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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. 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 the production of mechanical tabulators using
punch-card technology. In 1933, it acquired a producer of electric typewriters. More
important, the acquisition gave IBM access to knowledge of electronics, which it ultimately
put to use elsewhere in the company. 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 ensuing decades, IBM rode the wave of disruptive technology. Its revolutionary
System 360 computer, introduced 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 Systems (ELS) unit in Boca Raton, Florida, pushed IBM management to
give him 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 systems 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
H$3IE %E3E

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 Compaq 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. He soon realized that IBM’s computer
business was rapidly becoming commoditized. Having given up control over
microprocessor technology to Intel and software to Microsoft, IBM 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 the information technology
problems of large corporations, 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 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. 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.

Questions
1. How many paradigm shifts has IBM survived in its history? (15%o)

2. Describe how IBM was able to survive each of these paradigm shifts. (15%0)



3. What does the history of IBM tell you about the strategies that incumbent companies

must pursue to survive paradigm shifts? (20%b)
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