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INTRODUCTION

By Annabel Lau

“Here are some names you are not likely ever to see in The Forbes 400: Franklin Lim. Gary Kildall. Bill Gates. John Kemeny. Ananda Chakrabarty. Alan Heeger. What do they all have in common? Each is an American inventor, responsible for a breakthrough technology. Each inventor is still alive and is young enough to enjoy the fruits of his labors. All can be said to have done moderately well; a few are even millionaires. Yet, for a variety of reasons, none of them, based on current form, is likely to transcend the $125 million mark in net worth.”

—From the Fall 1983 issue of Forbes

In 1983, Forbes predicted that Bill Gates would never become a billionaire. We humbly eat crow for that bold bet—$78.5 billion of it, by Gates’ latest net worth. Despite that failed prediction, we would have been remiss if we didn’t track one of the most prolific businessmen and visionaries history has seen.

In this book, we chronicle Gates’ career from Microsoft’s early days to his wild successes as the world’s wealthiest person. The Harvard dropout cofounded Microsoft in 1975 with Paul Allen, his buddy from private school; by 1991, Microsoft was the largest supplier of PC operating systems and application software, boasting a market value of $12 billion. As of this writing, Microsoft has a market cap of $351.6 billion.

Gates attributes his success to chaos, saying, “Some butterfly did the right thing for me,” but it’s clear from following his career that there’s much more to it than that. Gates is calculating, unwavering and canny. In addition to his excellent programming and leadership skills, Gates prides himself on his ability to detect patterns amidst the chaos—he has an uncanny knack for peering into the technological future. Gates predicted in 1998 that within the next five to 10 years, computers would be able to interact with its users: “You can talk to it. It can talk to you. … When you want to navigate the Web, you won’t give it URLs—you’ll just give it a sentence: I want to see the latest movies, the newest restaurants.”

But Gates didn’t stop after building his Microsoft empire; he has since directed his keen business acumen and problem-solving prowess to a new mission: eradicating malaria, measles, AIDS, hepatitis B and an array of other communicable diseases. Since 2000, Bill and his wife Melinda have given back much of their wealth through the Bill & Melinda Gates Foundation by funding efforts to combat disease throughout much of the developing world. It’s a large reason why Gates says he doesn’t want to leave too much of his money to his children: “I don’t think it would be good for them. You’d like to have a situation where they really feel like they really need to get out and work and contribute to society.”

According to The Chronicle of Philanthropy, Gates donated at least $1.5 billion through his foundation last year, earning him the title of 2014’s most generous American donor. But the Gateses don’t just dole out dollars. True to the Microsoft visionary’s nature, the foundation seeks to find innovative ways to solve the world’s problems—like creating its own malaria vaccines instead of simply buying them.

From PCs to vaccines, Forbes has followed Gates’ long, incredible career from the beginning, and the world’s richest problem solver doesn’t seem to be slowing down anytime soon. It’s a lesson many have learned over the years: Doubt Bill Gates at your own risk.




WINDOWS ON THE WORLD

By David Churbuck

December 1989

PAUL GRAYSON, the chief executive of Micrografx Inc., stood outside a Las Vegas conference room last month dishing out his reactions to the computer trade press about IBM and Microsoft’s just-concluded press conference. For a 39-year-old founder of a profitable $22 million (estimated 1989 sales) software developer, Grayson looked a little worried.

The reason for his concern and the press’ interest was the enigmatic declaration by IBM and Microsoft that they would shift their focus from a program called Windows to a new version, Presentation Manager. This shift is of more than passing significance to computer buyers, who use Windows to communicate with their machines. But it is of life-and-death consequence to many other vendors of software, like Micrografx. A product designed to patch into Windows simply won’t work on Presentation Manager, at least without some major adjustments.

Doing business in an industry dominated by the Redmond, Wash. software giant Microsoft is a great way to grow an ulcer. Microsoft—sometimes in consultation with IBM, often by itself—sets the rules in the software industry with its control of operating systems. If its rules favor your software firm, you get rich. If they don’t, you could be put out of business.

Paul Grayson and his brother George, 34, president, hitched their fortunes to Windows five years ago. They had a version of their Designer drawing package ready to hook into Windows even before Microsoft started selling Windows. Indeed, the cocky Texans upstaged Microsoft in 1985 by selling a crude test version of Windows while the world impatiently awaited the official one. Microsoft didn’t get its Windows out for another four months.

The bad blood between the Graysons and William Gates III, founder of Microsoft, seems to go back to Micrografx’s early days. Now the Richardson, Tex.-based firm has grown to 205 employees, and the feuding with Gates’ firm has escalated. The Graysons are saying that Microsoft, after inspecting a Micrografx product under a promise of confidentiality, unfairly copied innovations in it.

“It makes it very difficult to know if you can trust the things Microsoft says,” says George Grayson. Adds brother Paul: “He [Bill Gates] is the king and the pope. If he wants to change something, he does. He knows everything everyone is doing in this business.”

A Microsoft spokesman denies the accusation. George Grayson says that his company is negotiating a licensing agreement with Microsoft to smooth over ruffled feathers. But those negotiations have been drawn out and painful. “It’s like pulling teeth,” Grayson adds.

It’s a love-hate conflict inherent in software development. Developers of operating systems, like Microsoft, must work closely with developers of application programs, like Micrografx, so that the two programs are compatible. Either piece, in isolation, is worthless. No one will buy a new operating system unless there are practical applications that go with it. Nor will anyone buy an application if it uses an obsolete or unwanted operating system.

But this is not a marriage of equals. Microsoft, having grown fat on operating systems, is moving into application territory. It sells, for example, a popular word processing program, and is challenging Lotus Development in the spreadsheet market. Fifty times the size of Micrografx, Microsoft could squash the smaller firm by competing with it. But does it really want to? Micrografx and other applications developers are Microsoft’s best salesmen. The graphics artist who pays $695 to get Designer, in order to create labels and brochures on a PC, first forks over $99 to $195 to get Windows.

Software for PCs has gotten rather complicated—all because the industry wants so badly to make computers look simple and easy to use. The most fundamental piece of software is the operating system. It controls the input and output of the machine and supervises the use of the hardware components. Microsoft’s DOS (disk operating system) has a near monopoly on operating systems for IBM-type personal computers. This is why Bill Gates is a billionaire.

If the operating system is the socket in the wall, the application is the appliance that plugs into it. Windows is an enhancement on the old DOS. Think of it as the adapter that plugs into the wall and recharges a cordless appliance. Now your application plugs into Windows rather than DOS.

Gates isn’t content to rest there. He aims to make his next billion by selling a new operating system, OS/2, with a new adapter, Presentation Manager. IBM is firmly behind him. The new, more powerful system demands a computer with the 80386 electronic brain, at least 4 megabytes of memory and 40 megabytes of hard disk storage. IBM wants to sell this next generation of hardware. But OS/2, announced in 1987, has been something of a flop. There aren’t many applications that plug into it.

Windows isn’t dead yet, and Micrografx can count on at least another two years of solid revenues before users begin to switch in any significant numbers to Presentation Manager. Microsoft still has one more version of Windows in the pipeline, even as it focuses on Presentation Manager.

The Graysons are ready with another defensive move: They have converted Designer and their other products from Windows compatibility to Presentation Manager compatibility. That might have been a tedious and expensive task, but Micrografx’s programmers came up with an ingenious translation tool that does most of the work automatically. The Graysons gloat that their firm produced the translator after Microsoft told them it was technically too difficult to do so. Triumphant, the Graysons returned to Microsoft with a copy of the translator in hand. They lent the software to Microsoft so Microsoft could translate its own Windows applications over to Presentation Manager, but, they claim, Microsoft proceeded to borrow some parts of the program in an effort to develop a rival translator.

Bill Gates isn’t about to let the Graysons intimidate him. But neither can he afford a pitched battle with these rivals. The PC industry has to cooperate long enough to sell its next generation of products.




CAN ANYONE STOP BILL GATES?

By Kathleen K. Wiegner and Julie Pitta

April 1991

QUIZ: WHO IS the largest supplier of operating systems for personal computers? That’s an easy one. Anybody in the computer business, and a lot of people who just use computers, know that the ubiquitous MS-DOS puts Microsoft way out in front.

OK, harder question: Who is the largest supplier of application software for personal computers? Some people might think of a developer of a word processor or a database program. A lot would guess Lotus Development Corp., which sells spreadsheets. All these answers are wrong. The largest vendor of application software is Microsoft. Headed by the intensely competitive William H. Gates, 35, Microsoft shows many signs of developing a near monopoly in the software business. So much so that the Federal Trade Commission has been moved to investigate. In the past several years Gates has leveraged his control over one vital part of the desktop computer business, the operating system for IBM-compatible machines, into a commanding presence in a related field, application software. While Microsoft is the leading developer of software for Apple computers, it is not yet a leader in any of the three big IBM PC applications: word processors, spreadsheets and databases. But no one doubts that it is only a matter of time before it gets there.

“Bill wants to have as much of the software industry as he can swallow,” says Gordon Eubanks, chief executive of Symantec, which makes database software. “And he’s got a very big appetite.” Adds Jim P. Manzi, chairman of Lotus: “‘You name the place and we’ll be there’ might be their motto.”

Every reader of the business press knows that Bill Gates has built a tremendous success. Founded only in 1975, Redmond, Wash.-based Microsoft will probably do $1.6 billion in revenues in the fiscal year ending June 30. It is the IBM of the software business, with a market valuation of about $12 billion. An investor who, at the 1986 initial offering, bought 100 shares of Microsoft for $2,100 would today have shares worth $40,000.

Microsoft is comfortably larger than the largest maker of software for mainframe computers, Computer Associates, and almost twice as large as Lotus, the next largest competitor in PC software. This year Microsoft will ship more than 10 million packages of diskettes encoded with its software. It will introduce a new product model—either an upgrade or first-time product—on average once every month. Multinational Microsoft has offices in 25 countries.

Profits? Commensurate with its success. With a 24% aftertax profit margin, debt-free Microsoft has accumulated $540 million in cash. Bolstered with this financial strength, Microsoft has gone gunning for its competitors. Take networking software. This year Microsoft will invest $40 million to $60 million in it, threatening Novell Inc., currently the leader in this business. Lotus, too, is in Bill Gates’ gunsights. Microsoft’s spreadsheet, Excel, is gaining on Lotus’ 1-2-3. In word processing software, Microsoft’s Word for Windows is within reach of market leader WordPerfect.

How did Gates get to be so powerful? The acronym tells the story. MS-DOS stands for “Microsoft disk operating system.” This system guides the inner workings of all but a tiny percentage of the 40 million IBM PCs and IBM-compatible personal computers in existence today. The only widely sold PCs outside Microsoft’s sphere of influence are made by Apple Computer, about 10% of the market. Apple, unlike IBM, chose to write its own operating system.

MS-DOS is standard for any PC; the manufacturer usually throws it in free and pays Microsoft a royalty. Those royalties provide a large but undisclosed stream of cash into Microsoft’s coffers. MS-DOS, however, is just a starting point for Bill Gates. Microsoft is also doing a lucrative business selling, for the most part directly to users, a DOS enhancement called Windows. Windows is highly profitable. Like car manufacturers who make a lot of their profits selling air conditioners and radios, Microsoft does well with this option, which is much in demand because it makes computers friendlier. A spruced-up version introduced last year became an overnight bestseller.

What does this mean to the company trying to sell an application program, such as Lotus with its spreadsheet?

At a minimum, the application must be able to communicate with DOS, or it is useless to the owners of IBM-style PCs. And if the software maker wants his product to sell well these days, he must make sure the program works smoothly with Windows. This creates problems for Lotus Development, which has yet to release a Windows version of its 1-2-3 spreadsheet.

Windows compatibility is so crucial that Lotus recently paid $65 million for the little-known Samna Corp., simply because Samna’s word processing program runs with Windows. Bill Gates, of course, did not have to pay a premium for Windows compatibility in a word processor.

Yet if Bill Gates is seeking deliberately to monopolize the software market, he gives every appearance of being fair. Software developers, including Lotus, Ashton-Tate and a dozen others, are invited frequently to Redmond for meetings with Microsoft’s operating systems experts. There, the outsiders are tipped off to coming changes in the operating systems so they can adapt their products in time. Gates has even assigned an executive to the post of ombudsman for the outsiders. Still, software makers are fearful that Microsoft could abuse its power. David Reed, chief scientist at Lotus, says that his application programmers are reluctant to trade notes with Microsoft’s operating system experts. “We don’t share product plans with them. Why risk it?” Reed says.

A century ago John D. Rockefeller gained control of the refinery business and oil pipelines, then leveraged that market power into control of oil production. So, in a way, is DOS a pipeline, and Microsoft owns it.

The products that Gates is selling downstream from his pipeline are exquisitely sensitive to changes in the operating system upstream. The slightest mismatch means that a printer won’t print or a file can’t be opened.

Then, too, users have sunk costs that act as a barrier to entry for new software. Any firm that wanted to produce a new operating system would have a tough sell: It would mean every user would have to throw out his application software and buy new versions. It would also mean a lot of retraining.

Microsoft has other built-in advantages. A personal computer operating system today is as complex as the operating system for IBM’s old 360 mainframe. Little companies cannot compete in operating systems. Nor will they be, as Gates is, a sought-after partner in new alliances with hardware makers. He reportedly has done a deal to create a custom operating system for a powerful new computer being designed by Compaq with microchips supplied by MIPS.

Finally, Bill Gates has the laws of economics stacked in his favor. He is selling items that have next to no marginal unit costs of production. The first copy of a program might cost $20 million; subsequent copies, $20 for the diskettes and manual. Should he have to in order to meet competition, Gates could give away $1 billion worth of word processing software and scarcely dip into his bank account. If Rockefeller wanted to knock out the competition by underselling them, he had, at least temporarily, to pay for the privilege.

To be sure, Gates does not like to compete on price. But the power is there, and he doesn’t hesitate to meet competition. Thus, upstarts can’t easily break into the business by discounting. Microsoft sells Excel for $495, the same price as Borland International’s Quattro Pro spreadsheet. When Borland started offering a special ($99 if you could show you used to use a competing product), Gates was quick to match it. Gates is also selling his $495 word processor for $129 to customers who can show they now use another brand.

Put all these advantages of technology and pipeline control and economics in the hands of another entrepreneur, and you still might not get the results Gates has achieved. Make no mistake: Gates is no softy as a businessman. And no piece of business is too small to escape his competitive instincts. T/Maker, an $8 million company selling word processing packages for the Apple Macintosh, put out a souped-up version at a discounted $175 in late 1986. Not wanting to lose even a little bit of business, Gates, who then had six times the market share in Macintosh word processors, made a competitive counteroffer.

Consider what happened to GO Corp., a little company designing software to recognize handwriting. A week before GO’s January announcement of its innovative program, Microsoft told the press it too had “pen” software in the works. A few weeks later it announced that 21 computer makers were “considering” building computers around what Microsoft is calling Pen Windows. Why this assault on such a tiny competitor? “They [Microsoft executives] are worried about GO’s software because it’s good,” says Stewart Alsop, editor and publisher of P.C. Letter.

Adobe Systems, which makes desktop publishing software, has also stirred Gates’ competitive juices. Gates wanted to incorporate Adobe’s typefaces in his Windows program and proposed doing that with no royalty to Adobe. Adobe refused. Gates retaliated by working with Apple to produce not just the typefaces but a full-dress publishing system that has the potential to cut deeply into Adobe’s business.

When Hewlett-Packard introduced its NewWave software, a user interface based on Windows that allows users to link programs from different companies, Gates couldn’t say enough nice things about the product. “When NewWave showed off Windows, they [Microsoft engineers] were very cooperative,” says Webb McKinney, head of HP’s NewWave product group. “But when it looked like it would be a force, they wanted to do it themselves and told customers explicitly not to buy our stuff.”

As the powerhouse in software, Gates is in a position to call the tune. At an early stage in Apple’s development, sales of its machines were held back by the comparative paucity of applications available to run on them. Gates helped by writing Apple software. But he exacted a price. He obtained rights to Apple technology, and for several years dissuaded Apple Chairman John Sculley from starting an Apple-owned software subsidiary. In a similar vein, in 1989 Gates threatened Ashton-Tate with loss of preferred licensee and developer status on a joint database project if it cooperated with Novell on a database product for networked PCs.

Apple is now too large to be intimidated by Gates. But small software houses have another uphill battle—getting into distribution channels. Xyquest, for instance, makes a word processing program ideal for professional writers, but the package is almost impossible to find in software stores. The stores just don’t have the shelf space for niche products.

Is Gates, then, driving inexorably toward a monopoly or near monopoly position? Fearful of just such a result, his competitors vow not to let it happen. Says Jim Manzi of Lotus: “The sin of hubris is always the source of the greatest tragedies. No competitive advantage lasts forever: You’re caught off-guard by change, or your competitors nibble away at you in a concerted fashion.” Indeed, the competition is acting to counter the threat, in some cases even ganging up against Gates. Lotus and Novell, for instance, attempted a defensive merger last year, into a company that would have been Microsoft’s size. The deal fell through over the issue of who would control the board of directors. Other defensive alliances may be evolving. Hewlett-Packard has lined up the support of Sun Microsystems in a battle against Microsoft over industry standards for sharing data among different computers on a network and making it easier to link different programs. An HP/Sun victory could ultimately challenge Microsoft, which has already designed a competitive product called Ole.

Even more threatening to Gates is the cooling of the relationship between Microsoft and IBM. The computer giant put Microsoft in business by giving it the contract to produce an operating system for the first IBM PC; since then they have spent millions together in a joint effort to create OS/2, a successor operating system. But memory-hungry OS/2 has sold poorly, and now the two giants are not acting very friendly. Microsoft has ceded to IBM most aspects of the OS/2 business while it focuses on new versions of Windows. And this is how the formerly close partners speak of each other: “Sometimes our interests were more aligned than others, I don’t know that we ever really shared the same vision,” says James Cannavino, vice president and general manager of IBM’s Personal Systems unit. “Today, our views are alarmingly different.” Mutual need at one time masked the fact that IBM and Microsoft have dramatically different notions about personal computers. For IBM, the PC is the link to its mainframes. For Gates, it’s what the name “personal computer” implies: a tool primarily for individuals who may not have an interest in IBM’s grand schemes. OS/2 is a key component of IBM’s Systems Application Architecture, a scheme for linking computers of all kinds within large corporations. “IBM is as serious as it gets about OS/2,” says Jeffrey Tarter, editor and publisher of Softletter. “No company has challenged IBM at the center of its business and lived,” notes David Fulton, president of Fox Software.

Gates, for his part, downplays IBM’s role. Microsoft, he says, not IBM, established the standard for PC software. “Believe me, it was not IBM who made MS-DOS the standard,” Gates maintains. “It was up to us to get people to focus their development on it, to get other PC manufacturers to license it.”

Evidently mindful of what an unchecked Microsoft could do to damage IBM’s interests, IBM has acted to support Gates’ competitors. IBM chose GO, not Microsoft, as the supplier of pen-based software for a coming laptop. IBM infuriated Gates by purchasing a license from Gates’ archrival Steve Jobs; IBM will offer Jobs’ Nextstep graphical user interface on IBM computers. And IBM will now resell Novell’s Netware, even though it had previously endorsed Microsoft’s LAN Manager as the operating system for IBM PC networks.

IBM isn’t the only company resentful over the success of Windows. Software developers who developed products for OS/2 and not Windows feel betrayed. “A lot of traditional PC software developers were very upset,” says Adobe President John Warnock. “Developers depend on Microsoft to deliver. Microsoft took developers down the path of OS/2 for years and then changed its mind.” There was, however, another factor at work: Software makers may have underestimated Microsoft’s ability to set a standard without IBM.

Gates insists that Windows can coexist with OS/2 and downplays the friction with IBM. “People keep acting like there can only be one thing, like we have to choose to do what IBM wants or not do what IBM wants,” he says. “People like to think of it as a contest between two products.” Maybe it isn’t this kind of a contest, but, clearly, Microsoft plans to enhance Windows to become a powerful operating system that can compete with OS/2.

“We have not changed our agenda,” says IBM’s Cannavino. “Microsoft can participate in our strategy if it chooses. If we compete, it’s because our views are changing rapidly. If they [choose to compete], we will compete fiercely.”

In a significant move to weaken Microsoft’s stranglehold on PC operating systems, IBM plans to invest $80 million over the next three years in a project with Metaphor Computer Systems to develop the ultimate answer to the compatibility problem: “platform independence.” The idea is to produce a layer of software that would rest atop any operating system on any piece of hardware. The application developers would write their software just once, rather than start from scratch when adapting a software package for a new computer.

“It’s a recognition that the long-term economics for application software developers have become increasingly difficult,” says Metaphor Chairman David Liddle, who heads the project, called Patriot Partners.

Technically, the task is daunting, which is why IBM engaged Liddle, an alumnus of Xerox’s prestigious Palo Alto Research Center, and his team of expert programmers. If successful, and an aggressive schedule has it shipping first versions of the software by the middle of next year, Patriot would threaten Microsoft’s near monopoly in operating systems. After all, one of Microsoft’s great advantages is that for a long time popular packages like 1-2-3 were available only on computers running MS-DOS. Lotus’ Manzi calls platform independence “software nirvana.” Liddle hopes it will allow software developers to spend more time creating interesting new packages rather than simply upgrading existing programs for new operating systems.

How has the consumer fared as Gates has extended his power in the software business? So far, very well. The de facto standard that Microsoft and IBM created for the PC, MS-DOS, gave birth to a thriving industry of application programming that would have never gone so far if developers had had to write code to fit competing operating systems. The pair created a uniformity that spawned riches of new products by allowing the software developers to concentrate on new products rather than on different forms of the same product.

Can anyone stop Microsoft? The answer probably is no, just as no one has ever been able to stop IBM. But competitors have given IBM a run for its money—and forced it to stay efficient. In the course of doing so, they created (and forced IBM to create) new kinds of computers—minicomputers, workstations, personal computers—that would have been a lot slower in coming had IBM ever been a true monopolist.

Why was IBM slow to answer Digital Equipment in minicomputers, Apple Computer in personal computers and Sun Microsystems in workstations? It’s not a matter of deficient technology; IBM always spent lavishly on research. It’s the installed-base phenomenon.

A large computer company can become as much a captive of an operating system or computer design as its customers. Thus, Sun was the first company to get a lot of mileage out of reduced instruction set computing, yet the technology was invented many years earlier by an IBM scientist.

Gates and his fellow programmers certainly don’t lack in technology. Gates is already talking about a new operating system that will surpass DOS and OS/2 while beating back competition from the up-and-coming Unix. He envisions a day when every desk will have a computer on it, running Microsoft software. That day will come only if computers become much easier to use, bridge the communication gaps among different brands of hardware and software and become powerful enough to process speech, handwriting and pictures. However powerful his present position, Bill Gates knows that he is in a business where the only constant is change.




MR. GATES AND MR. ALLEN BUILD THEIR DREAM HOUSES

By Julie Pitta

October 1992

TEN MINUTES APART by speedboat, two estates are under construction along the eastern shoreline of Seattle’s Lake Washington. William H. Gates III, at 36 America’s richest man, is spending around $35 million on his new place in the wealthy enclave of Medina. Gates’ old comrade-in-silicon, 39-year-old Paul Gardner Allen, is spending about $30 million for his multistructure estate on Mercer Island.

Gates and Allen have much in common. They both attended Seattle’s Lakeside School; Gates went on to Harvard, Allen to Washington State University. But they found college less exciting than computers; both dropped out shy of graduation.

In 1975 they cofounded Microsoft Corp.; its stock market valuation now rivals General Motors’. Allen left Microsoft in 1983 after being diagnosed with Hodgkin’s disease; the disease is now in remission. In 1985 Allen started his own software company, Asymetrix Corp. But he held on to his Microsoft stock, which is now worth $2.9 billion. Gates still holds Microsoft stock worth $6.7 billion. Against such wealth, what’s $30 million or $35 million for your own lakeside dream house?

Despite their common background, the two young billionaires are going about their house-building projects in very different ways.

First, take Paul Allen. A very private person, Allen has nonetheless opted for conspicuous construction. In the process he’s managed to irk most of his neighbors.

From the air, Allen’s compound looks like a medieval hill town. The estate includes a 6,500-square-foot house for his widowed mother. Faye Allen will be able to stroll to her own 1,800-square-foot library. (Allen’s father was a librarian and his mother worked in the library at the University of Washington.)

Basketball is a passion of Allen’s; he owns Portland, Ore.’s National Basketball Association team, the Trail Blazers. If the team ever comes over to visit, they’ll be able to play in Allen’s new $6 million sports complex, complete with a pro-size basketball court, some indoor tennis courts and swimming pool.

Downhill from the sports complex is an entertainment center with a theater, an art gallery and a star-gazing room; the center will be surrounded by a rose garden. When Allen decided he needed more land around this building, he bought lots from several neighbors. He tried to buy out another neighbor to the north, but this one refused. Allen has almost encircled the holdout.

Allen himself will live in a house near the water. Part of his house is a mansion that was once owned by Horace McCurdy, who helped design the first Lake Washington floating bridge. But Allen found McCurdy’s 4,500-square-foot house a bit cramped, and is adding on space that will nearly double the original structure’s size.

Neighbors say Allen tours his site most Tuesday mornings but apparently doesn’t say much. One of his architects, Charles Moore, of Austin, Tex.-based Moore/Andersson, says Allen prefers to communicate through his sister, Jody Allen Patton. “We were trying to make this a special house for a special person and it was hard to know what he had in mind,” Moore says. “It became apparent that he didn’t want to be involved. We made numerous dates with him and they always got broken.”

Without much guidance from his client, Moore says he patterned the Allen estate after the Swedish agricultural estates of the 16th century. The wooden buildings will be painted a slate blue; they are in keeping with the local landscape—except, of course, for their massive scale. “I wanted to have big pieces without messing up the scale and making it seem like the civic center,” says Moore. But it’s hard to hide sports and entertainment complexes, a gatehouse and a couple of enormous main residences.

Allen’s neighbors have been complaining about the noise, inconvenience and dust created by the construction, which began two years ago. Nor do they like the workers’ beat-up pickup trucks, which are startlingly out of place amidst the Volvos, BMWs and other tony imports the locals favor. And deep down, many neighbors simply dislike the sheer scale and ostentatiousness of the Allen estate. “People in Seattle are low-key,” says Mercer Island Mayor Elliot Newman. “Bigness is something people here don’t like; it’s associated with the sprawl in California.”

For an altogether different approach, turn now to Bill Gates. He is trying to make his 42,000-square-foot estate practically invisible. The main house will be burrowed into a steep hillside, camouflaged with wood, glass and rock, and hidden behind trees. The 20-car garage will be an underground cavern.

According to the blueprints, the compound includes a residence and two separate pavilions for guests and receptions. All told, there will be seven bedrooms, including three children’s bedrooms and another for a nanny, in the event Gates ever marries and has a family. There will be three kitchens, a 10,000-book library, a 20-seat movie theater, two elevators, a 60-foot swimming pool, an exercise room, a game room and three dining rooms—a private one for family dinners, a larger one for small parties, a third for large-scale events.

Most of the buildings in the compound are connected by a network of tunnels. And throughout the interiors there will be high-resolution screens that will show artwork. (Gates owns the electronic rights to over 100,000 paintings and other images that can be used in multimedia murals.)

In a city that takes its environmentalism seriously, Gates and his architects took great pains to blend in with nature. “If you build in the forest, you do what the forest tells you to do,” says Seattle-area architect Jim Cutler, one of Gates’ two architects. The other is Peter Bohlin, of Pennsylvania’s Bohlin Cywinski Jackson. The pair won a design competition coordinated by another local architect, Micheal Doss, who is still advising on the project. (Doss also ran the design competition for Paul Allen’s house.) Cutler and Bohlin report that Gates is keenly interested in the project. “He can be very penetrating in his questions,” says Bohlin. “But he’s never been arbitrarily domineering.”

“We fought tooth and nail to save every tree we could,” Cutler continues. Even faraway trees: Much of the lumber for Gates’ house has been taken from old buildings and is being remilled in an old sawmill. Says Cutler, proudly: “This building will probably use less new-cut timber than any traditional 3,000- to 4,000-square-foot house.”

Hundreds of mature alders and big-leafed maples, as well as other native flora, have been planted on the estate. Once the house is finished, they’ll plant hundreds more. “I don’t think there will be more than 10 nonindigenous plants when we’re through,” Cutler says.

Gates even helped to recycle the house that was on the site when he purchased it. Rather than tear the old house down and incur the wrath of Seattle’s liberal media, Gates agreed to sell it for the bargain price of $60,000; the house was then barged to another lakefront site.

Whereas Allen has been somewhat indifferent to his neighbors, Gates actively curries favor with his. Since breaking ground in the spring of 1990, Gates has posted notices and sent regular newsletters to his neighbors warning them what the coming month will bring; he has personally attended at least one meeting to assuage neighbors’ fears. Construction workers are bused to the site so that their cars and pickups don’t congest the streets. Each day the dirt kicked up during construction is swept up; weekly the roads are lightly sprayed with water to keep down dust. A containment boom floats offshore in case of a petroleum spill.

The neighbors appreciate the efforts. Says architect Doss: “They just want to meet Bill, make cookies for him, have him over for tea.”

If it’s possible to build a $35 million house inconspicuously and without making too many enemies, Bill Gates seems to have found the way.




ON THE ROAD WITH BILL GATES

By Rich Karlgaard

March 1994

MICROSOFT’S CHIEF, known by his email handle “billg,” recently went on a five-day, five-city tour to help beat the drum for a major software upgrade. Called Office 4.0, it is a so-called “suite” that combines five programs, including longtime hits Word and Excel, into one. The stakes on this tour were high, raised by the surprising success of SmartSuite from rival Lotus and by cutthroat pricing throughout the software industry. Though Gates is not inclined to give long interviews, he invited Forbes ASAP to accompany him on his arduous road show.

10-17-93

7:00 A.M. DEPART SEATTLE … ARRIVE WASHINGTON, D.C. 4:34 P.M.

WASH. D.C. 5:00 P.M.

1. When Bill walks through National Airport, heads turn. After 10 years on magazine covers Gates, 38, is a celebrity, the result of being, on any given day, the first or second richest person in America. Though he retains his boyish haircut and oversized glasses (not as thick as reported), the smallish Gates (5’9” or so) walks purposefully with long, fluid strides.

Before cocktails with USA Today and dinner with the Washington Post, Bill speaks to a federal government Windows NT users’ group in a conference room at the Four Seasons Hotel. In front of a room overflowing with suits, Bill wears an open-neck shirt and keeps his arms folded as if cold.

After dinner, there is a late-evening rehearsal back at the hotel for the next day’s Office 4.0 presentation. Bill relaxes into a seat, leans farther and farther back, then suddenly sits straight up and starts rocking. Staffers gather around him, talking about a WordPerfect lawsuit over some ads.

During the rehearsal, Bill is easily distracted, reading a business magazine. When he reads something he disagrees with, he’ll squint at the text in disbelief, then dramatically read the offending line to anyone within earshot.

Suddenly he’s focused on the rehearsal: “No, no, that demo slide is the worst! It’s supposed to explain a feedback loop—but where is the time element? The last time we used this slide we demoted the guy.” He laughs, but all at once everyone is paying close attention. Bill makes disparaging remarks about the pink color scheme that prevails in the presentation graphics. Nothing concludes; people just get tired and leave. By 11:00, it’s over.

2. The next day the presentation goes off with some embarrassing hitches, including a couple of computer freeze-ups. Bill looks dapper in a fashionable charcoal-gray suit, though he wears scuffed black loafers that will be the only shoes he appears in during the entire trip. Just before he goes on, Pam Edstrom, his longtime PR chief, tells him of John Sculley’s new job at Spectrum. Bill snorts. We talk about Sculley’s Learjet, and I ask Bill when he’s getting one. “I could make an economic argument for one, but it still seems so decadent,” he says.

3 & 4. Before leaving D.C., Bill meets with Department of Defense customers, infowonks with brass on their hats. An army major, heavily armed with New Age business clichés, explains the DoD’s mission. Bill rocks back and forth, smiling.

At the next meeting, with a civilian customers’ group, Bill attacks a big foe. He says the difference between Microsoft and IBM is that “we spend our money creating products, not sponsoring golf tournaments.” Minutes later he delivers the coup de grace: “Believe me, OS/2 has no future.”

Finished, we ride off to National Airport in a hotel van. Bill slouches, not happy with the presentation. He is offered a box lunch and seems uninterested, but when told it’s a cheeseburger his eyes light up: “A cheeseburger!—I am seduced!” After lunch, he speed-reads a George Gilder piece on digital newspapers in Forbes ASAP and pronounces it wrong: “How will newspapers make money if there are no barriers to entry?” Bill thinks popular writers will detach from newspapers and sell their services on the network.

5. Bill often upgrades to first class on long flights (Pam Edstrom claims United does it for him), but on short hops he squeezes into coach along with other corporate prole-players and frugal Forbes editors. On the flight is Boston Globe political writer Thomas Oliphant, who takes no notice of America’s most famous CEO.

With his glasses off and his hair in midday disarray, Bill looks much, much younger than fellow billionaire and friend Warren Buffett.

On the flight Bill says that he likes his frontline managers to have gone through a failure—prior to coming to Microsoft, of course. He says that the trouble with capitalism is that there isn’t enough of it.

BOSTON 4:00 P.M.

6. During an Office 4.0 presentation at the Copley Marriott, Bill seems to be running out of steam; as if on cue, the demo freezes a few times.

7 & 8. At dinner with reporters from the Boston Globe, Bill is in a feisty mood, rocking incessantly, saying sarcastic things about Lotus, Apple, Borland and IBM, chopping the air with his hand, his shirt collar rising as if excited.

Bill waxes pungent on the information highway: “Reporters show up at your door and ask, ‘What are you doing about the information highway?’ Your mom calls up and you have to say, ‘Hey, Mom, I’m driving spikes along the information highway,’ and Mom says, ‘Hallelujah!’”

Later he says, “The when and where of the information highway is anyone’s guess. It may be a business where you have to lose money at first. There will be winnowing-outs.”

9. At a John Hancock Hall meeting of the Boston Computer Society, teenage hackers and overweight true believers line up to ask questions like pilgrims seeking an audience with the Dalai Lama. Bill takes off his tie and enthusiastically pitches in. Preceding the formal, high-tech New York Office 4.0 introduction tomorrow, it is a throwback to the way companies used to stump for their products.

Bill seems happy and relaxed amid the hardcore computer jocks. They, in turn, enthuse over Office 4.0’s features. They know what’s under the hood, a major 1990s Microsoft technology strategy: something called object linking and embedding, or OLE in the acronym-crazy computer industry. The idea with OLE is to allow seamless movement between programs. Bill dazzles the crowd when he “drags and drops” numbers between Word and Excel, bypassing the usual “cut and paste.”

On the flight from Logan to La Guardia, Bill works on his Compaq notebook, a 486 machine with 12 megs of RAM. He has Benjamin Graham’s classic 1949 investment book The Intelligent Investor perched on his lap. Graham, who died in 1976, was a Columbia finance professor who taught Warren Buffett. Acolyte Buffett, America’s richest man ahead of Gates, has urged Gates to study Graham. After the tour, Gates will fly to Bermuda for a week’s vacation with Buffett and a few other deep-pocketed followers of Graham’s value-investing philosophy.

Bill, ever the student, reads, taps the keys, reads again. Before landing, a flight attendant asks him to turn off the computer, but he never does.

NEW YORK 11:45 P.M.

10 & 11. In the limo on the way to the Hotel Macklowe in midtown Manhattan, Bill slouches in his seat next to Pam Edstrom and lets loose about the presentation—“The slides are terrible … beyond bad!”—then reads The Economist for the rest of the ride. It’s midnight after a long day, and the strain shows.

12. The big New York Office 4.0 launch show is scheduled for 1 p.m. Tuesday at the Hudson Theater, an 850-seat playhouse adjoining the hotel, with satellite downlinks allowing 50,000 people to view the presentation around the country. At 8 a.m., surrounded by anxious troops, Bill watches a run-through of the show on which Microsoft is spending $800,000.

13. Pete Higgins, senior VP of desktop applications, sick and feverish in Washington, has lost his voice entirely. There’s concern whether he can go on.

14. Refreshed after a night’s sleep—seven hours does the trick, says Edstrom—Bill is in a more playful mood, and the troops laugh on cue. The humor doesn’t last too long, though. The slides are still bothering Bill; despite his complaints little has been changed since the Washington show. One of his assistants tells him that no one has criticized the slides yet. Bill: “That’s because people never come up and say, ‘I had trouble with your seventh slide.’ The problem is, Lotus or WordPerfect could say just what we’re saying. Where do you get the sense that we’re a leader?”

At 9:30 a.m., presentation guru Jerry Weissman appears, apparently to coach Pete Higgins and Michael Risse, Office 4.0 product manager. Bill barely acknowledges him and seems to have lost patience with rehearsal.

15. During the rehearsal, Edstrom tells him that Gregg Zachary and Don Clark have a piece in The Wall Street Journal announcing some pending layoffs at Microsoft. Bill’s initial reaction: “I don’t dispute the facts, but the timing couldn’t be worse.” Later, backstage, Edstrom and Bill have a tense conversation about how the writers got their information.

16. Before the presentation Bill holds a series of TV interviews in his 52nd-floor suite. One talking head presses for details about Bill’s marriage, to no avail. Then the embarrassed interviewer mentions he does some amateur programming in Visual C and suddenly all is forgiven. “Wow! That’s hardcore!” says Bill.

Between TV interviews Bill paces, looks out the window and vents his worries to Jon Lazarus, VP of systems software strategy for Microsoft: “This is one of the coolest products we’ve announced since Windows 3.0, and we’re not getting the message across! Instead, we have 59 bullshit words to describe what’s going on.”

17. For lunch, Bill confronts yet another cheeseburger, this one the $16.95 hotel variety. As a youngster, Bill battled colitis. Now entering middle age, does he worry about his fatty food likes?

18. Before heading back down to the Hudson Theater, Bill grabs five minutes of slouch time. Thus fortified, he gives a strong 15-minute speech during the presentation. Speech coach Weissman claims that Bill has “regressed” since he worked with him two years before, but the show-and-tell goes off without a hitch. Even Pete Higgins croaks his way through admirably.

The crowd applauds boisterously at the sight of Office 4.0 features: “dragging and dropping” and something called IntelliSense, which produces on-the-fly spell checking.

19. While the billionaire boys’ club is inside pitching software, the satellite downlink crew outside the Hudson Theater pitches pennies with no less intensity.

20. Later, in a Macklowe suite, Bill meets with journalists and analysts. At first he appears to feel cornered. A talk with influential Goldman Sachs analyst Rick Sherlund, however, energizes Bill again. When Sherlund asks about The Wall Street Journal piece, Bill defends the layoffs as the inevitable result of merging the Cairo and NT divisions. Bill appears very comfortable with Wall Streeters, greeting them by name, talking easily and openly.

Bill fields a bevy of questions on Microsoft’s profitability. “I’ve always said 25% net margins are not a forever thing.”

21. On the way to the airport after a second presentation, I take notes while one of the wealthiest men in America states his distaste for big limos.

22. For the first time since morning, Bill is happy and relaxed. He ranks the presentation below Windows 3.0, but above most. “Better than Workgroup for Windows,” he giggles. “That was so bad, I thought Ballmer [Steve, Microsoft’s No. 2] was going to retch.” Higgins asks if anyone knows how the satellite downlink version of the show went over. Risse says he took a call from the Phoenix office, which raved about it. “Phoenix is a butt-licker of an office,” Bill says with a laugh.

Is Office 4.0 hard to explain to customers? I ask. “Microsoft will never have an easier product to sell,” says Bill. “It’s all features. Systems are hard.”

We start talking about the origins of rival Sun Microsystems and the importance of maniacal intensity in the computer business. Bill expounds:

Sun is a lot like Microsoft. They understand there’s a few key wins that if you don’t win you’re dead—just dead! After they got the [National Security Agency] design win, they just ripped the hell out of Apollo and kicked ass.

Q: Does Sun still have that intensity?

A: No, but I’m biased. We have such good alert systems that if there is an OEM design win that we’re going to lose, even a hint we’re going to lose it. … Say it’s some PC guy in Mexico or Indonesia. Joachim Kempin [senior VP, OEM sales] will have emailed an alert to me like that! His guys are trained! There’s only one deep fatal sin, and that’s not to say that you’re losing an account. It’s OK to lose it, as long as you spotted that you’re going to lose it. [Pause] Actually, it’s not OK to lose it.

23 & 24. Bill’s mood is up and his socks are down, and, for a brief moment, he is out.

25. At La Guardia, Bill ducks into the men’s room for his ritual change into the flying uniform of rugby shirt and blue chinos and sits down to go through the day’s 200 email messages.

CHICAGO 8:00 A.M.

26. After morning interviews with a talk jockey on WGN radio and Jim Coates, a Chicago Tribune technology writer, Bill meets with the top brass of the Tribune. Isolated across a large table, he sits rocking back and forth and seems lethargic. Someone asks if he’s read Gilder’s article about digital newspapers. A sly look crosses his face and he immediately begins putting it down.

A Tribune exec then asks boldly:

Q: Some analysts say IBM went to you for the operating system [in 1980] because they were under scrutiny by the Justice Department at the time, hence gun-shy. What’s your reaction to the Justice Department, and now will you, like IBM, become gun-shy?

A: First, for me to become gun-shy might require surgery. Second, the idea that IBM came to us because it feared the Justice Department didn’t have a damn thing to do with it. That’s bad history.

27. Outside the gothic tower of the Tribune, Bill delights in his jabs at the Gilder article, until the aggrieved editor attempts mock strangulation.

28. Between meetings Bill catches up with the day’s WSJ, keenly studying a commentary on Wal-Mart’s battles with the Justice Department’s Anne Bingaman. “Selling drugs at lower prices is bad?” he mutters.

Bill reads voraciously. In airports and hotels he rarely watches people, preferring to keep his eyes on newspapers, magazines or his laptop. Curiously, he carries no paperwork from Microsoft and no cellular phone. In fact, during the entire trip, Bill is never seen to make a phone call.

While he’s being miked for yet another speech at Microsoft’s downtown Chicago office, Bill overhears a conversation about whether a private jet should be hired to fly the Office 4.0 group to San Francisco rather than have them arrive on the commercial flight well after midnight. He bursts out rather angrily, “What’s the thinking here? There must be some thinking going on here.” He doesn’t seem as much concerned about the money as the reasoning behind the decision. Finally, the private jet is vetoed, meaning that Bill arrives at O’Hare with no time to spare for …

29. … a stop at Pizza Strada, one of his favorite way stations. Pam Edstrom eases the pain by delivering a greasy cheeseburger and fries from a nearby food stand. Bill hunches over his burger, muttering about an article someone has mentioned in which a rival CEO apparently likened him to Hitler. A stranger sidles up behind Bill and eavesdrops on the conversation. “Is that really Bill Gates?” the stranger asks Mike Risse.

OAKLAND 8:00 A.M.

30. The first stop in the Bay Area is at Oakland TV station KTVU, where ComputerLand has rented a studio for a joint announcement of Office 4.0 to be narrowcast to ComputerLand stores around the country. Bill sits in the plaque-lined station waiting room talking with William Tauscher, chairman and CEO of ComputerLand, while on the TV screen, ’50s idol Eddie Fisher, fat and pockmarked, answers Sally Jessy’s questions—or is it Oprah?

The narrowcast takes the form of a mock afternoon talk show, with Bill and Tauscher fielding questions from a moderator and then from phone callers. Off camera, Edstrom paces back and forth, fretting that there won’t be enough calls. There are—Office 4.0 is going over well on the satellite downlinks—and the show moves quickly.

Bill goes to all this trouble for ComputerLand because they are what he calls “solution providers,” offering technical support at the business level that Microsoft’s sales force isn’t geared for as software grows increasingly complex.

SAN FRANCISCO 11:45 A.M.

31. A local Microsoft sales manager drives Bill & Co. across the Bay Bridge for a speech to the Commonwealth Club. The driver worries that traffic may make the boss late. He says that he has made two practice runs to test the traffic at different times of the day.

32. Before his speech Bill runs into Microsoft board member Dave Marquardt, the only venture capitalist allowed to invest in Microsoft before it went public in 1986. If held, his stock today would be worth 953 times his $1 million investment. After five grueling days, Bill gives his best speech of the trip. NAFTA and the information highway are the main topics. Bill’s charming manner and broad insights surprise the Commonwealth Club crowd, which evidently expected a nerdier version of Bill.

33. After the speech Bill is surrounded by TV, radio and print reporters. He’s upbeat, cooperative, obviously relieved to have the road show over. Bill may be more comfortable running Microsoft via email, but he’s an American celeb, and there’s no going back now.

BILL GATES TOUR

Gatespeak

Snippets from a conversation with Bill on United Flight 85, New York to Chicago.

Information Highway Frenzy

Believe me, in this game, the really good assets are not at all clear, or won’t be for many years. You can’t rule out anyone. It could be a business where you have to go through a period of losing a lot of money before you come out on the other side with a big asset. There are not too many businesses where you just get in early, make a lot of money and it’s fine. Most businesses have winnowing-outs.

Microsoft’s Success

Microsoft is a weird case. We had a product strategy, we stuck to that strategy and 17 years later we’re still on the same strategy with the same key people.

Technology Leads To Perfect Markets

Markets today are very imperfect. To find all the sellers and all the buyers and all the information is very hard. Technology provides a better way—it improves capitalism. There are a lot more goods you can trade in if you’re in touch with the value.

IQ Allocation

Should the smartest kids in America go to manage the grease of the system, or should they go to design products and run companies? In recruiting, when we compete with guys going to Wall Street, we can’t—at least in terms of salary, or at least at one time a sort of coolness and immediacy—compete with being a grease guy.

There’s something screwed up about IQ allocation in this country. But technology will become the new grease and mediate the IQ market better.

Example?

Take a professional woman who works at a company. She’s doing an incredible job, she’s on the fast track, but then she has a child and chooses to work part time. How well-mediated is the market for her—her expertise and the 20 hours a week she’s chosen to make available? Somebody like her is such an underused resource. Technology, cutting across geographical boundaries, makes this woman a more fungible asset.

Why I’m Optimistic

As technology improves feedback mechanisms, you can have these very impressive results. That’s why I have this fundamental optimism. When I walk into a grocery store and look at all the products you can choose, I say, “My God!” No king ever had anything like I have in my grocery store today.

Innovation

Pessimists never account for innovation. It is interesting that men of science have gone through periods where they felt they had enumerated all phenomena and ways of exploiting those phenomena. Think about physics at the turn of the century. Einstein was obscure, but he had published a few papers. There was this little thing about radiation, but as soon as smart folks cleared up that little loose end, everything would be known.

The fact that there are so many phenomena like lasers or superconduction—it’s amazing the richness of phenomena that can be exploited. It’s wild!

Why Microsoft Likes Young People

Partial knowledge is youth’s greatest advantage. When you have partial knowledge, you make wild analogies to fill in.

Bill’s Historical Hero

[Carl Friedrich] Gauss was a genius when he was young. He was confused about some things until he was about 23, and then he started to just kick ass after that.

What Puts Friend Warren Buffett At The End Of The Bell Curve?

He’s got a real focus. He knows his circle of competence. He has a good job. He spends five or six hours a day sitting in his office reading. I just envy him so much—God! He uses public data, believe me. And he thinks about it a long time. He sticks to his principles.

And You?

Probably nothing. Remember, I’m in the field where because you have the microprocessor enabling new things, I ended up doing a job that’s a mix of skills. I didn’t get to see what my pure coding ability would be if I just kept doing that or what my pure design or architecture ability would be … or lawyer or economist. I have a mixed job that’s a mix of technology and leadership and management. If I’m good it’s because I can manage that blend.

Programmer Envy

I sometimes envy the people at Microsoft and other places who get to do a pure activity, like write code. But that’s very brief; I don’t waste much time ruing the past. I made my decision, and the way to do it best is, once you made it, you just don’t waver at all. You don’t think, “Gosh, what a doctor I would’ve been, what a tennis player, playboy, poker player I could’ve been.” Being hardcore and forward-looking about what you do is a necessary element of doing it well.

On Seattle Colleague Craig McCaw

I’m surprised at how well Craig’s done. I’m sure it’s frightening to him when he looks at me too. I mean, we sit around—shocked!—on his boat!

Did AT&T Overpay For McCaw?

Assume that supply of bandwidth will continue to go up dramatically. You have to have a deep understanding of the elasticity of demand to know whether it’s an industry that shrinks or grows as costs of bandwidth go down. In the case of computers, of course, the demand elasticity is unbelievable.

Every time I read about optic fibers or wireless, I say to myself, “Wow, that sounds like radial tires.” When they got radial tires did people drive four times as much just because the tires last longer? No, the industry shrank.

Have You Been Lucky?

No, my success just proves that life is chaotic. … Some butterfly did the right thing for me.

Is Microsoft Rapacious?

Oh, come on! Our vision was right: the idea that microprocessors would make software the key asset. Now it’s just this commonplace view, but it’s not like we hid that secret from anyone. We told everybody what we were doing. There was no stealth involved in our strategy. When we bet on Windows applications there wasn’t one iota of stealth involved in that strategy.

Thoughts On The Forbes 400

I think markets are pretty goddamn efficient. So the fact that somebody can accumulate that much money is a nice footnote that, hey, sometimes they’re not that efficient. Every once in a while somebody does something with intellectual property. Sometimes a guy can just outsmart the market.

The fact that a formula business like Wal-Mart could have gotten to that size—it blows my mind! Say the guy was down in the Southeast, doing very well. Now, why wasn’t there some guy who owned a few retail stores up in the Northwest saying, “Holy smokes, this guy has a formula! I’m going to just take his bloody formula, hire three or four of his guys and pay them big bucks. And when he comes here he’ll find he ain’t gonna get a scale of economics because we have already done it!” Why didn’t somebody just do that? It’s an amazing thing.

Random Notes On billg

1. During our five-day tour, we saw four sides of the public Bill Gates:

• The Brat: Alternately hyperactive and petulant, this billg has the body language of a preteen and behaves like your smarter younger brother. Likes to pick intellectual fights for amusement and respects you only for standing up to it. A strange trait for a CEO, but liberating for billg and fun for the prepared observer.

• The Student: Insatiably curious and disciplined, this billg is a glutton for learning, reading voraciously, often until the wee hours. Gates gets huge psychic satisfaction from his ability to discern patterns amid apparent chaos—thus his fascination with software, biotech and economic theory. Though underreported, we saw billg spend more time in this mode than any other.

• The Politician: Polished and charming, here is William H. III, the son of prominent Seattle residents, lawyer William H. II and ubiquitous civic and board volunteer Mary. This billg speaks convincingly for capitalism and free trade, but also preaches for public investment in schools and science.

• The Field General: Hard-nosed, shockingly blunt (though never cruel or manipulative like his famous contemporary Steve Jobs), combative and profane, this billg paces a room, chin thrust forward, arm stabbing the air, exhorting his Microsoft army, damning the enemy.

2. Gates’ success is not accidental. We think he is the best CEO of the Information Age, with strengths broad and deep. Example: Frank Gaudette, Microsoft’s CFO until his death last summer, admitted that billg ran circles around him on finance. Also true of product development, marketing, etc.

3. Einstein once said the most noble human trait was “the ability to rise above mere existence by sacrificing one’s self through the years for a goal.” Gates possesses this trait. To a degree rare among other large company CEOs, he is remarkably indifferent to whether he is eating hamburger or steak, flying coach or first class, taking cabs or limos, staying in an ordinary room or a presidential suite, sitting on a cheap plastic seat or richly stuffed leather, being fawned over or not. What turns on billg is learning, competing and Microsoft.




HE WANTS YOUR EYEBALLS

By Damon Darlin

June 1997

SIDE BY SIDE with the sandals-and-blue-jeans-wearing software types in Redmond, Wash., these days are some 300 people from an older trade, journalism. They help man MSNBC, Microsoft’s joint venture with General Electric’s NBC, to provide news over the Internet and via cable. Other scribes are sprinkled through the rest of Microsoft’s expanding Internet empire, the Microsoft Network. They write material that MSN hopes will attract cyberbrowsers to Sidewalk or to other MSN media efforts, including Microsoft Investor and Expedia, its online travel agency.

If any media mavens still think Bill Gates isn’t after their lunch, they had better wake up. No, he doesn’t necessarily want to own a newspaper, but he’s after some of the time and attention that people spend reading them, and he’s after some of those advertising dollars that keep the presses rolling.

It’s easy to scoff at Bill Gates’ media efforts. Microsoft has stumbled a few times in this unfamiliar business. The software needed to reach MSN, a proprietary network akin to America Online or CompuServe, takes about an hour to load onto your hard drive and then gobbles up more precious storage than does Microsoft’s large Office suite of programs, more than 50 megabytes. The email service is unreliable and has been out of operation for several days at a time. Gates created a media buzz by picking former New Republic editor Michael Kinsley to start Slate, an online opinion magazine. But the buzz hasn’t translated into much of a paying audience. Slate has about 45,000 regulars who get the online version free. Kinsley is trying to sell a print version for $70 a year.

Entertainment? Hollywood can hardly contain its glee. MSN’s entertainment programming—a dismal soap opera about life in suburban New York and a boring cartoon show—is weak. In March Microsoft canceled half its entertainment programs, admitting that few people watched them. It fired many of its temporary contract employees working on the shows. Its current lineup includes a show on UFOs and another giving guitar lessons. “If you are going for pure entertainment, it’s not there yet,” concedes John Neilson, Microsoft’s vice president of the interactive service media division.

No threat, clearly, to TV. Newspapers, more directly threatened by Microsoft’s city guides, have fought back with websites of their own and with online real estate and classified advertising.

So snicker if you will at Gates’ media flops, but don’t relax, yet. The man and the company don’t give up when they want something, and they want to capture a major share of the eyeballs of America. With $9 billion in Microsoft cash and a cash flow of $2 billion, they will hardly miss the cost.

Gates likes to emphasize that his is a patient company as well as a wealthy one. Its early versions of Word, the word processing software, and spreadsheet-creator Excel were hardly world-beaters, but money and patience made them so. Today those products dominate the market with about 90% market share. Netscape Communications’ Internet browser was the overwhelming favorite of Web surfers, but Microsoft’s copycat, Explorer, has already whittled off nearly 30% of that early lead.

Sometimes Microsoft sounds ambivalent about media. Running MSN is Laura Jennings, 35, vice president of MSN and the marketer who helped lead Office suite to dominance over Lotus Development Corp.’s office suite product. She denies that MSN wants to invade other people’s turf, pointing out that MSN works with the Village Voice, the Seattle Times and other publications for its Sidewalk city guides.

If we had to bet, we’d say that Bill Gates and his crew are being a bit disingenuous when they say they want the existing media as partners. Microsoft’s history suggests it is a company that takes in partners to learn from them before competing with them.

This much is clear: Microsoft rejects the better-mousetrap theory of marketing. It does not believe that by building a better website you will get the bigger share of the business. “That’s not happening,” Laura Jennings notes. “The idea that people know what they want is wrong. They need to be pulled through the Web.”

To pull them, Jennings counts on Microsoft’s software. What software can do that ordinary print and broadcast media can’t is figure out what the customer wants and who he or she is.

An example: You like jazz. You go to MSN on your computer and visit the Rifff music site. Your computer remembers that you like jazz, so later, when you tune into the news, a promotion flashes telling you about the new Sidewalk city guide for New Orleans. (It’s coming soon.) Get it—New Orleans—jazz. There may be a flash on your screen, a notice that Mungo Park, the Microsoft online travel magazine, has an article on New Orleans jazz.

Hey, why not book a flight and a hotel room through Microsoft’s Expedia travel agency site?

Cars? Show an interest in cars and the software will identify you as a prospect for car ads and car sites. If Microsoft delivers a prospect to a seller, there’s a commission in it. Investing? Maybe you’d like to open an account with Charles Schwab. Click here for an application.

What Microsoft can do, so can Netscape, but Microsoft has this advantage: Whereas Netscape can identify you for other people’s sites, Microsoft can often steer you to a Microsoft site. Think of this in retailing terms. Don’t most merchants prefer to sell you a house brand rather than someone else’s brand?

The cable television news service, MSNBC, which is expected to reach 35 million subscribers this year, will direct many people into the MSNBC Internet site with constant cross promotion.

Merrill Brown, MSNBC’s editor-in-chief, calls this pushing information.

Interested in an overseas news feature on Thailand? After you click on the gateway at the MSNBC site, up pops a message suggesting you also try Mungo Park, a linked site that includes offbeat travel stories by famous writers. In a recent installment, Tama Janowitz, chronicler of Manhattan mores, searched for whales in a kayak.

What better prospect for a travel service than a consumer who browses for travel articles? If it lands a customer for the hotel or airline, Microsoft gets a 5% to 10% commission. Open since October, Expedia travel service makes $1 million in bookings for its 350,000 customers each week. That’s about 7% of the $705 million in tickets selling online.

Cross promotions steer viewers into CarPoint, packed with articles and pictures of cars. MSNBC business news leads viewers to Investor, which will track your portfolio and, for an extra $10 a month, give you access to analysts’ opinions and other market research. That site in turn directs viewers to online brokers. “We get them when they are ready to buy,” says Microsoft’s Neilson. “What better time is there than that?”

Considering all this, is there any doubt that Microsoft is after a big chunk of the money the travel industry spends on advertising or what the travel agents take in?

Microsoft plans online Sidewalk guides to restaurants and cultural events for about 10 major cities including San Francisco, Boston and Sydney, Australia, site of the next Summer Olympic Games.

Seattle’s site was the first one opened. Here you can find the latest No Doubt concert schedule or peruse the menu for Garage, a hip eatery in an old downtown Seattle parking structure.

The Seattle Sidewalk site has nifty little features like a camera aimed at the jammed Floating Bridge across Seattle’s Lake Washington and a little program that calculates how long it will take to get from one freeway exit to another based on current congestion. It also has ads from restaurants and local businesses, like futon shops.

At the World Economic Forum in Davos, Switzerland in January, Bill Gates said that MSN “could eventually account for at least $2 billion in annual revenue.” That didn’t sound very threatening, given that television alone got $37.8 billion in revenues last year, the newspaper industry $36.3 billion and radio $11.3 billion. But note the “at least.” Anyone who thinks Bill Gates will be satisfied with $2 billion in advertising revenues hasn’t studied the man.




BILL GATES AND THE BILLOPHOBES

By Julie Pitta

September 1997

FARZAD DIBACHI, the 33-year-old founder of Diba, Inc., had it made. Only 15 months after he started the Menlo Park, Calif. firm to make software for Internet appliances, Microsoft was knocking on his door. In February the Redmond, Wash. giant broached the idea of an acquisition.

Dibachi rejected the buyout. He says he would rather be a rival to Bill Gates than be a cog in the Gates machinery.

He soon learned that the Microsoft juggernaut, once rolling toward an objective, isn’t easily deflected. Two months after being rebuffed by Dibachi, Microsoft agreed to purchase Diba’s rival, WebTV, for an extremely generous $425 million. This for a firm that, like Dibachi’s, had nominal revenue. After the WebTV/Microsoft deal, Dibachi got a personal taste of Microsoft’s power. Hitachi, which had been interested in manufacturing Internet terminals using Diba’s software, shunned Diba in favor of Microsoft-backed WebTV. Other PC vendors were likely to follow suit. A desperate Dibachi cast about for a rescuer. In August he sold his company to Sun Microsystems, Inc. for less than $100 million. That’s probably far less than Microsoft would have offered.

It was a financial comedown, but now Dibachi had an ally in Scott McNealy, the cofounder and chief executive of Sun. McNealy is one of Gates’ most outspoken critics.

What should a self-respecting entrepreneur do when Microsoft comes to call? Embrace Microsoft? After a decade and a half of rivalry, and at one point, bitter litigation, Apple Computer did. Steven Jobs just accepted a $150 million welfare payment from Microsoft to help keep his company alive.

Not Sun. It will get chummy with Microsoft over Scott McNealy’s dead body.

McNealy stubbornly refuses to equip his network servers with Microsoft’s Windows NT. That means telling Sun’s customers that they either have to use Unix, an operating system that Microsoft does not control, or go elsewhere. Which is just what some of them do. Hewlett-Packard is happy to sell servers equipped with Windows NT and is stealing away Sun’s customers. NT recently overtook Unix in new server installations.

Could McNealy, like Dibachi, be suffering from what PC guru Esther Dyson calls Bill Envy? “Just about all the guys in the business have it,” Dyson says. “It makes them feel inadequate and it makes them do stupid things. He’s the Rorschach blot of the industry. What people think of Bill tells more about them that it does about him.”

“I don’t have Bill Envy,” McNealy quips. “I have a great wife, a nice house and I’m sure my kid is smarter than his kid.”

“Is there Bill Envy in Silicon Valley?” Dibachi asks himself out loud. “There’s money envy in Silicon Valley, and Bill’s got a lot of money.”

We prefer to call it “Billophobia” because it goes beyond envy and embraces fear and dislike. Does Billophobia sometimes cloud people’s judgment in Silicon Valley? Almost certainly.

We put the question to Bill Gates himself. “There were some people in the past who were very focused on duplicating what Microsoft did and were very jealous of what we had achieved,” Gates says with a smile. “And what they did was to their own detriment. Is that repeating itself? It’s hard to say. When does it go from being pure economics or competition to being an emotional and irrational set of reactions? I guess we’ll know in 10 or 20 years.”

The competitive struggle here is more complicated than the give-‘em-hell rivalry you would expect between Ford and General Motors. At the same time they compete, computer companies have to cooperate, or their products won’t work together. There is no one supplier that can meet all of a customer’s hardware and software needs, as did the IBM of yore.

So why doesn’t McNealy supply Sun servers (powerful computers that stand at the hub of a network) with the popular Windows NT preinstalled? McNealy argues that succumbing to the pressure for Windows NT would put Sun at risk of degenerating into a low-margin assembler of boxes whose profits would go to Microsoft in the form of software royalties. Better to fight than to yield.

McNealy has a plausible weapon with which to resist the Microsoft military machine: Java. This is intended as the Esperanto of computer languages, understood by most brands of hardware. McNealy and his allies have ambitious plans for Java. They’re pushing it as an operating system to compete with Microsoft’s Windows, the software that runs on 80% of today’s PCs.

Although today’s Java is, like most new software, slow and unreliable, the anti-Microsoft crowd sees salvation in it. Longtime Gatesophobes IBM, Apple Computer and Novell, Inc. were early Java enthusiasts. Newer phobes like Corel (which competes with Microsoft in office productivity software), Oracle Corp. (the database designer) and Netscape Communications (Microsoft’s Internet rival) have eagerly signed on. L. John Doerr, the famed venture capitalist who funded both Sun and Netscape and continues to sit on their boards, has established a $100 million fund to back fledgling Java software developers.

The Java consortium is not the first anti-Bill Gates gang. In the mid-1980s, software companies rallied around IBM’s OS/2. When OS/2 flopped, it took an assortment of application programs down with it. Lotus Development Corp., WordPerfect Corp. and Borland International all lost their dominant positions (in, respectively, spreadsheets, word processors and programming languages) because they banked on OS/2 and came around to Windows-compatible versions of their software too late. They paid dearly for their Billophobia.

After the OS/2 disaster, IBM cooked up another anti-Gates plan: The project, temporarily named Pink, would be an entirely new operating system—one that, without changes, could run on any piece of hardware. IBM joined forces with its rival, Apple Computer, to write the new code. Motorola was enlisted to design a superfast microprocessor to show off the new operating system to its best advantage. The Billophobes embraced Pink. But Pink was never finished, and last year IBM and Apple quietly closed the doors to their software joint venture.

More recently, an anti-Bill Gates consortium lobbied federal regulators to levy sanctions against Microsoft. They are well aware that in the old days, when a company became too powerful, its struggling rivals had often received succor from the antitrust crowd in Washington. At various times Alcoa, General Motors, IBM and, believe it or not, Pan American Airways felt the antitrust lash because they had become too dominant in their respective businesses.

Aware of the precedents, Sun, Borland and Netscape hired antitrust lawyer Gary Reback to work the corridors of the U.S. Justice Department. Reback’s notable success was foiling Microsoft’s plan to buy financial software designer Intuit. But since then federal regulators have remained rather quiet as Microsoft has spread its reach into the Internet, cable and entertainment. But attitudes toward size and corporate power have changed, and the Clinton/Gore crowd seems more anxious to embrace Gates than to curb him.

The fight, however, goes on. When Netscape introduced Navigator, its Internet-browsing software, three years ago, it became the core of an anti-Bill Gates consortium. PC makers preinstalled Navigator on their machines, and software vendors wrote programs to work readily with Navigator. Microsoft’s competing browser, Explorer, arrived later. By then, Netscape’s Navigator had landed 70% of the browser business.

But if Bill Gates is good at making enemies, he is adept at finding allies when he needs them. At one point, Stephen Case’s America Online was an enemy, because Microsoft was pushing a new online business to take away AOL’s customers. Now AOL is Microsoft’s friend. Microsoft promised to bundle AOL with its latest version of Windows. What was in the deal for Microsoft? America Online agreed to drop Netscape’s browser in favor of Microsoft’s Explorer.

Now Apple has defected from the get-Bill coalition. To get Microsoft’s $150 million and its assurance that it will continue to write software for the struggling computer maker, Steve Jobs agreed to drop Netscape’s Internet browser software in favor of Microsoft’s.

The Microsoft/Apple investment also threatens to weaken Apple’s support for Java. McNealy is not happy. “Bill operates mainly on sentimentality, and the other thing he operates on is altruism,” he says of the Apple deal, his voice dripping with sarcasm. “He held a silent gun to the head of management and said if he doesn’t get what he wants he’ll stop writing software for [Apple’s] Macintosh.”

Apple’s change of allegiance is only one of McNealy’s problems. Eager to make Microsoft a follower in Sun’s Java parade, McNealy offered Microsoft a Java license. But Gates proved the better negotiator: Under the contract, Microsoft has the right to “improve” upon Java in any way it wishes. McNealy has threatened to revoke the Java license if Microsoft makes changes to Java that render it incompatible with Sun’s version. Microsoft appears to have the upper hand here.

Sun’s predicament recalls Apple Computer’s when it entered into its disastrous deal with Microsoft in the early 1980s. Desperate to get Microsoft to write office productivity programs for its struggling Macintosh PC, Apple handed over the recipe for its user-friendly operating system, notably, the graphical interface. When Microsoft came out with a copycat operating system, Windows, Apple sued. After a long legal battle, Apple lost the case: The contract had not stipulated how Microsoft could use Apple’s precious code. Sun may have invented Java, but there is a good chance Microsoft will capitalize on it.

Oracle chief Lawrence Ellison has a bad case of Billophobia. He rarely misses an opportunity to take a swipe at Microsoft. But he’s doing more than just ranting. He is entering the desktop software business via the coming Network Computer, a $500 PC for surfing the Internet. The NC, Ellison’s nickname for the machine that will be made by manufacturers like RCA and Zenith, will run Sun’s Java and not Microsoft’s Windows. Good strategy or just spite?

The problem is that Oracle, which sells expensive databases to large corporations, has never designed desktop software.

Edward McCracken, chief executive of ex-Wall Street darling Silicon Graphics, is a classic Billophobe. Silicon used to coin money with its hardware and software package that allows graphics artists to produce compelling 3D animations. Nowadays the world is moving away from proprietary systems like SG’s and toward general purpose computers running Windows NT. If McCracken embraced NT, he could probably sell Silicon Graphics’ 3D and virtual reality software to corporations setting up commercial World Wide Web sites. He’s not about to embrace NT.

Would Netscape have been better off as Microsoft’s ally rather than its bitter enemy? Right before Netscape’s August 1995 initial public offering, Gates approached Netscape Chief Executive James Barksdale with a proposition: The two companies would enter into a broad alliance in which they would share technology and Microsoft would buy a minority stake in the promising startup. Barksdale nixed the deal when Microsoft demanded a seat on Netscape’s board of directors. “Why would you want a spy on your board?” says Barksdale. “It’s a classic Microsoft game. They learn more about you so they can hollow you out to the core. Their motives are not pure.

“If we had done anything differently we would have been eviscerated and minuscule. They have a winner-takes-all attitude and anybody who thinks you can buddy up to them is just plain naive.”

Ray Noorda, the former chief executive of Novell Inc., became a Billophobe more than a decade ago and has yet to shake it. In the early 1980s Noorda took over Novell, an eccentric little computer company started by a group of talented but undisciplined Brigham Young University engineers. Noorda transformed it into the leading supplier of software for connecting office PCs. But Noorda eventually grew dissatisfied with life in Microsoft’s growing shadow.

When Microsoft branched out into the networking market that Novell dominated, a vengeful Noorda decided to take Gates on in Microsoft territory: operating systems and applications like word processors and spreadsheets.

In the early 1990s Novell bought two aged operating systems: Unix and DR-DOS, a clone of nearly obsolete MS-DOS, the software designed by Microsoft for IBM’s first PC. Then he purchased WordPerfect’s word processor line and Borland’s spreadsheet. A good portion of the $1.4 billion they spent went down the drain. Noorda left shortly thereafter, and his hapless successor, Robert Frankenberg, spent months trying to unload the white elephants at fire sale prices.

That’s not the end of the story. Among the buyers was none other than Noorda. After leaving Novell, Noorda funded a group of ex-Novell employees who planned to design software for managing computer networks. Noorda saddled the young company, Caldera, with his new purchase: DR-DOS.

Why did Noorda want the ancient operating system? Mainly to get an antitrust claim against Microsoft. The same day Caldera acquired DR-DOS from Novell, it filed suit against Microsoft, reviving many of the same charges that the U.S. Department of Justice had investigated and settled.

“We could have just purchased a license to DR-DOS, and that’s originally what we were talking about with Novell, but by purchasing it outright, we got the right to litigate,” says Bryan Sparks, Caldera’s president. “I would have been happy with a license.”

Borland International’s new chief executive, Del Yocam, was chief operating officer at Apple Computer in the mid-1980s. He seems to have taken personally the whipping Microsoft delivered to Apple. At any rate, he has taken up the anti-Microsoft campaign waged for years by Borland’s founder, Philippe Kahn. Borland has filed a lawsuit against Microsoft, charging it with improperly recruiting key employees. “It was something I had to do,” Yocam maintains.

“They’re trying to kill us. I know Bill well enough from my days at Apple that we had to do something like this to get his attention.”

Contrast the battle-scarred Kahn, who has been cured of the anti-Bill syndrome. His new company, Starfish Software, has partnered with Microsoft to make software for mobile computers.

“If I’ve learned anything, it’s not to fight battles I can’t win. What I don’t understand are the companies that, instead of learning from the past, head straight for disaster,” says Kahn.

It’s a real dilemma. If they embrace Microsoft, they risk getting swallowed. If they fight, they risk getting crushed.

It’s all right out of Herman Melville’s Moby-Dick, with Bill Gates as the great white whale. What should Captain Ahab do now?




PUTTING OUT FEELERS

By Julie Pitta

May 1998

BILL GATES ONCE OBSERVED, picking up on the famous metaphor from chaos theory, “Some butterfly did the right thing for me.” Chaos theory says that a small change to a complex system can result in a large and unpredictable outcome—thus the flutter of a butterfly wing in Beijing could conceivably start air currents that might change the weather in North Carolina. For want of a nail a kingdom was lost—that’s chaos theory before there was chaos theory.

You can explain a lot about Bill Gates’ business philosophy by thinking about chaos theory. It helps explain why Microsoft dabbles in so many different businesses, why—seemingly at random—he invests $150 million in rival Apple Computer, Inc., starts a highbrow political magazine, Slate, enters into news partnerships with NBC and takes dozens of small stakes in high-tech investments and websites. Does Bill Gates want to own the world? More likely he does not want some butterfly to waft bad currents in his direction.

Massachusetts Institute of Technology professor Michael Cusumano is the coauthor of Microsoft Secrets, a 1995 book detailing Microsoft’s technology strategy. He explains why Gates pursues a seemingly random investment pattern. “In an area where the future is uncertain,” Cusumano says, “they throw things out there and let the market decide.”

Contrast this with the old style of diversifying and product marketing: Before taking a new idea to market it had to be thoroughly tested. A computer simulation would take the results of exhaustive market research and determine the probability for success. As a final step, the product would be cautiously rolled out in carefully chosen test markets, the data analyzed and a go or no-go decision made.

That’s fine if you have plenty of time. In the silicon society you don’t have that kind of leisure. Everything moves faster. What works today stops working tomorrow. Look how quickly the old Wang went from market dominance to Chapter 11. Wang had hardly established dominance in word processors than word processors were made obsolete by the PC.

In an interconnected world, tied together by jet planes and fully wired, small changes quickly work their way through the whole system.

Market tests are limited because they cannot test all the variables that exist in the real world. That, we suspect, is where Gates’ seemingly random investments come in. Even with all its brainpower, Microsoft can’t test all the variables. So it forms alliances with smart people who are doing things Microsoft is not or cannot.

In such a world, planning gives way in importance to improvisation.

“In a highly uncertain market, strategy becomes … an improvisation,” says Stanford University professor Kathleen Eisenhardt, coauthor with McKinsey & Co. consultant Shona Brown of the recently published book Competing on the Edge: Strategy as Structured Chaos. “It’s about being early to a new market and grabbing share when the profits are the highest,” Eisenhardt says.

Procter & Gamble practically invented the old style of product development: methodical, careful. “Procter & Gamble used to spend 12 to 18 months testing a product before it would be rolled out,” says Microsoft Corp. Chief Operating Officer Robert Herbold. “That time period has been compressed to three or four months.”

Herbold ought to know: Before coming to Microsoft he was a Procter & Gamble executive.

Listen to Herbold’s boss, Microsoft Chairman Bill Gates, talking about how he almost missed the boat on the Internet: “[Once a technology] achieves a critical mass, it feeds on itself—everything has to be tied into that. When you have critical mass things, then you can be surprised by the timing. … You have to make sure you’ve got feelers out to see if those things are about to achieve critical mass.”

Think then of many of the steps that Gates has taken as “feelers” rather than as investments. You’ve got to have lots of feelers or something may sneak up on you from an unexpected direction. As the Internet almost did on Microsoft.

Gates admits Microsoft wasn’t paying attention when the Internet first started taking off. Upstart Netscape Communications Corp. swept in with easy-to-use software for viewing Internet pages. Waking up and finding itself without a product, Microsoft quickly signed a licensing deal with Internet software maker Spyglass Inc. in order to gain a foot in the door. Note that Gates didn’t tolerate the not-invented-here syndrome. It couldn’t afford to wait to develop its own product. Microsoft made improvements to the Spyglass software: Today its Explorer browser is, in many ways, better than Netscape’s.

Which is why Microsoft today is running off in so many sometimes-contradictory directions.

Video compression is a critical technology if the Internet is to compete with television. To make sure it isn’t left out in video compression, Microsoft peddles three different Internet video technologies: It bought one of the technologies by acquiring its developer and licensed the other two. In a chaotic world, one hedges one’s bets. “Putting out feelers.”

Is cable the wave of the future? You can’t be sure, but in case it is Microsoft made a $1 billion investment in cable company Comcast.

Assuming that Gates had anointed cable, the market bid up cable stocks. More likely Gates wasn’t anointing anything. He was just sending out a strong feeler.

Evidence? A few months later Microsoft promised to work with a consortium of telephone companies developing broadband Internet access over telephone lines. Better have a feeler there, too.

Microsoft’s $425 million purchase of WebTV Networks, Inc., a Silicon Valley startup providing Internet via the TV, grabbed headlines. Less noticed were smaller Gates “feelers” in the last two years, seven small Internet startups and four other technology companies, including its $150 million investment in Apple. Whatever happens next on the Internet, Microsoft doesn’t intend to be blindsided.

While sending out all these feelers, Microsoft has assembled an impressive team of computer scientists, including Gordon Bell, the legendary minicomputer inventor, to work on blue-sky projects.

Hedge, hedge, hedge. Keep putting out those feelers. Microsoft labs are doing a lot of work in speech recognition but that hasn’t stopped Gates from investing in Lernout & Hauspie, a German designer of speech recognition software.

Bill Gates isn’t the only business person putting out feelers against small changes that could become giant ones. Intel has a portfolio worth $750 million invested in 125 small companies. In the venture capital world that buys lots of startups. And yes, Intel hopes that some of these investments will turn out to be winners, but a big reason for all this spending is to keep Intel alert to what’s going on out there in the marketplace.

Intel has invested in CyberCash, an outfit developing an electronic payments system, CNET, an online news service, and OnLive!, which has created an Internet chat room with 3D avatars. It’s unlikely Intel wants to be in any of these businesses, but what happens in them could matter a lot for its chip business. These investments help protect Intel from being blindsided.

Silicon Valley isn’t the only place where smart people are consciously or unconsciously recognizing what chaos theory means to business. Fashion is about as chaotic a business as exists. Gap Inc., among the smartest purveyors of fashion, has become a master at improvisation and at utilizing computers for picking up early signs of change.

“Retailing has gone from an information-scarce to an information-rich environment,” says Erik Brynjolfsson, a professor at MIT’s Sloan School of Management.

In the information-scarce environment, a retailer had to decide by intuition and experience what items to stock. In the information-rich environment, she who acts first on new information picks up the prizes.

Gap Inc.’s Banana Republic store near San Francisco’s fashionable Union Square is filled with leather jackets, sleek suits and Italianate sweaters. In the middle of the store, a sudden change of pace: shelves of dishes and cutlery, tables stacked high with bedding and artful displays of candlesticks and picture frames, all influenced by Japanese minimalist design.

An apparel retailer selling minimalist home furnishings?

Improvisation at work. Sales clerks in Banana Republic stores noted that customers often asked to buy the “props” decorating their stores.

Sensing instantly the significance of this bit of gossip, the company ordered pillows, picture frames and candlesticks for the following Christmas. Big success. Within a year the chain’s larger stores added home furnishings departments.

Gap Inc. didn’t bring in a consultant to tell it to get into home furnishings. Nor did it do extensive marketplace research. It threw the stuff out there and it stuck.

You don’t learn the new paradigm just by buying lots of computers.

MIT professor Brynjolfsson recalls a recent visit to a chief executive who proudly showed off a bank of computer displays in his office.

“There was no way he could absorb, much less act on, the information, and it wasn’t getting out to people who could,” says Brynjolfsson.

You need to create a system built around understanding and acting fast on the computer-generated information. As Brynjolfsson likes to point out, this requires a decentralized system. Yahoo, the Internet directory started by Stanford University graduate students Jerry Yang and David Filo, is a child of improvisation.

Yang and Filo started cataloging what they regarded as the best of the new sites that spring up each minute on the Internet. While big media companies like Time Warner and The New York Times Co. tried to force electronic versions of their print publications on cybernauts, Yahoo tapped the Web’s vibrant creative community to come up with entirely new products. Where the established players were counting on experts and experience to design their products, Yahoo was tapping the entire chaotic marketplace.

Yahoo delivers an average of 95 million webpages a day, making it the most-accessed content site on the Net. Yahoo throws new programs on its site without researching or brainstorming, making changes daily.

Improvisation is its middle name. Within two weeks Yahoo knows whether it has a hit or a flop, and the flops get scrapped. “There is no such thing as perfection,” says Yang.

Contrast this chaotic but cheap and fast process with the long, slow process of making a movie or a TV series. It takes $1 million to develop the pilot for a half-hour TV sitcom and a little more than a year to get it on the air. At Yahoo it takes the salary of an Internet surfer and a program “producer.” In the old days of Hollywood, moguls like Louis B. Mayer decided what the public wanted and delivered it to them. Yang has become an entertainment and communications mogul not by deciding what the public wants, but by direct and instantaneous communication with the public.

“We’re both short-attention-span people,” Yang says of himself and his partner. Which is why they are naturals for the rapid-feedback loop that business is fast becoming.

Discount brokerage giant Charles Schwab & Co. calls this feedback practice “recycling.” “You can’t invent products in the lab or with a focus group,” says Schwab President David Pottruck. “You go out into the market with a product and then you fine-tune it until it works.” The discount brokerage has unleashed new products at a blistering rate. A few of them hit it big, others wither—but the flood keeps coming.

Consider how Schwab “recycled” its mutual fund business, responsible for much of the firm’s rapid growth in recent years. In 1984 Schwab began offering about 100 no-load mutual funds to its discount brokerage customers. For the convenience of buying from Schwab rather than seeking out individual funds, customers were charged $50 per transaction. It wasn’t big money for transactions in the thousands of dollars, but customers balked. “They loved it in theory,” Pottruck recalls, “but they hated the $50 fee. It was weird. It’s like buying a nice new car and then sweating the price of the floor mats.”

Instead of complaining about how irrational the customers were, Schwab changed the product. Customers wanted cheap, Schwab would give them cheap.

It told the mutual funds that they would have to pick up the tab.

“Most of them told us to pound sand,” Pottruck says. Seven small firms agreed to pay the fee. In six months those funds saw assets rise between 40% and 50%. Schwab soon had hundreds of takers and a booming new business.

Inevitably, improvising produces lots of losers and requires a willingness to end up with egg on your face. In theory, at least, you could earn a better return on investment by trying to pick a few winners rather than scattering your investment money as Microsoft and Intel have done. But, says Microsoft technology guru Nathan Myhrvold: “The only thing more expensive than doing product development this way is not doing it this way.” How else can you catch the currents when that famous butterfly flutters?




TECHNOLOGY SUMMIT

By Tim W. Ferguson and Neil Weinberg

July 1998

JAPAN COULD DO with a bit of good news—and guess who was in Tokyo last month spreading some? Bill Gates, the planet’s richest man and its most famous missionary for technology. As the high-tech revolution made the once-stagnant U.S. economy boom, Gates preached, so would it rescue Japan’s sick economy.

Wherever Gates goes, as he did to Japan and the rest of shell-shocked Asia to unveil his new Windows 98 operating system, he carries with him some of the keys to the new kingdom. In Tokyo he appeared with executives of four consumer electronics giants. But he had a special date with his friend Nobuyuki Idei, a revolutionary in his own right as president of Sony Corp., arguably the most advanced and worldly of Japan’s technology companies.

Sony’s specialty is entertainment tech. Microsoft’s is information tech. The two technologies are blending, and their future together portends wondrous possibilities.

We interviewed Gates and Idei at a golf club near Narita Airport where Gates, an improving 23-handicapper, enjoyed a game with Idei, a practiced 80s shooter.

Forbes: Sony Chairman Norio Ohga recently declared that Japan is on the verge of economic collapse. What do technology guys like you have to offer to get Japan back on its feet?

Gates: Certainly if you look at the U.S. economy, it’s a much better picture than anyone can explain. If you talk to Alan Greenspan or many of the intelligent observers, they think that the use of technology and the efficiency of technology is a major factor there. I certainly believe that. If you look at the innovation in our business, the [economic] opportunities are incredible.

During the past five years the information technology industry has generated a quarter of the U.S.’ real economic growth, and it now accounts for more than 8% of our national output—much of that for export. This pattern is being repeated in varying degrees around the world. And by helping people work from wherever they live. A Turkish Web designer in Istanbul can work for a company based in Boston. This helps democratize wealth.

Japan has a tradition of keeping information nonpublic. Isn’t this a drawback in the information age?

Gates: I think you’re vastly overstating any cultural impediment in Japan to using technology. Go back 10 years ago. Every article in America was about how Japan knew how to do things and we knew nothing. We had to throw out all our approaches. Every industry was going to go over to Japan. We didn’t stand next to our desks and sing songs, or what was it we needed to do?

Now, 10 years later, other than the U.S., what is the economy that has technology leaders, investment in education, world class excellence? Certainly Japan is in much better shape than most European countries.

Idei: Europe is very strong in telecommunications, with the GSM standard, and in digital terrestrial television. Europe will become stronger with the introduction of the euro single currency.

Getting back to Japan …

Gates: The fascination with technology in Japan is very, very high. There’s some work to be done on the communications infrastructure, government, capital allocation, but the sort of humble phase Japan is going through is just as valuable to Japan as the humble phase the U.S. went through 10 years ago was to the U.S.

Idei: More positive action should be taken in Japan to transform this country to a more American type of model. In that respect I think we need to change a lot.

Governments and politicians are not very comfortable with letting information flow freely.

Gates: When Martin Luther had a problem with the religious hierarchy, he printed 100,000 handbills and it was hard to stop, so printing democratized communications quite a bit. The Internet takes it one stage further, makes it tougher to block information. There are not many governments left that thrive on the ability to block information. Drive around China. There are quite a few satellite dishes. We have a research and development group in China, and I don’t think there’ll be a problem. I’m more worried about whether we can hire as many great people as we want than about restrictions. China’s at an early stage in all this stuff, and it’s amazing how open things are, actually, given where they are politically and economically.

Even before the Internet, communications were hard to control, what with printing presses, copying machines and satellite video. With the Internet it’s really hard to control. Information can get in and out of countries. That’s just a fact of life. Probably a good fact.

Singapore’s government limits access to newspapers and magazines that carry material it objects to.

Gates: Sit down and use the Internet. Tell me a webpage that’s limited.

In Singapore?

Gates: You might nominally be breaking the law.

OK. I’ll have to go down to Singapore and log on to some of the Swedish sites.

Gates: Yeah. You’ll find it’s unblocked.

How is the Internet changing the ways information flows? How is the Internet radically different?

Gates: If you want defining events for the Internet, you could look at something like political elections and the ability to go and see every speech a candidate has given. To see his votes and search for the things you care about. Or go to a chat room where people kind of organize.

As you read the newspaper, coverage of an election and political news just isn’t good enough. But on the Internet it’s fantastic. It will redefine some of those activities.

Idei: Instead of meeting with Bill Gates, you can visit the Microsoft website, and you can learn almost everything—who is doing what.

Gates: Every speech I give.

Idei: The same with me.

The Internet allows individuals who are interested in politics to absorb more material, but it has not in fact widened participation in voting. Doesn’t technology, in some respects, accentuate differences between the uninformed and those who have a hunger for information?

Gates: Well, you can draw people in. For example, if they’re reading a news article about a political issue, you can include how their representative voted. We do that on our MSNBC website. Then you can just click and send mail to your representative and say whether you agree or disagree. So the ease of learning about things is much greater.

I vote in local elections. I don’t know these people, but with the Web I can just go to a couple of voter sites and feel that I’m semi-informed. It’s all driven by curiosity. Fortunately, young people in particular have a lot of curiosity.

Technology empowers people at every level, and it brings information and participation to people who never before had it. You will see electronic voting and virtual town meetings, and all this will gradually strengthen democracies in every country and at every level.

Idei: Technology is also a problem in an aging society [as we have in Japan]. I think one of the missions for Sony is to make it easier to use or easier to access information for the older generation.

Both of your companies are involved in WebTV. What have you learned from WebTV about people who are slow to adopt technology? How can you broaden this usage of the Internet to people who generally would not want to go near a computer?

Gates: In WebTV the user interface is very good so there are a lot of older people using it, often primarily to email their grandchildren. I view WebTV as in its early stages. As the hardware improves, as the speed of connections improves, the concept of something simpler than the PC, but still interactive, is shared by Sony and Microsoft. We’re brainstorming together on that.

Idei: In television’s case you can receive all the information passively; the anchorperson is a kind of psychological link to access these stations. But in the case of a website I think we need to find something more. … What’s important is to bring the website and the average person together. This is really important. I don’t know what it is, but I think we should find a way. That’s the reason Sony started many channels on SkyPerfecTV! in Japan. Channels are a kind of knowledge navigator to find something of interest. Many people will see the sites by seeing television first. These are things we have to do. Today’s technology is so vertical I think we need collaboration between Microsoft and Sony to make the bridge between computer-based technology and passive viewing habits.

Bill, you mentioned “friction-free capitalism” in your book [The Road Ahead]. A buyer and a seller can deal directly, and middlemen who don’t add value will disappear. At the same time my experiences in Japan, where I’ve lived on and off for 15-plus years, show the government is very strongly committed to maintaining inefficient mom-and-pop shops.

Idei: We were looking at Japan from the helicopter this morning, and he [Gates] said there are no shopping malls. [But] in all countries, all societies, you have rulemakers and rule-breakers. In Japan there are a lot of retailers who are trying to break the traditions. So they are very prosperous. In Japan in five or 10 years the trend in distribution will be much, much closer to the American model.

Gates: If you think of the Internet as sort of the next stage [in retailing], it may be more exciting to Japan than to the U.S. because you don’t have the big shopping centers. So if you want to get a special kind of luggage or clothing or an obscure book, it may be that the Internet, compared to physical distribution, is particularly advantageous. I don’t think there’ll be any restrictions on Internet shopping.

What’s next on the technology horizon?

Idei: I think parallel to the personal computer revolution there’s an explosion of digital cellular. This is already true. Today in Japan digital phones have become extremely popular. No one predicted that the market would be this big—close to 40 million mobile phone users. In the future, digital cellular will have picture communication [potential] so that kind of thing will happen very rapidly.

Why is this revolutionary?

Idei: Today’s digital cellular technology can only handle the transmission of voice and simple text data. However, from around 2001 the next-generation mobile communications service, called IMT-2000, will become available. This will be able to handle transmission of moving pictures.

Of course, even though the technology will be available, it does not necessarily mean that it will generate business. What will determine the strength of the service will be the type of products, content and lifestyle that can be provided. No matter how advanced the technology is, if you are not able to create a type of “killer application”—in other words, the right combination of product, content and service—you will not generate any business.

However, as we enter the age of multimedia mobile communications service, a company such as Sony will be in a very strong position. By combining our digital AV electronics expertise with our large content library, Sony will be able to create exciting new applications.

What happens to Sony’s huge television and content businesses?

Idei: I believe that the TV will evolve into a “home gateway” for accessing a wealth of interactive services. This will be in addition to using the TV for passive viewing. To achieve this, we need to further incorporate information technologies, especially software architecture, into consumer electronics appliances.

Whatever services eventually become available, they will most likely be viewed through a display, such as a CRT [cathode ray tube], an LCD [liquid crystal display] or a plasma panel. Because transmission technologies generally progress more quickly than display technologies, TVs may evolve into two or more separate units, such as a display element and a set-top box.

Also, the distribution of content will likely move from a package-based system [such as prerecorded video] toward a digital network-based system. Video-on-demand is just one example of a new service that we’re likely to see in the near future. Once the necessary copyright protection measures are in place, we’ll be able to access information about programming (such as a profile of an actor appearing onscreen), to buy our favorite music and even to send and receive AV content to our friends.

Gates: The thing people are not paying attention to is that as we make the computer speak, listen, learn, see—it becomes a very different thing. One tablet you carry around. High enough resolution that you feel like reading off of it. You can talk to it. It can talk to you. It can see who’s there. Those things—the naturalness of interaction—are probably in the next five years, and certainly in the next 10. So your TV set will see who’s coming in the room and interact because the chips will become inexpensive and software will become inexpensive. Natural interface. People just aren’t thinking about it. When you want to navigate the Web, you won’t give it URLs—you’ll just give it a sentence: I want to see the latest movies, the newest restaurants.

Idei: You’ll be able to use a computer without knowing you’re using a computer in the future. For example, while you’re driving a car, the computer will be working [to detect the position]. Information will be transmitted from the car by wireless telephone so you can get your position.

The computer and telephone should be combined into one. I think today’s smallest digital cellular is smaller than a digital watch, so you can combine the telephone and computer and make a lot of different applications. Bill’s computer in the past was a word processor, spreadsheet, database and what else?

Gates: Until it’s trivial to take a picture, see it on any screen and send it off, or go to any device and ask for some music … until it’s all integrated, there’s a lot to be done. It’s going to take a lot of software and hardware advances and industry standards before you really feel like you’re getting all the power out of these devices.

Today, with digital cameras, getting pictures into a PC and editing them and keeping track of them is too hard. That’s not going to be super hard to fix. But some of the other scenarios are tougher, like getting rid of all the remote controls.

Any bottlenecks—technological, political or otherwise?

Gates: [Telecom infrastructure] is the biggest. If you have to be pessimistic about the time frame [for the spread of portable information devices], it would be upgrading that infrastructure and the regulatory environment. It’s a different story in each country—but you can still be pessimistic about almost any country.

Is there a key to unlocking that?

Gates: Deregulation. Those industries and countries that resist such change start to lag behind, and then they see the light and start deregulating. Great Britain was one of the first to deregulate its telecommunications industry, and is already reaping the benefits in terms of more competition and lower prices. What technology has done is make deregulation smoother and easier. Ten years ago it would have been impossible, say, to have spot trading in electricity, because the technology wasn’t there.

In 10 years what do you see as the shape of this industry?

Idei: We need a total solution, so I think we need a lot of companies’ collaboration—not only Sony and Microsoft, but also [operators of] cable or satellite TV—to make content distribution all interactive.

Bill, you had mentioned Alan Greenspan as an apparent believer with you that computer technology has changed the very nature of the economy and made it more difficult to predict and interpret.

Gates: Well, economists have never been able to explain much, and once again they can’t explain what’s going on now. The only difference is that now it’s good news they can’t explain. It’s usually bad news they can’t explain. The opportunity for economists to make breakthroughs today is more evident than ever. But basically my views and Alan Greenspan’s are pretty well aligned.




WELCOME TO MY STORE

By Eric Nee

October 1998

WHILE AOL WON THE SUBSCRIBERS, Yahoo won the eyeballs. Bill Gates’ MSN is a flop compared with them. Microsoft Corp. has lost the first round in the battle of the Internet.

But only the first round. Silicon Valley is littered with the carcasses of companies that dominated their markets before Bill Gates decided he wanted in. Microsoft is determined to capture a big piece of territory on the Internet. It has the brainpower, the cash and the strategy to do that.

There’s a pattern to this: When a new business looms in cyberland, Microsoft’s initial entries are often late, weak or both, but they are there. Its next products are better; the next ones better yet. Just ask WordPerfect Corp., Lotus Development Corp. or Borland International.

They dominated word processing, spreadsheets and databases until Microsoft walked all over them.

Now the battleground is the Internet. At the moment Microsoft is trailing Yahoo Inc. and America Online Inc., No. 1 and No. 2 among Web portals.

True to form, Microsoft is regrouping and counterattacking. It has realized that its original strategy was flawed and has forged a new one.

In essence, Gates’ inspiration is this: Capture people who want to buy products and services wherever they might be on the Internet. If they don’t use your entry point—your portal—well, then just capture them after they’ve come in through someone else’s.

What does that mean? Think about what happens when you wander onto the Web in search of a product. First comes the on ramp, the wires that connect your modem to the network of computers out there. Next along the way is (usually) a so-called portal. This is a launching pad for your search.

The last stage in this process is your destination. This could be a site that helps you buy a new car or a site that shows you mortgage interest rates and steers you to a bank or a site that finds houses in your price range. Amazon.com, which sells books, is an example of a destination site.

AT&T WorldNet Service is an on ramp. You pay $20 a month for a connection service and not much more.

America Online is a hybrid: part connector, part portal, part destination. It provides connections, special services like chat rooms and a Web portal.

Yahoo is the most popular Web portal, with 40 million visitors a month and a wealth of destination sites like Yahoo Travel and Yahoo Real Estate. Amazon.com is a pure destination.

Why is there value in a portal? Think of it this way: If the Internet is potentially a vast shopping bazaar, portals are entrances to it. The people who own the successful portals, like Yahoo, get first crack at the customers.

Why is there value in a destination? If you want a good deal on a Ford Expedition, you might spend only a few seconds at the portal looking for a car site then spend half an hour at the car site. There you will debate whether you want to spend $1,300 extra on leather seats and ponder whether it is worth going out of your way to the dealer who will save you $300. While you tarry at the site, the provider has a chance to bombard you with ads.

If there are sales commissions to be made on the Web, they will be made largely at these destination sites. Advertising dollars will also accumulate at these sites. That’s where eyes linger.

Microsoft’s new dual strategy is to own and build destination commerce sites like Expedia, CarPoint and Sidewalk. It is also improving its portal, MSN.com, and making it available around the world. Microsoft has scaled back content sites like Slate, the online magazine, and ended its efforts to compete with AOL’s proprietary online service. It has just about given up on its efforts to entertain people; instead it’s concentrating on ways to help them spend their money.

The stakes are potentially enormous. Close to $6 billion in U.S. consumer commerce will be generated on the Web in 1998, and the business is just cranking up. How big can it get? Nobody knows, but travel, certainly a Web-vulnerable business, will generate about $10 billion in commissions in the U.S. alone this year. Just 10% of that … well, you get the idea.

Aware of this potential, Bill Gates has said that Microsoft’s Web businesses will become the company’s fourth major business group, after PC operating systems, PC applications and servers.

And where is Microsoft right now? Eating dust. This year it may do $50 million in advertising and commerce. Upstart Yahoo will take in more than double that amount; America Online nearly 10 times.

“Until about six months ago I was somewhat dismissive of their strategy,” says Mary Meeker, Morgan Stanley Dean Witter’s Internet analyst. “But now I’m impressed.”

Point man for Gates’ Web attack is Pete M. Higgins, the 40-year-old group vice president responsible for Microsoft’s Web products. So what is Higgins doing to make his boss happy?

He has already ended many of Microsoft’s attempts at creating hip content sites. One flop was Microsoft’s Mungo Park. It sent editors on exotic expeditions around the world, but real travelers mostly want to go to Disneyland, take Caribbean cruises or work the slots at Las Vegas.

Then there is Slate, the online magazine into which Microsoft has poured millions. Rumors are that it will not survive long in its present form.

Microsoft made the same mistake with Mungo Park as with Slate: It tried too hard to be hip. Its more recent efforts have been decidedly more utilitarian.

One of Microsoft’s biggest Web successes is Expedia, its travel service. Expedia offers neat ways to book hotel rooms, buy airline tickets and reserve rental cars. Expedia produces travel commissions for Microsoft and ad revenues from suppliers.

Microsoft’s Sidewalk.com has undergone extensive renovation.

Originally a trendy guide to arts and entertainment in nine major U.S. cities, the site is being relaunched within the next few weeks with a national guide to buying products and services.

Sidewalk will retain its arts and entertainment guides, but the emphasis will now be on making Sidewalk a place to buy a stereo or hire a caterer, products and services that would appeal to the kind of people attracted by the listings. Listings for caterers, stereo dealers and the like will be free, but Microsoft will charge merchants who want to elaborate on their offerings, get better placement or link to their own website. Sidewalk has signed up 6,000 advertisers so far.

What about Microsoft’s competition? If AOL is the hands-down winner in the number of paid subscribers, Yahoo is the champion when it comes to attracting people on the Internet. Yahoo.com is the most visited U.S. site on the Web.

Yahoo is something like a department store. Once logged in, you can find and buy just about anything there. Yahoo Travel, Yahoo Real Estate, Yahoo TV Coverage, Yahoo Finance and more than 50 other specialized areas are now offered, says Yahoo Chief Operating Officer Jeffrey Mallett.

By contrast, Microsoft’s sites have been all over the Web, so it is consolidating its three home pages (onstage.MSN.com, home.microsoft.com and MSN.com) into one, MSN.com, the company’s new portal. This is now the default home page for its 2 million MSN Internet Access paid subscribers and for many Internet Explorer users as well.

This new Microsoft portal has been in the works for some time, and the pieces are now rolling out. MSN.com has an updated look and will soon include features it has long lacked—its own search engine and Web-indexing capabilities.

Microsoft is also integrating MSN.com with its more popular Web properties. One of these is free email from Hotmail, the company it purchased last December. Hotmail has 23 million email accounts and was the 11th most popular U.S. site on the Web as of August.

Microsoft will also better integrate its destination commerce sites like Expedia, CarPoint and HomeAdvisor into MSN.com. CarPoint is one of the most visited auto sites on the Web, generating $300 million in car sales in August. Expedia is the second most visited travel site, handling $5 million in travel bookings each week. Microsoft launched its latest destination site, HomeAdvisor, in July.

The aim is to turn MSN.com into an Internet equivalent of a vast shopping mall. HomeAdvisor can help you buy a home and get a loan, and when used with Sidewalk, it can help you find a painter and buy a new couch after you’ve moved in.

Higgins understands this process of integrating separate products. He was the executive who made Office into a category killer by pulling together the most popular PC applications.

Don’t expect the Web frontrunners to cave in. Unlike Office, where Microsoft was one of the first to package together individual applications, Microsoft is a latecomer to packaging on the Web. Yahoo already has Yahoo Travel, Yahoo Real Estate and other enterprises.

But Microsoft could have an edge because it owns and controls its destination sites, whereas AOL, Yahoo, Excite and the like carry sites belonging to others, with whom they must split the revenues.

Microsoft thus gets to keep a bigger chunk of the revenue. However, its competitors can pick and choose from the entire universe of destination sites. To get around that limitation, look for Microsoft to dip into its petty cash drawer and buy promising products as it did with Hotmail.

People in the industry have taken notice of Microsoft’s refocused efforts, and Infoseek Corp., Lycos Inc., Compaq’s AltaVista Search Service and NBC/CNET’s Snap Internet Portal Service decided they wanted a piece of the action. Among them they have agreed to pay Microsoft $60 million over the next year to be featured search engines on MSN.com.

But if destination is destiny on the Web, Higgins is going to have to bring Microsoft’s great technology to bear in creating compelling sites.

As the Internet matures, users will come to expect more from sites—more convenience, ease of use and speed—and that’s when Microsoft can bring its considerable strengths in software development into play.

The challenge for AOL and Yahoo will be to match whatever the Microsofties in Seattle produce in the way of irresistible destination sites. If they can do that, Microsoft won’t be able to roll over them.




GATES UNPLUGGED

By Elizabeth Corcoran

December 1999

EVERY ASPECT OF MICROSOFT’S identity and strategy has been closely tied to its founder, Bill Gates, the 44-year-old Harvard dropout who is Microsoft’s CEO and largest shareholder. But in a frank discussion with Forbes Global during the giant Comdex trade show in Las Vegas, Nev., Gates, by turns pugnacious and contemplative, said he could envision a time within the next decade when his second-in-command, Steven Ballmer, could take over.

“We’re both pretty good about being two people with one huge job,” Gates says. “Who has what title isn’t a phenomenal element of that.” So far, Gates says, he is “super happy” with the way that Ballmer has taken on added responsibilities since becoming Microsoft’s president in July 1998. Could Ballmer become CEO? Gates: “Yeah, it’s possible.”

Gates and Ballmer, friends since they met as undergraduates at Harvard in 1974, have opposite personalities, except for one trait very conspicuous in both: competitiveness. Gates grew up in a privileged family, son of a prominent lawyer in Seattle, Wash. Ballmer’s father was an immigrant who worked his way up to middle management at Ford. While Gates is reserved, eschews small talk and delights in technical details, Ballmer is effusive and outgoing, a perennial salesman. While Gates has long focused on technology for its own sake, Ballmer’s first declaration as president was that Microsoft should “delight” its customers.

Last March Ballmer orchestrated a sweeping reorganization of the company. All product groups now report to him. “The organization chart would suggest that whenever I’m interested in something, I just call up Steve and say ‘Well, everybody works for you, Steve, so you come in here and talk to me about this,’” Gates quips. “And, of course, that’s not how it works!”

Instead, with Ballmer as president, Gates has been free to do what he has long considered the most fun—work with product groups and chart new directions.

Gates concedes that as long as Microsoft was racing to finish its biggest software project ever—Windows 2000—it has been hard to get muscle behind new ideas. Even so, he’s excited about several projects aimed at moving Microsoft beyond the PC. “We are a software company—not only a PC-software company or only a full-blown Windows software company,” he says.

These days Gates considers Microsoft’s partnership with AT&T to build digital set-top boxes as important as its longtime work with the chipmaker Intel and the PC maker Compaq. Gates says he’s meeting every few months with AT&T CEO Michael Armstrong. “The rollout with AT&T is the real showcase of how [digital set-top boxes] should be done,” he predicts.

Another sign of just how far Gates wants to move Microsoft is a project he calls “Web OS” that’s bubbling away in the research division. Imagine, for instance, an operating system that doesn’t start by assuming a single processor at its core. “Years from now you’ll hear more about [this], but not in the near-term,” he promises.

You know how Gates feels about antitrust laws. Consumers, he insists, want more from Microsoft, not less, and Judge Thomas Jackson should not be mandating that they accept less. “We’d like nothing better than to have this whole thing resolved because [it] takes the public’s attention off what we’re really all about, which is coming in and saying, ‘OK, Windows can be made better,’” he insists. The Windows 2000 version is almost ready for sale. “This is as big as the first release of Windows, Windows 3.0 and Windows 95,” Gates declares.

Windows 2000 is one project that has certainly proved to be complex. Microsoft once hoped to finish the program, designed primarily for businesses, by 1998. Now developers have pledged to ship it off for pressing onto CD-ROMs by the end of December.

Which raises the subjects of the millennium, bugs and reliability. Will we ever get a crash-proof PC? Or Web server software that can’t go down during the Christmas rush?

Microsoft’s competitors have long contended that Windows can’t satisfy big companies’ voracious computing demands. Gates is burning to prove them wrong. Instead of turning to sophisticated “big iron” machines—like those built by Sun Microsystems—to construct reliable data centers, companies will be able to use lower-cost PCs running Windows 2000, he argues. “We hardcore can demonstrate this stuff now.”

Competitors once wistfully looked forward to the day when Gates would have children, in hopes that it would deflect his competitive spirit. Well? With the arrival of his second child this past summer, Gates says he’s simply more focused: “I’m very lucky. I don’t have to take time to mow the lawn. I have this great job that I care a lot about and my family. Those two things are 99% of what I do.” But back when Gates was single and had only one thing to take 99% of his time there was no talk of handing the company over to Ballmer.

Gates offers some thoughts on other topics:

On interactive television: “Who is the leader in terms of connecting the TV up to the Internet? Anybody can talk, but who is really doing anything? We’re the big believers. Go back six or seven years. … Were we ahead of our time? Were we somewhat naive thinking it would happen? You bet! [But] it’s OK for us to be early on things. It’s different than being late.”

On Clay Christensen’s book, The Innovator’s Dilemma, which argues that successful companies can be unseated by “disruptive” new ideas: “Everybody who wants to propose a new project at Microsoft says, ‘We’re the project that should be funded because of innovator’s dilemma.’ ‘We’re the new; everybody else is the old—fund my project!’ It’s a required slide in every funding presentation.”

On the movement by competitors to produce an inexpensive machine that doesn’t need Windows: “Remember the network computer—was that a new era in computing? There were many cover stories about [it]. Go visit those customers today, all the ones that Sun ran the ads about, and ask them what a crock of garbage that whole thing was and how screwed they felt to have been involved in reading those magazine covers that declared the new era.”

On whether he has ever programmed in Linux, the freebie operating system: “Well, Linux is just a form of Unix, and I certainly did a lot of programming in Unix. The fact that the free-software community can take that 25-year-old thing and say, ‘OK, here it is’—there’s nothing phenomenal about that. And so, no, I’ve never actually used it on a machine. I’ve certainly had demos with it, but it’s not anything I’ve used.”

On whether software is lagging behind hardware: “I totally disagree. Our software will be ready the minute [Intel] has the new chip [Itanium] come out of the fab. It was a great teamwork. … Do we have wireless networking the way we want? Not yet. Do we have tablet-based machines with the super-high-resolution LCDs that we want? Not yet.

“I have no complaint about the hardware industry. They turn out miracles at a pretty phenomenal rate. But to say that they’re just kind of twiddling their thumbs waiting for some software guy to do something—that’s not the real picture.”

On money: “Part of the reason for believing that my wealth should be given back to society—[and] not, in any substantial percentage, be passed on to my children—is that I don’t think it would be good for them. You’d like to have a situation where they really feel like they really need to get out and work and contribute to society. I think that’s an important element of a fulfilling life.”




BILL GATES OVER THE YEARS
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January 1, 1978—Redmond, Wash., USA—This is a 1978 file photo of Microsoft’s Class of ’78. Shown are, top row, left to right, Steve Wood, Bob Wallace, Jim Lane; second row, left to right, Bob O’Rear, Bob Greenberg, March McDonald, Gordon Letwin; and front row, left to right, Bill Gates, Andrea Lewis, Marla Wood and Paul Allen.
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1986—Redmond, Wash., USA—Microsoft owner and founder Bill Gates poses outdoors with Microsoft’s first laptop in 1986 at the new 40-acre corporate campus in Redmond, Wash. In March, Microsoft held an initial public offering of 2.5 million shares. By the end of the year, Gates became a billionaire at the age of 31. Microsoft was the first company to dominate the personal computer market with its MS-DOS system and subsequently the Windows platform.
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February 22-25, 1987—Phoenix, Ariz., USA—Paul Allen, from Asymetrix Corporation/Vulcan Inc., and Bill Gates, from Microsoft, share a laugh at the annual PC Forum.
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January 9, 1994—Seattle, Wash., USA—Bill Gates and bride Melinda French greet guests during a reception at a private estate in Seattle. The couple was married last week in Hawaii.
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September 4, 1995—Paris, France—Microsoft president Bill Gates demonstrates Microsoft’s Windows 95 program from his automobile prior to a press conference. Gates was also to meet 500 top computer executives as part of his campaign to launch the company’s new software.
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July 21, 1998—Redmond, Wash., USA—Bill Gates, chairman and CEO of Microsoft talks with Steven Ballmer, who was named president of Microsoft. Ballmer formerly was the executive vice president of sales and support of Microsoft. Ballmer’s promotion is part of Gates’ plan to broaden Microsoft’s leadership.




[image: images]
Credit: Dan Callister/Newsmakers/Getty Images

May 30, 2000—Seattle, Wash., USA—An aerial view of Bill Gates’ estate lines Lake Washington.
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January 29, 2001—Davos, Switzerland—Bill Gates, chairman of Microsoft Corporation, right, talks to Nobuyuki Idei, CEO of Sony Corporation, left, after they shared a panel session on the future of software-driven devices at the Annual Meeting of the World Economic Forum (WEF).
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February 2, 2002—New York, N.Y., USA—Bono, left, lead singer of the rock group U2, and Microsoft Chairman Bill Gates sit together before a news conference at the World Economic Forum. Gates teamed up with rock icon Bono in an appeal to world leaders to substantially increase funding for global health care.
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September 21, 2003—Maputo, Mozambique—Bill and Melinda Gates, cofounders of the Bill & Melinda Gates Foundation, playing with young patients on a malaria vaccine trial at the Manhiça Health Research Centre in Manhiça, 80 km north of Maputo, Mozambique.
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September 22, 2003—Johannesburg, South Africa—Former South African President Nelson Mandela, left, and his wife Graça Machel talk to Bill and Melinda Gates, right, at the end of a youth forum on HIV/AIDS at the University of Witwatersrand. Mandela and Gates took part in the forum that was held to raise awareness of the AIDS epidemic in South Africa. On December 19, 2005 Melinda and Bill Gates and Bono were named 2005 Time magazine people of the year for their Good Samaritan efforts: the Gateses for their large donations to schools, hospitals and medical research, Bono for his effort in reducing the debt of developing countries.
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June 7, 2007—Cambridge, Mass., USA—Cofounder of Microsoft Bill Gates, right, walks in the procession followed by Boston Celtics legend Bill Russell, center rear, during commencement ceremonies at Harvard University.




[image: images]
Credit: Elise Amendola/AP

June 7, 2007—Cambridge, Mass., USA—Microsoft Chairman Bill Gates, his wife Melinda, far left, his father Bill Gates Sr., and his stepmother Mimi Gates pose for a photo after he received his honorary Doctor of Laws degree and was keynote speaker at Harvard University’s 2007 commencement exercises on campus.
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March 23, 2011—Microsoft founder and philanthropist Bill Gates and his wife Melinda, second from right, walk during a visit to Jamsaut villages at Patna district in India’s Bihar’s state. Microsoft cofounder Bill Gates is visiting India as part of “The Giving Pledge” campaign started by Gates and investor Warren Buffett last year.
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March 23, 2011—Microsoft founder and philanthropist Bill Gates looks on as his wife Melinda holds a toddler during their visit to a village at Patna district in India’s Bihar’s state.

Billionaire philanthropist Bill Gates toured the impoverished Indian state of Bihar ahead of a meeting to encourage the country’s wealthiest people to give more money to charity.
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June 2, 2011—Seattle, Wash., USA—The entry plaza of the new Bill & Melinda Gates Foundation headquarters is seen in Seattle. The foundation formally opens its new headquarters Thursday evening, moving from scattered nondescript office buildings around Seattle to an architectural showcase in the center of its hometown.
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May 6, 2012—Omaha, Neb., USA—Warren Buffett, chairman and CEO of Berkshire Hathaway, right, and Microsoft’s Bill Gates, left, play doubles against table tennis prodigy Ariel Hsing. Berkshire Hathaway is holding its annual shareholders’ meeting this weekend.






MAKING MICROSOFT MATTER

By Elizabeth Corcoran

June 2000

YOU’VE GOT TO GIVE THE BOYS from Redmond credit: The U.S. government has them locked in a full nelson, investors have pummeled their stock, a hacker in the Philippines kicked one of their most widely used programs in the gut. But the Microsoft gang is still declaring victory.

On June 1 Bill Gates, Steve Ballmer and a troop of other executives are slated to unveil their latest vision of the road ahead. Even before the event, executives were billing it as a new idea as fundamental as when Microsoft moved from DOS to Windows. In short, it will mean transforming the company from one that sells shrink-wrapped software into one that provides a broad array of services via the Internet. In keeping with Microsoft tradition, there will be a carefully orchestrated public-relations blitzkrieg: a week of print and Web stories, likely to be capped by a glossy portrait of the grinning duo on the cover of an obliging business magazine.

Behind the smiles, however, is genuine nervousness. The entire software industry is going through a transformation that is shaking up its long-profitable business models. Even Gates has noted that seldom has the winner in one business era been a leader in the successive round. Not since its early days has Microsoft had to scramble to demonstrate that it is relevant.

“Microsoft’s biggest problem is that it missed the Internet and has all the wrong products now,” declares Larry J. Ellison, chairman of Oracle. “As the PC recedes in importance, Microsoft recedes in importance.”

Ellison, of course, is Microsoft’s noisiest competitor. Gates and Ballmer see the world differently. The PC still matters. Microsoft will still offer customers many of its products as packaged software. But like the rest of the industry, Microsoft is confronting the fact that the distinction between “productivity software” (the stuff you once bought on CD-ROMs) and “services” provided via the Web are disappearing. Even how you pay for “software” will change: You will sign up for “subscriptions” instead of paying at a cash register. Ask not what the software can do for you, but what you want done.

This is far more radical an idea than just storing your word processing software on a distant server. Here’s one glimpse: When you buy an airline ticket on the Web, Microsoft wants your itinerary to be piped straight into your online schedule and instantly shared with whomever you’re planning to visit. If the flight is delayed, you’ll be automatically beeped or paged or contacted, as will whoever has promised to pick you up at the airport. “Integration” is the hot button. You can have your information served up and stored any way you like it: via servers, on your PC, to handheld devices and cellphones. Think of the network as your own, very clever personal assistant.

Such glamorous scenarios, however, mask some truly hard problems for Microsoft. First, the company has to build the technology and fend off a reinvigorated army of competitors (including Oracle). Then it needs a new business model that describes how it can make money in this services world. All the while, Microsoft needs to keep convincing its customers that the government won’t really break it into pieces.

Real products are still a ways off. “The promise is always a bit ahead of the reality,” warns Robert A. Enderle of Giga Information Group. For now, Microsoft is simply aiming to capture the imagination of consumers and software developers by outlining its future directions. But that’s not going to stop its enemies from contending that they already have products that can accomplish what Microsoft is promising to do. Ellison boasts that Oracle’s latest product, Internet File System, will manage information on servers so smoothly that customers won’t miss Windows at all.

Microsoft executives say their vision is far broader than simply storing everything on servers. In the PC era, Microsoft turned its Windows operating system into a platform on which other companies built applications and so based their businesses. In this post-PC world, the Internet itself has become the platform on which everything else runs.

In speeches and interviews since he became Microsoft’s chief software architect, Gates has said that he believes consumers and the industry will benefit as companies write programs that work across the Internet, providing common functions that many can use. To make its software and services work in a highly “integrated” way, Microsoft is throwing its technical prowess behind XML, a format for displaying rich information (everything from glitzy documents to MP3 files). In principle the development of XML is taking place under the watchful eye of a neutral industry group, the W3C (for World Wide Web Consortium). In practice, all companies push, enhance and fine-tune the details of such tools to make them work best for their own products and services.

Even legitimate fiddling can lock customers into one vendor’s products. So Microsoft’s competitors will be constantly warning its customers that they are about to be locked in and should run the other way. “Microsoft thinks that everything should go to Windows. We think that things should be more modular. We’re very pro-choice,” says Ellison.

Creating new business models is going to be tricky. Gates has long been intrigued by how Microsoft might create subscription-like revenue streams for the company. In the new world, consumers or companies might tap into services offered by Microsoft without even realizing it. For instance, there are ample complex but critical services that Microsoft could offer to carry out for others: verifying that a person is whom he claims to be, processing financial transactions or encrypting sensitive exchanges. Who and how much to charge is the unanswered question.

Even as Microsoft plunges into the services world, it will not give up building its traditional software. “We need to continue to make the Windows client more reliable, manageable and secure both for consumers as well as for business managers,” Ballmer told an audience in January. That message is particularly important to Microsoft’s business customers, who make huge investments in software and so pay a heavy cost if a vendor radically changes course.

Within Microsoft, one manager sees the new strategy as “Internet version 3.0”—and of course, for Microsoft, the third iteration has often been the winner. From 1995 to 1996 was the “Uh-oh!” era of the Internet. “We were late and had to react quickly,” he says. From 1996 to 1999 Microsoft scrambled to build a competitive browser, Web-server software and an AOL competitor called MSN. Now, he promises, “we’re very aggressive in leading with our own vision.”

Keep your eyes on that twisty road ahead.




CHUTZPAH SCIENCE

By Elizabeth Corcoran

July 2005

Even the Gates Foundation would run out of money if all it did was buy vaccines. So now it’s going about inventing them, too.

STEFAN KAPPE is a bug-killer. Every week in a tiny, humid room (nicknamed The Swamp) at the nonprofit Seattle Biomedical Research Institute, Kappe and his colleagues slit open between 2,000 and 3,000 mosquitoes to collect the microscopic parasites that cause malaria. By knocking out a gene essential to the parasite’s development, Kappe hopes to create a vaccine against malaria. It’s an audacious goal—no one has ever made a commercial vaccine that protects against any parasite, much less malaria, which threatens 40% of the world’s population. Half a billion get the disease every year and more than a million die of it.

In late June Kappe was one of 43 principal scientists to win a chunk of the multiyear Grand Challenge awards, funded largely by the Bill and Melinda Gates Foundation. The Gates Foundation has set aside $450 million for the project, while the Wellcome Trust and the Canadian Institutes of Health Research are chipping in another $31.6 million. The goals for all the projects are breathtakingly grand: Give a child a vaccine without using a needle. Make vaccines that don’t need to be refrigerated. Make plants that grow in dry climates more nutritious. Genetically modify mosquitoes so they can’t spread diseases such as malaria and dengue virus. “These [projects] probably wouldn’t get funded by the National Institutes of Health,” says Richard Klausner, director of global health at the Gates Foundation and formerly director of the National Cancer Institute. “They’re too risky, too ambitious. And that’s exactly what we wanted.”

Bill Gates’ $28.8 billion foundation is more than double the size of the runner-up, the $11 billion Lilly Endowment, and the projects it has taken on are supersize. On the top of the agenda: battling the diseases that plague developing nations. The Gates Foundation has already pledged $1.5 billion to bring routine vaccines to the poorest children around the world. Now Gates wants to push scientists to create a more powerful arsenal.

To put together its list of 14 “challenges,” a panel of scientists sifted through recommendations from 1,000 researchers—from biochemists to mathematicians—around the world. Grant winners will have to invent technology on a deadline. Miss a milestone and the money stops. That hardheaded approach makes the applications more like business plans than traditional research programs, Klausner says.

Such research also represents a healthy half-step between pure academic research and for-profit development. “It’s good to try things that stretch the university a bit toward providing products in situations where the commercial world won’t,” says Nobel Laureate David Baltimore, who also serves as president of the California Institute of Technology and has won a $13.9 million Gates grant. The grantees pledge to make their technologies available at no or little charge to developing nations, though they retain marketing rights in developed markets.

When Florence Wambugu, founder of A Harvest Biotech Foundation International in Kenya, heard about the Gates grants, she immediately thought about three packages of sorghum seeds sitting in cold storage in Des Moines, Iowa. A cousin of corn, sorghum is a staple for half a billion people worldwide, even though it lacks much nutritional value. Five years ago Pioneer Hi-Bred International (a subsidiary of DuPont) figured out how to slide a critical gene from corn into sorghum to make a variant with more lysine—an essential amino acid. The researchers published their work, then filed the details (along with 200 seeds) in cold storage. The sorghum market simply wasn’t big enough for Pioneer, says Paul Anderson, research director of DuPont crop genetics.

But Wambugu, who remembered the project from past discussions with Anderson, wanted those seeds. She called Anderson and asked if Pioneer would help her foundation develop better sorghum for African farmers. Wambugu and Anderson worked on their joint proposal for 20 months, ultimately winning $16.9 million from the Gates Foundation. Pioneer agreed to further nutritional enhancements to the sorghum strain, to train African scientists and to donate the know-how (and seeds) from its earlier work. Wambugu has created a network of allies in Africa that will develop new crops as well as coax governments to OK the use of bioengineered seeds.

Delivering a drug via inhalation—that challenge inspired Harvard professor David Edwards to found a company in 1997. The novel delivery mechanism has commercial potential in treating diabetes, since prosperous countries are full of diabetics. Eli Lilly & Co. and Alkermes (which now owns the technology) are trying out inhaled insulin on 1,000 patients.

How about the same method to deliver vaccines, sparing the costs of refrigeration and needles? There’s scant commercial potential here, but there’s a need. In 2003 Edwards started the nonprofit Medicine in Need to develop the technology, which is very tricky. You have to dry the vaccine without killing the cells in it, and you have to make the particles small enough to be inhaled but not so small that they are exhaled. Edwards and his collaborators are getting a $7.6 million Gates grant.

Caltech’s grant was for finding a way to equip the body to fight a disease that it may not be prepared to tackle, such as AIDS. Most vaccines and therapies try to bulk up the body’s existing defenses, say, by boosting the immune system. Baltimore wants to rewrite the body’s disease-fighting instruction manual. He aims to take hematopoietic stem cells—the bone marrow cells that form blood cells in the body—and reprogram them by adding genes that direct the cells to produce unnatural antibodies. So far he and his colleagues have primarily demonstrated that they could help mice beat tumors this way. “This approach is such a leap beyond where we are today,” says Baltimore.

Malaria is a classic example of a disease that pharmaceutical companies are reluctant to tackle. The parasites that cause malaria go through four major developmental stages, some in humans and some in mosquitoes. Most experimental malaria vaccines target the mature parasite as it is wreaking havoc in a patient’s blood. Kappe’s $13.5 million grant, by contrast, aims to stop the equivalent of teenage parasites while they’re developing in the human liver.

In his insect swamp, Kappe develops a culture of red blood cells with malaria parasites that lack a key gene for development. The mosquitoes feed on the blood, absorbing the parasites. After the parasites have matured further, Kappe harvests them to build a mouse vaccine. Although the parasites can’t develop further (and so can’t cause malaria in the mice), they do excite the immune system. Kappe is using his grant to begin human trials.

His colleague in Africa, Patrick Duffy, won a $19 million award to pin down which forms of malaria are most deadly to children, and Dominic Kwiatkowski at Oxford University got a $16.4 million grant to explore which variations in the human genome protect some people from ever contracting malaria.

“These grants are different from standard research programs, which are about learning, not about producing things,” says Baltimore. “The Gateses have made a commitment to seeing that something gets done.”




BILL GATES’ INDIAN EDUCATION

By Elizabeth Flock

July 2009

ON A HUMID AFTERNOON former prostitute Fathima welcomes a group of illiterate women still in the trade and needing protection from AIDS into the Mukta clinic in Pune, India. As a “peer educator,” she has the job of conveying to them the message of safety. But the visitors shuffle tentatively amid the expensive-looking English-language posters that paper the walls around them.

Why would a clinic serving illiterate, non-English-speaking visitors use more English than Indian languages?

The answer lies in where that money comes from. The Pune clinic is part of a network of 100-plus nonprofits working under the umbrella of Avahan, an AIDS-prevention effort. Avahan, or “Call to Action,” is the brainchild of the world’s most generous philanthropist, Bill Gates.

Gates announced the 10-year, $100 million Avahan during his much-publicized visit to the country in 2002. This was, and still is, the largest-ever initiative in India for the Bill & Melinda Gates Foundation. (To see the Gates Foundation’s response, click here.)

AIDS in India has become an epidemic after nearly two decades of piecemeal efforts to counter it. Millions of poor people have been exposed to the virus; government agencies and private groups didn’t have the money to preach safety or treat the infected. Gates showed his seriousness by later raising the Avahan outlay to $258 million.

Seven years after Gates’ visit, Fathima (we’ve changed her name) has counseled the women at the Pune clinic, given them condoms and sent them back home. It is time to worry about the future. The bad news is that Avahan is ready to pack and go soon from the Pune clinic, and Fathima is set to lose her income. (In March Avahan began handing over the reins to the government-run National AIDS Control Organisation, which is unenthusiastic about inheriting the venture.) She doesn’t want to slip back into prostitution. At age 45 she doesn’t have much of a career in that, anyway.

When it hit the ground in 2003, Avahan set itself three goals: Arrest the spread of the human immunodeficiency virus in India, expand the program across the nation and develop a model that the government can adopt. Now, as it begins to wind down, Avahan finds that it hasn’t achieved any of these goals. Doubtless the effort has made a dent in the problem, but the impact is small in relation to the spending. When NACO takes over, it will try to prune the costs of the program. Salaries for peer educators will go.

When the Gates Foundation got down to work in India, Avahan was ready to spend what it took to get the best bosses; it started its search at McKinsey, the consulting powerhouse. The recruiters zeroed in on Ashok Alexander, now 55, who had spent 17 years turning Indian businesses into global challengers. “They made me an offer I couldn’t refuse,” Alexander recalls, sitting at his plush office in New Delhi. “I liked the ambitious arch of the HIV/AIDS program, and it was a chance for me to do something new.”

Soon 15 people were hired. Ten of them had come from private-sector backgrounds. They tackled the virus much as they would a problem at McKinsey. Alexander’s office is papered with data and maps containing colored dots plotting the spread of the disease across the country. The argot is sheer B-school: Avahan is a “venture,” the prevention program a “franchise,” a prostitute a “consumer.”

At Avahan Alexander and his colleagues oversaw the work of more than 100 other groups. The lack of practical experience at the top manifested itself in different ways. When Avahan introduced sleek mobile vans to bring clinics directly to the brothels, the expensive-looking vehicles were sometimes met with intense suspicion. At the Mukta clinic, Dr. Laxmi Mali says the women initially thought the van was from the police or the government. They refused help.

Accounts of the early missteps are largely anecdotal. But in 2005 an internal evaluation showed a big portion of Avahan’s efforts had gone to waste. As many as 31,000 people had been contacted by Avahan’s outreach program, but only 11,000 had visited the clinics. The Avahan executives had assumed that the peer educators would already know what the prevention services were without explanation; the reality was that they didn’t.

Avahan’s craving for scale also meant it overshot by a lot. It started with a bang in six states, with 50 sites for truckers in the south. But by mid-2005 only 12% of truck drivers were even aware of its services, and only 7% took advantage of them. This forced Avahan to reduce the sites to 20. For similar reasons, Avahan’s 6,000 centers for treating sexually transmitted diseases were reduced to 800.

At the core of Avahan’s failure to make a serious difference in India’s fight against AIDS is the way it spent money. In a country where a branded condom sells for 10 cents, where did Avahan’s money go? It’s difficult to say because Avahan’s finances are largely opaque. Avahan’s outlets sell 5 million condoms a month and give away another 10 million. Asked how so much could be spent on condoms, Alexander laughs, saying, “It’s a bit more complicated than that.” Probed further, Alexander says he doesn’t know the financials offhand. Nor was he able to give them later.

Travel was one drain. Jonty Rajagopalan, Avahan program officer from 2006 to 2008, says she would take flights every month from her base in Hyderabad to her focus areas in the states of Andhra Pradesh and Tamil Nadu, instead of being based in a focus area.

Another chunk: salaries. Alexander’s compensation was $424,900 in 2007, the second highest in the foundation globally, not including presidents and operating officers. Avahan’s “targeting intervention officers,” who oversee the field work, are paid three or four times what a typical NACO officer is paid.

Avahan’s marketing was done in style. Eldred Tellis, head of Sankalp, a Mumbai group fighting AIDS that has worked with Avahan, says he has seen a lot of money go into fancy publications reporting the program’s work. Very little went to the people on the ground. Vijay Mahajan, the chairman of Basix, a microfinance institution, comments on Avahan: “There is too much money and too many really smart people, with too little coming out.”

Knowing that it would have to inherit the project, NACO sent out evaluation teams to sites in four states to get some clarity on costs. NACO’s head, Sujatha Rao, says the evaluation threw up one clear message: Large parts of the program are not sustainable by NACO. “We told them you can’t create a huge number of assets and then just leave and expect the government to take over everything,” says Rao.

But Alexander disagrees. “We are not perpetual funders. We try to be catalytic,” he says. “In five years we would hope the HIV/AIDS epidemic is contained enough that we will no longer have to be involved.” Either way, it will have to be: Avahan is now repositioning, focusing on maternal and newborn health.

Ashok Row Kavi, consultant for UNAIDS and chairman of the Humsafar Trust for gay and transgender health, says Avahan’s expectations were unrealistic. “They wanted HIV to disappear in five years. For that to happen a lot of people would have to die.”

NACO’s annual budget is $225 million, none of it currently spent on Avahan. Rao can’t find enough money to continue the project. “We can never offer a replicable model. And if we are unable to sustain the program, all of their effort will be for naught,” she says.

When probed about the difficulties of handing over the program to the government, Alexander says the transfer is going just fine. Kavi differs; he says that the transfer discussions between NACO and the Gates Foundation are stymied. Costs need to be brought down, but they can’t figure out how. He also fears Avahan’s now experienced MBA-degreed field monitors, facing shrinking salaries, will depart. The question of running air-conditioned clinics the way Avahan did doesn’t even arise.

The biggest hole in quality will appear where it can hurt most. Hussain Makandar, HIV counselor at the Mukta clinic, is worried about condoms: The ones from Avahan are lubricated; the ones from NACO break and the prostitutes stop using them.

Alexander insists that only a tenth of the project will transfer to the government this year, and the rest will happen slowly over the next five. “We’re doing a transition program. We’re not saying, ‘Oh, here’s the program, and we’re off.’” But NACO and Mukta officials, among others, are watching the calendar, confused.




THE POWER TO SAVE LIVES

By Matthew Herper

November 2011

THE REPUBLIC OF CHAD, a landlocked desert dictatorship once described by Forbes as the planet’s most corrupt, is a strange place to find Bill Gates. Yet there he was in September, beside Chad’s Qaddafi-trained president, General Idriss Deby. “He and I walked around giving polio drops to a bunch of kids,” recalls Gates. “I shared in confidence with him some views of how he might be even more effective in the way he manages his campaign.”

Yes, a far cry from hunkering down with Paul Allen in an Albuquerque motel to reimagine how the world conveys information, or with Warren Buffett in Sun Valley to brainstorm the future of philanthropy. But to Gates diplomacy with thugs is now just as important, a dispassionate component of what he views as his final legacy. “The metric of success is lives saved, kids who aren’t crippled,” says Gates. “Which is slightly different than units sold, profits achieved. But it’s all very measurable, and you can set ambitious goals and see how you do.”

Notice the words: metric, measurable, goals. While Gates’ vaccine-based giving—closing in on $6 billion to fight measles, hepatitis B, rotavirus and AIDS, among others—is part of the largest, most human-driven philanthropy in the history of mankind, what’s missing in his language are the individual humans.

In many ways that’s the point. Gates’ clipped manner in discussing the children he and his wife met in India and Africa (“Melinda and I spend time with these kids, and we see that they’re suffering; they’re dying”) disappears when the underlying numbers come up, his speech getting more rapid, his voice ever higher. “A 23-cent vaccine,” he says, “and you’ll never get measles,” a disease that “at its peak was killing about a million and a half a year; it’s down below 300,000.” Gates rattles off milestones in the history of global health and the prices of vaccines down to the penny, but blanks on the name of one of his favorite vaccine heroes, John Enders, the late Nobel laureate, or Joe Cohen, a key inventor of the new malaria vaccine Gates helped bankroll.

It’s heady, historic stuff: America’s richest man—he’d be the world’s richest had he not already given away so much money—still in his prime (he just turned 56), with the reputation, resources and determination to stamp out infectious disease. “I’d be deeply disappointed,” says Gates, if in the next 25 years he can’t lower the death toll by 80%. Otherwise, “we’re just not doing our job very well.”

Sitting with Gates, overlooking the Bill and Melinda Gates Foundation’s gleaming new $500 million campus, full of glimmering reflecting pools and glass edifices, it’s possible to see a future with exponentially less pain and suffering. It’s also a remarkably incisive exercise in getting inside the brain of one of history’s greatest business visionaries. By dissecting with him and his wife, Melinda, how he tackles this grand human problem, you can also learn intuitively how he built Microsoft. How a mechanical genius methodically tackles an abstract problem. And perhaps most of all, how power and capital—both literal and political—can be spent to maximize positive impact on the world.

Bill Gates’ plan to eradicate disease stems from a bold concept: The demographic theories of Thomas Malthus, generally accepted for the past two centuries, are wrong. Specifically, that subsistence eventually translates into population growth, and population growth eventually translates into misery.

Bill and Melinda Gates grappled with this concept years before forming their foundation, and months before even getting married, on a pre-wedding 1993 African safari. Their vacation had been planned around watching predators and prey—Darwin in action. “You go to see the animals, and you go to see the savanna, and it’s gorgeous,” says Melinda. But they instead found themselves pondering that classic Malthusian riddle: “Why is that woman walking along the road with sticks on her head, a baby in the belly and a baby on the back?” Gates had no immediate reason to challenge 200 years of dogma: “We know how to get agricultural productivity up, but not that much,” he says. “Jobs, unrest, education—a high population density makes solving all those problems harder.”

So in 1997, when he and Melinda first ventured into public health—their eponymous foundation would come into being in two years—they focused on birth control, funding a Johns Hopkins effort to use computers to help women in the developing world learn about contraception. The logic was crisp and Bill Gates-friendly. Health = resources ÷ people. And since resources, as Gates noted, are relatively fixed, the answer lay in population control. Thus, vaccines made no sense to him: Why save kids only to consign them to life in overcrowded countries where they risked starving to death or being killed in civil war?

It wasn’t dissimilar from the formula that he was developing behind a multibillion-dollar push into education reform. In that case, he based his giving on this formula: Success = teachers ÷ students. Smaller class sizes would result in more attention per student and smarter kids.

But much as Gates loves elegant solutions, his greatest achievements have resulted from perseverance and adaptability. It took three versions to get Windows right, and the Xbox originally lost billions. He’s not afraid to challenge assumptions when they don’t work. And in education he’s had a clear reversal: Class size, it turns out, is not the best determinant of student outcome. Teacher quality is. So after spending a fortune, Gates shifted course.

That same epiphany for his public health philanthropy came even earlier. Bill’s dad had set up a dinner at Seattle’s posh Columbia Tower Club with the Program for Appropriate Technology in Health (PATH). While the meeting started with birth control—among other efforts, PATH taught Chinese condom makers to test their products before shipping them—Gates began consuming data that startled him. In society after society, he saw, when the mortality rate falls—specifically, below 10 deaths per 1,000 people—the birth rate follows, and population growth stabilizes. “It goes against common sense,” Gates says. Most parents don’t choose to have eight children because they want to have big families, it turns out, but because they know many of their children will die.

“If a mother and father know their child is going to live to adulthood, they start to naturally reduce their population size,” says Melinda.

In terms of giving, Gates did a 180-degree turn. Rather than prevent births, he would aim his billions at saving the kids already born. “We moved pretty heavily into vaccines once we understood that,” says Gates.

He could have focused on clinics and doctors, but that doesn’t scale. “The magic tool of health intervention is the vaccine, because they can be made very inexpensively,” he says. “We had to choose what the most impactful thing to give would be—not just money, but our time, energy, voice.” Melinda, his partner in all things philanthropic, echoes that thought: “Where’s the place you can have the biggest impact with the money? Where can you save the very most lives with those resources?”

More heavily than anyone ever had—even John D. Rockefeller, whose Rockefeller Institute for Medical Research pushed many key discoveries in 20th-century virology—he changed the global dialogue when it came to vaccines, which a decade ago had become controversial because of now-disproved autism fears. The first Gates vaccine donation, $100 million, directed at the United Nations and administered by PATH, focused on getting existing vaccines to kids. To celebrate the gift, Bill and Melinda hosted a dinner for vaccine experts at their 66,000-square-foot home on Lake Washington. After Gates asked his guests, “What could you do if you had even more money?” the room exploded with new ideas. That’s when he decided to blow up his original foundation and, in 1999, reconstitute it as the Bill & Melinda Gates Foundation, endowed with $21 billion, instantly making it one of the largest charities in the world. The endowment is now $36 billion, with $25 billion given away.

But the vaccine epiphany just unlocked an entirely new set of problems. Yes, he could use his money to save lives through original research. Gates’ munificence has resulted in vaccines for meningitis and malaria. And yes, he could keep increasing the efficacy of those vaccines by creating a so-called cold chain—a storage and distribution system within host countries. He’s done that, too.

But again he ran into the scale problem, one inherently market-based. How do you encourage Merck, Pfizer, GlaxoSmithKline and other pharma giants to produce enough expensive vaccines for children who need them most but can afford them least? The answer, Gates increasingly believed, lay in making Adam Smith’s invisible hand more visible, giving the newly formed market a benevolent shove in the direction of free enterprise.

Here’s the truest definition of power: when you have the ability to not just solve a problem but also to create a sustainable market that addresses it. “There was nobody you could a write a check to,” remembers Gates, who stood ready a decade ago to buy billions of vaccine doses. In the 1980s UNICEF had tripled the percentage of children who got basic vaccines for polio, diphtheria, tetanus and other diseases by corralling public funds, negotiating on price with other aid agencies and deploying thousands of aid workers to deliver them. But those efforts still fell woefully short of the need, and new medicines hitting the U.S. market faced an intolerable 15- to 20-year lag before reaching the kids of Tanzania or Nicaragua. “The chance of death from those diseases is 50 times greater in poor kids than in rich kids!” says Gates, his voice rising.

The first critical step, he realized, was forging a lasting public-private partnership. The public half of that equation was solved quickly with his checkbook: Previous attempts had faltered due to lack of funds and infighting among aid organizations over scarce dollars. But the private component was trickier. Compared with manufacturing pills, making vaccines is difficult and expensive. Drug companies wanted to immunize kids in, say, Afghanistan, but couldn’t count on demand that would be large and predictable enough to cover their costs. They faced the unappetizing choice of being humane or profitable.

So back in 1999 Gates traveled to Bellagio, Italy to hammer out a solution, along with UNICEF, the World Bank, the U.N., various pharmas and aid groups. The result was the Global Alliance for Vaccines & Immunisation, now called the GAVI Alliance, which Gates ultimately backed with a $2.5 billion pledge and personal will, exhibiting the tough-guy tactics, when necessary, that earned Microsoft the fear of its rivals and enmity of U.S. antitrust regulators. “Bill was a little like a poker player who put a lot of chips on the table and scared everyone else off,” says Seth Berkley, who ran a Gates-funded AIDS vaccine effort and is now GAVI’s chief executive.

GAVI set out to do things differently in two ways. First, buy-in: It forced developing countries to cofinance vaccination programs, even at the nominal amount of 20 cents a dose. And second, accountability: It required clear record-keeping to ensure the vaccines were getting to children and to establish a sustainable delivery system. This clarity—a well-financed effort with partners on the ground—created a lasting market for big pharma that wouldn’t cost them their shirts. To further goose competition, increase supply and bring down prices, GAVI encouraged drugmakers from developing nations like China and India to bid on contracts.

The payback has been dramatic. Over the past seven years the price for the standard five-germ inoculation (including diphtheria, tetanus and whooping cough) has dropped 40%. The cost of a hepatitis B shot to prevent liver cancer has plunged 68% over a similar period, allowing millions of kids to be vaccinated. GlaxoSmithKline’s Rotarix, to prevent rotavirus, a leading cause of diarrhea and death, has gone from $102 a dose to $2.50, and Indian upstarts like Bharat Biotech are bidding to drive that cost down to as low as $1.

With newer, more-expensive offerings, like Pfizer’s Prevnar for pneumonia, the biggest-grossing vaccine in the world, GAVI has gone a step further. By promising to buy a certain number of doses, it guarantees the pharma company massively efficient volume. In exchange GAVI sets a ceiling for what it will pay long term—Prevnar, for example, goes for $114 in the U.S. but will cost no more than $3.50. Gates and his peers subsidize losses during the ramp-up. The math can be staggering: To deliver pneumococcal and rotavirus vaccines to 250 million children, GAVI raised more than $3 billion from various governments, including the U.K., Norway and the U.S., and Gates kicked in the final $1 billion to make it all work. The results have been equally massive: 3.4 million lives saved from hepatitis B, which causes liver cancer, 1.2 million lives from measles, 560,000 from the Hib bacteria, 474,000 from whooping cough, 140,000 from yellow fever and 30,000 from polio. In the past year the new initiatives have prevented another 8,000 deaths from pneumonia and 1,000 from diarrhea.

“I’ve met mothers who walked eight hours to get their child a vaccine and hoped that it’s there on that day,” Melinda says. On a trip in January to a rural clinic in Kenya she saw four children with pneumonia sharing a single oxygen tube. “They were just sucking breath,” she recalls. But across the clinic the Gates Foundation work showcased a different future: Children lined up to get the new vaccine that would dramatically reduce the risk they would ever get pneumonia.

Gates currently has two of history’s greatest scourges in his sights: malaria—the mosquito-borne disease that infects 250 million a year, killing 800,000 of them—and polio. For the former he spent $200 million to rescue a vaccine that was in development at Glaxo but had no chance of ever being profitable—a recent study indicated that it will cut the infection rate in half. He’s dedicated to stamping out polio entirely, which would make it only the second disease ever to be extinguished from the face of the Earth, after smallpox.

Now that this model has been established, Gates’ role has evolved. To make this system work, he needs to play global health care ambassador. Given his throw weight, heads of state have to take his call, as evidenced by his quick trip to Chad—a photo op vaccinating kids puts a leader on public notice and enforces some accountability for delivering medical care in the future. “I wouldn’t say I’m convincing [them]—I’m reminding them,” says Gates. He then imagines how the leaders are anticipating his visit, in what sounds like a parody of his own voice. “Aw, this guy, he’s going to come talk about vaccination, vaccination, vaccination and how are you doing on polio. And, by the way, you’re one of the few countries left that still has polio, and you’ve got low vaccination rates!”

The blogosphere still expels dark plumes of “I Hate Bill Gates” posts and websites, accusing him of bilking taxpayers because Seattle granted him free land to build the new campus or spreading autism through vaccines (now a widely discredited theory) or of playing God through his foundation. Some clinicians criticize him, wistfully, for fixating on vaccines to the exclusion of other medical causes. But for someone once pilloried as the Antichrist of technology, a brutal monopolist who strangled innovation, this generosity—less of the heart than the head—has made him a saint among those most familiar with his efforts. “A powerful voice to protect millions of children in developing countries from dying,” says Andrin Oswald, head of vaccines at Novartis. Adds William Foege, a Gates ally best known for his role in eradicating smallpox: “What has happened in the last decade is something we could never have dreamed of. It will change forever what society looks like.”

The billionaire, for his part, waves off most of the adulation. When I told Gates that Foege compared him to Maurice Hilleman, the researcher who developed vaccines for measles, mumps and a half-dozen other diseases, Gates faintly blushed. “He actually did it, though. I mean, his lab at Merck, they really did it.”

But Gates did something, too. It had nothing to do with lab work, and everything to do with the problem-solving skills unique to someone who has created an entire industry.

When I asked Gates to grade himself on which of his accomplishments—computer software or inoculations—was more important, his calculating mind whirled straight into action. “I’d say, it’s pretty hard to make that comparison,” he says. “In terms of lives saved, vaccines would just totally win out.” Then he ponders some more. Both vaccines and personal computers, he says, rank “right up there with the printing press and fire.” On its face, an astoundingly hubristic statement. But Gates says it without even a hint of braggadocio. It’s just cold, hard, reasoned fact.
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Forbes: While you two are an odd pairing on paper, I have a theory that you were separated at birth—there are more similarities than you might think.

Bono: Tallness!

You both played chess growing up. You both started college—neither of you finished it. You both built global businesses. You both were affected deeply by your first trips to Africa—Bono after Live Aid, and Bill before your honeymoon with Melinda on safari—and you both consider Nelson Mandela one of your top heroes.

So given this, Bill, true or false: The first time you had a chance to meet Bono you didn’t really want to because you thought it would be a waste of time?

Bill Gates: Yeah, we have a mutual friend, Paul Allen, and Paul said to me several times, “You know, Bono is really serious about poverty and the stuff you’re working on; you should talk to him.” And I have to admit, I did not make it a priority. And then there was a Davos [meeting] that was in New York after 9/11, so Bono, Bill Clinton and I met, and I was kind of amazed that he actually knew what he was talking about and had a real commitment to making things happen. It was phenomenal. Ever since then we’ve been big partners in crime.

Bono, you’ve said that you’ve learned a lot from Bill. What has he taught you, and why did you seek him out?

Bono: Before I tell you what I learned from Bill, I’ll tell you what I taught him. It’s an interesting story about not judging your friends. I said to Paul Allen, “Would you help me get to Bill Gates? Because we really need to professionalize our operation, and we need funding, and I know that he’s interested in the same things that we are, and Melinda, too.” Paul’s a kind of shy guy, but he usually answers my emails, and he stopped answering them. Actually, I got a little cross with Paul, and I said, “Well, that’s not very nice.” This is the one thing I’ve ever asked him to do.

I had no idea, of course, that he’d been asking Bill, but Bill was actually like, “No, I don’t want to meet him! It’s Sonny Bono, or whatever.”

I went up to see Bill and Melinda, and I said, “Look, we have an organization, and we’ve got very, very smart people. Brilliant people. But we need to professionalize.” President Bush had taken over the White House. Our rather relaxed attire going into Bill Clinton’s White House we felt was no longer appropriate, and we really needed to be more formal. So we got a million dollars from Bill [Gates]. And then he later told the New York Times or somebody that that was the best million dollars he ever spent. That’s a great compliment, coming from Bill Gates, and it makes funding a lot easier.

But what was shocking for me as an activist was to learn how important the role of commerce was in ending extreme poverty and the role that entrepreneurial capitalism has played in taking people out of extreme poverty. Right now capitalism is in the dark. It’s on trial. There’s a sense of the “us” and “them,” the 99%, the 1%, those who’ve gamed the situation, those who’ve been screwed by the situation. Some of these accusations, of course, are ridiculously far-fetched. But some of them are not. It’s critical that [entrepreneurial philanthropy] somehow coheres in the 21st century into a new sort of shape and form. What I learned from Bill and Melinda is that it wasn’t just going to be their cash that would be put to work but that the most important thing that they would contribute would be their brainpower.

Bono, I believe you have called yourself an “adventure capitalist.” Maybe talk a little about RED, where you’re taking your advocacy and tying it into commerce to promote change and raise a tremendous amount of money.

Bono: I remember going to see Bob Rubin just after he left being Treasury Secretary. We asked him his advice on tackling HIV/AIDS. And he said, “You know, if you want to move the dial on this, you’ve got to go about it like Nike almost. You’ve got to explain to, say, America the scale of the problem and how the problem can be solved. And you’ll probably have to spend $50 million doing that, the same way Nike spent marketing their ideas.” I said, “Bob, where do we get $50 million?” He said, “That’s your problem!”

We formed RED. And now RED, with the help of the Gates Foundation—by the way I couldn’t do anything I do without the Gates Foundation—was an attempt to sort of piggyback the great companies like Apple or Microsoft, Armani, the fashion company, Starbucks. At the French Open all the great tennis players came out with their red tennis rackets, because the Head company has gone RED. So we use RED not just to raise the … I think it’s $207 million we have raised so far to buy AIDS drugs for those people who can’t afford them—but to create heat and excitement around the issue of solving the problem. When lawmakers met in Congress in difficult times they would feel heat. We used to get this thing up on the Hill here in the U.S., and [they weren’t] feeling that one, that AIDS emergency. So we wanted to be in shopping malls, where they would feel it. When they walked down the street and saw a Gap T-shirt, they’d feel it. When it comes to appropriations—and this year was a struggle to get funding for the Global Fund [which provides money to combat AIDS, tuberculosis and malaria]—the heat is very important. That’s what RED does. It creates heat, so that when the other organization, ONE, can actually go in Berlin, in France, in Paris, in London, we go after the big government budgets and tackle it that way.

Bono is the activist who’s become a capitalist. Bill, you’re one of the all-time capitalists and philanthropists who’s now had to increase how much you work with governments. Can entrepreneurial philanthropy and activism be practiced purely, or do they inherently need to be merged?

Gates: I think the key to all philanthropy is how you unlock the much larger sectors—the government sector and the business sector. Say you have a goal, like reducing the number of children under five who die every year. The direct philanthropy in terms of inventing vaccines, buying vaccines, getting them delivered, isn’t really going to make a big dent in that problem. Unless you get the brilliant minds of the pharmaceutical companies engaged in the invention, unless you get the government aid budgets from the generous rich countries engaged, and unless you get the people on the ground—which in many cases are working with the developing country and how they train and manage all these primary health care workers. Unless you’re deeply engaged with that, you’re probably not going to have a big impact.

There are pieces, like some of the research, like the malaria vaccine piece, where philanthropy actually can fund a very substantial, even the majority of that. But when you get into the delivery mode, the $130 billion a year of government aid budgets focused on these poor countries, making sure that gets used the right way, that it’s not being cut because of budget problems and that you’re drawing in the power of the private sector that’s developing these countries—that’s part of how you’re going to win and get that number to drop in half in the next 15 years.

Corruption is such a big part of it. How do you make sure that the money you put into these countries isn’t just propping up bad governments?

Gates: Well, it depends on how measurable the sector you’re operating in is. In the case of health, figuring out how many people survived by getting HIV drugs is pretty straightforward. Figuring out your vaccine coverage that reduces measles, that’s down from over a million a year to $300,000 a year. That is one of the most straightforward things. And because you buy the vaccines and ship them into the country, you know you’re controlling that procurement piece—you have a little bit of training money, a little bit of labor money, maybe a few percent of that can go astray.

But it’s not like building a road, when you send money to the government and no road shows up, or you know you’re paying twice as much for it. The health and agricultural sectors, which are very critical to the poorest—getting the health right, the nutrition right—those things actually you can operate in a mode where at most corruption would be 5%, and if you can’t withstand a few percent, like someone who came to the training session, then you’re an idealist who really doesn’t belong in the game of helping poor countries.

Bono: There’s a cure for that disease of corruption. There’s a vaccine, at least. We call it transparency. One of the things we’ve been working on in the ONE Campaign, and have been working on with the support of Bill and Melinda Gates, is a revolution. A transparency revolution. This wave of transparency is coming through all manners of commerce, just bringing daylight so that people can see what’s going on in those transactions and judge for themselves if their governments are dealing with them fairly.

Hand in hand with transparency, of course, are numbers. Bono, you recently have come out of the closet: You’ve admitted you’re a numbers geek. Talk a bit about “factivism.”

Bono: Well, that’s just me pretending to be Bill. I’m Irish; we do emotion very well. You’re just experiencing some of it, and it can go on and on and on! I’ve learned to be an evidence-based activist, to cut through the crap, find out what works and find out what doesn’t work. Repeat what works, increase it and stop doing what doesn’t work. I don’t come from a hippie tradition of let’s-all-hold-hands and the world’s going to be a better place. My thing’s much more punk rock.

I enjoy the math, actually. The math is incredible! I was telling people recently there are 9 million people on AIDS medication. In 2003 there were 50,000. This is the most extraordinary thing. I just want to give thanks to the taxpayers who are paying for that. Because this is a remarkable thing. Numbers work. In the last 10 years infant mortality is down. I think it’s 7,256 less deaths a day. That’s down from 9.4 million to 7.2, something like that. I love these numbers. These are sexy numbers. They rhyme somewhere in my head.

OK, so based on numbers and data, what’s the biggest course change either of you made?

Gates: You’re always learning—field visits, meeting with scientists, looking at the numbers; it’s a collage of those things that come together. For our health work, it’s been figuring out how primary health care systems can be really well run—and that gets you the vaccine coverage, it teaches the mother about things to do before birth and after birth, the nutrition things, the reproductive health supplies. It’s amazing how some countries spend very little on their primary health care system and they get 95% of the kids vaccinated, and some spend a lot more and get 30% vaccinated. So the importance of personnel systems and helping get those right, the measurement, training, hiring.

In our U.S. education work, it’s been the most dramatic where we’ve been focused on school structure in the first four years and not so much on helping the teachers learn from the very, very good teachers. And that shifted around, because we saw about 10% or 15% improvements with the thing we called the small schools initiative—that just wasn’t going to be enough. So we got very focused on how do teachers get feedback, what are the exemplars doing right, can you help people improve—essentially, their personnel system and not just the compensation piece, because that turns out to be secondary to the idea of professional development, analysis and measurement. It’s kind of obvious at this point, but it took a lot of time and money to have that be a primary model that we apply.

Bono: Applying transparency to development, actually, was a big lesson for us. It’s strange, but the two parties most important in the transaction that we call development assistance are the two sides of the equation who know the least about it. The taxpayer and the child who’s been vaccinated or the student who sits in a class. That has got to change. And I think it will be wonderful when it does.

I remember, for instance, we worked on debt cancelation, and we were in a ghetto outside of Accra. There were no latrines for, whatever it was, 80,000 people living there. And years later, after fighting for debt cancelation and having this money well spent by the Ghanaian government, I saw the latrines! I was like, “Wow, I have to use these!” I went in, if you’ll excuse me, and I’m standing there and I look up on the wall, and it says “Paid for by HIPC.” HIPC. What’s HIPC? Well, I’ll tell you what HIPC is. HIPC was the U.N.’s idea for Heavily Indebted Poor Countries Initiative. And they were largely leading the vanguard on this debt cancelation. But that was their signage! Does anyone know what that was?

In the Oval Office with President Bush before the AIDS initiative, I remember saying to him, “You can paint those pills red, white and blue if you have to, Mr. President. If you do this, this will be the best advertisement for the United States ever.” And it has been.

If this rock thing doesn’t work out, I’m sure K Street has a job for you. I know you come from a family of salesmen—you’ve become maybe the most effective lobbyist in the world. How have you embraced that?

Bono: Well, thank you. It’s the ideas that win the day, and when we go for a meeting with Angela Merkel, say, a couple of months ago or together, me and Bill, went to see pretty much most of the French government a few months ago, we tried to bring ideas with us that will solve the problem that we are presenting. Our strategy, you could call it sort of inside-game maneuvering with those ideas—but then outside mobilization, so there’s always a moment where you can lean in with the policymaker and just say, if they are being rude to you: “Coming to a stadium near you …”

Last question. There’s a lot of pressure on you guys, as people expect big things. Do your amazing first acts create self-imposed pressure for your second acts?

Gates: Well, yes. But that’s fun. You have the possibility to fail. I think Warren’s generosity to the foundation made that even more acute, because if it’s money that you made yourself, it’s like “OK, I have a right to make a mistake.” With his money, even though he’s been nice enough to say it’s OK to fail, I don’t feel like I should. It’s kind of fun. You want to wake up in the morning thinking, “Am I working hard enough? Am I thinking hard enough? Have I found the right people? Why isn’t this thing that I thought would go well not going well?” That’s kind of a dynamic thing, and I feel glad that that kind of challenge—philanthropy has that every bit as much as my previous work did.

Bono: I haven’t left my day job yet, though there’s always this possibility when U2 puts out an album that no one will be there to buy it. And according to my band, if I keep doing these type of events, that’s going to be closer than we thought. I have a tricky one, you know, because I have to balance being an artist, which is my gift, and being this salesperson. In U2, I sell melodies, I sell songs. Here I try to sell ideas, but I have to believe in them, and then I’m a pretty good salesman. There is a huge pressure in not wanting to screw up the position that you’ve been put in. I do feel that, and I know that everyone in ONE feels that and everyone in RED feels that, because we’re serving. Though Nelson Mandela asked us to serve and Desmond Tutu threatened us on a regular basis that if we stop serving we wouldn’t go to heaven, the pressure is internal, as Bill says.

In this kind of work you do see people crack under that because these are matters of life and death a lot of the time. So it’s lucky that we get to, Bill and myself, drink heavily. That’s a joke. But we actually do have a lot of fun doing this. It’s very exciting to see the progress that’s been made in the last 10 years. And you get to hang out with Warren Buffett, who is a comedian.
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