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stopped talking to me, but so many people from the executive ranks on
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bare their souls, and not just because they were mad at the way IBM
had treated them or others. While the people I talked to had toed the
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listening as I told and retold the stories in this book and tried to refine
them. Kim watched me while away the days early on as I worked on
my inadequate golf game, all the while gently reminding me of my
deadline but never once saying, “I told you so” when crunch time hit
in early 1993 and I had to work all waking hours to make up for lost
time. Special thanks, too, to my father, Charlie, a former journalist—
and ex-Journal editor—whose cleverness with words was what got me
interested in becoming a writer in the first place. Over the years, he
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helped polish the manuscript but did some of the reporting for the final
chapter to help me meet my deadline.
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times-tense process of producing a book—even if some of them
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he red was creeping up the back of
Frank Cary’s neck, a sure sign of
trouble. The chairman of IBM was
meeting with his most senior execu-
tives, the all-powerful Management
Committee, just before the Fourth of July weekend in 1980 and was
hearing yet again why IBM couldn’t build a personal computer. Apple
Computer and others had been embarrassing IBM for so many years
with their hot little machines that Cary had taken to going up to execu-
tives and demanding, “Where’s my Apple?” So Cary couldn’t under-
stand why IBM had repeatedly failed in attempts to respond. Why, in
fact, should IBM have had to respond at all? It had identified the
opportunity for a personal computer years before those kids at Apple
ever got started working out of their garage in the mid-1970s, but IBM
just seemed to be sinking money into development projects that never
saw the light of day. )

Seeing Cary mad was a rare sight around IBM; he was known for
his unearthly calm. But what Cary was hearing in the Management
Committee meeting was beyond the pale. Cary had been trying for
years to get someone to do what he considered to be the simple job
of developing a simple machine, yet all IBM had produced was a
couple of lousy machines, the Datamaster and 5100 series, plus \yhat
Cary felt was a half-baked plan to buy chintzy computers from Atari—
a video-game company, for God’s sake—and slap IBM logos on
them. Now, Cary was hearing what sounded like an excellent plan for
producing a personal computer quickly—but was being told it wasn’t
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possible because the group making the presentation didn't have the
financing.

Cary narrowed his eyes behind his small wire-rimmed glasses. With
his bald head reddening and his pronounced brow jutting forward, he
cut off Jack Rogers, who had said he couldn’t finance a personal com-
puter because he had too many projects going in his enormous General
Products Division, which was responsible for all small systems, ranging
from little computers down to typewriters.

“Hearts and minds,” Cary said. “This is the kind of machine that
will really capture people’s hearts and minds. We have to build this
machine.”

Rogers started to say that maybe he could find the money some-
where, after all.

“Never mind that,” Cary said. “TTl finance it.”

He turned to Bill Lowe, who worked for Rogers and who had made
the presentation about how to develop the machine.

“Do you have any land off-site where you can put a development
team and keep them isolated from everyone else?” Cary asked.

Lowe, whose stony manner and slicked-back graying hair reminded
people of the waiters in German restaurants, showed no reaction as he
started to explain that he had a small facility a little ways away from the
General Products Division lab in Boca Raton, Florida, but Cary was
already on to his next point.

“Take forty people and put them there,” Cary said. “And pick
somebody good to run it, because he'll report directly to me. You have
a month. Go off and get organized and report back to me.”

After years of having IBM’s bureaucracy stifle its personal-
computer efforts, Cary would finally get his machine.

This book is about the rise and fall of that PC and the rise and fall of
IBM that went along with it. The PC kicked IBM’s revenue and earn-
ings into overdrive in the early 1980s, helping IBM produce the greatest
profits any company has ever turned in. But the wild success of the
IBM PC also undermined the company’s core mainframe business, the
one that was churning out $4 billion or more in profit each year. As
mainframe profits disappeared, IBM squandered its opportunities to
turn the PC or anything else into a business that would wax as main-
frames waned. Thirteen years after Cary’s bold decision, IBM found
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itself with little money coming in from mainframes and no money
coming in from PCs, either.

IBM had plenty of opportunities in the PC business along the way,
but it needed to change to seize them, and it couldn’t. IBM reproduced
the Xerox story. Throughout the 1970s, Xerox developed most of the
important ideas that propelled the PC industry through the 1980, yet
it failed to capitalize because it didn’t realize what it had. When Xerox
finally caught on, its development groups were so unaccustomed to
designing real consumer products that they came out with a pig of a PC
—a huge, expensive machine that no one wanted. IBM actually got the
PC right for the first few years because its overbearing bureaucracy
stepped aside, but that didn'’t last long. Once IBM’s ponderous system
reasserted itself, the PC began to follow Xerox’s into oblivion.

IBM’s executives actually saw most of their problems coming, both
in PCs and in the rest of the business. They commissioned months-long
task forces with loads of smart people and forecasted the changes in
the market that would cripple IBM, but IBMers couldn’t quite bring
themselves to do anything about those cataclysmic changes. Those in
power at the time say that outsiders just can’t understand how intoxicat-
ing the early 1980s were. IBM was the most profitable, the most ad-
mired, the best company in the world, maybe in the history of the
world. Why change?

Instead of adapting, IBM settled into cultural gridlock. Executives
spent most of their time in meetings talking to one another, using
their ubiquitous overhead transparencies—or, foils—on the overhead
projectors that were sometimes even built into their rosewood desks.
They spoke their own language, using their three-letter acronyms and
talking about “transitioning to a new environment to solution a problem
and advantage the customer.”

They debated new technologies, such as PCs, but the older execu-
tives who ran the company rarely dirtied their hands with the techno-
logies enough to understand their potential and their problems. IBM
had become like a music-publishing company run by deaf people.

IBM’s senior executives ignored the outside world and spent most
of their efforts trying to maneuver past one another, because executives
felt they had vanquished competitors so completely that the only real
measure of success was advancement inside IBM. Over the years,
IBM’s competitors in mainframes had been referred to variously as the



4 PREFACE

Seven Dwarfs, to IBM’s Snow White, or the BUNCH, but the names
kept having to change because IBM kept chasing companies out of the
business. Remington Rand couldn’t handle IBM even though it had
such a head start in the computer business in the 1950s that computers
were generically referred to as Univacs, the name of Remington Rand’s
machine. General Electric couldn’t withstand IBM in the 1950s and
1960s. Of the BUNCH—Burroughs, Univac, NCR, Control Data, and
Honeywell—only NCR stayed healthy past the mid-1980s, and it was
eventually taken over by AT&T. This prototypical conglomerate,
thought to be IBM’s major competition in the United States as the
1980s began, would lose billions of dollars in the computer business.
Overseas, the main Japanese companies prospered, but IBM embar-
rassed most of its European competitors—ICL in England, Bull in
France, Olivetti in Italy. In the PC business, IBM blew by pioneer
Tandy, which eventually quit the market, and almost put word-
processing giant Wang out of business. Upstarts like Kaypro shot into
view but faded nearly as fast. Even Apple, so totally identified with the
personal computer, ran into trouble so fast that cofounder Steve Jobs
was shown the door.

By the late 1980s, IBM executives would talk and talk and talk
about how much they'd changed. But the will to change was long gone.

The problems showed up most startlingly in software, where IBM
made a big share of its profits and considered itself to be the world
leader in technology but where Microsoft, a company that consisted of
only a handful of kids in 1980, snatched the PC market from IBM.
Never acknowledging how bad it was at software, IBM kept dropping
hundreds of millions of dollars, even billions of dollars, into losing
propositions. The gridlock also showed up through all the rest of IBM,
creating problems in areas from PC hardware development through the
services market that IBM kept talking about wanting to enter.

IBM has already lost some $75 billion of stock-market value, going
from a position several years back where its total stock value was greater
than that of all the companies on all the stock exchanges in Germany
put together to a spot barely in the top ten U.S. companies. The drop
in value exceeded that of the second biggest company. That value has
just disappeared, taking along with it the retirement hopes of hundreds
of thousands of IBM employees and other investors. IBM has written
off some $20 billion of assets in recent years, about twice the gross
national product of Ecuador.
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Yet IBM will have to spend years sorting out its problems, because
IBM must change its revered culture if it is to come out of this crisis.
And years sound like an eternity in a business where furious turnover
of product lines means a year to eighteen months is considered to be a
lifetime. The world will look very different by the time IBM pulls itself
together—assuming it can pull itself together—and IBM will never
again hold sway over the computer industry.

As IBM fades from view, it leaves behind some troubling specters.
IBM has been the most important bulwark as the United States has
struggled to keep Japan from attaining technological supremacy. The
company led the rescue of the U.S. semiconductor-equipment and
semiconductor industries in the early 1990s. IBM had produced most
of the key technologies that have propelled the whole computer indus-
try over the years, all the way from esoteric data-storage technologies
for mainframes on down to the hard disks and floppy disks that are such
a big part of personal computers. IBM researchers have brought the
United States two Nobel Prizes in recent years. The company has spent
some $7 billion annually on research and development, which is about
one-tenth the total spent by corporate America each year and leads to
all sorts of innovation—even if IBM often isn’t the first to bring the
new ideas to market. -

The company has been the largest corporate contributor to non-
profit and educational institutions over the years and has provided jobs
for hundreds of thousands of colleges’ technical students. But hiring
has nearly stopped as the company has hacked away at its work force,
and contributions have fallen from $189 million in 1985 to $120 million
in 1992. The smaller companies that have succeeded at IBM’s expense
in recent years, such as Microsoft, Apple, and Sun, are young enough
that they haven't yet taken up the philanthropic slack left by IBM.

“We're at a watershed,” said James H. Morris, chairman of the
computer science department at Carnegie-Mellon University in Pitts-
burgh. “The restructuring of the computer industry has put computer
science at a turning point.”!

IBM'’s troubles also raise questions about whether big companies
can work anymore. General Motors messed up. So did Sears. In less
cataclysmic ways, so have Kodak and so many other industrial giants
that the Fortune 500 can no longer be counted on for job growth. If
IBM, once the managerial model for big companies, can’t hack it, then
who can?
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The shrinking of IBM, coming at the same time as other computer
companies are slashing away at their payrolls, also generates concern
about whether the high-tech field can be the engine of growth that
the Clinton administration seems to hope. IBM will go from 407,000
employees in 1986 to perhaps 260,000 worldwide at the end of 1993,
and it probably isn’t through cutting. Whole towns that sprang up in
New York’s Hudson Valley because of IBM jobs are seeing their econo-
mies devastated. This is happening at the same time that Boston’s
showcase Route 128 corridor is becoming a ghost town, as Digital
Equipment, Wang, Prime Computer, Data General, and many others
cut back or disappear. With even Silicon Valley lamenting the loss of
jobs, total employment in the U.S. computer-hardware industry has
declined nearly 20 percent since its peak in 1987, and no end is in
sight.?

Other computer companies are even less likely to generate any
growth while IBM is ailing. Many have, over the years, felt that IBM
was less a competitor than an environment. IBM pretty much had its
majority share of the market, and everybody else fought for the rest.
Most priced their products at, say, a 15 percent discount to IBM’s and
counted on IBM to provide a stable pricing umbrella for them. Now,
the stable environment of the past few decades in the computer indus-
try has given way to global warming. IBM has lost so much market
share that it is going after everyone else’s. It is even slashing its prices,
trying to get close to competitors, who keep lowering their own prices
in a futile attempt to sell at their normal discount off IBM’s prices.
Dick Munro, an IBM board member who used to be chief executive of
Time Inc., told a friend in late 1992 that the company plans to use its
financial muscle to maintain what he called “a last-man standing” strat-
egy, to see how long competitors can hang on, in the hope that IBM
will be the last survivor.

Even if other companies take up the slack that IBM is leaving in
the U.S. economy, the problems at IBM have marked the end of a way
of life in corporate America. IBM’s values were formed in patriarchal
times early in this century, and the company clung to those ideals even
as every other major, old-style company was forced to give up on no-
layoff policies and become more cold-blooded in dealing with employ-
ees. IBM finally abandoned its practice of granting people lifetime
employment and began laying people off in early 1993. Even the com-
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pany’s revered set of beliefs—including the all-important respect for
the individual—was reduced to nothing but a series of nice ideas. And
with the arrival of Lou Gerstner in early 1993 as the first IBM chief
executive who didn’t grow up in the company, most of IBM’s other
cherished traditions will perish, too.

The tough part about chronicling IBM’s problems is that IBM was
once such a great company—great to its customers, great to its share-
holders, great to its employees, great to the towns, cities, states, and
countries where it operated. In many people’s eyes, IBM wasn't so
much a company as an institution. Yet the things that made the com-
pany so widely admired are what now make it vilified. People once
referred to IBM’s passion for being right, its rigorous processes, " its
thorough training of employees, its focus on customers’ desires, its
guarantee of lifetime employment. But the computer industry has
moved out of the horse-and-buggy days that produced IBM’s values
and into a relativistic universe where everything is moving at the speed
of light. So, referring to the same values IBM has always had, people
talk about IBM’s fear of risk, its civil-service mentality, its brainwashing
of employees, its failure to make innovative products that anticipate
customers’ desires, its inability to adapt its work force quickly enough
to react to shifts in the industry. What follows, then, is a sort of Greek
tragedy. It is a very sad story.
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ack Sams, a midlevel IBM executive,

was about to make the most fateful

of phone calls. He had been putting

together a software strategy for a

personal computer in the hope that
his boss, Bill Lowe, would win approval from the Management Com-
mittee for a PC project, and Lowe had told him to proceed. So, just
following the 1980 Fourth of July weekend, Sams was about to call a
twenty-four-year-old college dropout named Bill Gates in Bellevue,
Washington. Sams knew that Gates and a childhood buddy had written
languages that were being used to create programs on most of the
personal computers then in use. He wanted to see whether they had a
legitimate-enough operation for IBM to consider using their languages
on its machine.

Gates said, “Certainly, I'd love to meet with you. How about in two
weeks?”

To his astonishment, the executive from slow-moving IBM said,
“How about tomorrow?”

When Sams, a balding, fatherly sort in his fifties, and a colleague
flew out the next day, they went to a small bank building next to a strip
mall in Bellevue, across the lake from Seattle. Sams was met at the
elevator door by a waif with unruly hair and dirty wire-rimmed glasses
who was wearing an ill-fitting three-piece suit. Sams assumed that this
child, who could have passed for fifteen or sixteen, was the office boy.
It was, in fact, the young-looking Gates.

They went through the usual rigmarole, with Gates having to sign
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nondisclosure agreements that said he wouldn'’t think of using any infor-
mation IBM disclosed to him; that IBM could use whatever Gates
happened to say; that Gates would, when pressed, insist he had never
heard of a company with the initials IBM and that, even if he had, he
would certainly never sue it. Gates then brought to the meeting Steve
Ballmer, a college pal with a strong Nordic face and tiny icy blue eyes.
Ballmer figures he was invited because his one year at business school
meant that he was the only one at the company who knew how to wear
a suit.

The three-hour meeting was informal, with the four just chatting
about opportunities in small computers. Gates and Ballmer rocked back
and forth, as they always did in those days—Gates going forward and
backward, Ballmer side to side. Per procedure, Sams never let on that
IBM was planning a personal computer and even used a little disinfor-
mation to make Gates think that if it produced a PC, the machine
would be much more limited than the one IBM was already planning.
Gates, per his usual approach, employed what would come to be known
as his machine-gun style. He wanted the PC to have better graphics
and a faster processor than Sams was describing. He wanted a floppy
disk instead of a tape cartridge. Still, the meeting went very well. Al-
though Gates had only thirty-one employees at that point, Microsoft
was a reputable business by the standards of the fledgling PC industry,
and it took Sams only a few minutes to decide that Gates was one of
the smartest people he’d ever met.

As Sams left, he tried to encourage Gates and Ballmer, but he
added a word of caution: “I've been at IBM a long time, and I make a
lot of proposals, but not many of them get implemented. Don’t get your
hopes up.”

Although Gates had founded his company without any financial backing
whatsoever, his was really a riches-to-riches story. His parents were
William, a prominent lawyer in Seattle, and Mary, a schoolteacher
whose family money and work in the community had landed her on the
board of Security Pacific Bank, the national board of the United Way,
and the board of regents of the University of Washington. Young Bill
went to a private high school in Seattle, and, although he dropped out
of college to help launch the PC revolution, the college he dropped out
of was Harvard. (Even though it soon became clear what a success
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young Bill was making of himself, his mother took a long time to get
over his dropping out. When her son got his first honorary degree from
the University of Moscow, he joked that he finally had his degree from
“U of M.” But it wasn’t until Harvard itself invited Gates back to give
the commencement address for its business school that Mary Gates was
mollified.)

His parents did a lot to develop the restless intellect that marked
Gates. When young Bill had friends over for dinner, his parents had
them play games—for instance, handing everyone a sheet of blank
paper as they walked through the door and asking them to draw as
accurate a map as possible of the continental United States, filling in
the names of all forty-eight states. When Gates’s parents had their third
and final child, they informed Bill and his older sister that a newcomer
was on the way by playing a game of hangman, whose solution was, “A
little visitor is coming soon.” (The elder Gates sometimes felt they had
succeeded too well in stimulating their son’s thinking: They sent him to
private school not because they thought they had a budding genius on
their hands but because they thought he was trouble.)

Young Bill hit the hacker wave of the early 1970s with perfect
timing: He reached high school at the same time that time-share com-
puter terminals began appearing in schools. This was the first time
teenagers had a shot at playing with computers, and just as kids later
fell in love with video games, many high schoolers of Gates’s era went
for computers. Gates and his friends wound up spending all their avail-
able time in a tiny room in front of a sort of Teletype machine, holding
coils of paper tape with their programs punched on them. They'd sit
amid the bits of paper that had been punched out of the tapes, which
made the room seem to be dusted with confetti. Gates began tinkering.
He started a little software company while still in high school. He took
time off from high school to write software for a large local company.
In return for free computer time, he and some friends helped debug a
Digital Equipment system. In a scene that IBM executives would have
a hard time putting themselves in, Gates and his friends went to the
Digital system’s owner after hours and dug through the huge garbage
containers outside, sifting through memos covered with coffee grounds
to find snippets of information about how the company had its com-
puter set up—and getting into some heavy-duty trouble when they
used the snippets to hack their way through the security system and
help themselves to extra time on the computer.
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When Gates went off to Harvard in 1973, he had the attitude of
many of the brightest students of the time: Anybody could do well in
school; the trick was to do well without appearing to try. So Gates spent
much of his time playing poker and hanging out in his room, being
what he has called “a philosophically depressed kind of guy.” Then, one
cold day in December 1974, childhood friend Paul Allen came to visit.
Stopping at a newsstand in Harvard Yard on his way to see Gates,
Allen bought the latest issue of Popular Electronics and found an early
personal computer called the Altair was on the cover. Allen, a painfully
quiet sort whose bulk and beard make him look like a Northwest lum-
berjack, was worked up by the time he got to Gates’s room. “Here’s
our opportunity!” Allen said. “If we don’t do something now, we'll be
too late!”

As a result, in 1975, even before IBM began putting together task
forces to study how IBM could apply its mainframe technology and
fabled processes to producing a personal computer, Gates began ap-
proaching the PC from precisely the opposite vantage point. The
skinny, long-haired kid descended into the computer counterculture,
where computers weren't refrigerator-sized demigods whose needs
were tended to by a priesthood of white-coated technicians; computers
were barely usable little boxes of electronics that buyers often had to
solder together themselves. The tiny boxes didn’t come with a keyboard
or monitor; the machine was operated by using a series of toggle
switches on the front. But the hackers, by playing around with the
electronics and by vying to outdo one another as only hormone-ridden
teenagers can do, would push advances in these computers far faster
than any task force would ever be able to understand.

Gates and Allen decided they'd write software for this primitive
PC, dubbed the Altair after a planet in a “Star Trek” episode. The
problem was that the machines weren't yet available. What appeared
on the cover of the magazine was just a mock-up. It didn’t work. And it
would be months before machines would be widely available. But Allen
and Gates called the maker of the Altair with a bluff, saying that they
were essentially done with a version of the Basic programming language
that would run on the Altair, even though they hadn'’t started. Then
they managed to simulate the workings of the little Altairs on Harvard’s
minicomputers and worked around the clock for eight weeks, some-
times going without sleep for days at a time. In the end, they had a
version of Basic that was a technical tour de force, establishing the two
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as among the hottest programmers of the early PC days. It hadn't been
clear that the Altair had enough processing power and enough memory
to allow users the luxury of programming the machines in the hu-
manlike language of Basic rather than having to use the native language
of computers, which is written as just a string of ones and zeros. But
Gates and Allen had produced an elegant Basic that helped launch the
PC revolution because it made it so much easier for hobbyists to roll
their own software applications.

Gates initially tried juggling work and Harvard but dropped out in
January 1977 to move to Albuquerque, New Mexico, to be near the
Altair’s maker, MITS, which had a small office in a strip mall, next to a
massage parlor.

As Gates and Allen began hiring people in their late teens and
early twenties as programmers at their newly formed partnership, called
Microsoft, they preserved the hacker culture that would prove to be
so at odds with IBM’s bureaucracy. While the IBMers they would en-
counter were generally middle-aged, professional executives whose
first memory of a computer was of something that sat in its own air-
conditioned room, the group at Microsoft came across as so young that
the middle-aged secretary, hired while Gates was away on a trip, tried
to stop him from entering his office on his return: She thought some
sixteen-year-old was raiding the Microsoft chairman’s office. While the
IBMers took themselves seriously, Gates and his group treated every-
thing as a game. Gates would sit in his office near the Albuquerque
airport and wait until perhaps five minutes before his flight was sched-
uled to depart, then see whether he could drive to the airport fast
enough to still make it. He and some programmers found they could
get into a construction site nearby, and they began racing bulldozers in
the middle of the night. Gates sometimes demonstrated a talent he had
honed as a child—jumping out of a full-sized garbage can.?

Gates, in particular, maintained the intense focus that teenage boys
can bring to bear on something like a video game but that most young
men lose as they move into their twenties and discover how wide the
world is. In the evenings, when IBM executives went home to their
spouses and kids and started thinking about how to kill the weeds in
their front lawns, Gates was just gearing up for a full night of work. He
had disconnected his car radio and refused to own a television, to limit
distractions from his work. He became known for forgetting wads of
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cash on his desk, losing his travelers’ checks, misplacing his credit cards,
and running out of gas.

Allen and Gates also created an atmosphere of intellectual ferment
that once marked IBM but that disappeared there in the 1980s as
success made the company cautious. In one legendary incident that
shaped Microsoft’s infant culture, the manager of a product came to
Gates to confess that a bug in his product could wipe out users’ data.
The manager said he wanted to send out diskettes that would fix the
bug, then confessed that the fix would cost $200,000, a sum Microsoft
could barely afford in those days. Gates had been bearing in on the
manager, trying to understand just what had gone wrong, but when it
came to the price, all he said was, “$200,000, huh? I guess you just try
to do better next time.”?

Like most hackers, Gates generally viewed programming as an in-
tellectual exercise, but he took a strikingly different view about the
financial possibilities of software. Most hackers were holdovers from
the 1960s, who viewed the personal computer as the ultimate democra-
tizing tool. They saw PCs as a way to give power to the people by letting
everyone have access to the powerful computers that had been major
symbols of the corporate establishment. The hackers felt software
should be shared. One person would write something and give it away.
Others would improve on that software, others would improve on that,
and so on—much the way artists had borrowed ideas and techniques
to build on one another’s work through the centuries. Gates, however,
was more mercenary. In the late 1970s, he wrote a widely published
letter complaining that someone had been passing out for free a version
of the Gates-Allen Basic, cheating the two out of their right to make the
kind of profit that would finance future work. The hacker community
condemned Gates for what they saw as his base instincts, but the inci-
dent hardened him in his sense of the financial possibilities of software
—a sense that would make him extraordinarily sophisticated about the
business of PC software long before IBM came calling.

Microsoft got most of its business mistakes out of the way by making
lots of missteps on small contracts and learning from those mistakes
before doing larger deals. Microsoft accepted a fixed fee, for instance,
for adapting its Basic language for use on numerous types of personal
computers early on, only to realize that it could have made much more
money by collecting a small royalty on each machine. Gates later
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ran into trouble because the new owner of the maker of the Altair
was violating its contract with Microsoft by not marketing Basic to
other personal-computer makers. He then almost made a fatal mistake,
offering to settle if he was paid $200,000 in cash—before realizing
how huge a franchise he would have given up, given how PCs took
off. Gates wouldn’t make those mistakes again, even if it was IBM
looking to pay him a fixed fee instead of a royalty or Ross Perot offer-
ing to buy the company for a few million dollars a few years after it
was founded.

As Gates began to do business with established companies, he also
benefited from his appearance. His was one of the most acute minds to
hit American business in decades, but he disarmed people because he
didn’t come close to looking the part. The executives he dealt with
often had kids older than he, and Gates was so thin and had so little
facial hair that he always looked almost ten years younger than he really
was. He didn’t comb his hair and often didn’t wash it. His glasses were
usually dirty. He'd try to look the part of a successful young man by
wearing business suits, but they tended to be in colors that were slightly
off—a little green or maybe beige. He'd wear respectable ties, but they
might have a soup stain or some other kind of dirt on them.

Gates also had a distracting manner. He'd rock back and forth when
he was thinking, and if someone asked him a long question, his eyes
went out of focus while he thought about two or three other things and
waited to respond. He could seem scatterbrained. When a Wall Street
Journal reporter first had dinner with him, Gates asked someone with
him whether she thought the chilled mint pea soup was served cold.
Later, when he was supposed to have dinner with the reporter on a
Sunday in April, he forgot the change to daylight saving time and so
missed his flight. Too embarrassed to admit the mistake himself, he
placed a call while on a later flight, then handed the phone to Ballmer
and had him deliver the news.

While Allen had been nearly as involved as Gates in building Micro-
soft in the early days, he suddenly disappeared from the scene when he
found out he had Hodgkin’s disease. Even after chemotherapy beat the
disease, he returned only to Microsoft’s board.

In Allen’s place emerged Ballmer, Gates’s friend from his Harvard
days. Ballmer, a tough negotiator in his own right, had joined Gates on
what turned out to be exceptionally favorable terms after a year at
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Stanford Business School. Gates had decided in 1980 that he needed
someone with some business experience. He thought of Ballmer, who
had been a product manager at Procter & Gamble before heading to
business school. Ballmer demurred, but Gates flew him up to Seattle.
The offer, however, turned out to be much less than Ballmer expected.
In an odd combination of business and friendship, Ballmer then drove
Gates to the airport so Gates could go on a long-planned sailing vacation
in the Caribbean. Ballmer returned in Gates’s car to Gates’s house,
where he was staying for a few more days, thought about the offer, and
then called Gates on the yacht Doo-Wah, Doo-Wah to talk about the
offer. A bunch of Gates’s friends out on the deck of the sailboat listened
in as he talked to Ballmer over single-side-band radio, occasionally
shouting something like, “Give him what he wants, Bill.” And Gates
wound up giving Ballmer a sweet-enough deal that Ballmer has become
a billionaire in his own right, too.

Ballmer is known in the computer industry as someone who’s not
technical. Especially in the early days of Microsoft, he was known as a
B-school marketing type. His claim to fame was a clever redesign of a
Duncan Hines cake box that helped the P&G product occupy more
shelf space and shove aside competitors. But Ballmer, like Gates, began
as a math nerd. Ballmer would go to math club after high school in
Detroit, where he was the son of a Ford executive. When he and
Gates were in the same dormitory at Harvard, both entered the difficult
Putnam math competition and both finished among the top one hun-
dred students in North American colleges.

“I finished sixty-seventh,” Ballmer says. “Bill was ninety-ninth.” He
adds with a laugh, “T kicked his butt.”

Ballmer complemented Gates well, and not just because he rocked
side to side while Gates went forward and backward. While Gates can
be intellectual about things, Ballmer is just plain ferocious. “Boom-
Boom” Ballmer would pace inside his small office like a caged animal,
bellowing into the phone or just roaring as he thought aloud about
something. The effect was even exaggerated for visitors to the company
in recent years, because, while everyone at Microsoft gets an office and
Ballmer was certainly entitled to the biggest of the four sizes, he insisted
on the smallest of the types of offices just to set an example. In such a
tiny office, he literally bounced off the walls. He eventually developed
some growths on his vocal cords that had to be surgically removed.
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Afterward, he took voice lessons to learn how to roar without hurting
himself.

Gates and Ballmer often seemed to be playing good cop, bad cop.
Gates would agreeably set up the basics of a deal with some potential
partner. Then Ballmer would get involved. He’d be in the potential
partner’s face, arguing over pennies. If anyone ever protested, “But Bill
said . . .” Ballmer would respond, “I don’t care what Bill said. This is
how we’re going to do it. . . .” Ray Noorda, chief executive of big rival
Novell, talks of how potential Microsoft partners initially get taken to
“the pearly Gates” but then are turned over to “the emBallmer.”

Ballmer beat a weight problem by jogging some serious mileage
even in the face of occasional back problems—he once arrived an hour
late for an interview in New York City, wearing a Mickey Mouse T-
shirt and covered with sweat, explaining that he had been fighting back
spasms for the past two hours by lying down on the side of the road
in Central Park and trying to stretch. But he still looks hulking. The
prematurely bald Ballmer eats ferociously, attacking a bag of popcorn
or anything else at hand if he’s thinking hard about something. Visiting
a reporter for breakfast in New York, he was once so intent on having
a bowl of rice that he essentially reenacted the famous scene from Five
Easy Pieces where the Jack Nicholson character just wants some toast
but eventually orders a BLT and tells the waitress to hold the bacon,
lettuce, and tomato. Ballmer, politer but no less insistent, told the
waiter that he didn’t care that rice wasn’t on the breakfast menu. Rice
was on the lunch menu at this hotel, which had just been bought by
Japanese investors, so there had to be some around. Ballmer then
ordered a fifteen-dollar lunch item and had everything but the rice
held.

Critics of Ballmer’s, who include people at software companies who
feel Microsoft has pushed them around, describe him as a thug. Some
call him the Luca Brasi of Microsoft, in a reference to the character in
The Godfather. Those whose taste runs to more recent movies call him
“Biff,” in a reference to the bully in the Back to the Future movies.
Admirers of Ballmer’s point to his tenacity and intelligence.

Critics and admirers alike marvel at what best friends Gates and
Ballmer call their “high band-width” communication. About the only
difference in their approaches is that Gates may intellectualize a bit
more, saying that losing a contract to a competitor is like losing the
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money twice—he loses it and his competitor gets it—while Ballmer
takes a more direct approach. “Get the business!” he yells. “Get the
business!”

After Sams told Gates and Ballmer not to get their hopes up, IBM went
silent for a couple of weeks, but that didn’t faze Gates and his people
at Microsoft. They were up to their eyeballs in work for other compa-
nies, and it wasn’t even clear that IBM was serious about creating a
machine. Then Sams popped into view again. This time, he wanted to
do a preliminary deal, so he asked to bring along several people.

“This will work great,” he said. “T'll bring along my legal team to
meet with your legal team. I'll bring along my technical team to meet
with your technical team.”

“That’s fine,” Gates told him, “but I don’t have a legal team or a
technical team. I'm it.”

Gates decided early on that he wouldn’t let IBM overwhelm him
with people, so he scrounged up four people in an unsuccessful attempt
to match the five Sams ended up bringing. One of the IBMers turned
out to be someone from “corporate practices,” who, in IBM’s central-
ized system, are the KGB agents, reporting back to corporate headquar-
ters on what happens at meetings and dictating to the executives in the
meeting what they can and can’t say, so Gates had to sign off on a few
more nondisclosure agreements. With that out of the way, Sams told
Gates a little about the PC project and reached a preliminary agree-
ment for Microsoft to do some consulting on it.

Sams called back a few days later to talk about an operating system.
(An operating system is the least-understood part of a computer be-
cause it’s intangible. It’s easy to see the hardware and to understand
the concept of the software application, such as a word-processing pack-
age, but the operating system is a mostly invisible layer that lies between
the two and that usually comes already loaded onto the hardware. The
operating system is a large, complicated piece of software that translates
the commands coming out of an application into the series of on and
off electrical impulses that are the language the hardware speaks. It's
as though applications are written in English but the computer speaks
Sanskrit. An operating system translates from English into Sanskrit. It
hadn't initially been clear that IBM would include an operating system
with its PC. Operating systems ate up a lot of processing power as they
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did their translation and required so much memory that few PCs of this
era contained one. But forcing people using PCs to learn the equivalent
of Sanskrit was limiting their usability enough that IBM had decided to
include an operating system.) Sams, however, was mistaken in thinking
Gates had an operating system to sell. Gates referred Sams to a com-
pany with the fanciful name of Digital Research Intergalactic. DRI sold
the CP/M operating system—for Control Program/Monitor—the most
popular then available. Gates figured he could make plenty of money
from developing and selling the languages, and he had an implicit
understanding with DRI: They would stay off his language turf if he
avoided their operating-system arena. Gates called DRI for Sams and
set up an appointment for the IBM delegation for the next day in
Pacific Grove, California, just off scenic Highway 1, which snakes along
the coast.

But Gary Kildall, the president of DRI, committed a gaffe of epic
proportions. The Ph.D. in computer science was feeling cocky, so when
IBM came calling in 1980 with the business opportunity of his lifetime,
he was off flying his new plane. His wife, a lawyer, was left to deal with
IBM and its layers of restrictive nondisclosure agreements. She wanted
no part of them. It took the better part of a day of haggling before Sams
even got in the door, and the only agreement that resulted stated that
the DRI people wouldn’t blab about IBM’s visit. The IBMers left. Sams
and the others in his group tried later to come to a compromise and
make a return visit but gave up in frustration. He called Gates and said
it was now up to him to find or write an operating system somehow or
the deal for Microsoft’s languages was off.

“Then I flew back east and worried,” Sams says.

In early August 1980, Bill Lowe returned to IBM headquarters in
Armonk, New York, to lay out his plan to the chairman and the Manage-
ment Committee. It was a dangerous place to be. The Management
Committee—or, given IBMers’ fondness for acronyms, the MC—ruled
on issues that couldn’t be resolved at lower corporate levels, so going
before the committee was, to IBMers, like going before the Supreme
Court. It was actually rougher, because the top IBM executives who sat
in judgment were known to be brutal, especially if they thought some-
one was wasting their time. The best way to get an opponent to back
down at IBM was to threaten to take an argument to the MC. Lowe
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himself had recently felt the MC’s sting. He was the one who, two
months earlier, had told the MC of a plan to buy PCs from Atari and
put the IBM logo on them. Lowe had beaten a hasty retreat back to
Boca Raton, where he told people Chairman Frank Cary had described
the idea as the dumbest thing he’d ever heard.

The MC’s mystique is heightened because the room where it meets
is in a curious little corner of IBM—curious because it is one of the
few elegant areas in a company that was so wealthy it could have been
excused the occasional extravagance. The headquarters itself is a small
lump of concrete so bland that Apple Computer cofounder Steve Jobs,
on seeing it for the first time, decided he should charter a 747 and fly
as many of his employees in from the West Coast as he could so they
could relish how tasteless their big competitor was. He hadn’t even
seen the inside of the building. In the early 1960s, when the chairman
at the time, Tom Watson, Jr., was away, someone installed squares of
bright orange carpet throughout the building. On returning, Watson
asked, “What is this, a fucking Howard Johnson?” But the carpet re-
mained. In recent years, Chairman John F. Akers considered replacing
it but decided that any remodeling at headquarters would send a bad
signal at a time he was cutting back elsewhere. When IBM bought a
lush building from Nestlé in Purchase, New York, it worried that the
building was too ostentatious. Even as other companies in the 1980s
were competing to see which could amass the largest art collection or
fanciest buildings or biggest fleet of planes, IBM sent in work crews to
rip out the mahogany chair rails and marble mantelpieces. The crews
bricked over fireplaces, then plastered over the brick and painted over
that.

Yet in the mystical corner where the Management Committee and
directors hold their meetings, IBM management actually indulged it-
self. In the waiting area are imposing portraits of the former chairmen,
along with some paintings from the Hudson River School that the
Watson family collected over the years. Separating the area from the
meeting room are walls of burnished Chinese oak, with doors that
stretch all the way to the ceiling. Inside are additional expensive paint-
ings from the Watson family collection, including a picture of fierce-
eyed founding father Tom Watson, Sr., on the back wall, glaring out at
whoever is addressing the Management Committee in the front of the
room. The table and leather chairs are unexceptional, except for the
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odd V shape to the table. The shape means the IBM chairman sits at
the point of the V, looking to any visitors like a Pope surrounded by his
cardinals. The person making a presentation at the podium has a full
array of controls to dim the lights and control the projection on a big
screen at the front of the room. He also usually brings along some
seventy-thousand-dollar-a-year midlevel manager to stand behind the
screen and, while listening to the presentation, put overhead transpar-
encies on a projector that shines them through the big screen for view-
ing by the people in the room.

The operations controlled out of that room sprawled across the
world like the British empire of the nineteenth century. The sun never
set on IBM'’s factories and offices. In an age of nuclear war, IBM had
done the ultimate job of dispersal and decentralization. Its nominal
headquarters had been in New York City at one time, but IBM quickly
went suburban along with the rest of the world in the early 1960s. The
headquarters were located in Armonk, New York, a Westchester town
an hour north of New York. Probably no area had more IBM facilities
than Westchester County, then and now the wealthiest county in New
York State. But IBM—known as Big Blue because of its blue logos and
its incredible scope—also had hundreds of other locations, carefully
spread throughout the world so that no country would feel slighted
and so IBM wouldn’t dominate any area too completely. Just as the
introduction of jet aircraft in air transport changed the way international
business was conducted, the spread of IBM produced a worldwide
culture, one that spoke not only IBMese but many languages—ranging
from English, French, German, and Spanish to Japanese and Russian
—and shared a language of profit and accountability. IBM reinforced
that culture with a continuing intramural educational program that
might bring employees in for weeks of training each year. It also made
sure everyone marched in step by developing a lush bureaucracy that
prided itself on having a higher ratio of managers per employee than
any other business around.

IBM’s businesses were arranged in a structure somewhat like a
Mayan pyramid, with the three to six members of the Management
Committee sitting at the top. The corporate headquarters that sur-
rounded them directly controlled the service functions, such as ac-
counting and personnel, whose costs were allocated in a fairly arbitrary
fashion to the profit centers that made things and did things. Each of
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these businesses had its own management structure, which was ulti-
mately responsible to the Management Committee and the chairman in
Armonk. Mainframes, the huge machines in dust-free rooms that sit at
the heart of major companies and governmental institutions throughout
the world, have been the biggest of those businesses since the 1960s.
But minicomputers sprouted into a sizable business in the 1970s. All
along, IBM also sold office equipment such as copiers and, of course,
the legendary Selectric typewriters. Then there were the businesses
most people knew nothing about: IBM was involved from day one with
NASA in its suborbital operations. Laid across those profit centers were
IBM’s huge sales forces, totaling more than 100,000 at the peak in the
United States and about half that in both Europe and Asia. Because
all IBM chairmen were historically ex-salesmen, these sales forces
dominated. They were the ones who talked to customers about what
products they wanted and who generated lengthy, formal lists of re-
quirements for the products—those actually designing the products
weren't allowed to talk to customers. The sales forces weren't treated
as a single unit, either. There was a U.S. sales force, a Japanese sales
force, a British sales force, and so on—each of which could impose its
own requirements on the development of a product. The complicated
structure guaranteed enough conflict that the Management Committee
sat in judgment two or more days a week, ruling on everything from
what a product ought to look like down to whether a customer ought to
get a special price to keep a competitor from stealing him away.

As Lowe sat outside the MC room, waiting to enter this chamber
of such power, he could feel the tip of the Mayan pyramid sticking up
through his seat.

He thought his plans were in good shape. He even had a prototype
of his PC with him, because his plans were already so completely
formulated that his engineers could slap something together that at
least behaved like the final product. As Lowe carefully reviewed his
presentation two hours ahead of time, he did find one problem: The
prototype didn’t work. He and some engineers had to pull it apart and
painstakingly check all the jury-rigged wiring inside until, just before
the meeting was to begin, they found a wire that had jiggled loose.

Bill Sydnes, a senior engineer who made the trip with Lowe to
Armonk, says that at that point “the system would do two things. It
would draw an absolutely beautiful picture of a nude lady, and it would
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show a picture of a rocket ship blasting off the screen. We decided to
show the MC the rocket ship.”

The demo and the prototype drew interest and some compliments,
but the Management Committee continued to see this review as just
one of the numerous proposals that came in front of them each week.
Lowe and his team thought of the PC as a home computer and continu-
ally referred to it that way, so it hardly seemed as if the system would
be of any great interest to IBM’s corporate customers. Lowe thought
he might stir up some concern when he said the only way to avoid
taking the two or three years that other stabs at the personal-computer
market had taken was to go outside the company for almost all the
parts. But, he promised, if he was allowed to do that, he could produce
a machine more powerful than Apple’s in less than a year.

There was a little discussion about whether using outsiders’ parts
would mean IBM couldn’t control the direction the market would take,
the way IBM controlled everything about the lucrative mainframe mar-
ket. But nobody in the room had the foresight to realize either how
important the personal-computer market would become or how little
control IBM would, in fact, have. The MC members worried more
about the possibility that outsiders would be allowed to sell the PC,
because IBM wasn'’t sure it could make them live up to its blue-suited,
white-shirted standard. Even that concern didn't really heat up until
much later.

The group was also inclined to go along with Lowe’s ideas because
they were smarting from IBM’s series of failures in the PC market.
IBM’s SCAMP, produced in the late 1960s, was arguably the world’s
first personal computer; but it was sitting in the Smithsonian, not on
millions of desks. The 5110 had pretty much matched the capabilities
Tandy had built into its successful TRS 80 personal computer in the
mid-1970s—but IBM’s machine cost ten thousand dollars, several
times what other companies’ machines cost. IBM thought it finally had
its act together with the Datamaster, but that got nibbled to death
during development in the late 1970s as various sales forces and devel-
opment groups in other parts of IBM tried to impose their require-
ments on it, making the machine more than two years late. The biggest
problem, as usual, was the software, a project that got so far out of
control that the hardware had to be redesigned twice to accommodate
the increasingly large operating system. (IBM’s personal computers
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were anemic enough in 1980 that the first thing Lowe’s group did after
his July visit to the MC was to'go out and buy a bunch of Apple IIs to
do their budgets and organize their presentations, even though the
group had easy access to all the IBM hardware they wanted and would
have been clobbered if anyone had found the hated Apple machines
around.)

Although everyone in the room agreed that relying on outsiders
could eventually create some problems, no one took them very seri-
ously. Any problems, they thought, could always be dealt with later.
Cary approved Lowe’s plan.

“The general attitude,” says one of the Management Committee
members, “was that you don’t have big problems in small markets, and
we thought the personal computer was a very small market.”

When Lowe walked out of the meeting, nearly a dozen members of
his personal-computer team were there to greet him, eager to see
whether he had received financing. But Lowe, who can be so stone-
faced that he has been called the Gerald Ford of the computer industry,
looked glum. Then even Lowe couldn’t hold back any longer and he
burst into a grin. The group had a mandate.

They went out for a celebratory feast that night, at which they
engaged in a little geek humor, continually changing their orders in a
futile attempt to confuse their waiter. Then they flew back to Florida
the next morning and hunkered down for the hardest year of their lives.

Gates, meanwhile, was trying to figure out whether he should do an
operating system for IBM. His real expertise was in the languages that
programmers used to write software, not in the more complex area of
operating systems. Besides, he didn’t think at that point he’d make
much money from what would become DOS (disk operating system)
and would make him a fortune; he just wanted to have his Basic lan-
guage work on IBM’s system, because he thought the real money was
in languages. Gates and Ballmer say they didn’t even think IBM’s com-
puter would do that well, adding that they wanted to work with IBM
because they thought it would be cool to be known as the guys who
helped IBM bring out a personal computer.

Together with his partner, Allen, and a volatile colleague named
Kay Nishi, Gates agonized late into the night. Even after they decided
they could handle the project and concluded it made financial sense,
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they wanted to hash through one more time whether they were vio-
lating their implicit understanding with Kildall and DRI that Gates and
company would stay out of the operating system business.

Nishi suddenly jumped out of his chair and yelled, “Fuck ‘em! Fuck
‘em! Fuck ‘em!”

They all looked at one another and decided to do an operating
system.

Easier said than done. An operating system could take a year or
more, yet IBM needed one in a few months. The problem resolved
itself quickly when Allen heard through the grapevine in Seattle com-
puting circles about a homegrown operating system called QDOS,
which stood for “quick and dirty operating system.” It turned out to
borrow ideas and terms freely from DRI’s operating system, but this
was back in the days before some heavy-duty lawsuits made program-
mers more cautious about doing knockoffs of someone else’s work.
Allen called the software’s author, Tim Paterson, and found that Micro-
soft could probably license QDOS from him.

When Gates told Sams he could probably provide an operating
system, he explained all about it. Most people, including senior IBM
executives at the time, think that Gates hid the source of the operating
system from IBM to protect this precious find. But Sams denies that;
he says Gates told him all about the system.

“The question was, Do you want to buy it or do you want me to
buy it?” Sams says.

But Sams says IBM, having gotten bogged down in software so
often in the past, wanted nothing to do with the operating system. The
guiding principle of the PC project was that IBM would just pull pieces
together from the outside, so he wanted Microsoft to have to worry
about getting the operating system to work, about making sure the
languages were nicely integrated with it, about doing upgrades of the
operating system down the road, about handling customer inquiries,
and so on.

“Besides,” Sams now says, “if we’d bought the software, we'd have
just screwed it up.”

Microsoft ultimately bought the system, paying about $75,000.
IBM, in forgoing the chance to buy what became DOS, missed an
opportunity that made Microsoft’s value go from a pittance back then
to a stock-market value of some $27 billion today, making Gates the
richest man in the United States.
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Sams may be right that IBM would have bungled DOS, but IBM,
in not being able to seize that chance, put itself at a horrible disadvan-
tage in the personal-computer business because it let Microsoft set and
own the standard. IBM’s decision also put it on a collision course with
Microsoft that, years down the road, forced it to spend billions of dollars
trying to reclaim a standard that Microsoft bought for $75,000. IBM
started off with 340,000 employees, $27 billion of assets, $26 billion of
sales, and $3.6 billion of profits, while Microsoft began their relation-
ship with 32 people and little else. IBM still found a way to lose.



al Martin, the general manager of
IBM’s huge plant in Rochester, Min-
nesota, left the cool weather on the
plains of southern Minnesota and
flew to Mexico City for a brief vaca-
tion as fall was approaching in 1980. Not yet fifty years old, Martin was
a marathon runner seemingly in peak physical condition—until he had
a heart attack and keeled over dead.

That scene on a street in Mexico City changed the course of the
IBM PC. It meant that Bill Lowe left the PC business to replace the
ill-fated Martin. Lowe, in turn, was replaced by Don Estridge, one of
the most charismatic figures in IBM’s long history.

For Lowe, leaving his history-making position in Boca Raton, Flor-
ida, was a hard choice personally. He had been in the area a long time.
He liked it. He thought the PC was an exciting opportunity. But Lowe
also knew how the game was played if you were on the fast track at
IBM. He knew that Boca Raton was a backwater at IBM, where people
were unlikely to be noticed. Before the PC came along to build it up,
IBM’s Boca facility was just a few buildings on the edge of a swamp in
a sleepy seaside town in southern Florida. Lowe had already won big
points for hatching the PC idea, so, in the IBM system, there wasn’t
much reason to stick around. In fact, it could be a bit dangerous. If the
project flopped and he was still around, he might catch some of the
blame. After a couple of encouraging phone calls from senior execu-
tives, Lowe packed up and headed off to run the seven-thousand-
person Rochester site.
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His replacement in Boca Raton seems obvious to all in retrospect,
but he wasn'’t at all obvious at the time. Several early members of the
team thought they should get to run the PC project and openly com-
peted for the spot. Estridge, meanwhile, was nobody’s idea of a star.
He was just a midlevel manager at IBM at forty-three years old, an age
when the real stars at IBM had been vice presidents for years. In fact,
though this has been lost in the hero worship Estridge later won, Lowe’s
role in launching the PC gives him claim on some of the credit Estridge
won as father of the PC. Estridge, who was six four and had a manner
that reminded people of the actor Fred MacMurray, didn’t even come
on board until October, three months into the yearlong project. Es-
tridge was lucky even to be around in those days, because, while few
remember his pre-PC days clearly, he was close to being fired not long
before he took on the PC job. (In 1990, in the damages trial that
followed the airplane crash that killed Estridge, then-chairman John F.
Akers testified that Estridge could have eventually become chairman of
the whole company, but, assuming Akers really believed that, he ap-
pears to be the only one who thought Estridge had the remotest
chance.)

Before taking on the PC job, Estridge, who had been in Boca Raton
for years, had almost been pushed out the door because of IBM’s Se-
ries 1, a misfit of a minicomputer that never did catch on. Estridge had
drawn the assignment in the mid-1970s to do the operating system for
the Series 1, but it was a mess from the start. Using the standard IBM
methodology, Estridge started with some one thousand programmers.
The architects, who are the inspired programmers within IBM, came
in and spent months producing a minutely detailed design for the soft-
ware. Then they left. In came troops of everyday programmers, who
are typically less than inspired and who, in dealing with such a large
system, had a hard time discerning the grand vision behind the hun-
dreds of pages of specifications. As usual inside IBM, having a small
army of people dividing the project into hundreds of closely linked
pieces meant that they had to spend more time communicating with
one another than actually writing code—because what might seem like
a small change in one part of it could force people working on several
other parts of it to make a switch akin to writing in German rather than
in French.

(Oddly enough, it was a senior IBM programmer who wrote the
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book—The Mythical Man Month—that put other companies on the
road toward a good software process. The book said that to produce a
baby, you need to have one woman pregnant for nine months—even
though IBM seemed to want to have nine women pregnant for a month
apiece. Others took that idea and turned it into a sort of artist’s model
for software, where a Michelangelo would stare at a piece of marble
until he could see the Pieta inside, then cut away the marble, with
assistants helping only on mundane tasks. Yet IBM clung to a construc-
tion-crew model, where a few smart people in hard hats would design
the Pieta, then turn the work over to hundreds of assistants, each of
whom would work on a tiny section of the marble in the hope that, at
the end, the sculpture would resemble something. IBM might have
. preferred to have a Michelangelo do it all himself, but it could never
be sure that the guy put in charge of a project would be a genius.
Rather than chance it, IBM designed its process to allow for the lowest
common denominator.)

By the time Estridge figured out how to short-circuit the process,
his Series 1 operating system was, for its size, as far over budget and
as far behind schedule as anything IBM has ever done. Estridge’s ex-
perience left such a bad taste in his mouth that he vowed never to
handle a software project again. This fact reinforced the PC group’s
decision to turn the operating system over to Microsoft in the early
days.

Estridge’s personality wasn’t doing him any favors in the mid-1970s,
either. He walked around in his lizard-skin cowboy boots while every-
body else was wearing wing tips, generally cultivating an image as some-
one who wouldn’t go along with the IBM system. Someone running a
development project had to listen as all other parts of the company put
in their two cents, knowing that any one of them could keep his product
from getting out the door, but Estridge tried hard not to play along.
Now that he had a flop on his hands, his bosses were wondering
whether he was worth the trouble.

The only thing that kept Estridge from making his exit before he
ever entered the world stage is that some IBM salesman in Connecticut
sold State Farm on the idea of using thousands of Series 1’s to run its
insurance offices around the country. State Farm wanted the systems
rejiggered to better suit its needs, and the order was so big that IBM
was more than happy to comply. Estridge, as the software expert, was
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the logical choice. This time, he did such a slick job that IBM unloaded
tens of millions of dollars of mediocre hardware.

With his reputation redeemed, Estridge and his renegade attitude
fit Lowe’s plans in the early fall of 1980. When Lowe disappeared from
the PC business for five years to go run the Rochester operation, he
turned the PC project over to Estridge, who turned out to be an excel-
lent choice. Estridge’s habit of not returning phone calls from senior
people in other parts of IBM, his shunning of the hundreds of meetings
to which he was summoned, and his penchant for listening to no one’s
dictates but his own drove other parts of IBM to distraction, but nobody
could touch him—at least for a while—because he had a direct line to
the chairman. Ordinarily, a midlevel manager like Estridge who ran a
product development group reported to somebody, who reported to
somebody, who might report to a division vice president, who reported
to the division president. Even if Estridge had somehow been elevated
to the position of division president, he still would have reported to the
head of one of the half dozen IBM product groups, who reported to a
member of the Management Committee, who reported to IBM’s presi-
dent, who reported to the chairman. Getting something moved up the
chain of command required lengthy preparation for meetings—usually
including a day of arguing over whose conference room should be used,
because the executive whose room was used got a kind of home-court
advantage. Then, of course, there were the lengthy meetings them-
selves, which often required a plane trip. It could even take days to
weeks just to get a decision relayed back down. So Estridge’s direct line
to the chairman gave him an unbelievable amount of freedom from
IBM’s bureaucracy, and Estridge made the most of it. His rebellious-
ness shielded his little team from the pressures that made all the other
attempts at personal computers too cautious. He took a group of people
who had been frustrated by IBM’s rules for years and told them he
could personally guarantee that the rules no longer applied. The group,
sometimes called the Dirty Dozen (even though it had thirteen mem-
bers), responded by working harder and better than any group at IBM
has before or since.

“Before I went to work on the team,” says Dan Wilkie, one of the
senior members, “I helped develop a printer at IBM. That printer was
in development for seven years! I kept telling myself, It’s coming. . . .
It’s coming. But the printer was hopelessly mired in design changes
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and bureaucracy. After a while, those layers and layers at IBM really
get to you.” Freed from the bureaucracy and able to tackle a project
without worrying about what the rest of IBM thought, “I made more
decisions in my first 30 days with the PC group than I made during my
first 14 years with IBM.”!

The group began to think of themselves as a work crew trying to
lay track down fast enough to keep ahead of a train hurtling toward
them at 150 mph.

People found it easy to like Estridge, who had a warm face, a goofy
smile, and thick, wavy hair. He came across as a strong family man and
generally solid character. When some friends were killed in a car crash,
Estridge and his wife, Mary, who already had three daughters of their
own, adopted their friends” daughter. After Estridge finished the Se-
ries 1 job and before accepting the chance-of-a-lifetime PC job, he took
nearly three months off from IBM so he could take his family camping
out west. (He was so compulsively organized that, before leaving Flor-
ida, he had his wife and kids practice setting up camp and then repack-
ing, to be sure everyone knew their assignments and could handle them
quickly.) Estridge, who grew up in Jacksonville and got his engineering
degree at the University of Florida, had turned down chances for ad-
vancement because they would have meant uprooting his family and
leaving Florida. He openly doted on his four strong-willed daughters,
and when some hefty raises let him move the family into a new house
after he succeeded in the PC job, Estridge built, by himself, a play area
that he expected his grandchildren to use someday.

“I think he went to his grave with the love affair still going with his
wife,” says Ed Faber, the president of ComputerLand in those days. “I
know that sounds corny, but you just had to see the two of them
swooping around the dance floor to understand how in love they were.”

Even later, when Estridge got so much publicity—and seemed to
enjoy it—he never lost a sense of himself. When a bunch of industry
executives lined up to speak with him after an industry conference
once, he ignored them so he could talk to a fourteen-year-old boy who
had approached him to ask how he could go about writing some soft-
ware. Estridge avoided sitting at the head of any table. He could be
autocratic, but most people didn’t even mind that. They'd approach
him about a decision, and he’d either say yes or no. He wouldn’t com-
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mission a study, the way some IBM executives do. The person asking
for a decision also always felt that Estridge heard him out.

When everybody began working long hours in the fall and winter
of 1980, Estridge might wander into someone’s office at eleven at night
and slump his lanky frame across a couple of chairs. He’d commiserate
about what a pain it was to work so hard, then maybe suggest that
the person wasn’t spending enough time with his or her family. He'd
sometimes drive by his building late at night to see whether any lights
were still on; if one was, he’d go in, wake up the engineer who was
asleep at his terminal, and send him home.

While many IBM executives take themselves extremely seriously,
Estridge liked to tell stories on himself. One that became a favorite as
the PC group progressed had him visiting a manufacturing line in the
wee hours of the morning, at a time when the PC was being produced
in volume but was still in painfully short supply. He saw two seemingly
complete machines being ignored by someone who was packing the
PCs for shipment. When he asked why, the guy ignored him. Finally,
the worker said, “UL labels,” which signify that the machines meet
certain safety standards.

Estridge looked, then said, “But they have UL labels.”

The worker finally stopped, wiped his hands off, turned to Estridge,
and said, “Listen, buster, they're on crooked.”

Estridge liked to say that that worker had a better sense of the
importance of quality than he did.

Occasionally, Estridge tried to fit the corporate mold, but he usually
couldn’t pull it off. He once used an IBM type of explanation, re-
sponding to a neighbor’s question about whether he ought to have a PC
by telling the person that a PC was a great “productivity tool.” The
neighbor gave him such a blank stare that Estridge never tried that one
again.

Estridge showed a magical touch that has eluded IBM ever since
he was pulled from the PC job. A devotee of the Apple IT who loved
to tinker with the one he had at home, he seemed to understand
little machines better than the more formally trained executives who
have followed him into senior positions in the PC business. When he
visited the ComputerLand dealer chain, he didn’t disappear into the
chief executive’s office and haul out an overhead projector so they
could compare charts showing defect levels in the PC; he first headed
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for the service department to quiz the people who actually saw the
problems as they developed. He seemed to understand intuitively the
new counterculture era that Steve Jobs and Apple had helped usher
in, one in which, as Jobs put it, you shouldn’t trust a computer you

couldn’t lift.

One of the first big meetings Estridge faced as he took over from Lowe
in the fall of 1980 was with Bill Gates and his small band from Micro-
soft. Estridge needed to have people push Gates hard to make sure that
he could really deliver an operating system in time. Without an op-
erating system, there would be no interesting software. Without soft-
ware, the PC would make a nice paperweight.

When Gates was summoned to Boca Raton for the first time at the
end of September, he and Steve Ballmer worked for days on their
proposal. Jack Sams, still the IBM liaison to Microsoft, got involved,
too, offering avuncular advice on how IBM meetings tended to go, how
to behave, who the important players at the meeting would be, and so
forth. Sams also offered some advice that IBM now may wish he hadn't:
He suggested that Microsoft raise its asking price in its proposed con-
tract with IBM. While Sams didn’t know what the two were planning,
he knew IBM wanted to be sure the little company supplying its op-
erating system was healthy for years to come.

“I said, ‘We know this project is going to cost more than you're
willing to ask. Don’t be afraid to ask me for a million dollars. Just tell
me how you're going to spend it, ” Sams says.

What Sams and IBM didn’t yet understand was that Gates was
already much more sophisticated about PC software pricing than IBM
—the twenty-four-year-old had been in the business for years and had
learned plenty on some small projects.

Although Sams and IBM expected Gates to come in and ask them
for a big fee up front, Gates planned to ask for a seemingly small royalty
on each machine. In a crucial act of prudence, Gates also asked that
IBM'’s license to use DOS be nonexclusive. In other words, he wanted
to be able to sell rights to it to any company he chose. Even though
Gates didn’t think DOS would sell much, he was already sophisticated
enough that he wasn’t taking any chances.

Gates didn’t make up his mind on exactly how to handle things
until the last minute and wasn'’t at all sure how IBM would respond,
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but he was also cool enough to—as some of the IBMers put it—play a
little poker. They say he came in acting as though he had a full house,
and they only realized later that all he had was a pair of deuces.

The group from Microsoft took the red-eye from Seattle to Miami in
September 1980, deciding along the way that, because of limited plane
service, their offices near Seattle were probably as far removed from
IBM’s in Boca as any two points in the continental United States could
be—a point that would later complicate the companies™ collaboration
but that seemed only a nuisance at that point. Gates and Ballmer con-
tinued refining the proposal along the way. When they landed in Miami,
they discovered that Boca Raton was farther away than they'd thought
and realized they’d be late for their big meeting. As they changed into
their suits in the men’s room at the Miami airport, they also realized
that Gates hadn’t brought a tie. So they drove the hour or so to Boca,
then sat outside a Burdine’s until it opened at 10:00 A.M. and Gates
could buy a tie.

When they arrived at Estridge’s tiny offices in a converted ware-
house with a leaky roof, few windows, and malfunctioning air condition-
ing, they found the meeting room crammed with nearly twenty people,
who barraged Gates with questions all day long. He looked awkward at
first, sitting there in a suit that seemed to be too big, with his collar
sticking up in the back. In the face of all these blue suits, this young man
who looked like a teenager seemed to be under siege. One programmer
harassed Gates about some work Microsoft had done for a Tandy ma-
chine, saying it wasn’t up to IBM standards and that Gates had better
think again if he planned to try to fob off that kind of shoddy work on
IBM. The IBMers, thinking Gates was at a disadvantage, didn’t even
know the half of it: Gates was operating without having slept for more
than thirty-six hours. But he slowly won the group over by staying cool
under fire and by displaying a dazzling range of technical knowledge.

After the meeting, Estridge told Gates, Ballmer, and some IBMers
a story about a recent Management Committee meeting. The incident
stemmed from an encounter that IBM CEO John Opel had with Gates’s
mother, Mary, who was on the national board of the United Way with
Opel. The determined Mrs. Gates went up to Opel to say that his
company had begun doing some work with her boy, Bill, and she was
sure IBM would love doing business with him. The taciturn Opel barely
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acknowledged the remark. But later, when Estridge went before the
Management Committee to say he was taking a real risk by contracting
to have his operating system done by a tiny company in Seattle, Opel
said, “That wouldn’t be Mary Gates’s boy, Bill, would it?” Everyone in
the room knew that Microsoft was golden from then on.

Gates and Estridge retired to an office to hammer out the details of
their agreement alone, and, after some haggling, a contract was signed
by early November 1980. Having witnessed up close the disastrous
delays with the Datamaster software project at IBM, the IBMers in
Boca Raton didn't really believe an upstart like Microsoft could meet
its deadlines. So Estridge leaned on Gates hard enough that Gates says
he felt as if he was already three months behind as he began the project.
Gates quickly hired some people to handle the additional work the
IBM contract provided—although IBMers say it’s not clear how many
people he hired and how many people he just worked to death.

Estridge went outside the company to buy almost all the parts for
his PC, including a processor he got from Intel, so he managed to slap
together some PC prototypes by early December to ship to Microsoft.
Although Microsoft missed its initial deadline of mid-January 1981 to
have an early version of the operating system up and running, it did
have the system pretty much working by early February. Everybody at
IBM breathed a big sigh of relief. Maybe Microsoft would work out,
after all. Maybe the PC would actually happen.

Under Estridge, the PC team tried hard not to commit the standard
IBM mistake of smothering a partner with affection, but he still had
dozens of people working with Microsoft. The programmers at Micro-
soft found it odd that, even though the PC was IBM’s smallest project,
it still had more people writing specs for Microsoft’s operating system
than Microsoft had actually writing the operating system.

Estridge also dispatched people to Microsoft to make sure it was
keeping its work secret. He may have been a cowboy, but even he was
enough of a product of the IBM culture that he couldn’t avoid the
penchant for secrecy at all costs. Steve Ballmer got a call one day from
an IBMer who said he wanted to arrange a visit. Ballmer said, “Sure,
maybe in a few days when things settle down.” Then he casually in-
quired about the weather in Florida. The IBMer said he didn’t have a
clue, because he was calling from a pay phone across the street from
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the Microsoft offices in Bellevue, Washington, and really wanted to
come by immediately to check up on how Microsoft had filed certain
documents. The call was just the first in a series of abrupt visits that
would have Ballmer or someone else running down the hall, screaming,
“IBM is coming.” Then people would rush to hide all the documents
and hardware that were supposed to be under lock and key, pushing
out of the main hallway the secret hardware from other manufacturers
that had been strewn there in a casual disregard of security.

IBM also gave Microsoft a hard time about Kay Nishi, partly be-
cause he was Japanese, and IBM feared its Japanese competitors most,
and partly because Nishi was a wild man. He got himself and Gates the
job of designing one of Japan’s first PCs and Tandy’s Radio Shack 100
by flying first class and accosting a Japanese executive. Nishi would fly
back and forth between Japan and the United States several times a
month, then sometimes lie down and fall asleep on the floor during
meetings. Once, when Microsoft went to New York for a trade show,
he insisted they stay at the ritzy Plaza Hotel, then showed up with
some twenty Japanese who were having trouble finding hotel rooms. So
someone called down for twenty cots, and they stayed in the Microsoft
suite. One visitor slept in the closet, with twenty thousand dollars in his
pocket.2 Gates says the concern about Nishi mounted to the point
where an IBM lawyer eventually “hauled me into a room and beat me
up about him. I was signing this and signing that. They scared the hell
out of me.”

IBM insisted that the room where its two PC prototypes were being
kept needed to have the drop ceiling modified so that the top of the
room could be covered with chicken wire. That way, someone crawling
over the wall from the office next door and sneaking into the room
would have to cut through the wire and therefore leave a trace. (Little
did IBM know that the office next door belonged to a brokerage firm,
which would have loved to know about IBM’s secret. Microsoft never
enlightened IBM security people on that one.) The real problem oc-
curred because IBM insisted that the door to the room with its proto-
types be locked at all times. The room was just six feet by ten feet, and
the prototypes each put out as much heat as a high-wattage light bulb,
so the temperature in the room could get to be more than a hundred
degrees. Programmers would come stumbling out of the room to get
some water and pant for a while. Heat does funny things to electronics,
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too, especially when a system is in its early, unstable stages. So Micro-
soft's programmers sometimes spent days trying to fix what they
thought was a bug in the software, only to find that their little sauna
had made the hardware go haywire. Eventually, Microsoft just left the
door open until someone sounded the warning call that Big Blue had
been spotted in the neighborhood.

In Boca Raton, the team was growing to several hundred people in
early 1981. The work was pretty straightforward, however, because
even before Lowe went to the Management Committee for approval,
the PC group had made most of the hardware decisions that would
make the product a runaway best-seller. The PC group had decided to
take a bit of a chance and use a relatively new Intel processor. The
processor wasn't as easy to work with as older Intel processors, but it
was more powerful, allowing for bigger, more complex applications to
run on the system and allowing people to use floppy disks. The team
did limit itself a bit, settling for a less powerful processor than they
might have, for fear that the most powerful processor would scare the
Management Committee into killing the project because the PC might
cut into minicomputer sales. IBM, partly under the urging of Microsoft,
had also decided to give its system graphic capabilities. That meant its
screen would not only reproduce letters but would also allow for pro-
grams that would draw shapes—a feature that a couple of years later
made possible Lotus 1-2-3, the software application that had the most
to do with the PC’s eventual success. (Although it’s hard to remember
back that far, the machines Estridge was competing against had even
fewer capabilities than those he was building into the PC. His competi-
tors were the Tin Lizzies of the PC age. Made by Apple, Tandy, Kaypro,
and a host of other companies—many no longer in existence—these
machines had screens that contained just a few lines. The screens could
produce only characters, not images. They were so slow that even typing
could overpower the processor. Even the better machines generally
used tapes for data storage, so someone waiting for a bt of data had to
wait while the cassette tape whirred back and forth until the processor
found what it was looking for.)

At least as important, by going outside the company for the proces-
sor, most of the other chips, the floppy-disk drive, and even the op-
erating system—all of which were available to anyone who cared to buy
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them—Estridge had tapped into the industry’s need for a single stan-
dard. The PC industry had been developing in a helter-skelter fashion,
with each company entering the market with its own, largely proprietary
approach—meaning that someone had to buy a Tandy monitor to go
with the Tandy processor unit, which used an operating system or
programming language tailored specifically for the Tandy system and
ran only those applications designed for the Tandy system. It wasn't
possible to mix and match a Tandy this with an IBM that and a Wang
whatever. That situation made the PC industry too restrictive for con-
sumers. It was as though someone buying a stereo had to buy a turnta-
ble, a tape player, an amplifier, headphones, and even the records and
tapes all from the same company. Consumers insisted on being able to
play their records on their friend’s systems and on being able to shop
around for the best of each type of stereo component, and the PC
industry had to provide that same kind of mix-and-match capability
before it would draw masses of buyers. The IBM PC took care of that
by succeeding well enough that competitors knew they had to follow
IBM’s choices—using the Intel processor, not one from Motorola or
one they developed themselves; using Microsoft's DOS operating sys-
tem, not DRI's CP/Ms, AT&T'’s Unix, or anything else; using program-
ming languages that enabled applications to run on DOS; and so on.
Once IBM-compatible machines became widely available, consumers
found themselves in a comfortable, stereo industry—like setting, and the
PC industry exploded in a way that the modest advances represented by
the IBM PC never would have warranted.

“Even with most of the hardware decisions made, however, things
were still chaotic. Jim D’Arezzo, a public-relations person brought
down from Armonk during the winter to prepare a communications
plan for the PC introduction, said the place was in such disarray that
he figured he’d just see how many days he could get in on the beaches
in Florida before the operation collapsed and he had to go back to the
ice and snow up north.® Things were happening so fast that Estridge
somehow managed to get a building erected and everyone moved in in
four months, easily a modern-day record at IBM, where three years
was considered to be fast for putting up any kind of structure.

As at Microsoft, everything in Boca was made a bit crazier because
of the push for secrecy. Lawyers and “corporate practices” people chap-
eroned Boca executives at any meetings with outsiders, administering
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the levels of nondisclosure agreements and telling the executives what
they were allowed to say. Hotel rooms were swept for bugs. IBMers
flying from the local airport in West Palm Beach to Rochester, Minne-
sota—a common route because of close ties between the Boca and
Rochester operations—were ordered not to talk business on the flights,
because IBM was convinced that competitors were: buying tickets on
such flights just on the chance they’d overhear some interesting conver-
sation.

One IBM executive says he stepped out of his office in Boca Raton
one evening to get a cup of coffee, then returned to get plane tickets
out of his desk for a flight that night. In the interim, someone from
security had gone into the office and, finding the desk unlocked, put
special locks on everything in the room. The guard left a form chastising
the executive for a security violation and saying the locks wouldn’t be
removed until he showed up at the guard station to pick up the key
and, no doubt, get an additional lecture. The executive would have
missed his flight if he had taken the time, so he pleaded with the guards
by phone. When that failed, he busted open a lock and took his tickets.

Another executive went to use the rest room on a flight, leaving
some confidential PC documents behind. He thought he had covered
them up on his tray table, but there apparently was a corner peeking
out from under the magazines he left on top. An IBM security person
was on the flight and, walking down the aisle, spotted the telltale red-
and-white striped paper that especially confidential IBM documents
are printed on. So when the executive returned to his seat, he found a
note from the security person saying the documents had been confis-
cated because they weren't being cared for properly.

Michael Shabazian, one of the IBMers putting together the deal to
have the PC distributed through ComputerLand, says the secrecy
nearly gave his mother a heart attack. She visited him one time and
found him working in casual clothes in his home—most of the time in
a locked office—because IBM corporate had decided it would cause
too many rumors if someone without any apparent assignment took
space in one of the northern California IBM branches. (IBM had hun-
dreds of branches throughout the United States, each of them self-
contained operations that focused on a handful of major customers.
The branches reported to regional headquarters, which reported to one
of a dozen trading-area headquarters, all of which reported to the U.S.
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marketing headquarters—all of the headquarters, of course, had sizable
staffs. The structure was essentially the same in each country outside
the United States, just with fewer layers of management.) Corporate
headquarters especially worried that people in the branch might figure
out what was going on if they started taking calls from a personal-
computer dealer chain. Then one day when Shabazian was out, the
phone rang. Finding the room unlocked, his mother answered the call.
A voice said, in a heavy foreign accent, “Tell Michael that Mr. Jones
called from GBGI to talk about Acorn in the Oak channel.”

“Well, think about what that did to my Armenian mother,” Shaba-
zian says. “When I came home, she said, ‘Michael, I'm so disappointed
in you. How long have you been working for the KGB? "~

The PC group began using different code names when talking to
the different outside companies involved in the project. That practice
actually helped locate at least one leak, because shortly before the PC’s
introduction, someone on a weekend rafting trip told Shabazian he
knew all about what IBM was going to announce; in fact, he described
the product in excruciating detail. The person used enough code names
that IBM security managed to have a lawyer sitting at 8:00 A.M. Monday
on the front steps of the little company that had inadvertently leaked
the information, ready to scare the pants off the owner. Still, all the
code names began to get ridiculous. IBM executives had to halt meet-
ings with outsiders so they could step outside and figure out whether
they had been calling parts of the product “cherry” and “banana” when
talking to these people before or whether they'd gone with more of a
citrus theme.

As 1981 progressed, the hardware and software came together quickly.
The hardware work was done by March. The operating system was
finished by June. But Estridge still had plenty of headaches.

He needed to make sure he could deliver more than just operating-
system software. He needed to have lots of applications available, and
they needed to be good enough to make people actually want to buy
the hardware—the Apple II didn’t get hot until the VisiCalc spread-
sheet was written for the machine in 1979, and, as things worked out,
the IBM PC got its biggest boost when the Lotus 1-2-3 spreadsheet
became available for it. Hardware was the tail. Software was the dog.

Estridge had to put together his controversial plan to have dealers































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































