental approach to product development and
organizational evolution. The Microsoft system of product innovation enables teams and
individuas to dter specifications and desgns during a project and build products by
incrementaly evolving futures that target specific customer activities. Microsoft people manage
the evolution of products, projects, and the overdl organization with a remarkably low degree
of politics and bureaucracy.

Fifth, Microsoft has a clear process of product development and other operations that
combines efficiency with the ability to work in parallel. It has developed vast knowledge
about the development and testing of a software product, and it now shares many components
and tools across different projects. It also concentrates on processes for product development
and other operations to promote efficiency and flexibility by organizing many tasksin pardld.

Sixth, Microsoft people have an orientation toward self-critiquing, learning, and
improving. Product groups study past projects, looking for what went wrong and what went
right, and see what can be improved for the next rdease of Smilar products. Microsoft is
increasingly using quantitative measures or metrics to understand products, projects, and
customers satisfaction.

Seventh, Microsoft people have demonstrated a relentless pursuit of future markets The
people continue to look severa years into the future as they evauate new idess such as
multimedia publishing, interactive televison and other products and services for the information
highway and novice cusomers.
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Exhibit A: Four Stages of Business Development

Stage of Definition Overall Cooperative Competitive
development leader ship Challenges Challenge
of the business challenges
Pioneering Thebasic Vaue Work with Protect your ideas
paradigm is customers and from others who
worked out suppliersto define | might be working
the new value toward defining
proposition and a similar offers
paradigm for
providing it that is
dramatically more
effective than what
isavailable
Expansion Broadens your Critical mass Bring the new offer | Defeat aternative
scope and to alarge market by | implementations of
consumes all working with similar ideas; ensure
types of resources suppliers and that your approach
partnerstoincrease | isthe market
supply and to standard in its class
achieve maximum through dominating
market coverage key market
and critical mass segments; tie up
critical lead
customers, key
suppliers, and
important channels
Authority Becomes stable Lead coevolution | Providea Maintain strong
with competition compelling vision bargaining power in
for leadership and for the future that relation to other
profit encourages playersinthe
suppliers and ecosystem
customersto work including key
together to customers and
continue to improve | valued suppliers
the ecosystem
Renewal Continuing Continuous Work with Maintain high
innovation must performance innovatorsto bring | barriersto entry to
take place for improvement new ideasto the prevent innovators
thriving existing ecosystem | from building
alternative
ecosystems.
Maintain high
customer switching
costsin order to
buy time to
incorporate new
ideas in your own
products and
services.
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