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Introduction

From the first discussions of a “galactic network” in 1962, the Inter

enormous information infrastructure. While it has initially been a governmental research tool, its fv@

by a relentless_foice of
ber of pa@ttered
around the globe. Its speed of change and innovation ; ve a
Apple, Microsoft and Google have been the 1 fus panies witi@arena for a
long time. Throughout the previous decades, they ha ernalized the e ic laws and

g. Their stra nd competitive

et has developed into an

technological and conceptual innovations stemming from a

moves did not only form the information economy as we know-it-today, but d rovide showcase
examples of how profitable market position eved in the Internet
This case study covers a decade of i

on and answers some
and Google successfully
their unique strengths play
ccount for? How could they

eld on proprietary design that only it can use. One
$'is its capabilities in ardware and software development. Hardware was
& @ entiate it from competitors” products. This made the
\ Apple’s own operating system and applications, was

acquired something of-a ntrol freak” image about its technology and knowledge. This, together
with the more idealistic’apptroach, has made Apple a fascinating and rather mysterious company that

always attracts a lof of-aftention in the market.

Micros%as founded in 1975 by Bill Gates and Paul Allen. The company’s core area has
become th¢'d @ ment of operating systems, ever since IBM in 1980 asked Microsoft to create such
for a ne Cs. By buying existing operating software and customizing it to work exclusively
with Intf%&croprocessors, Microsoft gained a fast entrance into the market of operating systems

. The system of an IBM PC - in comparison to that of others - was more open and made it
eaSy forproducers to duplicate for scale efficiencies. Microsoft aimed at licensing its operating system

dominant market share and continued to grow in the following years. Today, roughly 90% of all
worldwide personal computers run Windows software.! The early success of Microsoft opened the
door to expansion. Microsoft has also seen the potential for application development for other
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computers, such as those from Apple; an integration strategy that has helped the company to further
developing Windows systems. From the beginning, Microsoft has been able to move quickly into
markets with its solutions. This speed has often been achieved by purchasing existing technology and
know-how and improving it in-house to fit with Microsoft’s own ideés. In this way, Microsoft has
used past successes in moving on to even bigger accomplishments. This has\led to frequent software
upgrades, increased applications development, and moveme ted areas for grow

servers opene

ternet users.
world. Because
associated with

is fosters an open source
solutions than any in-house

4 @ii”, “technology matters,” and
inued to leveragelits strengths with strategies to be the
S

Itibillion dollar industry with Apple,
", the direction of the Internet's further

The Internet In

& ening the Core and Building Footholds in Related Industries.

y and its Most Recent Phases of Development

positioned itself in digital media, where both hard- and software played a crucial role, while Google
built up its search and communication franchise for future expansion. Microsoft, already huge,
anchored itself in entertainment, as well as building a presence with future-oriented servers and
platforms.
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Apple: Arming Itself as the Digital Media Leader.

Apple had build up a strong foothold in production of extraordinary designs and user-
friendly products. The company had been in digital media since 1999,
Pro. The company wanted to scale up in this area; although new i

hen it introduced Final Cut

trlmmmg inventories, and substantially Teducing
Apple bucked market indicators to (focus-on™tra
experienced a decline, with customer le tovards onling\retailérs and the accompanying
costs advantages. Apple’s main. e 1asis, hewever, was to pro@nsumers with an experience
and brand identification rathet tha ing-sa having their own retail stores

on the spot
helped achieving this. In r
based on design and ease
consumers’ needs. Duris
captured consumers’

s, but the company’s extended offerings in the
n Microsoft through proprietary music programs and

le package.
d by 2002, the company had 51 flagship stores across the

ortant eliminate competition as you progress. Apple also built up the
profess10r1al n ~~..- segment through the special effects software acquisition of Silicon Grail
Technolog% ole’s interest in digital media evolved also in the complementary music sector and
the co en acquired Emagic, a leading provider of professional software solutions for
comput d music production, in July 2002 for $30 million.” Emagic’s most popular product,
Lo ctively used by over 200,000 musicians around the world. Again, Apple announced that it
w%ﬁontinue Emagic’s Windows offerings.

Apart from the media market, Apple had an intense in-house focus on the production of
FireWire technology, seen as the fastest and most reliable means to transfer data in high-speed. For
this reason, Apple no longer wanted to rely on third parties for this function. Bolstering this
philosophy, Apple acquired the producer of these technologies, Zayante, for $13 million.? Speed in
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transferring capabilities could bring enormous advantages in future offerings and this move secured
Apple the technological opportunities of FireWire.

The introduction of the stylish, white IPod served as a
entertainment segment of media products, and was designed to fit sea
player on the computer. Although Apple’s 2002 sales were still do

erfect complement for the
sly with the ITunes music

offering online music for a small sum per song. This helped._the fuither integrati

Apple portfolio, where IPod sales jumped 0% %0 $345 million. In anot N#

move, Apple introduced a free downloadable Windows wersion of ITune
| : 3

unes was clear; initially,
rtable audio device, they

ietary standard, an IPod did not
an efficient, easy-to-use, and

Google, only a i ery busy. The search company already
arch engine for free. The desire to expand
further was para ‘@it point had to be defined: advertisement in
search. Google launched Geggle Adwords in Octeber 2000, one of its flagship programs.® Adwords
allowed any atis rchase indivi a%l;ld affordable keyword advertising that would
instantly’emesge-on the search results pag relevance and content. Google thus offered a fast
, inking~the innovati ank search system to words selected, in addition to
, Google started with 350 businesses and advertisement
search required Google to increase its presence in channels.
th from its base, competition in search was intense. Clearly,
53} hen they wanted to search the Internet, and Google needed a
b S’«‘ ot plug allowing a search without visiting the Google homepage,
*@' to be downloaded and installed separately on whatever browser
. Topromote and secure a fast adoption of the toolbar, Google thus established
th PC vendors like Dell. In this way, the Google toolbar came pre-
installed on a ne % ased PC. With the toolbar and Adwords, Google initiated a strategy to
monetize consur%entions. From startup, the company relied on proprietary technologies to
control and sh its“future infrastructure and strategies, giving freedom to build more products
without serio t to future endeavors.
course towards organizing the world’s information, Google pursued options step
by step.% ruary 2001, Google acquired Deja, which had a news research service archive of
ed to Usenet discussion groups.! Google acquired the entire Usenet archive, gaining
s archives, as well as domains and software. Google reintroduced the deja.com archives
Groups, a discussion product that helped groups of people communicate using email and
the web. By acquiring an entire archive of over 500 million discussions and adding its search and
browser features, Google could launch a diversified, but complementary, product, and challenge
competitors with a strong pool of users. In the third quarter of 2001, Google acquired Outride, which
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created state-of-the-art technology that Google could use to increase its capabilities within relevance
search, and thus more intensively personalize searches in its engine. Google saw the value in
information retrieval, and Outride’s technology complemented Google’s for incremental innovation in
search.”? In July the same year, Google launched Google Images, whereusers could search and access

, eliminating
g model made

ot limit slow-downs
G 1 stem rather than price
paid per ad determined the exposure|of g . This system of % iased advertisement gave

Google increased credibility; the ne could not buy a top spot in
d low for advertisers, thus
i es through Internet advertising

search advertisement. In additi
ant ed to outsource the decision on

and ooglesr

ntered 2003 with the necessary resources to reach
value in communication, especially blogging, by
ry 2003, Google acquired Pyra Labs, a small company
elf-service weblog tool used by more than a million
r purchase of Deja, Google focused on a firm already
eblog and other readers find and collect material from a
as implemented into the Google family. To strengthen

sensitive advertising company, in April 2003, for $102 million.!¢ Google integrated Applied Semantics’
CIRCA technology, a system that understands, organizes, and extracts knowledge from websites and
information repositories by mimicking human thought, enabling more effective information retrieval.
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In addition, the company acquired Kaltix for speed and simplicity,’” and Sprinks,'® which developed
relevant ads on content pages. The latter acquisition was an important move, and helped Google in
three ways. First, it worked as a pre-defense mechanism to discourage competitors like Yahoo from
purchasing the company and entering content-based search faster. Second, Sprinks’ technology and
focus broadened the market scope for AdSense. Finally, Google secdred an‘ally for network lock-in,

organizations. Google had also been active scanning books
available through the Internet and in December, this featuy
later, a reintroduction of Google Books was a reality; Goq
Harvard and Stanford to scan and publish books. With no

through paid listings and affiliation agreements with
results.

Google was now a strong actor in sedrch.advertising and/communica v‘ﬁ.§
2 advertising, where 2003 s M the area leapt to
33% from the-previous year uld Google now use

990s. The company’s products
ion. The media and entertainment
5N (Microsoft Network), launched
ecome one of Microsoft’s key links to
acquired key actors to help build related
cluded Visio,"” Telewest, 2 Netgames,?! and
rosonics.22 Due to its substantial resources,
pany introduced ClearLead, an Internet-based
&@)m the~grovnd up - to prowide help for e-businesses trying to build lifetime
i ower of the web.2? A month later, bCentral was

“The big thing that Apple is providing now is
leadership in colors. It won'’t take us long to catch up with
that” William Gates, Chairman, Microsoft. Business Week,
July 31, 2000.

ing Apple, Microsoft continued to focus on the media and entertainment sector in its
ow:. ontinuously improving servers and search solutions capitalizing on the business segment.
I e company entered the market for video games consoles, and invested billions integrating
its reseuirces to introduce the Xbox. The Xbox was a powerful home video game console with Internet
access and the ability to play CDs, DVDs, and MP3s, and possessed three times the processing power
of competing consoles.* With the acquisition of Ensemble Studios,?® a developer of award-winning
games, and partnerships with well known games developers such as Sega? and Namco,?”” Microsoft
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aimed to develop and publish its own games from its fully-owned subsidiary, Microsoft Games
Studio. A partnership was also initiated with NTT Communications to deliver online gaming services
for the Xbox in Japan.?s Eight months after the Xbox release, Microsoft reported sales of 3.9 million
consoles and 20 million video games.?” The company, however, had strgng\competition from existing
brands.*® Due to decreased demand, prices had to be cut, and Migf uffered significant losses

on, Micrasoft acquired the kn ge
pool of Rare for a $375 million cash exchange.?® Microgoft could continue delive games
pushing the boundaries of consumer experience. Further con s box 360,* Xb Elite,*
and Xbox Kinect? in 2010 have been released. In addition, /Miecroso scaled up th Live by
integrating video and entertainment services, notab Partnerships with a@ ch as Walt
Disney Studios,®” as well as acquiring exclusive techn pers like Big
Park.?® The hope was to increase platform sdlesswith exte ox an ultimate

second quarter of

- of the J
realized the importance of search funct o% to build thistup through its MSN services. An
i ervice’and an easy wa usic consumers to search for,
i ded Visual Studio, a platform
applications,® and Microsoft Visio,

its existing <cha

established-with
s’ XP experienced sales of 17 million copies, making it
ef. In addition, consumer shopping through the MSN

2002.5° Microsoft yra @ o~differentiate their MSN advertising features from others with moving
pictures and othe

ems and platforms.”?? In addition, Microsoft developed complementary products like
ss Solution® and Commerce Server,> offering more profitable business relationships and

Business Solutions. The main acquisition in this area was Navision for $1,45 billion, which developed
technology for the business dynamics division®® and Vicinity for $96 million, which provided
Microsoft with tools for location specific applications necessary for the mapping platform.
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In January, 2002, Microsoft entered into the telecom business, acquiring Korea Telecom, a
prominent South Korean integrated wired/wireless telecommunication service provider, for $500
million.” Korea Telecom had the largest share of the South Korean local telephone and high-speed
Internet business. The incentive here was to extend the area and ge of mobile PCs like the
previously released Pocket PC and Tablet PC.5 Together with partpers like\VoiceStream Networks®

no profits to Microsoft; the company realized that\ building_i W would be
necessary. Initial options included acquiring the outsourcing) pa rosoft’s final
evelopers were

@y cult; building the

.%, 003 to $7,8 billion in
such as et software developer

it provider. In addition, Microsoft sought its
s to atquire Over% owever, Yahoo pre-empted
rival to MSN, it was unlikely

re’s advertisi @01&( in the long run. Microsoft
lled AdCents service adopted the successful
Q]

on] ould have its own search engine
hrowever, w hallenged on several fronts.
d Platf@gration
pe

dustry has ex ced exponential growth since year 2000. As

$ potential t te numerous extra functions. It was expected that
ommerce market enerate revenues totaling $210,8 billion. Of the most
es,

solution was to build a search engine from s
skilled in creating an efficient search engin

ctivities, e- news, and entertainment were among the top five.®3
ickly saw demand to make computers smaller and with

lities, so tha

different coj e-Capab

could work as portable devices for any purpose users chose.
Apple, Microsoft, and Google wanted to tap into the mobile
ilities and positions, the three giants needed to transform their
¢s in the mobile era, winning them a sustainable competitive

Microsoft entered the mobile war, a period in which dynamic
lutions would determine a radical shift in power in the information

economy. @
Going mobile&hgncumbents' modes of entry

AP @ rosoft, and Google looked at the value points for mobile integration. Apple had the
of bei

advantage

mobile handse

eing both a software and hardware producer. How the company would penetrate the
t industry, however, remained unclear. Then, Apple saw a way to increase usage area
for @o ia products ITunes and IPod which, in turn, could be transferred into the mobile scene by
c%ntarities. With co-branding strategies as an initial step, Apple partnered with Pepsi-Cola for
the Stiper Bowl,** and allied with BMW, where IPod adapters would come pre-installed on the auto
maker’s new 3 series cars.® The extended usage areas of ITunes and IPod, both in new industries and
in the computer arena, made Apple solutions lucrative as extended offerings for the Smartphone
industry. Apple then established a partnership with Motorola, where the media giant created a mobile
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version of ITunes, which would be a standard for the next generation of Motorola phones.®’ Apple
entered the mobile market fast as a provider of programs, leaving the main power of the handheld
manufacturers intact.

Microsoft and Google made software, and it was clear that thei
involved development of mobile operating systems and platforms. Vi

ry into the mobile market

targeting all mobile devices, and was used in pocket PCs as an a
as a mobile operating system. However, the mobile indu

solutions. Fearing that Microsoft would take too much po ile
players® developed a joint venture software, Symbian, whi ‘ a erating
system for handheld devices. As a result, Microsoft went up t haii d@rships
with mobile network operators, thus putting a pregsure gn n ectur indows
operating systems on phones. In a partnership with Voda icre services for
fixed and wireless networks.® Further, a partnership wi greemment to bring

MSN Mobile services to mobile operators ar
business segment, Microsoft secured furthey

internet. Microsoft also launched
and Windows Server 2003,7 whic ise strategy and foundation of
solutions to connect informatjon, péople r iding operator-specific phones

with Windows software,
,Qu dilar partnership was set up in Asia,
‘ %o operating system.”*

required partners who wo
apping, and mobile under a single platform

004. Google went public with impeccable timing
, c-@ ompany’s share price shot up.”” With better financial

.ﬁg‘ Picasa, a digital photo management company, was
.%.) under the same name.” Shortly after, Google acquired

proyiding unlimited iitorage and supported by paid listings.”s In addition,

qg"; company, as well as Where2Technologies to acquire

aé organization and structure. It was predictable that Google and Microsoft's mobile
tegration during this time included application development for initial integration to

Microsoft had previously claimed that by 2005, 2% of its revenues would come from cell-
phone-related sales and that 25% of cell phones would carry its software platform.’? In 2004, it had
been busy in creating and launching portals and servers,s as well as introducing new features to the
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MSN service with a focus on music. The MapPoint Location Server,$ as well as the new Media Center
Edition,® was specifically designed for mobile use. In 2005, Microsoft reorganized its previous seven
business units to three broader divisions to cope with the advantage Google had in its flexibility.s
Most important was the reallocation of MSN services from entertainment\to platform products. The
new MSN Search engine - built from scratch - was finalized and-introduced in this division in

important. In May, Microsoft announced the release of the new
Mobile 5, targeting all mobile devices, such as PDAs and

created a flexible common platform supporting all kinds enabling @dows
O\l

Q ons that
@. rch function

D application
information.”!

kK over_th 2 any’s customers, and

acquired expansion opportunities witl enger f%%, were strengthened with

the purchase of Teleo” and Media_ St e ng softwargCand applications to voice over

Internet protocol (VOIP). By byea down commlunication b@ Microsoft hoped for greater
ion h

t acquisition of 5% Finger;% an

jider specializédzinmumobile marketing. Google did not

wait passively; they integ eir sticcessful n‘{?; anto mobile solutions. This included
A €N

obile. In additiesn; 1o

i

further, six acqui eqwireless,’ Dodgeball, ®Android,'® Skia,!0!
allPay,'? and mportant. Reqwireless was a maker of popular
mobile applicati d the web_on wireless devices, and could help improve various
software pred s a social networking site for mobile phones, and

search on a handset. Android was a software provider

could ekter
i tems for mobile that included middleware and key

for mabile telephones

Bridge’s mobile
garch engine
were implemented for

technology.'% Microsoft aimed to expand in mobile by providing a
obile users, and Motion Bridge’s customers (Orange, Sprint, and O2)
rket penetration. Vexcel Corporation was also acquired in May 2006 to
tap into the huge mapping services.!® To increase leverage in search and communication,
as well as to red e’s power in the area, Microsoft established a co-opetitive partnership with
Yahoo: an agreementtd connect users of their consumer instant messaging services on a global basis.
This led to a '@yint offensive. In December 2005, Google aggressively acquired a 5% stake in AOL
with a $1 ffer.1” AOL, a Time Warner Group company, focused on broadband access in the

entertaimment séctor, was provided with premium video service within Google Video and displayed
advertising.throughout the Google network. In return, Google got exclusivity as the only shareholder
in er than Time Warner. In addition, Google and Sun Microsystems formed an alliance to
sh nology that competed with Microsoft’'s MSN, as well as its Net solutions and Office
system108

Having Google Maps and Google Earth, Google also strengthened these. First, it acquired
Measure Map, with a user friendly interface.'® This could be used in mapping to help track user
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experience in the service. For the Google Earth application, @Last Software was acquired with its
complementary 3D technology of Sketchup, software used widely by architects and engineers.!® In
addition, Google strengthened Google Earth and Maps in Europe through the purchase of Endoxon,

development.!? Further, the company acquired Massive for ga
would deliver dynamic, relevant ads across Microsoft’'s omdine servi

MSN Games." This was an effective means of reaching specific-demographic groups of c ers in
the rapidly growing and interactive medium of online u topoor dema!@grosoft
decided to shut down the MSN Music service, A direct the service into thi e online
Marketplace, where the company also scaled up wi e release of-its own hand usic player
under the same name."* With this move, Microsoft tried § with Apple, offe ireless 30GB

nd videos. The
ers, and Microsoft
wafe anid communications

pplication (originally
created for the Apple portal), which arket.’> This was again
in direct competition with Google’s*Pica

The media focus was/a i . pany entered an exclusive
partnership for search and ta tis ractive Media in August 2006,
where the revenue potentiad within digi i ignifi onsidering the mobile integration
in which the media compar 0 gle made its biggest purchase ever
and acquired YouTube for $ i agh Google had superior in-house technology

tion to Google with its popularity and
large number of / was § : ube videos were imbedded in blogs and
similar communication A tising )was the deciding factor in Google’s business

following y ' as ekxtended and fu&her integrated into Google’s plans for the mobile
market.

ad a 5.6% market share in Smartphones. This was

giant had the year before.!'s A lot of this had to do with
ring partner from the early days of the Pocket PC.1"° It
e a breakthrough in the Mobile scene by providing an
, Microsoft presented Windows Mobile 6, improving usability
ffice features previously available only on PCs.'?0 The operating
@ indows Live and Exchange 2007 products, integrating the entire
annel where a consumer could access all offers in gaming, search, music,
g, and more. Then, MSN Mobile was launched, a portal that opened the
¢ using Windows-driven mobile phones.’?! Acquisitions like mobile
Networks'?> and Screentonic,'? a mobile advertising provider, helped the

extension.
Googl e other hand, had waited with its platform integration, and focused instead on
generatin t extensions and new search functions by building internal capabilities. The

to make sure that its mobile platform would be adopted fast. Having operated with

phones with ads. A partnership with China Mobile was also established in order to expand Google
services to the great Chinese mobile population.’? Such expansions led to impressive revenues in
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search advertising services; in 2007, $16.6 billion. Now, as platform integration to mobile, Google’s
purchase of Android in 2005 was to be the key strike for the company. Instead of creating a platform
and trying to license it to mobile manufacturers, Google focused on regulatory measures, opting for a
standard mobile platform that could be based on open source. At th C,'” Google successfully
influenced the rulings of network ownership by stressing the fact oever owned a mobile

he on
proprietary obstacles hindering mobile innovation. Google’s sugcess in™i ~ %
the Open Handset Alliance.?8 After this, the Android Mobile t

mobile devices, was introduced in November 2007.12 Develop 30
technology and mobile leaders, Android provided a b posi i rers to
develop innovative solutions at a far lower cost. Android was a perfect additi ision of
vertising

f integrating IPods in the

r%creasing the IPod family with

4,5 billion. However, Apple’s
ot only to create software and portal
o to enter th %ry with its own phone. After all,

vices, Apple had what it took to
% torola provided Apple with valuable

o create its 0 ile phone, Apple needed to innovate to
functional @rity, combined with sleek design and
pple produ i second quarter of 2005, Apple acquired
itjidon company that, created touch screen solutions for computer

-how from E works were implemented in Apple’s R&D center.
33% to $712 million, signaling a strengthening of

liowed the world what convergence of information, entertainment,
like in terms as a device. The Smartphone market was taken by a

search, and maps.*¥7 Rreduct design and simplicity mattered to consumers in the mobile market, and
Apple was morgl awaré of this than anyone else. The uniqueness of the [Phone was that it assembled

all features, j ne simple package that captured consumers’ attention, and this package
compleme successful portfolio of well designed and highly functional products and services
1

that Ap%ge dy offered. The simplicity of the high tech IPhone device was a triumph for Apple.

O@Pw Growth Trajectory - The Years Following the IPhone:

The mobile war has really just begun; success in this market is about fierce competition in
applications. Apple, Google, and Microsoft entered the Mobile market in three different ways. Apple
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was its own developer of a highly popular device with its own software. Microsoft and Google
worked as software providers with different integration strategies.

The success of the IPhone was immediately obvious. By the end of 2007, Apple had captured
5,2% of the worldwide Smartphone market, and increased its share t
generated net sales of $24 billion in 2007 and $32,479 billion in 2008

and the new IPhone 4 in June 2010.'#' During this time, Appls
through partnerships with global mobile operators.

The first Smartphone released with Google’s Androi 2 008.142
Built by HTC, the phone was introduced by T-Mobile, one 9@ open
handset alliance. Shortly after, more phones emergéd with th ‘ e second
quarter of 2009, Google Android operating system h § Although this
number was fairly low, it increased steadily. Only one ericed a market
share of 3,5%. Google’s gain can be said to y standardized
Windows Mobile platform saw a Q3 market-s rom the previous
year. One reason was the greater freedom™and control tha i offered, which led
Microsoft partners HTC and Motorola to s 2R plex race, especially
between Google and Microsoft. The wi plies not only operating

platforms and phones, but also, i 2 run a handheld device like a

Smartphone. With this skirmish
ou ntegrag@

@e web grows, so does the breadth and depth
ity of those searching. I expect our search

ecome much “smarter” in the coming decade.”
ge, Google 2008 Annual Report, p. 2.

Smartphones redefined the way people worked
the run. Apple, Google, and Microsoft had all

s free for anyone to use and modify. Microsoft had used
create mobile solutions integrating its large servers and

ﬁ‘-_ or the stock market, or playing an interactive game with your
@nd-Microsoft, being able to provide and control a large set of applications
7 -\o‘\h‘- owledge systems for redefining market power. With the Internet’s low
e(i; enter as service providers with unique applications for computers and
Aheréiore, integrating these providers under a consortium for revenue sharing
would prove bene Q: '. (n addition, a Smartphone, just as a computer, has limited storage capabilities;
the Internet does not. Flowing from this was the idea that everything your phone could do in terms of
playing m «@s ing videos, or storing larger sets of information, was actually provided to you as
a web serv sing this logic, cloud computing entered the scene. This, however, required storage
room, s ,.and cross platform capabilities.

A@Great Advantage in Popularity

After creating computers, [Pod music players, and eventually the IPhone, Apple was
established as a highly popular provider of integrated services. Apple’s unique feature was the
operating systems terminal, relying heavily on outstanding design, breakthrough technology, and
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ease of use for the consumer. Essentially, what Apple offered was a great user experience in its
software and hardware.

The IPhone had large revenue potentials, and it was clear that
flow of applications to its devices. Soon after the release of the first IPhé

pple wanted to control the
in 2007, Apple announced

A
)

2 \@opriate
hed the App @ his was
e-products, angi@ﬂ Apple full

e a lucrative
market for service providers. Apple ensured a ation service ers by offering
them 70% of revenues. For Apple, the varjet eas of the IPhone,

iant success. Only a
O

ifting the applications to a common
p@m for free, where the profit point was, as
velopment for applications emerged, Google

y he advertising func was implemented with it. A partial solution to

integration was 6@ , where Google integrated applications for video, books, image, news
and locat resu er one search functio % pplications, terminals were needed, and Google’s
i orm-~proved valuable ir nse. As an open source platform, individual vendors

] S dual terminals and applications inside the platform. This
“effective method of development. The codes came partly from

d-data/for businesses, and provided universal access. One of the challenges of
the cloud solutio % er speed where Google had previously relied on third-party browsers.

These could be s d unreliable, spurring Google to create its own browser in 2008, Google
Chrome, to cop h igh traffic on the web.'® By integrating this with Google Gears, an application

release the p year, Google also opened up to offline application creation and usage. To
integrate s ¢

[y

dvertising into various applications, a number of acquisitions were performed

relating expansion in ads directed to games, display advertising, and the media market, in
partic ere three major players — Adscape,'® DoubleClick,'” and Feedburner'® — were
p or a total of $3.2 billion. The Android platform gained popularity thanks to the open
sou d saw a fast increase in number of applications stored. Google, however, knew that Apple’s

IPhone was very popular. As a result, Google moved fast to provide applications on its competitor’s
App Store portal, starting with the popular Google Maps application for IPhone. As Apple did not
have such an application itself, Google’s mapping service got a prime spot. Also, since the application
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was free, Google saw a high adoption rate, which meant that it had successfully penetrated the
popular IPhone market with its search and advertising services. Google soon extended to provide
Google Search, Earth, Mail, and other applications on the popular IPhone from Apple.’®

Virtual Servers from Microsoft

company wanted to do everything itself; a strong search and advertism a for control, as well
g arrd pany acquired devBiz

get “necessa ools for str rung the Visual Studio
. ertisement applications, Microsoft aimed to leapfrog
ompany first purchase N in July 2007, and acquired

ome together in a neutral, real-
- 161 Then, the software giant made

g ads from its own websites and online
t Search & Travel the following year, from

ons.!63 Putting the two acquisitions together,
with solutions that spanned the full range of customer
capabilities in digital media by acquiring Rapt, which
s.164 The company further tried to differentiate its

R s simple; acquire strong search and advertising services
d as a unique selling proposal.
ed Silverlight, a web application framework working as a

edia experlences 166 V1rtua1 Earth 3D was also launched. This

.!".’ on company that created tools for backup, social networking, and news for handheld
"By~acquiring these tools, Microsoft could offer valuable applications on its Windows-driven

at the IPhone could not. Further acquisitions followed to strengthen applications for the

egment, aimed at business effectiveness and cost management.

For Microsoft, any application could be integrated as a web service to make the user

experience complete. No matter whether working in an office or on the move, access to necessary

applications for various tasks should be universally accessible. The most important mission for
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Microsoft was developing cloud servers to provide this accessibility. In this context, space was a key
term, and Microsoft acquired Savvis in 2007 in the hope of creating a globally scaled data center
infrastructure. To boost virtual computing of its application services, Microsoft acquired Calista,
whose technology helped Microsoft to enhance its desktop offering in their cloud-based server system.
Further, Microsoft purchased Kidaro and its desktop virtuali olutions, which were
implemented in virtual PC solutions. The idea here was clear; to integrate gentralize all Micros
services and applications, and charge users for these. For users, the reason to bty ;
capacity to handle and store all data for everyday usage, and } negessary tools on dg
use this data for different needs. The proposition did not op ate-to bdsiness applications, b
entertainment and digital media. In September 2009, the offeri e.Zune music play nt into
the cloud, where users could enter the Microsoft network o a video

and music data directly on their portable music p t's cloud
©

platform for quickly downloading data and applicati part of the

preferred the adoption of its solutions on i : igrosoft bought the technology
from Teamprise, which helped thos orKi i i perating systems to build
applications with Visual Studio.’”? Wi iCN the possibilities that the
Apple platform provided, Microsg ework str%h to acquire Apple clients for

application development and u @

'It’s bullshit.".” Steve Jobs, Internal Town Hall
January 2010."

Apple and Google go d

up strong control points for their services through
ided revenue sharing potential for Apple, whereas

in mapping, mail, chat, and so forth. Google continued
uilt on advertising through mobile applications. The $750
ce, provided Google with a collaborative opportunity for

rtisement on mobile websites and in mobile applications.'”s In

% application for Apple computers, further strengthening imagery
ealized that Google’s open source approach and free software could be a

e _market; Google could eventually entice users to favor Android-driven

7

mobiles. Google search prediicts’ presence on IPhone had proved valuable, but also gave Google an

increased power i @ o Apple. To counter, Apple tried to gain independence from Google in
the valuable mapyp ervices. As a first step, Apple acquired Placebase, a company that produced

the application p
released on t

e world’s leading mobile advertising companies,”® directly challenging Google’s

positio jvertising space. Apple also started to shift its focus from terminal strength to network
int because further Apple innovations in products similar to the IPhone required a cloud
fo company acquired Lala, a hub for online music discovery and purchasing,'” whose

technology would help Apple to launch its own cloud-based streaming music service. And that’s
exactly what Lala was — an iTunes in the cloud. Apple’s cloud intentions for application services
were further signaled when information about the company’s plans to build a $1 billion server farm
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was revealed.’® Although no specific information has been disclosed, it would be a natural
development following the continuously growing number of services on the App Store and ITunes.
This hypothesis was further strengthened when Apple launched the IPad,device in 2010.18! This device
needs cloud services to work efficiently.

Google answered Apple’s approach by challenging the coptpany direct applications. In
2010, a series of application and cloud-oriented acquisitions were made-to pressure. In Februa
for instance, Google purchased Remail, a company making ] h application
IPhone devices.’2 After the purchase, Google discontinued ion for IPhone devi

focused on delivering these on Android given phones. In

music scene by acquiring Simplify Media, a startup company/whoseaj
stream music directly from an ITunes library to an Andr'd

plications needing re-allocatiom,

ing coalifiens-With develo w partners to
S owever, remai (\- ¢ seen.

Qutcome % Ors
others, and fac as timing, specificity in
pact on success. In-order to assess the moves in
i e them to important strategic
et capitalizations from 2000 to
ant to note that market capitalization

alization curves for each company over
2 selected product/service launches that

from Google look as if they belong to the red

represent Apple)’ These introductions bear a black line, and are
eir importan@%ogle success. They have thus nothing to do with
rket capitalization lines are the most important

@mpanies have engaged. These are represented in bulks
placed in ac ce to the specific time in which they took place. This

it possible to V§@y compare all the strategic actions against real market values
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Figure 1: Strategic Moves & Outcome Indicators

St thening the Ci
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could be implemented in Apple’s portfolio, where cost synergies led
%nstant customer focus and emphasis on simple
ail strategy increased their long term advantage on the
was the goal. Constant pressure from cost-efficient
systems forced the company to think differently with

y, Apple’s actions do not reflect specific changes in market
at the IPod experienced tremendous sales shortly after release. It
ger picture for convergence, where integrative actions such as ILife
artnerships with strategic similar and dissimilar companies, triggered

ing on its core competences in multimedia and gathering valuable knowledge in

related f hrough partnerships, Apple has been successful in the converging Internet industry. For
mobile) the)partnership with Motorola provided the company with valuable know-how, that Apple
c with existing and acquired technology to develop further. Linking entertainment to current

services worked in the same way, as partnerships brought further information for sector scaling.
When these elements were secured, Apple reallocated its resources in computer and music player
development, and entered the mobile device market with the [Phone in second quarter 2007. At this
point, Apple was worth $105 billion. By the end of the same year, Apple’s market capitalization had
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leaped to $173 billion. In order to achieve a sustainable competitive advantage, however, the company
needed to secure applications to run the holistic offers in computers, IPods, and IPhone. The secured
gate for Apple would be App Store, released in third quarter of 2008 together with a new version of
the IPhone. Although the figure shows a decrease in Apple’s market capitalization from the beginning
of 2008, this comes from factors unrelated to Internet convergence, li eve Jobs’ illness. This aside,

neg i s on search /aht
% n sourcefor prod ,
phase was the la of

Linked to t as the
ues in

communication. The difference, however, has been Google’s foct
creation and information control. A major move by Goog

e extension increased
Google’s revenue stream and, consequently,. the acquire technology for
scaling in context and expansion i ' .

Google moves have ng been oriented around se@resent needs, but have also
focused on future market i 103 i isiti e
technology, know-how, and
Google has always been open

public in the third quar
from $4 billion to $56-hilli

phone with Interne

s value had lez @o $162 billion.
ogle’s approa onvergence has followed the same rational in securing applications. By
taking advantage of th market to bolster search advertising, as well as giving full support for
lat %u a cloud initiative through, for instance, Chrome - for distribution, the
;prove the integration of its services, leading to further market adoptions.

m empt in mobile did not pay off probably because of external contingencies, where the
software giant tried to establish itself in a market it could not control. Further, the company has had a
tendency to embark on multiple opportunities simultaneously. Often, these have lacked a common
reference point for convergence, making them difficult to integrate.
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Microsoft’s core area, development of operating systems and office suites, is successful. The
introduction of Windows XP in Q1 2001 with integrated technology from the acquired company Visio,
for example, is one of the main reasons for Microsoft’s value increase to $393 billion in three months.
However, Xbox, showing no relation to this area — even in operating system used — has been standing
alone through the period with its own enormous investments and petition, contributing to an

helping towards a Q4 2007 firm value of $333 billion.

As far as convergence, Microsoft is a classical example of.a @ shifting radically am@%}

areas. Unfortunately, none of these have been harmonized ft

has been given market support through the resemblance o¢f the eperating systems’ featur that of
the computer systems. However, with multiple segment solt tihe table, as well as uously
he @ s lack of

oripany demonstr
Q12002 to $259 bi year later.
‘ ithout establidhing final support
pattern. Building and rebuilding 1SN services has
en_the service was finally ﬁz 2005, the market
i 2 o¢ of the free services.

D

systems. For search systems, this is a recurring
made the process very long for Microsoft

Zune market place and media player. ived, as mpb to start over by imitating
Apple’s [Pod and ITunes, this strategi ]
In the bigger picture, Mi

company stalled in the mar Operating systems for computers
still represent a main pro are giant in this decade represent
only short-term advantage sting, when cloud focus may provide
Microsoft with a ne yortuni f resources. Does the company still have
time?
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Exhibit 1: Yearly R&D Expenditures: Apple, Microsoft and Google.

310-245-1

Year Apple Microsoft Google |
2000 380 3.775 [\ \ n/a
2001 441 4379 [\ n/a
2002 447 4307 40
2003 471 /4.659. |\ ) 230
2004 489 9779 ) ) 395
2005 534 6184 | S 600
2006 712 \ (eS8l ) 1229,
2007 782 NN N 2120
2008 1.109 [ ~] ~8164]) 2793
2009 1.333 U\ <9010 A9)2.843

N ~~—7
Source: Thompson Financial; Currency: US Dellars ($); M factor: Millions @

S
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Exhibit 2: Yearly Net Sales: Apple, Microsoft and Google.

310-245-1

Year Apple Microsoft Google |

2000 7.983 22.956 | A n/a

2001 5.363 25.296 K\ n/a

2002 5.742 28.36541\ \ 440

2003 6.207 32,187 N 1.466 @9
2004 8.279 36.835 [\ o, 3.189

2005 13.931 39.78%)| ) ~ 6139 %
2006 19.315 44282 | { 10.60\5\b
2007 24.006 [ AL 16.59

2008 32.479 . \60.420 N\ 24,796

2009 42.905 58437 | ) (23651

for Google is $86 million.

Source: Thompson Financial; Currency:

23
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Exhibit 3: Yearly Net Income: Apple, Microsoft and Google.

Year Apple Microsoft Google |

2000 786 9421 L n/a

2001 -25 7346 | <\ n/a

2002 65 7.829 /~\ \ 100

2003 69 9.993 ] N 106 @9
2004 276 8168 | ™\ 399

2005 1.335 12.254) ) ~1.465 %
2006 1.989 . { 3.077

2007 3.496 [ 1406510 4204

2008 4.834 N\ 19680 N\ W é&?

2009 8.235 /1 M569) ) (633

x—’
Source: Thompson Financial; Currency: US Dollaks ($); Scaling.factor: Millions S®

N
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Exhibit 4: Yearly Sales, Apple [Pod & Music Related Products.

Year IPod | Music Related Products
2002 143 ~ 4
2003 345 N 36
2004 1.306 S~ \ 278
2005 4.540 T~ \899
2006 7.676 /N L8Bs,
2007 8.305 S8 ) 2496
2008 9153 | —— {3340
2009 8.091 | [~ > . 4.036

Source: Thompson Financial; Currency;:

Millions

25

llass ($)y S h{g factor:
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Exhibit 5: Full List of Acquisitions & Partnerships, Apple.

Year Acquisitions & Partnerships Area of Focus / Incentive
2000 Astarte DmAuthoring Software
2001 Bluebuzz ,lnt& Service Provision
Spruce Technologies 4_Graphics\Software |
Powerschool /] \I&t\%ﬁ\@a d Managementn@
2002 Nothing Real <§pe ial E?fsq;? Softwar @
Zayante irewire Technology %
Silicon Grail Corp Chalice i
Propel Software Q i
Emagic
2003 No Acquisitions of Partners QY
2004 Hewlett-Packard*\§> @%nes
Pepsi-Cola* Marketing (Super Bowl)
Panasonic* Firewire ion
Walt Di Musi pution
Founder Pre-instaltirient ITunes (China)
Bm w& wtegration
M tor(‘l‘j*\‘~L A@ ntegration ITunes
A2 Univers sie)* (cSpecial IPod Development
2005 in % \%sture Recognition
ip Companies™ @%Pod Integration
ttexr Books* % Books on ITunes Store
iversal* [\Q TV Shows on ITunes
2006 Color Correction Software

(&
S

S Sports

Video Asset Management

IPod Integration

TV Series on ITunes Store
Tournaments on [Tunes Store
TV Programs on ITunes Store
TV Programs on [Tunes Store
Music Promotion Collaboration
Japanese Music on ITunes Store
Spanish Programs on ITunes St.
[Pod Integration

/\

00 Movies on ITunes Store
N ~_ O Movies on ITunes Store
N2008. N (APA. Semi Computer Chip Development
2(789\\\> @‘Islacebase Mapping Software
{\ Lala Music Streaming Software

Quattro Wireless
Intrinsity

Mobile Advertising Software
Mobile Chip Technology

Siri

Voice Search Technology

N

Partnership (*)
i?
2
§®

26
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310-245-1

Exhibit 6: Full List of Acquisitions & Partnerships, Microsoft.

Year Acquisitions & Partnerships Area of Focus/Incentive
2000 Visio
Peach Networks
Travelscape 4
Titus
Bungie
Netgames <
Mongo Music
Pacific Microsonics Q diaEntertainment(~_
2001 Design Intelligence \ Desig’Software @7
Vacation Spot >\/a ation Port
N Compass Labs Web Managemen
Great Plains @
Ensemble Studios Games Deyglopment
Intellisol International ax oftware
ence Tools
ernet Sites
0 oftware Integration
4 Market Consolidation
B adband Gaming Initiative
ames Development
aImco % Games Development
o ® Computer Development
KT N Korean Web Services
2002 ea Telecom N7 Telecommunication Services

S
>Navision
Mobiliocity

X Degre@
Rare
"

B ntergate*

e b
Tuitel®
ave
4
eStream Networks*

Online Travel Agency
Software

Network Software

Computer Consulting
Security Software

Games Development
Application Technology
Technology Expansion (China)
Pocket PC Enhancement
Operation System Integration
Pocket PC Improvement

%5 amai* Application Delivery
@ TCL Mobile* Mobile Integration
& Tandberg* Broadcasting Initiative
® Eyeblaster & Pointroll* MSN Differentiation
2003 @Q Connectix Virtualization Software
DCG Internet Software
25 Place Ware Web Conferencing Services

G.A. Sullivan
GeCAD Software
3DO

Music Choice*
eBay*
Vodafone*

IBM*

Technology Solutions
Antivirus Technology
Video Gaming Software
Music Subscription Services
Extended MSN Initiative
Mobile Integration
Licensing Processors

Encore Business Solutions
Active Views

Business IP Assets
Ad Hoc Reporting Systems

Lookout Software

Local Search Applications
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Openwave*
ISOFT*
Dassault Systems*

Giant Company Software

Anti-Spyware Solutions
MSN Mobile Integration
Healthcare System Integration

2005

En’tegrate
Groove Networks
Message Cast
Tsinghua-Shenxun
Sybari Software
Teleo
Frontbridge
Alacris

Media Streams
5™ Finger
Foldershare

Siemens*
Yahoo*#—_°

Cdllaborative 3D Solutions
source Planning Software
Q

2006

roclarity %
vi Multimedi@
oftricity
’Winternals
Azyxxi
% Whale C@%ations

plal)

pplication Transfer Systems
ormation Management

Sﬁames Development
Software Management
Video Games Advertisement
Imagery Technologies
Web Analytics
Server Technology
Digital Media Applications
Application Virtualization
System Recovery Solutions
Health Intelligence Software
VPN Applications
Support Software
Information Control Systems
SaaS Solutions

@ Enygro
Q Stratature

reentonic
ellMe Networks

Savvis

adECN

aQuantive

Jellyfish

Parlano

Global Care Solutions
Multimap

Teradata*

Walt Disney Studios*
Nokia*

Facebook*
Morningstar*

Internet Search Engine

Visual Studio Solutions
Mobile Advertising

Voice Services
Synchronization Software
Management Software

Data Centers

Advertising Exchange Platforms
Digital Advertising

Search Technology (Shopping)
Chat Applications

Health Information Systems
Mapping Services

Business Intelligence Initiative
Films on Xbox Live

Windows Live Integration
Extend Advertising Platform
Video Streaming Initiative

2008

Calista Technologies
Caligari Corporation

Graphics Technologies

3D Animation Software
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YaData Customer Segmentation Tech.
Rapt Digital Media Advertising
Credentica Authentication Software
Komoku

90 Degree Software
Farecast

Danger

Fast Search & Travel
Kidaro

ata Wareho

DATAllegro
Greenfield

pplications
oftware

~

4
Navic Networks i
Mobicomp ile Application Creati
Zoomix j) uality Softwage
Powerset % Semantic Web ns

%1 s Coverage on MSN
on Mobile Phones

/f S Initiative

2009 4 g Park ~__ / Q?ﬁ)\ﬁline Gaming
t

eractive Supercomputing Parallel Computing Software
etail ERP Products
Teamprise Q ® Cross Platform Solutions
ali ftware Q% IT Process Automation
?%illion Healthcare Software
aN Chynghwa Telecom’ Cloud Initiative

2010 ~ / IYahoo* /o)) Search Partnership

ews, Company Press Releases
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Exhibit 7: Full List of Acquisitions & Partnerships, Google.

N

Year Acquisitions & Partnerships Area of Focus / Incentive
2000 No Acquisitions or Partners - A
2001 Deja Dﬁc sion Archive Software
Outride ining Software
2002 No Acquisitions or Partners = . (o)
2003 Pyra Labs gm\g\f‘?are NG
Neotonic Software <® Technology @4)
Applied Semantics Advertising Technolog
Kaltix rch. Technology
Sprinks
Genius Labs /N
2004 Ignite Logic
Picasa
Keyhole
Where2 Te%@
Zipdash/
2005 Urchin Software Corp. W alytics Software
Akwan Info N r ngine Brazil (R&D)
i Application Technology
g un‘ca 1on Group 4 High-Speed Internet Access
A d @) bile Operating Systems
sformic earch Technology
i % Mobile Graphics Software
® Broadband Internet Access
Pha Q% Widget Engine Technology
Pay % Mobile Software
rulNet % Mobile Software
NASA* @ Building R&D Center
S~ /™ Sun Micros Technology Sharing
2006 ~/ YdMarc Broadcasting Radio Advertising
Q Measure % Weblog Software
Writely, @ Word Processing Program
@ @vare 3D Modeling Software
Or% Search Algorythm
2 chnologies Online Spreadsheets
) Vision Mobile Recognition Software
ube Online Video Sharing
%%tSpot Web Applications
@ ndoxon Mapping Solutions (Europe)
& News Corp* Exclusivity in Media Search
{Q\ Intuit* Sharing of Expertise
2007 @ Xunlei Chinese File Sharing
Adscape Games Advertising
Trendanalyzer Visual Statistics Software
& Tonic Systems Document Conversion Software
@ Marratech Video Conference Software
Q% DoubleClick Display Advertising
% Greenborder Web Security Software
@ Panoramio Photo Sharing Service
Feedburner Media Advertising Software
Peakstream Parallel Processing Software
Zenter Online Presentation Software
Grand Central Voice Communication Software

Image America

Aerial Imagery Cameras
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Postini Security Solutions
Zingku Mobile Social Network Tech.
Jaiku Live Streaming Software
China Mobile* M%E‘Search in China
IBM* /Co ing Partnership
2008 Omnisio 4-Online V\'d\eg(;Service |
Tatter & Company ya %ﬁlo ing Software 049
2009 On2 <:§i o Comipregssion Softtwate
reCAPTCHA nterpretation Softwar
AdMob i
Gizmo 5
Teracent
Applet m
2010 N/A NN
Partnership (*) >

Sources: If not given in endnotes, Thompson Financi
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Exhibit 8: Quarterly Market Capitalization: Apple, Microsoft and Google.

310-245-1

Year and Quarter Apple Microsoft Google |
2000 Q1 22,04 553,02 L n/a
2000 Q2 17,05 420,99 | \ n/a
2000 Q3 8,38 317390\ n/a
2000 Q4 5,00 231291\ n/a
2001 Q1 7,64 /291,78 N n/a
2001 Q2 8,11 £.392.89 [) N n/a
2001 Q3 5,44 275,40 4
2001 Q4 7,70 56,80 (nla
2002 Q1 8,36 O\ 326,64 Aok’
2002 Q2 630 /7N 29623 (\wa
2002 Q3 520 \ (7 (N 1n/a
2002 Q4 515 N\ \ 276,63 AN na
2003 Q1 5 259,08 (XY  na
2003 Q2 6, 27528 (2 n/a
2003 Q3 { 7,5T 300,63 | /o~ n/a
2003 Q4 86— > 2959400 n/a
2004 Q1 [ 10,00 269,10\ n/a
2004 Q2 o\ \I237 N 308,30 n/a
2004Q3 | L S\ 1503 ) 300,63 4,35
2004Q4 | / 89 260,72 11,15
2005Q1 |/ & 34,05 A061,14 20,71
2005 Q2 30,33 V268,38 50,36
2005Q3 | 7 44,49 OANV273.89 56,69
2005Q4 L~ 60,59 LW 278,36 82,77
2006 Q N\ N\ 5322 (I 281,17 80,77
2006 Q2. ) 4871 (Y 237,69 90,13
_2006Q3 65,479 )~ 272,68 88,09
2006Q4 N/ 72,90 R 293,54 102,87
S S2007)01 86,08 272,91 105,42
/T 5 N2007Q2 | ) 281,93 120,99
0, \F33)46 276,20 132,12
N 2007 04 07 0N193,43 333,05 162,84
/2008 Q1 (426,12 264,13 104,28
T 2008 Q2| AN 147,62 256,21 125,59
S— 2008Q3 [ SN)7 100,69 243,69 95,77
2008 Q4 | A\ 75,87 172,93 73,69
2009 Q1 AAO) 93,62 163,32 83,63
. 2009 Q23 127,06 211,55 101,64
2009.Q39) 166,06 229,63 119,98
2000 Q4) [V 189,92 270,64 150,65
Currency: U 3 s ($), Scaling Factor: Billions
Source: T son Financial

W
&
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2 Burrows Peter, “Apple”, http://www.businessweek.com/2000/00_31/b 9200
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