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This case looks at the extraordinary success of Apple as an innovative company under the Jeadership of Steve

Jobs. In August 2011 Jobs resigned as CEQ due to iil health fand sadly died soon after) - he was succeeded by

Tim Cook. Could the new CEC manage the transition to new leadership from Jobs’ unique approach and main-
tain Apple's record of achievement in an increasingly competitive marketplace?

Backin 1997. when Steve Jobs returned to the company he
founded, few would have thought that the failing, niche
Apple Computers would one day be recognised as one of
the most innovative companies in the world, transcending
the barriers of the computer industry to compete in the
consumer electronics, telecommunications and music
industries, Since Jobs’ retarn Apple has ncreased from a $2
billion {£1.32bn; €1.56bn)? company in 1997 to a nearly
$472 billion (£312.2bn; €368.4bn) company in January
2013, having briefly overtaken Exxon Mobil to become
the world's most valpable company by market capital-
Isation in August 2011. Apple was recognised as the most
innovative company in the waorld by Business Week for
SEVen years in a row {2005-11) and led Fortune's world's
most admired companies for five consecutive vears (2008-
12}. Building on innovative products that have redefined
their markets, such as the iPod. the iPhone and the iPad,
& consumer base as loyal as a fan club, and a business
medel characterised by mtegration and synergies that no
competitor could easily imitate, Apple continued its extra-
ordinary performance, reporting $156.5bu in revenues
and $41.7bn net income in 2012.

Things have not always been that rosy for the company
once known as the underdog of the computer indusiry.
During the (ime when Steve Jobs was away from the
organisation (1985-97) Apple progressively degenerated
to the point of struggling for survival. Apple charged pre-
mium prices and its computers were based on a closed
proprietary operating system that was not made available

for cloning by other computer makers. at a time when less
costly IBM-compatible PCs gained mass appeal. Hg cost
base was too high compared to its major competitors.
This combination of tactors led to shrinking market share
and low profitability. Apple lost momentum in the PC
industry. despite the efforts of three different CEOs to
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reverse the decline. jobs t(;gk.{)f-‘l’ the role of Interim CEQ
in 1997 and then became CEO during 2000. His return
to Apple marked the beginning of a new era for the com-
pany. He worked for a salary of $1 per year (and plenty
of stock options) for 30 months, leading Apple’s successful
turnaround.

His priority was to revitalise Apple’s innovation capabil-
ity. ‘Apple had forgotten who Apple was’,? as he noted in an
interview, stressing that it was time for Apple to retumn to
its core values and build on them. According to a former
Apple executive who participated in Jobs’ first meeting with
the top brass on his return to Apple, Tobs went in with
shorts, trainers and a few days’ beard, sat on a swivel chair,
spun slowly. and asked them what was wrong with Apple.
Jobs then exclaimed that it was the products, and that there
was no sex in them any more.’ Upon taking charge, Jobs
axed 70% of new products in development, kept 30% that
he believed were ‘gems’, and added some new projects that
he believed could offer breakthrough potential. He also
revamped the marketing message to take advantage of the
maverick, creative Apple brand, and employed stock-based
incentives to retain talent.*

Upholding the value of user-friendliness, Steve Jobs led
the lannch of the first iMac in 1998, his first project after
his return to the company. The iMac, or ‘the computer
for the rest of us’ (its slogan when it was launched), revolu-
iionised deskiop computing by combining technological
advancements and unique design. Following the iMac's
success, the iBook was launched in 1999. In parallel, Jobs
proceeded to simplify Apple’s product mix in terms of four
lines of desktop and portable computers designed for both
the professional and consumer markets.

Whereas most of Apple’s innovations led to even more
closed Apple archipelagoes® (software and hardware integ-
ration), at the same time Jobs decided to loosen control
in other areas, for example the use of standard interfaces
such as the USB port, Tn the years to follow, a variety of
innovative proprietary applications, developed in-house,
supported the Apple Maciniosh product lines. These include
programs such as Apple's own web browser, Safari, devel-
oped in 2003, as well as those in the iLife package (iDVD,
iMovie, iPhoto} that offered editing and creative opportu-
nities to users.

In 2001 Apple introduced its first {Pod, launching a new
era for the company as it entered the consumer electronics
industry. Captialising on the emerging trend of MP3 music.
and despite being a relatively late entrant in this market
{rival systems like Winamp and MPMan were released in
1997 and 1998 respectively), Apple introduced a break-

through product in terms of design and user-friendliness
that soon became synonymous with the MP3 music player
category. A year laler, in 2002, Apple released iPods with
a larger memory that were compatible with Windows, a
move that further pushed iPod sales. By the end of 2003
more than one million iPods were seld, marking the frst
substantial stream of revenues apart from the Macintosh.
Since then the iPod product range has been renewed every
3 to 5 monihs. and the company announced in 2007 that
it had sold the 100 millionth iPod, making the device the
fastest-selling music player in history.

Orne of the most impertant innovations for Apple has
been the launch of the iTunes Music store in 2003, a
revolutionary service through which consumers could
access and purchase online mausic for only $0.99 per song.
The iTunes Music Store was compatible with all iPods
(running both on Mags as weli as on Windows-based
computers) and served as Apple’s Trojan horse to what Jobs
had envisioned as the digital hub where digital content
and Apple devices would be seamlessly inferconnected. The
downloaded songs had royalty protection and could only
be played by iPods, bringing the interoperability between
Apple’s hardware, software and content to a new level and
creating higher barriers to eniry into this ecosystem {as
well as exit from it). iPods had the capacity to display videos
and through them Apple became a significant distributor of
movies and TV shows,

Apple’s next groundbreaking innovation was the
iPhone, a device combining a phone, a music player and a
personal cornputer. The iPhone redefined the mobile phone
industry in the same way that iPod and {Tanes revolution-
ised the music industry. Launched in 2007, six years after
Palm’s first smartphone in the USA, Apple’s iPhone never-
theless redefined the mobile phone industry. In 2008 Apple
launched the App Store, the only authorised service for
loading programs onto the iPhone. The App Store was
based on the same principle of seamless integration between
hardware and software, giving Apple 30% of third-party
developers’ revenues along the way.

The Apple ecosystem was further reinforced in 2010 with
the introduction of the iPad, a tablet computer that galvanised
what had, for 10 years, been a commercially failare-ridden
product category. Conswners could play games, read books,
load all sorts of applications, and access the Internet through
their iPad. By Septernber 2012, Apple's iPad revenues had
reached a total value of $58bn since its inlroduction.
including $32bn over that financial vear.

In October 2011, Apple introduced iCloud. a cloud ser-
vice for storing music. photos, applications, calendars and
documents that can be wirelessly transferred to multiple
108 devices, Macs and Windows-based computers. iCloud
came with > GB of free space, while additional space
could be purchased from Apple. By providing a means of
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integrating the use of multiple Apple devices, iCloud was a

significant move towards a mobile Apple ecosystem.

Deep collaboration
Long before it was voted the world’s most innovative
company, Apple had placed its trademark on a long list
of technological breakthroughs including the mouse.
the graphical user interface, colour graphics, built-in
sound, networking and wireless LAN, FireWire and
many more. Some of these, such as the graphical user
interface, were seen by Jobs on visits to research facilities
such as Xerox's Palo Alto Research Center, and were
adapted for broader use in Apple’s offerings. Apple's
approach over the years had been to make the use of a per-
sonal computer as easy and intuitive as possible throagh
developing a highly responsive operating system, establish-
ing standard specifications to which all applications’ soft-
ware packages were expected to conform, strict control of
outside developers, and delivering computers with high
performance.®

Appie practices what employees call ‘deep collabora-
tion’, ‘cross-pollination’ or ‘concurrent engineering’. This
refers to products developed not in discrete stages but by
‘alt departments at once — design, hardware, software - in
endless rounds of interdisciplinary design reviews'.” When
asked about innovation at Apple, Jobs noted that the sys-
tem for innovation is that there is no system:

“The reason a lot of us are at Apple is to make the best
computers in the world and make the best software
in the world. We know that we've got some stuff that
[is] the best right now. But it can be so much better.
... That's what's driving us... And we'll sleep well
when we do that.™®

Apple’s innovations have redefined existing product cat-
egories such as music players and mobile phones, and
helped the company successfully enter hotly contested new
markets such as the entertainment industry. Key to these
achicvements has been the focus on design, the consumer
experience, and ihe seamless integration of hardware and
software and content. The fight integration of its own oper-
ating system, hardware and applications has been a strat-
egy foliowed diligently by Apple. As Steve Jobs says:

‘One of cur biggest insights [vears ago] was that we didn’t
wani to get into any business we didn’t own or control
the primary technology, because you'll get your head
handed to you. We realised that for almost all future
consumer electronics, the primary lechnology was going
to be sofiware. And we were pretty good at software.”
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Despite the obvious advantages of such an approach, there
are also some potential risks when competing with a pro-
prictary system in a networked, interoperable technology
world. This is one reason why Apple’s computers have
remained a niche product in the personal computer market
in terms of market share. Add to this the inevitable product
failures (and Apple has had its fair share of these), and the
potential downside of closed systems becomes apparent.
Apple is nearly unique among contemperary techno-
logy companies in doing all of its own design in-house, at its
Cupertine carnpus. ' Other companies have outsourced most
or all of their product design function, relying on outsourced
design manufacturers (ODMs) to develop the products that
with minor adaptations will fit into their product lines.
Apple, however, believes that having all the experts in one
place — the mechanical, electrical, software and industrial
engineers, as well as the product designers —leads to a more
holistic perspective on preduct development; and that a
critical mass of tatent makes existing products better and
opens the door to entirely new products. According to Jobs:

“You can't do what you can do at Apple anywhere else.
The engineering is long gone in the PC cempanies. In
the consumer electronics companies they don't under-
stand the software paris of it. There’s no other company
that could make a MacBook Air and the reason is that
not only do we control the hardware. but we control
the operating system. And it is the intimate interaction
between the operating system and the hardware that
allows us to do that. There is nc intimate interaction
between Windows and a Dell computer.’™!

Over the years, there have been some notable exceptions
to this proprietary approach. In order to reach a broader
consumer base, in late 2003 Apple offered a Windows-
compatible version of iTunes, not only allowing Windows
users to use the iPod but more importantly familiarising
them with Apple products. Another milesione came with
the company’s switch from PowerPC-processors made by
IBM to Intel chips, a decision announced in mid-2005. This
decision allowed Macs to run Windows software, irmplied
lower switching costs for new Mac consumers and also
atlowed soltware developers to adapt their programs [lor
Apple more easily. A previous aliance with Microsoft occur-
red in 1:997 when Microsoft agreed to invest $150 million
in Apple, reaffirming its comimitment to develop core pro-
ducts such as Microsoft Office for the Mac.

Apple has also developed a series of strategic alliances in
the course of its efforts to become the centre of the digital
hub, where digital content would be easily created and
transferred to any Apple device. Development of the iPod,
iTunes and iPhone has necessitated this collaborative
approach. since entry in the entertainment and consumer
electronics markets would not have been as successful
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without some key strategic partners (e.g. the big record

labels such as EMI, Sony BMG, Universal and Warner
Brothers for iTunes, or YouTube for the iPhone). At the
same time Apple has proceeded with a number of acquisi-
tions of relatively small, innovative firms in fields such as
video creation and microprocessor production intended to
strengthen its own technological core competences.

Along with being recognised as one of the most innovative
companies int the world, Apple has also gained a reputation
of being among the most secretive as well. A T-shirt for
sale at the company shop said: ‘T visited the Apple campus.
But that's all 'm: alfowed to say.’ Few pecple know what
happens behind closed doors, and Apple employees are bound
by strict confideniiality agreements. New recruits not only
were warned that the penalty for revealing Apple secrets
would be swift termination of employment, but also were
hired in so-called dummy positions, roles that remained
unspecified until the hiring was complete. Before discussing
a topic at a meeting, all members would need to verify that
they were "disclosed’ on it, meaning they had been granted
the permission to discuss it. The whole organisation was
thus composed of smaller pieces of a bigger puzzle, which
was in iurn only known to the highest levels."

In addition te secrecy and a start-up mentality, Apple’s
culture focused on intense work, creativity and perfec-
tionism, combined with a rebel spirit. For many years,
Jobs stimulated thinking ‘out of the box’ and encouraged
employees to experiment and share with others ‘the coolest
new thing’ they had thought of. It may not be accidental
that Apple's emblem of corporate culture is a pirate flag
with an Apple rainbow-coloured eye patch, designed after
a [amous Jobs quote: 'Tt's hetter to be a pirate than join the
navy.’ This flag was hanging over the Macintosh building
as Apple’s team were working on the first iMac, to act as a
reminder of their mission.*?

Along with the rebel spirit, Apple had a tradition of
long working hours and relentless pursuit of perfection.
Each manufacturing and software detail is worked and
reworked untif a product is considered pertect, aiming for
seamless infegration of software and hardware. Furiher,
Apple’s employees are not paid astronomically. They are not
pampered, nor do they enjoy unique privileges beyond what
most large companies offered. They are talented people
with passion for excellence. proud to be part of the Apple
community. This pride stems from a corporate culture that
fosters innovation and a sense of Apple’s superiority against
competitors, as a company that can shape the future of
technology. Apple recruits talent of the highest calibre, and
Jobs often approached and recruited people known as the
best in their fields. Specialisation and clear specification
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of responsibilities at Apple is a way of employing the besi
people for particular roles, reflecting Jobs™ avergion towards
a general management approach,*

For Apple employees the culture has been experienced
by emplovees as both daunting and fascinating: ‘Hyou're a
die-hard Apple geek, it's magical. It's also a really tough
place to work,"" Contrary to Google’s infamous relaxed
atmosphere, Apple is known for being tough and perfec-
tionist. If any product release does not meet expectations,
Apple can be a ‘brutal and unforgiving place, where
accountability is strictly enforced'.'®

Jobs' passionate but also combustive management style
is legendary; he has been known to reduce employees to
tears. or publicly fire them in fits of anger.*? .

Apple’'s organisation design was flat and simple, Even
though Apple did not have an official organisation chart.
one interpretation of its design was that the organisation
radiated around the CEQ, with 15 senior vice presidents
and 31 vice presidents overseeing the main functions. In
terms of this structure, the CEO would only be two levels
away from any key part of the company; and financiat
management was centralised, with the only executive
responsible for costs and expenses being the chief finan-
cial officer.'® Apart from ensuring confidentiality, other
aspects of Apple's organisational design provide the neces-
sary agility and focus. Small teams bear responsibility
for crucial projecis, a characteristic that is reminiscent of
start-up companies. Commiitees are not prevalent at Apple.
As jobs mentioned:

‘We are organised as a startup. One person is in charge
of iPhone Os software, one person is in charge of Mac
hardware, one person is in charge of iPhone hardware
engineering, another is in charge of worldwide market-
ing, and another person is in charge of operations. We
are organised like a startup. We are the biggest startup
on the planet. And we all meet for three hours once a
week and we talk about everything we are doing, the
whole business.'”®

‘Some leaders push innovations by heing good at the big
picture. Others do so by mastering details. Jobs did both,
relentlessly.?”

When Jobs returned o Apple in 1997 after an absence
of 12 years. he arrived with much historical baggage. He
was Apple's co-founder at the age of 21, and was worth
$200 million by the age of 25. He was then forced fo resign
by the age of 30, in 1985, after a battle over control with
CEQ John Scalley which ended with Jobs losing all opera-

- tional responsibilities. By 2007, however, Jobs was voted as
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one of the greatest entrepreneurs of all time by Business
Week and by 2010 the World's Best CEO by Harvard
Business Review, having restored Apple to a world-leading,
innovative and influential company.

Many believe that Jobs™ achievement of being regarded
as one of the greatest technology entrepreneurs is based not
so much on his knowledge of technology {he was not an
engineer or a programimer, neither did he have an MBA or
college degree) but on his innate instinct for design, the
ability to choose the most talented team and ‘the willing-
ness to be a pain in the neck for what matters for him most’,
such as great design and user-friendliness.”’ Strategically
speaking, Jobs understood that to be different as a com-
pany, you have to make tough choices; in Apple's case,
this was clearly reffected in the product markets it decided
to pursue. as compared, for example, to large competitors.
Referring to Apple’s focus, he noted: T'm as proud of what
we don't do as I am of what we do.’**

According to insiders, Jobs was opposed to using any sort
of unauthorised applications or external software in Apple
products. Everything was to be designed by and [ollow
Apple's standards of user-friendliness, excellence and sim-
plicity. As Jobs explained: “‘We do these things not because
we are control freaks . . , We do them because we want {o
make great products, because we care about the user and
because we like to take responsibility for the entire experi-
erce rather than turn out the crap that other people make, ™

Jobs could be inspirational, but also could be experi-
enced by employees as scary. According to Guy Kawasaki:

“‘Working for Steve was a terrifying and addictive experi-
ence. He would tell you that your work, your ideas, and
sometimes your existence were worthless right to your
face, right in front of everyone. Watching him crucify
someone scared you inio working incredibly long
hours. . . . Working for Steve was also ecstasy. Oncein a
while he would tell you that you were great and that
made it all worth it."**

The high praise as well as high criticism made people try
harder, jump higher and work later into the night. Jobs has
heen credited with imposing discipline on Apple, a guality
that the company had lacked for vears.

After the onset of pancreatic cancer in 2003 and an
operation to address tf in 2004, by 2009 Jobs' health was
again deteriorating. In January 2009 he acnounced that
he was taking leave of absence from Apple until [une,
due to health issues relating to a ‘hormone imbalance’.
COO Tim Cook would handie day-to-day operations, and
Jobs would stay invelved in major strategic decisions.
Commentators disagreed on the degree of impact Jobs'
absence would have. Some said that the new products
Apple would introduce over the following 18 months had
alrcady been developed, and that Cook would manage

STRATEGIC LEADERSHIP AND INNOVATION AT APPLE, INC.

Apple effectively in Jobs' absence. Cook's leadership role in
Apple’s operations since 1998 had given him a deep under-
standing of the company and a prominent position, being
the only person to have a vast area of responsibility apart
from Jobs and the one whao replaced him during his medical
absences. An industry veteran prior (o joining Apple, Cook
served as Vice President ol Corporate Materials at Compaq,
and as Chiel Operating Officer of the Reseller Division at
Intelligent Electronics. Seen as a low-key. soft-spoken
executive, Cook's focus on efficiency and operations has
been laser-sharp.

Others, however, believed that Jobs' mofivational
role, negotiation skills and creative vision were crucial for
Apple and therefore jobs' absence would adversely affect
the company. Another medical leave followed in 2011, and
in August 2011 Jobs resigned from his position as CEQ.
when Tim Cook, former COO, was appointed as CEO.
Jobs remained at Apple as Chairman until his death in
October 2011.

Upon becoming Apple’s CEO, Tim Cook maintained a low
profile and focused on managing the transition to the post-
Jobs era as smoothly as possible. He sent the following
email to Apple employees to reassure them that he would
remain faithiul to Apple's ‘DNA":

‘T want you lo be confident that Apple is not going to
change. I cherish and cetebrate Apple’s unique principles
and values. Steve built a company and culture that is
unlike any other in the world and we are going to stay
true fo that — it is in our DNA. We are going to continue
to make the best products in the world that delight oar
customers and make our employees incredibly proud of
what they do.¥

Despite record profits during Cook's first year as CHO. Apple
was facing new challenges. One was the effects of leader-
ship transition. with many observers wondering whether
Apple could retain its distinct culture and set of capabilities
after Jobs. Further, in the smartphone market Apple was
facing a strong alternative technology in terms of Google’s
Android system. High-guality hardware, which many
believed to be as good as the iPhone, was available from
Samsung. The release of Windows § for tablet PCs posed a
threat to the iPad. as did Amazon's new Kindle, which had
tmproved functionality and graphics. Apple was competing
in a techrnology industry where many companies, inspired
by Apple's own model, started to move away from single
devices and specialisation towards mobile connectivity and
inferconnected service offerings.

Cook was faced with the challenge of leading the world’s
most valuable and proprietary company into uncharied
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waters, Would Apple be able to sustain its magic now that

its chief architect had gone? Was Apple's operating model
better understood by competitors and in danger or imita-
tion? Was it making the best use of its enviable cash hoard?
Could it keep delivering blockbuster products, which would
result in the fevel of growth and profit performance that
markets expected? Was Apple's huge size becoming a liab-
ility? What should Apple do differently, if anything, to
address its strategic challenges and sustain its exceptional
performance to date?
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