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The View from Microsoft
Adam Cohen
(Time, February 1,1999)

Bill Gates sees the world very differently from his
‘antitrust' pursuers. Could it be that he is right?

When Bill Gates appeared on *Martha Steward Living® last
week he seemed as *wholesome? as a tin of her homemade “ginger-
bread* cookies. He encouraged America’s children to “dive in and
use the computer, even if they feel like maybe the other kids are
better.” He talked about his two-year —old daughter who “gets a
“kick® out of the software she’s using to learn the alphabet. And he
was warmly supportive when Stewart *confided® that her 84-year-
old mother is getting started on e-mail. “That’s fantastic ”*, Gates
told Stewart, with genuine interest. “With a few hours you can get
very comfortable.”

The segment ended before Gates could help make scented
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candles, but Microsoft’s point has been made. Gates’ TV appear-
ance was part of a ‘two-pronged' effort: a Microsoft ‘p.r.2cam-
paign to counter those famously “snarly® Gates videotapes, and a
courtroom defense, begun in earnest last week, to fight the anti-
trust charges against the company. At the center of both is
Microsoft’s peculiar vision of the computer world and its place in
that realm. Microsoft sincerely sees itself as a force for good—
bringing PC users technical innovation and consumer value—and
far from being a powerful ‘monopoly*, feels threatened on all sides.
It’s a radically different view from the government’s, and the out-
come of the antitrust suit may "turn on’ whether Microsoft can per-
suade the courts to see the world as it does.

How can Microsoft say it’s not a monopoly when its software
operates 9 out of 10 of the world’s PCs? Because it considers nearly
every high-tech company—including *behemoths® like Intel, Sun
Microsystems, Oracle and AT&T—to be a direct rival. The com-
pany has become increasingly concerned about the *breakneck’
speed at which those companies are forming *alliances®. America
Online is buying Netscape, At Home is buying Excite, Lucent is
acquiring Ascend Communications—all deals worked out since
the start of the antitrust trial. “This is a "yeasty® industry,” Says
Microsoft general counsel William Neukom. “It’s important to
realize how fast things move.” Of course, none of the deals is
focused on operating-system software, so none *poses'°a direct
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threat to the dominance of Windows. But that doesn’t stop Microsoft
from worrying.

Microsoft is also *flummoxed' by the government’s claim that
its "allegedly? monopolistic practices have hurt consumers.
Microsoft argues, with some “justification®, that PC sofiware has
been rapidly improving and continues to do so. As for price,
Microsoft’s lead “witness®, economist Richard Schmalensee, testi-
fied last week that if it were a monopoly, Microsoft would charge
at least 16 times as much for Windows as it really does. Microsoft
makes much of the fact that the government’s economist, Franklin
Fisher, testified that consumers weren’t being hurt by Microsoft’s
actions in the *Internet-browser® market. Of course, Fisher also said
he believed there will be harm—just that it hasn’t happened yet.

Microsoft also “contends® that the government’s factual case—-
those e-mails about dividing up the internet-browser market, the
deals that reward companies for using Microsoft’s browser—is
based on a fundamental misunderstanding about how the computer
industry works. When the company ‘leans hard on’ rivals, it says,
it’s playing typical high-tech "hardball®. Oracle, Intel or Apple,
Microsoft insists, would do no differently. And meetings that look
“collusive®to lawyers in Washington are required in an industry where
rival products must fit together. “There have to be some standards,”
says Neukom. “That means “collaboration'®, that means cooperation.”

Microsoft’s most *intriguing'! argument is that the industry
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model it dominates—PCs that run on their own operating-system
software—is “in peril'. When you think of competition, you have
to get out of the “mind-set? that this is a PC-centered world,” says
Neukom. In the near future, Microsoft argues, computers may run
on free, open-source software, or may use the Internet as a “plat-
form? for running applications like word processing and e-mail,
making windows *obsolete®. In Microsoft’s view, its dominant
market position is just one “paradigm?’shift away from being
*undone®.

Tech experts debate hotly how likely this is to happen, and
how soon. Legal experts add that it may be a hard argument to
make at trial. “It’s difficult because it relies on getting the court to
look over the *horizon’ and take seriously events that haven’t
happened yet,” says George Washington University law professor
William Kovacic.

It may also seem strange to hear the world’s most successful
company predict its own “demise®. But it’s a familiar story on Wall
Street, where Microsoft is famous for telling ‘analysts® that the
future looks *bleak'® and then acting surprised when its profits go
up. Sure enough, when Microsoft announced its quarterly results
last week, it revealed that its income had jumped75%, *handily"
beating expectations and sending its stock soaring. Investors leamed
long ago to "discount'? Microsoft’s prediction that the sky is
falling. Microsoft’s challenge is to convince the courts that now
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it really is.

Comprehension Check:

1. Why did Bill Gates appear on TV show?

2. Why did Microsoft say that it was not a monopoly?

3. What monopolistic practices have Microsoft conducted in the
government’s claim?

4. What’s Microsoft’s most intriguing argument?

5. Why did investors discount Microsoft’s prediction that the sky
was falling?
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Why AOL Really Clicks

Building the World's Largest *Mall' without Laying a Brick

Russ Mitchell
(U.S. News & World Report, December 7 1998)

The World Wide Web started out as a place to find informa-
tion. But forget information. The Web is becoming a mass medium,
not just a “haunt? for *nerds’. And there is little the masses enjoy
more than finding, acquiring, and consuming things. In other words,
shopping.

In ‘cyberspace®, nobody boasts a bigger body ‘count® than
does American Online. Its 14 million members *dwarf® anybody
else’s online population. Last week, AOL grew even bigger,
after agreeing to "shell out’ $4.2 billion to buy Netscape Commu-
nications.

The primary reason for the purchase: to construct the largest
shopping mall on Earth, without ever having to lay a brick or pave
a single parking space. The deal, says AOL CEO Steve Case, marks
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“a new era of E-commerce,” making it “easier for business to sell
and consumers to shop online.”

And easier, Case hopes, for AOL to make money. Already,
online shoppers are clicking “to the tune' of $13 billion, according
to Boston Consulting Group. Revenue forecasts for E-shopping
range from impressively big to incredibly big——tens to hundreds
of billions of dollars within three or four years. A small piece of
that would enrich any company. AOL wants the biggest piece.

America online is the No. 1 *virtual’shopping mall. It hosts
more than 400 stores, ranging from J. Crew to J & R Computer
World, who pay AOL millions—in some cases $50 million or
more—for their prime location. By buying Netscape, AOL in-
tends to widen its lead.

Netscape is best known for its Internet browser. But AQL
never would have bought Netscape for its ‘browser® alone—the
product, after all, is free. What really *piqued* AOL’s interest was
the company’s Netcenter *portal’, and its behind-the-scenes
E-commerce software.

Portals, a first stop for Web “surfers®, are the most valuable
sites on the Web, simply because their search engines, shopping
areas, and other services attract the most traffic. Netcenter is one
of the most popular portals, chiefly because it is programmed to
"pop up’ automatically whenever someone clicks open a Netscape
browser; large numbers of Netcenter users don’t know or don’t
care that they can easily change the automatic pop-up on their
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own PC to favor a competing Web site, which helps keep traf-
fic number high—Netcenter boasts 9 million registered users.

Virtual mall rats. Heavy traffic is essential to AOL’s grand
plans. An online shopping mall profits not only by charging for a
position on its real estate but also by selling advertising and even
demanding a sales percentage on goods sold. “Web-ratings' service
Media Metrix figures that Netcenter and the America Online Web

NS

site AOL.com are visited by between 70 percent and 75 percent of
Web surfers at least once a month, Even *megasites? like Yahoo!
And Microsoft’s MSN. com doesn’t come close to reaching that
share. And the figures don’t include AOL’s heavily used mem-
bers-only section, which make the combination even more “potent®.

The AOL-Netscape ‘merger* makes up for each company’s
weakness, too. AOL is strongest in the home market; Netcenter’s
strength is in the workplace. Don’t assume that the workplace isn’t
a good location for a virtual shopping mall: Many employees to-
day are so “deskbound® that they are doing their shopping from the
office. Online shopping malls are “acting as a daytime "concierge’
for business users who don’t have time for traditional shopping,”
says Mike West, a research director at the Gartner Group, a mar-
ket research firm. More visitors to Amazon.com——the Web based
‘retailer’ of books, CDs, and videos—are *logging in® from work
than from home, according to Media Metrix.

In addition to Netcenter, AOL also picks up Netscape’s
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