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			Book Abstract

			MAIN IDEA

			For one reason or another, most people seem to assume Microsoft’s success has been the result of predatory marketing.

			In reality, the success of Microsoft is the direct result of three factors:

			
					The company’s ability to hire and retain intelligent employees.

					The application of bright ideas to developing new software products.

					An eagerness to use market feedback intelligently in improving successive generations of products.

			

			All of these factors are useful and beneficial, but what really ties everything together at Microsoft is the company’s ability to learn from and then adapt to changing market conditions. In effect, the company has reinvented itself several times over as the market it seeks to address has moved. The recent makeover and change of emphasis to bring an Internet awareness to its products in recent times has been an illustrative demonstration of Microsoft’s adaptiveness as an organization.

			And it is that adaptiveness, combined with the effective harnessing of intelligent thought and reasoning, that will position Microsoft to move forward into the uncharted future with its usual trademark aggressiveness and confidence. Rather than trying to find ways to restrain the Microsoft juggernaut, business would be much better served if it concentrated on developing new and better ways to emulate what Microsoft does right.

			Important Note About This Ebook

			This is a summary and not a critique or a review of the book. It does not offer judgment or opinion on the content of the book. This summary may not be organized chapter-wise but is an overview of the main ideas, viewpoints and arguments from the book as a whole. This means that the organization of this summary is not a representation of the book.

			Summary of The Microsoft Way (Randall E. Stross)

			Part 1: Microsoft Basic Elements of Success

			Main Idea

			The three key business practices that have made Microsoft one of the most successful companies of its era are:

			
					A conscious and deliberate effort to create a business environment in which employees will be as productive as possible.

					A deliberate effort to hire and harness the creative work of smart people.

					An adaptive approach to business in which the company is willing to learn from its mistakes and move forward to meet the demands of an evolving marketplace.

			

			Supporting Ideas

			Practice #1 – Microsoft’s Business Environment

			Many people assume Microsoft’s office environment is deliberately designed to encourage employees to maximize their time at work. The truth is far less colorful. In the early 1980s, Microsoft outgrew its offices, and decided to build its own. Since land was limited in Bellvue (a suburb east of Seattle), a block of undeveloped land was purchased in Redmond (east of Bellvue).

			Since most of Microsoft’s work was mental, a decision was made to build offices which would suit that function – single person offices with pleasant natural lighting and landscaping. To encourage people to mix, cafeterias serving food at subsidized prices (with free drinks being available) were provided.

			In the end, Microsoft’s offices came to resemble a university not as a result of any conscious decision to clone a university but simply because that type of environment is most conducive to intense mental activity.

			Practice #2 – Hiring and Motivating Smart People

			Microsoft deliberately seeks out and hires the smartest people in the computer industry. The company prizes intelligence enthusiastically and whole-heartedly. In fact, Microsoft favors employees who, in addition to being smart, are pragmatic, articulate and able to operate under pressure.

			This is particularly disturbing to people who believe that “Success is a matter of will power”, which is the prevailing culture of the United States. By stating categorically success as a programmer is a matter of raw brain power and ability to solve problems, Microsoft has generated appreciable negative publicity.

			Microsoft also knows the best programmers like to work alongside other world-class programmers. The company is very proactive in seeking out intellectual talent, whether they are currently working for competitors or in entirely different business fields.

			Practice #3 – An Adaptive Approach To Business

			Microsoft has succeeded because its founders Bill Gates and Paul Allen, as well as its senior management personnel, combine commercial and technical considerations astutely, and normally in advance of the broader market. And in those circumstances in which Microsoft has lagged the broader market, the company has shown an aggressive willingness to move rapidly in other new directions.

			For example, Microsoft was the first company to focus solely on software, at a time when most computer companies were working on a total solution of hardware and software. Microsoft was also one of the first companies to realize the need for standards within the industry. And Microsoft realized before anyone else that high sales volumes could more than offset the costs involved in developing sophisticated software products.

			Microsoft is also seriously dedicated to learning – how customers currently use its products and how they would like to use them in the future. This customer feedback permeates the entire organization, and forms the basis for many of the decisions taken by Microsoft. (The most-often asked questions also have a way of ending up as wizards handles within the software product itself).

			Key Thoughts

			“It remains a tricky challenge for Gates to provide an environment that is well suited for sitting and thinking, with the proper amount of comfort, the right tools and freedom from distractions – yet not too comfortable. The founding culture, which centers on the intellectually of its challenges, not on the enjoyment of its material rewards, might be lost. To date, measured by Microsoft’ employees’ allegiance to their jobs, Gates has managed the tension remarkably well. Microsoft’s environment is not a flashy kind of advantage and in its particulars cannot be readily copied by all employers. However, the basic principle – that the setting in which work is conducted is important – is too often forgotten.”

			– Randall Stross

			“If we recall the long history of antipathy towards intellectuals in American society in general, and in American business in particular, we may take a less harsh view of Microsoft and its unapologetic cultivation of the brightest. If we were not jealous of how Gates and his stock-owning employees have done so well financially and are hardly in need of alternative forms of compensation, perhaps our culture would take more positive notice. If we want to encourage other businesses – and students, their future employees – to value intellectual attainment too, we could point to Microsoft as a shining example of the rewards that come to the company that prizes the intellect.”

			– Randall Stross

			“The notion that Gates is lord of an “accidental empire” does not accord with the basic facts, which are summarized here. An era defining new technology, the microprocessor, arrived in the 1970s, and its power increased at an exponential rate every two years. Gates and Allen understood earlier than others that one consequence of this technological development would be an expanding need for software that would run on small computers. Gates recruited smart people, put them to work on a campus well suited for intense concentration, and maintained their allegiance with stock options whose value made millionaires of mere foot soldiers in product development groups. The organization, even as it grew large, was deliberately fashioned to perpetuate the identity of small groups, and communication, up and down, was frequent and voluminous. Gates and his subordinates consciously devised – and revised, as needed – strategic models that guided decision making, imparting ever-improving capabilities to the organization. Given those fundamentals, if any mystery lingers, it is simply why Microsoft’s competitors were slow to catch on to the basics themselves.”

			– Randall Stross

			Part 2: Microsoft and the Home Market

			Main Idea

			In the mid- to late-1980s, Microsoft underwent an impressive transformation – from a company which focused almost exclusively on selling operating system software to a company which wanted to sell the best software in every possible category in addition to selling operating systems.

			Along the way to making this transformation, the company undertook three key initiatives:

			
					The development of CD-ROMS

					The release of Encarta – an encyclopedia on a disk

					A losing battle with Intuit for dominance in one specific field.

			

			Supporting Ideas

			Initiative #1 – CD-ROMS

			In March 1986, Microsoft organized the first conference for the entire CD-ROM industry. It was such a success that instead of being a one-off event, it subsequently became an annual event. The conference also marked an entry point for competitors in the CD-ROM market, and within a relatively short period of time, industry standards had jelled and a number of new CD-ROM titles were released – which, in turn led to the purchase of more CD-ROM drives by consumers and the cycle continued on driving prices down.

			Microsoft invested heavily in CD-ROMS at a time little supporting data was available. Eventually, the company was successful in forging a multimedia alliance between hardware manufacturers which would lead to the rapid consumer acceptance of CD-ROMs initially and ultimately of home computers (running Microsoft software).

			Initiative #2 – Encarta, an encyclopedia on a computer

			When Microsoft offered to license the Encyclopedia Britannia for a CD-ROM in 1985, it was turned down. Similarly, World Book did the same, and it was not until 1989 that Microsoft finally secured an encyclopedia from Funk & Wagnall that work could begin in earnest on the world’s first multimedia encyclopedia.

			In fact, in 1990, Microsoft’s board of directors even demanded the encyclopedia project be canceled, since it was taking so long to get to market and no market seemed to exist. Despite that minor detail, however, the project was kept going, and would ultimately require huge expenditure – more than $7 million in staff salaries alone – before Microsoft’s new Encarta product would ship. There were the usual last minute hitches, with the shipping date slipping from October 1992 to early 1993 at the last minute, meaning the product would miss the critical Christmas season.

			When the product finally did ship, it was priced at $395 retail – making it cheaper than the print versions of encyclopedias. The product still had a lack of true multimedia features, and six months later had a less than 3-percent market share.

			In fact, it wasn’t until Microsoft bought out a revised version of Encarta seven months later, priced at $99, that substantial sales would materialize. Immediately, monthly sales revenue jumped from $400,000 to more than $5 million – and that was just the beginning. (Sales would ultimately climb by 2,400 percent over the next year).

			Within a relatively short period of time, the CD-ROM market took off with a flourish, with a huge number of software publishers entering the marketplace. That has resulted in the inevitable shake-out of the weaker, more obscure companies. Despite a patchy start in the market, Microsoft has succeeded over the longer-term, and now has a number of successful CD-ROM products.

			Initiative #3 – The Intuit Experience

			In 1983, Scott Cook founded Intuit to develop software to “write checks, balance checkbooks and pay bills”. Quicken was subsequently developed for $350,000 and version 1 was released in December 1984. The company had a unique sales approach, selling the software in banks rather than through retailers.

			By the end of 1986, the company had generated $750,000 in sales, and was struggling to survive. Gradually, however, the sales started rising, and by the time of the release of version 3 of Intuit in 1989, the company was in a much stronger position, with revenues of $19 million.

			When Microsoft decided to compete head-on with Intuit by developing its own product called Money, Intuit proved to be an excellent competitor. It released successive versions of its software, which always had features that were considered to be one step ahead of Microsoft’s competitive products. Intuit also managed to secure third party service providers on exclusive arrangements, barring Microsoft from being able to enter into similar strategic alliances.

			Despite all of Microsoft’s ongoing best efforts, Intuit has continued to flourish within its niche application.

			Key Thoughts

			“The Intuit staff is smart and nimble, able to learn quickly from its mistakes, build strong successors in product lines, consolidate its position and expose precious little of its flanks to competitors. In many ways, Intuit’s dominance in personal finance software resembled Microsoft’s dominance in other categories of software, which suggests that the industry is subject to dynamics that cannot be ascribed simply to any allegedly shady business practices of one particular company in Redmond, Washington, and of its billionaire chairman. Intuit’s success also refutes the notion that Microsoft could wield its size, derived from the revenues from its lucrative operating system software business, to enter markets and crush smaller rivals at will.”

			– Randall Stross

			“Shutting out Microsoft from using the services of a third party, clearly, does not benefit software consumers as does, say, leapfrogging rivals by matching rivals’ features and adding new ones. But business, by its nature, involves millions of partnerships whose terms are negotiated on an individual basis and thus often vary from one partner to another. Intuit’s ploy was perfectly legal and does not warrant condemnation. In fact, it did not draw public criticism, which is testimony to a double standard – if Microsoft, not Intuit, had secured an exclusive arrangement with Checkfree, the public outcry at Microsoft’s temerity would have been deafening.”

			– Randall Stross

			“A computer on every desk and in every home, all running Microsoft software.”

			– Microsoft company slogan

			Part 3: Microsoft and the Information Superhighway

			Main Idea

			With the advent of the Internet, Microsoft has again changed its strategic direction in the early 1990s by melding sometimes conflicting business and technical considerations together.

			Microsoft, along the way, has:

			
					Greatly increased its basic research capabilities

					Carried out extensive work on interactive television

					Developed several proprietary networks with little success

			

			Supporting Ideas

			Direction #1: Basic Research

			In 1991, Microsoft established a basic research department with a staff of 30 and a budget of $10 million per year to undertake basic research into various fields of academic interest. Interestingly, most commentators viewed this initiative as suspicious, and looked for an ulterior motive where none actually existed. (Very few of Microsoft’s competitors funded their own basic research programs).

			To supplement the research department, Microsoft also established an “Advanced Consumer Technology” group who would be responsible for the development of entirely new products suited to the information superhighway that was under intense public discussion at that time. The first area of emphasis for this group was in the home automation field, with several others following in quick succession.

			Direction #2: Interactive Television

			When the home automation project realized signals could be sent upstream from the home to the cable television provider as well as downstream, the possibility that the television and the home computer might merge into one “information appliance” became apparent. this set off a frenzy of deal-making in 1992 and 1993 between the personal computer industry and the cable broadcast industry.

			By the time Microsoft entered into discussions with Time Warner, AT&T, Tele-Communications Inc. and Silicon Graphics in late-1993, there was a considerable amount of negative publicity. Perhaps as a result, no agreement was ever finalized.

			Throughout 1994, Microsoft became embroiled in an intense debate over what the future technical direction of interactive television should be. Microsoft championed the concept of several information appliances / PC-TVs in a house, each able to work independently. Other companies (such as Oracle) championed the concept of a super computer at a hub, with what were effectively dumb terminals in the household.

			However, before either camp could press their claims and move interactive television towards large scale roll out, the public attention switched away from interactive television towards online networks accessed via modems.

			Direction #3 On Line Computer Services

			In 1992, it became clear to Gates that a proprietary information network using computers, modems and the existing telephone network had the potential to deliver many of the benefits

			
			
			
			
			Key Thoughts

			
			
			
			
			
			
			
			Main Idea

			
			
					The investigation for the 1994 Consent Decree was pointless.

					The aborted takeover of Intuit showed problems could arise.

					The arrival of the Internet changed the competitive landscape.

			

			
			Supporting Ideas

			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
					The more a technology is used, the better it is understood and the more likely it will then be enhanced.

					The more people that use a product, the more valuable it becomes to learn how to use it as well.

					Economies of scale in lowering production costs kick in as more people use a product.

					Those who are risk-averse will tend to use products that are considered to be market standards.

					The support infrastructure gravitates towards the market leader, lowering ongoing costs.

			

			
			
			
			
			
			
			
			
			
			
			
			
			
					By the end of 1995, Intuit’s stock price, boosted by the vote of confidence from Microsoft, edged upwards until the company had a market valuation of $3.6 billion – roughly twice what Microsoft had been willing to pay to acquire it.

					Several banks, alarmed by the imminent entry of Microsoft into the banking industry, formed strategic alliances with Intuit.

					Microsoft, which had been developing a working relationship with MasterCard which had collapsed with the announcement of the Intuit acquisition, took quite a hit to its reputation.

					Fortunately for Microsoft, its Money development team had continued work on the product while all the acquisition talk was going on. By the end of 1995, they had actually developed a stronger product which competed with Intuit’s Quicken much more competitively. With the release of Windows 95, Money also received a major boost, and the rivalry between the two companies was once again renewed.

			

			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
					Microsoft did not have to worry about how it was going to transform an existing business into an Internet-centered model. This was a major challenge for companies like America Online and Compuserve, who had vast infrastructures, revenue streams and business models which would have to be adjusted to the realities of the Internet world.

					Microsoft was now free to arrange business alliances that would have been unthinkable previously. For example, the company entered into an alliance with America Online for the use of the Microsoft web browser in preference to Netscape’s competing product.

					The fact that Microsoft was starting later allowed it to more completely take into account the relative merits of competitive products when developing its own new products.

					Microsoft was able to rethink and subsequently restructure how Microsoft Network could be developed to provide added value in an Internet based competitive environment. As a result, the company was able to develop something that was long-term in nature, and aligned with emerging business trends rather than something that was rooted in the technical standards of the past.

					Competition to catch up was relished by Microsoft, and it seemed to energize the company to rise to the challenge.

					Microsoft was able to develop new ways to utilize the Internet to sell its software products. For example, the concept of distributing free evaluation versions of software – without the entire range of features of the full product – became widely used as a viable sales technique. Similarly, the use of the Internet as a sales and distribution channel also took hold.
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