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THE CYBERMAGNATE AND NET FLAWS

Bill Gates

The phone in Gates’ office almost never rings. Nor do phones seem to
ring much anywhere on the suburban Microsoft “campus”, a cluster of 35 low-
rise buildings, lawns, white pines and courtyards that resemble those of a
state polytechnic college. Gates runs his company mainly through three meth-
ods: he bats out a hundred or more e-mail messages a day (and night), often
chuckling as he dispatches them; he meets every month or so with a top man-
agement group that is still informally known as the boop (Bill and the Office of
the President); and most important, taking up 70% of his schedule by his own
calculation, he holds two or threé¢ small review meetings a day with a proces-
sion of teams working on the company’s various products.

There is a relaxed, nonhierarchical atmosphere as the seven young man-
agers of the “WebDVD” group, all in the standard winter uniform of khakis
and flannel shirts, gather in a windowless conference room near Gates’ office.
They have been working for almost a year on a digital videodisc intended to
provide content along with Web browsing for television sets, and he wants to
review their progress before leaving for Japan, where he will meet with such
potential partners as Toshiba.

Craig Mundy, the veteran Microsoft exec who oversees all noncomputer
consumer products, lets the younger team members lead the discussion. Gates
quickly flips ahead through the deck of papers and within minutes has the gist
of their report. He starts rocking, peppering them with questions that segue
from the politics of their potential partners, the details of the technology, the
potential competition and the broad strategy. The answers are crisp, even as
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Gates drills down into arcane details. No one seems to be
showing off or competing for attention, but neither do any
hesitate to speak up or challenge Gates. To a man (and
they all are), they rock when they think.

“Does this allow scripting in HTML?” he asks, refer-
ring to the authoring language used to create Websites.
They explain how. He challenges them about why it re-
quires four megabytes of memory. They explain; he drills
down more; they finally prevail. There is an intense.discus-
sion of layers, sectors, modes, error corrections and
MPEG-2 video-compression standards. “Our basic strategy

” Gates decrees. Everyone

must be processor agnostic,
nods. Then he shifts without missing a beat to corporate
tactics. “Are we going to get Philips and other manufactur-
ers and the moviemakers to agree on a standard?” We’ll get
to that in a minute, he’s told. He wants to get to it now.

There is a rapid discussion of the internal politics of
Philips, Sony, Time Warner, Matsushita and Toshiba, a-
long with their respective Hollywood alliances.

Gates doesn’t address anyone by name, hand out praise
or stroke any egos. But he listens intently, democratically.
His famous temper is in check, even when he disagrees with
someone’s analysis of the DVD’s capability to handle some-
thing called layering. “Educate me on that,” he says in
challenging the analysis, and after a minute or so cuts off
the discussion by saying, “Send me the specs. ”

Gates does not hide his cutthroat instincts. “The com-
petitive landscape here is strange, ranging from Navio to
even WebTV,” he says.. He is particularly focused on,
Navio, a consumer-software consortium recently launched
by Netscape and others designed to make sure that Win-
dows and Windows CE (its consumer-electronics cousin) do
not become the standard for interactive television and game
machines. “I want to put something in our product that’s
hard for Navio to do. What are their plans?” The group ad-
mits that their intelligence on Navio is poor. Gates rocks

69



CHAPTER ONE THE CYBERMAGNSTE AND NET FLAWS

harder. “You have to pick someone in your group,” he tells
Mundy, “whose task is to track Navio full time. They’re
the ones I worry about. Sega is an investor. They may be
willing to feed us info.” Then he moves on to other com-
petitors. “What about the Planet TV guys?” Mundy ex-
plains that they are focusing on video games, “a platform
we haven’t prioritized. ” Gates counters: “We can work
with them now, but they have other ambitions. So we’ll be
competitive with them down the line. ”

Though the videodisc is not at the core of Microsoft’s
business, this is a competition Gates plans to win. The
group argues that the $ 10-per-unit royalty is too low.
“Why charge more?” he asks. They explain that it will be
hard to make a profit at $ 10, given what they are putting
in. Gates turns stern. They are missing the big picture.
“Our whole relationship with the consumer electronic guys
hangs in the balance,” he declares. “We can get wiped.”
Only the paranoid survive. “The strategic goal here is get-
ting Windows CE standards into every device we can. We
don’t have to make money over the next few years. We
didn’t make money on MS-DOS in its first release. If you
can get into this market at $ 10, take it. ” They nod.

His mother may have come to terms with this competi-
tive intensity, but much of the computer world has not.
There are Websites dedicated to reviling him, law firms fo-
cused on foiling him and former friends who sputter at the
mention of his name. Companies such as Netscape, Oracle
and Sun Microsystems publicly make thwarting his “plan
for world domination” into a holy crusade.

The criticism is not just that he is successful but that
he has tried to leverage, unfairly and perhaps illegally,
Microsoft’s near monopoly in desktop operating systems in
ways that would let him dominate everything from word
processing and spreadsheets to Web browsers and content.
The company is integrating its Internet Explorer browser

and Microsoft Network content into its Windows operating
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system, a process that will culminate with the “Active
Desktop ” planned for Windows 97, due out in a few
months. Critics see a pattern of Microsoft’s playing hard-
ball to make life difficult for competing operating systems
and applications; Microsoft Word has been buggy on Mac-
intosh operating systems, users have found it tricky to
make Netscape their default browser when going back and
forth from Windows to the Microsoft Network, and appli-
cation developers have complained that they don’t get the
full specs for new releases of Windows as quickly as
Microsoft’s own developers do.

“They are trying to use an existing monopoly to retard
introduction of new technology,” says Gary Reback, the
Silicon Valley antitrust lawyer representing Netscape and
other Microsoft competitors. The stakes are much higher
than whose Web browser wins. Netscape is enhancing its
browser to serve as a platform to run applications. “In oth-
er words,” says Reback, “if Netscape is successful, you
won’t need Windows or a Microsoft operating system any-
more. ” On the other hand, if Microsoft is allowed to embed
its Web browser into its operating system in a manner that
maintains its monopoly, Reback warns, “where will it
stop? They’ll go on to bundle in content, their Microsoft
Network, financial transactions, travel services, every-
thing. They have a game plan to monopolize every market
they touch.”

Gates makes no apologies. “Any operating system
without a browser is going to be f ___ out of business,” he
says. “Should we improve our product, or go out of busi-
ness?” Later, on his trip to Japan, he returns to the subject
in a two-page e-mail. “Customers are benefiting here in the
same way they benefited from graphical interfaces, multi-
tasking, compressions and dozens of other things,” he
writes. “If improving a product based on customer input is
willful maintenance of trying to stay in business and not
have Netscape turn their browser into the most popular

. 4 .



CHAPTER ONE THE CYBERMAGNATE AND NETFLAWS

operating system, then I think that is what we are supposed
to do.”

Though the stakes are clear, the law (which was de-
veloped in the era of railway barons) is not. After deadlock-
ing, the U.S. Federal Trade Commission in 1993 surren-
dered jurisdiction over Microsoft to the Justice Department.
FTC Commissioner Christine Varney, an expert in the
field, says it’s hard to apply antitrust law in a fluid situa-
tion. “My concern is with the law’s ability to keep pace
with market conditions in fields that change so rapidly,”
she says. “Once it’s clear a practice is anticompetitive, the
issue may already be moot. ”

Longtime competitors raise a more philosophical issue
about Gates: his intensely competitive approach has poi-
soned the collaborative hacker ethos of the early days of
personal computing. In his book Startup, Jerry Kaplan de-
scribes creating a handwriting-based system. Gates was ini-
tially friendly, he writes, and Kaplan trusted him with his
plans, but he eventually felt betrayed when Gates an-
nounced a similar, competing product. Rob Glaser, a for-
mer Microsoft executive who now runs the company that
makes RealAudio, an Internet sound system, is an admirer
who compliments Gates on his vision. But, he adds, Gates
is “pretty relentless. He’s Darwinian. He doesn’t look for
win-win situations with others, but for ways to make oth-
ers lose. Success is defined as flattening the competition,
not creating excellence.” When he was at Microsoft, for
example, Glaser says the “atmosphere was like a Machi-
avellian poker game where you’d hide things even if it
would blindside people you were supposed to be working
with. ”

It comes down to the same traits that his psychologist
noted when Gates was in sixth grade. “In Bill’s eyes,” says
Glaser, “he’s still a kid with a startup who’s afraid he’ll go
out of business if he lets anyone compete. ” Esther Dyson,

whose newsletter and conferences make her one of the
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industry’s fabled gurus, is another longtime friend and ad-
mirer who shares such qualms. “He never really grew up in
terms of social responsibility and relationships with other
people,” she says. “He’s brilliant but still childlike. He can
be a fun companion, but he can lack human empathy. ”

“If we weren’t so ruthless, we’d be making more cre-
ative software? We’d rather kill a competitor than grow the
market?!?” Gates is pacing around his office, sarcastically
repeating the charges against him. “Those are clear lies,”
he says coldly. “Who grew this market? We did. Who sur-
vived companies like IBM, 10 times our size, taking us on?”
He ticks off the names of his rivals at Oracle, Sun, Lotus,
Netscape in an impersonal way. “They’re every bit as com-
petitive as T amp. ”

“We win because we hire the smartest people. We im-
prove our products based on feedback, until they’re the
best. We have retreats each year where we think about
where the world is heading. ” He won’t even cop a plea to -
the ~charge that Microsoft tends to react to competitors’
ideas—the graphical interface of Apple, the Web browser of
Netscape—more than it blazes new trails of its own.
“Graphical interfaces were done first at Xerox, not Apple.
We bet on them early on, which is why Microsoft Office ap-
plications became the best. ”

Gates is enjoying this. Intellectual challenges are fun.
Games are fun. Puzzles are fun. Working with smart people
is superfun. Others may see him as ruthless, cold or bru-
tal; but for him the competition is like a sport, a blood
sport perhaps, but one played with the same relish as the
summer games at Hood Canal. He sprawls on a couch, un-
coils and pops open a Fresca. Though rarely attempting the
social warmth of his mother, Gates has an intensity and en-
thusiasm that can be engaging, even charming. He takes a
piece of paper and draws the matrix of strategies he faced
when creating applications to compete with WordPerfect
and Lotus. See what an exciting puzzle it was? His language
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is boyish rather than belligerent. The right “stuff is really

neat” and “supercool” and “hardcore,” while bad strategies

4 %

are “crummy” and “really dumb” and “random to the

max. ”

His office is rather “modest, sparsely decorated and
filled with standard-issue furniture. The biggest piece of art
is a huge photo of a Pentium processor chip. There are
smaller pictures of Einstein, Leonardo da Vinci and Henry
Ford, though he admits that he has little admiration for the ‘
latter. The few personal pictures include one of the original
dozen Microsoft employees (most with scruffy beards, ex-
cept him), one of Ann Winblad on a trip to Germany, and
one with Melinda and nine friends on a 1995 vacation to In-
donesia. There are no pictures of Jennifer displayed, but he
pulls a snapshot out of his desk showing him proudly
cradling her.

He hopes to be running Microsoft for another 10 years,
he says, then promises to focus as intensely on giving his
money away. He says he plans to leave his children about
$ 10 million each. “He will spend time, at some point,
thinking about the impact his philanthropy can have,” Buf-
fett says. “He is too imaginative to just do conventional
gifts. ” Already he’s given $ 34 million to the University of
Washington, partly to fund a chair for human genome-pro-
ject researcher Leroy Hood; $ 15 million (along with $ 10
million from Ballmer) for a new computer center at Har-
vard; and $ 6 million to Stanford. An additional $ 200 mil-
lion is in a foundation run by his father, and he has talked
about taking over personally the funding of Microsoft’s pro-
gram to provide computers to inner-city libraries, to which
he’s donated $ 3 million in book royalties. “I’ve been push-
ing him gently to think more about philanthropy,” his fa-
ther says. “I think his charitable interests will run, as they
do now, to schools and libraries. ”

Asked about his regrets, Gates talks about not getting

a Microsoft e-mail application to the ,market quickly
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enough. “We were too busy, and at a retreat where I wrote
our next priorities on a board, everyone said I had to take
one off, so we took off e-mail. ”

It is hard to get him to delve more personally. But es-
pecially since Jennifer’s birth, friends say, he has begun to
reflect more on his life and what he might end up contribut-
ing. He speaks of the promise of computing, not just in
business terms but in social ones. “Everyone starts out re-
ally capable,” he says. “But as you grow and turn curious,
either you get positive feedback by finding answers or you
don’t, and then this incredible potential you have is discour-
aged. I was lucky. I always had a family and resources to
get more and more answers. Digital tools will allow a lot
more people to keep going the next step rather than hitting
a wall where people stop giving them information or tell
them to stop asking questions. ”

He has also become less enamored with pure intelli-
gence. “I don’t think that I. Q. is as fungible as I used to,”
he says. “To succeed, you also have to know how to make
choices and how to think more broadly. ”

So has family life dulled Gates’ intensity? “Well, pre-
dictably, he’s pumped and focused on Jennifer,” says
Ballmer. “He showed a picture of her at our last sales con-
“ference and joked that there was something other than
Netscape keeping him awake at nights. He may be a bit less
exhausting and a bit more civil. But he still pushes as hard,
still keeps score.” Gates likes repeating Michael Jordan’s
mantra—They think I'm through, they think I'm
through—and the one Intel’s chief executive Andrew Grove
used as a book title, “Only the paranoid survive.” As
Ballmer says, “He still feels he must run scared.” Gates
puts another spin on it: “I still feel this is superfun.”

And what about his feeling that there is nothing unique
about the human mind, that intelligence can someday be
replicated in binary code? Has watching a daughter learn to
smile at a father’s face changed that at all? At our last

¢« 8o
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meeting, these questions don’t seem to engage him. As I
wander out of his office, he offers none of life’s standard
see-you-again someday pleasantries, but he agrees that I
should feel free to e-mail him. So I pose the questions, a-
long with some more mundane technical ones, in a message
a few days later. Answers to the tech issues come prompt-
ly. But he ignores the philosophical ones. Finally, weeks
later, a note pops up in my mailbox, dispatched from
storm-swept Seattle;

“Analytically, I would say nature has done a good job
making child raising more pleasure than pain, since that is
necessary for a species to survive. But the experience goes
beyond analytic description. Evolution is many orders of
magnitude ahead of mankind today in creating a complex
system. I don’t think it’s irreconcilable to say we will un-
derstand the human mind someday and explain it in soft-
ware-like terms, and also to say it is a creation that
shouldn’t be compared to software. Religion has come
around to the view that even things that can be explained
scientifically can have an underlying purpose that goes be-
yond the science. Even though I am not religious, the a-
mazement and wonder I have about the human mind is clos-

er to religious awe than dispassionate analysis. ”
Internet’s Hidden Flaws

You’ve got mail—and the news seem good! For many
people the Internet has changed their way of living. They
have become virtual masters of the world. With one push of
the mouse button, everybody can visit the Pope at the Vati-
can, the CIA, Harrods and the British Museum. Humans
are able to expand their horizons almost immediately. Ordi-
nary people can chat with the great and famous people from
all over the planet. In the past, it was easy to speak out,
but expensive to be heard. Now, individuals can voice their
opinions on a worldwide stage. Everybody has their own

mini-publishing house in their living room. Information can
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move more freely, giving more power to citizens than ever
before. Universally accessible e-mail puts people in touch
with their friends around the globe, anywhere, at anytime.
Consumers can window-shop and purchase all kinds of
products without ever leaving the house. Even government
agencies deliver their services on-line, eliminating the need
for long lines and be harassed by rude and slow bureau-
crats. Education becomes available to everybody via dis-
tance learning. All this is great! And it represents only a
very small selection of what is available now and will be
possible in the future. Despite the simplicity of the basic
idea, the Internet is a technological wonder with revolution-
ary potential.

Opinion leaders and mass followers all have been quick
to praise the enormous advantages of the Internet. Alas,
cybermania makes them overlook its hidden, potentially
lethal traps. They then run the danger of getting lost not
only in cyberspace, but in the real world as well. There are
tremendous risks at the personal, interpersonal, national
and international level. Throughout the world, many, of-
ten older politicians, who do not have a firm gtasp on new
technology, do not fully understand the dangers. The same
is true for consumers. Curiously, very few people even talk
about the risks of the World Wide Web.

On a personal level, the Internet often makes people a
“web-holic”—a term I took the liberty to create. They be-
come addicted to spending an ever-increasing amount of
time in a virtual and synthetic world. Surveys have shown
that users feel guilty about wasting too much time with
their new “toy.” Given the absence of powerful search en-
gines, people often lose much time tapping in the dark.
Since there is no quality control on content, the retrieved
information is often irrelevant, superficial and sometimes
_even wrong. Besides, human greed and curiosity lead
browsers to follow the new seducer in web world: “Hyper-
links. ” They lead them to information they were not

¢« 10
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looking for at all. In the virtual maze, hours after hours fly
away. This happens literally at the speed of light, which
dramatically exceeds the pace of any previous gadgets.

The fact that there is also no content control also com-
pounds the problem. Popular (un)culture, violence, dirty
erotic material all enter households effortlessly, byte by
byte. Many minority associations that are dangerous to the
fabric of society can spread their poison, including pseudo-
religious cults and others. The “silent majority” just stands
by and watches. Even children consume these uncensored
evil products on a daily basis and become addicted— during
a time in life when natural beauty and spiritual pureness
should surround and uplift our innocent little angels. We
see the dire consequences of this “democratization” in the
US society; shootings in schools, moral degradation and
the breakdown of the family. If unchecked, the Internet
will spread these US “gifts” and “blessings” to the rest of
the world, including China.

There are also serious privacy and personal security
concerns. Any e-mail is like a postcard. People can inter-
cept and read it. The ease with which hackers were able to
penetrate Microsoft’s free e-mail service and get access to
40 million free Hotmail e-mail accounts via an Internet site
is a good demonstration of this “openness.” Despite reas-
surances to the contrary, these security leaps are likely to
happen again. Ironically, the very accessibility and open-
ness of the Internet make it an ideal object for hackers.
Managers in most organizations also read their employees’
e-mails. A large number of other interested observers fol-
low every step (or better, click) on the Internet. Web-
based databases, built on the basis of such “intelligence” or
voluntarily submitted personal details, already now contain
an enormous wealth of information on individuals.

At the interpersonal level, instead of fulfilling the
promise of greater interconnectedness of people, humans
will become more isolated. Community structures and the
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