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But in capitalist reality, as distinguished from its textbook picture, 
it is not (price) competition which counts but the competition 
from the new commodity, the new technology, the source of 
supply, the new type of organization ... competition which ...  
strikes not at the margins ... of the existing firms but at their 
foundations and their very lives.

Joseph A. Schumpeter,
Capitalism, Socialism and Democracy, 1942
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3

I’m often credited with the 
motto, “Only the paranoid survive.” I have no idea when I first 
said this, but the fact remains that, when it comes to business, I 
believe in the value of paranoia. Business success contains the  
seeds of its own destruction. The more successful you are, the  
more people want a chunk of your business and then another 
chunk and then another until there is nothing left. I believe that 
the prime responsibility of a manager is to guard constantly  
against other people’s attacks and to inculcate this guardian atti-
tude in the people under his or her management.

The things I tend to be paranoid about vary. I worry about 
products getting screwed up, and I worry about products getting 
introduced prematurely. I worry about factories not performing 
well, and I worry about having too many factories. I worry about 
hiring the right people, and I worry about morale slacking off.

And, of course, I worry about competitors. I worry about other 
people figuring out how to do what we do better or cheaper, and 
displacing us with our customers.

But these worries pale in comparison to how I feel about what I 
call strategic inflection points.

I’ll describe what a strategic inflection point is a bit later in this 
book. For now, let me just say that a strategic inflection point is a 
time in the life of a business when its fundamentals are about to 
change. That change can mean an opportunity to rise to new 
heights. But it may just as likely signal the beginning of the end. 
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4   Preface

Strategic inflection points can be caused by technological change 
but they are more than technological change. They can be caused 
by competitors but they are more than just competition. They are 
full-scale changes in the way business is conducted, so that simply 
adopting new technology or fighting the competition as you used 
to may be insufficient. They build up force so insidiously that you 
may have a hard time even putting a finger on what has changed, 
yet you know that something has.

Let’s not mince words: A strategic inflection point can be 
deadly when unattended to. Companies that begin a decline as a 
result of its changes rarely recover their previous greatness.

But strategic inflection points do not always lead to disaster. 
When the way business is being conducted changes, it creates 
opportunities for players who are adept at operating in the new 
way. This can apply to newcomers or to incumbents, for whom a 
strategic inflection point may mean an opportunity for a new 
period of growth.

You can be the subject of a strategic inflection point but you 
can also be the cause of one. Intel, where I work, has been both.  
In the mid-eighties, the Japanese memory producers brought 
upon us an inflection point so overwhelming that it forced us out 
of memory chips and into the relatively new field of microproces- 
sors. The microprocessor business that we have dedicated our-
selves to has since gone on to cause the mother of all inflection 
points for other companies, bringing very difficult times to the 
classical mainframe computer industry. Having both been af-
fected by strategic inflection points and having caused them, I can 
safely say that the former is tougher.

I’ve grown up in a technological industry. Most of my experi-
ences are rooted there. I think in terms of technological concepts 
and metaphors, and a lot of my examples in this book come from 
what I know. But strategic inflection points, while often brought 
about by the workings of technology, are not restricted to techno-
logical industries.
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Preface   5

The fact that an automated teller machine could be built has 
changed banking. If interconnected inexpensive computers can be 
used in medical diagnosis and consulting, it may change medical 
care. The possibility that all entertainment content can be created, 
stored, transmitted and displayed in digital form may change the 
entire media industry. In short, strategic inflection points are 
about fundamental change in any business, technological or not.

We live in an age in which the pace of technological change is 
pulsating ever faster, causing waves that spread outward toward all 
industries. This increased rate of change will have an impact on 
you, no matter what you do for a living. It will bring new compe-
tition from new ways of doing things, from corners that you don’t 
expect.

It doesn’t matter where you live. Long distances used to be a 
moat that both insulated and isolated people from workers on the 
other side of the world. But every day, technology narrows that 
moat inch by inch. Every person in the world is on the verge of 
becoming both a coworker and a competitor to every one of us, 
much the same as our colleagues down the hall of the same office 
building are. Technological change is going to reach out and 
sooner or later change something fundamental in your business 
world.

Are such developments a constructive or a destructive force? In 
my view, they are both. And they are inevitable. In technology, 
whatever can be done will be done. We can’t stop these changes. 
We can’t hide from them. Instead, we must focus on getting ready 
for them.

The lessons of dealing with strategic inflection points are simi-
lar whether you’re dealing with a company or your own career.

If you run a business, you must recognize that no amount of 
formal planning can anticipate such changes. Does that mean you 
shouldn’t plan? Not at all. You need to plan the way a fire depart-
ment plans: It cannot anticipate where the next fire will be, so it 
has to shape an energetic and efficient team that is capable of 
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6   Preface

responding to the unanticipated as well as to any ordinary event. 
Understanding the nature of strategic inflection points and what 
to do about them will help you safeguard your company’s well-
being. It is your responsibility to guide your company out of 
harm’s way and to place it in a position where it can prosper in 
the new order. Nobody else can do this but you.

If you are an employee, sooner or later you will be affected by a 
strategic inflection point. Who knows what your job will look like 
after cataclysmic change sweeps through your industry and en-
gulfs the company you work for? Who knows if your job will even 
exist and, frankly, who will care besides you?

Until very recently, if you went to work at an established com-
pany, you could assume that your job would last the rest of your 
working life. But when companies no longer have lifelong careers 
themselves, how can they provide one for their employees?

As these companies struggle to adapt, the methods of doing 
business that worked very well for them for decades are becoming 
history. Companies that have had generations of employees grow-
ing up under a no-layoff policy are now dumping 10,000 people 
onto the street at a crack.

The sad news is, nobody owes you a career. Your career is 
literally your business. You own it as a sole proprietor. You have 
one employee: yourself. You are in competition with millions of 
similar businesses: millions of other employees all over the world. 
You need to accept ownership of your career, your skills and the 
timing of your moves. It is your responsibility to protect this 
personal business of yours from harm and to position it to benefit 
from the changes in the environment. Nobody else can do that for 
you.

Having been a manager at Intel for many years, I’ve made 
myself a student of strategic inflection points. Thinking about 
them has helped our business survive in an increasingly competi-
tive environment. I’m an engineer and a manager, but I have 
always had an urge to teach, to share with others what I’ve figured 
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Preface   7

out for myself. It is that same urge that makes me want to share 
the lessons I’ve learned.

This book is not a memoir. I am involved in managing a 
business and deal daily with customers and partners, and specu-
late constantly about the intentions of competitors. In writing this 
book, I sometimes draw on observations I have made through 
such interactions. But these encounters didn’t take place with the 
notion that they would make it into any public arena. They were 
business discussions that served a purpose for both Intel and oth-
ers’ businesses, and I have to respect that. So please forgive me if 
some of these stories are camouflaged in generic descriptions and 
anonymity. It can’t be helped.

What this book is about is the impact of changing rules. It’s 
about finding your way through uncharted territories. Through 
examples and reflections on my and others’ experiences, I hope to 
raise your awareness of what it’s like to go through cataclysmic 
changes and to provide a framework in which to deal with them.

As I said, this book is also about careers. As businesses are 
created on new foundations or are restructured to operate in a 
new environment, careers are broken or accelerated. I hope this 
book will give you some ideas of how you can shepherd your own 
career through these difficult times.

Let’s start by parachuting into the middle of a strategic inflection 
point, when something is changing in a big way, when something 
is different, yet when you’re so busy trying to survive that the 
significance of the change only becomes clear in retrospect. Pain-
ful as it is, let me relive the story of a problem that Intel had with 
our flagship device, the Pentium processor, in the fall of 1994.
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11

Iteach a class in strategic man-
agement at Stanford University’s business school as a part-time 
departure from my job as president and CEO of Intel Corpora-
tion. The way my coteacher, Professor Robert Burgelman, and I 
normally grade the students is to go through the class roster right 
after each session and assess each student’s class performance 
while it is still fresh in our memories.

The process was taking a little longer than usual on the morn-
ing of November 22, 1994, the Tuesday before Thanksgiving, and 
I was about to excuse myself to call my office when the phone 
rang. It was my office calling me. Our head of communications 
wanted to talk to me—urgently. She wanted to let me know that 
a CNN crew was coming to Intel. They had heard of the floating 
point flaw in the Pentium processor and the story was about to 
blow up.

I have to backtrack here. First, a word about Intel. Intel in 
1994 was a $10 billion-plus producer of computer chips, the 
largest in the world. We were twenty-six years old and in that 
period of time we had pioneered two of the most important 
building blocks of modern technology, memory chips and micro-
processors. In 1994, most of our business revolved around micro- 
 processors and it revolved very well indeed. We were very 
profitable, growing at around 30 percent per year.

Nineteen ninety-four was a very special year for us in another 
way. It was the year in which we were ramping our latest-genera- 
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12   Only the Paranoid Survive

tion microprocessor, the Pentium processor, into full-scale pro-
duction. This was a very major undertaking involving hundreds 
of our direct customers, i.e., computer manufacturers, some of 
whom enthusiastically endorsed the new technology and some of 
whom didn’t. We were fully committed to it, so we were heavily 
advertising the product to get the attention of computer buyers. 
Internally, we geared up manufacturing plants at four different 
sites around the world. This project was called “Job 1” so all our 
employees knew where our priorities lay.

In the context of all this, a troubling event happened. Several 
weeks earlier, some of our employees had found a string of com-
ments on the Internet forum where people interested in Intel 
products congregate. The comments were under headings like, 
“Bug in the Pentium FPU.” (FPU stands for floating point unit, 
the part of the chip that does the heavy-duty math.) They were 
triggered by the observation of a math professor that something 
wasn’t quite right with the mathematical capabilities of the Pen-
tium chip. This professor reported that he had encountered a 
division error while studying some complex math problems.

We were already familiar with this problem, having encoun-
tered it several months earlier. It was due to a minor design error 
on the chip, which caused a rounding error in division once every 
nine billion times. At first, we were very concerned about this, so 
we mounted a major study to try to understand what once every 
nine billion divisions would mean. We found the results reassur-
ing. For instance, they meant that an average spreadsheet user 
would run into the problem only once every 27,000 years of 
spreadsheet use. This is a long time, much longer than it would 
take for other types of problems which are always encountered in 
semiconductors to trip up a chip. So while we created and tested 
ways to correct the defect, we went about our business.

Meanwhile, this Internet discussion came to the attention of 
the trade press and was described thoroughly and accurately in a 

Only the Paranoid Survive.indb   12 6/3/14   18:20:51



Something Changed   13

front-page article in one of the trade weeklies. The next week it 
was picked up as a smaller item in other trade papers. And that 
seemed to be it. That is, until that Tuesday morning before 
Thanksgiving.

That’s when CNN showed up wanting to talk to us, and they 
seemed all fired up. The producer had opened his preliminary 
discussion with our public relations people in an aggressive and 
accusatory tone. As I listened to our head of communications on 
the phone, it didn’t sound good. I picked up my papers and 
headed back to the office. In fact, it wasn’t good. CNN produced 
a very unpleasant piece, which aired the next day.

In the days after that, every major newspaper started reporting 
on the story with headlines ranging from “Flaw Undermines Ac-
curacy of Pentium Chips” to “The Pentium Proposition: To Buy 
or Not to Buy.” Television reporters camped outside our head-
quarters. The Internet message traffic skyrocketed. It seemed that 
everyone in the United States keyed into this, followed shortly by 
countries around the world.

Users started to call us asking for replacement chips. Our re-
placement policy was based on our assessment of the problem. 
People whose use pattern suggested that they might do a lot of 
divisions got their chips replaced. Other users we tried to reassure 
by walking them through our studies and our analyses, offering to 
send them a white paper that we wrote on this subject. After the 
first week or so, this dual approach seemed to be working reason-
ably well. The daily call volumes were decreasing, we were gearing 
up to refine our replacement procedures and, although the press 
was still pillorying us, all tangible indicators—from computer 
sales to replacement requests—showed that we were managing to 
work our way through this problem.

Then came Monday, December 12. I walked into my office at 
eight o’clock that morning and in the little clip where my assistant 
leaves phone messages there was a folded computer printout. It 
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14   Only the Paranoid Survive

was a wire service report. And as often happens with breaking 
news it consisted only of the title. It said something to this effect: 
IBM stops shipments of all Pentium-based computers.

All hell broke loose again. IBM’s action was significant because, 
well, they are IBM. Although in recent years IBM has not been 
the power they once were in the PC business, they did originate 
the “IBM PC” and by choosing to base it on Intel’s technology, 
they made Intel’s microprocessors preeminent. For most of the 
thirteen years since the PC’s inception, IBM has been the most 
important player in the industry. So their action got a lot of 
attention.

The phones started ringing furiously from all quarters. The call 
volume to our hotline skyrocketed. Our other customers wanted 
to know what was going on. And their tone, which had been quite 
constructive the week before, became confused and anxious. We 
were back on the defensive again in a major way.

A lot of the people involved in handling this stuff had only 
joined Intel in the last ten years or so, during which time our 
business had grown steadily. Their experience had been that 
working hard, putting one foot in front of the other, was what it 
took to get a good outcome. Now, all of a sudden, instead of 
predictable success, nothing was predictable. Our people, while 
they were busting their butts, were also perturbed and even 
scared.

And there was another dimension to this problem. It didn’t 
stop at the doors of Intel. When they went home, our employees 
had to face their friends and their families, who gave them strange 
looks, sort of accusing, sort of wondering, sort of like, “What are 
you all doing? I saw such and such on TV and they said your 
company is greedy and arrogant.” Our employees were used to 
hearing nothing but positive remarks when they said that they 
worked at Intel. Now they were hearing deprecating jokes like, 
“What do you get when you cross a mathematician with a Pen-
tium? A mad scientist.” And you couldn’t get away from it. At 
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every family dinner, at every holiday party, this was the subject of 
discussion. This change was hard on them, and it scarcely helped 
their spirits when they had to go back the next morning to answer 
telephone hotlines, turn production lines on their heads and the 
like.

I wasn’t having a wonderful time either. I’ve been around this 
industry for thirty years and at Intel since its inception, and I have 
survived some very difficult business situations, but this was dif-
ferent. It was much harsher than the others. In fact, it was unlike 
any of the others at every step. It was unfamiliar and rough terri-
tory. I worked hard during the day but when I headed home I got 
instantly depressed. I felt we were under siege—under unrelenting 
bombardment. Why was this happening?!

Conference room 528, which is located twenty feet from my 
office, became the Intel war room. The oval table there is meant 
to seat about twelve people, but at several times each day more 
than thirty people were jammed in the room, sitting on the 
credenza, standing against the wall, coming and going, bringing 
missives from the front and leaving to execute agreed-upon 
courses of action.

After a number of days of struggling against the tide of public 
opinion, of dealing with the phone calls and the abusive editorials, 
it became clear that we had to make a major change.

The next Monday, December 19, we changed our policy com-
pletely. We decided to replace anybody’s part who wanted it re-
placed, whether they were doing statistical analysis or playing 
computer games. This was no minor decision. We had shipped 
millions of these chips by now and none of us could even guess 
how many of them would come back—maybe just a few, or 
maybe all of them.

In a matter of days, we built up a major organization practically 
from scratch to answer the flood of phone calls. We had not been 
in the consumer business in any big way before, so dealing with 
consumer questions was not something we had ever had to do. 
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Now, suddenly, we did from one day to another and on a fairly 
major scale. Our staffing first came from volunteers, from people 
who worked in different areas of Intel—designers, marketing peo-
ple, software engineers. They all dropped what they were doing, 
sat at makeshift desks, answered phones and took down names 
and addresses. We began to systematically oversee the business of 
replacing people’s chips by the hundreds of thousands. We devel-
oped a logistics system to track these hundreds of thousands of 
chips coming and going. We created a service network to handle 
the physical replacement for people who didn’t want to do it 
themselves.

Back in the summer when we had first found the floating point 
flaw, we had corrected the chip design, checked it out very thor-
oughly to make sure the change didn’t produce any new prob-
lems, and had already started to phase the corrected version into 
manufacturing by the time these events took place. We now accel-
erated this conversion by canceling the usual Christmas shutdown 
in our factories, and speeded things up even further by pulling the 
old material off the line and junking it all.

Ultimately, we took a huge write-off—to the tune of $475 
million. The write-off consisted of the estimates of the replace-
ment parts plus the value of the materials we pulled off the line. It 
was the equivalent of half a year’s R&D budget or five years’ 
worth of the Pentium processor’s advertising spending.

And we embarked on a whole new way of doing business.

What happened here? Something big, something different, some-
thing unexpected.

For twenty-six years, every day that we did business, we decided 
what was good and what wasn’t when it came to our own prod-
uct. We set our own quality levels and our own specifications, and 
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shipped when we decided a product met our own criteria. After 
all, we had designed and conceived these products, and along with 
the product came our implicit right—and obligation—to decide 
when the product was good and when it wasn’t. Nobody ever 
questioned that we had the right to do that and generally we were 
on target. Over twenty-six years, we pioneered one classic product 
after another: DRAMs, other types of memory chips, micropro-
cessors, computers on a board. Our products had become the 
basic building blocks of digital electronics. But now, all of a sud-
den, we were getting strange looks from everyone that seemed to 
say, “Where do you get off telling us what’s good for us?”

Furthermore, since we generally don’t sell microprocessors to 
computer users but to computer makers, whatever problems we 
had in the past, we used to handle with the computer manufac-
turers, engineer to engineer, in conference rooms with black-
boards, based on data analyses. But now, all of a sudden, 25,000 
computer users were calling us every day, saying, “Give me a new 
part, period.” We found ourselves dealing with people who 
bought nothing directly from us yet were very angry with us.

What was the hardest to take was the outside world’s image of 
us. I still thought of us as a creative, dynamic start-up that had 
just grown a bit bigger than the other creative, dynamic start-ups. 
We could still turn on a dime. Our people still put the interests of 
the company ahead of their own interests and, when problems 
arose, employees from all different divisions would still rally 
around and put in incredible hours without anyone ordering 
them to do so. Yet now the world seemed to treat us like some 
typical mammoth corporation. And, in the public view, this cor-
poration was giving people the runaround. That outside image 
didn’t jibe with my view of us.

What had happened? And why now? What was different this 
time? Something was, but in the middle of those events it was hard 
to tell what.
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What Happened to Us

A year or so later, as I reflect on it, I see two big long-term forces 
doing their work on us, creating the conditions in which a tiny 
flaw in a microprocessor’s floating point unit could mushroom 
into half a billion dollars’ worth of damage in less than six weeks.

The first involved our attempting to change how our products 
were perceived. A few years back, we had introduced a major 
marketing campaign, the “Intel Inside” program. It was the big-
gest campaign the industry had ever seen—in fact, it ranks up 
there with big-time consumer merchandising campaigns. Its aim 
was to suggest to the computer user that the microprocessor that’s 
inside his or her computer is the computer.

Like all good merchandising campaigns, this had the advantage 
of reinforcing the truth. Even before the campaign, when you 
asked someone what kind of a computer he had, the first thing he 
tended to say was, “I have a 386”—which was the microprocessor 
chip inside the computer—and then he would go on to identify 
the computer manufacturer, what kind of software it had and so 
on. Computer users knew instinctively that the identity and class 
of the computer were determined more than anything else by the 
microprocessor within. This was obviously very good for us. It 
gave us distinction, an identity, and helped build computer-user 
communities’ awareness of us and our products.

We aimed our campaign at driving this point home to a wider 
consumer base and to future computer buyers. We created a dis-
tinctive logo and we worked with manufacturers who used our 
microprocessor in their product to display this logo in their adver-
tising, often with a sticker on the actual computer. Hundreds of 
manufacturers, domestic and international, participated in this 
campaign.
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