EXCERPTS FRGMRL SHAPIRO AND HAL VARMFORMATION RULES: A STRATEGIC GUIDE TO THE
INFORMATION ECONOKHARVARD BUSINESS SCHOOL PRESSFRIIM) CHAPTER 1:

Systems Competition

Systems show up everywhere in information technology: operating systems and applications software,
CPUs and memory chips, disk drives and controller cards, video cassette recorders and the videotapes
themselves. Usually, one firm cannot hope to offer all the pieces that make up an information system.
Instead, different components are made by different manufacturers using very different production and
business models. Traditional rules of competitive strategy focus on competitors, suppliers, and customers.
In the information economy, companies selling complementary components, or complementors, are equally
important. When you are selling one component of a system, you cant compete if youre not
compatible with the rest of the system. Many of our strategic principles are specifically designed to help
companies selling one component of an information system.

The dependence of information technology on systems means that firms must focus not only on their
competitors but also on their collaborators. Forming alliances, cultivating partners, and ensuring
compatibility (or lack of compatibility!) are critical business decisions. Firms have long been faced with
make/buy decisions, but the need for collaboration, and the multitude of cooperative arrangements, has
never been greater than in the area of infotech. We describe how firms must function in such a

systems-rich and standards-rich environment in Chapter 8.

The history of the Microsoft-Intel partnership is a classic example.
Microsoft focused almost exclusively on software, while Intel focused almost exclusively on hardware. They
each made numerous strategic alliances and acquisitions that built on their strengths. The key for each
company has been to commoditize complementary products without eroding the value of its own core
strengths. For example, Intel has entered new product spaces such as chipsets and motherboards to
improve the performance of these components and thereby stimulate demand for its core product:
microprocessors. Intel has helped to create a highly competitive industry in component parts such as
video cards, sound cards, and hard drives as well as in the assembly and distribution of personal
computers.

Microsoft has its following of independent software vendors (ISVs), and both companies have extensive
licensing programs with original equipment manufacturers (OEMs). And they each have each other, an
extraordinarily productive, if necessarily tense, marriage. It's in the interest of each company to create
multiple sources for its partner’s piece of the system but to prevent the emergence of a strong rival for
its own piece. This tension arises over and over again in the information technology sector; Microsoft and
Intel are merely the most visible, and profitable, example of the complex dynamics that arise in
assembling information systems.

Focus not just on your competitors but also on your collaborators and complementors.

Apple Computer pursued a very different strategy by producing a highly integrated product consisting
of both a hardware platform and the software that ran on it. Their software and hardware was much
more tightly integrated than the Microsoft/Intel offerings, so it performed better. (Microsoft recognized
this early on and tried to license the Apple technology rather than investing in developing its own
windowing system.) The downside was that the relative lack of competition (and, later, scale) made Apple
products more expensive and, eventually, less powerful. In the long run, the “Wintel” strategy of strategic
alliance was the better choice.
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Lock-In and Switching Costs

Remember long-playing phonograph records (LPs)? In our lexicon, these were “durable complementary
assets” specific to a turntable hut incompatible with the alternative technology of CDs. In plain Fnglish:
they were durable and valuable, they worked with a turntable to plav music, but they would not work
in a CD player. As a result, Sony and Philips had to deal with considerable consumer switching costs



