	






The changing face of price warfare 
Electronic News; New York; Jan 31, 2000; Arik Hesseldahl; 
	Volume: 
	46

	Issue: 
	5

	Start Page: 
	4,16

	ISSN: 
	10616624

	Subject Terms: 
	Electronics industry
Microprocessors
Price wars
Competition

	Companies: 
	Intel CorpDuns:04-789-7855
Ticker:INTCSic:3674
Sic:334413
Sic:334210
Sic:334419
Sic:334611
Sic:511210
Advanced Micro Devices IncDuns:04-863-4059
Ticker:AMDSic:334413Sic:3674Sic:334413Sic:334210Sic:334419Sic:334611Sic:511210Sic:334413Duns:04-789-7855Duns:04-863-4059


Abstract:
Hesseldahl discusses the price war in the PC processor business between Intel Corp and Advanced Micro Devices Inc (AMD). A year ago, AMD briefly controlled the market for low-end PC processors only to incur Intel's wrath with punishing price cuts that put Intel back in control of that market by mid-year. This year the battle is over a wider range of processor lines, where both have essentially reached performance parity.
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[Headnote]
One year ago action was at the low end, now it's all over the map 
So there's a price war in the PC processor business between Intel Corp. and Advanced Micro Devices Inc. (AMD). So what else is new? 

Well, for openers, Intel no longer has its favorite weapondrastic price cuts in AMD's target market-at its disposal. A year ago, AMD briefly controlled the market for low-end PC processors only to incur Intel's wrath with punishing price cuts that put Intel back in control of that market by mid-year. 

This year the battle is over a wider range of processor lines, where both have essentially reached performance parity. 

Both companies gave their processor prices the chainsaw treatment last week, as Intel slashed prices on all but its hightest end Pentium III and its lower en Celeron parts. Interestingly, AMD pressed ahead with already expeceted cut on its Athlon line, maintaining a price advantage. 

With a new slate of processors running in the 850MHz to 900MHz range expected from both Intel and AMD by end of March, there is nothing too unusual about these price cuts, analysts say, but the world in which the cuts are taking place is different. This year Intel can't simply slash prices at the low end and make it up on more expensive parts. 

"It's a fundamentally different market," said Bruce Bonner, semiconductors analyst at Dataquest. "AMD used to play in only the lowest range of the market and Intel could respond by lowering prices on its Celerons and competing processors without hurting its business elsewhere. That's no longer the case." 

The cuts also come at a time when Intel has been struggling with meeting the demand for its parts. While able to deliver on all existing OEM supply contracts, its main problem continues to be upside requests for additional parts. 

Some have said most of AMD's surge in momentum, particularly its recent design wins with Gateway Inc., has come only from business that Intel has left on the table, an idea Jerry Sanders, AMD's chief executive officer, dismissed in a conference call last Tuesday as ,,utter nonsense." 

"Intel itself pointed out that it had record unit shipments," Sanders said. "We added new customers partly because Intel was not satisfying them, but also because we had a superior solution." 

Mike Feibus, analyst with Mercury Research, Scottsdale, Ariz., agreed. "Intel delivered every processor it was contracted for," he said. "The problems it had were with upside requests. I would not dismiss AMD. They have done a good job with Athlon and have earned every design win." 

Yet, Feibus said, Intel's inventory problems didn't hurt AMD. Nor did the delay on the Rambus-- ready 820 chipset. Or the hefty premium on Direct Rambus DRAM (RDRAM). "OEMS are not breaking down the doors to get that," Feibus said. 

Moreover, Intel is no longer collecting the premiums on Pentium III Xeons that it once did. Not all major workstation and server OEMs are using them. Right now a 733MHz Xeon is selling for $644, only $50 more than the comparable mainstream Pentium 111. 

"The prices on Xeon are coming more into line with what the perceived value is among customers," Feibus said. 

AMD's inventory has been pretty close to the mark, Feibus said. Having predicted it would sell 800,000 Athlons in the fourth quarter, Mercury said it sold about 820,000. For the first quarter of this year, Mercury expects AMD to sell 1.2 million of the 1.5 million Athlon parts it is expected to chum out. 

And whatever inventory problems Intel may be enduring, Feibus expects them to diminish by the end of this quarter. 

"Intel came into this quarter with a much lower inventory than they considered to be ideal," he said. "They're churning pretty fast and furious on Coppermine, so I expect them to have their inventory more or less in line with demand by the end of the quarter." 

Now that the rules have changed, Intel's response has been to fight head-to-head with AMD for clock-rate performance, and in recent months, the two have played a game of dueling product announcements, a game that is not expected to end any time soon. 
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