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[ 7@ 12] The Evolution of IBM

IBM is in many ways a remarkable organization. Founded in 1911 from the merger of two
companies, the early IBM sold mechanical clocks, scales, and punch-card tabulating equipment.
By 2001, it was the largest technology company on the planet with earnings of $7.7 billion on
revenues of $86 billion, almost twice as much as any other technology company. In its ninety-year
history, IBM has survived several paradigm shifts in technology that led to the decline and
bankruptcy of many of its peers.

During the 1930s, IBM was a leader in production of mechanical tabulators using punch-card
technology. When this technology was ultimately replaced by electronic calculators and computers,
many manufacturers of mechanical tabulating equipment went the way of the dinosaur. IBM,
however, had begun to build capabilities in electronics during the 1930s. In 1933, it acquired a
producer of electric typewriters. The led to the 1935 introduction of IBM’s first electric typewriter,
a technology that was to transform the typewriter industry where most incumbent enterprises sold
mechanical typewriters. More important, the acquisition gave IBM access to knowledge of
electronic. In 1947, IBM introduced its first “electronic multiplier,” a calculator with electronic, as
opposed to mechanical, working elements. More significant, IBM’s electronic knowledge
underlay its introduction in 1952 of its first production computer, the IBM 701.

In the ensuring decades, IBM rode the waves of disruptive technology. Its revolutionary
System 360 computer, introduction in 1964, began to replace mechanical and simple electronic
systems for performing scientific and business calculations. Its System 370 computer, introduced
in 1970, solidified this trend. By the mid-1980s, IBM had emerged as the largest manufacturer of
mainframe computers in the world and at the time had the dominant computing technology, with a
virtual lock on the market. But by this time, a new technology was taking root that was to threaten
IBM’s very survival: the personal computer.

Personal computer technology was developed in the mid-1970s by a number of small start-up
enterprises, including MITS and Apple. In 1980, William Lowe, the lab director at IBM’s Entry

Level System (ELS) unit in Boca Raton, Florida, pushed IBM management to give him



'-'hl.. .‘T‘r’ | i
Lﬁ M58 Ghr % PR Aol 5 i i

authorization to try and develop a personal computer. Top management was initially reluctant. Its
two previous attempts to introduce a PC had ended in total failure. Lowe ultimately got permission
to produce a PC but with an almost unrealistic deadline of one year to complete the job. He
recruited another IBM insider, Don Estridge, to head the project team. Estridge was soon
persuaded that the only way to meet the deadline was for IBM to purchase off-the-shelf
components, such as an Intel microprocessor and a Microsoft operating system, and to adopt an
open system design, where technical specifications were published. This would allow developers
to write software applications that would run on the PC. Strategically, this approach represented a
radical departure for IBM, which had tended to make the majority of its own components and
software in-house and had adopted a closed systems approach. The countercultural strategy was
possible only because the ELS unit was outside IBM’s business mainstream, geographically
separated from the company’s center of operations, staffed by a maverick group of engineers and
managers, and protected from IBM’s bureaucracy by its CEO, Frank Cary.

Introduced in August 1981, the IBM PC was a dramatic success. However, the use of open
systems architecture and off-the-shelf components soon gave rise to a thriving industry of
companies that made IBM-compatible machines, or clones, such as Compag Computer. By the
mid-1980s, these clone makers were starting to eat into IBM’s market share. Moreover, PC
architecture based on an Intel microprocessor and Microsoft operating system went on to
revolutionize the computer industry. In many companies, client-server systems based on PC
technology replaced mainframe and midrange computers. As this occurred, sales of IBM
mainframes slumped, and by 1993 IBM was awash in red ink. It lost $8 billion on shrinking sales
as the PC technology it had given birth to cannibalized its profitable mainframe computers. Many
observers were already writing IBM’s obituary.

At this juncture, Lou Gerstner became CEO. A former management consultant and CEO of
the tobacco company R.J. Reynolds with no computer industry experience, most observers
thought that Gerstner, who knew little about computing technology, was poorly equipped to be
IBM’s CEO. However, Gerstner soon realized that IBM’s computer business was rapidly
becoming commaoditized. Having given up control over microprocessor technology to Intel and
software to Microsoft, IMB had no proprietary advantage. His strategy was to take IBM out of the

commoditization game by emphasizing its service business. He believed that if IBM could solve
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the information technology problems of large corporation, the company would win big sales with
recurring sales revenues spread out over years and margins that were a lot better than those IBM
could get by competing only at the product level.

Not only has this strategy been very successful, it has given IBM a way to this exploit the
latest disruptive technology, the Internet. As internet-centric computing has grown in importance,
IBM has reinvented itself as a dominant provider of e-business solutions and services. Now if a
company wishes to establish an intranet or use the Internet to execute business transactions, IBM
is one of the vendors it turns to first. Although IBM still produces and sells its own computer
hardware, it will now recommend the hardware of other companies if it suits the clients needs
better. It has become an e-business solutions company, ideally positioning itself to profit from the
spread of web-based technology into every nook and cranny of the modern business corporation.

Case Discussion Questions

How many paradigm shifts has IBM survived in its history?

Describe how IBM was able to survive each of these paradigm shifts.

What does the history of IBM tell you about the strategies that incumbent companies must
pursue to survive paradigm shifts?

In many ways, the IBM PC launched the personal computer into the mass market. How was a
large incumbent enterprise able to develop what was a revolutionary product?

With the benefit of hindsight, could IBM have done anything different in the development of
the IBM PC that would have not allowed control over the dominant standard in the market to be

captured by Microsoft and Intel?
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[5/5 16] FErost, Inc.

-

F

Frost. Inc. is a manufacturer of overhead conveyor trolleys, used primarily in the auto
industry. With sales of $20 million, Frost is located in Grand Rapids. Michigan. Concerned about
depending too heavily on one cyclical industry, Frost's president made several attempts to
diversify the business. The attempts to move into manufacturing lawn mower components and
material handling systems, such as floor conveyors and hoists, failed. The engineers did not
know how to design unfamiliar components, production people did not know how to make them,
and sales people did not know how to sell them.

The president diagnosed the problem as inflexibility (*We have single-purpose machines
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and single-purpose people, including single-purpose managers."). He decided that automating
production was the key to flexibility. Twenty-six old-fashioned screw machines on the factory
floor were replaced with 11 computer-numerically controlled machines and 18 robots. He
decided to build an automated store and retrieval inventory-control system and to completely
automate the front office to reduce indirect labor costs. He did not plan to approve additional
hires as a result of the automation.

Questions

1. What directional strategy was Frost pursuing?

2. What HR practices should be in place to support this strategy?

What types of information should the HR function provide to support the new strategy?
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The toy industry, like all others, has its good points and its bad points. One person who's
trying to take advantage of the good points-that is, what he sees as the many growth opportunities
in the toy industry- is Charlie Woo of Los Angeles.

Woo and his family came to the United States from Hong Kong in the late 1970s. To support
the family, his mother and father initially started a restaurant but found that venture to be too
time-consuming. They looked to start another business and settled on the toy industry. By using
their contacts in Hong Kong and by bringing their four sons into the business, the Woo family
opened ABC Toys. The company's initial goal was to manufacture and distribute toys to small
wholesalers who could not get products from the large toy makers because they weren't big
enough customers; that is, they didn’t buy in enough volume. ABC Toys had identified a specific
niche and wasn't even attempting to compete with the likes of Mattel or the other large toy
manufacturers. Charlie, who was just about to complete his Ph. D. in physics from UCLA, found
himself making a major career switch-from physics to toys.

ABC Toys purchased several run-down warehouse buildings on a blighted corner of
downtown Los Angeles. Charlie's vision was to encourage other small toy manufacturers and
distributors to rent from them and together create a "toy town., , He recalls that in the beginning
ABC Toys was located there by itself. But Charlie reasoned that this wholesale district would
enable customers to come to one location, shop comparatively, and, he hoped, end up buying more
products than they would if they had to travel to separate stores. As more and more small toy
companies joined ABC Toys in Toy Town, word soon spread about it and customers began coming
from all over. Now there are more than 500 wholesale toy dealers within a few blocks of each
other in Toy Town.

In 1989, Charlie and one other brother spun out of ABC Toys to form Megatoys. This
company now employs 30 people and has hit $15 million in sales. And Charlie isn't finished yet!
He believes that there is still good potential for growth in his business. Why? The changing global
trade environment is opening up many potentially profitable areas. After all, in this business, if
you want to be successful, you can't just toy around!

Case question:
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1. Charlie wants to continue Megatoys’ growth, how might he use strategic management
concepts to help him achieve his goals?

2. Would SWOT analysis be useful to Charlie in managing Megtoys? Why or Why
not,explain?
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