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PREFACE


We have been teaching strategy at Harvard and the Massachusetts Institute of Technology for almost thirty years. Over the past three decades, the field of strategy has made enormous progress in delivering rigorous, analytical frameworks, usually rooted in academic disciplines such as microeconomics, game theory, and sociology. While we provide students with numerous tools, we rarely talk about how great strategists think, learn, and put ideas together with actions. There is a deep hole in our understanding about what makes a truly great strategist. Academics frequently study companies and their leaders, but they rarely study in depth the individuals themselves, along with the decisions that define their careers and the organizations they build.

When we began this project, we made several important assumptions. One was that managers and entrepreneurs could learn a great deal from Bill Gates, Andy Grove, and Steve Jobs, despite their uniqueness and larger-than-life personalities. There was never any question in our minds that these three individuals were not your typical CEOs or entrepreneurs in terms of personal abilities or achievements. They were titans of industry, to say the least. At the same time, we concluded that their approaches could help managers and entrepreneurs think more systematically about strategy, as well as execution, because they tackled key problems in similar ways.

A second assumption was that, even though all three of our subjects were from the world of high technology, their experience can give us great insight into the role and importance of strategy and execution for many types of businesses. One of the reasons we have spent so much of our careers studying high-tech firms is that the pace of change puts an enormous premium on formulating the right strategy at the right time, as well as attending to the details of execution. In addition, quickly evolving technologies are becoming embedded in every business today. Rapid changes in social media, cloud computing, mobile devices, and even wearable technology will impact most firms over the next few decades. Understanding how strategy develops in the high-tech world has become part of everyday business life.

A third assumption is that strategy and execution are inextricably linked. When we are teaching, students often ask, “What’s more important, strategy or execution?” After a brief pause, we usually respond with another question: “What would you rather have—a great strategy that is poorly executed or a bad strategy that is executed perfectly?” The answer, of course, is neither. There is no value in a great strategy that you can’t execute or great execution that leads you in the wrong direction. Skillful CEOs must set the organization on the right path and then lead their organizations to deliver results. As Bill Gates once said, “A bad strategy will fail no matter how good your information is and lame execution will stymie a good strategy. If you do enough things poorly, you will go out of business.”1

Finally, we believe that becoming a great strategist is not innate. Most successful executives learn over time how to think more strategically and how to execute more effectively, at the tactical and organizational levels. We return to this theme in the book’s concluding chapter. In the meantime, we will show that Bill Gates, Andy Grove, and Steve Jobs were not born as great strategists: Jobs almost bankrupted the company during his first stint with Apple; Grove’s first publication on how to run a business, High Output Management, was the quintessential guide to being an operations-oriented middle manager; and Gates’s knowledge of management and business strategy when he dropped out of Harvard was hardly impressive. It was their ability to learn—about strategy, execution, and new domains within their own businesses—that made them such effective leaders over such long periods of time. We assume that other senior managers and entrepreneurs, if they put their minds to it, can learn these skills as well.

In many ways, the research on this book started in the mid-1980s, when we began studying, writing about, or working in the software, computer, and semiconductor industries. We have incorporated interviews conducted at the three companies dating back to 1987. In total, we have relied on some one hundred of our own interviews in different years, as well as on other books, articles, and cases we and others have written. We also spent approximately a year meeting a few times per month to compare ideas on our three subjects and lay out the structure of the book before we started writing. The current framework of five main “rules” and skill sets that we thought the three CEOs shared emerged in the first few days of our discussions, reinforcing our belief that Gates, Grove, and Jobs shared much in common with regard to how they approached strategic challenges.

While we have already thanked many of the individuals who have helped us in our research over the past two decades, we would like to express here our appreciation to the executives who gave us their time and perspectives during the fall of 2013, when we undertook the most current research. First and foremost, we want to thank Andy Grove. Andy met with us several times between September 2013 and July 2014. He read and commented on parts of the manuscript, as well as answered numerous emails. Besides Grove, we approached Bill Gates who, in late fall 2013, apologized for not being available.

Our interview strategy, with two exceptions, was to talk with executives who had worked closely with Gates, Grove, and Jobs, but no longer worked for their respective companies. We did not want to put anyone in an awkward position. The exceptions were Renée James, who worked for five years as Grove’s technical assistant and was Intel’s new president at the time of our meeting, and Joel Podolny, Apple’s head of human resources, who worked with David at Harvard Business School before going to Yale and then Apple. In addition to meeting with Grove, James, and Podolny, we did twelve additional interviews in the fall of 2013: we wish to thank Fred Anderson, Dennis Carter, Tom Dunlap, Carl Everett, Pat Gelsinger, Frank Gill, Ron Johnson, Paul Maritz, Jon Rubinstein, Russ Siegelman, Avie Tevanian, and Les Vadasz.

We have also benefited greatly from numerous readers of the manuscript and others who provided written feedback on our seminars. These include our agent, James Levine; the publisher, Hollis Heimbouch; and Juan Alcacer, Deborah Ancona, Ankur Chavda, Scott Cook, Donna Dubinsky, Kathy Eisenhardt, Andreas Goeldi, Mel Horwitch, Reed Hundt, Renée James, Carol Kauffman, Karim Lakhani, Doug Melamed, Sanjiv Mirchandani, Tim Ott, Joel Podolny, Alec Ramsay, Steven Sinofsky, Brad Smith, Michael Scott-Morton, Ben Slivka, Richard Tedlow, and Eric Van den Stein. We also thank participants in seminars at Stanford Engineering’s Department of Management Science and Engineering, London Business School, Imperial College Business School, Oxford’s Saïd Business School, the Harvard Business School Strategy Conference and HBS Strategy Seminar, and the MIT Sloan Seminar in Technological Innovation, Entrepreneurship, and Strategy.

A few individuals were indispensable: Eric Baldwin was David’s research associate, who dug into every aspect of the research, looking for new examples, insights, references, and perspectives to help us with every chapter in the book. We are deeply indebted to our editor, Mary Kwak, who pushed us to clarify our thinking, and played a crucial role in making the book more readable for a broader audience. David’s assistant, Cathyjean Gustafson, was incredibly supportive at every stage of the process.

Of course, our wives, Terry Yoffie and Xiaohua Yang, read multiple drafts of the manuscript and were our biggest critics, our finest guides, and our biggest cheerleaders.
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INTRODUCTION

The Making of a Master Strategist


In early March 1998, Bill Gates, Andy Grove, and Steve Jobs, the CEOs of Microsoft, Intel, and Apple, posed together at a party in New York City celebrating the seventy-fifth anniversary of Time magazine. This had never happened before and would never happen again. The resulting photograph is the only one ever taken of the three together when they were all running their respective companies. Most astonishing were the tuxedos! For one night, Jobs had shed his black mock turtleneck and jeans, Grove his leather jacket, and Gates his habitual sweater and slacks.

In the center of the picture, Grove is beaming. Only weeks earlier, Time had named him Man of the Year, the crowning achievement of an illustrious career. Intel was enjoying the best results in its history, dominating the microprocessor business and leading the world in semiconductor revenues and profits. At the top of his game, Grove had just announced that he was retiring as CEO and stepping up to chairman, a position he held until 2005.

On the right, Gates has a more circumspect smile. As head of Microsoft, he had crushed every obstacle in his path, including Intel’s foray into software, Apple’s challenge to the desktop PC, and, most recently, Netscape’s effort to leverage the Internet and unseat Microsoft as the world’s most powerful software company. But Gates’s success had brought unwelcome attention. Just two months later, the U.S. Department of Justice, plus twenty states and the District of Columbia, would file a battery of lawsuits charging that Microsoft illegally used its market power to thwart competition. In 2000, Gates would end his twenty-five-year run as CEO. He remained as chairman of the board until 2014, when he again stepped aside to become an advisor to new CEO Satya Nadella.

On the left, Jobs displays his trademark smirk, looking as usual like the only one in on a secret. He had returned as Apple’s interim CEO eight months earlier, refusing to make the title permanent until he was absolutely certain that Apple would survive. More pragmatic than the Steve Jobs of old, he had made peace with his old adversaries, Gates and Grove, but was no less maniacal than before about controlling product design and the user experience. Two months after this party, Jobs would introduce the world to the gumdrop-shaped, candy-colored iMac that began the company’s turnaround. He would later champion the iPod and iTunes, and then the iPhone and iPad, positioning Apple to become the most valuable company in the world.

MASTERING THE RULES OF STRATEGY

We can only speculate what Gates, Grove, and Jobs were thinking when this picture was taken. But when it comes to the most important ideas and actions that brought them to this moment in their careers, we don’t need to guess; we know. It has been our good fortune to have studied and worked with these three leaders and their companies for more than twenty-five years. David Yoffie has been a member of Intel’s board of directors since 1989, and worked closely with Grove during his eleven-year tenure as CEO and seven years as chairman. He has also met and interviewed Gates, Jobs, and other industry leaders on multiple occasions as part of his research on high-tech strategy at Harvard Business School. Over the same period, Michael Cusumano has immersed himself in the strategy and operations of Microsoft. As a leading expert on the software business at the MIT Sloan School of Management, he has written extensively on the industry and conducted in-depth interviews with Gates and Grove, as well as many executives and engineers at Microsoft, Intel, and Apple. Together, in 1998, we wrote a bestselling study of Microsoft’s epic battle with Netscape, Competing on Internet Time. As much as anyone, we can tell you what these three leaders were thinking as they made the decisions that drove Microsoft, Intel, and Apple to such great heights—and occasional lows.

Equally important, we have observed Gates, Grove, and Jobs side by side. This allows us to identify commonalities in their approaches to strategy, execution, and entrepreneurship that are often obscured by differences in personality and style. Surely, there is no shortage of case studies, articles, and books analyzing each of their companies. All three CEOs have been the subjects of full-length biographies, ranging from 650-page doorstoppers to illustrated paperbacks for kids. Inevitably, these treatments play up what is unique about each story—Grove’s escape from communist Hungary and academic training, Gates’s privileged upbringing and early immersion in software, or Jobs’s humble childhood and later obsession with elegance in design. Hidden behind these differences, however, lies a common framework for company leadership.

This shared approach to the essentials of strategy and execution did not appear all at once or at the same time for all three men; it evolved over their careers, through abundant trial and error. The five rules we have identified to describe this framework are the heart of this book:

           1.    Look Forward, Reason Back

           2.    Make Big Bets, Without Betting the Company

           3.    Build Platforms and Ecosystems—Not Just Products

           4.    Exploit Leverage and Power—Play Judo and Sumo

           5.    Shape the Organization Around Your Personal Anchor

By applying these rules to their companies, Gates, Grove, and Jobs produced some of the best results ever seen. Financial performance captures only a small part of their complex stories, but it is an obvious indication of their success. For example, look at operating profits (Table 1). Bill Gates was Microsoft’s CEO from 1975 to 2000. Over that span, the company’s annual profit grew from practically zero to $11 billion. Andy Grove became Intel’s CEO in 1987. The prior year, Intel had lost $135 million. In 1997, Grove’s last full year on the job, Intel earned nearly $10 billion. In 1997, the year Steve Jobs returned to Apple, the company lost more than $400 million; in 2011, the year he resigned due to illness, Apple earned almost $34 billion.

Market share numbers tell a similar story. Intel’s share of the microprocessor segment grew from less than 40 percent to more than 80 percent during Grove’s tenure.1 Under Gates, Microsoft took over 95 percent of the market for PC operating systems. By the end of Jobs’s second time at Apple, the company had won 20 percent of the smartphone market, 60 percent of the market for MP3 players (the iPod) and digital media (iTunes), and as much as 70 percent of the tablet market (iPad).2 In addition, Jobs took pride in the fact that Apple sold 90 percent of all personal computers priced over $1,000.3

Perhaps most striking, Apple was the most valuable company in the world when Jobs stepped down. Microsoft held the same distinction at the end of Gates’s run as CEO. Intel was just a step behind, gaining the number-one spot in the world within twenty-seven months of Grove’s move from the CEO’s office to the chairman’s suite (metaphorically speaking, that is—Grove actually continued to work from a cubicle, like every other Intel employee).

Profits and Peak Market Capitalization
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Gates, Grove, and Jobs owed part of their success to the explosion of activity launched by the invention of the personal computer, the advent of the Internet, and the widespread adoption of digital mobile devices. They were undoubtedly in the right place at the right time. However, many well-positioned businesses run by talented and hardworking individuals failed or fell behind during this very same period and in the same markets. Gates, Grove, and Jobs stand out because they achieved and maintained dominance in their industries, even as seismic shifts altered the landscape around them. In the process, they had a lasting impact on their companies, their sector, and their era.

Microsoft, Intel, and Apple have all faced major changes in their businesses since Gates, Grove, and Jobs were CEOs. Nonetheless, the financial performance of these three firms has been stronger than most people realize. Intel’s sales more than doubled, from $25 billion to $53 billion in the sixteen years after Grove stepped down. Microsoft’s revenues more than tripled, from $23 billion to $79 billion, in the thirteen years following Gates’s resignation. Even Apple’s annual sales grew nearly 60 percent in the two years following Jobs’s departure, from $108 billion to $171 billion. All three companies also continued to generate enviable levels of operating income—in calendar 2013, $12.3 billion for Intel, $27.6 billion for Microsoft, and $48.5 billion for Apple.

These impressive numbers demonstrate that a great strategic position, combined with breakthrough products or dominant industry platforms, can generate huge economic benefits for long periods of time. Yet in recent years, the financial performance, market value, and public perceptions of Microsoft, Intel, and even Apple have fallen short of the high standards established earlier in their history. We no longer see growth rates double or triple the industry average, or truly revolutionary products. This is not entirely surprising. The CEOs who followed Gates, Grove, and Jobs were in a sense victims of their predecessors’ success. Rather than nimble upstarts in rapidly growing businesses, they inherited large, maturing “behemoths” that faced significant disruptions in their markets, as well as hungry competitors on all sides. All three firms are challenged by the emergence of new technologies and business models, ranging from software as a service and cloud computing to “free” ad-supported software and services, social media, and explosive growth in relatively inexpensive smartphones and tablets.

While Gates, Grove, and Jobs built strong organizations and cultures that persisted, the leadership teams who followed our three CEOs bear ultimate responsibility for their companies’ performance. The immediate successor CEOs at Microsoft and Intel—Steve Ballmer, Craig Barrett, and Paul Otellini—were capable stewards of the existing franchises. Yet they failed to match the strategic clarity and disciplined execution that became second nature for Gates and Grove. As for Apple, it is unclear how the company will fare without Jobs at the helm. Although replacing any leader of his stature is perhaps an impossible task, in the three years following Jobs’s departure in 2011, there were no major breakthrough products comparable to the iPod, iPhone, or iPad. The Apple iWatch may be an exception but, as we argue later in this book, there are good reasons to be skeptical about its long-run impact as an industry-wide platform. Overall, Apple, Intel, and Microsoft remain important and powerful firms. All three companies have relatively new CEOs, who we hope will drive their companies to new heights in the future. Their common strategic problem is that Microsoft, Intel, and Apple are no longer alone in leading the high-tech world.

Today, the spotlight is trained instead on a new generation of companies and CEO-entrepreneurs: people like Google’s Larry Page (deeply trained in science and engineering, like Grove), Facebook’s Mark Zuckerberg (a “hacker” and Harvard dropout, like Gates), and Amazon’s Jeff Bezos (a compulsively consumer-oriented nonconformist, like Jobs), as well as Huateng “Pony” Ma of Tencent (founder of China’s biggest Internet company). As we discuss later in this book, these CEOs are following in the footsteps of Gates, Grove, and Jobs. We can see their reliance on similar strategic principles in Page’s prescient vision of the cloud, Zuckerberg’s bold moves to build the Facebook Platform, Bezos’s passion for creating platforms as well as delivering an unsurpassed consumer experience, and Ma’s drive to “embrace and extend” the best Internet messaging and networking technologies.

It is not surprising that this later generation of high-tech entrepreneurs is building on the foundations Gates, Grove, and Jobs established. Like their famous predecessors, they operate in fast-paced “platform” industries defined by exponential growth potential and often unpredictable change. But beyond the technology sector, we believe that leaders in a wide range of industries can also benefit from studying these three CEOs. Dynamic industries such as computer software, semiconductors, consumer electronics, and digital media are the fruit flies of the business world.4 Since change is so rapid and life cycles so short, we have many chances to observe why some companies succeed and others fail or stumble. By understanding how Microsoft, Intel, Apple, and other high-tech companies have managed their evolution, senior executives and entrepreneurs in other industries can learn how to better manage change in their own markets.

The word “learn” is essential here. After observing Gates, Grove, and Jobs—for more than two decades—it is clear to us that mastery of strategy is not an innate skill. Most great CEOs learn how to become better strategic thinkers and organization leaders. For example, early in his career, Grove believed that his managers in the trenches, those closest to the customer, should determine corporate strategy. He later realized that strategy required a top-down as well as a bottom-up approach. Gates was caught flat-footed by the rise of the Internet and nearly lost the browser wars to Netscape. But after being prodded by a few young and relatively inexperienced employees, he adapted quickly enough to save the company from potential disaster. Jobs almost bankrupted Apple during his first stint with the company before learning that simply designing great products was not enough. Eventually, Jobs realized that Apple had to form broader industry partnerships and work with competitors—notably Bill Gates and Microsoft—in order to survive and eventually thrive.

To be sure, high-technology markets have unique characteristics. That is a big part of what Gates, Grove, and Jobs had to learn. Technology-driven businesses usually revolve around industry-wide “platforms” rather than stand-alone products. Platforms such as a Windows PC or an iPhone are foundational products or technologies that succeed or fail depending on how many users they attract as well as how many third-party firms build “complementary” products and services. Rising numbers of users and complementors can generate powerful feedback loops known as “network effects” or “network externalities.” These network effects can cause value to increase exponentially as more consumers and complementors adopt the platform. In addition, since platform markets can rapidly “tip” to a single big winner, even the most dominant firms risk constant disruption of the status quo. Such dynamics require high-tech managers to make extremely complex decisions quickly and with very little certainty about the future. There can be great rewards if they are right and devastating consequences if they are wrong.

Few people could have imagined (besides Steve Jobs) that a new cell phone called the iPhone would turn industry giants (Nokia and BlackBerry) into virtually irrelevant players within just a few short years. Or that a tiny start-up in Seattle (Microsoft) would upend its biggest customer and the world’s largest, most valuable company at the time (IBM). Or that a small, nearly bankrupt semiconductor memory company (Intel), which needed a bailout from IBM, would go on to beat the Japanese, the Koreans, and the Europeans and become the world leader in a new critical technology—microprocessors—within a decade.

Gates, Grove, and Jobs were among the earliest CEOs and entrepreneurs to figure out how to compete in platform markets. They were keen students of strategy and organization, as well as history, and they dedicated themselves to learning about new technologies, new business models, and new industries. They shared a commitment to reflecting on their triumphs as well as their mistakes. This dedication to learning is a big part of what made them effective leaders for such long periods of time.

THE THREE CEOS

When we began this book, we thought of it as a conversation with Gates, Grove, and Jobs about what it takes to become a master strategist. We learned a great deal from dissecting and revisiting the rules that, in our view, they all seemed to follow. Through that process, we found that their personal histories and interests played a powerful role in shaping their approaches to strategy and organization building as well as entrepreneurship. Therefore, a good place to start this book is with a brief recap of their backgrounds and the businesses they ran, beginning with the most senior of the three.

Andy Grove and Intel

Andy Grove was born in Hungary in 1936. A child survivor of the Holocaust, he grew up behind the Iron Curtain and fled Soviet oppression during the failed revolution of 1956. Eventually, he immigrated to the United States. After working his way through the City College of New York, where he earned a degree in chemical engineering, Grove went on to complete a Ph.D. in the same field at the University of California, Berkeley. He began his career at Fairchild Semiconductor in 1963, leaving to help start Intel in 1968—a time when the adolescent Gates and Jobs were just beginning to experiment with computers.

Intel initially focused on designing and manufacturing memory chips for mainframe computers. The company went public in 1971 on the strength of its memory business. That same year it invented a new product—the microprocessor—that would later make it a global powerhouse. The microprocessor is also called a central processing unit, or CPU. Its function is to carry out computational tasks for computer systems or other programmable electronic devices, such as digital watches. In 1980, Intel won a contract with IBM to supply the microprocessor for its first personal computer, which was introduced the following year. As the personal computer market took off in the early 1980s, Intel’s x86 line of microprocessors became the standard for the PC industry.

At the time, Intel still saw itself as primarily a memory products company. By 1985, however, aggressive Japanese manufacturers, combined with a slowdown in the market, had turned memories into a money-losing commodity. After getting a cash infusion from IBM to keep the company alive, CEO Gordon Moore and COO Andy Grove made the difficult decision to formally exit the biggest memory segment, called DRAMs, and focus on microprocessors. When Grove became CEO in 1987, he completed the transition out of DRAMs and cemented Intel’s new identity as the world’s leading supplier of microprocessors for personal computers. By 1992, Intel had become the largest semiconductor company in the world. Six years later, when Grove stepped down as CEO, Intel chips powered some 80 percent of the PCs sold. The company also became a powerhouse in data centers, eventually providing CPUs for roughly 90 percent of the world’s servers. Along the way, Intel Inside became a household name. Intel transformed itself from a manufacturer of components known mostly to industry insiders into a technology leader with one of the most valuable brand names in the world.5

Bill Gates and Microsoft

Born in 1955, nearly two decades after Grove, Bill Gates got off to a very different start in life. He grew up in Seattle the privileged child of a well-connected lawyer and a prominent civic volunteer. In the late 1960s, while in middle school, Gates discovered computers and quickly became fascinated by programming. In high school, he wrote a software program that administrators used for student scheduling and even formed a small company with an older classmate, Paul Allen, to record traffic data. Gates enrolled at Harvard in 1973, but, after two years, he dropped out to start Microsoft with Allen in 1975.

Microsoft started off small. Gates and Allen initially adapted the BASIC programming language for the Altair 8800, an inexpensive minicomputer kit for hobbyists that ran on an early Intel CPU. Their big break came in 1980, when IBM, which was racing to get its first PC to market, approached Gates to supply an operating system—the software that works with the microprocessor to handle routine but essential computing functions. Lacking a suitable operating system of its own, Microsoft purchased one from a local company, rebranded it as DOS, and licensed it to IBM on a nonexclusive basis.6 Once the IBM PC became widely adopted, Microsoft achieved industry dominance by selling DOS to IBM’s competitors. DOS became the software platform for the personal computer industry until Microsoft introduced Windows, which began to sell in volume in 1990.

Meanwhile, Microsoft built an industry-leading applications business, beginning with an early version of Excel in 1982, quickly followed by Word. In 1990, it launched the Office suite of applications. Together, sales of languages, operating systems, and applications pushed annual revenues over $100 million by 1985, helping Microsoft go public in 1986.7 By 1987, Microsoft had passed rival Lotus (maker of the widely used spreadsheet, 1-2-3) to become the largest PC software products company in the world, with nearly $350 million in revenue.8 Three years later, sales surpassed $1 billion.

The emergence of the Internet in the 1990s threatened to undermine the importance of the PC—the cornerstone of Microsoft’s business. Gates responded by pouring resources into developing a Web browser and adding Internet functionality to nearly all of Microsoft’s products. This strategy worked: Microsoft successfully beat back challenges from Netscape and other Internet firms to retain its position at the top of the software products industry.

In 2000, Gates stepped down as CEO, ceding the reins to his longtime friend and colleague Steve Ballmer. Gates remained Microsoft’s chief software architect until 2006 and a full-time employee until 2008, when he began to devote most of his time to the Bill & Melinda Gates Foundation.9

Steve Jobs and Apple

Like Bill Gates, Steve Jobs was born in 1955 and grew up as the personal computer revolution was just beginning. The son of two students who met at the University of Wisconsin, he was adopted at birth by a working-class family who moved from San Francisco to Silicon Valley when the young Jobs was five years old. Jobs owed his early exposure to design and electronics to his father, a carpenter and mechanic, who liked to rebuild cars. A neighbor who worked for Hewlett-Packard fueled Jobs’s growing fascination with circuitry by encouraging him to tinker with do-it-yourself electronics kits and introducing him to a company-sponsored program that brought HP engineers and local students together once a week.10 A school like Stanford or Berkeley might have seemed the logical next stop for Jobs. Instead, he chose Reed College, a liberal arts school in Oregon famous for its counterculture atmosphere. Jobs enrolled at Reed in 1972 but dropped out after six months and spent the next few years auditing classes, hanging out with friends, and eventually traveling to India. Once back in Silicon Valley, he began to collaborate on projects with Steve Wozniak, an engineering wiz he had met while still in high school. In 1976, they started Apple Computer.

The company’s first product, called the Apple I, consisted of a circuit board in a wooden case, which Jobs, Wozniak, and a friend put together in the Jobs family’s garage. One year later came the Apple II, a fully assembled computer and keyboard housed in a sleek plastic casing. The Apple II became one of the earliest commercially successful personal computers and helped launch the new industry. Its success also led Apple Computer to go public at the end of 1980.

When IBM shipped its personal computer in 1981, Apple faced a giant new competitor. The IBM PC, running on an Intel microprocessor and using Microsoft DOS, soon became the dominant computing platform and surpassed the Apple II in market share. In an effort to change the game, Apple released the Macintosh in 1984. Although the “Mac” never seriously challenged the IBM PC and compatible computers (called “clones”) in market share, it represented a decisive turning point for the industry. The Mac incorporated a graphical user interface (GUI) that made it much easier to use than the IBM PC. This innovation, later adopted by Microsoft with Windows, expanded the potential market for personal computers far beyond hobbyists and “geeks.”

The Mac was a revolutionary product, but it got off to a slow start as an industry platform. Jobs had failed to cultivate a large ecosystem of application developers and kept the Mac priced too high for the mass market. Problems with Mac sales also led to a power struggle between Jobs and the CEO he had recruited from PepsiCo, John Sculley. After being fired as head of the Macintosh division in May 1985, Jobs stepped down as chairman a few months later, sold all of his Apple stock, and went on to found NeXT, a high-end computer workstation company. In 1986, he would also take over Pixar, the animation film studio.

Over the next decade, without Steve Jobs, Apple won a loyal following and dominated in niche markets such as desktop publishing and education. But the company lost significant share in the PC market and faced mounting losses by the mid-1990s. Efforts to launch a variety of consumer devices failed, and the core Macintosh software and hardware platforms were showing their age. As part of its turnaround strategy, Apple acquired NeXT and used its software technology as the basis for the next-generation Macintosh operating system. With NeXT, Jobs returned to Apple in 1997, first as an advisor and ultimately as CEO.

Jobs quickly refocused Apple on producing a small number of products, with the goal of making each one world-class. He started with a redesigned Macintosh called the iMac, which went on sale in 1998. Three years later, Apple released its breakthrough digital music player, the iPod, which became one of the defining products of the era. The iPod soon accounted for half the company’s revenue. With this new product, supported by the iTunes online music store, Apple moved beyond computers to consumer electronics. In recognition of this shift, Jobs dropped “Computer” from the company name and changed it to Apple, Inc. in 2007.

That same year, Apple released the iPhone, which became the top-selling smartphone in the world and a new platform for building “apps” sold through Apple’s proprietary App Store.11 Apple followed the iPhone with the iPad in 2010, a portable tablet computer that used the iPhone’s operating system and applications, and enabled users to watch videos, play music, read and write email, and browse the Web. The iPad became an instant sensation, with sales reaching one million units in the first month and 15 million in its first nine months on the market.12 On the strength of these new industry platforms, Jobs positioned Apple to attain the largest market capitalization of any company in history by the time he resigned due to illness in the fall of 2011.

Different People, Similar Approaches

As individual personalities, Gates, Grove, and Jobs could not have been more different. Grove was a disciplined engineer with a Ph.D. and the ultimate problem solver. At Intel, he initially took on the role of director of operations, despite the fact that he had no training in management. In the early years, his tasks included everything from reviewing engineering drawings and staffing levels to setting up Intel’s post office box and ordering office furniture.13 Those experiences turned Grove into an avid student of management and left a strong imprint on his style as CEO. For example, Grove insisted on formal systems for everything from employee reviews and exit interviews to long-range strategic planning.

A generation younger, Jobs was steeped in the counterculture of the late 1960s and driven to challenge the status quo. Sometimes described as “slightly loony,” he frequently behaved as if the normal rules didn’t apply to him. Jobs often showed up to meetings barefoot and unshaven (and sometimes unwashed, to the chagrin of colleagues and friends). He removed the license plates from his Mercedes and parked in handicapped spaces in Apple’s parking lot. (Grove, by contrast, parked his car wherever he could find a space in the Intel lot, just like any other employee.) Yet despite the seeming casualness that marked his personal life, when it came to design, Jobs was a perfectionist, obsessed with elegance and simplicity. “If something isn’t right, you can’t just ignore it and say you’ll fix it later,” he maintained. “That’s what other companies do.”14

Jobs was probably thinking of Microsoft when he made this remark.15 In comparison to Jobs, however, Bill Gates had impressive technical skills. While in college, Gates came up with an algorithm that not only solved a long-intractable combinatorial problem in applied math, but remained the most efficient solution to the problem for more than thirty years. He was known for dismissing others’ struggles with technical hurdles by saying, “I could code that in a weekend.”16 But perfection was never Gates’s goal. He was a pragmatist, focused on creating products and then industry platforms that were “good enough” to dominate the mass market.17 If Jobs saw himself as an artist and a craftsman, Gates prided himself on being a software “hacker” and programmer, shipping products to market quickly and then improving them incrementally.

Despite their differences in background and personalities, Gates, Grove, and Jobs shared several key personal attributes. Most important, all three were enormously ambitious and dreamed big dreams—not so much for themselves as for their companies, their industries, and the world. They were determined to have an impact. For example, Gates recalled that when he and Paul Allen started Microsoft in 1975, “We talked about a computer on every desk and in every home.”18 And they were not thinking about just any computer, but machines running Microsoft software. For his part, Jobs genuinely believed that the products Apple was creating would, in his words, “make a dent in the universe.”19 His goal was not merely to build products that people would buy, but to change the way millions of people lived their daily lives. And none of these innovations would have been possible without the microprocessor, which Intel invented. Grove’s stated ambition was to reshape the world’s computer industry, putting Intel at its center.

In addition, Gates, Grove, and Jobs all had a ferocious personal work ethic, which they infused into the cultures of their companies. In 1981, in response to a downturn in the chip industry, Grove implemented what he called the “125% solution,” asking Intel’s salaried employees to work two extra hours a day for free.20 Jobs pushed his product teams to work ninety-hour weeks and to strive for levels of achievement that most team members never thought possible. Gates was notorious for sending piercing emails at all hours of the day or night and for roaming Microsoft’s hallways on weekends to see who was in the office. Even Gates noticed this resemblance with Jobs. Reflecting on their similarities, Gates commented that “[Jobs and I] were both hyperenergetic and worked superhard.”21

All three leaders also promoted what Grove called “searing intellectual debates,” which often escalated into shouting matches.22 Supremely confident in their own abilities, none of the three spared much thought for the feelings of other executives or employees. Gates often shot down an idea he did not like by saying it was “the stupidest f***ing thing I’ve ever heard.” One member of the original Macintosh team recalled that Jobs “had the uncanny capacity to know exactly what your weak point is, know what will make you feel small, to make you cringe.”23 Grove was more polite, but no less devastating. We do not recommend that other CEOs and leaders emulate their aggressive behavior, but they would do well to adopt the passion that drove the verbal attacks. Gates, Grove, and Jobs were all “truth-seekers,” as an Intel colleague called Andy Grove.24 And they respected colleagues with the intelligence, knowledge, and courage to prove them wrong. Jobs, for example, told an interviewer in 1995, “I don’t care about being right, I care about success.”25 Recognizing both Jobs’s capacity to intimidate and his willingness to back down, the members of Apple’s Macintosh team even instituted an annual award for the person who did the best job of standing up to him.

Finally, all three CEOs harbored a healthy dose of paranoia, at least as far as their companies were concerned. Grove even titled his 1996 book on strategy Only the Paranoid Survive. Gates and Jobs could easily have written books with a similar title. They all understood that success in a rapidly evolving industry required constant vigilance. They were always looking over their shoulders for competitors gaining ground or new entrants appearing out of nowhere—just as they once did. In 1997, fresh from victory over Netscape in the browser wars, Gates wrote, “I see us as an underdog today, just as I’ve seen us as an underdog every day for the last twenty years. If we don’t maintain that perspective, some competitor will eat our lunch. . . . One day somebody will catch us napping. One day an eager upstart will put Microsoft out of business. I just hope it’s fifty years from now, not two or five.”26 Replace “Microsoft” with “Intel” or “Apple,” and Grove or Jobs could have spoken the exact same words.

GUIDE TO THE BOOK

Based on our long study of Gates, Grove, and Jobs, we have deep respect and admiration for all three leaders, but we do not see them through rose-tinted glasses. None of the three was infallible. All three made mistakes when it came to both strategy and execution. All three championed products that flopped or came late to market and underperformed. All three were slow on occasion to seize strategic opportunities, although their companies’ resources usually gave them the ability to catch up. And all three CEOs led their companies to run afoul of the law. Microsoft, Intel, and Apple each signed consent decrees with the U.S. Department of Justice or the Federal Trade Commission and faced antitrust scrutiny around the world.

Nonetheless, we believe Gates, Grove, and Jobs were three of the most successful CEOs and strategists in the high-tech world, and perhaps of all time. They were masters of strategy and surprisingly effective organization leaders. They set long- and short-term goals for their companies, positioned their organizations for success, led teams that executed with ruthless efficiency, and dominated the competition for an extended period of time. While their successes (and failures) are in the past, the lessons they offer are timeless. The five rules we use in this book to capture their approach to strategy and execution can help any organization leader navigate more confidently toward the future.

The first three chapters examine the basic strategy rules that helped drive Gates, Grove, and Jobs to their greatest successes. Chapter 1 is about looking forward into the future and then reasoning back to actions that you must take today. During their first five years as CEO, Gates and Grove both developed a distinctive view of the world; for Steve Jobs, that powerful vision did not emerge until his second go-round at Apple. Equally important, and seen much less frequently in practice, all three were able to figure out—in very detailed terms—what they needed to do immediately to turn their vision into reality. By anticipating customer needs, restricting competitor options, and altering industry dynamics in their favor, they turned ideas into strategies and actions.

Chapter 2 is about taking bold moves without being reckless and putting the company at unnecessary risk. High-technology markets driven by network effects can grow exponentially, producing big winners as well as big losers, often in the seeming blink of an eye. Gates, Grove, and Jobs each made huge strategic bets and had their fair share of mistakes. But they rarely took gambles that were excessively risky or irreversible. By timing, spreading, and diversifying their big bets, they successfully mitigated their risks.

Chapter 3 is about a relatively new approach to strategy that requires building platforms and ecosystems, rather than stand-alone products and companies. Technology-intensive industries often have special properties that require managers to think beyond best-of-breed products as well as outside the boundaries of their own firms. We learn from Gates, Grove, and Jobs how to balance the trade-offs between creating great products versus building industry platforms. While great products may stand on their own, industry platforms require complementary innovations by other firms to succeed in the marketplace.

The next two chapters analyze and illustrate the execution guidelines that Gates, Grove, and Jobs followed at the tactical and organizational levels. Chapter 4 is about using both leverage and power to beat the competition, or what we call judo and sumo tactics. Gates, Grove, and Jobs proved to be master tacticians, often turning opponents’ strengths into weaknesses as well as, later in their careers, using the overwhelming resources of their companies to dominate competitors.

Chapter 5 is about building an organization around the leader’s unique skills and business insights, or what we call a personal anchor. Gates shaped Microsoft around his deep understanding of software technology; Grove drove Intel to develop disciplined “engineering-like” processes to mass-produce complex semiconductor devices; and Jobs molded Apple around his obsession with elegance and simplicity in product design and the user experience. In addition, all three recognized and compensated for their weaknesses through the people they hired and the cultures, systems, and values they inspired and helped create.

Throughout these five chapters, we explore key episodes from the history of all three companies to show how Gates, Grove, and Jobs implemented the five strategy rules as well as where and why they sometimes went astray. Our goal is not to retell the full story of Microsoft, Intel, or Apple—a job that many others have accomplished well—but to focus on broader management lessons.
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