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Introduction

A Tale of Two Introductions

A foolish consistency is the hobgoblin of little minds, adored by little statesmen and philosophers and divines.

—Ralph Waldo Emerson

Apple thought they had it right, this time.

The date: January 19, 1983. The place: the Flint Center at De Anza College, less than a mile down the road from Apple’s headquarters on Bandley Drive in Cupertino, California. The event: the formal unveiling of Apple’s new flagship product at the company’s annual meeting.

The product was a computer, of course, and it was called the “Lisa,” which—depending on who was doing the explaining—either stood for “local integrated software architecture,” or was the name of Apple cofounder Steve Jobs’s daughter, or both.1

The Lisa had been in development since the fall of 1978, when Jobs began focusing on a new computer that would replace the aging Apple II. At that time, Jobs envisioned a machine that would sell for $2,000, and be aimed primarily at the business market. The new machine would be only an evolutionary step beyond what Apple was already producing. In other words, it would be another heavy, clunky, “small” machine—“small” being only a relative term—with a built-in green-phosphor display, a more or less conventional user interface, and so on. Nevertheless, Jobs had high hopes for the new machine, which he hoped would shore up Apple’s existing small-computer market, consisting mainly of educators and amateur computer buffs, and also begin to expand that base into the business arena.2

So, planning began along those lines. Then, about a year later—in November 1979—fate intervened. Against his better judgment, Jobs was persuaded to visit the Xerox Palo Alto Research Center (PARC). The PARC laboratories have since achieved legendary status as a place of astonishing innovation, a place of bubbling technological ferment. But back then, it took some arm-twisting to get Jobs to stop by the sprawling, modernistic complex at 3333 Coyote Hill Road in nearby Palo Alto. By all accounts, Jobs didn’t think that stodgy old Xerox had much to teach Apple Computer, which was then flying high: growing at astronomical rates, getting ready for its second private placement, and generally (pun unavoidable) the apple of Wall Street’s eye.

And, there was a grain of truth in that assessment. Xerox had been a fabled innovator, in its day—more or less inventing the field of photocopying, among other things—but its glory days seemed to be behind it. As the world headed toward the paperless office, photocopying machines were looking more and more like buggy whips. Worse, the competition from Japan was intensifying: It was getting harder to make buggy whips at a profit.

So, from Xerox’s side of the table, there seemed to be good reasons to cozy up to Apple, and even to the famously irascible Steve Jobs. Maybe some of the innovations that had been languishing on PARC’s laboratory benches could find their way to market with Apple’s help. At the very least, assuming that the upstart Apple lived up to its growing buzz, it couldn’t hurt to get a piece of that private placement.

A deal was struck: Xerox would buy 100,000 shares of Apple for $10 a share (and would agree never to buy more than 5 percent of Apple, which jealously guarded its independence). In return, Apple would get to make two reconnaissance trips to PARC, looking for bright and marketable ideas.

Those trips took place in the last two months of 1979, and for the formerly disdainful Jobs, they were a revelation. Xerox’s computer scientists demonstrated an amazing machine—the Alto—that had many of the characteristics that personal computer users would later come to take for granted: things like a graphical user interface, or “GUI” (which allowed the user to interact with the computer in ways other than typing in text commands), bitmapping (a feat of code-writing that allowed for the merging of text and images), a novel input device called a “mouse,” a networking capability, and a user-friendly interface featuring pop-up menus and moveable windows.

Most of these innovations had been sitting around PARC for quite some time—in fact, the Alto was already six years old, and the mouse dated back to the 1960s—and the PARC scientists had presented similar dog-and-pony shows to many previous delegations of corporate bigwigs. But unlike all those previous delegations, this one (headed by the newly humbled Jobs) understood exactly what they were seeing: the future of personal computing. The trick would be to put these innovations into an attractive and affordable package.

Enter the Lisa

Just over three years (which according to Apple translated into some 200 man-years of development efforts) and $50 million later, Apple unveiled the Lisa. The new machine certainly took its inspiration from the Alto, but it also went well beyond Xerox’s pioneering device. Most notably, Alto was the desk; Lisa sat on top of the desk. On the hardware side, Lisa featured a one-button mouse—a significant improvement over Xerox’s three-button model—a 5-megabyte hard drive, two floppy drives, and a 12-inch monochrome display. And, although Lisa was plug-ugly by today’s standards—resembling the offspring of an unhappy mating between a TV set and a toaster—it was far and away the best-looking computer then on the market. As for peripherals, a new dot-matrix printer featured a revolutionary “what you see is what you get” function—captured in the acronym “WYSIWYG,” pronounced “whizzywig”—meaning that for the first time, users could see on the screen what would actually show up on the printed page. Today, we take this for granted; back then, it was a breakthrough concept.

But the real surprises came on the software side. Lisa was the first commercially available computer with a GUI like the Alto’s GUI.3 Simply put, the user no longer had to enter text commands, but could direct the computer by pointing and clicking, clicking and dragging, and so on. Again, the “desktop” metaphor is taken for granted today, but in 1983, it represented a staggering breakthrough. Lisa’s desktop featured pull down menus, windows, scrolling capabilities, a trash can, a clipboard (to facilitate cutting and pasting), and integrated applications (meaning that the user could move easily from one software program to another). Those applications ranged from a spreadsheet program to word processing to drawing and graphing.


Lisa’s charms:

[image: Image] Intuitive

[image: Image] Versatile

[image: Image] Beautiful (but in her own way)



In other words, Lisa had almost everything.4 What didn’t it have? First, Lisa didn’t have a lot of friends in the all-important independent software-development community. If the question is, “what can you develop, for the machine that has everything?,” the answer turns out to be, “not much.”

Second, it didn’t have compatibility with any other machine in the world. Whoever bought this dazzling new machine, therefore, would be committing himself or herself to an Apple-only universe. This raised an obvious question: How many risk-averse business people would pick Apple over, say, IBM?

Third, the Lisa’s floppy drives were unreliable, necessitating an upgrade after only 6,500 machines had been sold. Worse, its Motorola 68000 processor, the beating heart of the new machine, simply wasn’t up to the task of processing all that GUI-driven information. Lisa therefore earned the dubious distinction of becoming the first computer with its own knock-knock joke: Knock knock. Who’s there? (Wait 15 seconds) Lisa!

Finally, and most important, Lisa didn’t have a low price point. Instead of the $2,000 price tag initially ordered up by Jobs—who had been kept out of the Lisa development process by colleagues who thought the project too important to be entrusted to a fundamentally nontechnical type like Jobs—Lisa went on the market at a staggering $9,995. This necessitated the hiring of a new and dedicated sales force, whose work was greatly complicated by persistent rumors that Apple would soon release a similar machine for less than half the price of the Lisa. Apple strongly denied this at the time, but sales suffered. All across Apple’s existing consumer base—computer users who were both loyal and savvy—people asked the same question: Why buy a Lisa for full price, when you’ll be able to get more or less the same thing for half price in six months?


Lisa’s fatal flaws:

[image: Image] No friends

[image: Image] Incompatible

[image: Image] Unreliable and slow-moving

[image: Image] A very expensive date



Exit the Lisa

Business is all about competition. So what was the competition doing in this same time period?

Two months after Lisa was unveiled, the year-old and Houston-based Compaq Computer released its new so-called “portable” computer. It weighed 28 pounds—a little more than half of what Lisa weighed—and sold for $3,590. True, it had no graphic capabilities and a stingy little 9-inch screen, but through a feat of reverse-engineering, it was 100 percent IBM-compatible. And because the IBM PC and its MS-DOS operating system were already starting to emerge as the standard for U.S. businesses, the Compaq had more than a little charm for budget-conscious IT types. In cubicles all across the country, nervous middle managers asked themselves the same question: Hey, who’s going to fault me for going with IBM, or the IBM clone?

The rest, as they say, is history. In April 1985, Apple yanked the Lisa off the market, after selling an ungrand total of around 80,000 units in a year and a half. (Some estimates go as low as 60,000.) By way of comparison: The bland-but-functional IBM 5150 PC (introduced in September 1981, and listing for $3,000) sold almost 250,000 units in its first month on the market. There is a photograph—famous among computer buffs—of a bulldozer burying the last 2,700 unsold Lisas at a landfill in Logan, Utah, in 1989.5 (The task required 880 cubic yards of fill, at $1.95 a yard.) Apple swallowed its pride, took a tax write-off, successfully fought off a lawsuit filed by Xerox—which claimed infringement of its GUI patents—unsuccessfully lodged a very similar suit against Microsoft, and moved on.6

A Story with a Happier Ending … So Far …

OK, now we fast-forward to the fall of 2001, when the very same company, Apple, introduced a very different kind of product. The date was Tuesday, October 21. The locale, this time, was Apple’s headquarters. Again, the event featured Steve Jobs, now the company’s CEO (although he got to that post by a somewhat bumpy path). The reporters and analysts in attendance had received a mysterious invitation from Apple the previous week. “This coming Tuesday,” the invitation read, “Apple invites you to the unveiling of a breakthrough digital device. (Hint: it’s not a Mac.)”7

So, what was this breakthrough device? As it turned out, it was a new hand-held digital music player called the “iPod.”

A what?

Let’s Reinvent an Industry

At the time, portable CD players like Sony’s Walkman dominated the hand-held digital music playing market. Maybe “dominated” isn’t a strong enough word: There were something like 300 million Walkmen (and knock-off devices) out there on the streets. The Walkman name itself was so ubiquitous that despite Sony’s strong efforts to protect its trademark, it was slowly turning into a generic, like “Kleenex” or “Band-Aid.”8 So did the world need a new way of listening to music through headphones?

And did the world need a digital music player that cost upwards of $400, when low-end Walkmen knock-offs were selling for under $50? Some observers didn’t think so. They offered up various unflattering explanations of what “iPod” stood for: Idiots price our devices. I’d prefer owning discs. I pretend it’s an original device.9

But other observers came down squarely on the side of the iPod: Impressive piece of design was another explanation of “iPod.” And, as with many of Apple’s products, the quality of the iPod’s design revealed itself on many levels—some quickly and some not so quickly.

The first thing that struck people about the iPod was its tactile and visual qualities. Shaped something like an elongated and slightly squashed pack of cards, the white plastic iPod was light—six and a half ounces—but also felt pleasantly heavy in the palm of your hand, hefting like a small slab of platinum. (The player’s stainless-steel backside underscored the subliminal precious-metal impression.) Remarkably, in an age of increasingly complex gadgetry, the iPod had almost no controls, other than a round wheel about the size of a half-dollar on its front face, situated beneath a tiny screen. It exuded an air of mystery, like a sleek and updated miniature of the obelisk in Stanley Kubrick’s 2001: A Space Odyssey. What is this thing? What does it do? How does it work?


iPod’s charms:

[image: Image] High functionality

[image: Image] Elegant design

[image: Image] PC-compatibility (although not from day one)

[image: Image] Ties to other products/services

[image: Image] Huge buzz



What the thing did, back in the fall of 2001, was put a universe of digital music in your pocket.

The iPod employed a high-speed FireWire connection to tie into an Apple computer, where it took orders from an Apple software package called “iTunes,” introduced only nine months earlier. Remarkably, the tiny device, with its tiny 2.5-inch Toshiba hard drive, could store up to 1,000 songs. (That capacity has since been increased to 10,000 songs on higher-end models, or the equivalent of more than 600 hours of music.) It could copy an entire CD in less time than it takes to read this paragraph. In effect, it provided a way for music lovers to liberate their “juke box” from their computer, and take their music—and, incidentally, other kinds of computer files—on the road, organized in whatever way they preferred to have it organized.

True, CDs and Walkmen had been on the road for years. And true, most computers had CD-burning capabilities that let computer-savvy music lovers create their own CDs. (Somewhat surprisingly, Apple was late getting to this particular party.) But the iPod—in combination with the elegant iTunes software—made everything extraordinarily obvious, and effortless, for the first time. And using the iPod itself was stunningly easy. A circular moving scroll wheel let you first pick a function, and then—assuming you picked music—allowed you select songs by title, artist, or other categories. A push of the central button sent the tune into a pair of high-quality “ear buds,” and that’s all there was too it.

At that October 2001 meeting, Steve Jobs hinted that the iPod would soon be made compatible with Windows machines, which by then represented more than 95 percent of the PC market. That code-writing effort—performed mainly by independent, third-party developers—began in earnest the following month, and paid off in July 2002, with the introduction of the first PC-compatible iPods.10 But meanwhile, something interesting was happening. Even without Windows compatibility, Apple sold 125,000 iPods by the end of 2001. Was it possible that Apple—the perennial also-ran, niche player in the PC world—might be onto something?

Apple didn’t wait to find out. It kept improving the iPod—introducing improved controls and extending the limited battery life—and also pushed into closely related products and services. In April 2003, for example, the company unveiled its “third-generation” iPods (thinner, smaller, tougher, and with more memory), and also announced the opening of the “iTunes Music Store” (iTMS) for Mac users. The “music store” was in part a creative response to the burning issue of music piracy. For 99 cents, one could download a legal copy of a track, rather than illegally downloading it from a file-sharing network, but it was also a clever way of selling more iPods. It was an audacious move. “Apple, in a sense,” noted the New York Times, “was willing to try and reinvent the entire music business in order to move iPods.”11

Riding the Rocket

Only a month later, iTMS had sold its millionth song. And—far more important—by June 2003, Apple had sold its millionth iPod. In September, Apple announced that more than 10 million songs had been sold. (The pace of song sales now was accelerating to several million a month.) In January 2004, in the wake of the holiday retail season, Apple said that it had sold another million iPods since the previous summer. The pace of iPod sales continued to accelerate dramatically: the 3 millionth iPod was sold in May. Pretty soon, it was hard to walk down the street in a major U.S. city and not see someone sporting the sleek white headphones trailing down to the top of the white iPod that had come to be part of the increasingly iconic iPod look.

It was a virtuous circle: More iPods meant more song sales meant more iPod sales. In the early morning hours on July 12, 2004, iTMS sold its 100,000,000th download. Thanks in part due to a contest related to that milestone, something like 40,000 songs were sold in the final 10 minutes of the countdown to 100 million.

Pick almost any point on the spectrum over the ensuing months, and you find the same things: more songs in the iTMS (more than a million, by late 2004), more paid downloads (150 million by late 2004, at the rate of 4 million per week), and more iPods being sold (2 million between July and September 2004 alone, for a total of more than 6 million sold). By October 2004, Apple commanded an 82 percent share of all digital music players sold in the U.S., and a 92 percent share of all hard drive-based players. All other U.S. entrants—including products from Creative, Dell, and iRiver—had been effectively driven from the field. A little less than a year later, in August 2005, Japanese electronics maker D&M Holdings threw in the towel, announcing plans to discontinue its groundbreaking Rio PMP300 MP3 player.12

And then there were those ads. Created by TBWA/Chiat/Day, the “Silhouettes” campaign that kicked off in 2003 depicted all-black human forms holding white iPods and sporting white earplug-and-cord combinations, all against dazzling neon backdrops of lime green, lavender, milk-yellow, and pink. Between January and October 2004, according to Media Week, Apple spent something like $70 million advertising the iPod.13 You couldn’t open a magazine, turn on the TV, or ride the subway without bumping into the ubiquitous silhouettes.

The iPod rocket continued to soar, and Wall Street took notice. After hitting a dismal 2003 low of $16 a share, Apple stock started a dizzying climb, more than doubling by June 2004, and more than doubling again by November (when it reached $68.44 a share). Some analysts predicted that the company would hit hard times in the first quarter of 2005; in fact, the opposite was true. Apple shipped 5.3 million iPods in the quarter—up 558 percent over the first quarter of 2004—and also enjoyed a 42 percent increase in computer sales. Revenues were up 70 percent, year over year, and net income increased by 530 percent. The company had $5 billion in the bank, with more money pouring in over the transom. “Apple is firing on all cylinders,” Steve Jobs commented, at the risk of understatement.14

The cylinders continue to fire, as of this writing. In September 2005, Apple introduced the iPod “nano,” a full-featured iPod that’s thinner than a pencil, boasts a color screen, and holds 1,000 songs (or 25,000 photos)—all for between $199 and $249. And, on the same day, Apple also announced the introduction of the iTunes phone—the company’s first tentative entry into the cut-throat cell phone business.15

The Apple Way

The same company, some of the same players, and some important, enduring philosophical threads—and yet, the outcomes of the Lisa and the iPod stories couldn’t be more different.

You could conclude that the two launches had nothing in common. You could conclude that because they were separated by almost two decades, in an industry characterized by nothing so much as rapid change, that there are no lessons to be teased out of them.

But you would be wrong. Over the years, Apple learned from its mistakes and changed. As The New Yorker recently put it:

Even Apple Computer—once the most imperially self-reliant of companies—has changed. Steve Jobs used to fantasize about controlling everything down to the sand in Apple’s computer chips. Today, Apple works contentedly with companies like Motorola and Hewlett-Packard.16

You can’t do it by yourself, no matter how smart you are. Markets move too quickly, technologies grow too complex, and too many smart people are investing too much time and money in innovation. And, by the way, lots of those smart people are working in teams, trying to beat you out.


You can’t do it by yourself—no matter how smart you are.



Well, for Apple, this was hard-won wisdom. (Jobs doesn’t give up on his fantasies easily.) That lesson—and many more like it—are captured in the following pages.

And just as important, some things about Apple “didn’t” change. Consider the following list:

[image: Image] Be intuitive.

[image: Image] Be consistent.

[image: Image] Conform to the ways in which people actually work.

[image: Image] Have enough performance to do the jobs that need doing.

[image: Image] Provide an open software and hardware architecture.

[image: Image] Be reliable.

[image: Image] Be pleasing and fit into an everyday work environment.17

Now consider the following Steve Jobs quote:

We don’t underestimate people. We really did believe that people would want something this good, that they’d see the value in it. And that rather than making a far inferior product for a hundred dollars less, giving the people the product that they want and that will serve them for years, even though it’s a little pricier. People are smart; they figure these things out.18

If someone asked you which of these two scraps of writing described the Lisa and which was about the iPod, there are probably enough clues to let you figure out which is which. (The bulleted list comprises the original specs for the Lisa, most likely determined by Jobs himself sometime around 1979. The Jobs quote, from 2003, refers to the iPod.) But what’s interesting is how interchangeable they are, with only a few edits.

Sometimes stubbornness and consistency have served the company well; sometimes they haven’t. The trouble with consistency is that it so easily shades over into what Emerson called a foolish consistency. Is it a good thing to consistently produce the best personal computers on the market—computers that generate an almost unnatural passion on the part of their users? Absolutely. Is it a good thing to give up market share, year after year, to companies whose products aren’t as good as yours, but who understand that most people don’t want to pay more for elegance of design or for functionality that they’ll never need? Absolutely not. People are smart; they figure these things out. Those lessons, too, show up in subsequent chapters.


Be consistent—right up to the point of foolishness. Then stop.



Although we’ve just looked at some ancient history (the Lisa) and some history in the making (the iPod, the iMusic Store), this is not a history book. There are at least a dozen good histories of Apple on the market—authorized and unauthorized, friendly and unfriendly—which I’ll refer to and draw upon in subsequent chapters. No doubt the runaway success of the iPod will inspire still more histories. This is not the latest book in that series.

And, although Apple is a technology company, The Apple Way is not written for computer buffs. Instead, it is a book for managers who want to learn both from Apple’s mistakes (which at times were life-threatening) as well as Apple’s triumphs (which were dizzying, and served to confound the company’s many critics).


Vanilla is sometimes good, and sometimes bad. It all depends.



Yes, it is being written on a PowerBook G4—that big mother—proudly shown off by the two-foot, eight-inch Mini-Me to the seven-foot, five-inch Yao Ming in the hilarious PowerBook TV ad. But although my family has something like a dozen Macs and two iPods distributed across a home, an office, and a few college campuses, I am not an Apple zealot. I like the plug-and-play nature of Macs; I like the fact that that they’re not as subject to viruses as their PC counterparts; and I admire their consistently cutting-edge design. But I am less interested in the religious wars that rage between Mac fanatics and Windows devotees, and more interested in what we can learn from a company that maintains a sharp profile, in an era of increasingly bland, diversified, and homogenized companies.

I will present the lessons of The Apple Way in four basic categories:

[image: Image] Make the product king.

[image: Image] Make the customer king.

[image: Image] Break the marketing mold.

[image: Image] Fix your leaders and your plans.

Each of these categories includes several chapters that serve to illustrate facets of the central lesson. Note that these categories don’t separate out perfectly. (Innovative marketing helps make the product king, for example.) But note that overlaps reflect the reality of business: Things splash over from one realm to the other, and you deal with it.


Make the product king. Make the customer king.



Note, too, that these categories also aren’t internally consistent. Can you make both the product king and the customer king? Probably not, but that’s what Apple tries to do, time and time again.


Chapter 1
Marvels and Margins

Every prayer reduces itself to this: “Great God, grant that twice two be not four.”

—Ivan Turgenev

This is the story of a company that—when it’s good—is very, very good. And when it’s bad, it flounders.

The good side of Apple Computer, Inc. is its products. They are good because they help people do their work more effectively and efficiently (in the case of the Macintosh computer), or because they help people enjoy life more (the iPod MP3 player), or both. Actually, these products aren’t just good; they’re great—insanely great—as Steve Jobs famously put it.1

The bad side of Apple is that it’s not much of a business. “The mistake everyone makes is assuming that Apple is a real company,” commented Regis McKenna. “But it is not. It never has been.” McKenna was in a position to know. His firm did Apple’s PR for 15 years, and—for better or worse—helped make the company what it was.2

Apple’s strategy has been, consistently, a case of “too little too late.” Until recently, its management has been weak at just the wrong moments. Its return to shareholders over time has been erratic, at best. A dollar invested in Apple in 1990 is worth (at this writing) about 75 cents, a 25 percent decline. The same dollar invested in the S&P 500 in the same period is worth about $1.75, a 75 percent increase.3 In other words, even after all the excitement generated by the iPod, and the associated upsurge in Apple’s stock, Apple isn’t yet worth as much as it was a decade and a half ago. In 1990, Apple owned 10 percent of the worldwide personal computer market. Today, its market share is under 2 percent:

[image: Image]

Apple’s apologists point out that luxury automakers like BMW, Lexus, Jaguar, and others command similarly small market share, and no one is predicting that BMW (for example) is on the verge of extinction. So why pick on Apple?

They also point out that Apple is the only integrated hardware and software personal computer company still in operation today. They point to the good things that flow out of that unique degree of integration: simplicity of use, consistency across software applications, and so on.


Think about your market share: Are you really BMW, and if so, is that really good enough?



This gets us back to our starting point: Yes, Apple makes great products. But in the long run, that may not be enough.

Aladdin Meets Casper

The Mac operating system (OS)—the code that runs the Mac computer—is an amazing feat of programming.

The OS is a bit like the genie that comes out when you rub the lamp—and only when you rub the lamp. Or, it’s like the friendly ghost that haunts the old Victorian pile that you recently purchased: all-pervasive, but never intrusive. Aladdin and Casper, at your service.

I can cite two examples from my own experience. First example: I purchased my first digital camera several years back. I asked the salesman what else I needed to buy to make the camera talk to my Mac. “Nothing,” he said, with a shrug. This didn’t seem possible. I had read something, somewhere, about how there was a device called a “dock” that had to sit between the camera and the computer. But, because he didn’t seem to want to sell me anything else, I paid for my camera and left.

I took a couple dozen test shots, without much faith in the whole process. Then I plugged the camera into the back of my PowerBook using the cord that came with the camera, turned the camera on, and waited to see what would happen.

First, the little iPhoto icon at the bottom of my desktop screen started bouncing up and down lazily, as if it had just woken up from a nap. Then the iPhoto screen showed up, with the multicolor revolving pinwheel in the middle that tells me to be patient; my Mac is doing something. Then up came a little dialogue box that told me that there was a Canon PowerShot G2 attached to the computer, with 25 images on it; would I like the computer to download those images?

I hit the “OK” button.

Then another dialogue box asked if I’d like the Mac to erase the pictures from the Canon as it went along. Again, I hit “OK.” A minute or two later, the photos were downloaded into a date-stamped folder, ready for attention from me, and the camera’s memory card was empty—ready for my next photo shoot.

Second experience: My daughter’s little white iBook started getting flakey in her senior year of college, after about three years of hard use. Since she was soon to go out into the workforce, we had the discussion that lots of Mac users have had over the years (especially in the dark days of the 1990s, when it looked like Apple truly was on the verge of extinction). Time to switch to a Wintel machine? In other words, is it time to join the 90-plus percent of the personal computing world that takes its marching orders from Windows and Intel?

Since she was then aiming at a teaching job, it didn’t seem likely that she’d have to migrate to Wintel for her professional needs. (Schools tend to be Mac-friendly.) Plus, she really liked her iBook: small, smart, fast, intuitive. So, on a given Saturday morning in November, we decided to go buy another iBook.

The CompUSA salesman assured us that if we bought an accessory called a “FireWire,” it would be easy to transfer files from the old iBook to the new one. “A snap,” he promised. Uh huh, I said to myself. I’m no techie. I was already dreading what promised to be a terrible job—reloading software, moving files, recreating Internet transfer protocols, and so on. Mentally, I set aside the weekend.

When I got home, I plugged the FireWire—basically, Apple’s name for an external bus standard called IEEE 1394, which is not interesting for our purposes—into the appropriate hole in the back of both iBooks. (There’s only one hole it fits in, and anyway, there’s an identical symbol on both the computer and the cord that tells you where the cable goes.) I turned both iBooks on, and held my breath.

Up came a dialogue box on the new machine, which said something to the effect of, “Oh, look. I see another machine just like this one, connected to this one. Would you like to recreate that machine on this one?” After checking two or three times to make sure I was copying from old to new, I hit the “yes” button. The little multicolored pinwheel spun around a few times; then another dialog box came up. It said something like, “This will take approximately an hour and 45 minutes. Please make sure both machines are plugged into an external power source.” I did, and then hit “OK.” Both machines started whirring quietly. There wasn’t anything else to do, so I went for a walk.

An hour and a half later, I came back, and the second machine was an exact duplicate of the first, screen saver and all.

What do these two stories mean? It means that somebody out in Cupertino anticipated exactly these sequences of events, and prewired the computer to handle them in a way that even a technophobe could handle. And there must be thousands of similar stories that could be told. Unless you’re a true computer nut, you’re unlikely to even scratch the surface of what lies buried in the Mac OS. For example: Mac users tend to use a one-button mouse, because that’s what Apple has favored for decades. Windows users are accustomed to a two-button mouse. So, what happens to those brave Windows users who buy an iPod, succumb to the so-called “halo effect,” and buy a Mac as an (expensive!) iPod accessory?

Well, they can plug in a two-button mouse, and it will operate exactly as it did in the Windows environment. Why? Again, that’s because somebody out in Cupertino prewired it to act that way. They anticipated the needs of these brave converts. Even some diehard Mac fanatics would be unaware that this capability lies buried in their own OS, extending a welcoming hand to those who venture in from the Dark Side.4

I asked a Windows fanatic in Chicago what she liked about the Windows OS. She liked the fact, she said, that her computer wasn’t full of stuff that she wasn’t ever going to use. She didn’t want six million printer drivers on her machine, clogging things up; she enjoyed installing just the right printer drivers herself, and having everything work. She didn’t like the machine thinking for her (or trying to think for her.) She liked to do it herself, even if that meant that—because the printer driver that came with the printer turned out to be outdated—she had to go on the Web, find and download the correct printer driver, and install it.

This struck me as very interesting. I used the word “fanatic” above. As Mac chronicler Scott Kelby has pointed out, you often hear the phrase “Mac fanatic,” but you never hear the phrase “PC fanatic.”5 (You hear “PC user,” if you hear anything.) But that’s a little backwards. With some notable exceptions—some of whom we’ll meet in Chapter 9, running Mac Users’ Groups—Mac users aren’t really “fanatical” about their machines at all. In fact, they have no interest in how computers work. They don’t want to install printer drivers, ever. My friend in Chicago, she’s the fanatic.

But back to the main point: All of these painless Mac experiences are possible because Apple controls both the hardware and the software.

Want to take a look behind the Dark Curtain and see how business is done in the Wintel environment? Consider the following piece of deep Internet technochat, which seems to have something to do with chipmaker Intel’s determination to fix the shortcomings of laptops, circa 2002:

Deep down Intel knows the mobile experience is truly horrible, and it wants to fix it. We want one-inch thick laptops which last all day, but the technology doesn’t get us there. Intel can’t, like Apple, simply define some standards in a quick half-hour meeting, and email them to the hardware division for implementation. It needs to coerce and finesse its OEMs to arrive at the same destination. (Apple’s power management is terrific, but then it doesn’t have to play by the ACPI rules)…

Microsoft has been so concerned with integration recently that the most obvious and incremental consumer benefits haven’t gotten a look-in. This happens when companies navel-gaze for too long. At Microsoft, you can get rapid promotion for suggesting wheezes such as tying the MSDN subscription to Passport. But you get nothing for adding a ‘Location Manager’ to Windows: something that allows you to create a profile to unify your TCP/IP settings, printer preferences, and choice of networked drives, depending on where you are. Macintoshes have had it for years, and even Linux has a Location Manager these days, for heaven’s sake.6

Just to underscore the main points: If you’re Intel, you can’t simply call a half-hour meeting and solve a pressing user problem by defining some standards. (That’s the sort of thing that Apple does.) And, if you’re Microsoft, it seems, your focus on integration—and perhaps navel-gazing—distracts you from providing “incremental consumer benefits.” The result for Windows users (again, circa early 2002) is that you don’t have the kind of Location Manager that Macs have had onboard for years.


The point: Macs are great because Apple controls every relevant aspect of the Mac experience.



Consistency and Continuity

For most people—not counting nerds—a computer is only a tool. It’s something that you use to make a given job easier. If using the computer doesn’t save time and aggravation, or if (God forbid) it actually makes the job harder, you’re unlikely to use it.

Apple’s approach over the years has been to make using a personal computer as easy and intuitive as possible—maybe in part out of altruism, but certainly out of the desire to sell more computers. The way it has achieved this has been to: 1) develop an operating system that anticipates most of the tasks that a user might ask it to carry out, and have a ready, “human-like” response to any such request, 2) establish a set of conventions to which all applications software packages have to conform, 3) tightly control the work of outside developers to make sure they follow those rules, and 4) design and build computers that are exquisitely well suited to deliver the goods.

What does all of this mean to the user? It means easier.

We’ve already talked about the joys of the Mac OS: Casper the Friendly Ghost, anticipating your every need.

As for consistency across applications, this is something that Mac users have the luxury of taking for granted, but it deserves special mention all the same. Simply put, if you’re an outside developer and you want to write applications that will run on a Mac, you have to play by Apple’s rules. (More on this interesting dynamic in the next chapter.) And Apple’s rules are relentlessly aimed at consistency and ease of use.


Consistency and continuity are all-important, to non-technoweenies.



If you’re an experienced Mac user, even before you break the seals on your new software package, you know a whole lot about how to use it. You know how to install it. (Double-click on the desktop icon and sit back.) You know how to open a new file. (“File-open” on the pull-down menu—and always in the same place on that pull-down menu—or simply “Apple-O” on the keyboard.) You know the most important command of all: “Apple-Z”, which undoes the bonehead mistake you just made. You know what a dialog box is going to look like, and what kinds of questions it’s likely to ask you, and the range of responses you’re likely to be presented with. You know how to save files, quit the program, and even force the program to shut down in the event that it freezes up on you.

In other words, you can more or less get away with not even looking at the manual that came with that new application. Well, OK; not true when it comes time to digging down into the deep complexities of Quark or Photoshop; but if you’ve mastered a Mac spreadsheet program, you’re in good shape to tackle a bookkeeping program, a tax application, or even a database-management program. That’s why Apple manuals—for both its products and operating systems—are so short. You know that the first time you hit “Apple-S”, for example, that combination of keys will always ask you what you want to call the document, where you want to put it, and in what format. (And every time you hit “Apple-S” after that, your computer will simply save the latest version of your document, no questions asked.)

Maybe there’s a stray Wintel user who’s wandered in, and is saying, “Well, what’s so special about that? My machine does more or less the same thing from program to program.” Two responses: First, “more or less” isn’t the same as “always.” (It’s the exceptions that can make the Windows environment so frustrating.) And second, the only reason that the Windows environment is slouching toward consistency is because Apple set such a good example, many years ago.

It’s a little like zoning. Boston has zoning; Houston does not. Boston has consistency of land use, where proposed individual land uses must fit into a bigger picture. Houston does not. The best planners, developers, and architects in Houston try to keep the bigger picture in mind, and make things better for users, even if they’re not legally required to do so. They think it’s a competitive advantage (and perhaps even that it’s the “right” thing to do).

The Macintosh hardware reinforces this consistency. Stuff is almost always in the same place. If you know how to turn on one Mac, you know how to turn them all on. You know how to turn the sound up, down, or off; you know how to make the screen brighter or dimmer. You know what to expect from the track pad or, alternatively, where to plug in a mouse.

The other big bonus in the Apple approach is continuity. At least until the introduction of the OS X operating system (pronounced “Oh Ess Ten,” for non-Mac nerds), there was a remarkable degree of continuity, from one generation of Macintosh to the next. Improvements to the OS were seamlessly incorporated in, rather than injected in, as Apple’s President, John Sculley, explained to the New York Times in 1990:

Apple’s principal strength has and will continue to be consistency. Programs designed to run on the original Macintosh in 1984 will run on Apple’s most advanced machines, which is something that is not true of IBM and compatible machines.7

This is less true today than in the past. (The transition to OS X has led to some awkward solutions, in the name of continuity with what’s now called the “Mac Classic environment.”) Nevertheless, the larger point still holds: It’s still easy to use a Mac. And the main reason why it’s still easy is that Apple still does it all. It controls the box, and it controls the core commands for the box, and it controls key aspects of the work of the outside people who write additional commands for the box. Good for us users, and sometimes good for Apple—but not always.

Chasing Gross Margin

Here’s the problem in a nutshell: At least until very recently, Apple has been obsessed with a particular business measure: gross profit margin. This is simply revenues minus the cost of goods sold, expressed as a percentage of revenue. In other words, if a company sells $100 million worth of goods, and it cost $60 million to produce those goods, then the company’s gross profit on its sales is $40 million, and its gross profit margin is 40 percent ($40 million divided by $100 million).


Gross margin is a great measure—until the day that it isn’t.



Gross profit margin has been important for Apple in part because, just as for every other company, it measures how efficiently Apple is producing its goods. It has also been a key indicator because it reflects how quickly the company is able to turn over its inventory. In the personal computer industry, prices almost never go up; they almost always go down. The day a new product is put on the market, it starts becoming obsolete—sometimes at an alarming rate. Competitors jump in with (seemingly) similar products, offered at lower prices. Rumors may circulate that you’re about to obsolete your own product. (This is one of the bad things that happened to the ill-fated Lisa, when rumors began to spread about a forthcoming Apple product with the same capabilities at half the price. The rumors were true: It was called “Macintosh.”) For these reasons and others, the longer your product sits in a warehouse or in a retail outlet, the more downward pressure will be exerted on its price. If you’re a PC manufacturer with high gross profit margins, it probably indicates that you’re turning over your inventory at a healthy clip.

Of course, there’s another way you can bulk up your gross profit margin: Charge really high prices. But this is only possible if you have some strong differentiator—one that makes people willing to pay a premium for the good or service that you’re offering.

For Apple, this differentiator has been its unique OS, packaged in a distinctive box—elegantly designed, with user needs in mind, in a way that a Dell computer doesn’t pretend to be—that reinforces the benefits of that OS. In the past, this one-two combination has worked well for Apple. In 1989, for example, Apple enjoyed a gross margin of 54 percent, almost 9 percentage points higher than Compaq’s equivalent figure, even though Apple spent far more than Compaq on R&D.8 Two years later, when industry-wide price-cutting drove everyone’s margins down, Apple still turned in a respectable 40 percent gross margin. “Apple’s unique Macintosh software,” noted the New York Times, “has helped it avoid the worst of the PC industry price wars, where margins for competitors like Compaq and Dell had plunged below 30 percent.”9

It only got worse, in the late 1990s, thanks to the relentless race to the bottom engaged in by the PC makers:

The ongoing price war in the IBM PC world was leading companies like Compaq to drop prices as much as 50 percent every six months. While the Macintosh could command a premium in the marketplace, that premium was shrinking, putting enormous pressure on A’s margin.10

And here comes the rub: The Macintosh environment has simply become less unique over the years. With each new generation of Microsoft’s Windows OS, the behemoth from Redmond gets a little closer to creating an intuitive, user-friendly computing environment.

Meanwhile, at least until very recently, the inherent shortcomings of Apple’s products—especially their high energy use and their slow processing speeds, dictated by the PowerPC chip—have been thrown into ever-sharper relief. In a 2001 response to a Mac Observer online article, a writer named Steve (who described himself as a “still loyal Mac fan that has been forced to use Windows cause it’s better and cheaper”), sounded an ominous note:

The general comment about 2 years ago was ‘Apples are good if you’re doing graphics.’ But now, even that comment is dead. Now it’s ‘Apples used to be good for graphics, but PCs have all the same software now, and they have 1 GHz PCs. Macs are twice as expensive for half the MHz. You could get two PCs for the price of one Mac, and they’d be just as fast.”

Unfortunately, I believe this to be true. I don’t care what kind of speed tests Apple has posted. I just know from daily use of apps like IE, Word, Freehand, and Photoshop that my PC is WAY faster than my G4. Oh, and by the way, I’m talking about a PII, 400mhx PC I built 3 years ago for $700.

Sorry, Apple. Unless OS X gets ported for use on PC boxes, I think you’re in for some dark times.11

Some of the steps that Apple has taken recently—including the introduction of the high-speed dual G5s and the spring 2005 announcement by Steve Jobs that Apple would soon be embracing longtime arch-enemy Intel and using Intel chips in future generations of Apples—speak to these performance problems.

But for Apple, the larger questions still loom. Is the time-honored strategy of pursuing gross margin now officially dead? Are iPods and Mac minis—Apple’s recent forays into consumer electronics and lower-margin, higher-volume computers, respectively—the wave of the future?

And, if not, what is the wave of the future? Will there be enough margin for future miracles?

Lessons in Marvels and Margins

At the end of each chapter in this book, I’ll provide a shorthand summary of the managerial lessons contained therein. So, let’s look at what I’ll call Apple’s “lessons in marvels and margins”:

[image: Image] Think about your market share: Are you really BMW, and if so, is that really good enough? Apple and its apologists like to say that going from 10 percent market share to less than 2 percent market share in a decade is OK, because the Mac is a premium product. But, is that really good enough? Taking half steps to the wall in the wrong direction is unsustainable.

[image: Image] Macs are great because Apple controls every relevant aspect of the Mac experience. So, what are the equivalent levers in your business? Who is using your product, and how? And what things about their experience need to be controlled internally? How does “control” relate to “profit”?

[image: Image] Consistency and continuity are all-important, to non-technoweenies. Even in the fast-moving world of high-tech, Apple has found ways to: 1) create consistency of user experience across multiple programs, and 2) allow for continuity from one generation of OS to the next.

[image: Image] Gross margin is a great measure—until the day that it isn’t. The world has changed. It’s not clear whether Apple has changed along with it. A gross margin that depends on a highly differentiated product may turn out to be unsustainable—and therefore a trap.

[image: Image] Product shortcomings will whack your margins. And we’re not talking about catastrophic stuff like PowerBook batteries catching fire, here; we’re talking about the kinds of chronic product inadequacies that invite unflattering comparisons and customer defections. If your chip leads to underwhelming processing speeds, for example, your spectacular graphic user interface may not be enough to make up for it. And if, meanwhile, your industry is engaged in cut-throat competition, and if, meanwhile, your OS edge is being narrowed by skilled competitors.


Chapter 2
Find the Future

Far-sighted as falcons, they looked down another future.

—W.H.Auden

At first, writing a chapter about Apple as an innovator appears to be an easy task. But it isn’t.

There’s too much to say.

In fact, there are a thousand possible jumping-off points for the story. So let’s arbitrarily pick the day in 1983 when Steve Jobs opened the first Mac divisional retreat with a dramatic little demonstration. Jobs was then running the Mac division, which was charged with coming up with the computer that became known as the “Macintosh.” The people gathered around him were among Apple’s most talented engineers and programmers. At Jobs’s request, a pirate flag flew above the building, underscoring the renegade aspect of the Mac enterprise: We break the rules. Thinking like a pirate turns out to be a good mind-set for innovation.

Jobs opened the plastic bag that he was carrying, turned it upside down, and out onto the conference table slid a brown felt-covered object that looked something like an oversized desk diary, hinged along its long axis. But when Jobs opened the object, the onlookers saw something totally unexpected. One half was a mock-up of a keyboard. The other half was a simulated computer monitor, like a small TV screen. But flat.

“This is my dream of what we’ll be making in the mid to late ’80s,” Jobs told his bemused colleagues. “We won’t reach this on Mac One or Mac Two, but it will be Mac Three. This will be the culmination of all this Mac stuff.”1

There’s no record of whether the Mac “pirates” took this particular demonstration to heart. But some eight years later, in 1991, Apple introduced three models of a machine it called the “PowerBook,” a revolutionary notebook PC. It weighed around five pounds, and retailed for between $2,500 and $4,600, depending on the model.


Share the vision. Make it tangible. Make it visible.



The PowerBook wasn’t the first laptop on the market (Compaq introduced its LTE portable in 1989, putting enormous pressure on Apple to respond), but it was the best. It featured a stunning LCD display, integrated palm rests, and a built-in trackball. Again, Apple’s trackball wasn’t entirely new; it was just better. “The best attempt by the Windows world,” the PowerBook’s Product Manager Bruce Gee later recalled, “was the funky trackball from Microsoft that attached to the side of the keyboard like a wart.”2

No warts on the PowerBook. Almost overnight, it became the bestselling computer in the United States, with $1 billion in sales between 1991 and 1992. Thanks to the PowerBook, Apple passed IBM to become the market-share leader in the domestic PC industry.3

Steve Jobs looms large in this story. Curiously, he was never Apple’s resident technical genius. (Steve Wozniak played that role first, and was succeeded by many others who were far more talented technically than Jobs.) But more than anyone else, Jobs had the uncanny ability to look into the future. As Apple’s public relations guru Regis McKenna later put it:

I really think that Steve Jobs and [Intel’s] Bob Noyce were two of the people that I’ve met in my life who really did envision the future. Not too many do . . . Steve came in, and I can remember him sitting in our little conference room and talking about children using computers, and teachers using computers, and business people using computers, which had to be in 1976, 1977, in that time frame.4


People + strategy + dollars = a window on the future



Jobs was not responsible for all of Apple’s innovations. Nor did all of the company’s innovations succeed on the level of the PowerBook. In fact, many of them bombed, and several of them bombed spectacularly. (Those stories will be told in the following pages.) But for most of its history, by combining dollars with people—sometimes strategically—Apple has found a way to look over the horizon and find the future.

Like What, for Example?

In 2002, Mac chronicler and enthusiast Scott Kelby came up with an interesting list of Apple “firsts.”5 These include, for example:

[image: Image] The 3.5″ floppy disk drive.

[image: Image] Color graphics (on the Apple II).

[image: Image] Built-in networking (technically, a NeXT innovation).

[image: Image] Built-in wireless LAN (including dual built-in antennae).

[image: Image] Built-in sound (of course, many of those old PCs could be taught to make noises, but you had to purchase and install a separate sound card).

[image: Image] Easy access to the guts of the computer.

[image: Image] The ability to hook up more than one monitor (not possible on PCs until the introduction of Windows 98).

[image: Image] The personal digital assistant, or PDA (the ill-fated Newton, described below).

[image: Image] Ubiquitous USB connectors (USB was, in fact, a PC invention, but nobody in that world picked it up until Apple did).

[image: Image] FireWire (the wonderful cable and standard, referred to in Chapter 1, that permits huge flows of data directly from one computer to another, which is now universal among PCs).

[image: Image] Elimination of tube-based monitors in favor of LCD flat-panel displays.

[image: Image] Elimination of internal fans (in iMac and Cube) through self-cooling (mostly because Steve Jobs always hated fans in computers).

To this list could be added ancient breakthroughs (such as the first “computer in a box”; and the first commercially successful application of a graphical user interface [GUI]—integrating words and pictures—and all of the associated miracles of desktops, trash cans, etc.), and more recent innovations like the “iApplications” (iMovie, iTunes, etc.), and—of course—iPod and the iMusic Store, described in the Introduction.

Most of the media attention that recently has been focused on Apple has concentrated on the iPod phenomenon, but it’s worth pointing out that 2004 (for example) was a pretty good year for innovation elsewhere in the Little Kingdom. That was the year that Apple introduced the iMac G5, an integrated brain-and-screen model that was only 2 inches thick (where’s the rest of it?), sitting atop an anodized aluminum stand. (Dating back to his days at NeXT, Steve Jobs has always loved an elegant computer stand.)

Apple also premiered its Apple Cinema Display LCD monitors, which set a new standard for brightness, and for “readability” from an unprecedented range of angles. (Liquid crystal display monitors, especially cheap ones, tend to work only when viewed dead-on.) The iBook laptop—with sophisticated new wireless networking technology—also made its debut, leading to a 74 percent increase in Apple laptop sales.

Just missing my arbitrary 2004 window—as a result of being introduced in January 2005—was the “Mac mini,” Apple’s first credible assault on the super-low end of the computing. The Mini, which as Steve Jobs explained was a “BYODKM” machine (bring your own display, keyboard, and mouse), went on the market at prices starting at $499. It was another case of “Where’s the rest of it?” The Mini is 6.5 inches square, 2 inches high, and weighs just under three pounds.6

As of this writing, Apple hasn’t reported on Mini sales, except to comment that it is “very pleased with customer response.” Independent analysts estimated that Apple sold something like 138,000 Minis in the first quarter of 2005, or approximately twice as many as most outside observers had predicted.7

A Hit and Two Misses

So, Apple is on a roll. It has found a way, in recent years, to connect ideas with markets. It wasn’t always so. Sometimes Apple came up with great ideas and failed to follow through on them—despite strong market interest. Other times, the company ventured into truly visionary realms, only to come back from the frontier with its tail between its legs, beaten by the lack of a market.

In the former category is the Apple LaserWriter printer. Back in the mid 1980s, the daisy-wheel printer was considered state-of-the-art. (Younger readers won’t remember how awful these things really were. Older readers may recall the ungainly and expensive aftermarket hoods that were used to muffle the horrific clatter these dreadful printers generated.) In the spring of 1985, as part of a larger “Mac Office” package, Apple introduced its LaserWriter, a $7,000 machine capable of outputting text, charts, and drawings all on the same page, in a wide variety of type styles and sizes. Suddenly, office workers could put together and print out an almost infinite variety of publications, ranging from manuals to catalogues to newsletters to business forms—all from the desktop.8 Taken for granted today, sure, but astonishing back then.

Guy Kawasaki, former head of developer “evangelizing” at Mac, and later a Silicon Valley marketing guru, confesses that, like many of his colleagues, he missed the LaserWriter boat:

The LaserWriter was the best part of the Mac Office. More than any other piece of hardware, it showed the distinct advantage of owning a Mac, and it saved Mac and enabled Apple to reemerge from [the financial calamities of] 1985. Everyone takes the LaserWriter for granted today, but most of Apple fought against its creation. Many people, myself included, thought it was nuts to design a $7K printer … Ironically, most of Apple fought against the very thing that probably saved it.9

Then, mysteriously, Apple simply … dropped its wonderful invention. As part of a larger withdrawal from the field of computer peripherals, Apple abandoned the LaserWriter (and its big brother, the LaserWriter Plus) in February 1988. “They quietly slipped into the night,” writes Scott Kelby. “Here one day, gone the next.”10


The future isn’t always welcome, and—without nurturing—it may not stick around.



In the category of visionaries coming home with their tails between their legs, Apple gave us the Newton (1993) and Pippin (1996). Newton, the so-called personal digital assistant referred to above, was a hand-held device championed by John Sculley. The Newton was a combination computing-and-communications device that was supposed to recognize cursive handwriting—input by means of a special pen—and also send and receive e-mails and faxes. “Supposed to” is the fatal phrase: Newton’s shortcomings in the handwriting-recognition arena made it more or less a laughingstock, the butt of jokes on late-night TV. But, there were other problems, as well. Weighing in at about a pound, the size of a hardbound Steven King novel (big!), Newton was nowhere near as portable as it needed to be. And going on the market at $700—when less elegant but reasonably functional alternatives were selling at $300—also helped make Newton a tough sell.

Steve Jobs—the humbled and angry Apple visionary then in exile—was openly skeptical. “They are going to have trouble getting the volume up,” he told the New York Times. “If Apple was doing really well, they would forward-price them, but there is no way they can sell enough Newtons at $700 and up.”11

It’s interesting to note what Jobs didn’t say. He didn’t say that Apple shouldn’t be wasting its time out on the frontier. He knew from personal experience, however, that high-priced products brought back from the frontier often fail to find their market. And, given his proven talent at finding the future, he may even have had an inkling of the revolution that was to begin a scant three years later, when—in March 1996—a little company called Palm introduced its Pilot 1000 and Pilot 5000 organizers.

Pippin was yet another tantalizing disappointment. Pippin was a Nintendo-like game device, which plugged into a standard TV set and used a scaled-down version of the Mac operating system to run its games and—significantly—surf the Web, by means of a 14.4 kb modem. Apple’s co-founder and true patron saint, Steve Wozniak, had pushed for Pippin, because he believed it would help refocus the company on children and education. (Get to them through their games! Get to them on the Web!)12

Launched in Japan in June 1995, Pippin sold 20,000 units almost overnight, and looked like it might become Apple’s first successful foray into the consumer-electronics field. Then, even before Pippin could be introduced in the United States, sales dropped precipitously. Like Newton, it was far more expensive ($600) than competing systems like Sega ($300). True, the Sega system’s visuals were clunky compared to Pippin, but Sega was cheap, and thousands of developers were already writing games for it.


Being three years ahead of your market—and costing twice as much as your competitors—is a bad formula.



“In the end,” former CEO Gil Amelio lamented, “Pippin just faded away, another missed opportunity.” Well, not exactly: Amelio pulled the plug on Pippin before the end of 1996. “Apple essentially admitted that it had failed once again,” as Michael S. Malone puts it. “It had the core of Larry Ellison’s $500 Network Computer ready a year before the competition, and it had once again failed to follow through.”13

The lesson? It’s not just about finding the future; it’s about following through, once you’ve found it. And here, more often than not, is where the money comes into play.

Follow the (R&D) Money

Innovation doesn’t come from money; it comes from people. On the other hand, innovating without money is nearly impossible—especially in the high-tech realm—where competitors will pay what’s necessary to steal your best technical and engineering talent. Holding on to that talent means paying competitive salaries. It also means spending enough money in interesting directions to keep the talent happy.

In its early years, Apple more or less spent what was necessary to get the R&D job done, almost without controls. (Many observers of that period describe the company as “lacking adult supervision”; nowhere was this more true than in R&D.) The arrival of John Sculley in 1983 as CEO—arguably, Apple’s first full-time professional manager—might have signaled a more disciplined approach to spending for innovation. In fact, the opposite proved true. Sculley decided that Apple needed new products to survive, and launched a series of expensive research initiatives, including Newton. The corporate plan for 1991, for example, called for new products to be developed and introduced in every quarter.14 As a result, Apple’s R&D budget was proportionally much larger than those of its competitors. Compaq’s R&D budget, for example, was only half as big, relative to sales.15


Follow through! With no follow-through, the future can’t work.



Sculley also invested in the infrastructure of innovation. In 1990, he built a new R&D complex at headquarters in Cupertino, in large part because he was having a hard time persuading his software designers to come into work. (They complained that the existing open-floor-with-cubicles plan was too noisy and distracting.) The New York Times wrote a generally laudatory account of the result:

This spirit is what Silicon Valley is supposed to be all about—quiet informality combined with intense commitment. What makes the scene unusual is that the building is designed for this type of interaction and that it provides plenty of private space for workers as well …

The six-building R&D campus, which is partly occupied but won’t have its full complement of 2,300 workers until later this year, represents a fundamental shift in the culture of a company founded in a garage 15 years ago by two bearded young men in blue jeans. The design marks the end of Apple’s commitment to open-plan offices, which it has used in all R&D in the past.16

But as Sculley made these moves, he had the huge advantage of money in the bank. His successor, Michael Spindler, did not have this luxury. Within weeks of taking over as CEO in the summer of 1993, Spindler announced large-scale layoffs across the company—and also announced that R&D would be reduced to 6 percent of sales, more in line with industry norms.17 But R&D crept back up under Spindler, topping $600 million in 1995. When Gil Amelio succeeded the short-lived Spindler in January 1996, his overall impression was that Apple’s management had “let R&D run wild.”18 But Amelio’s response was not to cut R&D significantly, but rather, to focus the company on better product planning, so that its R&D dollars would be spent in more productive directions. (See Figure 2.1.19)

Figure 2.1 Apple R&D by quarter (in millions), F95–98.

[image: Image]

Amelio came and went within 500 days. (The March of the Apple CEOs will be described in detail in Chapter 12.) Steve Jobs, returning in the summer of 1997 to a sea of red ink, did what he had to do—which, among other things meant cutting R&D dollars by more than half from their 1995 peak. (He also killed the Newton, which some took to be a case of vengeance, pure and simple, against nemesis John Sculley’s pet project.) The Apple community trembled: Was this the beginning of the end of innovation at one of America’s most innovative companies? Was even the visionary Steve Jobs (Steve Jobs???) willing to eat the seed corn, and forget about the future?

In a word: No. Even before the company’s financial picture improved, Jobs began pumping money back into R&D. Between 2000 and 2002, for example, Apple’s revenues fell from $8 billion to $5.7 billion. (Remember that this was in the heart of a sharp recession.) In that same period, however, the company’s annual R&D spending increased from $380 million to $446 million.20 This was still well below the lofty $600 million-plus peaks of the mid 1990s, but it was a clear sign of recommitment to innovation.


If you believe in the future, and your future lies in R&D, don’t starve R&D.



One of the clearest pictures of Apple’s R&D spending emerged from CFO Fred Anderson’s speech at the U.S. 2003 Technology Conference. In the 2003 fiscal year, Anderson revealed, Apple’s R&D spending was running at an annual rate of about $500 million, up some 42 percent from the dark days of 1999. Of that $500 million total, 49 percent was being spent on hardware development, 29 percent on the Mac operating system, and the remainder on applications.21

It’s worth remembering that Apple is, at heart, a hardware company that also writes software. Fully half of its R&D dollars have to go into hardware-related innovation, an expense that a “pure” software company like Microsoft doesn’t incur. At the same time, Apple absolutely has to keep upgrading its operating system hardware, an expense that the Dells of the world sidestep entirely. In the same year that Anderson spoke at the Technology Conference, Apple’s sales were about a fifth of Dell’s, and yet their R&D budgets were roughly the same, in absolute dollars. In other words, Apple was spending up to 8 percent of sales on R&D, while Dell was spending an unvarying 1.5 percent.22

This is both the bad news and the good news, all at once: Apple is on the hook to innovate, along multiple dimensions, in ways that neither the Microsofts nor the Dells of the world are. Even in the worst of times, those R&D dollars have to be found. And, because they are found, Apple continues to find the future.

Less Can Be More

Successful innovation requires not only money and people, but also a strategy. Sometimes, thinking strategically means doing more with less—especially when, as we’ve seen, R&D dollars tend to stay in parallel with revenues. And this, in turn, often means deciding to do less.

Apple always prided itself on being responsive to customer needs—although, as we will see in later chapters, it wasn’t always particularly good at figuring out what those needs might be. By the mid 1990s, mainly in the name of responsiveness, Apple featured an astoundingly complicated product line. With something like 80 models and variations, turning over at a rapid clip, no one—not even the people who were supposed to be selling the machines out there in the retail world—could keep up. As former Apple CEO Gil Amelio recalled the situation:


Being forced to spend R&D dollars is a bad thing. And a good thing.



[The] attitude was, ‘If a customer wants it, we have to build it.’ …What we were really building was confusion. Customers came to buy and left bewildered. And the cost of inventory and maintaining these many products in the distribution channel was deflating our profit margins.23

Amelio didn’t last long enough in the CEO’s office to effect significant changes in this realm. But his successor, Steve Jobs, did. Perceiving exactly the same problems as Amelio before him, Jobs came up with an exquisitely simple grid for product planning—and, by extension, for innovation. “We sell consumer products and professionally oriented products,” he told his colleagues. “We need a desktop offering and a portable offering in each of those two categories.” So the math was easy: Two times two equals four. As Jobs explained in 1998:

If we could make four great product platforms, that’s all we need. We can put our A team on every single one of them, instead of having a B or C team on any. We can turn them out much faster. So that’s what we set out to do.24

Following this simple plan, the “A team” set out to innovate in four (and only four) areas. The first result was a desktop for the professional market, the Power Mac G3, which was twice as fast as comparable Wintel machines and sold more than a million units in its first year on the market. Next came the PowerBook G3 (professional/portable), also highly successful, to the extent that Apple wasn’t able to keep up with demand for the larger-screen model.

The consumer side of the two-times-two equation was even more successful. On August 15, 1998, Apple started shipping the phenomenally popular iMac, the desktop product that first began to persuade people that Jobs might actually be able to reverse Apple’s declining fortunes. “One price, one model, one box, one decision,” said Jobs of his phenomenally popular innovation.25 (There was more than one color, but consumers seemed prepared to deal with at least this level of choice.) Last, but not least, came the iBook: the consumer portable introduced in 1999 that can be seen as the embodiment of the vision that Jobs first sketched out at that Mac divisional retreat, way back in 1983. With its titanium-clad counterpart, the TiBook, the iBook sold almost a million units in 2001, almost twice the volume of peak-year PowerBook sales.26

Successful innovation combines inspiration, resources, and strategy.

Sleeping Well

At the center of the innovation story, as noted above, is the elusive and enigmatic figure of Steve Jobs.

Less important figures in the history of Apple have written books explaining their point of view; Jobs has not. But, he has given us occasional glimpses of how he thinks about innovation, and the challenge of looking into the future. In a 1995 interview most notable for his obvious hostility to Apple—from which he had been displaced by his former mentor, John Sculley—Jobs marveled aloud at the innovative traditions of his native California, and especially of the San Francisco/Berkeley/Bay Area:

You’ve got the invention of the integrated circuit, the invention of the microprocessor, the invention of semi-conductor memory, the invention of the modern hard drive, the invention of the floppy disk drive, the invention of the personal computer, [the] invention of genetic engineering, the invention of object-oriented technology, the invention of graphical user interfaces at PARC, followed by Apple, the invention of networking. All that happened in this Bay Area. It’s incredible…

I mean, this is where the beatnik happened, in San Francisco … This is where the hippie movement happened. This is the only place in America where rock and roll really happened …

You’ve also had Stanford and Berkeley, two awesome universities, drawing smart people from all over the world and depositing them in this clean, sunny, nice place where there’s a whole bunch of other smart people and pretty good food. And at times, a lot of drugs and all of that. So they stayed.

There’s a lot of human capital pouring in. Really smart people. People seem pretty bright here, relative to the rest of the country. People seem pretty open-minded here relative to the rest of the country…27

So, context is critical, as Jobs sees it. Innovation happens when great people congregate, bounce off each other. (Good weather and pretty good food also help.) But equally important is mind-set—the determination, as Jobs put it, “to express something of what [you] perceive to be the truth around [you] so that others can benefit from it.” Innovation is simply the fruit of that determination. Lots of people at Apple, Jobs explained, straddled the distinction between “artist” and “scientist.” They were computer jocks, but they could have been poets:

If you study these people a little bit more, what you’ll find is that in this particular time, in the ’70s and ’80s, the best people in computers would have normally been poets and writers and musicians. Almost all of them were musicians. A lot of them were poets on the side. They went into computers because it was so compelling. It was fresh and few. It was a new medium of expression for their creative talents. The feelings and the passion that people put into it were completely indistinguishable from a poet or a painter. Many of the people were introspective, inward people who expressed how they felt about other people, or the rest of humanity in general, in their work—work that other people would use. People put a lot of love into these products, and a lot of expression of their appreciation came to these things.28

Three years later, at the 1998 Seybold Conference—an annual confab of Web-based publishers, which represents a critically important market to Apple—Jobs took a question from the audience. The questioner asked, in so many words, when Jobs would feel comfortable about Apple’s future. When would he feel that he had turned the company around?

Jobs, then a little more than a year into his second incarnation at Apple, thought about the question for a moment. Then, in his typical fashion, he turned the question around. Our goal, he said—adopting his customary first-person-plural voice—isn’t to turn the company around according to a set schedule. Our goal is to make the better products that we know are out there to be made. It is to make the best products:

The reason a lot of us are at Apple is to make the best computers in the world, and make the best software in the world. We know that we’ve got some stuff that [is] the best right now. But it can be so much better. So we don’t come to work every day thinking, ‘Well, when are we going to turn Apple around?’ We come to work every day knowing we know how to make even better products.

So that’s what’s driving us. The turnaround is just one milestone on a long road, and it’s not for us to declare. Somebody else can decide when that happens. But we’re out to make the best products in the world. And we’ll sleep well when we do that.29

Making the best products in the world—and sleeping well—means many things. It means working within known boundaries, and making existing products just a little bit better: design, manufacturing, and so on. It means pushing at those boundaries—putting a new idea in an old context, or an old idea in a new context. But most important, it means finding the future. And, although Apple hasn’t always delivered on its discoveries, it can certainly claim to have found the future far more often than most other corporations.

Lessons from the Future

What puts Apple in a class with the other great innovators—legendary organizations like Xerox, Sony, and Bell Labs? There are at least seven lessons that Apple has learned, over time:

[image: Image] Share the vision. Make it tangible. Make it visible. Years after the fact—after Steve Jobs was gone from Apple, and before he came back—R&D people at the company remembered the mock-up of a computer that became the PowerBook: the best-selling computer ever, up to that point.

[image: Image] People + strategy + dollars = a window on the future. To innovate successfully, you need the right people, the right strategy, and adequate resources.

[image: Image] The future isn’t always welcome, and—without nurturing—it may not stick around. Some of the best ideas in history have been pooh-poohed by the people who should have been their best friends. Some great products have left a willing market simply through neglect.

[image: Image] Being three years ahead of your market—and costing twice as much as your competitors—is a bad formula. Ask the people who believed (and in some cases, still believe!) in the Newton. Ask the people who hoped that Pippin would beat Sega.

[image: Image] Follow through! With no follow-through, the future can’t work.

[image: Image] If you believe in the future, and your future lies in R&D, don’t starve R&D. To the extent that Apple has succeeded, it is mostly the result of brilliant innovations—plus some good marketing, and some occasional management.

[image: Image] Being forced to spend R&D dollars is a bad thing. And a good thing. Apple’s R&D budget is approximately a tenth of Microsoft’s. Half of Apple’s R&D budget goes to hardware. So, Apple can only spend a twentieth as much as Microsoft on software development, in any given year. But is that hardware money well spent? Well, watch the iPods and Mac minis flying out of the Apple Stores.
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