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THE VALLEY CULTURE

ost profitable maker of inte-
power everything electronic.

ICVCIILICS

Intel is the world’s pre-eminent and m
grated circuits, those silicon chips that
The company employs twenty—five thousand people and had
in 1993 of $8.78 billion, along with one of the highest earnings per

The heart of its value lies in its research
3.5 billionhich were expected to reach $

1, is fond of proclaiming
h proi-H

“bet

employee ratio in the world.
and development projects, w
in 1994. Andrew Grove, the President of Inte
that his people routinely “bet the company” on huge researc
ects. In wilder moments, he expands this to declare that they
millions on science fiction.”

Intel today functions in some ways almost like the old Bell Labo-
A mmitrnent to research qualifies

seems nothing like the old Bell Labs
for the place is saturated with Silicon Valley

nonbureaucratic, wildly diverse. There
ilitary ethic and strict hierarchi-

d, pre-divestiture

when you pay a visit,

style——informal, fast—moving,
is little similarity to the traditional m
cal structure that prevailed at, and indeed epitomize
AT8cT.

When you drive up to Intel’s headquarters, a sprawling five-story
building of sky—blue glass that looms over the suburban strip of Route
101 running through Santa Clara north from San Jose, the first thing
you notice is that there are no reserved parking places in the vast lots:
it’s first come, first served, no matter who you are. Inside, too, the
nonhierarchical Valley ethic prevails, for everyone, from the Chair-
man to support staff, sits in cubicles, which are available only in

zes. The outer rim of walls is not blocked off by enclosed
s above the cubicles, enabling natu-

ntel’s fluid

several si

offices as in most buildings; it rise
tail light to fill every floor
and egalitarian use 0

Chapter 8, is worthy of note,
company is structured.

for an open, spacious feeling. I
f space, which will be discussed more fully in

for it reflects much about how the
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The organizational chart is very flat, with only six layers for
thirty-five thousand people—down from thirteen layers in the early
eighties. Virtually_ no positions are solely supervisory. Lines of com-
mand are multiple and diffuse, with much overlapping of depart-

and everyone reporting to multiple bosses, performing multi-ments,
ing enables theple jobs, and sitting on multiple councils. This overlapp

company to run as leanly as possible, for people are constantly being
shifted to where they are needed, which saves having to overhire in
times of expansion. Reorganization is continual and evolving, a way
of life; there is no such thing as a static job. Carlene Ellis, presently
Vice President for Information Technology, points out: “I’ve been
here twelve years, and in that time I’ve had seven different jobs. Four-
teen, really, since each job was reorged once, which completely
changed how it was done and who for.”

One aspect of Intel’s culture that made its practice of constant
5 work is its emphasis on nonpositional power. Thereorganization

f webs was pointed outrole of nonpositional power in the formation 0
by Ted Jenkins, an engineer with a philosophical bent who has been
with Intel since its founding. “Intel’s great strength,” he declares, “lies
in the way the company allows resources to flow to wherever there’s a
problem. I’ve thought a lot about why, in so many other companies,
this just doesn’t happen, and I think it’s because in most organizations
resources tend to accumu1ate——-they get stuck wherever someone is in
a position of great power. So what you‘ end up with in most compa-
nies is a few powerful people who have more resources than they
actually need, while everybody else has to try to make do with less.
It’s static, irrational, and inefficient.”

Jenkins attributes this situation to the fact that traditional hierar-
chical organizations are structured specifically to validate and exalt
positional power. “In most organizations, it’s easy to figure out who’s
powerful: you just look at where someone stands on the org chart.
The only kind of power that really matters is the power of position.
That makes it very difficult for other kinds of power to develop. The
people at the top hold on tight, so no one else can establish any kind
of alternate power base. And it’s this absence of other power bases
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that permits resources to get stuck.” Position, however, is a relatively
crude way of measuring power, as Jenkins points out. It cannot begin
to reflect the subtleties of alignment in a company such as Intel.
“Here, there’s no single way of being powerful. The power of position
is just one aspect. And I wouldn’t say it’s the most important aspect at
all.”

Enumerating alternate sources of power, Jenkins names first the
power of expertise, of knowing and possessing crucial skills. “A com-
pany like Intel very naturally emphasizes the power of expertise be-
cause eighty percent of the people we hire are engineers.” As in a
partnership of professionals——accountants or attomeys-—people are
chosen because they exhibit specific skills, rather than because they
have potential as all-purpose managers. And since skill is so highly
regarded, anyone who exhibits an unusual level of skill tends to ac-
cumulate power. “We place a very high value on the power of ex-
pertise, and the way the company is run tends to increase it,” says
Jenkins. “We have this intense level of training that never stops,
which of course broadens and deepens expertise. Also, because we

are continually undergoing reorgs, people move around in the com-
-pany quite a bit, which also tends to increase the scope of people’s
expertise.”

Moving people around a lot also helps develop another alternate
source of power: the power of personal relationships or connections.
“Because people are always being shifted, they develop a lot of con-
nections in the company as they go along. They know a lot of people,
because they’ve had a chance to work with so many of them——they
have personal friendships, and they also have a pretty good idea of
what the people they know might be capable of doing. This makes for
a very networked organization, with lots of informal lines of commu-
nication, lots of links that would never appear on any organizational
chart. This is absolutely invaluable when you’re trying to put together
a team, because people know all kinds of unexpected places to look
for various kinds of skills. You can put together a very creative team

that gives people a chance to develop new talents—which of course
then also increases their expertise.”
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Ted Jenkins also mentions the importance of the power of per-
sonal authority as crucial in developing alternate centers of power. In
any organization, he points out, you have people who, by virtue of

. their personalities, their natural leadership skills, and the trust that
they inspire, wield a power greater than their official position would
indicate. Yet in traditional hierarchies, such people are often viewed
as a threat, disruptive links in the functioning of the chain of com-
mand. “In a company like Intel, such people really thrive,” notes
Jenkins. “They make a big difference in terms of where resources
flow. And again, the power of personal authority is really emphasized
as people get shifted around, because their experience is broadened
and more people come into their orbit.”

Jenkins believes the primary reasons Intel has been able to en-
courage alternate centers of power are its penchant for constant reor-
ganizations and the unusually low turnover rate among people who
work for the company. “In this organization, people don’t leave.
They're paid fairly, they have a great profit-sharing plan, and they get
a lot of opportunity to move around——it’s always something different.
In companies where people are constantly leaving, it’s. hard for alter-
nate power centers to develop.

“It’s especially hard to develop the power of personal connec-
tions if you’re not in an organization for very long, and without
personal connections, it’s hard to put strong teams together. Everyone
knows that companies have two organizational charts-—the formal
one, listing everyone’s position, from the president on down; and the
informal one that shows the actual routes of connection that allow
things to really get done. It’s the informal power structure that always
determines how effective an organization will be. And stability is es-
sential in order to build a strong informal structure. Also, reorgs don’t
do much but disrupt a company if people are always coming and
going. I think your emphasis is always going to be on positional
power if people don’t stay with the organization.”
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IN THE HEART or THE VALLEY

It seems fitting that Intel should provide an opportunity for watching
how webs form and function, for the organization lies at the very

epicenter of the ever evolving web of enterprise that is Silicon Valley.
Intel was born in 1968, one of the first companies spun off from

Fairchild Semiconductor, which was itself the original prototype of a
Valley start—up. Fairchild came into being when all the engineers who
worked for William Shockley walked out one day to protest Shock-

ley’s management style. Shockley had been the head of the Bell Labs
team that invented the transistor, but in the early sixties, he had
returned to his hometown of Palo Alto to found the world’s most

advanced semiconductor company. Much later, he would gain notori-

ety as a proponent of racist evolutionary theories.
The eight engineers who abandoned him to found Fairchild were

thus imbued from the very start with a notion of business as a colle-

gial enterprise, one in which expertise should be valued over posi-
tional power, and the independence and individual talent of people
throughout the ranks should be honored and recognized for what it
was: the true strength, the reserve power, of an organization. The
Fairchild founders went on to spin off scores of other ventures in the

years ahead, thus seeding the Valley for decades to come with talent
that was stamped with an antiauthoritarian and egalitarian ethic,
while also driven by an entrepreneurial spirit.

Intel was co-founded by the legendary Robert Noyce, a former

Shockley protégé and himself a member of the original Fairchild
group. Noyce was the co-inventor of the original integrated circuit; it
was he who figured out that transistors could be lithographically
etched onto silicon chips, then miniaturized many times over, thus

permitting dozens of transistors and resistors to exist on a single chip.
This invention made possible the drastic shrinking in size of com-

puters, laying the foundation for the personal computer industry. At
his death in 1990, Noyce was Chairman of Sematech, a consortium
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seeking to build American competitiveness in high technology by

pooling research on costly ventures such as supercolliders and super-
conductive ceramics. The collaborative and integrated nature of this

effort was reflective of the legacy Noyce left behind at Intel.

Intel’s other cofounder—and still its Chairman—was Gordon

Moore. While at Fairchild, he had formulated what would become

known in high—tech circles as “Moore’s Law,” which holds that the

number of transistors on a chip will double every eighteen months,

which has the effect of continually reducing prices. As a chip loses

value, it in consequence drives down the price of any product of
which it is a component, spelling financial disaster for even a success-

ful product if it is not upgraded or replaced regularly over time. This
quirk means that high—tech value is always defined in terms of how
new a product is, rather than by how much it costs to produce.
Moore’s Law was the first formal recognition of a phenomenon that

has had tremendous implications for high—tech development, for it
made clear that economies of scale would no longer apply in the post-

industrial world.

This reversal of a basic premise of industrial economics has oc-

curred because, whereas high—tech development costs are high, pro-

duction costs continually become cheaper, while the cost of the natu-

ral resources that comprise the products is essentially negligible. A

corollary to Moore’s Law therefore holds that, if values can no longer
be wrung out of mass production, they must be created by continually

upgrading, improving, and modifying an existing product. The impact
of this truth cannot be overestimated. It means that high—tech organi-

zations, in order to survive, must incorporate continual change as part

of their daily process: they barely have a month to sit back and basic
in success. For no high—technology product can be considered success-

ful in and of itself; each must be understood as part of the learning

curve for what will he produced next.

Under the leadership of Noyce and Moore, Intel patented the

first microprocessor, which mimics the mainframe’s central process-

ing unit by integrating logic, memory, and communication chips. The
microprocessor made it possible for small computers to handle busi-
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ness functions, which enabled desktop machines to move beyond the

hobbyist phase. All subsequent advances beyond the mainframe have
been based upon this invention, the microprocessor being nothing less
than the computer’s brain. Having patented this essential device in the
early years of its existence, Intel moved quickly to capitalize on its
production, its greatest coup being its agreement to produce chips for
the IBM PC.

By the mid-late eighties, Intel had established the standard with
its 286 microprocessor, known throughout the industry as “the 286.”
It comprised the guts not only of the IBM PC and all its clones, but
those of scores of other computers——more than 100 million machines

around the globe. The success of the 286 provided Intel with the huge
reserves of cash it needed to fund the costly research that enabled the
continual upgrading and improvement of its whole range of products.
For given the ruthless exigencies of Moore’s Law, which decrees that
any high—tech innovation loses value the moment it hits the market,
the company had no choice but to make enormous investments in
technology, continually developing new products, new versions, new
upgrades, and putting them out on the market.

THE THREAT or DISASTER

By late 1988, the time had arrived for the company to introduce the
next generation of microprocessor, the successor chip to the 286. The
atmosphere at Intel as it prepared for the release is recalled by people
in the company as euphoric: after years of work, the 386 was finally
ready to hit the market. Everyone was sure that Intel had come up
with another winner, for the’ 386 microprocessor was far from being a

mere upgrade.

This represented a major step forward into the future, a revolu-
tion in what desktop computers could do. The new chip had 32-bit
capacity instead of the standard 16-bit——a tremendous increase in
terms of speed, capacity, and power. Developing it had been a great
technical success, in the tradition pioneered by Robert Noyce. Every-
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one at Intel—the engineers, the marketing department, and the great

international sales force~—was convinced that once the 386 got out

there, it would sweep the field.

Instead, a few months after its introduction, the chip was threat-

ening the company with the specter of almost total failure. The prob-

lem had nothing to do with the quality or attributes of the 386. Intel’s

customers, it seemed, were attached to the 286, which was viewed as

the workhorse of the personal computer industry. The 386 was re-

garded as being useful only if you needed tremendous power; it was

also considered very costly. The resistance from the market was of

course potentially disastrous for a high-tech company like Intel, and

pointed up with particular poignancy the paradox inherent at the
heart of Moore’s Law. This is that failure can result from any too

successful product, since its very success will discourage its buyers

from wanting to replace it.

When a new product meets market resistance, the producer will

very often try to find a way to cut its price, and this is what Intel at

first sought to do. The company’s executive committee sent the engi-

neers back to the drawing board to develop a scaled—down model of

the 386, a version that would have most of its power and could

perform most of its functions, but could be priced not much higher

than the old 286. An engineer named Dennis Carter, then in his late

thirties, was put in charge of the effort; be had been working as

Andrew Grove’s Special Assistant for Technical Affairs.

“We came up with a chip we called the 386SX,” he says. “For

what we were trying to do, it was absolutely the perfect product—

scaled down, but still a 32-bit chip. The idea was just to introduce

people to 32-bitness, get them hooked on that, make 16-bit obsolete

forever. We were so excited and proud that we’d got it right. So we

put the new chip out there, and then all stood back like good little

engineers and waited for it to sell. But we still couldn’t move it! No

one wanted the thing—no one.” .
Dennis Carter felt that it was incumbent upon him to figure out a

solution—or at least to get an inkling where the problem might lie.

Intel simplyhad too much invested in 32-bit technology to accept the

 



 

- possibility of its defeat. The company’s position was particularly pre-

carious because it had just emerged from a major recession that had

devastated the computer industry in the mid-1980s. Considering the

problem from a variety of angles, Carter tried to imagine just where

the hitch might lie. The market had rejected an excellent product: so

might not the problem lie in who constituted the market, in just who
Intel defined as its customer base?

Intel had always defined its primary customers as computer man-

ufacturers, companies like IBM and Dell and Compaq that bought

microprocessors for use in the assembly of their products. These

“original equipment manufacturers,” or OEMs as they’re called in

Silicon Valley, have traditionally comprised the major market for mi-'

croprocessor chips. Intel had other, secondary customers as well:
manufacturers who sold circuitboards to OEMs, and distributing

agents who acted as microprocessor brokers for both circuitboard

makers and computer manufacturers. But the OEMs had always been

Intel’s main customers, and it was in order to serve them that the

company deployed and trained its huge sales force.»

Certainly, Intel had never considered the people who bought

computers to be its customers. Nor did it envision itself as selling to

MIS professionals, those technology buyers who since the advent of

the IBM PC had purchased desktop units for large companies. The

consumer market——“end users” in Valley jargon—were viewed simply

as customers of Intel’s customers, encountered necessarily at one re-

move. After all, Intel was a technology company, not a maker of

consumer products. Since their invention, microprocessors had al-

ways been sold as components, internal parts used in the assembly of

a larger product. It was considered inconceivable to think in terms of

selling them to the public, comparable to the manufacturer of auto-

mobile steering columns trying to sell its products directly to drivers
instead of to GM or Honda.

And yet, as Dennis Carter considered it, the steering column

analogy was not really accurate, for the microprocessor chip is hardly

just another component in a complex product. It is, rather, the essen-

tial element, the piece that powers the product of which it is a compo-
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nent; the rest is just plastic shell, and an operating system that inter-
prets the chip’s commands. Thus the microprocessor is what the
customer is really buying when he or she purchases a computer-even

if it had never been considered in that way. And so it began to occur
to Dennis Carter that perhaps Intel was being stymied in its efforts to
sell the 386 because the company misperceived who the customers for

it actually were.

“What we began to realize was that 32-bit architecture was great
for the computer user; since you can run a lot of very powerful and
useful programs off it. But the computer manufacturers were doing
just fine selling products based upon the 286—which not incidentally
was also becoming cheaper for them to buy. They were doing very
well on it, so they didn’t feel any incentive to spend a lot of extra
money just to make their products more useful to the buyer. When we
considered that, we began to wonder if we weren’t making a funda-
mental mistake, counting on the OEMS always to represent our inter-
ests in the market. Here was an obvious case of their interests not

necessarily coinciding with ours. But since we’d always regarded them
as our real customers, that took a while to see.”

Still, Intel had to start selling its 386 chips. Moore's Law decreed
that the company must move the technology on to the next stage, or
be stuck selling a product that was losing profitability with each pass-
ing day. Adding to the sense of urgency was the fact that Intel’s engi-
neers believed that the PC manufacturers who were their customers
Would themselves become obsolete, unless they made the step beyond
the 16-bit chip in a timely fashion. If they did not, the market would
simply move to other kinds of technology. “It began to dawn on us,”
says Dennis Carter, “that our only real hope was to appeal directly to
PC buyers. If we could convince them of the benefits of 32-bit
strength, they might start to demand boxes that ran on the chip. And
if that happened, the buyers could in essence pull the market for us,
forcing manufacturers to start using the 386.”

The notion of reaching out to end users was revolutionary for a
manufacturer of computer components, and would entail a complete
realignment of how Intel positioned itself in the market. As it was, the
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company had no links to computer buyers and no routes of contact

for reaching out to them, since its sales staff was entirely focused on
manufacturers. Intel had no relationships it could leverage, no credi-

bility with the general public, no history as a consumer products

company; it didn’t even have an advertising agency at the time. Nor

did Dennis Carter, as the President’s Special Assistant for Technical

Affairs, have the authority to undertake marketing microprocessors to

the general public.

Going directly to the public would entail the kind of total re-

orientation that most large companies would be unable even to con-

ceive of putting into practice. One thinks of the Detroit auto makers’

initial response when the market began to reject its cars: they tried to

cut costs so that they could reduce their prices, but for a long time

continued making and marketing cars in the same old way. Reconcep-

tualizing to whom a company sells means re—envisioning why the

organization is in business, which calls into question its very reason

for existence. Doing so in turn undermines the prestige of the chain of

command, unsettles established turf, and exposes an organization to

incalculable risk. However, the very crisis that Intel had passed

through during the mid-1980s recession made possible the kind of

radical repositioning that Dennis Carter had begun to believe might

be the only Way to save the 386SX. By radically opening up the

company and creating a flexible structure that let resources flow

toward problems, Intel had set the stage for webs to form at the

company’s roots.

STOP DOING WHAT'S STUPID

The problem facing most companies, according to Carlene Ellis, In-

tel’s Vice President for Organization and a member of the sixteen-

person Executive Staff, can be summed up fairly simply: "You just

have to find a way to stop doing what’s stupid.” That is, you must

constantly question the utility of what is driving the organization-

not only in terms of the present, but also in regard to what lies ahead.



' Most people in or
the status quo to be able to do this——in particular, the people at the
top. People be
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ganizations are far too concerned with maintaining

come invested in doing what’s been done, in defending

its need to be done, because it justifies what they have been doing.
This prevents them from questioning the basic underlying assump-
tions that lie at the root of their enterprise. They don’t ask, should it
be done at all?

That Intel persistently asks questions is due to an earlier baptism
by fire. “You have to go back to 1985 if you want to understand why
we were able to handle the problems around the 386,” Carlene Ellis
points out. “Intel had always been this growing, successful company.
We were known for having a growing, stable employee base——we

e stayed. And believe me, we benefited enor-were a place where peopl
plemously from having such a low turnover, because only when peo

really know their way around can they figure out how to get stuff
done here. So most of us assumed this was just the nature of our
company. We took our stability for granted, without really having
earned it.”

Then, in early 1985, the whole industry “suddenly just went
through the floor. Everyone got caught with a massive overstock of
microprocessors, including us. It was a terrible crisis, we just couldn’t
sell our stuff, and to deal with it we had to let thousands of employees
go. The company was just torn apart—great people thrown out on the
street, very bitter. Those left behind were as scared as those who left.
They couldn’t concentrate on their work. The motivation was just
gone. Fear was up as people waited for the next hit. Here everyone
had all worked so hard to build up trust over the years, and now we
were watching it be destroyed overnight. Seeing what happened
scared us to death.”

As head of CIS at the time, Carlene Ellis was in a particular
position to feel the pain. She was sensitive to it because of what she
had witnessed growing up in a small town in the South. “I remember
like yesterday how NASA suddenly cut thousands of people from the
space program. Huntsville, Alabama, just fell apart—the town, peo-
ple’s families. You’d see all these incredibly talented engineers walking
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around doing nothing. I remember it gave me a feeling of terrible

waste.” At Intel in the mid-eighties, Carlene Ellis feared reliving that

experience, and became convinced that “we were watching something

that we could never let happen again."

Of course, layoffs had always been considered part of organiza-

tional life, a given; inevitable because the nature of business cycles is

to expand and contract. “But what we realized in about 1985," says

Carlene Ellis, “was that while that might have been all right for indus-

trial factories—though I doubt it——it’s not acceptable for a company

like Intel. Whenever you have highly trained people, you’re just shoot-

ing yourself in the foot when you have to fire them. They comprise the

value of your company, so it makes no sense. Also, if you’re going to

ask people to be creative, you have to provide an environment that

inspires them. People have to be motivated if you want them to think,

and constant fear destroys motivation.”

The lesson of the late eighties for Carlene Ellis, then, was that

“layoffs are a last resort. They destroy your foundation and it’s tough

to rebuild. Once you make the commitment to try never to let people

go, however, you have taken the first step toward reconceptualizing

how your organization works.” With support from the Executive

Staff, Carlene Ellis’s Human Resources department began in 1990 to

formulate a plan so that “ideally, we would never have to go through

layoffs again, no matter what the external situation. The fact that the

economy was cyclical could not be used as an excuse.” In order to

achieve the goal, however, “We had to completely change the way we

were thinking. We had to start looking at everything from the stand-

point of where we were going to be in the future; We had to know

what kind of skills we were going to need. Not just for the next year

or so, but way down the road as well.”

The goal became never to hire permanent people whose skills

would become obsolete, or who would not be needed if and when the

industry hit a downturn. “Once you decide to start thinking of it like

that, you have to really start listening to people——your administrators,

analysts, planners, designers. You have to find out exactly what they

need, in terms of skills and support. You have to challenge them to
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think about what their work will be like in the future, which of course

gets them thinking about the company, and the industry, as a whole.”
This in turn drastically alters the role played by Human Resources,
which is no longer in the position of simply trying to find good people
and then hiring and training them in an all-purpose way. Human
Resources becomes instead more the partner of the business units,

prodding them to think in an integrated and large—scale way about
what they will be needing over the long term.

Once people are hired, they must then be trained in a broader
sense of skills, so they can perform a lot of functions and be shifted
around with relative case. “You can’t afford to hire someone who can

only function as a process engineer, for example. You have to train
that person in design engineering as well. That means moving him
around a lot, which therefore means he has to get‘ his training while
he’s on the job. The whole trick to avoiding layoffs is that you have to
be both lean and broadbased, having lots of utility people. When I
think back to what I saw at NASA, I’m sure one of the problems was

that everyone was trained very narrowly, for just one specialty.”
Carlene Ellis makes clear that Intel’s culture of constant reorga-

nizations and broadbased training is not only a strategy for ensuring a
work force that is flexible and lean, but also a way of building in a
bias for the pragmatic and tactically-based approach. With jobs as-
sumed on a provisional basis, and training conceived of as ongoing,
people get used to trying things out and learning from whatever
works. Such an approach, she points out, facilitates innovation by
encouraging people to take responsibility for projects as a whole,
rather than focusing only upon the part that they have to play. The
emphasis on strategy built from tactics thus encourages large-scale
thinking among people throughout the organization, by spreading
.responsihility and the opportunity to improvise around.

As a former school athlete, Carlene Ellis is fond of observing that

Intel “plays by sandlot rules”——the stress is on working together, on
learning and improvising within the context of play. “When I played
basketball in college,” she recalls, “I always hated the zone defense. _
You just stood there guarding, no matter where the ball was. Lots of
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companies play that way today: the market moves or disappears en-

tirely, but they’re still standing there, guarding this empty spot. They

do it because that’s what they’ve been taught to do, and no one has

thought to give them permission to stop doing something because it’s

stupid. But when you move beyond the zone, and start moving the
ball, all you’ve got is this core of people, with everyone accountable

and responsible, all over the ball. And that’: where the technology has
moved us. We don’t have time to play the zones. It’s all one—on-one

out there today.”

WEAVING THE WEB

Intel’s restructuring in the wake of the 1985 recession made it easier

for internal webs to form by accentuating those aspects of the com-

pany that permit and encourage alternate centers of power to develop.
But the recession also paved the way for what was to follow by forc-

ing Intel to reorient itself, to question the bedrock assumptions of its

enterprise. The depth and level of questioning about such basic issues

as layoffs prepared the way for Dennis Carter to question just who

Intel’s customers really were, and in the process of doing so, to
reinvent the market.

In early 1989, Dennis Carter went before the Executive Commit-

tee and told them he thought it was time to see if the 386SX could be

marketed to end users. Because the company had a tradition Of fund-

ing unorthodox experiments if they were tried out on a small scale,
the Committee gave him $5 million to see what he could do———“five

million dollars to change people’s buying behavior across the U.S.,”

as he later said. His first and most obvious problem was that he had

no staff, for the effort was not assigned to any department: it existed
as an independent team, one of those one—on—one core units of which

Carlene Ellis approves.

Dennis Carter’s first step in weaving the web that would enable

Intel to reach out directly to computer buyers was to draw on people
from throughout the company, borrowing them from their various
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divisions so he could cobble together the beginnings of a team. Creat-

ing impromptu teams for quick action is not as difficult at Intel as it
might be somewhere else, because of the tradition of people working
for multiple bosses. This kind of matrixing gets people used to flexible
structures, and accustoms them to being moved around.

To work full—time in the new effort, Dennis brought in Sally

Fundakowski, a former market researcher, since the first step would

obviously be to figure out the market. “I had left Intel a few years

before," says Sally. “I'd been bitten by the start—up bug and went off

to start my own business, but the times were very tough. Then one
afternoon, 1 wasrsitting in this pic restaurant in Palo Alto, just a week

away from having my second child, when Dennis walked in with his
kids. He started talking to me about his new project. He just got very

excited about it, so I got excited just listening to him. Right on the

spot I made the quick decision to go back to Intel and work for him.”
As an entrepreneurial kind of person, Sally Fundakowski liked

the idea of “doing something just unheard of, something that would

completely redefine the market. Intel had always had this audience of
a few thousand engineers, and now suddenly Dennis was thinking

about ways that we could widen that to millions of people. There was

this huge element of risk: we stood to really alienate the manufactur-
ers and distributors we’d always sold to. We were going to be messing

with people who’d always been their customers! All these elements
came together and made the project so intriguing. It was absolutely a

renegade kind of deal.”

Sally’s early market research was full of surprises. “Naturally,
we had to find out what our customers thought about us, the end

users we were going to try to reach. Well, the first thing we discovered

was, they had no idea who on earth we were! We could hardly believe
it—here we were so successful, but even MIS people in big companies

didn’t know us. Only fifty percent of them had even heard of the 2.86.

So you can imagine how things stood with the general public.”
Market education was obviously going to have to be drastic.

“We realized right away we needed to do something very dramatic in

order to change people’s buying habits,” recalls Dennis Carter. “But
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whenever you do something dramatic, there’s the chance you’ll make

some mistake and undermine yourself. Sally and I needed more expe-

rience before we could forge ahead, and to me you get experience by

trying things out on a small scale, so you can learn from your mis-

takes without it costing too much money.” Although Intel prides itself

on taking risks, Dennis Carter also notes that “there’s this other side

of us that’s very methodical. Don’t forget, we’re a bunch of engineers!

So when we do something risky, we ‘always proceed in small steps,

gathering information and trying to measure everything as we go

along. We don’t just pick some strategy and then go ahead because we

sound good when we talk about it to ourselves.” Strategy must _derive

from tactics, in other words: tactics implemented at the grassroots
level.

The team decided to test an appeal to the end user market in

Denver. In preparation, Dennis Carter enlarged the web, enlisting

Ann Lewnes, then on the staff of Intel’s internal magazine. “If we

were going to try to persuade people, we obviously needed someone

who could write.” Together with Sally Fundakowski, they flew to

Denver. Dennis Carter recalls: “When we got to town, we had no

network to buyers, very little name recognition. We had to start out

by walking cold into retail stores. We just went in and struck up

conversations with people who made a living selling PCs. Mostly, we

asked questions: we were trying to get an idea of what their customers

looked for, what the dealers themselves thought their customers
wanted.”

The retailers seemed intrigued that people from Intel would take

an interest in their business. As the dealers began to ask questions, the

Intel team began to coordinate a response. They developed programs

to train the dealers in what 386 technology was all about. “This effort

required us all to do a little of everything,” says Dennis Carter. “We

came up with point-of-sale displays and wrote backup material. We

started focus groups of PC buyers, and listened to what they had to

say. We interviewed people who planned to buy PCs, and asked them

what they thought was important. Everything we did was about get-

ting feedback, creating a loop, an interface so we could listen to the
market.”
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Next, they hit the local media. They got themselves booked onto

Denver radio shows, and even put up a billboard advertising the
386SX. Most important, they monitored everything, so that every

effort, even if it failed, would supply information and so function as
research. Following up on PC buyers after the information blitz, the
team discovered that people were beginning to alter their purchasing

plans in response to what they were learning about how 32-bit tech-
nology could be of use to them. “People in Denver were starting to tell
dealers they wanted 386 capacity in their new computers,” recalls
Dennis Carter. They wanted to be able to run the programs they

might need in the future.”

Judging the Denver effort to be a success, the team decided to expand
the approach, trying it out in twelve major metropolitan markets, but
formulating a slightly different approach in each, so that they might
learn as much as possible from their efforts. To cover so many mar-

kets, of course, more than the core of three people would be needed,
so Dennis Carter turned for help to Intel’s sales "force. This huge

international organization had been designed precisely in order to sell
Intel’s technology to manufacturers and distributors. That's where the
sales managers’ relationships and thus their loyalties lay. Quite pre-
dictably, it was at this moment of expansion that the team encoun-
tered its first resistance within the company, for their effort to borrow

sales people for their project stirred a lot of flak.
Dennis Carter recalls: “Some of the area sales managers couldn’t

believe it——‘you want to take my people for your little program?’ They
were particularly worried that, by going directly to computer buyers,
we were going to alienate the original equipment manufacturers, who
had of course always regarded the buyers as their customers. But

finally, we were able to persuade them. We convinced them that, if
their sales people got into Contact with actual PC buyers, they would
learn a lot of stuff that they could then turn around and share with the

OEMS. We pointed out that what we wanted to do would actually
improve the sales force, instead of just distracting them from their
jobs, by expanding their reach and building up their networks.”
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But was persuading the area sales managers of the advantages of
his project the only reason the team succeeded in its task? Wasn’t the
power that Dennis Carter held as Andrew Grove’s special assistant
also useful in persuading field sales managers to agree to lend him

their people? “I have to say that, while it may have helped a little, it
was not a primary reason,” he maintains. “Leveraging power that

way doesn’t work very well around here. It spurs resentment, makes
people resist you, and then you have problems when you have to deal
with those people down the line, which in a networked company like
this you always do. Plus I can honestly say that being in a high posi-
tion at Intel doesn’t mean as much as in other organizations.” Dennis

Carter adds, echoing Ted Jenkins: “Positional power at Intel means as

close to nothing as you can get.”

WIDENING II-IE WEB

In the process of expanding its effort to reach computer buyers in
twelve major metropolitan markets, Dennis Carter’s team had to
vastly expand its scope, yet the core of people at its center remained
very small. The evolving web also remained mutable and flexible, for
the nature of the work kept changing as new tasks needed to be done.

For example, Ann Lewnes, who had been brought in because of her
writing skills, came up with the idea of starting an advisory board of
Fortune 500 MIS directors. Intel would share information about what

it was doing with these people under nondisclosure agreements, while
they in turn would help Intel get a better idea of exactly what business
users were going to want from their technology in the years ahead.

Ann Lewnes’s effort, undertaken on her own initiative, proved

valuable not only because of theiinformation it developed, but be-
cause it provided a mechanism for developing ongoing relationships
where none had existed. Learning from the success of this improvisa-

tion, Ann Lewnes then expanded her efforts, setting up first an advi-
sory board of PC dealers, and then a network of people who were
involved in various PC user groups. As her work with the advisory
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groups grew more demanding, she dropped other aspects of her tasks,
evolving in the process a whole new job for herself.

Ric Giardina, an Intel lawyer who would later join Dennis.
Carter’s team, points out that this sort of improvising has a long;

. tradition at Intel. “You might find yourself on a multidisciplinary
team that’s doing something really new, something completely differ-
ent from your regular divisional work. As you get more into it, the
new work starts to feel more important, and you realize that your

regular divisional job is interfering with what you’re trying to do. So
you go in and tell your divisional head you don’t really have time to
do your regular work anymore—he or she will listen, and more than
likely let you go. At other companies, this would set off a big turf war,
with your boss and the team leader both fighting for your time. What
makes Intel different is that people actually care about what’s best for
the company as a whole. Plus most people here have worked in lots of I
different jobs inside the company, so it’s hard to get stuck in the turf
mentality.”

As swat teams of sales people were assigned the task of develop-

ing specific markets for end users, the original core of people in Den-
nis Carter’s web found themselves doing less execution and more
training. At this point, Charlene I-lama was drawn onto the team to
coordinate the training. “We got Charlene involved,” says Sally
Fundakowski, “because she knew all the key people in field sales, this
huge organization spread out all over the world. She’s one of those

..._~. *....
people at Intel who’s been around the place so long that she always
knows who you need to bring in when you want some help.” Char-
lene I-Iama says: “My expertise was with the field sales groups, and
also with our major customers-—I’d been in a group that worked
directly with the OEMS. Plus, I had production experience, so I knew
the people in the factories and the warehouses.” In Ted Jenkins’s
definition, Charlene was someone whose strong relationships helped
to counterbalance the effects of positional power within the organiza-
HOD.
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The first national declaration that Intel intended to reach out to com-

puter buyers came when the company ran a series of advertisements

that became known as the Red X campaign. Dennis Carter’s team

worked with a small agency in Utah to develop an ad for general

interest and business magazines. These were considered an unlikely

venue for Intel, but the best way to build fast recognition for 386

technology among computer users outside the major markets where
the swat teams were at work.

The Red X campaign announced in no uncertain terms that the

days of the 286 microprocessor were over. The era of the 386, of “32—

bitness” and massive upgradability, had arrived. The ad was clean,

simple, and dramatic. Premiering in Business Week, the two-page

declaration created an immediate sensation. “People were horrified,”

recalls Dennis Carter. “They thought we were insane to announce

that our own most successful product was obsolete. But we had to do

something strong to get attention. And we certainly succeeded in that

—there were editorials all over the place. USA Today actually ran one
on the front page, denouncing what we had done as stupid.”

What USA Today and the other editorialists were overlooking,

of course, was that Intel was being driven to redefine its market by the

relentless logic implicit in Moore's Law. For if the economics of high

technology require that any given product must begin losing profit-

ability as soon as it hits the market, then manufacturers must do the

unthinkable and help hasten the demise of their own products in

proportion to how successful those products prove in the market.

Still, Intel was taking a gamble. Would the public feel manipulated by

the company’s open declaration that the technology it had been sell-

ing was out-of-date? Or would people be so persuaded of the advan-

tages of the 32-bit microprocessor that they would overlook the ma-

nipulation?
Because the swat teams had established new lines of communica-

tion with PC buyers and dealers in major markets across the country,

Intel was able to start getting feedback on the campaign with virtually

no delay. “We had built up this great intelligence network,” says Sally

Fundakowski. “Within just a couple of weeks, we knew the ad cam-
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paign was having an enormous impact. People all over the country
were beginning to change the way they bought PCs. They were be-
coming more sophisticated and demanding, thinking in terms of their
future, as opposed to just their present, needs.” The change was in
some ways comparable to what happened in the 19605 when consum-
ers began thinking of their audio systems in terms of upgradable com-
ponents. That spelled an end to people walking into stores and simply
asking for a “stereo,” and then settling for a name brand because it
was familiar, even though they had no idea of the quality or what its

speakers could or could not do.
Both the swat teams and the Red X campaign proved successful

in drawing attention to the new 32-bit technology, and computer
users were soon pulling the market in its direction. In addition, the
fact that Intel manufactured integrated circuits was becoming known

to the general public, a recognition which would prove indispensable
in the years ahead. Still, the very success of the end user marketing
project was inadvertently sowing the seeds of a potential long-term
disaster. For without quite being aware of the danger, Intel was build-
ing awareness for the value of the 386 microprocessor rather than for
the company itself.

THE MEANING or CLONES

By the summer of 1990, Dennis Carter’s initial web had succeeded
in its objective: making the 386 chip as successful as the 286 had
been in its day. “The whole world was 386,” as people at Intel
had begun to say. But by the late fall, a couple of smaller Silicon
Valley ventures—Advanced Micro Devices, Cyrix, Chips 86 Tech-
nologies——-had figured out how to approximate the workings,
though not the design, of the 386. Within months, they were sell-
ing these “imitators,” as they are called, at far below what Intel
was able to charge, considering that the company had to recover
the costs of developing the chip in the first place. As a result, over
the course of the next year, Intel would lose nearly half the busi-
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ness it was doing on the chip that it had managed, after a large

investment and the brilliant repositioning of its entire marketing

strategy, to make the mainstay of its enterprise.

The imitators in no way tried to disguise that their products were

modeled on Intel's; on the contrary, they announced it by incorporat-'

ing the number 386 as part of their names. After all, Intel had poured

the full range of its tremendous resources into making the number

recognizable among computer. users: why shouldn’t the imitators try

to benefit from that? And so it was that Intel, the market leader,

found itself in a situation similar to that of IBM in the early eighties,

when, after investing hundreds of millions in the development of a

personal computer, it had to stand by and watch its market being

taken away by IBM clones. As IBM had, Intel took its competitors to

court, feeling it had an even stronger case, for the use by the

clonemakers of the actual 386 number seemed a particularly clear

infringement upon Intel's trademark. -

Clones, or imitators, as Intel prefers to call them, are a phenome-

non unique to the post-industrial world, which is why the word clone

was never used until recent years. Knockoffs have always existed, of

course, but in fact they are not clones, for a knockoff mimics only the

outward appearance of an original, and usually does not do that with

much sophistication. Because a substantial proportion of an industrial

product’s price is determined by the cost of raw materials and labor, a

low-cost imitation is easily discerned. A Jaguar knockoff that uses a

mass—produced engine with plastic parts instead of one assembled by

hand from tempered steel is not a clone; nor is a laminate veneer

cabinet that follows the lines and design of one fashioned from solid

walnut. Any low—priced imitation of an industrial product must rely

on low—priced component parts and shortcut labor, and thus is always

compromised in obvious ways.

By contrast, a clone works in a way that mimics almost exactly

the workings of the original product. As such, it can exist only when

development costs are high but production costs are low. In micro-

electronics, the true cost of a product lies not in the raw materials that

comprise it; sand, the substance of silicon chips, is always cheap. Nor
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HP is manufacturing costly, since computer—aided processes do most of

the work. The real value of high-tech merchandise lies almost entirely

, in the cost of the knowledge that has gone into the fashioning of
: - something that has never before existed in the world. The price for

this knowledge is all paid up front, during the research and develop-

aw

merit phase, which is why high-tech products are expensive to invent

but cheap to reproduce. It is this anomaly in pricing, in fact, that
accounts for Moore’s Law; because costs are low downstream, profits

evaporate.

The challenge for the would-be imitator of a chip lies in discern-

ing how the original is made; this is usually achieved by a process of
reverse engineering. Starting with the close observation of how the

original works, the imitator then reasons backward to discover what
set of instructions might achieve the same results. The copyist can

then approximate the encoded message that transmits the information

on the original chip; the message need not be exact, so long as it does
the same thing. Once an engraving has been made, a nearlyiexact copy

of the original can be devised using the same inexpensive materials.

And just as long as the operation rather than the code is imitated, the
cloner is not necessarily in violation of the original producer’s patents

or copyrights.

Though unforeseen at the time it was formulated, the develop-

ment of the clone lay implicit in the reverse economics of Moore's

Law. And it is because of these reverse economics that high—tech com-

panies like IBM and Intel are so swiftly punished for an inward focus
that neglects the customer. IBM was brought low by its inability to
define its customer precisely, and its unwillingness to learn from the

webs that configured within its midst-—in particular, the web that

developed the PC and was then promptly reintegrated into the larger
bureaucracy. Intel, unhindered by the bureaucratic legacy of the In-

dustrial Era, appears to stand a greater chance of surviving the chal-

'"—%—-._.?__...._._..

lenge posed by the imitators, for it has begun to incorporate the way
of working that Dennis Carter’s team improvised into the larger strat-

egy of the organization. What Sally Fundakowski calls “the webster
skills” that the group developed are now enabling the company to
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respond to the potential disaster that resulted from the triumph of the
386 marketing campaign.

The loss of nearly half of its market for the 386 microprocessor in
1990, though shocking, was only the start of Intel’s problem with

imitators. By the following spring, word was out that the copyists
were only a year away from being able to imitate the 486 chip—a
product that Intel would not even be introducing until that fall. It had
taken the clonemakers nearly four years to figure out how to copy the
386; now, with that time on the verge of being drastically cut, the cost

of producing the imitator chips would rapidly decline. As the chips
grew cheaper, the incentive for original equipment manufacturers-

Intel’s old customers—to buy them would grow more intense.

Intel had to respond; the question was how. The manufacturer of

products that are being cloned does not have many options. Since the
company must recoup its research and development costs, it can never

compete with the imitator on the basis of price. One of the few tactics

open to the originator is to speed up product cycles, continually
spawning new products at a rapid and unrelenting pace. This draws

clonemakers into a perpetual game of catch—up: by the time their

clones are ready for market, the products upon which they are based

are about to become obsolete. In this way, the original manufacturer

can hang on to its markets, but the cost is enormous, since its spend-
ing on research must proportionately increase.

Despite the dangers, in the early winter of 1991, Andrew Grove,

declaring that “speed is all we have,” announced a drastic program to

shorten product cycles. Instead of waiting until one generation of

chips was ready to bring to market before starting work on the next,

Intel would develop successive generations almost simultaneously.

Entirely new families of chips would be introduced every two years,

some with as many as thirty variations, as a way of keeping the

clonemakers at a perpetual disadvantage. In order to achieve this level

of efficiency, the company would have to accentuate those aspects of

its operations that emphasized coordination and cooperation. And so
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the web of inclusion that had configured in its midst would serve as a

model.

THE WEB EVOLVES

Taking clonemakers to court, speeding up product cycles, and cutting

prices were all defensive moves, and Intel took them. But the company
had also to thrust decisively forward. This meant finding away to

convince customers that there were concrete advantages to buying

Intel products, in terms of quality, reliability, and service—and doing
so within the framework of the company’s new definition of its cus-

tomers. As had been true for 286 technology, computer manufactur-

ers had no strong incentive to buy the premium-priced Intel chips

unless computer buyers demanded that they do so.

Thus it soon became apparent—that the web configured to reach

out to end users had only begun its work. As Sally Fundakowski

noted, Intel not only needed to create an identity for specific products;

it also had to begin to do so for itself. In effect, this meant finding a

way to represent itself to the general public as a premier manufacturer
of what were essentially consumer products. Casting about for any

kind of precedent in such a marketing attempt, Dennis Carter could
find only one instance in which Intel had achieved anything like this
kind of recognition. It occurred in Japan, where the subsidiary Intel
Japan KK had launched a kind of corporate identity campaign.

In the Japanese market, curious and informed technology cus-
tomers are eager to know precisely what components comprise the
products that they buy. In order to inform them, Intel’s Japanese
subsidiary had encouraged the computer manufacturers who used its
integrated circuits in that country to publicize the fact in their adver-
tising. And so the rather awkward slogan “Intel In It” was affixed to
ads for Japanese computers, English slogans having great cachet
among Japanese consumers. In traveling to Japan, Dennis Carter
found that even in the country’s public transport system, colorful
banners boasted of Intel’s name. By piggybacking onto manufac-
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turer’s advertising, the company had become widely known without a

great expenditure of money.

That this could be done rather easily in Japan reveals how essen-

tial aspects of that country’s attitudes toward antitrust laws en-

courage cooperative ventures in a way that remains impossible in the

United States. US. statutes make it difficult for companies that source

or supply one another to achieve any communality of interests, to

share advertising or promote one another’s products. In Japan, similar

laws exist, but are rarely enforced, because they conflict with the

nation’s deeper culture of encouraging and promoting long-term rela-

tionships. Intel japan KK could permit some Japanese manufacturers
to use its name without fear that other manufacturers would sue it for

showing favor, because companies in japan consider it disgraceful to

take suppliers—or partners, as they prefer to call them-—to court.

Still, Dennis Carter felt convinced that persuading U.S. manufac-

turers who used Intel components to advertise the fact would be the

best way to establish the company in the public imagination. And so

in February of 1991, he proposed to the Executive Staff that Intel

offer a cooperative advertising deal in order to persuade the OEMs to

make use of Intel’s name. “I had no idea what they’d think,” he says.

“It was taking the end user marketing idea to the extreme, actually

using the manufacturers to sell Intel to the general public. It was

revolutionary and risky, but Andy Grove just looked at the plan and

said, ‘So, let’s get started on this tomorrow!’ ”

By this time, End User Marketing had evolved into a whole de-

partment, with Sally Fundakowski at its head. In configuring the new

web, Dennis Carter relied upon her and her staff, but gave the team a

new shape to fit its mission. Once again, he had to borrow people

from throughout the company, people who had flexibility in regard to

their time. His first recruit was Pat Perry, who had previously been

involved in training field sales engineers to work with OEMS. She had

good contacts among the OEMS’ marketing forces, and was also

available for an assignment; her old job had just been reorged, and she

was preparing to take a long sabbatical in the spring.

“I was at loose ends when Dennis called,” Pat Perry recalls. “He
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was all excited about trying to do co—op advertising with our OEMS,

which meant that they would put our name in their ads. The whole

thing sounded strange to me—-I figured, what was in it for the OEMSP
Why should they use their ad dollars to promote an integrated circuit?
But Dennis kept saying, we’re the most important ingredient in a
computer. When someone buys Dell, they’re also buying Intel. And if
they know we’re the best, that can only help Dell.”

Cindy Tsuyemura soon joined the group. “I came from market-
ing and communications,” she explains, “but over the years I had
developed this specialty of knowing about trademarks. I’m not sure
how it happened——I had just hung around the legal department a lot,
picking up bits of knowledge. Because I knew something about the
subject, I saw early on that there had been problems in how we’d
handled the 386. While we got recognition for the product, we didn't

get any for Intel—we weren’t branded as a company, as trademark
people say. We did a good job of reaching out to the end user, but we
hadn’t realized all that was involved in marketing to the public. We
were still in the learning stages. That was the basic thing about the

group, we learned from our work as we did it.”
Just as the new team members were starting to test how the

OEMs felt about the co—op advertising idea, Intel’s trademark suit

against Advanced Micro Devices was rejected by the U.S. District
Court in California. “Losing the trademark made it seem as if our

campaign to develop awareness for 386 technology had been an abso-
lute disaster,” Sally Fundakowski says. “AMD and Cyrix were going
to be the ones to benefit. So suddenly, the work our new team was

doing seemed ten times more important than it had the week before.
We had to start getting people to think of us, not our specific products
——even though we’d just spent five million dollars getting them to
think in terms of the 386!”

When the trademark was lost, Ric Giardina was pulled into the

web. Ric had joined Intel only the year before, but had already deter-
mined that he wanted to change the way the legal department oper-

ated. “When it came to legal, the company was still too compartmen-
talized. There was no integration into the overall business process.

 



.nx

_-......._.._.___._...........;m...:........
 

The business people made decisions, and then sent things down to us

lawyers to check. We were the gatekeepers, the people who said no, ,

which of course made everyone in the rest of the company resent us. It

was like old—fashioned manufacturing, where you wait until the very
end of the process to check for flaws.”

Ric Giardina was already looking for ways to change the process

in his own department. He had no mandate to do so, and, being new,

not much positional power; still, he was determined to make a differ-

ence. That was why he had come to work at Intel in the first place; he

had seen it as “the kind of place where you could create something on

your own, be imaginative, really leave your mark.” Now, joining

Dennis Carter’s group, he was being given a mandate to integrate

legal and business processes within the context of a concrete situation,

rather than first figuring out a strategy and then testing it. “We had

this excruciating time element,” Ric remembers. “We’d been hit by

the clonemalcer crisis, and we had failed to keep our trademark. That

forced us to improvise, to learn as we went along.” Ric now believes

that the true utility of flexible web-like structures lies in their ability to

integrate functions, and do so in a way that enables people to learn

new skills in the process of expanding their jobs. Inevitably, because

webs form around innovative projects, both the learning and doing
are done under fierce constraints of time.

INTEL INSIDE

The newly configured web agreed that the phrase “Intel In It”

sounded awkward in English, and decided instead to offer the slogan

“Intel Inside” to computer manufacturers willing to participate in the

new co—op advertising program. The arrangement would be similar to

that pioneered by NuttaSweet and Coca-Cola, under which Nutra—

Sweet pays a portion of Coke’s advertising costs and Coke features

NutraSweet’s name in its ads and on the Coke bottle itself, effectively

making the soda an advertising vehicle for the sweetener.

The advantages of such a scheme would cut two ways for Intel
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.;-4*.



THE WEB or [Ncrus/o.v

and the computer manufacturers who participated. The computer

makers would cut their ad budgets by getting Intel to subsidize a

portion of their costs, and would also benefit from the implicit mes-
sage that its internal components were of such high quality that they
were worth advertising in themselves; no company was about to ad-

vertise that it was building computers based on clones. Intel in turn

would garner vast recognition from the mass publicizing of its name,
and would also establish its components as the quality product.

As with NutraSweet, Intel microprocessors would become identified

in the public mind as the premium article, the original, “the real

thing.”
The Intel Inside slogan would be represented as Ric

Giardina notes that “All of the specifications had to be exact, the size

of the letters, everything, in order to maintain the integrity of the

trademark.” Once the symbol had been agreed on, the team had to

go out and sell it to the computer manufacturers, a task made far
easier by the lines of communication established by the earlier web.

Sally Fundakowski recalls how the people at IBM immediately loved
the Intel Inside slogan when it was proposed to them at a meeting in

early 1991. “They asked us to get the program together in time for
the spring campaign for their new personal computer, which was set
to debut with a full-page ad in The Wall Street Journal. Of course,

that sounded fabulous, but it was already the end of February, and

the ad was set to run on April 22!”

The problem lay in complying with U.S. antitrust legislation. In
order to offer the co-op advertising program to IBM, Intel had to

make precisely the same offer to all its customers before the deadline
for The Wall Street journal ad. Says Sally Fundakowski, “Here we

had just under nine weeks in which to develop the program, write the

guidelines, do all this meticulous legal work, and then notify everyone
in the world of what we were doing! And when I say everyone, I mean

all the computer manufacturers who bought our chips, plus all the
distributors of their products, plus all the circuitboard makers who

sold to either. Some of these companies were very small, maybe two

employees working in one outlet somewhere in a suburban mall. We
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barely knew who they were, or how to find them. But we had to track
them all down and then make them all the same offer, or else let the

IBM thing go.”

Ric Giardina recalls: “Our team had to do everything at once.

There was no time to devise any particular structure. We organized

ourselves at weekly GYATs—that’s the Intel name for unstructured

meetings——it’s short for "get your act together,’ and it implies right
away. For the Intel Inside program, out GYATS would usually last
three or four hours. We‘d come together, decide what had to be done,

and people would volunteer to take care of this or that. Then we'd go
off in our own directions and work like crazy on our assignments, and

come back and make a report at the GYAT the next week. It was all

improvised, and we managed the process ourselves as We went along.”
In management-by—GYAT, any semblance of specific job descrip-

tions broke down. Everyone in the web assumed a wide variety of

tasks. “It didn’t matter whether someone came from marketing, com-
munications, finance, training, or sales,” says Ric Giardina. “Every—

one did a little of everything. I was writing scripts for Andy Grove to

do video presentations for the OEMS. I was selling ideas to the sales
force, I was managing the business end-—most of the time, you'd
never know I was a lawyer.” Sally Fundakowski adds, “We had no

time to treat training as a separate part of what we were doing, be-
cause what we were doing was completely new. We had to train as we

were learning, which meant that we all became trainers, teachers
really. As we made up the process, we tried to impart what we
learned.”

Dennis Carter had formulated the strategy and championed it

with the Executive Staff. But as the emphasis shifted to implementa-

tion, his active involvement diminished. Says Cindy Tsuyemura.
“Once we started, I seldom even saw Dennis. He was the big~picture
man. He knew how to impart an idea and then leave people alone. We

had no time for formal reviews—if we needed something from Den-

nis, We just grabbed him in the hallway or the cafeteria and told him
about it.” Sally Fundakowski concurs. “Dennis was more a mentor
than a boss. He didn’t involve himself in the everyday workings of the
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group, or supervise us in any sense. Mainly, he set the parameters for
what we were trying to do and offered guidance on specific problems.
He was also our advocate, our godfather in the company. He got the

Executive Staff so excited about our project that it became the key to

the company’s whole marketing strategy. That helped us commandeer
the resources we needed."

Commandeering resources was crucial. For one thing, co—op ad—

vertising involves huge amounts of money—-Intel was splitting the
costs on an enormous campaign. Also, the web, in order to function

around a small core of people, had to make large demands——on the

legal staff, the marketing department, and the sales force. Comman-
deering resources also meant commandeering time, drawing people
from throughout the company as they were needed. One major char-
acteristic of the Intel Inside web was its flexibility—it expanded and

contracted to suit specific needs. The core of four—Ric, Sally, Pat

Perry, and Cindy—grew to eight or even twelve, and then contracted
again, depending upon what needed to be done. Some of the core
members still retained other responsibilities. Says Ric Giardina: “I

was still supposed to be supporting the software organization with
legal work—that was my divisional job. But I was spending all my
time with Carter’s team. So after a while, I told my division head that

I didn’t have time for my regular job, and he let me go."
As customers were located and backup materials developed,

Dennis Carter stepped back in; together with Pat Perry, he made the
presentations on Intel Inside to the company’s major customers. Re-
calls Pat Perry: “Our goal was to get maximum feedback from our
biggest customers as soon as we could, before going full-bore ahead.”
Based on reactions from customers like NCR and Dell, Pat then began
training the sales force to make more presentations. Legally, Intel was
obligated to offer the co—op ad program worldwide, in Europe and
Asia-Pacific. “I was key there,” says Pat Perry, “because I had great
worldwide contacts. That came from my being in corporate sales and

marketing for seven years." As Ted Jenkins noted, the stability of
Intel’s workforce and the fact that most people have held a variety of

positions were useful in widening the web’s pool of contacts.
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As the deadline for The Wall Street journal ad approached, Janice

Wilkins, a controller and administrator, joined the Intel Inside web as

Program Manager. “I came in at the height of activity," she recalls.

“We were learning very rapidly, everyone doing a little of everything,

but none of us realized the potential scope of the program. We
thought we had about five hundred customers, and we had some-

where in the three thousand range! We also didn’t realize how eager

people would be to participate—acceptance was quick and eager,

which made things even more chaotic. My role was to structure that

chaos, to try to set up orderly procedures, and to make sure our assets

were protected.”

A number of times, Janice Wilkins pushed to bring in an outside

consultant to give the web a reality check. “But the team vetoed it.

They felt it went against Intel’s culture,—it’s the norm here to trust

your gut and take your chances, and they didn’t think an outsider

would understand that. I had confidence in them, so I backed off.”

Janice Wilkins admits that, as Program Manager and someone who

was used to looking after the company’s money, she was less comfort-
able with improvising than the others on the team. “But that was part

of my role. If the effort was really going to be successful, we were

going to have to get beyond the improvising stage. For one thing,

there was so much money involved!”

The Intel Inside web managed to notify all the company’s cus-

tomers in time to permit Intel to participate in IBM’s Wall Street

jourrzal ad. After it appeared, other computer manufacturers began

expressing strong interest in joining Intel’s co-op program. According

to Janice Wilkins, “Seeing our logo in print really made other custom-

ers want to sign up for the program. That was much more persuasive

than getting a letter from us. So very quickly, Intel Inside began to

take off. It was something people wanted to be part of.”

By the end of the summer of 1992, the company’s cash was

flowing into co-op ads that appeared in mainstream newspapers

and business magazines; within months, “Intel Inside” had become

a mark of quality recognized by computer buyers. In the spring of
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1993, the campaign was extended to television, and soon the com-

pany was moving ahead with a co-op program to affix Intel Inside
labels on the boxes in which its customers’ computers were sold.

Thus had Intel developed an entirely new approach to marketing

that had transformed it into a high-tech consumer products com-

pany with a strong identity among and direct ties to the general
public.

In the process of effecting this transformation, the Intel Inside
web had created a continuum of links that fulfilled Regis McKenna’s

definition of “evolutionary” marketing as “marketing that integrates

a company’s customers, sourcers, and suppliers into a single system, a
coherent process.” Only by achieving this level of integration, which
truly recognizes a commonality of interests, can an organization hope
to “own its market,” McKenna points out. Owning the market means

defining it, setting the standards for its operation, and expanding or
narrowing it in order to suit the 9rganization’s evolving needs. Only

by owning its market can a company hope to achieve the kind of
substantial earnings that enable it also to take the leadership role in

research and development.

As McKenna also points out, Japanese companies over the last

two decades have been particularly successful in achieving ownership

of their markets through use of lzeiretsu, those clusters of affiliated

companies that band together for mutual advantage. The acceptance
of interrelatedness implicit in the Izeiretsu structure has given many

Japanese companies their edge in pricing, flexible supply, and service,
the accent on relationships being the key to survival in today's com-

plex and interrelated world. The individualistic heritage of many
American organizations—a heritage reinforced by our outmoded anti-
trust laws——has tended to work against such cooperation, leaving U.S.

companies to find other strategies for transcendence. The evolving
web that grew out of Dennis Carter’s early efforts to reach out di-
rectly to computer users helped the company achieve this kind of
transcendence, strengthening its market ownership in the face of imi-
tators. In effect, the web created an inclusive feedback loop among
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Intel and its customers and suppliers that replicated the essentials of
the Izeiretsu structure.

“THE Paocrss or CHANGE Is Not

LIKE AN INK STAIN”

Once the co-op advertising venture had been established, the Intel

Inside web began its inevitable evolution into a full—fledged program,

administered and structured along more conventional lines. The days

of four-hour GYATS were over, and those who had formed the very

core of the web began to assume other roles, though their work had

transformed not only the company’s notion of why it was in business,

but the nature of the team members’ jobs as well.

Ric Giardina, having given up his divisional job, set to work on a

multidivisional team whose mission was to assure that naming and

branding was integrated into the product development process, in-

stead of being tacked on at the end. The work he did in the web

transformed him into a lawyer with an acknowledged specialty in

trademarks and copyrights. Cindy Tsuyemura, who now reports to

Sally Fundakowski, spends the majority of her time with Ric, having

also developed her expertise. Pat Perry took over the network of cor-

porate MIS directors that Ann Lewnes had originally set up. Under

Pat, the informal effort has become a worldwide program with ten

full—time employees that works with technology experts at all the For-

tune 500 companies. The unit serves both as a resource for research

and development, and as a means of Contact between Intel and major

technology customers. Charlene I-Iama put her connections at the

factories to use, overseeing the effort to put Intel Inside stickers on

computer boxes. And Dennis Carter moved from being Andrew

Grove’s special assistant to the newly created position of Vice Presi-

dent of Corporate Marketing, from which he guides Intel’s effort to

reconceptualize itself as a presence in the consumer market rather

than a maker of high—tech components.

“The process of change is not like an ink stain,” Ric Giardina

reflects. “It’s not something that starts in one place and then spreads
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all around. It's more like a lot of little splatters that keep getting

bigger and bigger, and then some of them come together and co-
alesce.” I-Ie views the Intel Inside effort, the Red X campaign, and the

early attempt to reach out to end users as such splatters: the way they
came together changed Intel's very notion of why it is in business. He

points out that lntel has always had a tradition of task-oriented
teams, but believes that the inclusive and permeable structure of the
more recent webs has taken that propensity much further, encourag-

ing a level of integration that has made the company more web—like,
more inclusive and permeable as a whole.

The blurring of job descriptions, the nonhierarchical way of as-

signing tasks, the total dedication of the team: all these aspects of the
Intel Inside effort made it comparable to what occurs in high-reliabil-

ity organizations when they are confronted with stress. Although such
organizations tend to be profoundly hierarchical in ordinary circum-
stances, the chain of command dissolves when tensions run high and

physical danger becomes a factor; then everyone works together as
specialists on an equal footing in an intensely collegial atmosphere.
One of the challenges for business organizations is to find ways to

sustain this process when mortal, physical danger is not a threat. The
Intel Inside web managed to achieve this because the larger organiza-

tion is geared toward giving people an extraordinary measure of flexi-
bility and independence in normal times.

Cindy Tsuyemura captures the essence of what it is about Intel’s
culture that enables rapid and flexible response. “Certain things were

very important to our team’s success. To begin with, all of us, while
we are very much individuals, also share certain qualities in common.
We are not just experts in one area, but are knowledgeable about Intel
as a whole. We’ve been around, worked for lots of people, so we

know who to go to to get what we need, in terms of resources, cham-

pions, trainers, information, technology. Plus, we’re all the kind of
people who don’t have preconceived ideas about what we’ll do and
what we won’t: we’ll stuff binders, draft a document, drive a cus-

tomer to a factory. Our attitude is always, just get the job done. We
don’t worry about who does what, or who gets the credit, because we l
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aren’t always looking over our shoulder, wondering if we‘re pleasing
our boss.”

Cindy believes that total team efforts work better at Intel than at

most companies——“certainly better than anywhere I’ve ever worked”

—because the company makes an effort to hire people who are

strong, assertive, and opinionated. “Most organizations say they want

strong people, but they don’t know what to do with them. What

they’re really looking for is people who’ll go along. They think go-

along types will be better at teamwork, but this isn’t true, because

people who don’t have strong beliefs don’t have that much to contrib-

ute. They lack a sense of urgency, of commitment. Here at Intel,

there’s a mystique around individualists, people who are very vocal

and verbal, people with strong opinions about how to get things done.

These are the only kind of people who’ll fight for a project, do what-

ever’s necessary to get it through. Intel looks for that kind of person in

the first place. Then also, they know how to keep them. They under-

stand that strong individuals need to be left alone, need to work the

way they want to, instead of always being questioned or forced to give

an accounting. When you’re free, you can move quickly, which is a

great incentive to assertive people. In my experience, assertive people
won’t stick around if they don’t feel free to move.”

As success transformed the “renegade effort” that so attracted Sally

Fundakowski into a full—scale co-op marketing program, the creativity

that had characterized its evolution had its effect on the company as a

whole. But what about the program itself? Would it remain flexible

and creative now that its responsibilities and purposes had been

spelled out? Certainly, that fluidity was tested in December 1994,

when the Pentium Processor crisis hit and waves of customers began

demanding replacements because of a flaw that turned up in an ob-

scure algorithm. Intel was unprepared for the intense publicity that

discovery of the flaw occasioned, which resulted directly from its fo-

cus on marketing to consumers. Ric Giardina and other “websters,”

as Sally called them, were pulled together on a multilevel team that
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met twice daily for six weeks. Their decision to replace the processors
on demand seemed to satisfy the press and the public, though ironi-

cally doing so will probably only strengthen Intel, since its imitators
will hardly have the budget to offer to replace minor flaws in the
future.

The real question for Intel Inside remains, what will happen as
the crisis recedes and the program becomes institutionalized. Carlene

Ellis, from her position as Vice President of Organization, worries
about it. “I’ve been on projects,” says Carlene, “that were done very

much on the wing—flexible, innovative, everyone working together
with tremendous focus. But then they grew and grew, and suddenly

you couldn’t see the outer limits: you couldn’t get your vision
wrapped around all that was going on. In a way, the whole issue with
teams comes down to a question of peripheral vision: how can you

grow a project in such a way that you can still see its outer limits—or
beyond? Because when a project gets too big, your vision starts to
scatter at the outer edges. And people don’t really feel like a part of
something if they can’t see it whole.”

This problem of growth is exacerbated when the way a unit
works changes in response to its size, Carlene has observed. “The real
disjunction arises when what has been a step function goes linear. A
web operates by steps, by jumps——there’s no fixed process yet. You’re
developing your process as you go along, which means you’re on a
learning curve all the time. But what if the web needs to double or
increase to three times its size? That’.s not a natural act.” Carlene
reverts to her basketball metaphor. “It all comes down to, how do

you change from basketball to football? When you're in the web,
you’re playing NBA rules, improvising. Then all of a sudden you’ve
got to expand, so you have to put in processes and controls. You get a
quarterback, and suddenly everyone’s role is defined——who can carry
the ball, who runs interference. Those sort of definitions break the
web apart: the cohesion of the small group is gone. You’re back to
bureaucracy, which is about definition. You move from learning to
training.”

Carlene thinks that “the answer may lie in how the web is spun,
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by which I mean integrated into the larger whole." If the organization

of which the web is a part is itself fluid, the web can send out new

radials and axes as it grows, retaining flexibility and subdividing into

manageable size. “The key is to keep change a constant throughout

the larger organization, so process is always being improvised. And I

see that starting to happen in organizations now. The technology is

pushing us in that direction. The speed of the technology demands

you constantly innovate, and that in turn pushes you to improvise. So

the old quarterbacl<—style division of labor becomes obsolete: the rules

of football don’t allow for much improvisation!

“I sense this profound change coming in how people are going to

be doing their work. It has to do with building innovation into every-

one’s daily process. I see it happening at high—tech companies here in

the Valley, although it doesn’t have strictly to do with high tech. It’s

more the fact that the technology is forcing us to perform all our

actions in real time. People have real—time information to respond to

——it’s right there on the screen—which means they have to react to

situations as those situations are taking place. We all saw it happening

with Desert Storm: real time drove it, you could watch it unfold, and

everyone in the field had to react, to improvise their responses. I do

think this is why the metaphors we’re starting to use now—the web,

and I also like the amoeba—are all organic images. Real time forces

you to organize structures that are more reflective of how life actually

works. And once we start reflecting life, we have to let go of all those
false barriers that were built in when work reflected the machine. Real

time means that nothing can happen behind closed doors, because

everyone has access to information. In our organizations, we’re mov-

ing toward the essence of participatory democracy.”
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could not keep huge inventories on hand, and had to develop a more

flexible system. Similarly, the web of inclusion offers organizations

the means to create what might be called “just in time learning.” Such

learning would be specifically tailored to hone the skills of people in

an organization in the course of performing their daily work—and to

do so continually, flexibly, and in real time.

CULTURE AND TRADITION AT ANIXTER

A great place to watch the paradox of an entrepreneurial company

trying to make sophisticated training part of its process is at Anixter

Inc., a global networking and cabling systems specialist headquar-

tered in Skokie, Illinois. The organization has a colorful history, de-

fined by a driven and independent sales force in which everyone runs

his or her own business as an entrepreneur. Anixter has made every

effort to keep this individualistic culture intact during an extraordi-

nary period of growth that has taken it from $385 million in sales in

the mid-1980s to $1.5 billion in 1993, a fifteen percent average in-

crease for every year. Keeping what is best in its culture has been a

particular challenge, given that the fast-growing company has had to

hire people at a rapid rate.

In contrast to, for example, Intel, which has its roots in Silicon

Valley culture and has been on the cutting edge of post—industrial 9

technology from the start, Anixter began as a family-owned enterprise l

in a resolutely Second Wave kind of business run on a shoestring in l

the gritty Midwest. Nevertheless, having from the start identified its

purpose as the fulfillment of customized wants rather than mass or-

ders, it has positioned itself well for an age that puts an increasing

premium on products and services tailored to specific needs.

The company was founded in 1957 by two brothers, Bill and

Alan Anixter, who grew up on the west side of Chicago; their father a

A was a boss in the Democratic machine who had lost all his money in

the depression. Theirs was a tough world, familiar from the novels of

Saul Bellow, in which people prided themselves on having street
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people who report to those same vice presidents. And because the
Herald building is primarily horizontal, its corridors provide space for
random encounters, which helps inspire familiarity across levels. Nev-

ertheless, the profoundly compartmentalized notions implicit in the

physical design of the building stand in opposition to Dave Law-
rence’s efforts to push his staff to adapt a more web-like and inclusive

workplace structure, one that emphasizes direct communication, the
integration of tasks, flexibility, and a relative disregard for rank.

The contrast between how space is used at the Miami Herald and how

it is used at Intel could hardly be greater, and it illustrates how physi-

cal design can help facilitate the formation of webs. As has been
noted, the scorn for hierarchical privileges and perks that is a legacy
of the individualistic Silicon Valley culture is evident as soon as one

approaches Intel’s huge complex, and discovers that there are no
parking places reserved for executives. This designed-in egalitatianism
extends to the way space is apportioned throughout the five—story

glass-walled building, where everyone sits in a cubicle, including the
President. The almost total lack of correspondence between one’s po-

sition in the organization and the size and location of one’s office
emphasizes and encourages the development of the nonpositional
power that is so valued an aspect of how the company functions.

The well-laid-out cubicles at Intel, with their sound-absorbent

and comparatively high walls, provide a rnix of privacy and quiet,
diminishing both the isolation that is a feature of private offices and
the chaos characteristic of open platforms. And because personal

workspace is allocated in accord with what people need to accomplish
their tasks rather than in order to reflect their rank, space is not

viewed as a perk that helps toldefine status. Absent entirely is the
“from Versailles to the pigsty” syndrome notable in many organiza-

tions, in which the top executives’ offices, the boardrooms, and the
building’s entrance are wildly luxurious, while rank—and—file employ-
ees labor in inefficient squalor. Intel’s use of cubicles also permits an
unusual degree of flexibility; the dividing panels can be shifted to
enlarge or diminish an office’s size, or to accommodate a new assis-
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tant or a new group of tasks. This facilitates Intel’s policy of continual

reorganizations, enabling people to change jobs without having also
to change offices.

Perhaps the most noteworthy aspect of Intel’s physical design is
its cafeteria, a large and light—filled space built on a variety of levels,

so that it feels open and intimate at the same time. Everyone in the

Company cats in the cafeteria, from the Chairman to the security
guards, as well as workers from an Intel manufacturing plant that
shares the headquarters‘ grounds. Tall glass doors open from the main

room onto a landscaped courtyard, with a fountain, flowers, and

plenty of trees, as well as tables and benches, so that people can enjoy
their meals outdoors if they choose.

More striking than its humane and cheerful design, however, is
how the Intel cafeteria is actually used. Remaining fully open from

eight each morning until six at night, it serves as a meeting and con-
ference room for people throughout the company. “Since private

space is limited, we come here when we need to stretch out and talk to
someone," explains Carlene Ellis. “It’s especially helpful when you
need to discuss something with a couple of people; the cubicles are too
small for that. The cafeteria makes getting together easy—you don’t

have to schedule a conference room, you just tell someone to meet you

downstairs. It’s relaxed and informal, and you can get coffee or go

outdoors if you want. There are days when I spend most of my time
here. If anyone wants to find me, this is where they look.”

Carlene points out that being interrupted is not a problem, for
scattered around the room are small signs that say “One on One.”

Putting one of these on the table signals that a private conference is in
session. “If people see a sign on your table, they won’t stop to chat. So
you can be very private even though you’re visible.” The cafeteria
thus permits privacy to flourish within a public space, blurring the
usually rigid distinction in organizations between what happens in
private and what occurs in public. This helps to vanquish the unequal
balance that prevails in most companies, where privacy is‘ the privilege
of those who wield positional power—and is also indistinguishable
from isolation.

The Intel cafeteria, as a large and highly visible central gathering
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space shared by all, creates a feeling of community. And by encourag-
ing ongoing informal interaction among people at various levels, it
diminishes the distance between top executives, mid—level managers,

and support staff. Ultimately, the space serves a function similar to
that of the large central plazas in European and Latin American

towns, which create a sense of shared identity and interest among all

citizens, rich or poor, by offering them a common and accessible spot

in which to meet. In a business organization, the sense of shared

identity that such a space creates can help people in the ranks to focus
on the company’s greater mission, rather than getting stuck in isolated
concerns. A common space provides a common ground, and common

ground is essential if webs of inclusion are to flourish.
Although Intel makes use of its physical design to encourage a

sense of belonging within the organization, it does not use space in

ways that reach out to the larger world. As one of thousands of large
commercial and industrial buildings spread out along Route 101 as it

surges north from San Jose, the Intel complex is isolated from every-
thing that adjoins it; it can be reached only by means of an access road
from the highway. As at the Miami Herald, Intel employees must use

their cars if they want to run errands on their lunch hour or eat

outside the complex; the supremely compartmentalized fortress men-

tality of suburban development prevails. And so despite Intel’s
thoughtful use of internal space to promote web—lil<e and inclusive
values, the exigencies of sprawl prevent it from relating to the larger

physical landscape or the greater community of which it is a part.

OF SPACE AND TIME

Watching life swirl around me one afternoon in the Intel cafeteria, I
recalled an observation made to me by Nancy Badore, at the time

Director of Executive Training for Ford. “The real stuff of work," she

noted, “gets done mostly in downtime, during those informal mo-
ments when people just happen to run across one another, or start up
a casual conversation that meanders along until it leads to some new
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defined as teams that go the distance. At the Miami Herald, we saw

how what was originally configured as a team to address diversity

issues evolved into a web because, in the process of doing their work,

the team members began breaking down barriers between the busi-

ness and editorial sides of the paper, thus reconfiguring how the orga-

nization as a whole was run. At Beth Israel Hospital in Boston, we

saw how the introduction of primary nursing changed the nature of

not only the nurses’ jobs but those of everyone else, turning adminis-

trators into support staff and doctors into support professionals.

In the cases examined in this book, the form of each organization

and its concerns were shaped by the individuals within the organiza-

tions——individuals whose positions did not necessarily reflect the in-

fluence they were able to exercise. These people changed their compa-

nies by their very presence. What they accomplished was a direct

expression of who they are, and would not have been done in the

same way or had had the same effect if someone else had done it. Ric

Giardina tells us that he joined Intel for this very reason, because he

sensed that it was “the kind of place where you could create some-

thing on your own, be imaginative, really leave your mark.”

The entrepreneur and writer Paul Hawken notes that a prime

source of satisfaction in starting a business lies in creating something

that reflects who you are. He writes:

I am suggesting that the best idea for a business will be

something that is deep within you, something that can’t

be stolen because it is uniquely yours and anyone else

trying to execute it without the (perhaps. unconscious)

thought you have given the subject will fail. It’s not

basically different from writing a novel. A good busi-

ness and a good novel are both faithful and uncluttered

expressions of yourself.

Successful entrepreneurs have always known the satisfaction of

this kind of expression; even unsuccessful entrepreneurs feel it in some

measure, because they are responsible for what they create. But peo-

. .'-I9‘-Q
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focus on the long term can hardly serve as a model for American

enterprise. Yet the secret of the family network, as Kotkin is quick to

point out, is its absolute and unyielding emphasis on values. There are

thousands of examples—some of them in this book—that show what

people are capable of achieving when their work is a reflection of

strongly held values. Web—lil<e organizations are especially apt to be

driven by clearly articulated values, since a tight focus on mission is

the glue that holds their flowing structures together. Also, the people

in webs of inclusion are more likely to take their organization’s values

seriously, since they play a role in helping to define them.

Gerry Laybourne speaks of the excitement she felt last year when

starting Nickelodeon in the U.K.: “We had these meetings in this kind

of bunker near Heathrow Airport. It was a real dump. We didn’t even

have chairs; we all sat on the floor. Just sat there for hours, planning

everything, all of us together. It brought me back to the old days in

this company, when it was just a small group, planning everything as

we went. There we were again, this little band, determined to do what

everyone assured us could not be done. We worked half the night—it

was just thrilling.”

That’s the kind of enthusiasm that money cannot buy. And it

doesn’t come from Gerry Laybourne being the boss. Ric Giardina

expressed the same sentiments when he described his trademarking

work for Intel; so did Vic Bubnow when talking about the Herald’s

diversity committee. When people are this focused on achievement,

they are able to use all their talents, one of the most gratifying experi-

ences a human being can know. Organizations that engage their peo-

ple by instilling an almost tribal sense of values can get them to focus

on what’s best for the company in the long term. That’s what the risk

of enterprise is all about.

Of course, if America’s companies are to work this way, some

changes will have to be made in how their shares are traded, so the

market will not penalize them every time they fail to put the quarterly

profits earned by their investors above everything else. Our mecha-

nisms for financing business do not always support the changes in

structure that we need to put in place; this is becoming more widely
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3 Each year we hear of more companies that' have made an explicit corporate goal of im-
proving their performance in FORTL‘NE's annual
survey of corporate reputations. We even know

\ of people whose bonuses depend on how well

their companies perform. Why such intense fo-
cus on reputation‘?

Of course. it's nice to be liked. but these

companies‘ motives aren't just warm and
fuzzy. Far from it. One reason companies fret
over their reputations is financial. Good name
is to strong financial performance as chicken
is to egg. It's not always clear which begets
which. but it's awfully hard to have one with-
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the sheen on its reputation. But fi-

nancial performance. including
measures like total return and

earnings growth. correlates
strongly with reputation.

lf you really want to see stock
price and reputation dancing cheek
to cheek. look at Coca-Cola. which is

\

\-I
4’

Numero Uno this year for the first time. Coke's
shares. now at about 576. rose 44% over the past year.

(For more on how Coca-Cola polishes its reputation.
see the preceding story.) Rubbermaid. on the other
hand. had a rocky year. dropping from the No. 1 spot
to No. 3. Both its reputation and its stock price were
dented by a truckload of troubles that all
came along at once. including a feud with
megacustomer Wal-Mart over pricing.

But reputation entails much
more than just minting money.
.-\.s measured in the survey. half
of it comes from intangibles like

the way a company treats its em-
ployees. how much it spends on
research and development. and
the strength of its management
team. These abstractions count

more than you might think.
Consider what can happen

when your corporate image gets
tarnished. A rather extreme case: Morrison Knudsen. The con-

struction company, which in its prime built the Hoover Dam. took
a huge free fall this year in the quality-of-management score and a
dive to the lowest overall score of anyone but the perpetually be-
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Knudsen's erstwhile CEO.William Agee. had plunged
into the ruilcur and locontotixc

business. which ended up a train
wreck. Now the Boise comp'.iny‘<

besmirched reputation is taking its
toll. in construction. where clients cs-

pect contractors like Morrison Knud-
sen to be stable enough to take on big

jobs that could last years. credibility is
everything.

"Morrison Knudsen‘s reputation is

just shot. and the few customers
they have left are very nervous."

says Tobias Levkovich. an ana-
lyst at Smith Barney. The

firm officially stopped

covering Morrison Knudsen in
late January. “The company's vi-
ability is really questionable. We

gm, don't see any value in the stock.
We don't see any way for them to
recover."

3.12 VEN for companies
with stellar reputa-
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3'36 tions. this was a tu-

“7 multuous year. Amongthe setbacks. surges.

H5 and surprises in 1995: Microsoft.
____ rated tops in its industry at at-

4.27 tracting and developing talented
. new blood. nevertheless slid from

4-19 No. 2 on the Big List to No. 7.

~ —--—— Perhaps the Justice Department's
4'“ ongoing antitrust investigation

'*'-'—“‘:;°”" suggests that the software makerisn't invincible. UPS. bedeviled

444 by a long drivers‘ strike. still held
the highest score in the package
delivery business, even though it
fell out of the top ten overall to
the No. 25 spot. And how about

newcomer Mirage Resorts. which popped up in the No 7 slot (be-
cause it was ranked so high by its own industry)? Doesn't it run

5? Yup. and rivals say that nobody does it better.
Johnson & Johnson (No. 4) and Merck rejoined the ten most
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 Point change ‘-. change Score 

Digital Equipment 1.25 23.1% 5.51
tsh. there may he

UAL 1.l‘2_. 20.3% 6.54 hope for T\\'.-\, The-
Northwest Airlines 0.90 16.9% 5.24 CUT“Pil“.\ *1!“ ll‘

Champion International 0.39 18.5% i 5.71 ‘flock (“kc nil Id"!.. year. though from .t
Coca-Cola El1lEl’pfi§E§ husc \\,¢]] hglluy V.-J

Cilicorp 0.71 12.1% 7.15 l=\<l~ The uirlir-c'~‘. __. —. F. _ _ .

cry‘ Energy 0'“ is.“ 5.23 l.l 62.9 r total return tor_ IWS reflects Ll share price

Merck 0.67 8.8% 8.26 that went from tll cents to
' 3°55, cascade 035 143% 504 at hit over 5 ll). Some Wall

' , ' g ‘ '- ' - . Streeters belieu: the air-lntl. Business Machines 0.84 10.8% 6.58 line has finally got its L‘.1\l.S

in line. and a urnart und
OVER LAST YEAR

may be on the horizon.

Company Point change °6change Score

 New fanzes in the reputa-
tiun doghnuse include
Wall Street trading putt.-
erhouse Salomon. where

Morrison Knudsen Chief E.\'ecuti\'e Deryck
‘ ‘ Maughan has presided

' Pacific“: “um sysiam ‘ ‘ * ‘ ‘ UV“ ll P'¢‘Y‘l°l"P‘“":0l‘‘ Archer Daniels Midland -1.36 -20.6% 5.25 mance scheme that's sent

unmml _1_23 _13_4% 54-, disgruntled taéent fleeing‘-"" ‘ 1- -‘ - - - — A -- - -- -- to compettnu l1’ITlS.
CBS LL22 i....:2l'°% Much of=the year's
Bankers rkiisi 45.8% 5.87 drama played out in the

standard c....I..;£.Ei‘‘ _ -19.6% 444 ' '‘.‘“kl“3‘.5 .”‘ld‘“e 7°‘'mbm|'B';t;n‘f;‘"““'—' ——"‘ ‘ - " * §|0"5~ Dlgllfll EQUIP"
UST D H ' _—1z.5% sat gling alone the

Yen“ _°'u l 44.7% 4.81 comebacktratlaf
454% 5-21 ment Corp.. strug-

. ter a few truly dis-
mal years. still

admired after a conspicuous absence lebrity nudged Lilly up to 72nd place ranks a ho-hum No. 337 out of
last year. Merck (No. 6) scored first from 169th. 417 companies. But the com-
umong pharmaceutical makers in prod- And now take a look at this year's puter maker no longer resides in
uct quality. in l994_ when would-be least admired. Three airlines—Conti- the bottom—ten barrel and seems
health care reformers in Washington nental (No. 412). USAir (No. 414), and likely to keep on rising. Archer
accused drug companies of getting TWA (No. 4l7)—are becoming fixtures Daniels Midland. tarnished by
obscenely rich at the expense of sick at the bottom of the list. to nobody's allegations of price fixing and a
people. drug companies‘ reputations great surprise. Despite its last-place fin- curious and well-publicized hos-

  

     
__-44.3% _ 3.12
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took a beating. In 1995 they tility toward its cus-
bounced back. A fast-growing tomers. tumbled from
managed-care business and No. 150 to No. 368.promising new treatments for CBS. rated No. 301 a
osteoporosis and high choles- I The 417 corporations included in the 14th an- year ago, saw its scoreterol helped Merck regain its nual Corporate Reputations survey are drawn drop by about 20%. to
top-ten ranking. J&J‘s US. from the new universe ofcompanies that was created -l02nd place. reflect-
salesjumped 32% during last when the FORTUNE 500 industrial and service direc- ing industry insiders‘
year's fourth quarter. thanks tories were merged last year. Seventy new names and view of new parent
partly to Risperdal. a new five new industry groups make this the most com- Westinghouse and its
antipsychotic drug. and Pro- prehensive survey yet. To determine the rankings. unglamorous boss.
pulsid. a heartburn remedy. FORTUNE asked more than 11,000 executives, outside Michael Jordan.
Neither product, though. is directors. and financial analysts to rate the ten larg- Derivatives. which doubt-
likely to match the popularity est companies by revenues (if there were that less seemed like a clever idea
of Eli Lilly's $2 billion baby. many—-our minimum was five) in their industry by at the time. sideswiped Bank-
Prozac. whose overnight ce- the eight criteria shown on page 96. Companies got ers Trust (No. 3l2). The bank
 assigned to an industry group according to the busi- has paid out tens of millions

ness that contributed the most to their revenues. An

index appears at the end of the listings.
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QUALITY or PRODUCTS

 

of dollars in settlements to cli-
ents whose derivative deals
went kerflooey. and has yet to
resolve a vituperative lawsuit
brought by Procter & Gam-
ble. Voted No. 3 in its industry

last year. Bankers Trust has
since fallen to No. l0 (out of

ten). The egtecutives surveyed
did give the bank high scores for inno-
vativeness. raising the question of how
many such innovations any company can
withstand.

HEN it comes to

high finance. Berk-
shire Hathaway,
Warren Buffett's
Omaha-based con-

glomerate. fared much better. This
year it tops the diversified-financial
industry ranking in six out of eight
categories. One of these is “value as
a long-term investment." and no
wonder. A share of Berkshire Hath-

away stock went for about $70 in
1973. its price today: $3l.700.

EIGHTKEY
ATTRIBUTES or

REPUTATION

 

If you‘ve spotted some new
names on the roster. there's a good
reason. Altogether. the survey covered
70 new companies. That's because. be-
ginning this year. the FORTUNE 1.000.
from which the ten largest companies by
revenues within each industry are drawn
as candidates for most admired. merged

service companies with industrials. This
meant that a number of advertising and

marketing companies. for example. be-
came eligible for the first time. as did ho-
tel and resort operators——hence Mirage
Resorts’ leap from nowhere into the top
ten. Another significant addition: the
food service industry. McDonald's ap-

pears here for the first time—-and fit-
tingly. since 1995 was a record year for

-LBIUTY TO ATTRACT. DEVELOP.
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profits chez Ronald. The burgermeister
did well in almost every category except

product quality, where it came in fourth.
well behind No. l—ranked Wendy‘s. Re-

flecting the growth of a world economy
that increasingly ignores national boun-
daries. 15 of the biggest US. subsidiaries
of overseas companies have joined the
list as well.

What specifically makes or breaks a
company's reputation? Asked to rate
the eight attributes on FoRTL‘NE's sur-
vey (see table above) in order of their
importance. the H.000 executives.
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Coca-Cola 29.3% 46.1%

Procter 8: Gamble 20.0% 36.7%
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directors. and analysts
polled put "quality of
management" first,
with “quality of prod-
ucts or services" a

close second. (“Respon-
sibility to the commu-
nity i.ll'l(.liOl' the environ-
ment" came in dead last.

Oddly. "innovativeness"
scored almost as low.)

So it figures that attract-
ing topnotch executive talent
is one way to shine up your
image. Just ask Digital.
whose quality-of-manage-
merit score has improved the
most among all 417 compa-
nies. When CEO Robert

Palmer took on the top job in
1992. the computer maker
had just lost S3.9 billion and was still bleed-
ing. lts reputation. not surprisingly. was in
the tank. "We were slow to adapt to changes
in the industry. and our cost structure was
way out of hand." Palmer says. He sold off
some businesses and streamlined others.

and he cleaned house in a big way. replacing
almost all of Digital's top 200 managers.
Some have been promoted from within. but
many were stellar new hires wooed away
from the same competitors who responded
to our survey—arid who thus have reason to
know just how good Digital's management
team really is.

Because about half of Digita|‘s sales are

IND
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SHAREHOLDERS

international. Palmer looked around for a

smart foreigner to run the PC division. He
found his man in Enrico Pesatori. former

head of North American operations for
Italian electronics giant Olivetti. Pesatori
doubled Digital‘s worldwide PC sales in
just three years. then took the company's
money-losing core systems group into the
black.

None of this was lost on Wall Street ana-

lysts. who put the word out to investors that
Digital was getting back on its feet. The com-
pany's stock has nearly quadrupled in the
past l8 months. from about $19 in mid-1994
to $72 now. In January. Digital reported its

Total return to invesors
1985-95

tilth siriiight prot'it.il\le quarter. "\\.- \\.tlll in
keep this up." Pulnier s.i_\s. ".iiid \\e \\lll.
Nothing l'lu:sh)—jti.st get .1 little l‘ll better.
user) quarter. .it what we do."

.\'o\\. let's talk flush}. Quality Ul «en tee.
another sine qua non of it eoiiip;tti_\'s -_.-tu-d
ntime. helped boost .\lir;ige Resorts into
the exelusiye lop-ten club. In this e;.tegor_\.
it'.s got the competition heat b_\ it wide lll‘.ll'-
gin. The Mirage. Golden Niiggei. .iiid
Treasure l.s'l-.ind re.s'ori.s in L-.is Vegas .iiid .t

Golden Nugget in Ltiughlin. .\'e\.iu.;i. rake
in 51.4 billion at yetirz stiles are growing 23":
unnuiilly. Two new Ltis Vt‘.'|__7‘.l.\‘ hotels .ire

tinder etinstrtietiuii. Ste-

phen Wynn. .\lir;ige's
xoluble CEO. hangs out
with show-hiz t_\ pes .iiid
aippetirs. ttiusle-litiired
iind grinning. in TV
commercials.

 1995
 

, ,__x'"5'_9%., _ Wind Wynn up and

Morrison Knudsen -12.5.96 —l_54.2°/o he'll talk for hours

xmm _o_3g(, _4z_3% about whycpeople have" . “" ---~ ~~—-— -— such 21 goo time tit his
Usmcmup .— -8'9—%C ——.2‘—1'8% . hotels. "Look. let's be
“‘P __ 23-°%____ honest. a slot machine is
Continental Airlines N.A. 370.3% a slot machine. it's‘ it

Am,“ NA‘ ' ' 20,9796 Zofrfrimoditby. The only-- - ~ - --- - - - - i erence etweenours

Salomon . '°'1%?. . ,... f4.'°.%.._ and one in Atlantic City

w°°l\'°"ll‘ __ _ 1-3%! ____—1-3-_’-§%___ and one in London is
Standard Commercial 1.2% i -14.4% that you keep coming

14.9% 315% back to our slots be-
cause you have buddies.
you have a little warm

spot there." he says. Wynn's strategy is sim-
ple: ls everybody happy‘? If not. fix it. He ex-
plains. "We tell our people. 'lfyou see it ho-
tel guest with the tiniest trown on her face.
don‘t ask a supervisor. take care of it. Erase
the charge. send the dinner back. don‘t
charge for the room.‘ "

Mirage spends major bucks on employee
education programs-workers. many of
whom are recent immigrants. can earn high
sehool—equivalency degrees on the prem-
ises—and elaborate parties to honor staffers
who've kept the most customers smiling.
Last year George and Barbara Bush showed
up to kiss and congratulate the employee of
the year. a 27-year-old Vietnamese woman.
"This kind ofstuff is expensive.“ Wynn says,
"but it‘s an investment." Apparently so. Av-

erage employee turnover in the Nevada ho-
tel-casino game is about 43% a year. Mir-
age's turnover. atjust l2“’c. is the envy of the
industry. Of such stuff are sterling reputa-
tions made.

Reprinted through the courtesy of the Editors of FORTUNE
©l 996 Time Inc.
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Not so long ago. just

about everyone had

given up brands for dead.

Now companies like

Coke, Microsoft, and

Disney are proving that

having a strong name

may be the ultimate

competitive weapon.

Betsy Moms
if-‘.4

l

L.._...._.i

Doug Ivester was at his desk at
Coca-Cola headquarters on a

Friday in early April 1993 when the news
crossed the broad tape. Philip Morris was

cutting the price of its Marlboro cigarettes by
40 cents a pack.

It hit him like a punch in the gut. lvester,
then on the hot seat as president of Coca-Cola
USA, knew the announcement could send
stocks of big brand-name companies like
Coke's tumbling. He knew it would only fuel
investor fears about the threat of so-called

private-label goods. those cut-rate products
often sold under a retailer's own label. He also
knew it would make cost-conscious retailers

even more prickly. And it would most certainly
add to the chorus of naysayers who had been

predicting that brands were on the ropes.
The day that would forever come to be

known as Marlboro Friday struck too close
to home for Coca-Cola. lts brand is consid-
ered the most valuable and best known in

the world. Employees speak of their brand
almost as if it were a religion. Executives at

the Atlanta company like to say that if the
place was, God forbid. obliterated off the
face of the earth—blotto, no more bricks and

mortar—they could walk right over to the
bank and borrow $100 billion and rebuild
Coca-Cola in a matter of months. just on the

strength of the brand.
lvester never thought that private labels

were really that much of a threat to Coke.
What worried him was that Coke would get

caught in the general backlash against
brands. He snapped into action: “We under-
stood this was going to unfairly reflect on
us. So we said, ‘Let’s run headlong into this
ambush. Let’s call all the people we know,
and face this thing right up front.‘ "

Within minutes he and other top execu-

tives. including Coca-Cola CEO Roberto
Goizueta, knew their strategy; four hours later

they had shaped a presentation they would
deliver over and over again in the months to
come. To retailers, they would painstakingly
explain that branded goods like Coca-Cola
did more for them than private labels because
they helped make stores more profitable: The
kind of shoppers brands attract, for instance,
spend three to four times more on groceries
than do private-label shoppers. To analysts,
they would explain why soft-drink makers
were not nearly as vulnerable as cigarette

 

  
 

companies to private labels: Coke. while it
commands a premium for its soda. had no"
used its brand to grossly overcharge consu
mers. and therefore there was no big oppor

tunity for private labels to undercut them.
It helped too that lvestcr. who's now COC

had already begun to overhaul Coke's mar
keting and advertising. The company ha:
forged an unusual alliance with Hollywooc
hiring superagent Mike Ovitz to create thos
surreal white polar bear TV ads and othe
spots. Now Coke. with the help of Disn:
(where Ovitz has become president), is fom
ing its own ad agency to keep the innovatic
going. And to strengthen its rapport win
consumers. Coke had brought back its f.
mous old hourglass bottle.

Much as Coke had hoped, the widely a

ticipated surge in the sales of private-lab
soft drinks in the US. basically fizzled. Wl‘ll
Coke‘s share of the total soft drink marl:

  3 M‘.'.D'oug1as|vester:

COO. Coca-Cola

lvester, who many believe will replace
Goizueta as CEO. charges that Private
brands are nothing but “parasites”
that suck healthy companies dry.

u.._,. _ .., ._ \\h,.”‘ -t\'\,-









So now. as part of what CEO Zeien calls
“the gospel from Mecca." 40% of Gillette's
sales every five years must come from en-
tirely new products. That requires about 20
new products a year. And it requires that they
be authentic new products. not the kind of
superficial line extensions that proliferated in
the 19805. He calls the latter the “putting
blue dots in the powder" syndrome. refer-
ring to what sometimes happened with laun-
dry detergents. “Can we say it is new and dif-
ferent when different means putting blue
dots in it? Are we going to charge more for
putting in blue dots?" These are questions he
sometimes asks to chide his new-product
people. The company's Sensor razor took a
decade and big bucks to develop. But it was
a complicated, double-bladed shaving break-
through that's paying off greatly for Gillette.

Another part of the Gillette gospel has to do
with pricing. To make sure its brands offer
value, it takes a market-basket approach. The
company keeps daily track of a collection of
lowly items, including a newspaper, a candy
bar, a can of Coke, all ranging from 10 cents to
a dollar. And then it never raises its prices at a
faster rate than the price of the market basket.
“A lot of people argue you should charge what
you can get," Zeien says. Gillette believes con-
sumers have a relative-value consciousness. If
the price of some things gets out of whack,
“they feel as if they are getting ripped off.”

Procter & Gamble learned about pricing
the hard way as many of its biggest. most fa-
mous brands, like Pampers and Tide, got
buffeted by both private-label and branded
competition in the 19805 and 1990s. Hard to
believe, since P&G wrote the bible on brand
management. But it had gotten big and bu-
reaucratic. and so hamstrung by its own rules
that it forgot some of the basics. Prices got
out of line, technology slipped, and it got
sucked into a vortex of promotions and cou-

pons. “I've been in this business for 33 years,
and it seems that at least every decade. we

get reminded of what this business is all
about—providing a better value to consu-
mers," says CEO John Pepper.

With the same resolve that makes its com-

petitors quake, P&G has come storming back.
with a wrenching makeover that has enabled
it to bring costs down by $1.6 billion in the
past four years. It plans to cut an additional $2
billion in the next four. Chastened. it has been
striving for what it calls "everyday low pricing"
and has brought list prices down dramatically
since 1992. including cuts of 30% on Luvs.
22% for NyQuil. 9% for Tide and Cheer. It
has also lit a fire under research and develop-
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To build
their brands,
companies
are spending
more

on ads

55% V

50%

less on store

displays and
coupons.

26%
;Private label ! ‘18% —~ or o '36 of

~ lsuponnarket spending’ And
r.6% —‘—-1-1-w--l—-l growth in' private-label
14% —'——

goods has
12% plateaued.

10%

-as '90 '91 '92 -93 ~94 '95

merit. The company applied for 16,000 patents
worldwide in 1995, more than double the
number three years earlier. Suffice it to say
that this marketing behemoth’s reputation for
brand-management acumen has been suffi-
ciently restored in that Bill Gates tapped a
26-year P&G man, Robert Herbold, to help
develop a better brand identity for Microsoft.

Yes, even an industry like high tech. Where
marketers have been way down on the cor-
porate food chain. is fast discovcring the
value of a brand. I-lerbold‘s job as Micro-
soft’s chief operating officer is multifaceted.
but one particularly strong focus is increasing
consumer awareness of Microsoft. A com-

 

C20.V-ER! STORIES:

pany whose boss is America's richest man
and high tech‘s all-around poster boy has
certain identity advantages. of course. But.
says I-Ierbold. “remarkably, a surprising per-
centage of software users don't even recog-
nize the Microsoft name."

So Microsoft has been trying to stand out.
launching Windows 95 last August with the
music of Mick Jagger and Keith Richards
and MTV-like advertising, and spending up-
wards of $200 million to flaunt its products.
Awareness of Microsoft is up “significantly."
Herbold says. although, he adds, “at this
stage, it’s still fairly low-hanging fruit."

OWN in Silicon Valley, the “Intel
Inside" logo stands as a beacon in
the confusing and quickly chang-
ing world of technology. Intel In-
side stands for a computer chip.

for God's sake. But it is also a comfy name on
a box that has somehow endeared itself to con-
sumers, perhaps because it offers reassurance
about a purchase that was most certainly
fraught with confusion and amdety. Somebody.
after all, thought it was a good enough little
piece of technology to give it a name.

Intel Inside was born five ‘years ago our of
an identity crisis. Intel’s chip had developed
a brand identity throughout the industry as
the “386." Intel had sued for trademark pro~
tection of the name, and frilly expected tc
win the case. But late on a Friday aftemoot
in March 1991, it lost.

Dennis Carter, Intel's vice president 0
corporate marketing, went home to spend
long and intense weekend trying to figur
out what to do. “We were in an untenable si‘
nation." he says. “In technology, where proc
ucts change rapidly, the brand is doubly in
portant—more important than in package
goods. where a product may be more unde
standable because it’s stayed the same for
long time."

Carter spent the weekend reviewing all
Intel's marketing campaigns. Its agency h
come up with the line: Intel, the compul
inside. In Japan that had been successfu
shortened to Intel In It. Carter had also sti
ied the success of Nutrasweet and Du For
Teflon. both ingredients that had managed
make a name for themselves.

The following week he proposed Intel
side. and a cooperative advertising allowa:
for PC makers who agreed to use the logt
their own ads. The result has been one of
most successful marketing campaigns in
computer industry. Awareness of the ct
panys chip increased from roughly 22’.



home-PC buyers in 1992 to more
than 80% just two years later.

The high-tech crowd at Hew-
lett-Packard not only developed
a brand. almost in spite of them-
selves. but then also discovered
that a brand could blaze a trail
into whole new markets. It was

something of a revelation at a
company where, as Bojana Faz-
arinc, I-I-P’s corporate market-

ing communications manager,
jokes, “In the past, if we were
trying to sell sushi, we would
market it as cold, dead fish."
She's one of the people there

whose job it has been to bring
H-P out of the Dark Ages.

Over the past two years her
group has put a lot of effort
into determining the strength
of the Hewlett-Packard name.
“We had a fear that we would
be considered too technical."

says Fazarinc. What the com-
pany found instead “was that
our foundation of technical innovation has

given us an edge and a credibility.”

HAT'S UNDERSCORED by

H-P's surprising recent success in
personal computers. particularly in
the home market. Testing I-I-P
conducted before launching its Pa-

vilion line of home PCs last August indicated
that it had one of the strongest brands at
retail. The affection people have for their
headache-free Laserlet or Desldet printers
translated into a willingness to give H-P the
benefit of the doubt in personal computers.
“So basically, H-P, without having the com-
puters themselves on the shelves, already was
viewed as a leader in computer products sold
at retail,“ says Webb McKinney, general man-
ager of the home products division. The new
line was marketed as “Not just a PC but an
H-P." To the industry's surprise, it has gained
the No. 5 spot in the home market over the
past three months. “I think it’s a great prod-
uct; I don’t want to denigrate it. But it really
was the brand," says McKinney.

If a strong brand can be a huge asset in
crossing over into brave new product worlds, it
can also put you way ahead in the race to go
global. McDonald's is one of the largest single-
product advertisers in the world: it spent some
$1.5 billion on advertising and promotion in
1994. the most recent figure. The payoff is es-
pecially evident when the Golden Arches go
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up overseas. After McDonald's opened its
doors in Johannesburg, South Africa, a few
months ago, thousands of people stood in line;
some had been there overnight. South African
Zulu dancers in tribal costumes performed in
front of the restaurant, and a choir of local

gold miners sang special songs in tribute. Says
CEO Michael Quinlan: “It continually amazes

me, but when we go into a new community or
a new country, when we open the first day, we
time and again set new sales records, new cris-
tomer records. We open up with the Golden
Arches; the sales team looks great in their uni-
forms. It is a huge event. It is a happening."

Coca-Cola knows the feeling. Just after Coke

increased its presence in Poland four years ago,
one of its red-and—white delivery trucks actually
drew applause when it stopped at a traffic light
in Warsaw. And when several of Goizueta’s
friends returned from Western China recently,
they told him how impressed they were With all
the Coca-Cola street banners they'd seen. They
were mistaken, though. The cities they'd vis-
ited weren't ones where Coke has a strong pres-

ence. They had assumed it was
Coke, just because the signs
Were fed and white. Most com-

panies can only dream of that
kind of brand identity.

Coke knows, though. that no
matter how strong your brand.
you must stay vigilant. The com-
pany is now betting on the shape
of its old hourglass bottle. Coke
believes that the icon may be a

powerful and instantaneous way
to stand out in a world of clutter.
So it has reintroduced the con-

tour bottle in plastic and glass, 1:

has put a picture of it on the can
and plans eventually to intro-
duce a contour can. The corn.

pany is also putting contour bot-
tles without “C0kI:" Written on
them on billboards that don't

even identify the product. The
aim: to generate near-instama.
neous communication to consu-

mers. Big-btand companies “will
have to be far more nimble in

terms ofhow they tailor their messages and pro-

grams to fit the way consumers are listening,"
says Ivester, the heir apparent to Goizueta.

Disney too has established itself as a shon-
cut for consumers—a safe haven, if you will, for

families trying to find their way through all the
dizzying changes in media and entertainment.
If there was ever an example of frilly integrated

marketing, Disney is it. Take a movie like Toy
Story. It got all sorts of exposure on the Disney
Charurel, in the Disney stores, in the Disney

catalogue, and through cross-promotions with
partners like Burger King. Powerful stuff. If
there are kids in the house, just try to escape

it. A Disney project of any sort has the ability
to flash on the collective consciousness up to
425 million times in a three-month period

through the companyfs parks, stores, films. TV
programs, videos, games, and music or on the
Internet, according to an internal company sur-
vey conducted last year. And that's before a
dollar is spent in paid advertising or any expo-
sure is given on its ABC network. CEO Mi-
chael Eisner calls it “the multiplier effect." The
brand enhances The Little Memzaid and The
Little Menmzid enhances the brand.

Almost since television was invented. peo-

ple have been trying to determine how man}
ads we're exposed to. Media Dynamics esti-
mated three years ago that the average adul
in the U.S. is exposed to as many as 247 ad:
a day. That doesn‘t include all the myriar
other messages that call out from signs ant
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INTEL INSIDE

Intel iiiukcs microprocessors. which are the heart of personal com-

puters‘. Their .successi\'e product generations were called the 8086, 286,
:3-‘$6. and +56 microprocessors. Unfortunately, Intel did not obtain trade-

mark protection on its numbering system, and thus the 386 and 486
names were availalile to competitors such as AMD. Chips and Tech-

nologies. nnd Cyrix who made their own chips and applied the X86
name to them.

Intel responded in 1991 by encouraging computer firms like IB.\'I.

Compaq, Gateway. and Dell to put the "Intel Inside" logo in their ads

and on their packages. The enticement was a cooperative advertising al-

lowance from Intel amounting to 3 percent of the companies’ Intel

purchases (5 percent itthey used the logo on packaging). An Intel Inside
ad is shown in Figure 1-4.

The campaign, which was initially budgeted at $100 million per year,
worked on several levels. It generated more than ninety thousand pages

of ads in an eighteen-month period, which translated to a potential IO

billion exposures. During that period. the recognition of Intel among
business end users increased from 46 percent to 80 percent, the same

level that Nutrasweet enjoyed among consumers after years of expo-

sure of the Nutrasweet logo. The brand equity of Intel, as measured by

the price discount needed to get a customer to accept a computer with-

out an Intel microprocessor, appeared to be positively afiected. During

1992., the first full year of the Intel Inside campaign, Intel's worldwide

sales rose 63 percent.

Why should the Intel Inside program make a difference to con-

sumers? No reason was provided as to why an Intel microprocessor is I
 

graph. For example, the recall and recognition of each of twenty auto-
mobile brands could be measured, and these measurements could be

used to position each brand on the graph. One finding consistent

across dozens of product classes is that brands tend to follow the
curved line shown in the figure. There are two exceptions, each of

which reveals the importance of recall.

One exception is healthy niche brands, which fall below the line be-
cause they are not known to a substantial group of consumers, and
therefore have relatively low overall recognition. But because they do
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better. In fact. it is lil<el_\‘ that nmn_\' customers did not even know what at
microprocessor was. ‘

A customer's logic might have been something like this: Computer

makers. including industry leaders like IBM and Compaq. are expend-

ing a lot of money and effort to tell me that Intel makes a part of this
computer. These people are not dumb. Therefore the component must
be an important one, and Intel must be a good supplier. I could do some
research to determine what a microprocessor is and how much better
Intel is than its competitors, or I could just pay a little more and get

Intel. An easy decision—I will simply rely on the reassurance of the Intel
brand name.

Interestingly, the Intel Inside campaign actually originated in Japan,
where .\«latsushita used it as a way to build high-tech credibility for its

computers. Japan is a country in which the prestige and visibility of cor-
porate names is extremely important. By building up the Intel corporate
name. Matsushita created credibility for itself.

(A postscript: The Pentium chip, which succeeded the 486 in late
1994, was found to make some arithmetic errors under certain condi-

tions. Instead of immediately acknowledging the error and offering to

replace the involved products—few customers may have actually gone
through the bother—Intel claimed the problem was rare and could be
ignored. Intel belatedly did adopt a customer-oriented return policy. but
only after a storm of damaging protest from the press and the public. Be-
cause Intel's equity was based on awareness and the presumption that a
customer did not have to know what happens “inside." the incident had

considerable potential for damage. Although initial sales were not af-
fected, recovering from the incident presents a challenge for Intel.)

have high recall among their respective loyal customer groups, their
low recognition is not necessarily an indication of poor performance.
And healthy niche players sometimes have the potential to expand
recognition and thus the scope of their customer base.

The second exception is the graveyard, an area in the upper-left-
hand corner populated by brands with high recognition but low
recall. Being in the graveyard can be deadly: Customers know about
the brand, but it will not come to mind when considering a purchase.

Breaking out of the graveyard can actually be hindered by high recog-
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MEASURING BRAND EQUITY 321

much more would you pay to be able to buy a Toyota Camry instead of
a Honda Accord?"

A more sensitive and reliable measure of price premium, how-

ever, can be obtained using conjoint or trade-off analysis. This well-

developed market research approach presents consumers with a series

ofsimple choices, which are then analyzed together in order to deter-

mine the importance of different dimensions to consumers. For ex-

ample, consumers might first be asked, “Would you prefer a Toyota

Corolla at $14,000, a Honda Civic at $13,000, a Saturn at $12,500, or a

Chrysler Neon at $12,000?" Ifthe Saturn is selected, then the process

is repeated, but this time with the Saturn priced at $13,000. If the
Civic is then chosen, the next set will include the Civic with a $13,500

price. The value of the brand emerges from such a study.

The Best Single Measure ofBrand Equity?

The price premium may be the best single measure of brand equity

available, because it directly captures the loyalty of customers in a

most relevant way. If they are loyal, they should logcally be willing to

pay a price premium; if they are not willing to pay more, the loyalty

level is shallow. Indeed, as noted above, Allstate's research to identify

the key drivers of its brand equity focused on what var1'ables'inHu—

enced the price premium.
There is a natural desire to obtain an estimate of the financial value

of a brand. Knowing the brand's value helps to calibrate brand-

building investments, and changes in value can assist in the evaluation

ofmarketing programs. One convenient aspect of the price premium
is that it can be the basis for a crude estimate ofbrand value (the price

premium associated with existing customers, multiplied by unit sales).

Of course, distribution channel realifies may prevent the price pre-

mium from afiecting the brand's price in the marketplace. Whereas

many customers might be willing to pay a 10 percent premium to

obtain Coke, the price-sensitive segment and aggressive retailers may

make the realization of this price premium in the supermarket infea-

sible. Nevertheless, the price-premium-based brand value estimate

can be helpful.

Intel is one firm that tracks its price premium. Every week, inter-

viewers are in computer stores asldng people how much of a discount

would be needed before a customer would feel comfortable buying a

U‘:...-u_...
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MEASURING BRAND EQUITY 313

Goodyear, and Coke), brand equity had about the same impact on

stock return as did return on investment, the accounting value known

to be associated with stock market movement. This relationship was

found even after controlling for both advertising expenditures and
awareness.

INTERBRAND’S TOP BRANDS uumvnsi/3
Inter-brand, a UK-based branding consulting company, used a very

different approach to identify the strongest brands in the world. Its

a set of criteria, chosen subjectively, included the business prospects
of the brand and the brand's market environment, as well as consu-

mer perceptions. Five hundred brands were evaluated based on
seven criteria:

1. Leadership. A brand that leads its market sector is more stable

and powerful than the second-, third-, and fourth-place brands.
This criterion reflects economies of scale for the first-place brand

in communication and distribution, as well as the problems that

also—rans have in maintaining distribution and avoiding price ero-
sion.

2. Stability. Long—lived brands with identities that have become part
of the fabric of the marl<et—and even the culture—are particu-

larly powerful and valuable.
3. Market. Brands are more valuable when they are in markets with

growing or stable sales levels and a price structure in which suc-

‘ cessful firms can be profitable. Some markets, such as frozen
! dinners and some areas of consumer electronics, are so rife with

li debilitating price competition that the prospects of any brandbeing profitable are dim.
4. International. Brands that are international are more valuable

than national or regional brands, in part because of economies of

scale. More generally, the broader the market scope of a brand,
. the more valuable it is; a national brand is worth more than a

i regional brand.
I 5. Trend. The overall long-term trend of the brand in terms of sales

can be expected to reflect future prospects. A healthy, growing

l brand indicates that it remains contemporary and relevant to con-
§ sumers.
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6. Support. Brands that have received consistent investment and fo.
cused support are regarded as stronger than those that have not,
However, the quality of support should be considered along with
the level of support.

7. Protection. The strength and breadth of a brand's legal trademark
protection is critical to the brand's strength.

Based upon these criteria, Interbrand determined that the top ten
brands in the world in 1990 were as follows:

1. Coca-Cola 6. IBM

2. Kellogg's 7. American Express
3. McDonald’s 8. Sony
4. Kodak 9. Mercedes~Benz

5. Marlboro 10. Nescafé

The business-oriented (versus consumer—oriented) view of the
Interbrand criteria is useful in part because it is a step closer to put-
ting a Financial value on the brand—in fact, Interbrand uses its brand

ratings to determine a multiplier to apply to earnings. The subjectiv-
ity of both the criteria and the assessment of the brands, however, ‘
makes the dimensions difficult to defend and affects the reliability of
the resulting measures.

It is easy to challenge the assumptions reflected in the dimensions.

Small niche brands, for instance, may be more profitable than so-
called leadership brands. Older brands may lose their brand strength.
The ability ofa market to create or protect margins is diflicult to pro-
ject. A local brand can have advantages in connecting with customers,
and thus it may be more profitable than an international brand that

must deal with substantial coordination problems. Growth in brand

sales, especially if obtained by sacrificing margins, is not necessarily
healthy. Further, the Interbrand system does not consider the poten-
tial of the brand to support extensions into other product classes.
Brand support may be ineffective; spending money on advertising
does necessarily indicate effective brand building. Trademark pro-
tection, although necessary, does not of itself create brand value.

WHY MEASURE BRAND EQUITY ACROSS
PRODUCTS AND MARKETS?

What is a stronger brand name—Kodak, American Express, Mer-
cedes, Ford, or IBM? Why is a brand strong or weak? How is the
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lntel’s Amazing
Profit Machine
In the past five yea rs, CEO AndyGrove has redefined his company,

transforming itfrom a makerof chips into an industry leader.The result

lntel is poised foranotherfive years of explosive growth.

by David Kirkpatnok

fter the close of trading on January
l-1. the world's leading manufac-
turer of computer chips stunned no
one by announcing record 1996
earnings of 55.2 billion on sales of
$20.8 billion. Shareholders have

grown accustomed to that kind of
perfonnance from Andy Groves Intel. Since
Grove took over as CEO in January I987.
Intel's average annual return to investors has
been an astounding 44%.

More revealing than the earnings report
was an executive-suite shuffle announced a

day earlier. On May 21. Grove will become
chairman. replacing Gordon Moore. who
founded the company with Robert Noyce. the

co-inventor of the integrated circuit. The shift
is largely symbolic: Moore will continue to
work three days a week. and Grove will con-
tinue to run the place. as he has for years. But
the announcement did make one thing per-
fectly clear: Andy Grove now operates in no
man’s shadow.

To understand the significance of the move.
you must know that in the storied past of Intel.
one idea looms largest: Moore's prescient pre-
diction in 1975 that the power of a computer

The CEO
Andy Grove wants to make the Pcthecunttal appliance
in your lile. so that you buyr-‘tore ul his chips (like the
Pentium: an the silicon walershuwn almva).
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chip would double every 18 months. What
CEO Grove has done for the past ten years
is to deliver brilliantly on the promise of
that "law." Intel has consistently been the
company to supply PC manufacturers with
the hot chips they need to power each gen-
eration of new. exciting PCs. lts competi-
tors—among those that have survived are
Advanced Micro Devices (AMD) and
Cyrix——are little more than also-tans. lntel
microprocessors power
more than 80% of all PCs in
the world.

But Moore's law is not a

law of physics. It is. says Al-
bert Yu. Intel‘s general
manager for microprocessor
products. “a law of technol-
ogy and business." So far.
Moore's law has been sus-

tained by a regular cycle:
Computer makers and soft-
ware companies (especially
Microsoft) develop new fea-
tures and programs that re-
quire more power. Intel.
meanwhile. creates brawny
new chips to meet those new
demands. Selling chips at
prices high enough to earn
gross margins now hovering
around 50%. Intel uses its

profits to build new chip fac-
tories. which presently cost
some 52 billion a pop-—thus
readying itself for the next
turn of the cycle. Predictable
enough in recent years. yes:
immutable. no. Says Yu:
“This thing could stop. If people don't buy
a chip with more functions. there's no
money to develop the next round."

"Die famously worried Cirove—author of
the current business best-seller. Onlfv the

Paranoid .Survi't'e—came to appreciate this
fully only a few years ago.
He decided that basing the
business on the premise that
others would create demand

for microprocessors was sui-
cidal. What if Microsoft.

say. shifted its R&-D from
developing next-generation
software to making its cur-
rent products work more ef-
ficiently on today's PCs? Fewer people
would want new machines powered by
Intel‘s hot, new. expensive chips.

50 Grove embarked on a radical ap-
proach to stay ahead of competitors and
keep lntel growing. in recent years he has

molded the giant chipmaker into much
more than a supplier of pans. It now aims
to be the visionary leader of the entire com-
puter industry. From here on. Grove de-
clares. lntel will create the demand. He ex-

plains: "lfwe don‘t make computers more
useful. there won't be demand for the chips
we'll be making in a few years. So we have
to create users and uses for our micropro-
cessors. We get the market growth we

The HeirApparent
Presitlenbdesiziiata i:nizBarrett is a tin-nonsense manageraitd an avid uutiiuorsiiian.

eam—by our development efforts. our in-
vestments. and our proselytization. That‘s
absolutely in our psyche now."

lntel's transfonriation is a personal tri-
umph for Grove. 60. Even though he was
one of the handful of employees who got

“Andy realized lntel hasthe powerto create the market.

He may be the best manager in the world," says Regis

McKenna. “Grove has achieved asa managerthe stature

held by Noyce and Moore in the pastas inventors."

the company up and running in 1968.
Grove has never been considered it found-
er—a status reserved for Moore and

Noyce. They have been celebrated as leg-
ends and visionaries, aided in their success

by Andy Grove. the efficient manager. But

now he must be considered their equdl
Says Regis McKenna. the Silicon \/a||¢\:
marketing pioneer who wurkgd cioseh. “ “E
Intel's management in the early days: "In.
tel in the past was fairly C0l‘lSel'\'a[i-vg. Bu,
today it's much more willing to take lead-
ing-edge positions. because Andy realized
lntel has the power to create the mark¢i_
He may be the best manager in the world.
He has achieved as a manager the stature

held by Noyce and Moore in
the past as inventors."

or the past five gt-em
Grove has pursued
a series of projects
that seem to have
little to do with

making chips. Hg‘;
been spending time

in Hollywood. chatting with
the kind of moguls that hob-
nob at Herb Allen‘s Sun

Valley. Idaho. summer get.
together: quietly investing in
a range of small companies
that do things as esoteric as
construct 3-D interactive
"worlds“ on the lnternet.

even trying to help Star-
bucks set up a video-
conferencing network for
its customers. Groves per-
egrinations have sometimes
seemed puzzling. but now
the reason for them is clear.
To ensure lntel's success

over the coming five years.
he has been maneuvering to

make the PC the central appliance in our
lives. in Grove‘s vision. we will use PCs to

watch TV. to play complex games on the
lntemet. to store and edit family photos. it)
manage the appliances in our homes. and
to stay in regular video contact with famil}.

friends. and co-workers. ll"

Grove's vision comes to pass.
lntel will thrive. if it doesn't.

lntel‘s strategy falls apart.
"lntel is ona treadmill of

new-product introductions
fed by increasing demand

for microprocessors." says
Scott Randall. a security
analvst at Sourid\/iew Fi-

nancial in Stamford. Connecticut. “The

day that treadmill slows down is the day
their business plan has to be rethougi“
That's why Grove has boosted the budget
for projects that contribute to market de-
velopment but have nothing directly to d0
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mm microprocessors. Such spending has
gone from zero in 1990 to more than S500
fnmgon in 1996. Intel is the only company

in the computer hardware business that
can afford that kind of money: Its eamtngs
exceed the aggregate profits of the top ten
pc manufacturers combined.

Intel does exactly one thing that no com-

pctitor can match: build state-of-the—art mi-
croprocessors in quantities of tensof mil-
lions. Intel continually improves its chip
designs: more to the point. it is the only
manufacturer that can afford to keep build-
ing the gargantuan planLs required to make
them. In 1996. Intel spent $5 billion on cap-
ital projects and R&D; every nine months
or so it puts up a new chip plant. or “fab."

lhellstounding Numbers at AndyGrove’s lntel

sisa —- Under Grove,
lntel's stock

stzs —— has soared ...

End-oi-quarter stock price
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each a $2 billion bet on the funire. Explains
Craig Barrett. who was named president on
January 13: “We build factories two years in
advance of needing them. before we have
the products to run in them, and before we

know the industry's going to grow." Says
Grove: "Our fabs are fields of dreams. We

build them and hope people will come.“
Not that Grove lacks a road map of the

technological future. At the Comdex com-

puter trade show in Las Vegas last No-
vember. he stood before 7.000 attendees

and confidently described the Intel chip of
2011. Today's Pentium Pro microprocessor
contains 5.5 million transistors; Intel chips
then will pack a cool billion. Today's top
clock speed of 200 megahenz will soar to

and

__ profits have
skyrocketed ...
Billions
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ten gigahertz (or l0.000 megahertz). Last
year Intel sold about 60 million processors:
by 2011 it hopes to be selling many hun-
dreds of millions annually. Says Michael
Slater. publisher of .\!icroproces.tor Reporr:
"I see no clear technology threats. The
biggest long-tenn threat to Intel is that the
market growth slows."

That is the threat that worries Grove.

When Intel introduces a new micropro-
cessor (the Pentium Pro is the latest).

chips from the first wave of production sell
for as much as $1,000 each. They power

$5.2 billion 

 

 
giving lntel twice
the net income of

Microsoft ...

$2.5 billion
Past four quarters
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3"“ "””""E Eroton $7,510 16%
'"‘9' ""9 "7 ”“’ General Electric $7,230 11%
‘"9 °*’”"°’5 Philip Morris‘ $6,246 15%

. “'9 lBM $5,429 30%

. F”l"””E5““- lrrtul $5,157 45%
- ‘ General Motors” $4,289 -38%

{ Ford‘ 53.868 6%
' Merck‘ $3,833 15%

Citicorp $3,788 9% -

Du Pont' $3,750 1%
-Estimate. ‘General Motors spun off EDS.
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mp-or"-the-line PCs and servers. which
tend to be purchased by early adopters.
technophiles who just can't wait. As Intel
increases production. it lowers the price.
stopping somewhere just north of $200

when the chip is the hot mass-market pro-
cessor. That figure is low enough to en-
sure unit sales in the multimillions but

high enough to secure huge margins.
Even at that price. Intel chips are expen-

sive enough that PC manufacturers must
charge at least $1.500 per machine to earn
a profit. Says Slater: “Intel's business model
is dependent on selling processors for in ex-
cess of $200. so they are also dependent on
51.500 PCs being predominant." Consu-
mers will spend that kind of money only if
they're persuaded that a new PC will help
them do very cool things.

That‘s one reaon lntel needs to make

sure that the PC remains a cutting-
edge device. The other reason is that
Intel can't get away with charging
$200 a chip for very long. Eventually
its competitors catch up technologi-
cally and undersell Intel. Intel does
then lower prices. of course. But it
must also have its next-generation
chip ready. to begin the cycle anew
and keep margins high. Says Marc
Schulman of Technology Strategies
consulting firm in Stamford. Con-
necticut: "Intel is in the same position as
auto manufacturers who want us to buy
a new car every three years. It's plannedobsolescence."

he business model allows little

margin for error. which is why
Intel can no longer afford to rely
on others to create demand for
PCs. Around I990. Grove started

moving the company from being
an industry follower to a leader.

Intel‘s -:86 chip had staned to catch on,
but a potential problem was threatening to
stall the next generation (later named Pen-
tium): The speed of the microprocessor
was starting to outpace the performance of
the rest of the machine. The existing "bus."
the internal network that directs electrons

around the computer. would serve data at

a rate far slower than the Pentium chip
would be able to handle. Consumers might
buy a PC to get the power of a Pentium and
be disappointed.

Until then. bus designs had come from
IBM or other PC makers. In 1990. however.

Grove knew of no sufficiently fast designs in
development. An Intel division had a pro-
posal for a bus called PCI. but Grove didn't

think lntel should get involved. "The no-
tion that we would step forward and initiate
a re-architecttng of the computer for me
was very strange." Grove recalls. “Where
did we get off doing buses‘? I remember hav-
ing a very heated argument with the execu-
tive who was pushing for it. But finally be
convinced us that if we didn't do it. a new

bus wouldn't become accepted." Today PCI
is the standard bus on PCs.

The bus decision set the stage for what
Grove calls his epiphany. At Comdex in
1991. Grove delivered a keynote speech
involving what he referred to at the time as
the “mother of all demos." He showed how

a notebook PC equipped with PCI and
special computer chips could receive E-
mail messages artd graphics delivered over
a wireless network. At the time. that was a

real breakthrough. Dell. IBM. and other

“lnte| is on a treadmill of new-product

introductions fed byincreasingdemand for

microprocessors,” says an analyst. “the day

thattreadmill slows down istheday

theirbuslness plan needsto be rethought.”

companies endorsed the vision. and sent
representatives to appear with Grove on-
stage. The demo was a smashing success.
Grove was amazed at his company's abil-
ity to stage-manage so many players. He
realized that this kind of leadership could
become Intel's key competitive strength.
“That was the ‘Aha!’ for me." he says.

Around that time. Grove visited his

friend Steve Jobs. who had left Apple
Computer to found Next (which Apple re-
cently announced it would purchase). Next
was building a high-performance but pri-
cey computer specially tuned for multi-
media applications and ease of use. Jobs
demonstrated the machine for his friend.

and Grove returned to Intel inspired. Says
Frank Gill. an Intel executive vice presi-
dent: “Andy came back and said. ‘I want

you guys to do that same kind of develop-
ment for the entire industry. to make PCs
as good as the Next computer.‘ "

Five years later. the fruits of that effort
are visible:

THE LABORATORY. In 1991. Grove

created the Intel Architecture Labs ( IAI.)
in Hillsboro. Oregon. an R&D operation
focused on the PC. The labs now house

about (:00 employees—most|y program-
mcrs—in two vast buildings set on flat
farmland 25 miles west of Portland. Savs
director Craig Kinnie: "Our primary ob-
jective is to grow the market for all prod-
ucts. not just Intel products."

Many of the labs‘ projects involve creat-
ing new software. One project aims to
make it easier for Websites to deliver

video via the Internet. lntel programmers
created something called the Streaming
Media Viewer. which software makers can
incorporate into their products so that
consumers can view video as it arrives

from the Web. For S199. any Website
owner can buy an IAL-designed add-in
circuit card that enables the site’s com-

puter to broadcast video. But guess
what——the card will work properly only
with a fast microprocessor.

IAL software is also helping pop-
ularize Internet telephony. Many
small companies. like VocalTec and
Quarterdeck. sell programs that let
PC owners make long-distance
voice calls via the Internet. For the
most pan. such products have been
incompatible. limiting the number
of people you could reach if you
used one. IAI. helped develop a
new way to make calls. worked with

the Internet industry to get it
adopted as a standard. then gave away In-
tel software that met the standard. It also
licensed the software to Microsoft. which
gives it away on its Website. The moves

forced VocalTec and the other telephony
companies to modify their software to
meet Intel's standard. Soon most Internet
phones will be able to talk to each other.
Crows Gill: “Until we took a role in driv-

ing the standards. Internet telephones
were largely toys. Now there's an industry
consensus around this specification."

Next lntel will promote software that it
has designed for Internet videophones. ln-
tel expects that manufacturers will build
this function into PCs this year. If that hap-
pens. people who buy a high-powered PC
this fall will get a feature that only three
years ago required special hardware. like
the videophonc that AT&T sold for S 1.000.
That kind of innovation could persuade
users to keep paying $1.500 or more every
few years for a new PC.

GROVE [N HOLLYWOOD. On December

12. Grove & Co. made a glitzy Holly/‘”°°d
debut with the launch of the CAA Media

Lab. A windowless. high-concept cave. the
lab is housed in the Beverly Hills head-
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new—media startups: "Intel gets there be-
fore us all the time in venture deals. You

go. ‘How did they do that?‘ "
One example: This year Grove em-

braced OZ Interactive. a small San Fran-

cisco outfit that specializes in 3-D lntemet
software. The firm defines itself in a press
release as "scientists aspiring to art and
artists hacking code." Grove is so im-
pressed by OZ that he took Skuli Mogen-
sen. the company's 28-year-old Icelandic
president. to last summer's Allen & Co.
media executive retreat at Sun Valley. Mo-
gensen explains his product: “It's a browser
that enables you to walk around in 3-D
spaces and meet other people. You can
create your own persona. change clothes.
be a woman or a monster. or talk like a
woman or a monster." Sound esoteric?

Grove doesn't think so: He gave OZ early
access to PCs equipped with Intel's
new MMX multimedia technology.
to ensure that OZ.software was

ready to roll when Intel introduced
MMX in January.

ther PC development pro-
jects are even funher re-
moved from. Intel's core

activities. O_nE-example is
systems integration. Intel
is talking to Walt Disney
about new ways of distributing

its content electronically. It is designing an
electronic videoconferencing network for
the World Economic Forum. an influential

group of CEOs and government leaders.
And it is in the late stages of discussion
with Starbucks about building a high-
bandwidth network that would link to-

gether selected cafés. The companies are
coy about providing details. but soon you
may be able to send and receive video E-
mail while sipping your latte at Starbucks.

Grove is particularly interested in push-
ing digital photography (see Digital
Watch). “This is a big job for rnicroproces-
sors." he says. “We want to take a lot of ex-
pense out of digital cameras and make pic-
ture raking less complex than it is today.
We'll be working with Kodak. Konica.
Sony. and I-Iewlett-Packard. among others."
He's also focusing resources on Asia. Intel's
futest-growing market. to help adapt the
PC to Asian needs. Intel has a 70-person
software lab i.n Shanghai developing multi-
media and 3-D content in Chinese.

Groves PC efforts have already had a
big impact. Michael Slater remembers that
the PC of 1991 was "very weak" when
compared with Apple's Macintosh. “But

those differences have narrowed-—ver-y
much because of Intel's attention to the

platfon'n." he says. Even competitors ap-
plaud Intel's market development. Says
Jerry Sanders. CEO of AMD: "Anything
they do that creates demand for comput-
ing power is a good thing. The whole in-
dustry is pulled along by that spending."

There's just one major complication——
Intel is no longer completely in sync with
Microsoft. Says Grove: “We are driven to
move the PC platfomt forward with a sin-
gle mind. Microsoft has a bit of a split in-
terest. New computers matter to them. but
the installed base matters as well." Micro-

soft makes lots of money supplying soft-
ware designed for the 250 million ma-
chines sold in the past. While it also
depends on success with new buyers. it
does not depend on them as much as Intel.

“We aredriven to mnvethePCplatiorm

forward with a single mind," saysGrove.

“Microsoft has a hit of a split interest

New computers matterto them, but the

installed base matters aswe|l.”

Still. Microsoft and Intel do generally
cooperate in trying to stimulate demand
for PCs. The tension shows up when it
domes to the Internet. where Netscape. not
Microsoft. dominates the market for

browser software. Says Intel's Kinnie: “If a
Microsoft person thinks they have a way to
use their technology to get a proprietary
position on the Internet, they'll do it. But
our overall motivation is always to grow the
market. We see our role as establishing an
open framework so everyone can go inno-
vate their brains out." So when it comes to

Internet software. Intel works as closely
with Netscape as it does with Microsoft.

PC manufacturers by and large applaud
Intel's efforts at innovation. They worry.
however. that immensely profitable Intel
might claim even more of their compara-
tively meager take. Last June. for example.
MCI started selling, under its own brand.
an Internet server designed and built by In-
tel. If MCI had not offered the server to its

business customers. they might have turned
to Compaq or another server company.

Such tension will only increase as Intel
pushes the PC industry ever harder. But
Grove doesn't think the company has any
alternative. “I always worry that we're talc-

ing on too much." he sa_vs. "But we have a
very crass reason to be a driving force. We
build large factories and we have to fill
them. It can't scare you when you don't
have a choice."

Intel has no mandatory retirement age.
and at 60. Grove has no plans to step down
anytime soon. But in the January 13 an-
nouncement. he relinquished the company
presidency to Barrett. who is 57. Though
Intel won't confirm the widely held per-
ception that Barrett is in line to succeed
Grove. the move was significant. As he re-
vealed in a cover story in FORTUNE last
May. Grove has prostate cancer. He is no
longer getting treatment. and the disease
seems to be in check. Nevertheless. Grove
wrote. ''I know I will be stuck with this

fear for the rest of my life."
Given the question of the CEO '5 health.

it's fair to ask who is this man Grove
has anointed. An outdoorsman.
Barrett fishes on his private ranch in
Montana. and resides in Phoenix
because it's closer to mountains he
loves to hike. He travels to Santa

Clara three days a week. and works
from an Intel office near his home

the other two days. His wife. Bar-
bara. is a lawyer who finished sec-
ond in the 1994 Republican guber-
natorial primary.

At Intel, Barrett is known as a no-non-

sense manager who turned the company's
manufacturing operations into a key stra-
tegic asset. They were barely adequate
until he took them over in the mid-19805.

Since 1990 he has been chief operating
officer. His role won‘t change when he
adds the presidency on May 2l—he'll still
be in charge of the company's day-to-day
operations.

Last May. in that FORTUNE article.
Grove wrote. "I have a rule in my busi-
ness: to see what can happen in the next
ten years. look at what has happened in the
last ten years." In the past ten years. Grove
has turned Intel into perhaps the most
self-reliant company in the technology
world. In so doing. he has put his stamp on
the company and emerged from the long
shadows cast by Moore and Noyce. If Bar-
rett someday takes over as CEO. it is
Grove‘s legacy that he will promulgate.
Asked where Intel is headed. Barrett says.

“We picture ourselves going down the
road at 120 miles per hour. Somewhere
there's going to be a brick wall to cross.
but our view is it's better to run into the

wall than to anticipate it and stop short."
Sounds an awful lot like Andy Grove.
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The results of FORTUNE’s 15th annual Cor-

porate Reputations Survey are in, and it

was a year of surprises. Yes, Coca-

Cola once more clung to the sum-

mit, and TWA again occupied

I the cellar. But there was plenty
i of movement among America’s

most renowned companies in

. the middle. Rubbermaid
~ slipped from the top ten after a

decade-long run, and the once

mighty AT&T posted the year's

biggest slide. 4

BY EDWARD A. ROBINSON
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fter a year defined by the slick
image-makin g of presidential
politics. it‘s refreshing to note
that corporate reputations are
built on firmer grottnd. ln-

\l¢:‘Ll. FORTL'.\' ER l5th annual survey
of corporate reputations shows once
;t-__vatn that what eletates companies
.tbo\e their peers is a lot of honest hard
\\|'|'k. In tlte preceding page-s. we've
described the major role of innoxation
in enhancing companies‘ standings. ln
atlditiun. there emerge this year three
other bedrock elements of success: the

~ountlness of a compan_t's' financial
structure. the caliber of its manage-
ment. and its value to investors over

the long term. Eight of the top ten
companies in the survey excel in these
key .‘tlll'll.‘Llt¢S of success (see box).
.-‘\f1Ll C-.~ca-Cola. which repeats this
}c.tr ‘.t\ -\meric.1'< most .1dmired com-
pany. beat all comers in each.

This _\ear's list. prepared by the re-
~e.trch firm Clark Manire ts; Bartolo-

meo. brought some real surprises.
Three new companies appeared in the
top ten—-L'nited Parcel Senicc (No.
4). Pfizer I No. 8). and Berkshire Hath-

away (No. lU). They joined perennial
top performers like Merck (.\'o. 3).
Microsoft (No. 5). and lntel (No. 7).
The basement featured four newcom-

ers: Cal Fed Bancorp (No. -122): Bev-
erly Enterprises (No. 424). a health
care protiderz Flagstar (No. -326). a
food service firm: and Canandaigua
Wine (No. 428). They accompany
some repeat perl'ormer.s—Kmart
(No. J29). Standard Commercial. a to-
bacco and stool concern. (No. -530).
and Trans World Airlines (No. 4.‘vl).

TWA achieves the highly dubious dis-
tinction of being the least admired
company for three straight years.

But what a year it was for repeat
winner Coca-Cola. The Summer

Olympics proxitled the .-Xtlanta-based
sott drink maker with a spectacular
showcase for H5 ubiquitous global

‘ Sat.-ings znstttutrons

hrand. Coke also cored points [or its‘
business prowes ;. articulated clo-
quently in its bolt capture of a major
PepsiCo hnttler n South America.
Chairman and ( E0 Roberto Goi-

zueta says that a Jig part of what at-
tracted the bottlet to Coke was the en-

thusiasm. honestj . and quality of his"
work force. Says Ivoizueta: "Emplo_v-
ees with integrit ' are the ones who
build a company a reputation. Work-
ing for the Coca Cola company is a
calling. It's not .1 ' my to make a lising.
lt'.s a religion." .- .nd amen to Coca-
Cola's results: It earned $3.5 billion

last _\c:ll'. a IT"; i crease m-er IWS. It
also pro\'ided a \\ topping -13.3’? total
return to inxesto s in lWh. 23 points

higher than the S .-.P int) index. .tnd its
ten-year perform nce dc|i\cred a plat-
inttm 29.3-'} aser ge annual return.

That kind of r in hu_\'s .1 lot of ad-
miration. but lnt l‘s 19% total retum
to imestors of l. 1.3‘: tlesertes nut-

rtght tmrship. In riguingl}: the Santa

ll_LL'STRATIOI\7S BY TERRY‘ .-'tLLE.\'
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D .: major advisory roles in telecommunications privatizations
and restructurings.

 

78 integrated health care delivery networks created or expand rd.

 

new technology ventures counseled in growth strat .-gies annually.

 

‘ risk management recommendations implemented for banking.
securities, commodities, insurance and investment companies. .
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saved for manufacturers thI‘0l .gh supply
chain improvements.
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Clara. California. chipmaker drew
higher praise for its innovation than
for its financial performance-which
says a lot about its engineers. Mirage
Resorts. which got high marks for its
ability to provide quality service. to
attract good people. and to innovate.
moved from No. 7 to No. 2. CEO Ste-

phen Wynn's transformation of mun-
dane hotels and casinos into spark-
ling gaming palaces has forever
changed Las Vegas. For his efforts.
Wynn‘s company was rewarded with
the fourth-highest overall ranking in

quality of management.
Another first-rate manager. War-

ren Buffett. drove Berkshire Hatha-

way. the holding company he runs.
into the No. 10 spot. Berkshires fi-
nancial reputation scores remained
even (read: excellent) with last
year's. Likewise. Procter & Gamble.
the Cincinnati-based household
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BlGGEST GAINS OVER LAST YEAR

G CUMFANV -/. CHANGE scan:' ' ' Canlinental Airlines 37.3’/. 535

AND Paciticare Health Systems _ 21.0% _ 6.74Orvx Enerzv 20.8% 6.31

LO Omnicom Group 110% 1,56Salomon 22.4% 5.31

- ' .- . _ Herman Miller 13.9% 1,13
" ' ‘ ‘ Freeport-Mclrloltan 14.5% 1.30

Morrison Knudsen 29.6% i 4.05

Hilton Hotels 14.5% . 6.94
Tyco International 13.5% 7.10

BIGGEST LOSSES OVER LAST YEAR

comm -/.cuuoc.: scan:

mt _ —23.1''/.. V_ _ 5.51
Caliber System -20.9‘/. 5.21

Tenet Healthcare -17.8% I 5.81
Human: —1‘I.7% j 5.09
Viactim -15.17. 6.08

Arkansas Best _ _ __ —1fl.3%_ _ j _4.4_e_
Apple Computer —16.B% 4.81

lntl. Flavors 3. Fragrances _ -12.2"/. _ 6.7].
Warnacn Group -14.17. i 5.55-
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products maker. notched its highest
score in the management column.
apparently reflecting the exemplary
job CEO John Pepper has done in
cutting more than $3 billion in costs
over the past five years.

s for those companies that
took a hit to their reputations.
let's start with Rubbermaid.

the housewares giant that be-
strode the No. 1 spot for two

years before Coke's ascension in 1995.
The Wooster. Ohio. company lost its
decade-long residency in the top ten.
falling to No. 22. Once heralded as a
model of how to run a company. Rub-
bermaid this year saw its quality—of-
management score drop by 12%. The
company is still feeling the effects of a
wrong turn it made a couple of years
ago. Forced to raise prices after is cost
of raw materials increased. it passed

Scoring scale - - -> 9

 

Zoe:-£::.r u.,,‘._.1w

‘ ‘PI!_ - ‘m -' Wcvntufl
- lonntunlt

lHE
\/lOST 3:".*":'"ilewllfl-VIC

ADMIRED

 

HOW THIS WA

This year's survey of Ar

companies comprises 4

panies. divided into 4‘.

More than 13,000 senic

and financial security ar

largest companies (or in

dustry by the eight key 2

year we added two new

and temporary help. We

arate categories: proper

also eliminated ties in tr

to six decimal places an

dex of companies appea

*1‘.J- ‘J:



Mug‘: I “1
Merc-
UPS
Microson -
lrinninn I. lohnsoir -
lnlel ~ ‘
Pfizer ‘ .
Procier I Gamiiie -. 5
Berkshire KIKHIVLIV - ~_
JME :
llevrlen-Packard - -
Corning : ‘E

 

:_

NAS DONE

. -roii-ie ileniii
urn Sinus: Aiaocialer

- NJII miner
ucflnnaih ~'

- General Eleciric
- Giiierie

Boeing --
Enriin ‘ ~.‘-
Ruhhllmlll ..
Herman Miller ' "?

.' Cardinal lleallh ‘
'2 Giiooyearlirelfiuhoer ~.l
' USAA;-if
‘ Mulorola
-I American Inrl. Grouo I ‘.5

LP Morgan -‘ 
' Shell Oil ' 3.‘

llmnicom Griiuo ' ‘iii
'IalA.llanna ‘E3
- lnlerouhlrc Griiuo -.-2

of America's most admired

ses 431 FORTUNE 1,000 com

to 49 distinct industry groups.

senior executives. outside directors,

'ity analysts were asked to rate the ten

(or in some cases fewer) in their own in-

. American Bianur .-
‘ limlierIv--2:ani' .

--.~.-.....-.--~......;...i................-.:S£‘3.#$‘£,_-g3:"e‘=‘$3“.'.$3€."3)GE‘.'?..n.;S...:...ua...........gr}.§.!.‘.-....-‘L-.-~.—cam.....-...-..
Nil
105

key attributes of reputation (see box). This

new incustry groupings: recreation equipment

3. We divided insurance companies into two sep-

roperty and casualty, and life and health. We have
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3 3 Monsanto _ 7.03_
4 -1 PPG Industries 6.48

5 5 Bayer __6._3_Z_
6 5 Unron Carhjda 6.17
7 . ' .*!°.°°?‘§.L°fl‘fl§.°_.._ 5-”
8 5 BASF _ _ _6_.[J5_
9 10 W.R.Gra}_:5 _ __ 5.1Z_

.1.“ 9_9° m . 5-11.

555557 3. PAPER PRODUCTS _
1995 1:-z= -znurm soon:

I__ E Kimberly-Clark __7._45_
2 E Weyerhaeuser 6.48

_g : Mead ""' _ 5.47_
' 4 Z lntarnational -6.45»
-5 t..-"nJ2nC_w2_ . 5-4.1_

5 5 Georgi_a;Pa1:ifi_r: 5.54
7 5 Champion|ntehation_5]__j§_

-8 _I_§mes R‘rverCorp.o1Va. 4.91
9 .5 Boisecascada 4.77

70- §_'-§orra_(IontaIne'r: __ 4.49
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-I':_‘:,_ \ _ :3 “‘ "5;
.355 .. . 2 “F!!!

1 fun lanes

2 ‘ E imnen
._3___.‘ _7rhuna

-S -I Frrghr-Rioder 5.34
5 ‘ ' aw York fimes S45

_6 3 __f r_1.er1'c_angrgetings 545 9
7 I Fzadersorgest]-s‘s3'¢:'ralron S18
8 _ _' I R. Dannolleyi Sons 636

_9_A __r coraw-Hm" ‘ ' 5.15’
10 :0 ' Fnasmirnir 5.35

ENTERTAI JMENT
1996 13‘ WP!!! 3.3:

_1___ i laltDIsney- T9}-
2 , 4 _nm5r8roadcasting System- 6.86
3 3 iacom 5.08

4 ' 5 me Warner‘ 5.30

Mi/use 3117: is long
310 la. hur ulrun
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C‘ urllu Dr l 1'!
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HOTELS. CASINOS. RESORTS
 

     

1999 ‘.595 comm scout

I ' 1 !i."3§.".R.°fl.‘i. ..-_-_ 3-“
_Z ‘.3 Marrioulntamationai 1.24
1 ' 3 Hilton Hotels _ __ 5.94

._4_ Ci_rcus (_:ircusE_n(erprises 6.92
.s__,"_4 Host Marriott 5.59
S I - Harrah'sEntertainment 6.54
.7.._.'. ‘T7’. 5-29
_8___ no Bally Entertainment 5.49

RECREK IONAL EQUIPMENT

HOW ABGUTTHOSEFROGS! §°§C:‘s".'..c« ‘:1?
?5..'§".;'§,'.“.7’ .7:‘.‘.I3}.“.‘§I1“.‘.’;‘§‘*7'E§..‘L‘f‘.’.3'1??? i -15- '—P9!.="’='"“"“F°7 °~‘°
l'ruv~ Omnxcstxm leufied to the in at‘ the : I Colman Holdings "EH"=“ . F’ — - 4 2- Outboardmarinc 4.94
.:ro\\.d on .\ladrson.-\xcnuc. ----r ' ‘

E l.’.’inm'.9-bu.~:‘Ll‘

ADVERTISING. MARKETING. Bnl7l\'l\lL‘/\' H ;'I:«.'
1995 2:95 comm soon: : .’<ing'prnotour

1 flhn_r1icom Group 7.55 rl;-but lfetrc-u«
7 , 2 lnlarpubfichmup 7,50’ - rirmul Equ.'[=nn.'I:.'
J :_=. cucmtamanonar '"""_7.1_7' """ 3 grant T"'='-*1’4 .1 .'Advo _ 6.67 biilimx ('!,rI1IpuIl_\'

7-—?—— '—_ a.".m um/cur
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' 1 K nmrzrru nrnu':.c:~‘L .
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- .»-~ I. ELE TRCNICS. :=.a~:7F.:c.aL EILIPMENT
'- ---- -- ' - 3-‘ -' -'*' '.:-9-3 .;'AP:-uv :23:
" ~-‘ I " ' " ‘J '‘ K 1 me] "'———" '"— __3'_11‘ . . . . . . . . . . . . . ..

2 . E _GeneraIE!ectric 7‘
1 I _MoturoIa _ _ 751
4 L Emerson Electric‘ 735-

IOMPLFE? 3. DATA SE5?‘/ICES 5 3 Texas Instruments 5.75

".525 2:‘-rm scan: _ 5 ;flk1°‘L'11Em3'i°"3' __ __§<4_5_
1 '. ‘dfcrasofl m N ——-_339- 7 _ T Siemefls 535
2 ; .3,-am 1,35 8 _ '2 Raytheon 8.21_ " In:-. I
3 5 ram Data ' 's'.'sT Li _V_V|1i__nn00I _.___ ,___ _,___ 5.B1__ " fir:

4 : cEnTpFge.-A5g.,c,'§;¢fin1r' ‘5_55 10 _l‘; Westinghouse Electric 5.03 _."n'-u...’
5 3 Automatic Data Processing 6.60 ‘?¢="-‘

s 5 'cam’p'iie'r§EE'nc'E_“ '"'"s.":4§‘ T5-‘“’°RARY “EU” ;‘u"=~ \ '
7 3 Comdisco 5.88 1595 -555 00'9"" SCORE 'v""“ -
8 ‘:3 nunuraustreet 5.14 1 ;_Manu,owe[_ _4 _____]_._;L -— m':u='.- .

'g'_."3' 'N]j{,m""'—'_" """“"5'_§4_ L - fl_st_en__ ____ 1.as_ r_\'€-‘IN. Inww-'-H.--:1:-:4
lb ';.3.‘un15y5 " Mo 3 _ - ‘Kelly Services 6.18 -tlusristmd. are-pr:-1.-..’-.-rt,-" '.:

' Hf _;_'_.CD| _ §.57 nlel u’a'(ire're¢I .1 .-.'nI:n.--';-
COMPUTERS.0FFlCE EQUIPMENT 5 - -VoI*Int°rI_v13t.it1'I_S.2i_='1===__i79_5': '3’-3”"""""¢"""'=-'1 ''''’"~
1995 -zsss comm sco_n_£_
. _1___;__l_ _He_w|ett-Packard 8.06

2 _ 3 _Sun Micrusystems 7.32_
3 . 2 icompaq Con_Inuter_ 7.l5_

_4_ 2 4 lntLBusiness Machines_____1._D_4__
S ; 5 Dellcomputar 6.10_
6 __6 _SeagatoTact)no|ogy 5.4_3_
l_.'_Z. _Ei1n;e1?m.=_____- _ ..5-°5_
8_ _ - _Cangn|J.Sgt _ 5.94

9 I 3 DizRa1Equipmont___ _ _ 5.11_
10 8 ‘-Applecomputur 431  mi 2295 cnumu some

1 i i Minnesota Mining&Mfg. 8.14-_
2 ._2_XmxH ______ __ 1.35

..3_ .i..5 E"5.3§“.?_".'$°_“L"_____ __ “Ii
__4_ i_‘3_:HonayweIl __ _ 6.88_

5 g J Therm Eloct_mn_ __ __ (5:41
5 L5 .3“‘°‘1.”iE'_“fl§°“._ ____.__E
1 _ 3 Baxtglnternatiunal s.oo_
a 7 east: ,_s.a;_
*9 .Ba9.=¢!3_=_.L1'='_|I.____J£'-1.

10 9 Polaroid 5.56

TELECOMMUNICATIONS‘was ..-.-5 comm scan:

1 I 535 c°_"‘.'I'£".'i£.’li"’L'__..-,_.5.-i
__2 I Bellsouth iii

3 5 SW5"? 5-29_ 2"’.-lT&TCEO Robert.-{Hen cun'r be

4 ; 1 Ameritech __ ‘V , _5._2L 3 mupleuxedthuths company
__5 5 M_Q§_°|"m|"1|€3‘i°|15 5-17 E pnswd this year's biggest drop

5 '_ 5 39'”“'3"“'-‘ 5-O9_ in the reputation runlcmgs.
_7_'_7 =_5I_E___ __E I The I£'(t'L'(Il71_i,'ldnI5c'L’n1£d
3 T 3 “T” _: unccnain ant faced
9 9 IUS wast 5.3; nimble cumpeliturx in . "'_ §

19 ',1°_._"Y'i 4-93 nc-wl_\'dm'L7uLz1ed mark;-Ls. §

-'--‘rt 'a--ev.-. 22:: .::I ‘-‘.1-- :5: .--.a- -- ::r~:x.::-s .7"-:2 :-.1~.::x--.2.-~I.  
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I

- -> lhholl Lanoralorres -’ I1
IDVD 6 5.’
Ielna Lrle I Casually 5 I5
Innransun1ll.F.)‘: 5‘.
lrroorne Freranl 5 -13
III Eauren lnrernarronal 5 :14
IX Sleel lloldrny ~ '2

 |1lerulln'I I :1
llrzua ’ I6
Ilco Slanoaru 6 34
Allioosigrral 6 94
Allxlale 6 90
Alonlax 6 ZS
Iroerco -4 44
Alnenoan Brand: 7 49
American Eleclnc Farm 6 50
American Eaaresr 6 I4
Irnerrean General 5 as
Iroerrcan Greelinu 6 45
llnencan Home Product: 6.92 .
Arnentan llonlla lrlolor 6 66
American lnll. Grouo 7 56
Arnencan Slanoarrl 6117
Arnennan Slum 6 25
America West Airlinu 4 7]
lnrorilecn 6 2Z._lnlono I 07
III! 6 94
lnlreuxor-Burch 7 J6
AIP 4 7 7
hole Cornouler 4 87
Iraroanr 5 32
Archer Danlels Midland S 11
Iron 6 47
Arlransax Best 4 46
lIl1'lStIBlI[Wllflll|l|fl. I 17
lrrorr Electronic: 6 I21
Isarco 6 I5
Am 5 61
lulornalle llala Proeessrng 6.60
Iron Prnuuele 6 2a.. .. .
Ball 5 49 -
Bally Enlem1nnlenl5.49
Ban: one am. 6 71
lanumerrca 6.85 ..
Banker: lrusl llerr lor1r59I
6156 6 05 .. .
Banach I Llrlllh 5 67
aaner Inlernalional 6 00
layer 6 12
Beer Steam: 6 25
aeclorr Dickinson 6 18
loll Allamlrz 6.119 .
lollsouln 6 J5
Heryon Inrnnery 6.54
larlrslrire llalllarray 11 18
Bethlehem Steel 4 67
Beverly Enlernnsex 4 11
lllaclr I Becker 6 J2 .
Boelng I 69
loiso Canada 477
B? lrnenca 6 53
lrlflzaxlulln/Firenalll 6.15
Brinlrer lnlemaliunal 6 62 .
6r1Ilo1-Myer: Sourllll 6 63
Broren-Iorman 5 Z:
anms-rrrclr 6 37 .
Burllnzlon lnrlurlrlos 6.13 .
Iunrngrun llo. Sanla Fe 5 as ' "
E31 Fed lallcory 4 44
Cali1luISysleln'527
Daorohell Soup I :6
Canandalzua Wine 4 03
Canon 051. 594
Carolnal llealllr I 66
tare 6.00 .. .
carerolllar I 41
C01 5 97
Comer 6 38
charnnron lrnernalional 5.2]
clramrr one financial 5 91)
than Manhattan 652
Chevron 6 67
Chrysler 7 15
cnunn 7 26
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Eryn: 5 ii
Crrcrrrl City Slorer 6 60
Crlcu: Crrcux Enlerurrses 6 92
Cmeorv I 3'.
Clorox ‘I 39
Coca~I:ola 5 SI
Coca-Cola Enlarorrree 7 J11
Coleman llulrlingr 6 ‘.4
carnle-Palmolive 5 6?
Como: I. |llrn1an533
columorallltl lleallncare I 11
Comorrcn 5 38
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-1
cornoao Conlouler I 25 -5
Conrnuler lxxocralex lnll. 6 66 -6
cornlurer Sciences 6 1] -6
conura I 06 -3
Cone R111: 6 29 -5
Conrall 5 aa -2
Consul. Eoixon ol 1l.V. 5 44 I .4
Consolidated Irelyllruaya 5 55 6-2
Cool1nenla1Alr1ioes566 . I-2
cooper me I llunoer 6 I5 I-5
CoonlAdo1ohI614 I-J
Comm: 8 111 . I -4
CFC Inlornallonal 6.89 I-1
CIEI 620 . I-1
crown cm I $eI15 97 I
CSX 6113. I-2
Cllc International 7 17 . I-5
crrrnerlns Enylne 6 41 F-2
cyonle Aelat lllrrerelx 6 80 I-4
Darmler-Benz 114 619 I-2
[lane 6 41 F-Z
lleyron lluoxon 6 32 I-11
Dean Illlter llixcnver 6 66 I‘-1
lleere 7 J5 . 6-2
11611 Conloulel 6 70 .F-6
llella Alr line: 6 09 I -2
Mali 04. I-3
lllylul Eelrlnnrenr 5.11 F-6
lllllenl lleoarlrnent Slum 5 66 I-3
llimorr 4 38 . I-1
lllaney (Hall) I 97 . . . I-5
lloonelley 1ll.ll.) I Son: 6.16 I-5
llorer 6.44 .... . . . I-2
llov Cnernltal I 12.... ... .F-5
Doer lone: I 116 .. .. I-5
llrener Inourules 5 93 . .I-2
Dun I lredelnal 5.74 . . .F-6
Ilu PonrI48 ..... .. .. .. . I-5
Eaxrrnae lullail 16 . .. I-6
ElixonlnlIrnal.1unaI6 40... . I-4
Edward: lA.G.1 I Sons 624 .. I-1
EGII 511....................... .. I-6
Emerwn Eleelrlc I 15.
Enron I 69... .
Enxeroh 5.49

Exxon I 40 ..............
Ianrlly lleslaorarru 4 47
federal Enron 7 16..., . .
Ierl. lloele Loan Itplml. I 1lL.1'-1
Fee. llatl. llorlrege Ann. I 45 I-1
Ierleralea Den. Stores 6.05 F-3

 
"I-2

  
I111’ lnlernallonal 4 99 . .. I-3
Frelderul cannon 5 06.-. .. . .I—5
Fin-r Chicago I160 6 16.. . F-1
Hm flala 6.67 . . , I-6
Flrsl Union 6.42 . . I-1
IlayIlar4 OI . I-1
fleol financial Grouo 5.72 I-1
Ilmwood Enleronm 5 I6 ., I-4
Ilemrny 5 47 . .. I-2
Iluor I 20 .. . . .. .. . _ I-4
Foanroa1n1ornalional5 11 I-5
Food Uon 5.96 .. I-3
Foollnlalrer 4 56 ... . F-J
Iona Motor 652 I-2
Iorler llhoeler 6 41 I-4
FPL Group I 14 .. .. I-4
Iroenorl-Iclcllollen 7 :111..... I-4
Iroenon-Mcluian 1266722.. L4
Fruil ol the Looer 4 63 _ I-2
Funllluro Brand: Irm. 6.1] 5-2
Gannm 6 9! F—5
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General Dynanrru 6 20
General Eleclnc I52
General Mill: 3 I4
General Motor: 5 .‘6
General RI 7 32
Genurne Farr:-3 79
6eoryIa«PIcrllc 5 5-1
Gillelle I 91
Glendale Federal lanlr 4 611
Golden Wesl Financral 5 36
Goodncn16.F.16 25
Goodyear me I llulrher I 64
Grace lVl.RJ 5 E2
Ereal lllealern Financial 5 57
1:16 5 64
llalllburlon 6 45
l1annalM.I.l 7 52
11anall'x Enlerlarnmenl 6 S4
llealln Symnu lIIl1.5 ‘.6
Heinz 111.1.) 6 a4
Helene Cums Inaurrnes 5 69
llevrlen-Paclreni 6 06
llillon 11olI1:694
llaecnsl Celanuo 6 07
Home lmol 799
Honeywell 6 116
11011 Induslnas I 11]
Host lllerrloll 6 69 .
Household lnlemallonal 5 95
Iluerana 5119
l1unl1l.6.1 lranaoorl Sun. 5 96
111? 5 65
llllnolx 1ool Wort: 692
lnyerroll-lano 6 50
lnlanl Slecl lnouxlriex 5 22
Intel 6 27
lnll. Bounce: ldacnlnes I 04
lnll. flaeon I Fragrance: 6 71
lnletnalional Paper 5 45 .
lnlarouhllr: Group I 50
In 6 29 . .
lfl llarrfori crouu 6 60
111 Inluxlrlla 6 13 .
lacolax Engineering Grorro 6 41
lenm llirrr cm. ol Va. 4 91 ..
Johnson Controls 6 511 .
lonneon I lollnaon 6.27
lellvrool 501 .
Kelly Services 6.16
Ilerrll 1Peler1 Sane’ 6 09 ..
xirnoell lnlernatlonal 6 52
Klrnlerly-Clark I 49
lnrarlllz .. . ...
III Enlru 6.67
[mm-llildu 6.54 .
lrulr 6.60 ..
unrlelar System 6 09
Laurie! (Ellie) 701 . .
Lauell I Plan I 37
ulllall Brother: llollllnp 4 74
Liberty lluluel Ins. Group 6 03
U1?! (El) 7,19
Llmrlal 6 1] .. .
uz claioome I 23 . .
Lockheed llartln I 17
Loan 6 Ill
Lorre’: 6.44
UV 5 36
Manpower 7 J4
l4erlr1I Industries 6 10 ..
Irlarrioll International 7 24
Maren I Ilclennan 6 76
Mason 5 I9 .
Marcolecn 5 63
Ma.r:IarrI 4 95

 

May llepaneronl Stores 6 61 . .llc11onaIo'I I95
Ilcllnnnell Douglas 6.]!
llcfirarr-Ilill 6 18
Mel Eonroalnrcarlons 6 17
llclanon 6 69
Hull 6 47
llelrllle 5 J]
Morel: 8 14
Ilerixel 4 I]
Merrill lynch 7 46 .
ldolrooulilan lilo 5 68
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Meyer (ma) 5 li
Microsoft 6 E9
Muller llleroranl I -'5
Minnesota Mrnrny I 7411.5 ‘.1
Mirage Reruns 6 14
Milcnell Enern I Dual. 6 71
Mlllil I 15
Monarrlr lnuurlnox 6 06
Mensanlo I -35
Morgan 11.111 'EI
Morgan Stanley Grouo I 23
Mormon Knudsen 4 35
Molorola I 61
llalronxlanl 6 I4
llalionvrroe Ins Enloronxe 5 69
llexlli 6 99
llevr lorlr we 5 60
llerr lorlr limes 6 45
llerrell 6 II
lll.‘Il2 6 70 .
Ilorlrn Energy 5 64llonlslroln .7 06
llorlollr Soulnero I 44
llorlhron Grumman 5 51!
llorlnrreel Alrllnex 6 41
llarlhrrmern llulual tile 7 16
lloeall 5.54
llueor 7 09
llynee 4 66
l1I:I:inInla1PItrolIure5 11
lllliee 11Iool653
Oman 7 116..
llrenreonr Gruuo I 56
Oracle 7 46
llrye Energy 6 11
llulloarrl llanne 4 94
Owen:-Corning 6 I11
llvrearx-Illinois 5.75

Pacrliliara lleallll Sysl-em: 6 I4Paeillc Gas I Eleolrlc 6 40
Paint Inner Group 5 10 . .
Faohrerul 10 . ..
Pam! llellnllln 6.61 .
Penllvy 11.0.1 656
Feurico 6 95
Pllzer 8 21 . . . . ..
Ploaruacie I lloiclrn 594
Plrelna loan 6 67
Philip llama 676
Phillipa Pelrnlerne 6.26 .
Pllney lorree 6.05 . ....
Pirrxlorr 5.61 .
Polarle lnelmrlee 6 411
Polaroid 5 66 ..
PIG lnluelrlu 6 48 ...
Prernarlr Inlamalrorrel 6 96
Priceconeo 5.92 .
Principal llrnual1.1le644
Procter I Ganlla 6 ll
PIIIIIIIIIII Ina. Ir IIIInci I 34
Pulllie Srr:. Ernrronee firo. 5 65
PulIl1.I Sllnll llallletal 10 . .
Pulre 6 J7 .
Ilaycllenl 6 05 .
lleyrneon 6.21 . .
leader‘: ulmr Inn. 6 J6
lleynolos llelale 6 J3 .
lull llalrlxco llolairrn 615
lloaarray team: 6.2]
llaclnvrall lnlemallorral 6 45
llulherllalll I ll.
lluhy lumay 5 4I
lluxsell 6 79
Ryder syrren 6 65
Salovray 6 95
Salomon 5.31
Sara Lee 7 13
S31: ltomrnunrcallone 6 116
Scnerinrlflouur I 05 - .
ScllullI15 Z6 .
Sclruloren (L1 6 6.‘!
Scllnll lcnarleel 6 9:1. ..
Seaulo 1ec1lnolou6.4J
Seen-Ier 1.1.6.) 5. 15
Sure Roenuek 7 D5
Sharr Indunrlaa 6 96
Shell Oil 7 57
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$honey’I -‘ 1 '
Sremenr 1 I5
Sonar 1 '5 -
Soulnern I‘ II 6
Soulnern Pacrlic Rarl 1 -I
Soulnland 4 ‘IE
Soullmrr Arrlrner ‘ 3‘)
Sunny: Inormrru .' 3:
Snnnl :' :9
Slanuara Conrnrercral E 6
Slanoero Federal 1lancoro.:' .5
Slanleyflorlrx 5 35
Slale Farrrr Group I’ 76
Slone 1ZonlaIner:.".l 5 -.
Slraeu (Leer) lssocraler ‘ T-' ‘ ‘
Sludonl Loan l41rry,Inn.-. :'
Sundxlranl 5 1'.
Sun Mrcroxyrreme ' 5.‘
Sullervalu 6 ‘I0
Syxlzo .’ II
lanuy 5 -12
lem Gas 5 -ll
lenel lleallncare 5 1.
Iennecn 6 35
leraco -3 52
leras Inxrnrrnenlx 1 55 '
lerax llllllllu 6 II ~
lemon 6 -‘B ‘ .

I

 

 
Iherrno Eleclrnn 6-15
1144 6 35
limes llrrror 5 5':
linrg Warner 5 50
You ‘R’ 11:6 5-1 ' I
lravelen llrouo 5 I0 5
lriarc 5 I0 -
lrrnurre 6 97
WW 6 42
Turner Iroadcaxlmy Sys. 5 -E6
lurner Corn. 511
me I 42
lyco lnlernarlonal 7 ‘:1ml 6 5a
llorcoor 5 J5
llnlll 705
Unrlever 115. 6 :4
Union Earn! 6 4?
Huron liarllroe 6 ‘.I'
lloron Pacrlir: 6 95
llllirys 4 60
unrlefl HIIIIIICIII iol
llniled Parcel Semen 61'.
llnrlerl lecllnoloyre:6 51
universal 5 02
USA! 7 62
118111 (iron: 41!
US Irerelmrayr 6 09
USS 5 65
US. 1leaIrneare6.'1Z
11.1 lndurrnu 5 I0
1151 5 47
113 West 5 11
US! 5 51
VI 6 34
Viacom 6 66
Volt lnlonnallon Scream ': 95
Vulcan llalenall 6 72
Walgreen I .10
Vlal-nan Slorer 7 Z4
Vlarnaco Gmrro 5 55
lllarrrer-lanllron 6 J6
lllaxnrnglon Mutual I 116
l'Ie1lPoInl llealln llerrrorltsi E4
lIlenoy'r lnlernalronal 6 49
lllesllngnouse I.1Iclnl: 5 £11
weIlPoInI Steven: 6 46
Ileyernaeurer 6 46
lllhlrloool 5 61
Vlhllrnarr 4 55
Willilllll I 27
Winn-l)iIro Sloroa 6 ‘.1
Vloolrroml 4 I2
Xerox 7 J5
Yollcrr 4 59
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Etttet iinlleiide Ever;/tizérag
The chip gz'a,r2.t 23.3 pushing beyond the PC to 'ma,l.te chips s"pec'2;fica.lZy

POWERFUL

NETWORK

SERVERS

' Sales are

growing at
22% this

year. and
76% of
sewers now

*- - V use Intel

INTEL-EQIJIPPED chips. But
93-‘ 553'“ Pentium-

powered sewers cost only
one-third as much, on aver-

age, as RISC-based models.
Intel and PC makers want to

move into even more prof-
itable markets. One hope:

sewers that gang together as
many as eight processors, us-

ing technology that Intel
acquired.

TECHNICAL

WORKSTATIONS

Intel has set its sights on
the market dominated by

Sun, Silicon Graphics,
I B M , a nd Hewlett-
Packard. With high-priced
Intel-powered systems from
Compaq. HP. and Dell, Intel

 

 

 
 

 
 
 
 

 
 

 
 

 
  

 
 
 

 

 
 
 
 

 
 

 

 
 
 

 
 

 

 
 
 
 
 
 
 

 

share of this

business today. By
2000, that is projected
to climb to 86%, says
researcher IDC.

NETWORK.

These ‘devices,
which use a
server to do the

heavy lifting,
. were once the

s u b j e ct of
Intel's scorn.

. Now; Intel is

'- casting its lot
mu»; behind the full

mg: range of so-called thin

clients including NCs,
NetPCs, and Windows
terminals-—a market

expected to hit 6.8 mil-
lion units by 2000.

HP AND
OTHER
WORK-
5'l'A'I'!flN5
MOVE TO‘
IH"IEL
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' market. with

SUB-$1,000 PCS
A segment of the market
Intel can no longer

.avoid. Inexpensive PCs
sold through retail stores
have grown from 7% in
1996 to 36% '
in October.

Intel is lump-
ing into the

 
 

 

 
 
 

low-priced
powerful
chips. not ‘"

‘; the ,°'d comma‘: Low-= Pentium. mic: pfifismut.

HOME

ENTERTAINMENT

Intel's a nonstarter there to-

day but wants in. The next
great wave of consumer

._ electronics: digital TVs,
_ satellite receivers, and
5 ‘ videodisk players. The com-

pany plans. to use a repack-

“Ns. aged Pentium_ c up or even a
fifrrrg-mp DEC Strong-

ARM chip tc

gain a toe
5215754‘ hold.

MBILE DEVICES
Computing;
on the go is

growing fast.
Intel rules
n o t e b o o k

PCs, but it's
nowhere in -

handhelds, In— FR0T°TVPE

ternet phones, g{;.§mn3n_s""“'5,
or smart cars.

Intel aims to change that

by taking on rivals like Ac-
vanced RISC Machines.

MIPS, and Hitachi.

 

 

 



  
._ \_ ‘es--‘-rs it :r:j.’-hi;-_rii prices

.1n«i '_i1e:I1 .ir'inp_ning_‘:in-.rn over a period of
mniiths or ;.‘-ears. If 'u.‘:\\'-cost g'l.znms be-
come. a. big chunk of Intel‘: business. the
cl:.mp-any that set the .<Iari<larrl for spin-
ning silicon into gold could find itself grap-
pling with lower gross margins—and mas-
sive changes in its vaunted business model.

That could be tricky. [ntel spends big
bucks to stay ahead of its rivals—-some
billion this year on new chipmaking plants. ' '
C.'apita.l e.\:pendit1u'es are forecast to climb
even higher in 1998. to ‘-35.3 billion. three
times that of unyiother chipmaker in the
world. That will help catapult Intel from
No. 7 in worldwide production capacity to-
day to No. 2 by 2002. analysts figure. But
for Intel's bet to pay off in an era of lower- _
cost chips, the company must spit out even '
higher volumes. "It’s a risk to go out and HILL SPEEIJ flflfln
spend billions of dollars on these manufac- awe know themes a
turing plants," concedes Intel President
Craig R. Barrett. “But if we didn't, We brick Wan someplace:
couldn’t possibly reap the benefits. We’re but the worstthingwe

candoisstop...andlet

place, but the worst thing we can do is stop Som‘-"b°dY| 9139 P3-33 “San
says President Barrett

going down the road at 150 miles per hour,
and we know there's a brick wall some-

too soon and ‘let somebody else pass us."
Grove has no intention of leaving the fast

lane. His strategy is to keep Intel ahead of the pack while
keeping profits high. The plan: adopting a tactic like that of
scrappy PC makers such as Compaq and Hewlett-Packard
Co.. which have kept their gross margins well above ground
while selling bargain-basement PCs. The trick is to compensate
for thin profits on the low end with higher volumes—-—and with
pricier models aimed at the lucrative technical workstation
and server _mZu-kets.
MARKET JrI'1'E:ls. Grove has a high-powered arsenal ready to
go. He plans to counterbalance cheap chips with soaring
sales of powerful Pentium IIs, such as a 400-megahertz ver-
sion scheduled for release by mid-1998. a 450-Mhz model lat-
er in the year, and the highly promoted 64-bit Merced chip
expected in late 1999, all of which will be used in workstations
and servers and could boast 90% margins. “It’s very impor-
tant for us to participate at both ends of the wire," says
Grove. “I think the formula is going to work out."

Still, Wall Street is jittery. Only last April, analysts pre-
dicted Intel would post sales this year of $27.5 billion and
earn $8.1 billion, up 56% from 1996, putting it on a path to be-
come the world's No.3 profit maker. But since then, stock
watchers have pared back projections: They now anticipate
revenues of $24.9 billion. The revised earnings estimate, $6.8
billion, is still up a strong 31% from last year but short of the
m-—Z 

...|lAVE PIIIIISHEII l|lTEL'S

STOGK PRIDE
100 ----------------- --

PREDIGTIOIIS OF SLIIWEII
EARNINGS GREWTII...

9 -------------------------------- --

EARNINGS

  

 
44% and 54% groi rth spurts of the past two years.

Moreover, anal: sts figure that Inte1’s 1998 earn-
ings will expand even more slow1y—by 11%. to

  

$7.6 billion. a('.C01‘I ing to consensus estimates from
First Call Corp. “The stock won't do well with
that kind of eami: gs growth," says analyst Charles
F. Boucher of UB5 Securities Inc., who pegs Intel’s
1998 profit growt 1 even lower. at just 7.6%. [ntel
shares have alre: dy been hammered from an all-
time high of $102 in early August to $77 today.

Does Grove agree that :ompeting at the low end could
douse Intel's earnings grovt ah? “I don’t know.” he says with
atypical uncertainty. But lis usual go-for-the—jugular style
quickly returns. “We are g )ing to be motivated by partici-
pating in each of these segi Jents to the fullest extent of our
technical and marketing caj iabilities,” he says.

Intel may have little ch: ice. Analysts figure sales of sub-
SSL000 PCS will climb

33% next year vs. 'growth of 20% for the I , 7
PC market as a whole.
Even more telling, compute rs selling for $1,500 or less could
mushroom from 39% of the U. S. consumer market this year
to nearly half of the marke by 2.001, according to market re-
searcher International Dat i Corp. (IDC).

At the same time, longti ne rival Advanced Micro Devices
Inc (AMD) and upstart Cyri : Corp. have marked this territory
as their own, rolling out pi Jcessoxa priced well below Intel's
chips and grabbing market share——together some 20% of the
low end vs. 10% in 1996, according to IDC. “It’s the first
time in many years that t] ere has been a viable alternative
[to Intel] at the low end," says IBM Senior Vice-President
Samuel J. Palmisano, who as chosen AMD'S K6 chip for IBM's
new line of sub-$1,000 ma: nines.

Gro re is determined to cede no fur-

ther g ound. The hyper-aggressive CEO is
legenc any for his bet-the-company tum-
abouts In 1985, when the market turned
sour, ntel walked away from the busi-
ness hat launched the company two
decad :5 earlier: memory chips. And in
1994, Intel reversed itself to replace
thous: nds of Pentium chips containing
a min )1‘ flaw, a move that cost it $475
millioi . Grove has turned this tactic into
2. max agement philosophy that he calls
“Only the paranoid survive."

DEC. 9 - ' 9 _

mmmmm stripe 1. On Nov. .4, Intel was reorga
nized into iive marketing and product
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On e again, Grove is showing his

 

over Story

|'mIl'..1.u|IN‘llbl|IaMlllN'lluKl.CNAHIS8!’NMVl||I\v1M‘
 





_..._ ._. -.—..=-.—..... _...u__=g. ‘_,_,_._.,..,...,__ _____, , , _ __

«'.:A...=.-sr;/. Er ‘fie "=.:-.| .-v<'Jr'!G. ‘ocps area‘ ':-..;;.:!v 5:‘?

what -:)t_.«r ..',?:e":‘_3 are "C"-:_-.='<u‘C'i‘: -:e'*'t.'-_.r‘c;.."
.’1

-sail ;nT.ernat.o«'u.3u an 
vr“.Le;J_}‘-3-.te*J' :1n';.':;ss {Fe scent

and ask m;=.n;.‘:gEm€nt _3ro<;‘-._.C_s.

mun :'-.<.cef.s ‘.0 =.- r'5';’~3i.ZI 3'J=”~C=r‘- :. 

«:-*-32¢. -‘atzr-g am: 5! '.‘*e :-

"3;-.r'::a‘-/-5 C~3Data: ‘:':=<:|._is.r‘.';f -'.'3ur '»'.—'.‘-(1.. .: 

expemse EC 1r'::‘c:.~-:. 3* :n.r :'
 

‘3 A Sflfiggfifi Fgififié

' BOMBAY FRANKFURT HONG KONG ]OHANNESBL_JRG LONDON MADRID NEW ' 0R|< PARIS SINGAPORE TOKYO
 -?_fi¢w..j.-

 
And in IS other clties across the world Bar-.':n am =;: . 'e(.r.:u a. su

 

 



 
 

 

 
 
 
 
 

 
 
 

 
 

 
 

 

 
 
 
 

 
 

~ the Pentium II. including TV‘ ads. of

 

 
 

see i‘ 3 HEWEST cam...
can IT arts as entree '59 an TB? HELLAR FER POWER 

the low-cc-st-PC }.3i'lf:'l'l-..'f1’i\1l'u_IEi. l_'mil
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ticing customers to buy lntels latest
chips. That included a $100 million
ail C-axnpaign this quarter to promote

Tsiitiiiii ii'i§ii_'23§?rI1iii ‘ 7111;}; 72." I557’ "K3136" ' ‘ ‘ 75?. I)‘ " ‘ ‘ '.€:£- ‘ ' " 75'1-653’ '" i;§.i3.' ' '
PEHTIUM l|.‘26B—MHZ May 7, 1997 534) ll :3 81 ‘$363 22.4

chip-plant workers in clean room PEHTIUM. 2ll(l~MHZ June l0, I996 106 -0 6'2 i252
“bunny suits” dancing on Broadway.

 
But behind the scenes. Intel‘: __PIEi{"_U_hiF_ ,§’f"_"_1_'_1i3i_-i":’_____"§:"_____1;1‘_________________ __ _ _ _

managers were already hashing out Am] K5. 1554132 Am-_ 2 1997 34 0 3_1
a response to :1 market shift that --------------------------------------------------------------------- --

The PC Price C0uap5e had been Stun‘ - ilioi Ii\c_Iuiiiiig_ doiutoh lithe: r-:.ur-ifi—g11_ra_tii1ri.d-el_a|i-s-yaury. _ - - -air; toialinr-cvhivizri -‘ - — - _ - - I . _ - — - — . - - _=- - - .
ning. In January, 1995. a $1,300 ma-
chine from Circuit City Stores Inc. wasn’t enough to run
Windows 95 well: It bought only a 7-5—lVD1z Pentium PC with 8
megabytes of RAIVI. A year later. the same money bought a
150-Mhz Pentium with 16 MB of RAM—ample enough to run
Windows 95 and cruise the Intemet. “Now. there’s real meaty
value available for less than $1,000," says Greg Gonzales.
general manager of ABS Technology, :1 small PC maker in
Austin, Tex.
“GENIE Is. our." Intel concedes that a permanent change has
occurred in‘low-end PC pi-icing—similar, perhaps, to the 40%
price drop triggered by Compaq in 1992 that slashed margns
for both PC makers and retailers. “Once the genie is out of the
bottle, you can't put it back in," says Otellini. Now, bargain-
basement PCS are catching on in other countries and in busi-
nesses. PC makers. for example, plan to roll out $800 machines

} for corporate buyers afte ‘ the New Year. But the crucial
I question, Otellini says. whether low-cost r«.':s are bringing

' new buyers into the marl: at.Preliminary data from I Iompaq and Packartl-Bell/Mai.‘ inc.
| suggest that 40% of consr mers are picking up their fil.":'t PC.

The rest are split betwe in people replacing old machines
and those buying a secon l or third PI.‘ for kids or parents.
What's unclear—and worr some to Intel—is how much cheap
models are cannibalizing sales of costlier ones. "We won't
really know this for two 3 cars," says Grove. But [DC analyst
Kevin Hause disagrees. “ t’s absolutely happening,” he says.

Cyrix and AMD couldn't be happier. Cyrix. for one. has de-
veloped a chip tailor-made for this market. Cyrix’ Mediaox. at
the heart of Compaq’s Pre: ario 200, is not just a processor but
also contains some chip-SE 2 and multimedia functions. Putting 
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the success of Intel Corp: CEO 3‘ things‘ byi‘thehimdned3vef- millions. see.
drew S-. Grove. In oneof tarwalk "

"whose size is goingtgtoabel f
-.._tens§.so£n1illions~ofiunitsperr:yea1*—,% :‘,__,
inaybebigger, is inconceivable.» . ' ‘

ti: Why notjnsf use older zecrmotog-_:;——.

Few technology e:!:ecu1:i'ues- heat?‘
changing b'usinesses today, Gi-ope: has
managed to keep Intel ahead-‘«.ef
pack in everything from P63 to video.-..
conferencing. Along the way, Intel
captured some 90% of the-Pcrmicroe
processor market aml, by charging top
dollar for its chips, become one of tlfsv
most profitable. companies; in the
Correspondent Andy Reinhard? spent a.
couple of Iwnrs with Grace on‘:=
pany’s headqwzrters talking about Im-
tel’s latest quick change:
chips specifically for cheap RC3 and
low-cost devices, a. first in Intel’s 29-
year history.

Q: Intel has always produced higit-peat
fow-mance chips and, over nwvedrs
the technology doumstrsa.m:.VW2y
change. that now and make new ch'£ps<=
for cheap Pea and other inexpensive
digital devices?
A: When all is said and done, we are-a

manufacturer—-a high-volume '
manufacturer. And all the investment

we put in technology and -

 
 

~.«fron'£‘:amarke '

say-, Pentium M.ux.ch12pa.—for low-cost
devices?

A:-.[Gri1nam'ng} You can see my teat:-
tion. We are what we are because we

push technology as fast as-
we can. Our whole belief

is that teclmology is good.
and more is better. How-
could we slow down tech-

nology? It’s not good for
anybody: not for the soft-
Ware developer, not for us,
and most important, it’s
not good for the consumer.

Q: You recently pointed
out that persoawl computi-
ers using the Pentium II-e
chip had dipped below »
$2,000 in record time. For
conszmwrs. tIw.t’s good‘

 

 

 

   
  

Butfor Intel, doesn't this 1mm
the shm'test.time yet for charging a

- premium on -your latest chips?
" kWell~, wait a minute; The volume

is much; higher. How it will exactly.
workout, I don‘t know. The notion
that we sit around and say: “Let’s
slowiit down so. we can charge

more money...” I mean, this is the
room where these discussions take

place, and these walls have never he;
that.
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': Q: So is this a. fitndamental shtfi in-
your bus-mess model? In the 7m1:tfew:.=-. V

:3 years, are you going to turn. into a pm‘-..*'

_’ ducer of megahiglr volumes of 328- :
, ’proce.9sors?- -

A: No. No. No. No.

think so.

I‘ Q: I guess you mean ml -
. A: You're

= out of a very gray deal here. First
all, there are $20 processors in oinrx. '
portfolio today, in the embedded area-,,.
[chips that go intoproducts such- ‘

A cars and printers]. I don't. think _ .
f news is going to be in $20 processarii“

. .'-. '.h=.1inonaiE-.<j._ze. ~-mp lets Cj.'1"-_'t I'I'l3.l‘i-7.-E7. 3
. -.'.. zhat :'natc.:'ne..~7 the oomph of $130 \~:m-th of

in-L51 mill Zl‘rll‘C1-p2I.l'E‘_‘.‘ chips. anzi.l_\s.ts and executives argue
‘_l‘l;‘lI in '_1-‘- imv-em'l marl-zet. all-in-one chips are more important
:h;in top perfomiance. "The Whole system has to go onto a sin-

 

  

 
  

 

gle chip." insists Brian L. Halla. the CEO of National Semicon— '
«luctor Corp. which recently acquired Cyriv.

.\'onsense. says Grove. Intel tried combo chips in the late '
l‘LL~‘.'-‘Os xvln-‘in it Lleveloped the Ii.‘%6SL for notebooks. But instead
of making buckets of money, the 3£93SL was a disappointment
because PL". makers shunned it as too expensive -and clumsy.

'l'orla3.~‘. Grove keeps a poster of the 3855i. on the wall of his
conference room as a reminder of what not to do.
NEW TACK. There's another reason for his disdain. Putting ex-

tra chip functions into the processor makes it bigger, taking
up valuable real estate on a \vafer—the disk of silicon on
-tvhich chips are etched. The more chips you can produce
per wafer of silicon, the more money you make. Case in
point: One eight-inch wafer of Intel’s tiny 233-Mhz Pentium
\iM.‘< chips contains an estimated 211 chips worth $125,000.
The same size wafer of larger 180~Mhz Cyrix Mediauxs is
worth only $3,100, says Micro Design Resources. That's why
Intel doesn’t want to squander space by adding features
such as multimedia and networking.

Despite Intel’s aversion to chip integration, the company
may be forced in that direction anyway. The target wouldn’t
be basic PCS, but far cheaper devices such as set-top boxes
and information appliances. “They can’t afford to sit on their
hands," says analyst Drew Peck of Cowen & Co.

Chips for these gizmos cost a fraction of PC chips. Players
such as Hitachi, ARM, and MIPS Technologies sell processors
costing just $15-—and dominate the new markets for handheld
PCS, smart phones, and digital cameras. '11) compete, Intel

‘ ,- 60%sh'a.ve=,-,a«-co 

 
 
 
 

trying to get black-and.-white ,

0- is going to-be ur-
.- veneiratién

 

‘A 60%out 0
‘(tin d‘on»’-t
' computerifita ”

31:-uxrl be :‘-zrce-1' 1.: mt :’.:.~2- .~.:v er the '.-
But for mjiu-1 I_‘m:n.'e is ticlnzig 7-,: has In-:1 ..

3-3.=4.:[:-hy. He argues that the grr.w:‘_“.j-._f prr.-c-r:-.=sm;r .iemar.d§ -‘-n
new de‘.'i<:e.=' Will require I to power of a Pt-ntium-4.-" " chip.

Take ne:-it-generation T ‘ set-top boxes. In 4 r:«.-r.=-.ni".i=.1m
with Cisco Systems. Oraci 3. and Netscape (_'ommLuu'catir-ns.
Intel is proposing a rlesig. for these. new ._levices. Intel en.
visions a range of set-top zones. n-om 5300 models that will

 

. receive TV and offer basic menus to 43500 models that

-

cited‘ahou§:ia:streamliéing the~-business: to use that on kir-
‘ - to a: netvrorl§.‘~'use. I=fv"e.»[fong3g

felt 31377-‘theP 1753’ B'u'si'n'e.i tweeiromme at wwvtbuslnessweekcom
‘ _ « Hess-eomtmter'1s-as 9: commlmiezfilnmdeke urnmei oiwnlhxe-at keywoni-2-BVk'-‘

add Net cruising, E-mail, .nd PC games. Initially, Intel plans
to pump out Pentium ztnx chips for set-tops. moving
upstream to Pentium IIs ay late next year.

The giant chipmalter wi . try an entirely different approach
for network computers
(.\«'Cs)——~'.=tz'ipped down
PCS that leave most of

the heavy lifting to -
servers. Intel’s pattern is o retire old chips and then rechris-
ten them for use in prod lcts such as printers and network
switches. But in a surpri: e twist, Intel now says it will use
rechristened versions of t‘ -.e Pentium for NCS.

Why even muck with s 1Cl:l low-margin clevices. given that
PC sales are on a rip? Iecause. even with burgeoning PC
sales, penetration into U S. homes will barely hit 60% by
2000, leagues behind TVS, ’CRS, and CD players. "0\u‘ business
depends on expanding th~ market," says Ronald J. Whittier,
an Intel senior vice-pre iident. “We want to be in living
rooms, cars, appliances."

Now, Grove just has to make sure his formula Works
for keeping the Intel p ‘ofit machine in overdrive at the
same time.

By Andy Reinhardt in Santa Clara, Calif, with Ira Sager
in New York and Peter I 3-wrrorws in. San Mateo. Calif. 

think the newais going-to be-«in. pence»: vioeian l net:
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:inemplog.m..g~.i _a..~.tn -*-:2 ‘:u"':-. the lowest level in almost 25
;.cars. Istibor-i‘r:xrce participatiori has also improved: the propor-
tion of worlo'ng-age people with jobs is the highest ::Vl,'I‘ ."t.‘L'l_)l’l'l-
ed. Wage stagnation ~.:r.-ems to be ending: earnings have risen
more than -L“? in the past li2 months. which is the greatest gain
Ill 20 years when adiusted for inflation. The Dow is at 7756. more
than doubling in three years‘. and corporate profits are at their
highest level ever. Yet inflation is a negligible 2%. and even the
dour Fed Chairman Alan Greenspan seems confident enough in
the new ec-onom_v to keep interest rates low.

Driving all this is the microchip. The hi? -tech industry.
which accounted for less than 10% of .-\rnerica’s growth in

_ 1990, accouns for 30% today. Every week a Silicon Valley
company goes public. It's an industry that pays good wages
and makes both skilled and unsldlled workers more efficient.
Its products cost less each year and help reduce the prices in
other industries. That, along with the global competition that
computers and networks facilitate. helps keep inflafion down.

Economists point out that the Digital Revolution has not
yet been reflected in productivity statistics. The annual growth
of nonfarm productivity during the 19805 and 19905 has aver-
aged about 1%. in contrast to al-
most 3% in the 1960s. But that

may be changing. During the
past year. - productivity grew
about 2.5%. And in the most re-

cent quarter the rate was more
than 4%.

In addition. the traditional
statistics are increasingly likely to
understate growth and produc-
tivity. The outputs of the old econ-
omy were simpler to measure:
steel and cars and widgets are eas-
ily totted up. But the new econ-
omy defies compartmentalized
measurement. Corporate soft-
ware purchases, for instance,
are not counted as economic in-
vestment. What is the value of cell

phones that keep getting cheaper,
or of E-mail? By traditional mea-
sures banking is contracting, yet
there has been explosive growth
in automated banking and credit-
card transactions; the same for

the way health care is delivered.
Even the cautious

Greenspan has become a wary
believer in the new economy. “I
have in mind," he told Congress earlier this year when not
raising interest rates, “the increasingly successful and perva-
sive application of recent technological advances, especially in
telecommunications and computers, to enhance efficiencies
in the production process.” Translation: Inventories can now
he managed more efficiently. and production capacity can
more quickly respond to changes in demand. A fanatic for
data. Greenspan has soaked up the evidence of surging corpo-
rate investment in technology and says managers presumably

are doing so because they believe it will enhance productivity
gand profits. "The anecdotal evidence is ample.” he says.

Anecdotal? Economists are supposed to eschew that Yet the
most powerful evidence of the way the Digital Revolution has

gcreated a new economy comes from the testimony of those em-
bracing it. A manager at a service company in Kansas talks about

nuMI11In
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not h.-_\. in; to raise-* prices be muse ..:-‘E reaping: ;::.-r.;.,-gm ,1 .
thrnug-h technology. .-in ere: utive of an engine c:un~.p,3,,..
tells of l’o'..'hi)l\~l11g an Esue wi ii colleagues on tliree 1-'0i]fine“‘t)s'.lO
.1 one-day Hurry of E-mail, a task that once would have sat. in
weeks of memos and misse lphone calls. At a Chr_v5|.;., pigpf"
Missouri. a shop steward de scribes labor-saving technology ‘than
his union members enibraa ed because they see how their fa t
tory. which had been shut c own in the late ‘S05. is now exp“:
ing. And the greatest collea non of anecdotal in:sight_ the me;
market. has spent the year ‘ -etting on ever increasing profits

Of course the microehi ), like every new teclinologv. in-rings
viruses. Increased reliance in technrilx_i_gy has led to u1i§'th,-eat af
growing inequality and a tv o-tier society. Workers and students
not properly trained will be left behind. opening the wav for the
social disruptions that act: -mpanied the shift to the iridusu-ial
age. At a time when they at 2 most needed. schools have been 31-
lowed to deteriorate. and v orker-training programs have Fallen

prey to budget austerity. F- r all the spending on computers and
software ($800 billion in ti‘ 2 U.S. during the past five yea_r5)_ the
most obvious investment l1: s not been made: ensuring that every

schoolchild has a persona computer. Grove himself savs
would be the most effective wav
to reboot education in .-\.rne1-i¢a"
yet he and others in the industry
have been timid in enlisting in
such a crusade.

In addition. though wage-
stagnation seems to be easing,
workers‘ insecurity remains high,
The layoffs that have accompa-
nied technological change have
been burned into their minds

like code on a ROM chip. The
weakening of labor bargaining
power, inherent in a global econ-
omy where jobs and investment
can be shifted freely. has led to
what William Greider in the Na-
tion calls a “widening gap be-
tween an expanding production
base worldwide and an inability
of consumers to buy all the new
output."

There are also more personal
concerns. Computer networks
allow informafion to be accessed,
accumulated and correlated in

ways that threaten privacy as
never before. Unseen eyes (of

your boss, your neighbor. thou-
sands of marketers) can t ack what you buy, the things you read
and write, where you tra /el and whom you call. Your kids can
download pornographic pictures and chat with strangers.

But these challenges can be surmounted. Technology can
even provide the tools t ) do so. if people supply the will. As
Andy Grove says, technt logy is not inherently good or evil. It
is only a tool for reflectii g our values.

If the Digtal Revolu ion is accompanied by ways to ensure
that everyone has the ch: nce to participate, then it could spark
an unprecedented mills inial boom, global in scope but em-
powering to each indiv dual. marked not only by economic
growth but also by a spre ld of knowledge and freedom and true
community. That’s a da‘ -nting task. But it shouldn't be much
harder than figuring out how to etch more than 7 million tran-
sistors on a sliver of silic m. E
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SEMI-TOUGH lntel was shaped by fire and

finesse. Noyce, center in this 1975 photo.

brought vision; Moore, astonishing

brainpower; Grove, relentless drive

 

At age -1 he nearly died. Budapest was
swept by a scarlet fever epidemic. and I
young Andras succumbed. He remembers
wt-:kin§__I, up in the hospital and thinking to
himself. “Fin dead. l’m in my grave looking

up at the sky " The fever left a mark: his
earclrums were perforated like a colander.
the result of a middle-ear infection.

What came next is the thing his daugh-
ters call “what Dad doesnt talk about."

The rest of the '-.-.urlci calls it \\’i,:rld
War ll. Crtwe aw-n‘t discuss his life

in Budapest during: the war. And
though he travels the world. he
hasnt returned to the city and s\i.'c-airs
he has "no interest in going back."
He recently ran into billionaire
George Soros. who was .1lS0 a Jew
living in Budapest in l9~ll. Soros has
called the years the most important
of his life. Grove calls Soros “totally
different from me in that respect."
The time. he insists. hurt’: marked
him. But late at night. over Scotch
and sushi—Crove is partial to eel-
the stories slip out.

His father disappeared in 1941-
just vanished after being drafted
into a work brigade. What had hap-
pened? No one knew. but they did

ern Europe were disappearing like :1
morning fog. Then in March 1944,
the Germans occupied Budapest
and, Grove says, "they began round-
ing us up. Not us, actually. because
my mother and I were in hiding, but
Jews. Jews they were rounding up."
He blinks and sips at his Scotch.

His eyes become brimful and
wet. He speaks in his deliberate, still
accented English: “I was eight years
old, and I knew bad things were hap-
pening, but I don't remember the
details. My mother took me away.
She explained to me what it meant
that I would have a different name,
that I cannot make a mistake, that 1

had to forget my name and that I
couldn't, if they said ‘Write your
name.’ I couldn't write it down.” He
became Andras Malesevics. The
Gréfs, mother and son, living on
stolen papers. pretended to be ac-
quaintances of a Christian family.
“They took us in at a very serious risk
to themselves." he says. His wife Eva

glances across the table. uncertain
about this new territory Andy is wan-

dering into. “What happened to
them?" she asks. “Did you lose con-

his head. “l don’t know. We didn't
know them that well, you lmow.
That's the strange thing." Quiet set-

tles over the table again. I ask. "' But they did
the right thing?" Grove offers a chilling dis-
play of his pragmatism. He looks at me, dry-
eyed now: “They did the right thing be-
cause it worked. If they had got killed over
it. it \voultl.n’t have been the right thing."

For Grove, the right thing after the war
was to try to fulfill his parents’ dream—his

i h'ont—of his getting into college. Science

 
.i. .J.\ ll1\l. his l‘lr\'tt7.<1>:l\'2l'l. M14 5-

‘mc::=.l yuiith ne\\'spaper anal 2};-ll
_:o_\'s of _‘,oumalism: wiring‘ :h,nhnc' JP’
ploring. “l loved it. :.u .'Ev;‘£iilS-'.lt'tIJl?:i
‘:1ti\~fl \g~gS cletaincd mthout final and oriilé
became persona non grata at r_h.;. “per
.\learl_v 40 years later he wrote. “I din‘ mi
want a profession in which a totally 5,_11.,,L,c_
live evaluation. easily colored by P.-,1,§j,.al
considerations. could decide the nieritg-.-Jf
my work. I ran from writing to science."

In particular he ran to chemisn-.,_ H,-S
native curiosity made him a standout. es-
pecially after he discovered that he h_—._d an
intuitive sense about molecules. an dbllih.

to mentally manipulate the tiny st-1-uc-mrgs
faster than most people could ‘\\‘Q]'l_( -_}-,6",
on slide rules and paper. "He \t.".]_\‘ by no
meansa nerd," recalls Janos Lanyi. l'llS'l')c;-st

 

1. Friend and the man who ran for the border
know that Jewish men around East- ' with him. Lanyi recalls days when the two

would row out to the center of :1 country

lake. fold in their cars and study science in
the springtime sun. “He was very outgo.
ing,” Lanyi says. “You could always hea;
him singing—in gym class. in lab.”

This was another Grove passion: Opera.
Seduced by Carmen‘s “Toreador .\'l:1rch”
as a youngster, Grove dreamed of becom-
ing an opera singer. He took lessons and
sang around school. And in the weeks be.
fore he fled Hungary. Grove and a handful
of classmates sang the first. murderously
lovely scene of Don Giovanni in CI Bu-
dapest recital. C-rove can't remember if he
took the part of the footman Leporello
(who beseeches. “Potessi almeno di qua
part'ir!" [I wish I could escapell) or the
blackguard Don Ciovanni (who bellows,
“Mis1'ero! attendi se vuio mor':'r.-"' [VVretch,

stay if you would diel]) in the performance.
He took the Don's advice.

When the Soviets entered Budapest.
Crove knew that was the time to leave.
“There were growing rumors of people be-
ing rounded up on the street.” he recalls. “I
said. ‘'1 could sit on my ass here and go out
for a loaf of bread one day. and you'll nev-
er see me again. Or I can get out.‘ In today's
tenninology, one had an upside and the

3 other didn’t." Grove, not far the last blme.
tact with them?" He pauses. Shakes ‘ bet his ass on the upside.

THE YOUNG MAN MADE HIS WAY TO
New York City, where the apparent equal-
ity of American life astonished him. “[
grew up to be 20 years old, and I was al-
ways told I was undesirable for one reason
or another." he says. “I got to the United
States. and I expected there would be
some of the same because I was an immi-

grant. .-tnd there wasn‘t." From his spot in
. a cramped one—hedroom apartment in

father. somehow. had survived the Eastern '

. ._
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Brooldyn. where he was housed by an all!“
and uncle who had left Hungary in the
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there's the Chevy Cavalier.’ It Lxas Next Generation clriver and Front-passenger air ‘wags.’
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which make it e.L=_v to own. 50 wlmile there may be many sate cars on the roacl, Cavalier is one that

lets you pair "a££o1'claHe" with ".=a.{et_v" in

the same sentence.
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  ;'.":e.=r:'ti-.:l'_\' l€‘3l3mg
the last ii-Jfiilllle

t.lI't."rll"i1€Ll he
1d dogs.

I'‘‘.‘‘:‘‘ 75' !'7.':ia .1-.7i?i'I‘in».~.=‘\.') -Tl‘-'
“NO lill-Lia-,..ts. .-.Ii\.ij.'=: at
"|'l'-'.Ill‘l&'l'II. Fine night Cvr0\‘e ‘
'-‘RS l3l?‘il'IE r.‘h:m:»d'b~.' .1 park Uf “'1
‘ll. was 9, -iireggilrc .3;-_ml(et'." lit.‘ SEYS.

BUT MISERY LOVED rue coMi=ANY-
Tl“? '.""5:-lrs of anguish Produced “Ch 1'9‘
\\‘=u'cls macle pcissible l>.V 59"“ “°°k'
Sliappiiig hrealcthroiigiis. The key l0 the
Success dated back to an insislll 3"l°9’e had
In 1965. Sitting dLi\i‘n Wll-h 3 piece of log pa-
per and a ruler, he drew :1 simple g'r=tPh- Q"
‘the vertical axis he tracked the growing
complexity of silicon chips. along
the bottom he ticked off tiine, and
than he plotted the points out a few
i~'€'d1'S. The resulting line. he saw.
Showed that chip power doubled
roughly every '24 months. even as
costs fell by half. The rule (amended
to 18 months) became known 35
.\loore''s law. Though it frustrates
consumers—it’s the reason that
32,500 PC you bought will be obso-
lete in a year—the law has given In-
tel a road map, allowing the comPa‘
ny to shift resources ahead of
demand rather than jumping crazi-
ly after the fact.

Nloore is a shy. methodical
man. He has the careful outlook of
someone who has spent his life try-
ing to get molecules to behave. Ear-
ly on Moore saw something special
in the young Hungarian and decid-
ed to nurture it. In 1970, as the two
were strolling through the zoo in
Washington, D.C.. Moore told
Grove, “One day you’ll run Intel."
For the next two decades Moore

shaped and polished Crove's think-
ing about everything from plastic
packaging to Japanese trade. "He
was," says Grove. “a father figure."
In 1979 Grove became president,
and when .Vloore stepped down as
CEO of Intel in 1987. Grove stepped
up. (At (35. .\'loore still works three
days a week but probably not for the
money: he holds close to $7 billion
worth of Intel stock.)

For all the fear it inspires in competi-
tors. Intel looks harmless enough. The
lirm’s Santa Clara headquarters is an off-
lilue Dilbert maze. a land of cubicles, cof-
fee cups and security badges. Bob Noyce,
who died in 1990, smiles reassuringly from
a 5-ft.-high hlack-and—white photo in the ’
lobby. Inside. Grove and Moore work '
from S-ft.-by-9-ft. cubicles accessible to
anyone bold enough to wander by for a
chat. There are no special privileges. If
Grove rolls in late. he has to prowl Intel's
jammed lot loolcing for a space just like any

.536

 
Sl”id\L"[3.Il-E“l"i'IlI1E‘El‘. Craig Barrett 35. In-
te1's prL':$iL'lEl‘it. sometimes sliows up :11
lizard ct_i\\l'ii1)i‘ ll()l)l_S. often -.'n route; to his
ranch in Montana from Japan or .\lala_\'sia.
They are known uni\'ei'sally as Andy and
Craig. Thu just-trilks culture did not origi-
nate at lntel—credit Bill Hewlett and
David Packard-but Intel perfected the in-
dustrial-size version. Last winter the com-

pany announced that all its employees
would begin to receive liicrative stock op-
tions. .-xlready Intel has produced thou-
sands of millionaires.

Do not confuse casual with unchal-

BINARY RELATIONSHIP Grove and wife Eva,

married 39 years, still ski and bike together. They
met while he was working as a busboy at a resort

 

lenging. Grove sets the tone. and it is al-
ways demanding. The people (mostly 3
men) who work for him have inherited
(and enforce) an engineer's creed that 7
brings a bloodless “just fix it” intensity to
everything from human relations to fab-
ricaljon. “When I was at Intel. one of the
most important values was discipline,”
says venture capitalist John Doerr. who
worked for the Firm for six years in the

people who were late or meetings that l‘E1l'l
on without a purpose. It wasn't that he was .

- _
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For jcears -7Ji'o\‘e ~:-rit.
margin with a quick. =.io'.cnt it-:i:pi;-r
polar l_lppL)5‘ili:' of his men:-:ir. .\li_>i,.~ri:. \'i.~.
employees at Intel suspected it '.\‘.‘~.s
maiiageirieiit trick: .-\1‘ICl}i mad T.
get results. What they dISi.‘l)\‘t3l'('3Cl 'i\ as [lie
the anger was real. Grove had an interns.
code of excellence. and when someon-
didn't live up to it. he liammered him. i:
1984 F0l'lTL'.\'E named him one of .'\n‘.€l".
ca's toughest bosses. Sometimes :f\L‘|’| in
recognized that he had gone too far. "At

ter l cooled d0\\Ti. I apologized." hr
wrote of one '90s encounter tha
had him belloxiing at a manager

“But by then it was too late. A loyal
experienced and valuable iiianage
had been so hurt that no apologrj

could get through to him."
But the merits of that no-b.:

culture became clear a the worla;
around Intel began to crack. Start
ing in 1976. the iirni sailed into um
iceberg after another: weak de
mand for memory chips. iZlClOl‘_

problems, ruthless Japanese “dump
ing." In 1981, when Intel steamer
into yet another exhausting chi»,
slowdown. Grove decided that in
stead of laying off employees he'-
order Intel’s staff to work 27.5% hard
er—two hours a day. every day. fr,‘-
free. The "l25% solution" tumeu
Santa Clara into a sweatshop (a lei

particularly dyspeptic engineei
took to wearing sweatbands l
highlight the point). but Grove
message was clear: Intel would cl
whatever it took.

The biggest iceberg came ‘
1994, when Intel released millions
flawed Pentium chips. The proble
was small. an internal routing gliti
that caused a matliematical errc
Intel took solace from the fact tli
this occurred so infrequently th
most users could leave their Pl

on for years without running in
a problem. Intel's hyper-ration
Grove-trained engineers told cci

cerned callers not to w0rTy unless th
were planning to sweat some advanced :
trophysics problems that weekend. T
callers hung up and dialed CNN. .-\.rid t
.\'ew York Times. And the Wall Streetjoi

'-JHILuuuL')vIuu.’)'5I’|uVu'IInuiwn-i  

‘ rial. Grove, who was on a Christmas ski t

E at the time. was floored. “He had rez-
punched himself in the face." says one
his daughters. who watched him grir

i ride the lifts for three days. "We were

I9’/Os. “Andy Grove had no tolerance for * like. ‘This too shall pass.’ but he just ix‘:
inside himself."

.-\Pter a weekend conferring with his 

 







 

 

A flood isn’t the worst thing that
can happen

A flood moves with frightening

speed. In minutes. a flood can wash
away everything you and your family

have spent a lifetime building.
But often the worst isn't the Hood.

lt’s finding out, too late. that you're
not covered for flood damage.

¥t_)_u’1‘e gobgbly not cove_r_-e_c_I=

The truth is, 90% of all natural

disasters in this country involve

floods. Yet, as many find out too

late, most homeowner’s insurance

policies don't cover flood damage

Everyone runs the risk of being a

flood victim. In fact, between 25%

4:’

  

and 30% of flood insurance claims

come from “low risk” areas. It could

happen to you.

Give yourself get; of mind.

Fortunately, now you can protect

your home and property with flood
insurance from the National Flood

Insurance Program.

Return the coupon or call your

insurance company, agent or this toll-

free number: 1-888~CALL FLOOD,

extension 162. Act now, since it takes

30 days before your coverage

begins. Because with floods, you can
never say never.

to you.

 
  

I" ‘ - ‘----.__ —--‘ -' ‘ - ' ‘ ' ‘ - ‘ " ‘ ‘I

I-388-CALI. FLOOD ext. 162 :
Please send me information about I

mu ro. FF.\I.-\. MSC. P0 Fox no :3. '
1551.1». MB zmormus

Duwuhaw an insulanctagent urcotnpnnvf \e\.3No3
If in. who is your imumnce agent and, or cnmmny!
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roll with it, it’s reat." Case in _ .
always workedgto include the l°‘_i5 ‘n his
business travel. But he made th . .
Yeports on the countries the)’ were “slung:
Italy. Spain, England. A nickel a page;
"Thats how we'd get our spending m°"°V- ,
recalls a daughter. “Luckily. WY gfandpar,‘ I
ents would kick in a little more. CTOVGS I
Patents moved to the U.S. in 1965. His father ;
died in 1987; his mother lives in Califorma. ‘

His marriage to Eva—the daughters I
call her “Eva the Saint"—has been the es- I
sential constant in Crove's life. He is C1531“ 3
1y still nuts about her. There is a world-
worn gentleness in their touch. She takes l
care of him: lays out his breakfast._0rCl6FS l
the small details of his life, helps him find 3
whatever he needs. Grove’s big eye-5' 3
which in meetings can penetrate the skull 3
of an unprepared executive at 50 ft.—are at I
their softest when he rests them on Eva.

THE TWO OF THEM ARE STILL TRY_-
ing to figure out what to do with all their
money. The wealth is a surprise. Eva re-

- calls the day when Grove got options in
1968: “I had higher hopes for Intel than I
he did. When he got his first options. I
thought, ‘Hmm. If that gets to be $100.
then And he said, ‘Ach! It's never go-
ing to be $100." Try $10,000. The Groves

1 today are worth north of $300 million.
He could almost not care less. Grove

doesn't spend his money on planes, giant
homes or fast cars. He lives on a relatively

‘ modest scale. He and Eva plan to leave
their daughters “comfortable," but the bulk
of his fortune will go to charity. The Groves
have endowed IO chemistry scholarships at
CCNY, made contributions to prostate-cam
cer funds and supported the International
Rescue Committee, which brought Grove
from Vienna to America. (He still remem-
bers the day the IRC representative in Man-
hattan sent him out on Fifth Avenue with a
blank check to buy the best hearing aid he
could find.)

Mostly, though, he continues to fret‘
about Intel's future. The firm faces dozens
of challenges—from cheap PCs to antitrust
investigations-and Grove is engaged in

  l the meta-movements of the technology
world more deeply than ever. Says David
Wu, an analyst at ABN AMRO Chicago: “I
used to have a lot of problems with Intel.
but every time I asked them a question.

l they had already thought about it."
Grove polishes Intel strategy twice a

year with a half-day “state of the industry"
report to Intel’s directors and top execu-
tives. After the presentation, the C50 sub-
mits to an intellectual firing squad led by
the likes of Rock and Moore. Crove's per-
formances, say those who have seen them.
are a mixture of showmanship and brain-
power, as if Albert Einstein were guest host
of the Tonight Show. “Andy thinks faster
than most people, certainly than me," says
Rock, who has made billions betting on
firms such as Intel and Apple. “I would
hate to compete with Intel."

50 do Intel's competitors. If Grove is
tough on people inside Intel. he is brutal
with competition. Intel’s current victims
are Advanced Micro Devices and Nation-
al Semiconductor, but no single finn pos-
es much of a threat. Intel, says AMD CEO

_.________..______________

Another SiliconValley Recession?
wide—a more commanding grip than even Microsoft's stran-

By DANIEL KADLEC 

1-‘ ANDY onovn IS so SMART AND Tsci-monocr coM-
panies so hot, why are Intel and just about every other
tech stock falling off a cliff? Wasn’t it only four months
ago that our Man of the Year's company proudly sport-

ed a $100 stock? Now it's at about $70. Click on that, new-
era geeks. The stock market may be chaotic
and irrational from day to day, but over longer
periods it's a pretty fair measuring stick for
what's coming. The message here is that no
boom lasts forever. and the one that Grove
and tech-dom have been riding this decade is
ripe for some kind of interruption.

That’s not to say the pace of technological
change is slowing. In fact, you haven’t seen
anything yet. Companies like Intel, Microsoft,
Compaq, Cisco Systems and Oracle have plen-
ty more cyber stuff on their drawing boards.
What's in question is how much of it they will
sell, how soon and at what price. One obvious
problem is Asia. Tech companies were doing a
lot ofbusiness there before the region's economies imploded.
Intel. for example, has been getting 28% ofits annual revenue
there and will surely feel a sting fiom the slowdown,

White-hot competition is another part of the equation,
and It s a jarring reality pretty much across the tech board.
Success breeds imitators. Imitators flood the market with
goods. Prices (and profits) come down. Again, take Intel. It
supplies nearly 90% of the microprocessors in PCs world-

70

Intel Corp. stock price
monthly closes
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comp

glehold on PC operating systems. But to protect its posidon,
Intel has cut semiconductor
pected as rivals Cyrix and Advanced Micro Devices compete
furiously to supply cheaper components for the $1,000 PCs
now taking the world by storm. Intel’s profit margin has
eroded from nearly 63% a year ago to an estimated 58% to-

day, says analyst Caroline Gangi at Lehman
Bros.

problem. The company expects the figure to
hit about 50% before leveling off.

Even before those obstacles surfaced, tech
anies faced serious questions on the de-

mand side. Firms have invested heavily in PCS
and other “must-have” gadgets in the past few
years. Sure, the stuff is really cool. But execu-

20 tives want to see payback before they extend
the hinge. It’s unclear whether PCs and, say,
Internet connections have made office work-
ers more productive or simply more distant-
ed. (Websites that seem to get the most hits are
those featuring swimsuit models.) Real-world

users of technology shou1dn’t fear that the ship is sinlcing. It's
not. But for now tech stocks are, and investors may not get
whole for a while. It’s worth noting, though, that even with
its recent 30% decline, Intel's shares are up fourfold in three
years. Tech stocks, on average, have risen about twice as fast
as the Dow Jones industrial average since June 1994. That
pace was unsustainable no matter how much Grove and
company may change the world. I

prices faster than anyone ex-

Margin erosion may be Intel’s biggest
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"In N"; View Intel 94195 rrgnt to the

“I“"_“ _ d '_‘ nemms .-_,\-er it—to exclude

gu.\s(;rI'i\‘i-‘ lists so i:l'fec-ti'~'i‘l.V SCIUH-‘5h‘3d ‘he
.~ .‘ .'tion that his biggest “''‘'-‘“'3’ I5!”
fflbrrngs of AMD but the strategic
risk of 3 slgwjng PC market. The hottest-
selling PCs this year have been dirt-
cheap‘, sub-$1.000 models. Growth there

it TCIl.l‘£ll."

could wreck Intel's business model. Says -
Drew Peck, an analyst at Cowen 6: Co.:
"You can‘t sell a $500 processor in a
81.000 PC.” And though cheap PCs are a
tiny part of the overall market—business-
es generally buy pricier PCS-
lntel may be heading into a sea
change. Intel's buoyant stock
is off 30% from its 52-week

high (though it is still up near-
ly 100% in the past 18 months).
Some analysts expect to see
the stock at $100 a share in
I998. but many investors don't
understand Intel's business.
To them the $1,000 PC looks
like death.

Grove. of course, sees it as

an opportunity. He is in the
midst of rejiggering Intel’s op-
erating model so the firm can
make money on sub-$1,000
PCs. That means taking more
risks and finding new applica-
tions for Intel chips. Intel has
also invested hundreds of niil-
lions to “seed” demand for
PCs. The firm is betting on in-
teractive multimedia (imagine

watching the Super Bowl and clicldng on x
a player to see his stats), cable modems .
that speed Internet delivery and audio 1
software that makes your PC sound like 7
the local Tl-IX multiplex. Grove has re-
viewed dozens ofbattle plans for the com-

all: not radical enough.

escaped with .4. L-lit:-in bill of health in the
past. its dominant marl-zet share may look
like a fat bulls-eye to trusthiisters. Intel's
close relatzioiiship with .\-licrosoi‘t—tech in-
siders refer to .1 \\‘inTel duopoly—r.locs
seem to make competition more difficiilt.
Grove. for one. i.<.n‘t slrming any plans be-
cause of the government. “\\"e‘i'e very care-
Ful." he says. “and clean."

Though no one talks of retirement
(Crove considered it in l9-ST but changed ‘
his mind), the CEO is building a manage- .
merit legacy. Last spring the company
tapped Craig Barrett, a former Stanford
materials-science professor and longtime
Intel executive. as the new president and
Groves successor. And behind Barrett is a =

chain of bright, driven engineers all lust- 3
ing for the top spot. .\rIeet intense con-
tenders like Intel V.P.s Paul Otellini and

Sean Maloney, and you'll have little worry
about a leadership vacuum. Chairman
emeritus Moore sometimes comes to the
office, looks around and says he sheepish-

' ly thinks. ‘‘I’m not sure I could get a job
' here today.”

puny and Finds the same fault with them '
. FOR NOW, GROVE ISN'T GOING ANY-

As Von Clausewitz craved the decisive ;

battle. Grove hungers for the decisive risk.
the bet that will guarantee Intel’s fixture.
“Are we missing something?" Grove
mused one day this spring over a lunch of
tofu and ketchup. settling his silverware .
into a moment of quiet. “Sometimes.” he 5
says in a rolling baritone, “the risk of
omission is greater than the risk of com-
mission.”

There are other worries. The Federal
Trade Commission launched a second

probe of Intel this fall. Though the finn has

where. He is as engaged as anyone else at
the company. After 8 on most nights. after
even the diehards have cleared out of the
office. Groves cubicle still glows against

' the window. Rock, who has known Grove

for 30 years, puts the persistent passion
down to a calm inner knowledge. “Andy
has been exactly the same person. He has-

‘ n‘t changed. That's the beauty of it. He has
no airs.” That Grove could remain still in
the midst of such a turbulent business is

perhaps the best explanation of his success.
Other companies chased fads or indulged

TI.\lE. DECl€.\lHF.R 7.9. I997 -J.-KNL‘.-\RY 5.1993
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  their -.rn‘cc:.iiice. Lira.-x .-t~m.t-.ned -:r:vi'rst.ir.'.
And \‘llJt'.1l’tl.(.—irii\.'r’l> rilled ‘-\1I.lli'.-';'L."_;'il

ter and 3.l1L'.1'-=-‘Ul'_t(.i_\' He is .1 corn v._i.-.~..~.-.r »n..r-
man. \.\ith a face that seems‘ most .-al.i.\'e~:
when it's tucked into a ~mile. His _voi.iii-j_'e

daughter recalls her disco-theine \vetii_lin-_.
reception last summer. wlic-n hr-r dur-
grabbed her cape and a frir.-nd'~_. csrouii ant
headed out to the (lance tloor with A i;\'.‘«.

Crove grin. There. in Front of f-.uuil_\ am
friends. was .-\.ndI:is Crof in 3 <il'.L‘r-lame

cape and rhinestone tiara grnvirig to L1.
Freal: as around the world. Intel plaiit:

1 silently cranked away to his i'h_\thni. What
were the odds of that?

Back in his school days, when Grove was

studying fluid dynamics. he nu'5.'.ht have been
able to tell you. As a young chemist. (iron
had to master probability theor_v—it was the
only way to predict how some molecules and

atoms will behave. One of the ideas

that holds probability theory to-
gether is that it is possible to under-
stand the odds of an enomiously

complex event as a series of _ves-or-
no questions. The theory works h_\-
taking the most complicated series
of events and boiling them into bi-

nary choices: either this can hap-
pen or that can happen. This is
called the binomial theory.

The binomial theory can. for in-
stance. tell you the odds of one man
flipping a coin 8.000 times and get-
ting 8,000 heauis-about 1 in l.0*"‘~‘-".
It's a big number, but figure the odds
on this: a young Hungarian boy ei-
ther survives scarlet fever nr he
doesn't. He either goes to a concen-
tration camp or he doesn't. I-Ie either
escapes the Russians or he doesn't.
Grove, who believes he is good. alsc
suspects he's been amazingly lucky
And if you're trying to understand

why his power hasn‘t bred arrogance. it's be
cause most of the time, when he takes a loot»

at his life, Andy Grove thinls hes the guy
who flipped heads 8.000 times in a row.

“Lucky or good?” It's one of the lirsl
questions youll get from Grove. He wa:
lucky enough to escape l-lungary; gooc
enough to make it to the U.S. Lucky enougl
to Find CCNY; good enough to graduate Firs
in his class. Lucky enough to join Intel: goot
enough to lead it to the top. Lucky enough tr
many Eva and have two healthy daughters
good enough to raise them. dancing an<
smiling, into beautiful American women
That's the kind of life its been. Andrey
Steven Grove. 'I‘1tvii~:’s Man of the Year1997

lucky. good. paranoid. —W'ru-r reporting 11
Daniel Esenberg/New York 

For more infomiation. uisit Ti.ui~:'s
Man of the Your Website at time.com 
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Fail.’ Mr. Reynolds doesn't mean perpetual motion riiachine: it has mind- ' lsniuhd.
NTEL CORP. redefined .1 market. 5 bankruptcy. He means lntel's cycle of . boggling challenges ahead to keep up its
built one of the world's great E successfully creating demand for its ever marltering-driven momentum. ‘um ‘I
brands and is on a path to be the Eistet chips will be broken. President-CEO Andy Grove ' . 
world‘: most profitable company. This is a story about the role says it could cost Intel almost ,_There's only one problem. 3 ingenious marketing has played $10 billion early in the next cen-  -

"One day. it seems to me. they have 3 to help build an incredible com- tury to build 4 Factory to make T
to tail." says veteran Intel ohserver Main ' puny. Mr. Reynolds acknowledges Intel‘: . the chips now on the drawing board. I ____" .._,,___,___,,__, ,_,
tiii Reynolds. VP-technology assessment ‘ remarkable past. present and potential. I This would be the largest single pri- l """""'"""‘“
Jt l).it.iquest. .1 San Jose. Csl'il'.. market But Santa Clara. C.ilil'.-based lntel. I See lNTEL. Page 2.’ ....__.__.
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  In fact. hundreds u
N‘. sellers do not put‘:
gives?
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s . maker

2 marketing and media decisions?

of other component makers at of l pendent on the extra money that ' ul new chips. The excess
..

E recalls how ll'IE co—op theclu cum~ ‘. ordu PC nssmhlcrs that my For
ing in to the company mush- '

Addlllg mum” '-‘roamed lrum ahnnt 350.000 toIn an interim program this fall. In- some $7. million. at which point the one industry insider estimates hallrel will let PC ntalters steer co-op '__ finance department ' " ' '
Web buys. . .Then starting )an. I. lnrel will The executive. who relied on the sntall tliscountcrs buy a lot of ad- ‘. money to stretch the media buy. . pages and help drive competition.

0.6% lur Web huys and I.?.% for -, that "Intel inside" checks be taken 0 “llllllm9“3 P7355595
print. broadcast or \\’/eh at the PC '- straight to tltc Imttumline.nt.tlter's tliscrctittn. Tn Recalls the executive: ''I said. ‘Iey. l‘C maltcrs must p'tv for 60% of '. may be a whore. l'Iut you guys haveI print or laroatlcast buy and 50% ~ turned to pitnps.hec:tuse I work Forof a Wela schedule. this money. and you guys are taking

Intel moves markers. and Intel it‘ "

ton of cnnttoversy among snme l’C

not everyone

moves media. Any thtaught to banishing “lntelIn the first half of this year. an - inside" lrnrrt all ads? "If I could af-"lntcl inside" logo appeared in ads lord it.l would." the executive says. - Corp. and Gateway 2000 into theaccounting for R0% of the $202.9 3 "But unfortunately it‘s such a sup- ‘._ envy of the indusuy. Tds in U.S. '. on to the budget I can't really af- inside is pan of the landscape. It Is
million spent on PC a’ pulaltca- ; ford to do that. ' ,’; Two titans—C.nrrtpaq and IBM question Intel‘: wisdom in making
idrnt of Adscope. st Eugene. Ore. ‘._ Corp.—-did quit in I994. lint Ciar- I this massive marketing invutment.
:td trackingct-rmpany. '.riry. then ('.nmpaq' dirccrnt nKitnilarly. \'.(\I'I\pul:l' spending marketing cnrnmutticatiuns. argued gram has l-teen highly successfttl."nu TV shut up (fi'Itt--.tn $2M .l - that "Intel inside" dctractetl from '- says " i ' 'ntilIiuu——in I‘)')‘r. tlu- yt-.tt Intel '._l\is ltntnd antl tttrnetl l‘L'.s itttn ' rintts atriv-.tlI\Ml).Mr..\‘titt,-s writt-stnrtctl suhsidizing "IV buys. .1c- ' ctttnmotlitics. Eur Compaq and Big '1 dets ltuw grind a deal it is For PCcording to the ‘l'ele\-ision Bureau of E l.llue returned in I996. matting '; makers. "It": a bit of: strange mar-

dircct marketers

- --...I.~tag ul‘ Cnmpcti- i_ ct-cry rnainr Intel-based PC maker '3 ket." he says. “when the reason that '-'-' M-re an-.tin un Intel's payroll. the money is there is hecztttsc lntcl’ ‘ ~ we ut '. is taking it out of their hide."' -- AND irt May he-

Some tnaiur PC makers buy ,
more chips than they need to get
more cu-up money. more favorable .

"The lear ts you become so de- : pricing or ahettcr slot lorallocatinn '.. i _ i chips arecnrnputer ntttgazitte awards has '._ you lauild plans around it. says a 1‘ sold into the so-called gray market. ‘plummeted since Intel irnplement- '. PC industry veteran. Tl‘-I ¢l==1“l"9 '- '“““Y ='“ll“S I-‘P ‘"I'l‘ "mll mill‘ '

' "InteI inside" once was a hot but- _

utuney largely financed the adver- '

  Intel's ‘Red X‘ campaign in I 989 runs derigrerl to spur dmmndfnv its 3drip by mlring in memxgr straight In end tumfar Ihefim rrme.
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COVER STORIES

I 1' M ntensit_v of interest in our Most Admired Conzpanies
‘‘ increases every year. so plenty of executives. directors. inves-

tors. shareholder activists. and researchers are sure to focus on ll

change we've made: Our ranking of the ten most admired. that list of

5 all-stars at right, is now determined in a new way. For tlze first time. we asked

all 12, 600 ballot recipients simply to tell us which companies. regardless of

industry, they admire most. Since those ballot recipients are the most knowl-

edgeable people in US. business. their verdict yields the true A list.

\ Traditionalists will be relieved to know we perfomt the same iinderlying re-
search we've done the past 16 years—every bit of it. We ask top executives.

outside directors, and securities analysts to evaluate the companies in

of the Industry Leaders"). In pastyears we picked out the~ 0 their industry on each of eight criteria (see "The Ups and Downs
R N top scores to create our top-ten ranking. But some

a b industries could have been generally more lavish or
‘ ii , stinting with praise than others. so the scores

XLLUSTRATION BY AL HIRSCHFELD
70° FORTUNE Marchl. 1998

 



’ ble. .\/'o'w that potential problem

 

FORTUNE

wise counsel. but you could be forgiven for ignoring it if the constituents ( HP and J &.l ).
obiects of your affection were the stocks of the ten most ad- in their variety. .-\merica's ten most admired companies resem-

mired corporations in America. lfyou'd hadthe foresightto invest ble the economy. But as they stand above the rest of corporate
in these ten companies—General Electric. .\li- America in reputation. so do they tower at er it
crosoft. Coke. lntel. Hewlett-Packard. South- pm in performance. If ten years ago you had
west Airlines. Berkshire Hathaway. Disney. bought Sl0.000 worth ofStandard at Poor’: Sill)
Johnson & Johnson. and Merck—you'd have a ' and reinvested your dividends. your estimable
thoroughly diversified portfolio. You'd have l7.92"’c annual rate of return would ha\e corri-
transpottation and financial services and con- pounded into SSL964 today. lf you had. how-
sumer goods and capital goods and health care ever. put $1.000 into each of this year's ten most
and information technology and entertainment. admired companies. you would be sitting nearly
among other things. You‘d own compa- B Y T 0 M A S A. S T E WA R T three times prettier. with a portfolio
nies that make sugar water and shoes. - worth S1-16.4l9.
sitcoms and spreadsheets. movies. medicines. and microchips. hard- Beauty is as beauty does. and what these companies do is got-
ware and soft soaps. candy and dental floss. You'd have three com- geous from almost any angle. In employee relations. for example.
panies more than a century old (GE. Coke. 1&1) and two upstart Southwest Airlines ranks first on FORTL‘NE's list of the 10!) best
startups still run by their founding entrepreneurs (Microsoft. companies to work for. and Microsoft. Merck. and HEW'le[t-Pfl€K-
Southwest). You'd have sbt of the 30 companies in the Dow Jones ard are also in the top ten. ln market value added—a measure of

Nexer fall in love with a stock. lnV€SlmCnl advisers say. It's industrial average. including its oldest (GE) and two of its newest

 
 

 
 
 
 
 
 

 

 

might not have been directly cornpara- T H E T 0 p T E N

1 General Electric 

doesn ‘t anse. ,
2 Microsoft

The value of corporate ——-—————————————-——-—-
3 Coca-Cola 

reputation turns out to be

a deep topic. Our survey 4 mtel_:___ 

has been the subject of 5 Hewlett-Packard 

6 Southwest Airlines
 —————

7 Berkshire Hathaway

countless research pa-

pers. dozens ofcorporate
 

 
tracking studies. and at

 

_ _ , 8 Disney
least one major untverstty

.s_1'mposiiun. So dive into the 9 J°hn5°" 8‘ Johns“
pages that follow——or visit for- 10 Merck 

tttne.com for more data than they can

hold. You'll be in good company. Apparently be-

ing admired has never been more valuable.

Marchl. I998 FORTUNE ~'-'l



 
 
 
 

 
 
 

 
 
 
 

 

 

 
 

 

 
 
 
 

 
 

 

 
 

5150.000 -

5130.000 '-

$110.000 '-

S90.000 --

$70.000

550.000 —

530.000 ‘—

$10,000

‘er

MOST .-\D.\lIRED\;?
\-\.-7

hm. rnueh wealth 4 curnpun} has created for investors-——GE.
.\licrusot't. Coke. Intel. and Merck place .\'o. l through .\'o. 5. (As
the Stern Stewart cunsulling firm calculates it. MVA is the dif-
t‘erence between all the money ever invested in a company and
the total current market xalue of all its securities.) And for sheer
uealth. C-E. Coca-Cola. and Microsoft rank one-two-three in
market capitalization among all L'.S. corporations.

wh:it‘s their secret .' it can‘t be the industries they inhabit. be-
cause so many are represented here. But clearly some industries
—auiomaking. chemicals. metals. petroleum refining——don‘t ex-
cite great admiration these days. Others. like tobacco. work
against it. The secret can‘t be the products they make or even
their ability to develop new ones. Some of these companies are

awesome innovators. but you don't hear much
talk about improving the flavor of Coca-Cola
(been there. done that .. . ). and Berlshire Hath-
away chief Warren Buffett famously says he
wants "simple businesses—if there's lots of tech-
nology. we won't understand it."

Top Financial perfonnance matters enonnously
but is not enough to make for a top reputation-
necessary but not sufficient. as the phrase says. If
you reranked all the public U.S. companies in
FORTL?.\IE's survey of corporate reputations by
ten-year total return to shareholders. only one of
the ten best-regarded—Microsoft—would also
be among the ten best-rewarding.

The truth is that no one factor makes a com-

pany admirable. but if you were forced to pick
the one that makes the most difference. you‘d

pick leadership. In Buffett's opinion. "People

 

are voting for the artist. not the painting." Berkshire H_iih.nt.n,
the masterpiece or America's second-richest mun. hangs in ztiis
gallery alongside two others—Disney and Coca-Ctil-.i—-in \\ ill\.‘l'l
Berkshire Hathaway has major intesimgms.

talent than any lineup since the 192’ Yankees. Oi South-
west .-\.irlines' boss. FORTUNE asked in [99-1. “ls Herb

Kelleher Americas Best CEO?" If not. it's only because oi" the
other men on this list. It includes the two wealthiest Americans.
Buffett and Microsoft CEO Bill Gates. each ofwhom owes exery

penny of his fortune to the company he created. Here's .-\ndy
Grove of Intel: Grove and Gates are called the Lords of Wintel.
but they're really the Lenin and Trotsky of the desktop computer
revolution. which humbled IBM. the bluest of all corporate blue
bloods. Here's Michael Eisner. the most successful archaeologist
since Howard Carter. Caner uncovered the tomb of Tutankh-
amen‘. Eisner unearthed and shined up billions of dollars or Walt
Disney‘: buried treasure—and then with new films and next ten-
tures built monuments worth tens of billions more. .\’u longer here

is the only CEO who might be Eisner's better at making .1 great
brand greater. the late Roberto Goizueta—whose final and per-
haps most remarkable accomplishment at Coca-Cola was that
Wall Street never blinked when. at his death in October. he left

the company in the cleft hands of successor Douglas lvcsier il-‘or
portraits of all ten CEOS. see foldout section.)

There is. believe it or not. some academic literature that suggests

that leadership doesn‘t matter. Microeconomists often discount ll
because it doesn't lend itself to equations. For example. its cost can-
not be correlated with its value. The price of a great CEO is no
more—and often much less-—than the price of a crummy one. The

To change metaphors abruptly: These CE6s hate more

A PRECIOUS FEW
.4 ten-year. $10,000 investment in our most admired companies. a nicely‘

diversified blend of high-growth service and industrial winners, would

have yielded nearly triple the shareholder return of S&P 500 stocks.

l
i
l

l

l
l
l  1988 1989Dec. 31, 1987
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\ lt appeared on about

..r\1t.~1-I \\.1r.'.n Bulzetz _;-- 2-Ir .1me.1~l_x hundred grztnd .1
11.-.11 1plu~ .1 uwd set). .1nJ he us-n't :.1l.1: ~t1\cl. upttuns. .-\ The re-.1~1~n 1~.11.lmtr:tttun tnr .l;11:k \\1:l1:h.\\hul1.1~:-.-ur11-
'.::.1der'~1\ulpul 1~ hard 11» me-;1~ure 1111-. But 11'~ there. Len ten the hunk \‘n m:.tn;1\_.'cment\Lh|le kc:p|nu GE hu-_'g_ mm.
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~'rt.1r1."nulds:r\ \\.1~ .1 ~le1:p_\ J.h’v .1 _\e-.11. In the t1\c}eur.\ xince, _\e;1r\ .11 the helm but .1150 for \\h:1l lh|.'\ h'.1\e-.1\1t11.lcd..\‘ttt1.'1:
HP h.1.~ returned .1n 1:_\e-1tpuntn~_.'.'~'l.-1': ;1_\e;1r.1:ump1tun1.led. I9-\l neurl) c\1:r_\ other curpurztte hel'*.em111h—a1T.y [1 E\.
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Htm else -except l'\ec.1u~c I1.-.1der~h1p m;.1tt1:r.s'—-:.1n one ex» house h-.1.~ Jecun<truc11:d and then murphcd intu .1 hr.1.11le.1-1
plum \\h§ hu.x1ne~~ people v.1} that at the C0l‘l1p:.|nlc.\lht:'_\ must 1IUllll.GE. has \'l;1)L‘d its industrial course and ken.-p~ getting
admire. lhu_\ udmtrc General Electric
the mthl.’ ll\ not the hc\( perfurmcr

T H E T O P T E N
$146,419

Flt’. n11-re h;1ll111~1h;1n runner-up .\l|L'.'t|\1\ll

in the group in financial termx. "I
~_.'1\:: CE 1.1 Bur B— on ~h;1rehulder re-
turnx." ~;.1_vs .—\llrc1_l Ruppupurt. pru-
temur emeritus .11 .\’urth\\e~tern
L'nm:rst1y's Kelltvgg Schuul ul
Buxinexs and uuthur Ur Crt-1111'11_1:
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the 1:t|__!hl .11_lm1r;1hle .1ttrtl'1ute.s by
which FORTL"-E has pren-

uusly compiled this list. GE
has nexer ranked above ~e\‘en
.1nd has cracked the top ten

11nl_\ three times since the list
hegun in 1983. But uhen 11
L‘\|fl'lL'.\' to the \\hule—nut
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THERE ARE

those who say that virtual

communities are the next

big thing for the future of

business. For us. they were

the next big thing in 1993.

\firtual communities will change the future of

business. They WI" be the place where peers from

around the world debate issues, contribute per~

spective. and benefit from the outcome. In an age

where innovation, application, and speed to market

equal competitive advantage. virtual communities

WI“ be the key to success. At Coopers & Lybrand,

we've been a leader in virtual communities since

1993. when we launched our Tax News Network.‘

Today we operate three virtual community

extranets and have two more coming on-line in

the next few months. Visit our extranets on

the C&L News Network at www.clnewsnet.com.

Coo ers

&Ly rand -
Merging for the future of business.

211993 Caooers 5 '..yG-'a"u -. -
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’, .\lOST AD.\llRED
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LEWIS PLATT
Vt '.\ ‘iii

(‘E0 tt'it(‘L' /993

1997 REVENUES: $42.9 BILLION‘

Flatt. 56. has skippered HP aggressively into
the consumer PC market. and the results are

impressive: HP has moved from the world's
llth-largest maker of personal computers to
No. 3. .\'ow new industries had better watch
out. The buttoned-down former mechanical
engineer is moving HP into electronic com-
merce with its SL3 billion acquisition ofVeri-
Fone. which makes those small terminals that

prt)CES) credit- and debit-card transactions.
Plait is also targeting the 540 billion photog-

ruph) market with a line of digital cameras.
photo scanners. and photo printers.

I)

'l-'iscal-year results
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BILL GATES
‘._I" . _\;

(_'E().\i'iic‘t' [UNI

1997 REVENUES: 511.3 BILLION‘

Detractors have long labeled Gates. -12. a lat-
ter-day robber baron—a moniker likely to be
heard even more this year as the company

targets new markets and the Justice Depart-
ment's antitrust case against Microsoft heats

up. Gates. undaunted. plans to push his soft-
ware into fresh arenas like online travel ser-
vices. network systems. and even automobile
dashboards. The main reason the company is
so admired: In its ll years of being publicly
traded. there's never been a bad time to buy
Microsoft. With the stock up 56‘? last year.
how much longer can that hold true‘?
‘Fiscal-vear results

DOUGLAS IVESTER
L'()(‘ \—t I >1. \

CEO .\TIl('L‘ I997

I997 REVENUES: $18.9 BILLION

lvester. a factory l'oreman‘s son and former
accountant. stepped in smoothly to run Coca-
Cola as CEO last autumn following the death
of champion wealth creator Roberto Goi-
zueta. Early in his tenure as Coke's chief.
Goizueta had recognized lvester's drive. com-
menting that he was the hardest-working man
he had ever met. Together the two revamped
the corripany's operations and capital struc-
ture to maximize shareholder value about as

aggressively as any company has. It is a cru-
sade that lvester. 50. will likely carry on.

 

JACK WE

( ‘.'"i:

1997 REVENUES: S
—\x \\e-lch_ til. .'liv~e~ in tin
tiled [or limit, he s ..t the 1.-

inti} he only the t'riirJ-mt»
pan} \‘n pI.tnel E.irt!i-—.tt
Shell and E\\iin—'r~tit it I‘
“III! a market e.ipit.iliz.itii-n:
lion. and it I\ -\mcrie-.i ~ ~__-r.

tor. Iu.tplt'|g p'.t~t Ct'i:.i-Ci-
latest r;tnkim__v i-_\ rn.irkt.-t x.;
The stock rose .ilmti~t in
the ~.tme .i~ \licri~-i-tt‘~-
times higgt-r.itid IIIh_\L'.Ir~
tion to r.it~e the retirement

‘ANDY GF

CEO tlllt t‘
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(B KELLEHER

\

'1. I l) ‘lift L‘ :I'’‘_
EVENUES: 53.8 BILLION

.i \\IlIIL' -inct: the ettrmerted
uh. dressed up like a chicken or .in
I'\\|\'12HUflI1 public. But the popular
~thele.-~ cuntinues to make his pres-
1 the airline |nCIu.\lf}2 In two \hUl'l
master tit" the short-hop cheapo

:aptured a good chunk of the Flor-
and greatly expanded Southwest's
uilh longer hauls. The airlines la-
tisfied iiork force seems happier
Southwest ranked .\'o. l in FOR-

.-cent list ot' .-\merica‘s tilt) Best
< :o Work For.

HAEL EISNER
:\ ‘

(‘E0 \'irtCL' Nth‘-.1
ZVENUES: 522.5 BILLION‘

posse came gunning for the 55-
cud Mousketeet last _\ear: Big Dis-
iolders angered at the estimated
an payout to departed president
1: corporate governance watchdogs
h the Disney hoards apparent do-
Baptists aghast that the company
-ni about a lesbian (Ellen) on its
ork. Amid the din. Disney raised
'- . its Lian Kiiig musical is a Broad-
itl Eisner‘s purchase of maverick
'.ima.t looks golden. investors wor-
he stock took off (again) last fall.
5§ui(5

RALPH LARSEN

'':\‘l\.'\' m\.

CEO \l)l(‘L' WM!

1997 REVENUES: $22.6 BILLION

.\'earl_\' half of Jt§tJ's sales come from foreign
markets. so the strong dollar has made earn-

ings gains tougher to achieve for the health-
care and consumer-products giant. .\'e\’ertI'te-
less. Larsen. 5‘). a reserietl Brooklynite who
joined J&.l in N62. has cut Custs. introduced
innovative new products. and driven sales ~o
hard that the company still managed to pm!
:1 I4’? profit increase last _\ear. .I.Se.I'x phar-
maceuticalsbusiness led the via}. bUU}l€l.I by

strong sales of an antipsychotic drug. an ane-
mia-treatment product. and a patch for man-
aging chronic pain.

WARREN BUFFETT

Ill l{l\'.\l IIRI-L ll \l ll \‘i\ \\
CEO .\lll(‘L‘ 19.7!)

1997 REVENUES: 59.2 BILLlON'

Can he pick ‘em’? Five companies in which
Buffett's investment ctimpany holds large
stakes lead their respective industry groups in

this year's Most Admired survey: Coca-Cola.
Gillette. American Express. Disney. and
.\«lcDonald‘s. He‘s on Coke's and Gillette's
boards. Buffett. 67. added the Dairy Queen
fast-food chain and a furniture maker to
Berkshires portfolio last year. but don't ex-
pect to see them start moving up their own
lists under the master investors magical in-
fluence anytime soon. The companies are too
small to make it into the rankings——for now.
‘Results -:1 as! tour quarters
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‘RAYMOND GILMARTIN

\'iII\‘t \

CE() \'lll(‘L‘ [U04

1997 REVENUES: 523.6 BILLION

When .Vlerck's directors tapped CtIIl"|'|.trlln.
56. as CEO four years ago. they ~_."..t\e him .i
crucial mission: Create a new generation t-.t'
blockbuster drugs to replace important prod-
ucts whose patents were soon to expire (iii-
martin has delivered. A treatment drug !ur
.-\lDS and another for osteoporosis hate hit
the market since 1995: a promising m.iie
baldness drug was recently released. In iI‘ll\
rapidly consolidating industry. the Street
thinks Merck is a winner. The «tut-ix h.1~
soared more than 33"} in the past _\c‘.11'.
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i_ MOST ADMIRED

“«.‘lIi:.' 5.i_\~ Bullull. ‘Puiipli: .ii.lmirc Jack liir uhui hi: h.i~
June .ii GE murc lh:.1|"llhL'_\ iuiuldiI'hc .‘i.iiJ hcun .ii lB.\l .in«.l
merci} maintained ll .ii the (up. B<l'urc'Jucl.. \\c ihuught GE
\\;1\ hi-__- and guud. but not l~i~__- and i_zre-.ii.'’

\\ hul make-~ C-E }_.'l’L‘:.ll'.‘ "Le-~.ii.lcrship." ~.i)~ Cicrirudc G.
\llChL‘l\\)H. who iuincil GE" l‘L‘;ll'(.l ul'Jircciur~ in W'r'i. l'i\c
}CJ|’\ hefiirc \\‘~.-lch became CEO: " l'\-: ~=.-rwd un a number
iii" hiiurds. but CE I\ singular not only in II.\' mp lendcrkliip
but in (he In\lllUl|i|l'l'..ll Jciclupmenl ul‘ leadership. Th.il’<
ihc L-uisianding .iiirihuie ut lhr: L'0l'nD3.ll1_\. and ii‘s largely .i
result of Jack’: i. isiun." L'nder Welch. GE spends upwards of
Siillll million a }car on training and leadefihip development
—ahuui halfxuhui ll .\pdnLl'.sul'| Ra: D. ll\ fiicused on spread-
ing the uuril ubuul Welch'.\' \'isiun. which Michelson dc-
scrihcs as almoxr religious in HS tenor: "how [0 uniicipuic
REPORTER \~\l\(I«\lT§ -liui Hurnnqimiuiiil lliumi (mrviii \‘uiini:r

.\ l L"TL_}\L

,—\ D.\ 1 l RATlOi\J

SOUETY
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l_\pil_\ ll. \.iihing JUL-‘—.iiid ii-ier-.-iii 2'1.
V P"|”li1nl puini. E\cr_\ \‘Ul'|L'kl\.|l"lL‘ ;.~.u_'cr~hi;~ ~l\l.‘

i~ rcprcscntcd hj. ih<~e C'EO~. Weli.‘h l\ (l|l|1l".lll\L‘. Elll~ ".l~
hm-.1. Jnd ihru~i.< nui hl\ \.'hlfi .i. ii’ in ..i_\ -'(‘..i .ii~.u.i..'. I.ii\.'

yuur hi.-<1 ~hiii"—.inLl is ncicr happier than “hen _\I'll »:\'
Kcllchurk .i pr;ink.~ii:r Llnd .i ‘mm.-r ~u -.iri.ib.i~h»:Jl_x .i'.:;;-
iionuiu ihui hlb ciimpunyk ticker ~§ rnhiil |'- L‘L \. ~i- ii.ind~-.~i~.
he has lu.ii.l::i.l baggage and ~c r\ cu PL'.,lI'\Ll[\ ;.- 'n,|\~|.'l1\:‘L‘.'\_ -~,_-

~.i_\~. “I'm a null abuut l'in‘.inci'.il~" l\c~i.-r—-m:Sl. aimle-
mLinsir.'.iiiu:" undcrsiuics uric -1.\pl.‘Ll --i in: ::i.in. .iiiu ' 'll1.'.21r
ciul wizard" undcrslutes zini-iher.

G..1lE.\l\ \l.llLl in he nfiulhing .i'nniii ~i.iicrncni~ he .i-|‘.\ J-

IM (I uiiiiil 'v\l’l'[I/ iii 1/iv in/i. iiiiil .'ln' /u:'«~ .i~':. - 4 =.
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I.'i'r\. /)!\II(‘\ /im (/IL‘ Him! wiii.-i-i mu.-i. ll. -. ~.
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-'._-. MOST AD.\l l RED ‘
..‘.\. /:,.

:.'~ ~tt.'pit: R.i:',"n L.ir~cn t-t .]|\hl'l\\‘n ck Johnson says: "1 try to en-
courage. to -_.'l\L‘ people .t sense of st-ti‘-worth and self-esteem. to
instill confidence. I don't \\-'.lnl people doing what I say: I want
them to sort it out for themsehes " \\eleh sent Buffett a note that

began "This is probably below your radar screen" when Berkshire
H'.itha\u§'s jewelry \'Ub\ldli’Jf}:' was considering taking its credit
card business .iv-ay from GE Capital. Buffett. for his part.says he
and \ ice chairman Charlie .\lunger "delegate almost to the point
of abdication."

Says Larsen: ‘Leadership to me is all a question of substance.
not sryle." That remark gets an from Harvard Business School
professor John Kotter. who has spent decades studying executive
leadership. Says Kotter: “At the level of style. you find great vari-
ation among great leaders. but beneath style—in the content of
leadership——are uniformities that fit all of them." Kotter lists
three. but we can add two more. and offer Five Things
Leaders Must Do.

The first. says Kotrer. is "help a-group es-
tablish some sensible direction." The ma!

dtt/our for this is vision. But it's not vision
in the Mosaic sense: a view from the
mountain. with the promised land of
mil.k and honey so clear you can prac-

tically see the worker bees pollinat-
ing happily away. Says Buffett: "Vi-
sion is too fancy. but they have a
dream :tnd"—this is the key. subtle

part——"the dream isn't fleshed out.
which is why they are never satisfied."
Welch is on his founh major campaign
at GE—there were "Gotta be No. l or
No. 2." then “Speed. Simplicity. and Self-
Confidence." then “Boundarylessness."
now "Six Sigma." Yet according to Buffett.
"Jack feels there's more to do at GE than when he
started." Welch himself once said. with a tinge of scorn.
“Some CEOs think the day they become CEO is the high point of
their careers. They ought to feel they're just beginning."

Second. says Rotter. "great leaders are all good at getting relevant
partners aligned with. buying into. believing in" the direction they
have set. Says Larsen: "You can only push and shove so far. It isn't
leadership till you somehow touch people i.n a way that makes them
want to contribute the maidmum." True. CEOs like Gates. Grove.
and Welch can be conspicuously hard-driving. But. says Kotter-—
this is another subtle bit—“thcy may drive people toward results. but
they align them with broader ideas of what the company should be
and why." They're tireless talkers. whether it's through speeches or
confabs or chats or prose. (Buffett. Welch. and Grove are among the
best business writers in America.) Says Kotter: "Lew Platt isn't a
loud. extrover-ted guy. but he is constantly clarifying where we're tak-
ing this thing. and in his own quiet. blushing way getting his col-
leagues not only to understand but to agree it's right."

l-{otters third constant of leadership content: "The ability to
create conditions that energize and inspire people to get off their
fannies." Herb Kelleher is easily the noisiest of this warren of
Energizer Bunnies. but there's nothing random about the racket.
His every beat of drum and crash of cymbal emphasizes his de-
sign for Southwest. which is to make flying cheap. fast. and fun-
a formula that works so well that during Southwest's first three

months flying from Baltimore to Cleveland. total traffic on the
route rose 4.620": above the same period the year before.
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business leaders

ought to reveal all the

traits of a great l0\’€I'—-

passion. commitment.

ferocity. Nothing less

 

'.—\tmt»spherit;> h.i\e .| \.il\p|'Up||l'l|I‘|'\.l!L‘ weight in .'.l\ .'7‘.:.".-J. ‘ "ae-
says. appropriately for an .iirline CEO. "\\.e pix :u-st J~ .__--ind’
wages and benefits as other airlines. but tiur s.'i‘~l~ are iiw.:: ne-
cause our p|'Odl.lCll\lK} is higher. which is .ii.'hie\et.l thrtiu-gh the
dedicated energy of our people. it's sheer willpuwer—nu me-
chanical tricks." Southwest can empty and rer'ill J plane in 1"
minutes: most airlines need an hour. "We've got exiietly the ~;.ime

equipment." the CEO says. "The difference is. when a plant: puils
into a gate. our people run to meet it. Ponce de Leon was hurl»;-
ing for the Fountain of Youth in the wrong place—he ~houit.l
have come to Southwest .-\.irlines."

To these three pieces of the content of leadership. add .i ltiurth.
especially for captains of industry: a knack for allocating L'.lp|I'.li.
Everyone knows that's the CEO's job and it's important. but a lit-
tle math. courtesy of the Old Master of Omaha. helps show how

important. Say a company earns a 20’? return -.in eq-
uity—as these routinely do—and pays hack 5"? .i

year to shareholders. reinvesiing l:"7 Cum-
pound that IS“? for five years: The CEO

has allocated more equity capital than

the company had when he started. Says
David Nadler. head ot'the Delta Con-

sulting Group and a confidant of
such leaders as .\’erox‘s Paul Allaire
and Lucent's Henry Sehacht: "it's
not just returns that matter: it‘;
what you do with the returns."

Allocating capital is equal parts
discipline and an. .-‘dfred Rappapurt.

an expert on the discipline. admires
the art: "The best CEOs I hate seen

are extremely good at some ‘soft’ things.

They know how to motivate the system.
They ask the right questions about execution.

And they have an economic model that makes
sense. that they understand. which they use as a n§1Vl-

gational tool. They don't have a whole bunch of measures.“
The economic model—like the vision—-—isn‘t overly detailed.

Asks Rappaport: “What good is a wonderful project" if it's em-
bedded in a lousy strategy?" Whether the capital investment is in
brick and mortar or—as it is increasingly—in ideas. once the
strategic allocation is right. the rest gets a lot easier. G.G. .\lich-
elson saw that close up at General Electric. She recalls: "Jack's
first move was to say every business had to be No. l or No. 2 in
its industry. When you start with that and lop off the threes and
fours. you've already made the most important decisions about
how you're going to grow the company."

 
 

 

Do. and it's just what your broker says lnvestors Must .\'ot
Do: fall in love. There are CEOs who slash and CEOs who

fix and CE05 who safeguard and CEOs who build. The great ones
do all these things too. but first of all they love. Passion. commit-
ment. fcrocity—the traits of lovers are in these leaders. Says Buf-
fett the investor. "Find the leader who loves his tius-iness—who's
not measuring himselfby whether he got into Augusta or goes to
Davos." Says Buffett the CE0: "l could play golf like Tiger Woods.
but if Berkshire were nottloing well. l‘d not be happy." In 1“ years.
says Michelson. "Never have I seen Jack Welch bored or tired—
never. He thinks he's the luckiest man alive." W hich goes double
ditto for Kelleher: "I love it. I love it—l sure as heck do ‘ B

There's one more item on our list of Things Leaders .\lust

 



 

 

They lové a no—brainer.
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Priority Mail” is the smartest decision any executive can make.

1-800-THE-USPS ext. 2003 hflp://www.usps.gnv
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5. ' UNITEDST/JTES7
POSTAL SERVICE 





 

Just beby and you.Ti|| urgent e-mail makes three. No problem.

Pull down marketing plan from London office. Scope out competition's offer on-line. E-mail revisions worldwide.
With Internet access from AT&T WorldNet’4Service. put every little detail to bed. Except maybe one.

lt's1Iiwithxn

I 800 WORLDNET or www an znmlworldnerr
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It was a year of thrills and agony in the induszrtr rankings.‘ C/trysler got a shock. Continuntal
Airlines soured. Kodak slumped. and Colu/nbia=HC.—1 dropped t'er_vfar. l'€I‘_\‘ fast.

BY EDWARD A. ROBINSON

the 16-year history of our Most Admired survey. Merck this year and placed first. _and Johnson 3L Johnson dueled for top honors in phar- Toyota U.S.A.‘s showing lestifies to the respect its parent. Toy-
maceuticals in the early 1980s. and in the early '90s. IBM. Hew- ota Motor. enjoys worldwide among its peets. many of which have
lett-Packard. and—beIievc it or not—.-xpple wrestled for the copied Toyota's lean production style in their own assembly plants.
crown in computers. Ford and Chrysler have more recently vied (Toyota Motor placed first in motor vehicles in our global Most. .-\d-
for the top spot in autos. But four industry groups have experi- mired rankings last year.) But the U.S. marketing operation de-
enced no churn whatsoever: aerospace. commercial banking. life serves credit too. The Camry. Toyotas sedan assembled in George-
insurance. and forest products. Boeing. JP. Morgan. Northwest- town. Ky.. outpaced Ford's Taurus and Honda's Accord to become
ern Mutual Life. and Kimberly-Clark have dominated their re- . Amen'ca‘s best-selling car last year. thanlu in large part to Toyota
spective categories since this survey's beginning. As the world U.S.A.'s aggressive pricing strategy and an understated but appar-
struggles through economic turmoil and competitive chaos. it ently effective advertising campaign. Says Yale Gieszl. Toyota
may be comforting to know that this year is no different: All four U.S.A.'s executive vice president: "Toyota has invested btllions tn

Battles for industry leadership have often been ferocious in the Japanese automakers U.S. operations. debuted in the listings

retain their titles. R&D and production in the U.S.. enabling us to match our Amer-
The battles in this year's survey rage elsewhere. A reinvigo- ican-built cars to American tastes with great success.‘

rated Chrysler had finally claimed victory from Ford in last year's As for homegrown companies on the move. Continental .-\.i r-
ranking. but now. just a year later. two foreign subsidiaries have lines and Yellow Corp.. a Kansas-based trucking outfit. each
dropped Chrysler to No. 3. Gennan rival Daimler-Benz North zoomed up the rankings at the expense of rivals. Continental. set
America moved from No. 7 to No. 2 in the category. while Toy- on a customer~friendly path by CEO Gordon Bethune three years
ota Motor Sales U.S.A.. the Califomia-based marketing am of REPORTER assocm-as Amt Hurt-trtgtarL Jav.-llbany

EIGHT KEY ATTRIBUTES OF
Microsoft broke a pair of SllI't'€'_\‘ records with the highest scores ever in two categories: ubilir_\' to

 

 

 

NNOVATNENESS QUALITY OF EMPLOYEE QUALITY OF LONG-TERMMANAGEMENT TALENT PRODUCT5/ SERVICES INVESTMENT VALUE
.-«mamas» ’ scans

Enron 8.93 Coca-Cola 9.22 Microsoft 9.16 Toyota Motor Sales ll.S.A 9.02 Cisco Systems 9.23
Intel 8.66 lntol 9.21 LP. Morph 8.75 Coca-Gala B.91 Imel 3.99
 tsonmt Eloctrlt: 3.99 Intel a.s7 Gillette 3.90 Micmsuit 5.97

LEASTAPMIRW Sm lsmwttm SM
Flazstar 3.48 Apple Ootttptttsr 2.43 TWA 2.39 Flazstzr ' I 4.12 Apple Computer 2.16
 Outboard Marina 3.55 Apple computer 3.07 Standard Commercial 4.18 Flagstar 2.88
Woolworth 3.90 Flagstar 3.91 Flagstzr 3.13 Dirtton 4.63 TWA 2.96 
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ztgo. scored high €I'lLlllg.l'I to hit .\'o. 3
i .:-v in airlines. and along the way it has

raised its overall marks more than

any other company during the l99i'l<.
The _\ear‘s higgest gainer. howewer. is
Yellow. The trucker posted a 31‘?

 
JUITIP in its score. rnming from .\'o. 3 to .\'o. 3. thanks to a robust
lit-month turnaround driven by CEO Maurice Myers. "I arrived
at Yellow in 10% and saw a culture that could best he described .
asshackled ht rei__'ul‘.ttitin." \lters says. "The problem was that the
business has been deregulated since N80." Myers reenergized the
company by slashing costs by $145 million. encouraging on-the-
ground dialogues between executives and customers. and in-
stalling a pay-t‘or~pert'ormance plan for his non-union employees.
.-\.s a result. Yellmii posted 552 million in net income for 1997.
compared with a S27 million loss the year before.

Moving in the opposite direction. companies like Eastman Ko-
dak and Freepott-Mc.\loRan Copper & Gold have skidded toward
:..e cellar atter slialn; performances. Kodak fell to No. 7 from No.
.‘~ in the scientific. photo. and control equipment group. a reversal

‘ ...:"zit: .'..'.’t‘I.v.'t-.1’;*t‘:.:;‘lc tr.-zit‘ :.7r:uI:r'zill .u_iiiiitliii.'5.t.

2.17 Columbiaiflcll Haaltllcare 3.65 Apple Computer

luple computer 2 .3 7 Flagstar 3 .67 Flagstar____________

2.55 Great Western Financial 3.73 Iltlviinta _

 

.__.___:_—_—_j.

.____€—:.j———
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of fortune largely attributable to intense competition trom J.ipaiii‘s
Fuji Photo Film and a drop in the company's stock price from .t S0-l
high last February to Sfill in December. CEO George Fisher re-
cently unveiled a restructuring plan designed to slash more than $1
billion in costs by 1909. btit analysts remain wary. "This has to be
a year of meaningful improvement in '
earnings." says Merrill Lynch analyst
Robert Curran. “but with the dollar
remaining so strong. Fuji vs ill continue
to be xery competitive."

WINNERS
These companies have =ed
‘heir industry every 1!3l.

Meanwhile. Freeport-.\lc.\‘loRan Boeing
Copper & Gold had the misfortune __ __l"'_"iT"."~'.
of partnering \'~lll‘l Ere-X. the Cana- Lp, Morgan
dian mining outfit that falsely told the C _~rrrI':r.'rr::1: ‘xiii-.-.-I--.v
world it had found the planet's largest

gold deposit in an Indonesian jungle.
Freeport actually blew the whistle on Klmbe” ‘clam
Bre-X alter IlS tests proved the rind F____”__,ZM,m_l_‘
was bogus. but that couldn'tstop the ._. . _' ~ .
.\'ew Orleans—based company from

slipping from .\'o. 1 to .\’o. I) in mining and crtide oil.
Then there‘: Columbia.HC.-\. in a class by itself.

The Nashxille-based health-care concern has won the
igniiminious hi-nor of being the only ciimpuny in the
history ufthe .\liist Admired \ul'\¢_\ to go from "Cll‘l:_'

‘Northwestern MutualI 1'.-r-l-:ir-.rr1t\'

F|NANc|A|_ soc1A[_ USE or .\‘o. l in its izatcgory to occiipying ltist place. .\'o. ll).
SOUNDNESS RESPONSlBlLlTY CORPORATE ASSETS in just one .\'=-'H- L05‘ .V'=-’” “'13 f°\*115gj°“ l“dlL"~';‘°“‘g

. .. . against executives on charges ot . e icare fr;-.ut' . an
c‘....mr... l-lC.-\‘.s- n'n.s'edi\'ed .~.:.~.. the

llitrtisort 9.36 Herman Miller 3.32 Coca-Cola 8.79 plungc U1‘ ;m_y ._~i,mpan_\-_
959 co¢;a.cm 5.19 rm: 3,54 There's tilwtiys hope. of course. men for 'r.-i~_.- losers

Em Symms 935 5uj.:F‘*'——'—E°T5‘ “mm” “am”, 8.45 like Columbia HCA. The tools used by next st;-.rs .-.l<cContinental or Yellow to rebuild their corporate rep-
'ul.Jll0nS are hardly niysterious. The} improved exti-
cienq. rexitalizcd customer relationships. and m.-dc‘:2.63

3 M he-rrcr use uI.C'tlDll1|l..3\l'lLl \\ hen ll1c_\ -.!itl. the :2‘. .il c\—
. ecutises. analxsts. and other experts “ho ~.i.~i.- :-.ir

“1 these industn rankings couldn't help but .-iotic;._.._:__{:_.:.:—_—
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MONEY, MONEY, MONEY
Clines in .-lsia and consolidation car home (es!-
ei! nearly even" planer in finance. Fe.-w made
dramatic change: in rank. Big exception:
.-lniEt' jumped to No. I in CUILSLIIYIET nadir.

MONEY CENTER BANKS‘

1957 ’.-‘:96 COMPIIN SCORE....________._.____._.—_.
1 ‘. LP. Morgan 3.16

2 2 Cilicorp 7.55

3 5 Chase Manhattan 7.22
4 9 Bankars trust New York 6.62

5 3 first Chicago nan 6.61

6 - Bank at New York 6.60

7 - Republic New York 6.40

195'! '.E-':-2- COHPIIIY SCORE
1 2 Goldoiiwostfinancial 7.04

T’: Charter0neF'inarlcia| 5.59

3 ‘. "Washington Mutual 6.55.____....._____________
4 5 H.F.Ahmanson 6.05

5 3 SlandardFoderalBanoorp.4
6 - Dimefiancorp 5.36

7 ‘ GlandaleFederalBank5 5.21

8 - Calilorniafailorallianli - 4.99
9 - Greennointfinancial 4.91

10‘-‘-5 Grealwastern Financial‘ 4.34.___. .._._.___:<:_._ 
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1597 ‘.996 tolllllfl ECCRE

1 '. Merrill Lynch 8.13

2 2 Morgan Stanley Group‘ 7.59

3 3 Charlesschviab 7.07

4 5 A.G.Eilviards 6.48

5 - Alex. Brown’ 6.38
6 - Franklin Resources 6.36

7 -1 Baarstaarns 6.34

8 5 Salomon 5.71

9 a Lehman Brothersllolrlings 568

10 2' Paiiialllelibercrouo 5.09

1991 EEGS COMPANY E".C.°£

. 1 2 Northwestern MutualLila|ns. 7.49

2 3 Principal Financialcroup 6.77

3 2 Ne-;—YOTKLliB—ln—S;ll3flC0 6.62
4 .1 TIM 6.46

5 - MassachusettsMutualtilelns. 6.45

6 5 Metropolitan Lilelnsuranco 6.16

7 - lohnllancocklflutualLiiolns. .6—.1—tJ—
a 5 Cizna 6.00

9 3 Aotna 5.61
10 .3 Prudantialln:urancoQ 

4.91

Ell il

The floor of the
New York Stock
Exchange rocked.
with markets more
volatile than ever.

  INSURANCE: PROP., cAst'iAi:nr
1991 ‘.595 COMPANY .2 ‘E
 
 

1 L‘ Berkshire Hathaway 7 7'3

TTEAA 7:7
3 2 American |nl“Ii.llaIl—;Ila| Groun —f—:—-J
4 3 General Re ‘Tia
5 5 State Farm Insurance ‘- J}

6 5 Allstato 67:9

7 7 Travelers Group ~—- _—__—:3.—.‘—
8 5 llartlord Fin. Services Group’l
9 7~- tlatlnnwidelnsurance Enterprise 5.37____g____

to ‘.0 LibertyMutuallnsurancacrouo _
11 3 [news __

SUPERREGIONAL BANKS‘

u:Iu- ua-u OIU1

 

 

1391 ‘.956 cuimln 1.3:

1 - tlorvrest 7.52

2 7 First union 7 19

V 3 3 lianlttmerica 7.:

4 : Nationsaank 7 as

5 5 Eanc One — - 7 07
6 - Bankfloston 5 55

Financial Group 5.5.!
3 - walls Fargo I-E
9 - PNC Bank M ""5 2:_.___.__ ____

10 - Ileycorp 6 21

CONSUMER CREDIT’-5

1991 133-3 COMPANY .'32’E
1 —; American Express

2 - mill

'3 - First USA-3 sea

4 - - Capital One Financial 5 26

5 4 llousohold lntiirnational
-6 .‘ Dean Witter Discover‘-3 5 2‘.

7 - Beneficial _ 54-
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ON THE MOVE
Thunlu In a 32": z'r:cre'u.\'u in prnfir.r fbr .’/tr.’
vuur. C:rmnrin.r Err.-girte srcnms to ,\'o. 3 in
rndusrrml equipment. while CUllfilldlllrlll and
léllow rncwe up in their r_:mupx'.

AEROSPACE

X991 ‘.995 COMPANY SCORE.__.______.__._.._____

 

 

 

1 '. Boeing 1.53

_z——3 ‘ArIie&’sa?nar ""73
3 2 Lockheed Martin 7 29

_4 L United Technologies ‘ '32
--5-“; mle}__t'ron _ W 5.31

6 ‘ G_en?r'al Dynamics 5.60

?. P Sundslrand 5 33

T a ' B.F.Goodrich— 5.35
9 ‘.-:1 Northrop Grumman - 5.32‘

La McDonnelIDou:las'- -3.04

1951 ‘.313-3 CDMPINY SCME
1 '. Seutltwestlirlines 7.14

2 2 ml! 7.07

3. -7; —-Continental Airlines 6.41

4 3 ueL __——" ‘<56
5 .' Nertnwestlirlines 6.11

6” ' '_-Alaska Air Group 5 86

7 e DellaAirLines —_ 5.54
B a US AirwaysGrnup 5.21

T 3 Amaricawestlloldinzs 4.64

'13";':'ii4A ’___ 3.54

MAIL. PKG. s. FREIGHT nratrvranv
1951 ".296 covmrrv SCORE

1 '. United Parcelservice 300

‘2";""'r?d£é'ai'éx.;mss 7.33
3 J Airborne Freight D33
4 I Airfixuresslntornauonal 5.37

5 5 Finsron _ 5.55
i

 __
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1991 ‘:35 CDMPIKY --

1 '. Nerlollt Soutnern. ‘ 3:

2 4 Burlrngton llortnern Santa Fe 5
3 3 csx “_"‘ ' -. .
4 _‘ Union Pacific - _ — -
5 5 Conrail‘ ‘

 

 
 

 

  

  
  

SHOP TILL YOU DROP
-1 ' catupmar —. -———L6—5- Swnmhf _\‘r/cs. lhmu-rlt at 1/2.: .u.n---. ~.: t‘-x
i group. rnorcd inro tmparul .n.'.i :‘N'm.'r*!:\

3_ _7 _c“_"‘“‘i“‘ E“li“' 552 rook .\'o. I. heading off Li: C!ur.‘*;u‘v:r' '6"
4 -1 lngersell-Rand 6.43 can! march lrmurrl I/IL‘ In/v.
5 5 Dover 6.34

6 3 Parker llanmlrn 6.28

T 6 Black & Decker 6.20

it 9 Case 6.01

9 ‘.3 Dresser Industries -63;
I0 3 Arneriean Standard 5.93 3 5
-4-“. 4 - Jones Apparel Group

 5 - Reeboitlnternallonal
1991 299:; column scan: 6 A Trrssell '-: .-;

1 : Ryder System 5.53 7 5 Kellwaod -5‘ .53
2 5 cur Transportation‘ 5.20 8 5 Warnaco Group : 37
3 5 mt“. 5_o3 9 7 Fruiloli-the Loom E
4 2 Roadway Express 5.55
5 5 LB. Hunt Transport Services 5.39

6 7 Caliber System’ 5.37 l991'.~?95 COMPINY . _
7 3 Usfreighlvrays “-53: 1 1 Cardinal Health ‘ 55
3 - Consolidated Freigntways 5 on 2 - Ingram Micro—_— ‘ :3
9 - 9—;Ensas Best «.61 3 2 Sysce

to :0 Arnerce m -1.30 4 -\ ldcllessan —
_ 5 Arrow Electronics

6
1991 i995 comm icons 7 7 Barren Brunsvnr __

1 - loyola Motor Sales U.S.A. 7.56 B 3 Sunervalu
‘T-:."—6;m|pr.3gn1 )|,|_ 7.2.1 _?—3-.ilt—o_n—0flice. 5.32

3 -. Chrysler 7.13 10 3 Fleming
4 2 American Honda Motor 6.98
5 4 roreuotor . 5.35 
6 3 lonnson Controls 5.72 1591 CDIIPINV " '
7 5 TRW 6.53 1 llennan Miller

—a - -3 lonnoco 5.29 2 2 Leggertsr Platt - --
 —j:E 3 3 Holllndustries

1D___9 lfllnduslriex 6.07 4 5 Furniturn_8r_a_n_rlsInternational -E .=‘
‘..: .. ‘.997 ‘:1-N.=r:‘a.-gee"-'*' ‘:'s~:_:‘ 7

  ,. ‘-uf‘; . Scorer 1-: fix .   ..-e :. :3»:-



     
  
  
  
   

At Prudential,

Less Volatility Has  
Also Meant Impressive

If you're concerned about market volatility, Pr
smart choice. The fund offers a value approach to equity investing,

Performance
udential Equity Income Fund may be a

can provide above average earnings and high dividend income.

Prudential

Equity Income
Fund 

Fast Fund Facts

Goal: Currant
income and capital
appreciation.

lrrvnstrnait Sfihr '._‘ _.‘
Seelu undervalued. . .’
stocks with potential ‘‘
For above average ‘
investment income

ti.

Availability: . ‘
This fund is available"
through Prudential .
Securities Finoncialf .3
Advisors and
Securities agammifg

 

75! Pwdrimal Eauiw lntame Fund (Class A) has a tlandaid dr-«anon al14.ll an
euuiiv Iuiia it it -ll [am of 2.132 hindsl and i3.lll [our oi I 272 luiidsl la: the 1-year and 5-year
..'I0l\-'Eilli1Ir!) measure of volatility lhldl. for a mutual hind. dnpi
‘sat a ‘ugh nundard devici-on. eh range oi aerloiniante has been v
"i: Funu mav mien in icieiqn iB('lII1lie1. -hirh air iuhiau in the n
zondi‘ ninth are subien Ia gtermir uodit and marlin: mks. Investing in laruign torunnas at
"'-Jdcmial Serunlm lneoiuoiaied. 399 Water Street. New York NY. and Fruit: Securities Corporation.

--n-“av.-. V. - ~ -

Aggressive Results From An
Equity Income Fund. You don't
always have to sacrifice performance
when you're looking to reduce volatility.
Prudential Equity Income Fund has
delivered outstanding results over the

short and long term. with an investment
style that seeks income to help cushion
against volatility.

Make Prudential Equity
Income Your IRA Choice.

Why not get an earlyjump on your
retirement investing this year? The
Prudential 20-minute IRA Checkup may

be the best place to start. with the help
of a Prudential Securities Financial Advisor
and our Roth IRA .4nalyze'r.“ you'll see

right away where you stand with your
current IRA portfolio and whether the
new Roth IRA may be right for you.

Find Out More! For more complete
information about Prudential Equity Income

Fund. including charges and expenses. call
and ask for a free prospectus. Please read it
carefully and talk with your advisor about
the fund's possible place in your portfolio
before you invest or send money.

it l2.35 lar Ilia 3-year and S-rear aciindx ended IZi'.lI.‘77 iaipociii-cry. his standard deviation la: the
yeiiodsiinded l2f.ll/97 maeninh. (Sauna: Momiiigstar Prinuaia) Standard devianun is an iiimiuia

at nm. Although pan aariannanra it no indication al lirniie mum. when a iund

cry wide, inialyinq greater valalllily potential. Slandaid deviation it only one at iaraial medium at a land’; ralatilm.
ilu al mrniiizy llunuaiiuii and Ill! import al social ooliiiral and eroisomii dianu

high yield ioniimn may mutt in giranir than ann voluiiliry. Shara
213 Waihirigian Simir Iteuartt NJ. both rubudianin of The Pmdnnnul Iiuutantefi

as how widely tho iuiuini vaiiarl am a uinain pencil

 
  

  
 

Prudential Equity Income Fund

Avenigelrinuriflbtul letanis
uuuqnhacpifaaimim

.—_ —"-r$=.'a:;‘-.._.L Shea»-
“ lnoopthn

Past performance is no guarantee of
future results. Performance and rankings
for other classes at shares vary due to
differences in sales charges and expenses.
Share price and return will fluctuate so

that you will have a iain or loss when yousell shares. Class A s are return as shown
above includes a 5% front-end sales load.
Prior to B/‘I/94, sales load was 5.25%
which would have reduced the
performance quoted.

Call today!

1-800-THE-ROCK
extension 4730 www.prudential.corn

@ Prudential
Investments

seeking stocks that
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4TH STORY of Level 1 printed in FULL format.

Copyright 1998 Associated Press
AP worldstream

May 21. 1998: Thursday 13:43 Eastern Time

SECTION: Washington - general news

LENGTH: 830 words

HEADLINE: INTEL-TO-SEEK-NEW'sked Intel to seek new markets, NEW STRAITS
TIMES~MANAGEM

BODY:

xfdws INTEL-TD-SEEK-NEW

Emerging Markets Datafile

May 21, 1999

NEW STRAITS TIMES-MmNAGEMENT TIMES

MALAYSIA
»._.c

ENGLISH

Intel to seek new markets, NEW STRAITS TIMES-MANAGEMENT TIMES

Eerina Manecksha

worldsources, Inc.

201 PENNSYLVANIA AVENUE, S.E., 2nd Floor

WASHINGTON, b.C. 20003

Tel: 202-547-4512
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Fax: 202-546-4194

COPYRIGHT 1998 BY WORLDSOURCES, INC., A JOINT VENTURE OF FDCH, INC. AND WORLD
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the world's largest chip maker, will continue with its strategyINTEL Corp,
f one billion connected comuters.

of heading towards a universe o

rove said towards this end, the company has targeted aIts chairman Andrew G A
markets and trends as core opportunities.series of new products,

Among them are processors aimed at higher powered network servers than Intel
new personal computers (PCs) and mosthad traditionally addressed, chipsets for

imortantly, the on-going technological shift to networking.
the emergence of the no-frills cmuters is part of the

ters which has divided the coputing market into
at the high end, performance

According to Grove,

market trend in desktop compu
various segments such as workstations and servers
Pcs, basic PCs and mobile PCs.

, it is necessary for
We have divided the PC"As a result of the growth of the computing market

"Thisranding of products.
n the performance of the machines.market into three major brands based o

includes Pentium II xeon targeted at the high-end market for servers and
workstations, Pentium II processor for the performance PC and the Celero
processor for the basic PC," he said in his keynote address at the Asia-Pacific
Technology Forum held in Taipei last week.

Intel to depart from our legacy h

Grove's visit to Taiwan was part of his three-leg tour in Asia which includes
China and Japan.

He also outlined a roadmap for chips that Int
e high-powered server and workstation markets.

el hopes would capture a larger

portion of th

networking, the
he added that whatever Intel's success is ins for the foreseeable

However,
amain in microprocessor

company's.primary business will r
future.

's plan for a new processor called xeon and has
d, aimed at the high-end server and

d that Intel will ship auxiliary

Grove unveiled the company

planned a 64-bit chip codenamed Merce
workstation markets end of next year. He adds
chips which integrate graphics and logic.

Grove also revealed plans to deliver Katmai, a microprocessor with a speed of
about 25 per cent faster than the topat least 500 megahertz (MHz), which is

performers in its current line-up, in the first half of next year.

Intel also has plans to incorporate its Pentium II processor into its mobile
computers. It will start with increasing the speed from 233Mflz and 266Mz to
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300M: scheduled for the second half of this year. By the first half of next
year, a mobile model with Pentium II and a system bus of s6MHz will run at a
speed of 333MHz.

For the low-priced PCs, Intel has specifically developed the Celeron series
of processors. The new branding is part of Intel's efforts to sell more
microprocessors to makers of low-priced PCs, a market that the company has made
a late entry into.

The newly-launched low-end Celeron processor, which will be available in
basic PCs by the middle of this year, is targeted at first-time buyers -both
business and home users - who require basic PC functionalities.

The Celeron, which is based on the same Intel P6 micro-architecture as the
Pentium II does not have any cache memory which speeds the flow of data from the
microprocessor to the other parts of the PC.

More powerful versions of Intel's Pentium II chips have varying amounts of
cache memory, depending on their applications.

Pentium II processors will be used in the most advanced machines for
sophisticated multimedia applications while the less powerful Pentiums will be
used in the mid-range PCs.

Although Grove's visit to Taiwan was to meet with information technology (IT)
industry leaders such as Acer's Stan shih, he said Intel has no plans to
manufacture microprocessors in Taiwan nor will it be setting up a research
centre like the one being established in China. Last week, the copany announced
its plan to build a technology research centre and open a US$ 198~million (RM752
million) flash memory assembly and test facility in china.

Grove said the company will provide the latest Pentium II processor-based
development systems to more than 10 Taiwanese software copanies. In addition,
Intel expects its Taiwan purchasing to shoot up over 50 per cent to hit USS 240
million this year. Grove claimed Intel's market share in microprocessors is
currently at a historical high but declined to give figures.
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HEADLINE: Intel's 1997 Contributions Total Over S 96 Million; support Targeted
to Science, Math and Technology Education

DAIELINE: SANTA CLARA, Calif.

BODY:

May 20, 1998--In its 1997 Annual Report of Contributions released today,
Intel Corporation announced that in 1997 it contributed more than 5 96 million
to colleges and universities, K-12 education, and organizations in communities
in which Intel has a major facility worldwide. The report includes giving from
the Intel Foundation. Intel's 1997 contributions mark a 73 percent increase over
1996, featuring a new higher education program and expanding K-12 programs.

“Intel believes in science, math and technology education," said Craig
Barrett, Intel's president and chief operating officer. "we must put the tools
in the hands of our youth, expose them to the best understanding and education
possible, and then challenge the next generation to continue the spirit of
innovation and scientific discovery."

Four major objectives guide Intel's contributions programs:

-- to advance education in mathematics, science and engineering;

-- to promote the entrance of women and underrepresented minorities into science
and engineering careers;

-- to promote public understanding of technology, its impact on contemporary
life and its value in education;

-- to improve the quality of life in comunities where Intel has a major
facility.

Breakdown of Contributions

The largest portion of Intel's 1997 contributions was spent in support of
higher education. At the college and university level, Intel's donation of
almost S 70 million focused on scholarships; research in engineering and
technology fields; equipment donations to advance university teaching and
computing; technician training programs; and programs for woen and minorities.

one new higher education program that Intel announced in 1997 was its
Technology for Education 2000 program. This equipment grant program was designed
to support university research and curriculum development at 26 universities in
the United States through the donation of high-speed multimedia computers,
workstations, servers, and networking hardware and software. In addition to the
traditional areas of engineering and computer science, the grants funded
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projects in a wide range of other fields, including anthropology, astrophysics.
medicine, biotechnology, business, public policy, journalism and the arts.
Contributions to this program in 1997 totaled almost 5 26 million.

At the K-12 education level, Intel focuses on advancing math, science and
technology education. To achieve this goal, Intel supplies computer and
networking equipment to schools; trains teachers in the effective use of
technology in the classroom; supports school-to-work programs in the comunities
surrounding Intel's major facilities; and provides monetary matching support to
encourage employee volunteerism. In 1997, Intel donated more than S 23 million
in support of K-12 programs.

Intel supports several unique K-12 education programs, and in 1997, Intel
was named the title sponsor of the International Science and Engineering Fair
(ISSF). This annual event, now in its 49th year, is the largest science and
engineering competition for high school students in the world. More than one
million high school students comete in more than 400 local Intel
ISEF-affiliated science fairs in the hopes of being among the nearly 1,200
students who advance to the annual international cometition. The top two
students and top team from each local affiliated science fair are invited to the
Intel ISEF, where they comete in one of 15 science categories ranging from
biochemistry to zoology. Over 5 2 million in grants and scholarships are awarded
at the Intel ISEF.

In October, Intel unveiled the third edition of its free classroom kit, "The
Journey Inside: The Comuter," which was developed for math, science and
technology teachers to use with their students in grades five through nine. The
kit is designed to de-mystify computers and teach the science behind coputer
and microprocessor technology. It includes a teacher's guide, teacher's
introduction video, classroom video, classroom poster and hands-on chip kit,
including a silicon wafer. The kit can be ordered by calling 800/346-3029 or by
visiting Intel's web site at www.intel.comlintel/educate/teacher/journey.

In 1997, Intel's contributions to non-education community organizations
totaled almost 5 3 million. In addition, Intel employees volunteered time
through “Intel Involved“ to help local schools and nonprofit organizations. For
example, in 1997, Intel Involved volunteers spent the equivalent of 13,756 days
in the United States, more than 185 days in Israel and more than 412 days in
Ireland working in their comunities.

For More Information

specific breakdowns of Intel's 1997 contributions are available on its Web
site at www.intel.com/intel/community/contributions. Hard copies of the 1997
Annual Report of Contributions are available by calling 503/696-B237.

Intel, the world's largest chip maker, is also a leading manufacturer of
computer, networking and communications products. Additional information about
Intel is available at www.intel.com/pressroom. -0-

NOTE To EDITORS: Third party marks and brands are property of their
respective holders.
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 :.. .. . X Intel Corporation:
 Branding

an ingredient‘

Introduction On March 1. 1991, U.S. District Judge William Ingram ruled that the “386” designa-
tion used by Intel for its microprocessor family was a generic description and there-
fore did not represent a trademarkable name. Intel had been confident that the judge
would rule in its favor, and the unexpected court decision effectively invalidated
Intel's current branding strategy.

Within the last year, buyers of IBM-compatible personal computers had been
confronted with a bewildering array of microprocessor options. A microprocessor is
the central processing unit (CPU) of a computer. As the “brain“ of the computer. the
microprocessor. or CPU, executes all computer—program instructions? Prior to 1990.
consumers‘ choices were relatively simple: a low cost “286” computer that used Intel's
older 80286 microprocessor or a more state-of-the-art “386" computer based on
lntel‘s newer 80386 microprocessor. By 1991, however, consumers had a choice of
personal computers based on one of three generations of microprocessor technol-
ogy-286. 386. and 486—all available in a variety of clock speeds and bus widths}
made by Intel and a number of “clone“ competitors. The variety of alternatives was
creating significant confusion. and Intel had found it difficult to differentiate its prod-
ucts in the minds of the consumer. The March 1991 court ruling ensured the confusion
would continue unless Intel revised its branding and communication strategy.

There was a real sense of urgency throughout the company to establish a trade-
markable brand identity that would distinguish Intel products from the competition.
This need was particularly acute since lntel expected to announce its next generation
microprocessor. code-named “P5? in the fall of 1992. In light of the court's ruling.
naming the product “$86.” as many people expected. would be a risky choice. C_vrix‘s
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is logo form as the basis for the new microprocessor logo_ 1,,
order to keep continuity with "The Computer Inside" tag line being used elsewhere in
the world. Carter changed the phrase to “Intel Inside“ which clearly conveyed to the
consumer that it was an Intel microprocessor in the computer. For a number of execu_
tional and trademark reasons. the Japanese logo form was modified. The new lOg()‘a
swirl with Intel Inside——placed the company and its name directly in front of the com
SUITICF.

office, suggested using th

Essential to executing its new branding strategy and establishing awareness of its Intel
Inside® logo was getting the support of the OEMs who used Intel microprocessors in
manufacturing their products. The most important group of OEMs were the personal
computer manufacturers who purchased the vast majority of Intel’s microprocessors.Intel's first priority was to get these manufacturers to include the Intel Inside logo in
their print ads. In addition to this “push" strategy, the team planned Intel-sponsored
advertising and promotions to build equity in the logo and create a “pull” preference
among consumers for Intel products. For this pull strategy to work, however, it was
also important to make it possible for consumers to easily recognize that a computer
had an Intel microprocessor at the point of purchase.

ENLISTING SUPPORT OF OEMs
To enlist the support of OEMs for its Intel Inside program, Intel developed a cooper.
ative advertising program available to all computer manufacturers who used Intel mi-
croprocessors. Intel offered computer manufacturers rebates to include the Intel In-
side logo in the print ads for their products. Negotiating with a broad range of OEMsEMS to the idea. The
in June 1991, Intel found much positive reaction among 0
smaller, third-tier manufacturers in particular loved the idea. They had no brand
name of their own and promoted their products primarily on thewas their main medium of communications, so any advertising subsidy was considered
very beneficial. In addition, adding the Intel Inside logo to their machines gave an as-
surance of quality to their product, and they proved eager to sign on.The first and second tier OEMs were more skeptical. Many of these OEMs were
afraid that the Intel campaign would dilute their own brand equity, weakening their
points of differentiation from one another. According to Kevin Bohren, a Compaqvice-president, Intel’s campaign “was leveling the playing field," thereby making' its PCs from clones harder.” It was this group, how-

cess of their strategy.

“INTEL |NS|DE" PROGRAM

Intel officially announced the launch of its Intel Inside prcally, the company announced its intention to spend approximately $125 mil-18 months on a combination of print. billboard, and spot televi-.2 million represented direct expenditures by Intel.”
te in a cooperative ad-

Specifi
lion during the next
sion advertising. Of this total, $15d that 240 customers had agreed to participa
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Intel as "the world‘s leader in microprocessor design and development" and reassured
the reader that “with Intel Inside. you know you‘ve got unquestioned C0l'l'lpaIIbllltv
and unparalleled quality. Or simply put. the very best computer technology.“ The ma
ran in both computer trade publications and consumer magazines such as Nariallal
Geographic and Time.In November I991. Intel launched its first TV ad. dubbed “Room for the F11.
ture." In this ad. Intel sought to move the market to i486 technology. A key consumer
concern was the protection of their personal technological investment. With the i486
SX processor. consumers would be able to upgrade their computers with another new
Intel product, the OverDrive'3’ processor. due out in the first half of 1992. The ad
stressed investment protection by emphasizing both the affordability of Intel486 sx
technology and the added feature of “built—in upgradability." A secondary role of the ad
was to fix a problem in product perception that they were experiencing in the market.
The i486 SX, a stripped-down version of its i486 DX chip. had become known as the
"brain-dead chip“ because it did not include the math co—processing capabilities people
had come to expect from 486 technology. By promoting the “built-in upgradability“ of
the chip. Intel hoped to overcome consumer’s concerns about the i486 SX chip.

The ad. developed by Intel‘s ad agency. Dahlin Smith White (DSW). used spe.
cial effects designed by Lucas Arts‘ Industrial Light and Magic Co. The ad took view.
ers inside the computer, giving them a whirlwind tour of the inside of a personal com.
puter to show how the Intel486 SX chip streamlined computer upgrading. At the end

_:.: of the ride, a flashing “Vacancy“ sign indicated where the faster chip of the future
- « might go——either a math co—processor or the soon—to—be introduced OverDrive

' ' f processor. Careful not to use any "technospeak," a friendly voiceover said. “Some.
thing's waiting inside the powerful Intel-486 SX computer. We call it . . . room for the'- -. future. Check into it. From Intel. The Computer Inside.” In shooting the ad. however_

i the Intel Inside logo was not included. This oversight was not recognized until late
in the production process, and could only be added on a coffee cup at the beginning of
the spot. The TV spot ran throughout November and December on CNN and ESPN
and on eleven major metropolitan stations during “Star Trek" and “Star Trek: The
Next Generation.‘‘“

In conjunction with the TV ad, Intel also ran a print version of the Intel486 SX
commercial. The two-page ad ran in The Wall Street Journal, Business Week. Fortune,
PC Week, Infoworid, PC Magazine, and Time. The first page repeated the opening
line of the TV ad, “Somethings waiting inside the 486 SX computer.“ The following
page displayed the inside of the computer with a “Vacancy" sign pointing to an open

_ . r slot next to the Intel486 SX microprocessor. The tag line read. “Room for the future." ~' pi Introducing built in upgradability.” The text below the picture promised the readerthat Intel would have “something“ of value that would help protect the purchaser’s in-
vestment. Because the new OverDrive processor was not scheduled for introduction
until May 1992, the ad could not talk directly about the OverDrive processor itself. A
version of this Intel486 SX processor ad was placed on billboards in Los Angeles, San
Francisco. Chicago. Toronto, and seven other metropolitan markets.” Finally. the

,1 company prepared a small booklet describing in detail capabilities of the Intel486 SXmicroprocessor. Two pages of text were devoted to describing each of the followingproduct attributes: upgradability. power. affordability. compatibility. and the experi-
ence of Intel.
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The “Room for the Future” ad was Intel‘s first experiment with television as an
advertising medium. Dennis Carter explained. “We thought it might be an interesting
cost-effective way of reaching a broader audience more effectively—a more impactful
way to augment the print advertising campaigns that we do.”B Consumer research in-
dicated that most viewers of the commercial remembered the Intel name, rather than
the product, the Inte1486 SX chip, being advertised. Intel‘s print ads, on the other
hand, proved much more successful in educating the consumer on specific product at-
tributes associated with the Inte1486 SX processor.

In March 1992, Intel introduced its second television ad. The "Power Source" ad
promoted the Inte1486 processor as a mainstream computing solution, emphasizing its
power and affordability. DSW‘s vice president and group account manager, David
Boede, described the shift as reflecting “a combination of prices dropping for the 486
machines, as well as the complexity of Windows software?“ As if in the cockpit of an
aircraft. the viewer sweeps through the “insides” of a personal computer. Hovering
briefly over the Inte1486 chip itself, the voiceover said: "Want to run your windowing
software fast? Then you need a real power source inside. The affordable 486. Power it
up and run your software at light speed.” At the end of the spot, a picture of the Intel
Inside logo dramatically flashed and swirled on the TV screen, while the voiceover
said: “The computer inside.”

A second version of this ad was introduced in August 1992, highlighting the
upgradability of Inte1486 microprocessors. At the beginning of the ad, the camera
zoomed towards the outside of a personal computer displaying the Intel Inside logo.
The voiceover said: “Want to run all your software fast? Then look for the Intel In-
side symbol on your next computer." The viewer was then taken inside the computer
on a trip similar to the original “Power Source" ad. Inside the computer, the voice-
over continued: “It says you have a real power source inside like the upgradable 486
microprocessor. Power it up and run your software at light speed.“ Like the original
Power Source ad, the spot ended as a picture of the Intel Inside logo flashed and
swirled on the TV screen. whilethe voiceover said: “The computer inside."

In developing these ads. 1ntel‘s marketing group had mixed opinions as to
whether the Intel Inside logo or the company name should finish the commercial.
Those who favored the use of “Intel“ thought the company name was discrete and
distinct from the product being advertised, and hence would be more likely remem-
bered and could be used more effectively in advertising other Intel products in the fu-
ture. Others favored using the Intel Inside logo to both motivate OEMS to join and/or
remain with their co-op print ad program. as well as to enhance consumer familiarity
with the Intel Inside logo. Ultimately. the Intel Inside logo was chosen and. this time.
was featured prominently in the ad. The ad ran on both network and cable television.
including CNN. A&E. and the Discovery Channel.

Complementing the TV campaign was a print campaign launched one week
after the initial airing of the TV ad. The print ad headline read: “The affordable
power source for today's software." The copy. written person-to-person to the com-
puter buyer. described what was unique about an Intel chip: “With an Intel-486 micro-
processor inside. you can take full advantage of today‘s graphical software. In fact.
where other systems get bogged down. like running Windows applications simultane-
ously. the lntel-186 CPL" powers through these kinds of challenging operations easily.
Plus. the Intel-186 CPL‘ will keep generating the power you need beyond toda_\'."“
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Intel Inside Program in 1992

 

 
 

 

 
 

 

 
 
 

 
 

 
  
 
  

 
 

 
 
 

     

 

 

 
In October 1992. Intel began a two-month run of its third Intel Inside TV ad

The “Library" ad promoted the compatibility of Intel-equipped personal computers
with leading software packages. Once again. the ad first focused on the outside Of 3
personal computer with the Intel Inside logo. The voiceover said: “This symbol out
side means you have the standard inside that an entire library of software has been
written to.“ The ad then took the viewer inside the computer through a library of mm

icrosoft and Lotus products. The trip ended with the camera fo_
cused on a microprocessor stamped with the Intel Inside logo. The voiceover contin-
ued: “Check out computers with Intel. To run an entire library of software, look for
this symbol. The Intel microprocessor . . . think of it as a library card." The ad ran on
network and cable stations, including CNN. Programming choices included new
sports, and shows such as “Quantum Leap" and “Star Trek: The Next Generation.“ A
print ad version of this ad was created, too.

ware. including M

By December 1992, over 700 customers were participating in the program, up from
400 in April 1992, primarily consisting of second- and third-tier OEMS.26 According to
Dennis Carter, by July 1992, at least half the computer ads in personal computer mag-
azines included the Intel Inside logo.” Participating OEMs were pleased with the re.
sults of the co-op program, and many claimed that the Intel Inside logo had boosted
‘their advertising effectiveness.

“The Intel Inside program has been a good program for us. It has helped add some
credibility and enhancements to our messages." says Bill Saylor, manager of U.S. ad-
vertising for NCR. The advertising manager with another leading compatible maker
says the logo communicates a quality message . . . “You know our product is a quality
product because it has an Intel chip in it.“28

For the first twelve to eighteen months of the Intel Inside co-op program, the first-tier
OEMs remained reluctant to use the logo. Initially, they would only include the Intel
‘name in the copy of their ads as part of their product description. As the logo became
more familiar to the public from all the exposure it received from advertising by other
OEMS, however, they ultimately adopted the logo into their own advertising. Their
decision was partly influenced by feedback from computer resellers that people were
asking for computers with Intel Inside logo. As Sally Fundakowski, a member of the
marketing task force described the evolution of the OEM co-op program: “It took a
long time to crack the big guys. but we did it.”In late 1992, Intel announced plans to introduce more than 25 versions of the
Intel486'”‘ microprocessor during 1993. Throughout the remainder of 1992 and intothe technological
1993, Intel planned to continue to focus its advertising message on
performance and software compa
highlight the company’s new IntelDX2TM microprocessor. an enhIntel486 DX microprocessor, released in March 1992. The print ads for the IntelDXl
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Naming “P5”

Carter appointed Karen Alter to manage the “P5" naming process. She formed an ad
hoc team whose first concern was choosing a name for this new processor. The team
wanted a name that would stand on its own as well as indicate the generation of the

decision that numbers were not trademarkable and the
h the i386 SL made the choice of "586" a risky one. In a June

1992 interview with an AP reporter, Andy Grove was quoted as saying: “Over my .
dead body will this new product be named 586." This quote was picked up by newg-
papers around the world, thus laying the issue of a numerical name to rest once and

recent experience wit

for all.
With the “586" option eliminated, the team decided to use the naming of the

“P5" as an opportunity to redefine the industry language for microprocessors. Naming
“P5“ offered Intel the opportunity to create a new brand with a clean slate that could
acquire equity of its own over time and make it more difficult for other CPU suppliers
to get a “free ride” front Intel's equity.In specifying criteria for the choice of a name for the “PS,” the team decided
that it was necessary that the name: (1) be difficult for competition to copy, (2) be
trademarkable, (3) indicate a new generation of technology that could effectively
transition from generation to generation, (4) have positive associations and work on 3
global basis, (5) support lntel‘s brand equity, and (6) sound like an ingredient so that
it worked with Intel’s partners’ brand names. In selecting the name, the teams pfi.
mary target audience was the retail consumer. While a key objective was to establish
credibility for the new product with early adopters—industry technology expert_s—.
they knew this group did not really care that much about the actual name of a micro-
PIDCCSSOI per se.

Intel’s sales force surveye

period to get their reaction to the

d a broad range of customers during a two—month
planned naming concept (e.g., to not use a nu-

merical name). Some customers told Intel that changing the industry language by
not using “586" was not possible. They argued that the industry moved too fast,
that the market was already on a level playing field, and that the product was too
complicated to “reeducate" the consumer. Others, particularly the technologically
sophisticated OE.Ms, liked the idea as a way to differentiate Intel technology. A
distinctive name would allow them to distinguish their products from lower-tier
manufacturers in the PC market, as well as from their competition in the worksta-
tion and server markets.

Inside of Intel the managers
move. As Karen Alter explained:

viewed this naming process as a major strategic

Here we are—a company that spends $2 billion a year on capital and R&D. Every 2 to
3 weeks we would get together with the senior executives who wanted to be locked
into a room to talk about this issue. Everyone had come to believe that technology
was moving so fast that communicating to the end-users and getting them to buy the
right technology was critical. It would be a huge competitive advantage for us if we got
it right. Even though it's a little name. we had to get it right the first time because we
wouldn't get a second chance.
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