| Micro Economics | - ’

Hung up on AT&

SHANE GREENSTEIN

sseose The courts will eventually

decide whether to accept the US Depart- -

ment of Justice's recommendation to

break up Microsoft. That gives all of us

plenty of time to decide whether this is a
good or bad idea. Here are a few points
to think about.

Many pundits believe AT&T's divesti-

ture offers lessons for how to break up -

Microsoft. This must stop. Whatever else
you might think of the trial, its veracity, or
its aftermath, don't look to the phone
company for lessons. Don't even consid-
er using the phrase “baby Bills” It all
points in the wrong direction.
The confusion is partly understandable.
~ If we don't think too hard, AT&T's experi-
ence looks relevant. After all, it was a
large firm before its breakup {and it still
is). k had one of the highest market cap-
italizations in the world (and it still does).
It too lost a major antitrust trial (we will
get to that in a minute) and found itself

ordered to divestinto separate corporate -

entities. It sounds like the present setting,
_doesn't it? From such simple beginnings
are bad ideas born. ' B
A number of so-called lessons have
‘now found their way into general discus-
sion. The top three seem to be these:

¢ AT&T's breakup wasn't a big deal, so
Microsoft's shouldn’t be.

e AT&T's stock recovered after the
breakup, so the stock value of two
Microsofts will also recover.

* Since the telecom market became
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more competitive after the breakup,
‘50 too will the computer market after
the breakup of Microsoft.

None of these conclusions is particu-
larly solid. All need significant qualification.

There is precedent

"Breaking up a company for violating
antitrust law is a very big deal. But not for
the reasons most people think.

Some commentators think the pro-
posed Microsoft breakup is a big deal
because it will be complicated. These
commentators are just naive. Breaking up
is common and almost routine for Amer-
ican business.

More to the point, high-technology
companies do this frequently. For exam-
ple, Hewlett-Packard just finished a rela-
tively large divestiture of its Medical
Equipment and Systems Division. This
action created two firms out of thousands
of patents, several laboratories, and many
sales forces. Nothing being discussed
about Microsoft is any more complicated
than what Hewlett-Packard has done. In
some dimensions it’s much easier.

There is, however, one key difference.
Hewlett-Packard split itself voluntarily.
That is, some upperlevel executives
decided how to organize the breakup.
They weren't compelled to do this by
force of law, as with Microsoft's breakup.

By the way, that's also a big difference
with AT&T's case. To see why this matters,
we need to get some facts straight about

the AT&T case. To wit, AT&T agreed to
divest itself “voILihtarily" only after receiv-
ing a big nudge from Judge Harold Greene.

More specifically, AT&T filed a motion
for dismissal just after the pfosecution fin-
ished its case. Judge Greene answered
the dismissal request with a lengthy set

. of questions, providing AT&T with a road

map of what legal issues it had to address
during its defense. AT&T's lawyers looked
at the road map and knew they were
going to lose.

AT&T’s lawyers and management then
made a very deliberate calculation. They
decided to seftle with the government
and stop the trial. Why? Because they
were trying to avoid a federal ruling that
AT&T was a monopolist that violated
antitrust law, Such a ruling would've made
AT&T vulnerable to years of private
antitrust lawsuits, where the federal rul-
ing would become automatic evidence in
the private suit. This would've been very
ugly. So AT&T accepted the government’s
proposal for a breakup as a way to-fore- -

_ stall the federal ruling. The deal was ugly,

100, but it was better than the more open-
ended and much uglier alternative.
Microsoft faced a similar calculation in
Judge Richard Posner's chambers, where
negotiations took place prior to Judge
Jackson's ruling. In sharp contrast, no
breakup was under discussion with Pos-
ner. Microsoft could have settled for a few
“conduct remedies” (which, incidentally,

" were lighter than those which Judge Jack-

son just imposed on them in addition to
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. the breakup) Totopit off the newspapers
- published veiled threats that a b akupﬁr :

. would be proposed if negotratron, ailed,

 In other words; Microsoft could have set: - f
tled with the government, avoiding a fed- -
eral finding against it avoiding: the appeals -
_ process, forestalling some private suits,
and “avoiding . a drscussron about a-

- breakup.

To be frank, | thought Mrcrosoﬁ would,
settle. So did the market. Indeed, I'mnot

going out on a fimb by»sayingthatQ?‘ out

of 100 CEOs would've settled simply to:
“avoidsthe hassle—not to mention the
expense—of what's about 10 happen to’
Microsoft -over the next year or two: . e
Reportedly, negotratlons got close to set-;

tling but failed. Go figure. -
Anyway, note the key. drfference AT&T

negotiated its breakup as-away toavoid

further litigation. Microsoft-is having a

breakup foisted on it because negotia--

tions failed. In one c4se the firm made:its

peace with the government by breaking:

up. In the other case the firmi-could've
kicking and screaming.about it

- Stock value in the long run

" If Microsoft executes the breakup well,
stockholders shouid do just fine. After all,
Microsoft is.loaded with ‘many"products
and assets that won't lose their value

overnight. Nothing’s-going toclis‘placern- ‘
. dows ‘on the desktop. Nothrng s-going to ]

drsplace Office. They-both generate an

enormous amount of Tevenue: It doesni't
matter whether those assets are dlvrded' ,

betweeri two compames or owned by-one.

- More importantly, Mrcrosoft S rnrd Ievel
positions are stacked with an abundanoe

of.talented ard ambitious. employees.

And let’s just say what everyone knows,.
but-no employee will sayina newspaper:

Many of these talented people would be
wrllmg/happy/eager/able 1O-TUN therr owWn
software company wrthout Steve Balmer
and Bill Gates: ; ~
That 'said; everyone. is expectmg
Microsoft's upper. management toresista

breakup with all the petulance for whrch
it is infamous. That's where the posslbrlr-.
ty for dlsaster lies. lfa breakup is execut-

‘consultants accountants and lawyers
regires”
patlence flnancral acumen; and a keen

: parable detail inthe Microsoft case

over many months “That -

‘legal detail, Asrde from needrnga

ments don't play to the comparatrve

advantages of Billand Steve “Said anoth—!:,,
er way, both of them are demonstrably,
“good at building. commefrcral emprres but .
there's little evrdence of their abrllty f{oa
.divide an empire; I bet both could manage.
itif they cared, but Lalso betthat nerther ‘
of them- cares passionately about -a
- breakup, no matter what shape it takes
avoided the breakup but didn'tand is now -

- So here's the point. AT&T's stockhold-

érs-eventually-did well after its breakup, -
but so what? That doesn't tell us anything
“about this case, where much rides on
‘whether management executes the:
_breakup well :

'Compctmon inthe long run
~The telecommunications mdustry did

become maore competltrve after AT&T's

,breakup Pnces declined in“most loca-
ftlons Equrpment markets and long-dis-

tance . markets exploded with. new

'entrants In addltron AT&T was a big, -
bloated firm prior to drvestrture and
.divestiture helped bring the spur of com=".
petitive discipline tothe firm’s equipment -
and -

long-drstance ‘business.  Most
observers also believe the Internet revo-
{ution was enhanced by the: decentralrza—
tior-of power m the rndustry—a decrdedly
good thing.

“Yet, for all these beneflts none of these o

crrcumstances resonates Wlth any cam-

Well, then what willa breakup dotothe
computer-market? That is; if the conduct

remedres are accepted what addrtlonal‘

i mEMm

ed reluctantly all compansons wrth AT&T? :

- with “these talents, a good,
drvestrture requrres ‘amanager with a cers::
tain kind of temperament; someone who -
“knows how to calm nervous employees.

That is; defectlons are reduced durmg

‘ restructurmg if the managers have less

: ;volatrle temperaments :

lt 510 insulf to say that these requrre—"‘

.;veffect will the’ breakup produoe? At best,
o breakup seems to enhance two potentlal :
: pathways for more competrtrvenes

First, it's in-society’ s |ntere

:two firms in Seattle fighting each other, i
over the next revol utlonary technology To.

be sure, the browser wars_are over; but

there's bound to be something else soon -
_that influences both applications and- .

operatmg systems. Wrth this new.coms" :

-petitive structure, we'll see two. versnons:_ .
“of that technology instead of one. version. -

‘ ls that a .good thlng? Yes; itis; especral-‘

'\ ly if: the new technology sa suffrcrently diss
"ruptrve technology like'the browser Maybe
“it'll-be voicé. recognztron' maybe itll.be. .
.. some  sort of XML applrcatron "Who '
'knows? [tjust has tobe big enough toget -

nNew: cornpetrtron going, o induce muiltiple

designs a and lots of activity. Two choices are -

better than one: inthat kmd of situation.
- Second, a breakup will be goodif it part-

:'lV reduces the power - of Redmond: «

decision-makers to control the fates of

- others: Of course, this comes at a cost. A; ]

breakup reduces the power of those -

. same decrsron makers to’ coprdinate:
“actions’ between: the applrcatlons and

operatrng systems drvrsrons
Said another way: The biggest sup-

, porters forthrs proposalare my:SiliconVal-*
ley friends who believe that there are

many small software ﬂrms that have dif- :
ficulty: commercralrzrng their software '
Because Redmond is partly restralned by

a breakup, so this view goes ‘it gives
,those small firms'a chance at Mlcrosoﬁ s

expense ,
- The biggeést detractors of a breakup, on: -1
the “other hand, are my friends at

Microsoft who believe that most of the

Valley's small firms have an inflated sense ,
of self:importance and. unrealistic optr— :

“ mism about therr commercral prospects.

in‘this - view; . the~ breakup- reduces .

“Microsoft's power and only hurts its abil-

ity to coordinate change.
Unfortunately———and this is-my: larger
point—none of this has anythlng to-do. -

- with AT&T's experience. Plenty of good :
~things did happen after AT&T's breakup,
“t0 be sure; but little of it's comparable to-

what Microsoft may someday encounter.. |




