STRATEGY
RULES

FIVE TIMELESS LESSONS FROM
BILL GATES, ANDY GROVE,
AND STEVE JOBS
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Our Answer

ALearn from masters we know well

I Bill Gates
I Andy Grove
I Steve Jobs

AWho happen to be three of the greatest strategists in the
modern era
I Redefined modern business
I Redefined modern life
I As CEQOs, built three of the most valuable franchises in history
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Three Very Different People

; Gates - privileged, geek, drop-out
PUTER SOFTWARE

) . .
‘ ' 1é'the Machine

Grove - Holocaust, engineer, Ph.D.
Jobs - orphan, flower child, drop-out
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Shared Common Traits that Helped Them
Become Great Strategists...

1. Harbored outsized ambitions Nfor themselves and their

companies

2. Cultivated a ferocious work ethic for themselves and their

employees
3. Valued and provoked intense debate
4. Great Intimidators/great motivators

5. A paranoid streak; never took success for granted

©David Yoffie & Michael Cusumano. Do not reprint or distribution without permission of the authors



Three Entrepreneurs

$

*Three Titans of Industry

3 Extraordinary Records

Profits at
Beginning
of CEO
Tenure

Yo

Gates
(25 years)

Grove
(11 years)

Jobs
(14 years)

©David Yoffie & Mich&E=S%

($135 million)

($403 million)

Op. Profits at
End
of CEO
Tenure

‘ $11 billion

$10 billion

$34 billion

Peak Market
Capitalization

$612 billion

(12/27/99)

$501 bhillion

(08/31/00)

$658 billion

(09/19/12)




Franchises They Built Have Endured,

Microsoft
after Gates
(13 years)

Intel after

Grove

(15 years)

Apple after

Jobs
(2 years)
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Post-CEOs
Revenue Cumulative Recent
Growth Operating Market
Profit Capitalization

$23b to $79b

$25b to $53b

$108b to
$171b

$257 bhillion

$160 billion

$79 billion

$400 billion

$180 hillion

$700 billion




Gates, Grove, Jobs

Shared Five Rules
We argue these are/should be common to all master strategists

ALook forward, reason back
- Tie visiori to coricrete actions...dike game tseors & ¢chess | 0 1 - -

AMake big bets, without betting the company

I Bold and ambitious, but not reckless

ABuild platforms & ecosystems, not just products
iNo firmslananooespeciallwy.in tec

AExploit leverage & power
i Master the tacdiamd oifsbmd h Aj] udc

AShape the company aroummd vy
I Personal strengths = comparative advantage, dive deep &
compensate for weaknesses
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Rule 1:
Look Forward, Reason Back

Strategy must be forward looking
Look towards the end game

Then:

Reason back to the actions which
produce the desired outcome
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L ook Forward, Reason Back:

-

Four Themes

A Look forward: a vision of the future
I reason back to set boundaries and priorities

A Look forward: customer needs
I reason back to match needswitht oday os capabi | 1t

A Look forward: competitorsémoves

I reason back to build barriers to entry and customer
lock-In

A Look forward: industry inflection points
I reason back to commit to change & stay the course
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Start with a Vision
AlLou Gerstner, 1993

MMhe | ast thing IBM needs 1 s a Vi SI ¢

AGerstner 2004, pie-in-the-sky is truly irrelevant

ORIV

- Mi si on |1 s easy. | t6s so easy t
ard 1 s

goingtohit oneover there. Whatos h

AVision (can be) easy, but it is not irrelevant

AThe key is: Look forward

- Extrapolate & interpret -- Interpretation is key
- Develop a point of view -- your firm & ecosystem, maybe 1, 5, 10 years?

- It should be simple, a few key words and pictures

Then reason back

- What are the specific actions for TODAY?
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Gates (at Microso

Microsoft's original mission statement: "a computer on
every desk and in every home, running Microsoft software."

nNWhen Paul Allen and | start
ago, we had big dreams about software. We had dreams
about the impact it could have. We talked about a computer

on every desk and in every home [running Microsoft
software].l t 0 s been amazing t o Seec¢
become a reality and touch so many lives. | never imagined
what an incredible and important company would spring
from those original |l deas. 0
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Jobs (2000-1)

AWhat 1 s our vision? e Ever)
wani ngéwe donot think the P(
e v o | vTheafgturecof computing lay in finding a way to
allow users to create, share, and add value to the

explosion of digital devices. T he - AnMac can be
6di gi t al hubo of our emergir
tremendous value to our ot he
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Grove (Late 19E¢

GroveO0Os Vvision was that dri vi ng
vertical computer industry into horizontal layers and envisioned
Intel as market leader in the microprocessor segment.

The Transformation of thj Computer Industry
(mat fo 5o J‘

The New Hortzontal Computer Industry—Circa 1995

DOS and Windews l.'l!lf Mac I.l'N IX.

L
oo | Canpi | Dl | P el 'l‘”‘" ]l]'l\lfm
chips lntel Archiecrare ]Mamni | mv.cj
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What 0S your

©David Yoffie & Michael Cusumano. Do not reprint or distribution without permission of the authors



Reason Back to Set Boundaries and Priorities

U Gates: software only (for 25 years)
U Jobs: digital devices that connected to the Mac (IPod)

UGroveos hori zont al PC |1 ndu
Sspot so

U Focus on CPUs, staying out of making computers

VR DIortedFeolIec ior ah cperatirey systemis oy R AN oper at

~ WHAT DOES “DO IT RIGHT”

1

VALUE
MOUNTAIN

| Classical Semiconductor Business:

e.g.: Memories

HDD

Sranded in the: Auto
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The easy part Is looking
forward

The hard part Is reasoning
back
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Rule 2:
Make Big Bets, Without Betting the Company

A Great strategy is not for the faint of heart: bold & risk-taking
AWhy?

I If it were easy, everyone could do it

A Great strategists often do the non-obvious, the difficult, and the
counter-intuitive

I Most great strategists make big, bold bets which work, in part, because
they scare competitors

A Types of bets:
I Financial, competitive, reputational
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Four Key Themes

AMa k e fame changing bets;
ADon 6t bompanyt h e
ACannibalize your own businesses; and,

ACut your losses.
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Make nBigo Game CI

AGates (competitive bet)

- Broke with IBM (60x in sales), abandoned OS/2, bet on Windows
A Makingl BM t he enemy was the fnightmare

AGrove (financial & competitive bet)

- Sole source the 386 processor; Intel Inside
A Broke industry conventions: Grovei fioppor t uni sti co but

AJobs (financial & reputational)

- Switch to Intel from PowerPC
AABurned the boat so

- Open Apple retail
A Zero experience; Gateway had just spectacularly failed

©David Yoffie & Michael Cusumano. Do not reprint or distribution without permission of the authors



WHAT ARE YOUR BIG BETS?

WHAT ARE YOU DOI NC
BOLD TODAY?
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Cautionary Tale:
Bet the Companyéa

AStephenE|l ofgbarning pl atfo
I Bet on Windows
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Rule 3:

Build Platforms & Ecosystems, Not Just Products

ATo be a master strategist, you must influence the world
beyond the boundaries of your firm

A History suggests that the best platform, not the best
product, often wins:

I e.g., VHS vs. Betamax, DOS PC vs. Macintosh, CISC vs. RISC,
Android vs. iIOS e

©David Yoffie & Michael Cusumano. Do not reprint or distribution without permission of the authors



Rule 4;

Exert Leverage & Power: Play Judo and Sumo

Great strategists must master tactics as well
and strategy and know when to play Judo and
when to use Sumo tactics

- Clever
- Ruthless



How to Execute?

Rule 5:
Shape the Company Around Y

ey - a deep understanding of software, insight to write once
& sell a million times (product model)

- pursuitofnt r ut h. & das cd psdinent i s
making Mo o r e 0 a redlity (Wab)

- an unmatched sense of product design aimed at
at the average person (user experience)




Personal Anchor Defined

AA personal anchor:

I A foundation and direction for a company, building on the
| eader 0s per sonal background

I CEOs and entrepreneurs backgrounds and strengths
become like anchors for their organizations.

AC E O @yaps or weaknesses will limit what the
organization can achieve unless:

I The leader identifies the gaps and fills those holes with other
resources.
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Conclusion:
Becoming a Master Strategist

A Larry Page
I Look forward and make big bets
A Mark Zuckerberg
I Platform thinking
A Jeff Bezos
I Hardball and extraordinary attention to detall
A Pony Ma (Tencent)
I Embrace & extend, platforms, and network effects

ADON A@ET THE ANCHOR FREEZE YOU

A COMPLEMENTS ARE NOT SUBSTITUTES _
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Complements Are Not Substitutes

AThe Problem: How to choose a successor to a great
strategist?

ASteve Ballmer - Perfect complement to Bill Gates
I Ballmer - people and customers; Gates - technology and strategy

ACraig Barrett was the perfect complement to Grove

I Barrett - manufacturing and operations; Grove T strategy, marketing and
sales

ATim Cook was the perfect complement to Steve Jobs

I Cook - supply chain, operations, sales; Jobs i products, marketing, and
design
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Solving the Complements Are Not
Substitutes Problem

AProblem: How to replace a legend?

AOPTION 1: Run internal competition

I GE under Reginald Jones

I Citibank under Walter Wriston
I Two dark horses emerge:
I Jack Welch
I John Reed

, OPTION 2: Board of Directors take control
T Intel and Microsoft in 2013

AOthers?
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