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DVD War: Blu-ray vs. HD DVD

Entertainment D\/D \Vars

= 2002, 2 BRI FHMY (AU IFAAE S 9T HA)

= 2002. 8, AOD FHA ™ (ZAltl, NEC)

= 2002, 10. DVD =3, AODE AIM i DVDE <7

= 2004, 10. 20M T EA, MGM, AL I M A(EEH|°t) S°| 222 °| 7|7

= 2004, 12, THatObEE SUHAIMA HHEBHA &2kl AE O HD DVD M H
= 2005, 2. 5|z~ HD DVD Z#}

= 2005, 4, AY-EAEE St HAPAISE, FHE LR H

= 2005, 6, A4, EHETD SAAYE

= 2005.9. 3l&, MS, HD DVD 4 &

= 2005, 10, BB A Ttatot2E £ B B AN MY, HAYE SR 0|2 MY
= 20061, 4f41, LG, 22 °| + HD DVD £ i 4

= 2006, 6. A4, ;Tam Zajo|f MHAA 0|3 AT

= 2006, 11, &4, PS3 &= A

= 2007. 9. HD DVD 1r:=| CH Z o | ¥}
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More War Stories

e BYEZ
VCR VHS, Betamax

HEE 295 A DOS, CPM, Unix, MacOS

56k 2 USR, Lucent

Sy} CDMA, GSM

PDA 24 XA WinCE, Palm OS, Embedded Linux

DVD 2|24 +RW, -RW, RAM

XMICH DVD Blu-ray, HD DVD

Z HEYZ Bluetooth, Home RF, IrDA

AULZ2E Nintendo/ Wii, Play Station, X-Box

FLHE A NDS, PSP

DHIY TV DVB-H, O|C|0{ &, X|A& 1Lt DMB, €4 DMB
F2 7|7|12t MY EYD 2 HDML, 24 USB, R &4

T4 3oy AU DY 0|2, 2F0|H 2, HHHULTHHF M E(MBWA)
ol

Eul HelX Internet Explorer, FireFox, Safari




How Standards Change the Game

= HEO0l 2 0lr
Efficiency or expanded network externalities via enhanced
compatibility or interoperability
Reduced uncertainty

Variety from mix and match: Instead of competing for the
market, companies compete w/t/inthe market

Economy of scale, learning cost reduction

= Who wins and who loses?
Consumers and complementors
Incumbents and innovators



Tech&You

BY STEPHEN H. WILDSTROM

In Praise of a Closed Market

It’s an article of faith in the tech industry that competition is a good thing
for everyone. Without the freedom to create companies with novel
products in competitive markets, we might never have seen some of the
mnovations that have transformed our hves—PCs, e-mail, iPods, and the
rest. Still, for consumers, there deﬁmtely can be too much of a good thing.

The histary of the PC provides
a good illustration of where
competition woeks for consumens
and where it docsns. Saying this
won't win me friends in
competition-crazed Silicon Valley,
beet 1 think dominance by an Intel
hardware design and Microsoft
softaare has been geod for bath
business and home users.

Standardization, which limits
sompetition on features and tams
it into a fight far the Jowest price,
led to rapid econamies of scale
and plunging oosts. Iiu,rn of PCs didn't have to deal with
baffling chaives abaut *platforms,” which unrestrained
competition usuaily spawns. So consumers could buy
complex products with more confidence than they would have
had in a wide-open markes.

Of course, there is a downsde. Hid Miorosoft been subject
to real competitive pressure—something stronger than the
single-digit market share that Apple Computer has been able
to muster for the past decade ar so—it might have been forced
to muke Windows better, faster. There is oo doubt that after
crushing Netscape in the late 1990s, Micrusolt let iss Web
browser, Internet Explorer, languish until the growing
popularity of Mozilla's Firefox forced it to make Jong-overdue
improvements. But other than that, I don’t think anyooe
would be better aff if businesses and consumers had to
chocse from among several competing software sy:

THE COMPETITIVE INSTINCTS of comsumer-electrmics
companies have bod to a different result in high-defmition
televisions, Manufacturers refused to go for smplicity and
standardizatian, and this has slowed the transition to HIYIV.
Fread with confusing options, incampatibalities, and poor
information, consumers fear theyll make un expensive
mistake, so they hold back. This maricet will not realize its
potential until the industry makes the choices less risky.
There is one jarring irony in this argument. The
standnnization that allowed computers to show up n
practically every bome has unleashed a variety of price

competition. that doesn't benefit
consumers in every sense. True,
the use of commaodity
components and standard
designs has taken the cost of
POs ridiculously kow; you can
bay & usable deskiop for $300
and o laptop for §500. and no
one ever complains about
having to pay too little, But the
mee to the bottom has had two
buleful effects. One is that while
there are dozens of products,
choéce is mostly an lusion.
Once you decide on
specifications, the offerings
within any class are essentially
identical. The pressure to
squerze nut every penny of cost

Microsoft
and Intel
simpliﬁcd

Ch()l(‘CS-—-and :.:;Lxﬁ\l I:,\:i:“;\;tmlu.li:ivc.l us
311 Second, cost have all

popularized | Jeee sl

COMPOIED e v

niche, enjoys both the best
reputation for customer service
and the fattest mangins on camputers. Dell, by contras, fell
into o vickous cycle of cast-cutting that led o cutbacks oo
warranties and service.

1 am not arguing that hot-bloedad competition is bad. On
the contrary, it beats any alternative. Teephone and cable
huve provexd that with limited vompetition, you get high
prices and terrible service. But it's impartant to remember
that, despite glowing testimonials fram technologists and
econamists, competition is likely to hurt as well as help. ®
E-mail: techamdyongdbusinesswent.com

RERRR I For past conmes and onlne

crl\ revans,

CTOP) PHOTOGRARH BY ETHAN BILL, ILLUSTEATION BY MICHAEL WITTE



- How Standards are Determined

= HE2 I E80=I

- ol EE9L Jl+t (ex. ISO, IEC)
- Internal Decision

- Mutual Agreement

- Government Intervention

- Market Competition



38 IsE

YUNIIFS (=1, HZ S
(=}, Rival Evolutions Evolution vs.
Revolution
HoE Revolution vs. Rival Revolutions
Evolution

ZX: Shapiro & Varian (1999), Information Rules, HBS Press, p.263.
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1.  Control over an installed base of customers
2. Intellectual property (IP) rights
3. Ability to innovate

a.  First-mover advantages

5.  Manufacturing abilities

6. Strength in complements

7. Brand name and reputation




ME (Preemption)

Build an early lead, so positive feedback works for you and
against your rival

ZIEJ12i(Penetration pricing)
Be aggressive in building installed base!

7|0 &2l (Expectation management)
pre—-announcing
speed of product improvement

XM ME LA (Strategic partnership)
find natural allies and negotiate to gain support



Enter adjacent markets only if
integration adds value for
customers.

Better off encouraging healthy
competition in complementary
products which stimulates demand
for your core product. (ex. Intel]

Drive innovation even faster and
stay ahead.

Keep looking out for the next wave,
coming from unexpected.
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High-Tech Competition Dynamics:
5 I 010K

M ME {14
[Strategic Partnering and Acquisition)
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Partnering Basics

= The New “P” of Marketing
- Partnering began as a means for supplier-side

cost reduction.
But, moved beyond...

= Bottom Line: Synergies in revenue/cost
- Amazon and Toys R Us
Mileage Sharing (e.g. Sky Team]
- McDonnell Douglas and Halla Engineering (MD-95 wings)
= New Trend: More powerful synergies

change how they do business, integrate some part of mutual
business system, and s/7are mutually in the benefit.

USPS and SHL (tracking function)
- Windows + Intel = Wintel




e

AR - AU R HEARY

"ot 3
W2 AW - AN TIOEE MYRLE oAt MY,
(2007) 7latie 2 Yurbaousg
CAD - AN OVOEE 716 'BEA0] CAS' 2
ROOTH) . ¢ upuinet 0950 AOD(charond Ot D
gz
BUSHI .oy CXE SUIHI NY S 35 49
(200144)
LCO - 100 74 2121 B BBl 38§ S 2y,
(200243 78)  grgap s-L00 AEY
A AU HOJAHONE L0 32
(o)

N e
HEEPlE AES AT 29

« B4, AU dRAAT JOi7h=
SANd2 4 33

«DDEE iR A

. QUEHA BEH 220K
22]8t 1] M3

4 LD A3 AEN BY

« AU ICOTVAIR 19

- BYS BE. A= YN 33HE
27 a4y

Al

JOBS Apple’s
first Maclintel
machines will
appear next
summer




YA,

el WESHA FETF W4

=,

Ol
M JT

| [

P,

)40

AUZHIERAZRE WES
ZlA] H22) o Foj g FRisH
T ujdol Fajo] )il 91!:}

Helzh MAEICHH sl &2
Aokg ol MA FA-IT@ER
Zl&)gA0l J¥G nlFans
Bi& 0% Wi},

2UZE ARG N8 HE S
Al Zas AQZI(PSP)Y &
ol & "Elo|C]|o] 717 MAES W)
ol &AlhH & A9 Bie
vigl7} 8711)617) m2olct,
¢ LU MHHER MAIHT} WS
=& 80| cici&el 2Y& ol L}
Mil e AUE LCD TV (28
Hloh) AAlES WES g olo) &
g 60579 S gh= udol= PSP
(Play Station Portable)
AAE Fol8 Yelojdlo] 7)7)
B SR4E f220ck="aE2 A
¥ At

AQYS B2 2o Y3 E &
EHE0l AEEIQIHEE E2 ¢
= XEIE 71719l PSPE AU}
Als] AEQ1 okl zto|ct,

55| A8 2B A (8- 28
7t wkEA FSEHA PSP} ‘2
Hid 51E" HEA 88 4 A
242 4= Uchan ot

Ol& A ALlE AIZ9 P
SPHEC} 8l oA 2SN HIES

(T

[2l

F

LRI

17
Hell ?

ix

E7] flahMs 1839 v S
A7} g4 olghs st m 2ol A
GEAL} Bladol EQlgt Aoz &
A,

als d&dxelA 8717
H!': StiA1E SEed Y5l

Q@&X}‘- d x Ei 8717}
HESTAIE ke ASolct.
CIAIE 717] 344 RAEA 2 AL

-2 HEEHAl AHel SAl

i RUSEA| N 3% e
[‘W 5 sow = swwn umep)
| eeERt | USRI 238 pEoz 54
i & ToiuiES| bl A

ORIEE 2 8 MP3Slojo 3IA 219771
o - & WHSHE B PSP AU
! sTJY _______ B IAKY MP3ERIIO] BAIZ O malwll
L u ILC ﬁ 59 o|01 Aol

5 SN g, AYe el &
d & A= =8 geluido] 717
7} eslish= dojct.

AUE Udol MEol= PSP
UAEE CIAE AP Al E
FEE & A DB AEoE )
& HElololM dyanie ol
= Eag ol gict.

38 tR3A odelAEE
“&dh o} &9 ojo]Ft L7} Bl3)

a4, &4 87|7t2 ‘HI2¥ 304’ AlS} =]

&Y ZIM “AZAL

1l Q= HEETAE slen)A
A=glolE(HDD)HE} av &
A7} 7B REAH|BES AUE
oM 55w}

2U7F PSP AlAEo] A9
87I7HIE HEETAE AELS)
75 HojAl ™AL AZS o
T8 4 ok

247} Ujdol MY PSP Al
AZ2 ALY 7150l 5Y4 7153
MP3Edololg §& =ad A
Folch. 87I7HIE HESTAE
7120 @xisie DVDE 88
108 ojA}, MP3 5} 20002 o]
A AEE 4 A =it

—
ScA

OfL{L” Higt

ES A2 Yol 4717t HEE &
=olz7] miE"olzim “giek A
o] Ul 8717} HE& S38hch
W I AR skEEaist Aol
23k
S YR SAR=MEERR=
o Eof o]0} 4119} cht2 2FA
%S 9A =lE WESeA) Zojzg
A ARIE RAE 4 e Ve
SHEGHA Et.

olg} & HEEaAl
g Adg ¢
S8 At

AP} &2 3] 83} )

& 380l 7868AAE Lt FA

FEAA
A= dMol1x gt

3 HEETA| AR E 217
2 AT ‘FEFA 7 /'Y
ghgdo} A},

AETA] ol Fxb= MlA |
9l BieA| gAlel Qlgo] ajo| 32
EHIE2A9 &£ HEETA|

ARRloll B4 A &5H= § AD6iA
= A dZ™olAl 118 A8 £
94% CIA7] 98t ¥ o2 EolE
c}. SHAlE AR T oioigs A
o MgdE}

ofjZoll 0]0] 4ol WEEefA]l
g UZgog AgGsH 9d o
X EY] vhdto] Az 4 Uct.

JBRoH: ZFHE Aejol il
CETADL 22Y QAEQ M
o] T Q5] BFHS §lato]
A glE $atoll gl7) Wi 2olct.

AMSEA} HHER| SO WEE
ZiA] 0] HAk=E AEER)
MP3Eo]ol & H| &6t CA| 'Y
71 AE ARE ok Ax gie
gHg 4ol ik,

2L7 5 "elniciol 71718
EAl5IH A1 ohlgl MP3
dlolo] AldEg FAE 4 A7)
wjFolct. wgisl MP3Edo|of
AKIE 2007E7HA] 15 Al oz
S4sI= AMETA ciAEo)]
of Al Heto] EEE JtsMo
Ac}. 27| - 2AMI|K




Type A Organizations Collaboration

== PLAYBOOK: BEST-PRACTICE IDEAS
i " by working with others on
. . A De|ICate theritr tﬁtplalf. ?Li[t_cle?](lyfs)éga;ﬁtlce %hleco?_?erativ\e
Sleeplng Wlth the Enemy Balance part of the relationship from the competitive one.

4 because a bigger market can
More companies are finding that “co-opetition,” or learning to work make everyone a winner. Expect skepticism until

with rivals on certain projects, may be the best strategy Cooperatingwith | the troops understand the partnership.

Fl‘g’alS can be but remember that
— NERE'S ONE SHALAGASSI WHOWARBORS et o eing human” e s, vou | LTICKY. A fEW TUleS | situations change—you're dating, not married.

violent visions of defeating Micrasnfl  two conflicting thaughts at the same time o/
Corp. “We'ne both going in with  gocraxy.” f th d'
swards drawn, and we're going to do Finding the right formula for this kind ¢ O e roa b fﬁr aCtS Of trust
battle until we win. And there’s ot go-  opetition” has never been mare impartant. i 1 1
ing o be any other result. WeTl do  new products, from video to financial servicl | bUt be sure to Dun ISh Cheatl nE SWﬁtIV
everything possible tr drow blood,”  be pravided oaly in complex packnges of hand-

vaws this Agnssi, the top technology strategist of  ware, software, and services. By working together,

German software titan SAP. sach as agreeing on the Wi-F5 standaré for high-

Another Shai Agassi considers Microsoft his  speed wireless, competitors can expand the mar-
company’s closest partner. This kinder and ket so everyone wins. “The traditional

|

gentler Agassi fancifully traded bags of ~e®™ 7 s, modd says yoo hive o fived-size pie and

green MaM's last year with his Mz . Yyou kdll each other for a slice of it,”

’,
crasoft counterpar, Jeff Raikes, to  * %, says Navi Radjou, a vice-president at
o v Forrester Resenrch Inc. in Came
o Y bridge. Muss. “This new vision

senl a deal to jointly develop a piece
s+ calls for collaboration to increass

of software cnlled Duet.
Both these Shai Agassis are two
of SAP customers ! 5. sive of the pie.”

sides of the same person: a US.-

-
T e

GLEY

based member of SAP's executive . MG .blm P Putting aside narrow self-interest =
board whis aversees the complex re- 3 o for the common good sounds ensser =
ationship wi icrosoft. “This is the - nn it is. Most companies hate o yield ¥
lationsh th M fr. “Thisisthe S " thanitis. M " hate w yield

-
______
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A Romantic Analogy

= Selection and Courtship

. Self-analysis — Chemistry — Compatibility
= (etting engaged

- Meeting the family - Vows
= Setting up Housekeeping: The reality

- Broader involvement

- Discovery of difference

= Learning to Collaborate

- Communication, Coordination and Control thru “Integration” on
several layers

= Changing Within
- Learning infrastructure
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New Adobe

In merging with Macromedia, the aim was
toimportits DNA as well as its product

BY SARAH LACY
YEAR AGO, STEPHEN
A. Elop had just become
CEO of Macromedia Inc.
and was getting ready
for one of the most piv-
otal—and clandestine—
dinner dates of his life.
He was apprehensive as he drove down
Highway 101 from the gourmand para-
dise of San Francisco to a cheesy Italian
restaurant in San Jose—one he says he'd
never be caught dead in now. “It wasn't
the Olive Garden, and no one was singing
Happy Birthday at the next table, but we
had to go someplace where we wouldn’t
be seen together,” he says. His date?
Adobe Systems Inc. CEO Bruce R.
Chizen. Only a few months after they be-
gan flirting, they were
engaged to be merged,
on Apr. 18, 2005. They
tied the knot on Dec. 3
in a $3.4 billion deal,
one of the largest in the
rapidly  consolidating
software landscape.
Even before meeting Chizen, Elop
knew a merger made strategic sense. Both
companies make the bulk of their money
selling to creative professionals. Their
software—in both cases widely used on
personal computers worldwide—was
complementary. In terms of products they
were more like twins separated at birth
than competitors, with Adobe, pioneer of
the PDF, more rooted in documents and
Macromedia in the fast-growing world of
Web design and mobile content. And
Chizen'’s record spoke for itself. Since tak-
ing Adobe’s helm in 2000, he'd built a
steady, professional profit-maker: Rev-
enues have leaped some 70%, to $2 bil-
lion, and the stock is up nearly 40%, land-
ing Adobe at No. 28 on the BusinessWeek

i N

4
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50 list of top corporate performers.

Culturally, though, the companies
were leagues apart. Macromedia’s home
is a slick, loft-like space in San Francisco.
Adobe is based in two San Jose towers
that some Macromedia staffers scoff

“look like a bank.” Creativity was prized
at Macromedia, but its frenetic pace led to
many late nights. Adobe execs had per-
haps fewer moments of exhilaration but
more dinners at home with their families.

“ENTREPRENEURIAL SPIRIT"
AFTER THE MERGER announcement,
the watercooler chatter at Macromedia
turned anxious. Many employees worried
that their company’s unique culture
would be wiped out. “We used to make
fun of [Adobe’s competing product] Go-
Live,” recalls Erik Larson, director of
product management for several Macro-
media products. “We always said: ‘Oh,
they don’t get it.” But early post-merger
action has seen Chizen reward ex-Macro-
media people with key positions—part of
an effort to imbue the new company with
some of Macromedia’s spark. “One of the
things we were looking for in Macrome-
dia [was its] great entrepreneurial spirit,”
says Chizen. “We wanted to get some of
that into Adobe.”

From the start, Chizen worked hard to
ease any fears Elop might have about the
merger. At that [talian dinner in San Jose,
he articulated why he wanted to buy
Macromedia—and it wasn’t just for Flash
Player. In just six weeks since the merg-
er's close, he’s done more than anyone ex-
pected. Chizen not only kept Macrome-
dia’s digs—now called Adobe San
Francisco—he took an office there him-
self, splitting his time between the two
sites. And roughly half of the 700 people
who were laid off came from Adobe. Most
stunning and reassuring to Macromedia
folks were the executive appointments:
Elop took over the entire worldwide sales
organization. Macromedia’s former chief
software architect, Kevin Lynch, assumed
a similar role at Adobe for the Reader and
the Flash player. And Macromedia execs
were named to head Adobe’s three

Adobevs.
Macrom

The cultures are a study in contrasts

ADOBE MACROMEDIA
AR

» Rooted in docu- » Web and mobile
ments and images interactivity

» Slow, corporate, » Entrepreneurial,
but steady nimble, but stressed

| WORKSPACE |
SN P

» “Bank-like" San M Hip, exposed-
Jose office towers brick open space
Data: fusive
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Figure 4 What Does Each Partner Bring ta the Party?
A Framework for Evaluating Strategic Alliances

Partner Profile: Japan

Partner Profile: Italy

(/Resources

« Money

+ Technology
« Information
« People

» Time

'/Relaﬁonshlps
« Customers
= Channels
« Industry influencers

Reputation
« Visibility
= Credibility

\/ Capabilities

+ Technological expertisc

« Industry experience

« Functional compelencies

« Creative talent

+ Managerial know-how

* Marketing:selling skill

* Entrepreneurial skill

+ Knowledge of country

« Capacity for strategic
thinking

« Skills in interfirm
diplomacy

(,/I:hemistry and Culture
« Values of the firm
« Slyle:personalities
of key people

Partner Profile: France
Partner A Partner B




High-Tech Acquisitions

= Research or Acquire?
- A&D replaces R&D
- Motivation
- Speed
- Cost
- Scale (Market Dominance)

= How to obtain real capabilities out of A&D? (Chaudhuri and
Tabrizi 1999)

- Key words for success: Capabilities & People

- Assess your needs — Expand due diligence — Keep the
new people (Mario Rule])



Cisco Story

Cisco SysTems

A& EX P

1993 Crescendo Communications

1994 Newport Systems Solutions, Kalpana, LightStream Corporation
1995 Combinet, Internet Junction, Grand Junction Networks 2| 47§ A}
1996 TGV Software, Stratacom 2| 77 A}

1997 Telesend, SkyStone Systems 2| 671 At

1998 WheelGroup Corp, NetSpeed 2| 97| At

1999 Fibex Systems, Sentient Networks 2| 1871 At

2000 Compatible Systems, Altiga Networks 2| 237} A}

2001 Allegro Systems, AuroraNetics

2002 Psionic Software, Andiamo Systems 2| 57| At

2003 Latitude Communications, Linksys Group, SignalWorks, Okena
2004 Protego Networks, BCN Systems 2| 127| A}

2005 Intellishield Alert Manager, Scientific-Atlanta 2| 127 A}

2006 Tivella, Greenfield Networks, Orative Corporation 2| 87| A}

2007 Securent, Navini Networks, Latigent 2| 117|j At



http://www.cisco.com/en/US/hmpgs/index.html

Pithney BowesS’ Checklist

Every Acquirer Needs Its Own Checklist

Pitney Bowes's homegrown checklist
ensures that we collect needed information
in 13 areas:

— Financial Information

— Corporate Data

— Products, R&D, and Manufacturing
—IT Infrastructure

— Distribution and Marketing

— Customers, Competition,
and Markets

— Strategy

- Legal Information

— Environmental Matters
- Acquisition/Disposition
— Tax Matters

— Governmental Regulations and
Certain Filings

— Other Information
The small excerpt below suggests the level
of detail pursued in each area.

Dare

Daseription

Cata requested

Target comment

¥I. CUSTOMERS, COMPETITION, AND MARKETS

1. Key customers’ relationship with cempany

a. Az percentage of zales

b. By product area

. By gengraphical area [if appropriatel

d. Contract tarms

2. Listing of existing rental and service contracts
showing revenue, costs, and profitability for all
individual contracts

3. Copies of all significant eustomer-pricing
amendments or carrespondence

4. Overview of customer behavior (including
anticipated shift n custemer sagments)

5. Main competitors

a. By product area

b. By geographical araa

. Estimated present and future markst shares

d. Advantages/disadvantagas by main compatitor

. Basis of competition (price, performance,
service, quality, others)

7. Perceived future competitive threats

8. Detailed market overview, including:

a. Key succass factors in the industry

b. Barriers to entry

. Regulatory conditions

9. Perceved current industry trends and outlook




High-Tech Competition Dynamics:
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- Failure of Great Firms

= Sears Roebuck

= |BM to Digital to Compagq to Dell
= Hard Disk Drive Industry
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Why Good Management Can Lead to Failure?
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Product Performance

performance demanded
at low end market




BY STEPHEN H. WILDSTROM

PENTIUM I11:
ENOUGH ALREADY?

Yeah, it's a lot of
speed for the money
A lot of speed you
can’t really use

ow do you sell super
fast computers when
the slowest and

1

pricing, 1 expect Pentium I
consumer desktops to vanish

| within weeks, leaving just the |

|

cheapest PC on the market is |

fast enough for most people?
That is the challenge facing
Intel as it rolls out its latest
and greatest processor, the
Pentium III Intel’s answer
appears o be clever market
ing, a bit of hype and ag
gressive pricing.

When Intel brought out
new chips in the past they
went intc desktop systems
priced well above whai had
been the top of the line Not
this time Faced with a soft
ening consumer markel and

competition from the soon-to
be-released K6-II1 chip from
Advanced Micro Devices In

tel wants Penfium [T com
puters priced to sell Dell
Computer, for ex

ample, offer:

500-MHz Pentiun
IT1 Dimension xp:

T for $1,775, with
out monitor, and :
450-MHz versior
of the same ma
chine for $1,640. A
similarly equipped
Dimension V powered by a

400-MHz Pentium [I costs
$1,475. With careful J\nppulg
it may be possible find =
Pentium IIT pc priced lawex
than a similar Pentinm [I
unit.

The problen thai you
can buy the same Dimension
V with the cheaper, but not
necessarily slower, 400-MHz
Celeron processor for jusi

a result of Intel’

$1,363. As

Word
proces smg or financial
management apps run fine ai low speeds
A Pentium won’t make you think faster

| cial management run just

[1Is and the Celerons. [
In trying to persuade cus- |
tomers to upgrade to the
Pentium III, Intel and the
computer manufacturers face |
a tough dual challenge. First
they have to sell people on
the need for more speed,
ther they have to convince |
them that the Pentium IIT |
delivers.
PLAYING? Home and business
applications such as word
processing, F-mail, and finan

fine on a Celeron, and a
speedier chip won't make
you type faster or think
faster. Intel promotes
the new chip as pro-
viding a better Web
experience, but unless
you have a cable mo
dem or other high-
speed connection, you
probably won’t notice.
Using a 500-MHz Micron

Millennia, | found Intel’s own
demo site to be much less im
pressive viewed with a Pen
tium [T machine on a 56k
dial-up connection than with
Pentium II Dell Optiplex on
our office network. High-end |
games, complex image ma
nipulation, video editing, and
speech recognition can use all
the power you can throw at
them And beyond sheer
spe«i they will benefit great

ly from new processing capa-
bilities built into the Pentium
[Tl But these activities re-
main outside the computing
mainstream.

UUnless software is rewrit-
ter to take advantage of
those capabilities, the Pen-
tium [IT offers only a very
modest speed improvement—
al most 10%—over existing
chips. A complex image
transformation in Adobe
Photoshop 5.0 took 1 minute
12 seconds on a Micron Mil-
lennia with a 500-MHz Pen-
tium III and a mere 15 sec-
onds longer on an otherwise

sl 400-MHz Pentium I1

Intel made a similar prom-
isc of enhanced capabilities
wher it introduced the MMx
Pentium two years ago, but
software makers never de
livered. To avoid a repeti
tion, Intel has worked close
ly with software developers
to ge! Pentium ITI-enhanced
products to market quickly.
A preliminary version of
UbiSoft’s Laura’s Happy Ad-

ventures 1 looked at showe:
real promise, particularly i
smoother and more realisti
3-D motion Whether tha
improvement will be enoug!
to sell upgrades remains t.
be seen

Apple Computer, by con
trast, faces ne difficulty i
convincing the target audi
ence for the new Power Mac
intosh G38 of the need fo
speed. These computers
based on the Powerpc G:
chip, start at $1,599 for a 300
MHz version and $2,519 for
the 400-MHz. They are de
signed for Mac’s power-hun
gry core -constituency o
graphic artists and multime
dia-conten! producers
Unlike the cheaper

iMac, the transiu-
cent blue and white G2
desktops have lots of ex
pansion room. In addition to
Universal Serial Bus ports
for accessories, they feature
FireWire connectors for hook-
ing up digital video cameras
and other devices requiring
very fast data transfer

Whether mainstream buy
ers are ready for all this
speed or not, computers are
only going to get faster Intel
recently demonstrated a Pen
tiumn TIT running at | giga
hertz and production Pen
tiums and PowerpC chips
should hit 750 MHz by the
end of this year or early
next. Now, all we need is
software thal makes the pow-
er genuinely useful

QUESTIONS? WIIEITS‘I E- mall tech&you@busnu-xsweek com or fax (202) 383- 2125

BUSINESS WEE MARC
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The Dilemma

1. Companies depend on customers and investors for
resources.
- 20l S IS0l FX0P] #iiM= JIE A2 =FH
HE 9010F Stk

2. Small markets don't solve the growth needs of large
companies

- QY JlE2 =2 QA0 Zill= R X 8

Ct

rr

3. Markets that don't exist can't be analyzed.
- MZZALO] S|

4. Not all emerging markets prosper.
- ol J1=0l AML d50ok= A= 2 oL



Adapt or Die

THE LIST ADAPT OR DIE
4 ' :

AT RISM: Doctaors, chip-
»riakers, and B-schools

Diitermma, and tech futurist

What industries will be
blindsided next by
“disruptive technolcgies”
like the Internet?

Claytcon M. Christensen,
the Harvard associate busi-
ness professor who put the

Gearge Gilder note here
some of the industries and
companies living on bor-
rawed time. Their predic-

theory of disruptive tech-
nologies on the map with
his book The fnnovator’'s

1. TELECOM New optical networks will crater packet-switching sys-
tems. At risk: AT&T, with its business model based on veice tariffs.

tions, in crder of the ones
most affected:

6. MICROPROCESSORS lLow-end chips have already brought us the
$500 PC. Forthcoming systems-on-a-chip will put Intel on the hot seat.



SHARING: THE NET’S NEXT DISRUPTION

New technolcgies are marshaling the talents, rescurces, and dellars of millions of people worldwide. That

TELECOM

More than 41 millian people
usa Skypa solmr;{gsham

COASSING PORer

ndwidth, allowing tham to
call eachother for free over
the internel. Pam%aag
result, combined
revenuas of ATET and MCl are
u(gdod tofall by $7.4 bilhan,
or 15%.

Das

80  Business\Week I

SOFTWARE

Coordinating eflartsenline,
programmars workiwide
volunteer an maore than
100000 apean-source
praects such as Linux,
challenging traditional
seltware. Some 52% ol

businassasina recani sunvey

had replacad Micrasoll's
Windows server soflware
with Linux.

eBay worth $52 bilbon.

RETAIL

The 61 million active
members ofeBay have
created a new economy out
of goods once relegatad to
anlique skoresa ¢
sale?ay rating eac? o?ﬁa
enmestiransactions, they
hawve establsheda sell-
sustaining alternatne ko
relail stores —and made

XMt & A

FINANCE
The investment

managemeant firm
Varmaacyhcmma
sortof rolssene league for
70,000 virtual sock traders,
using the top 100 partialios
1 detarmine stack picks for
its $60 millien mutual fund
The jury’s oul: Aflar beating
the markel for two years it

trailed the S&P 500 in2004.

SEEING

WHAT™S NEX

ENTERTAINMENT

Despite :glampns .
racord companies a

%o\-ie studios, at least

100 million people continue

foshare music liles onlina.

Currently, there are about

1bilbon songs available

for file sharing.

MEDIA

USING THE
OF INNOVA
ND

CLAYTON M. CHRISTENSEN
SCOTT D. ANTHONY + ERIK A. ROTH

Reversing the traditional
breadcast madel, more than
S3milion Amancans have
contributed material to the
Nel, such as product reviews
and blog postings. At least 10
million blogs, some drawing
mere visdars than
mainstream news sites, are
now read bty 2 million
Americans.

collective power is shaking up the status quo in many industries:

ADVERTISING

Search angine Google
instantly polis milions ol

aple and businasseswhose

o&sigsmmqachohud

Jﬁlﬁaﬂe new A

gnm tha goss:d%z
billion tast year, up 118%.
That compares withan 8%
increasain TV ad spe
and 5% in nawspapars
Magazings.



Then, What Can be Done?

Determine whether the technology is
disruptive or sustaining.

Define the strategic significance of the
disruptive technology.

Locate the initial market for the
disruptive technology.

Place responsibility for building a
disruptive technology business in an
independent organization.

Keep the disruptive organization
independent.

novators
Jllemma

When

New 1»,';?111')10?1:“.
Cause Great Firms
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NOVEMDER 2002

TOOL KIY
——_——

How to Identify

Your Enemies

Before They Destroy You

by Farshad Rafii and Paul ). Kampas

When trying to anticipate competitive threats,

managers often have trouble distinguishing

signal from noise. This tool can help.

E'VE ALL HEARD THE STOKIES
about corporate giants who
Ignored disruptive Innova-

tions and paid a steep price in the end:
Think Digital and the personal com-
puter, or Detroit and japanese cconamy
cars. These stories have become part of
the business lore, and big companies
now spend a substantial amount of time
and moaey wying 1 make sure they,
too, don't et blindsided by smaller,
leaner companies.

But it's not easy to distingussh gen-
uine threats from also-rans as they first
appear, Executives are typially bom-
barded by emerging technologies, most
of which will not amount to serious
competitive threats and deserve to be
ignored. Compounding the difficulty,

diverse organizational constituencics
bring different biases to the problem
and honestly disagree about what & a
genuine threat as opposed to a false
alarm. On the oo hand, the people who
run existing core businesses often woery
that they”ll kill the golden goose by
diverting too nruch sttention to emeng-
ing technodagies. On the other hand, the
people In new business development
woery that waiting too long to invest in
the next wave will destroy the company.
Hecause it's hard for the oqganization as
a whole to tell signal from noise, real
disruptions are usually not taken sers
ously until they become obndous-when
it's aften too late.

Disruption isn't mevitable, however.
We've developed and tested a tool that

115
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L
Disruptiveness Profile: Dell Versus Compaq

' Dell’s successful disruption of Compag's business process model hardly seems surprising in retrospect:
- Strong to very strong forces enabling disruption existed at every stage.

. Stage Forces disabling disruption -3 -2 -1 0 +1 +2 +3 Forces enabling disruption
Foothold market entry unattractive foothold not attractive
market(s) utilized foothold market(s)
Main mark high barriers to ent: Dell had easy access to suppliers, no low barriers to ent
a s i L costly sales force, and it outsourced 1 S i
many activities. Vil
Customer attraction low value added Dell offered low cost, build | high value added
to order,direct shipping,and
good technical support. -
Customer switching high costs of switching Dell’s products were fully \| low costs of switching
plug-compatible. i
Incumbent retaliation low barriers to retaliation Q",“p"q h"d difficulty dupli-*, high barriers to retaliation
cating build-to-order process
and shifting channels. ~ +
Incumbent displacement low revenue displacement Dell and Compaq product lines i ] high revenue displacement
overlapped greatly. ,:

Disruptiveness Profile: Sony Takes on Microsoft

Stage Forces disabling disruption -3 -2 -1 0 +1 +2 +3 Forces enabling disruption j
Foothold market entry una:(rra(ctive foothold 2.0 B, attractive
market(s) " / foothold market(s)
Main market entry high barriers to entry 15 '~, low barriers to entry
Customer attraction low value added 1.3 “,»(Mthlw_ie. 3 high value added
7 - Computer)
Customer switching high costs of switching 1.0 '\, low costs of switching
In o o " : o y : "Y ‘with stroni 4 R o
cumbent retaliation low barriers to retaliation { =19 (MS antitmgt high barriers to retaliation
b » sanctions)

Incumbent displacement

low revenue displacement

high revenue displacerment
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One or more very strong disabling factors exist
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Contributing factors are neither strongly disabling nor strongly enabling
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< A Key stage or an important contributing factor has a high level of
uncertainty
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Preventive Medicine: Intel’s Strategy for Averting Disruption

The process this article describes helps companies assess specific competitive threats. But companies can
also use the instrument to try to anticipate (then stave off) nonspecific disruptions. Here is our take on how
Intel has successfully fought off would-be disrupters at every stage of the process.

— —_—
Stage Forces disabling disruption -3 -2 =1 0 +3 Forces enabling disruption
Foothold market entry | unattractive foothold s protect low end with Celeron and attractive
market(s) . SwongAm chip family foothold market(s)
L +, =compete & chip, board, and box leved
Main market entry high barriers 10 entry 3 m:mmﬁ" = low barriers 1o entry
*. *keep enhancing proprietary
+_architecture
Customer attraction | low value added P85 s “m?";""""‘t bw"’u“:':"""' ot high value added
« *strive for performance leadership at
. high end
Customer switching high costs of switching :‘m'&m‘dwm htw Cips low costs of switching
«, *strengthen loyalty via “inted Inside”
Incumbent retaliation | low barriers 1o retalation |+ “m”“"&mgd o s high barriers to retaliation
+ et up aernative low-cost
+ Gevelopment capabiities (sae)
Incumbent o revenue displacement A L . m” o commmnicyions Chps high revenue displacement
segments
displacement -+ promote prmary demand by

+ fueling compute-hungry apps




Innovator’s Solution (2003)

< Innovator’s Solution
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