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IBM

Background

Although IBM was incorporated in the state of New York on June 15, 1911 as the Computing- Tabulating-Recording Company (C-T-R), its origins can be traced back to developments at the close of the 19th century. It was a merger of 3 separate businesses: a Computing scale business, Tabulating machine company, and a clocking (time Recording) business. The company had operated under the IBM name in Canada since 1917. By 1924, CTR was officially renamed International Business Machines Corporation (IBM) and their business was focused mainly on creating innovative products to satisfy the broadening needs of its corporate customers. 
Profile

The company has changed a lot in their 83 year history, but their values have not. 
IBMers value... 
- Dedication to every client’s success. 
- Innovation that matters – for our company and for the world. 
- Trust and personal responsibility in all relationships.
The following table summarizes the key business of IBM:

	Headquarters:
Armonk, New York
	2006 year-end from continuing worldwide operations

	Leadership:
Samuel J. Palmisano, 
CEO & Charmain of the Board
	Revenue:
$91.4 billion (+12.8%)

	Number of employees (worldwide):
355,766
	Net income:
$9.4 billion

	Stockholders of record:
613,993
	Total assets:
$103.2 billion
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· Management
Louis V. Gerstner, Jr. arrived as IBM's chairman and CEO on April 1, 1993. For the first time in the company's history IBM had found a leader from outside its ranks. Gerstner had been chairman and CEO of RJR Nabisco for four years, and had previously spent 11 years as a top executive at American Express.
Gerstner, often dubbed as the “king of customer-oriented sensibility”, made two key decisions that have continued to pay dividends. First, he reversed a plan to break up the company. Good thing: Last year, IBM's global reach and diversity buffered it from the tech downturn. Second, he made a huge strategic bet on the services business, shifting the company away from its roots as a maker of Big Iron and PCs. Gerstner stepped in 2002 and Chief Operating Office Samuel J. Palmisano was promoted to CEO. He continued the initiative started by his predecessor and it has lead IBM to being the successful company that it is today.
· Capabilities

IBM’s core competence has always been superior research, design and engineering. Apart from creating innovative electronics products though, IBM has always played a role in servicing existing high-technology on an international scale. In 2001, IBM Global Services was the biggest and fastest-growing part of the company, with 43% of sales. Realizing an opportunity to capitalize on a growing market sector, IBM focused their efforts with the 2002 acquisition of PricewaterhouseCoopers’ global business consulting and technology services unit (PwC Consulting). IBM paid PricewaterhouseCoopers an estimated purchase price of $3.5 billion in cash and stock, thus they clearly aimed at superiority in this sector, regardless of cost. The transaction gave IBM an unmatched capability to help customers solve their business issues and to exploit world-class technology for improved business performance. The combination created a new global business unit, IBM Business Consulting Services -- comprising more than 30,000 IBM and 30,000 transferring PwC Consulting professionals -- which becomes part of IBM Global Services.

IBM – Problem

During the 1980s and early 1990s, IBM’s core business experienced back-to-back revolutions. The PC revolution placed computers directly in the hands of millions of people. The internet revolution sought to link all of those PCs together, which created many real and perceived business opportunities. It was the perceived opportunities that caused a bubble and eventual burst. Both revolutions transformed the way customers viewed, used and bought technology. After the dot com bubble burst (also known as “dot bom”), IBM sales fell short for two consecutive years and the company appeared to be in jeopardy of not surviving the impact that the dot come era’s failure cases made on the technology sector.


IBM – Solution

IBM finally turned the downward slide around in 2003 by placing Business Solutions & Services at the core of their business model. As a result, IBM’s technology & businesses purchasing decisions were fundamentally changed. Today, the company has fully recovered from the effects of the dot com bubble burst.

AT&T

Background
The AT&T Corp., formerly known as the American Telephone and Telegraph Corporation, was incorporated on March 3, 1885 as a wholly owned subsidiary of American Bell, chartered to build and operate the original long distance telephone network. On December 30, 1899, AT&T acquired the assets of American Bell, and became the parent company of the Bell System. Until Bell's second patent expired in 1894, only Bell Telephone and its licensees could legally operate telephone systems in the United States. The system made steady progress towards its goal of universal service, which came in the twenties and thirties to mean everyone should have a telephone. The percentage of American households with telephone service reached fifty percent in 1945, seventy percent in 1955, and ninety percent in 1969. 
Profile

From its humble beginnings as the company that founded the modern telephone in 1876, to the days of the internet, mobile and wireless devices, AT&T has been through all of the highs and lows that a company of its grandeur must typically face. The following table summarizes the key business of AT&T:

	Headquarters:
San Antonio, Texas
	2005 year-end from continuing worldwide operations

	Leadership:

Randall L. Stephenson, 
Chairman & CEO
	Revenue:
$30.5 billion (-11.6%)

	Number of employees (worldwide):
301,760
	Net income:
($6.0 billion)

	Stockholders of record:
47,565
	Total assets:
$32.7 billion


*All figures represent AT&T’s financial position before the 2005 SBC acquisition.
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Management 
Having started from a monopoly business, it was inevitable that AT&T's market share would fall, but no one would have suspected that fall would be from 90% in 1984 to around 50% by 1996. Between competitive pressure, new technologies (primarily fiber optic transmission) and the shift of some fixed costs to elsewhere, prices plummeted, dropping by an average of forty percent by the end of the 1980s. Volume exploded. In 1984, AT&T carried an average of 37.5 million calls per average business day; in 1989, the equivalent volume was 105.9 million, and in 1999 270 million. In the 1990s, the growth of computers, and then the internet led to an increasing percentage of what customers sent over the network taking the form of data rather than conversation.

From 1984 until 1996 AT&T was an integrated telecommunications services and equipment company, succeeding in a newly competitive environment. 
The largest manufacturing business, recast as AT&T Network Systems, had as its major customers the now independent local telephone companies (RBOCs). Other manufacturers competed for their business and the RBOCs cast an increasingly wary eye on AT&T Network Systems, at times seeing AT&T more as a real and potential competitor than a partner.

The corporate strategies and organizations that made sense in the early 1980s, became increasingly problematical as the 1990s progressed. Not only were there few synergies between the communications and manufacturing businesses, but as the US moved toward rewriting its communications laws, the two businesses increasingly became obstacles to each others growth. Still, CEO Robert Allen's announcement on September 20, 1995 that AT&T would be restructuring took nearly everyone by surprise.

On September 20, 1995, AT&T announced that it was restructuring into three separate publicly traded companies: a systems and equipment company (which became Lucent Technologies,) a computer company (NCR) and a communications services company (which would remain AT&T.) It was the largest voluntary break-up in the history of American business.

The new AT&T began evolving from a long distance company to an integrated voice and data communications company. The company successfully launched an Internet service, AT&T WorldNet® Service and expanded it over the years both to manage ever-increasing volumes of internet protocol and other data traffic, and to establish direct local connections to business customers. By mid-2000, AT&T had three rapidly evolving networks- data, broadband, and wireless, and four separate businesses-cable, wireless, business, and consumer. And in 2000, the volume of data traffic for the first time exceeded the volume of voice traffic on the AT&T network. In October 2000, AT&T announced that it would restructure over the next two years into a family of separate publicly held companies: AT&T Wireless, AT&T Broadband, and AT&T. In this way, each business could best obtain the capital structure needed to fund its growth. 

With the completion of the restructuring, David W. Dorman succeeded C. Michael Armstrong as Chairman and Chief Executive Officer of AT&T in November 2002.

As Dorman assumed leadership of AT&T, the global telecommunications industry entered an era of unprecedented chaos and instability – marked by oversupply, fraud, a complicated regulatory environment and nonstop pricing pressures. Combined, these forces led to an industry meltdown in which numerous bankruptcies, defaults and business failures occurred; investors lost billions and countless workers in the communications sector lost their jobs. To address the dynamic environment, Dorman led an aggressive strategic transformation to fundamentally reshape AT&T – to evolve from a consumer-oriented voice company to an enterprise-focused networking company. 

In January 2005, the most profound aspect of AT&T's ongoing transformation was announced: the pending $16 billion merger with SBC Communications to create the industry’s premier communications and networking company. Through this deal, the people of AT&T have the opportunity to build the defining entity in global communications for the 21st century – a company capable of delivering advanced networking technologies and a full suite of integrated communications services throughout America and around the world.

Capabilities 

     AT&T’s core business includes IP-based communications services to business, high-speed DSL Internet services, local and long distance voice, and directory publishing and advertising services. One of its key businesses though, has always been long distance telephone service and manufacturing operations; but since the anti-trust ruling which opened the market to new players, they have become intensely competitive businesses. 
AT&T owns and operates world-class local, national and global wireline, wireless and IP/data networks, including one of the world's most advanced and powerful IP backbone networks, which uses Multiprotocol Label Switching (MPLS) technology to enable seamless integration of multiple networking technologies.
AT&T Labs has a long history of innovation, with thousands of patents issued or pending worldwide, and is a successor to a heritage that produced seven Nobel Prizes. AT&T is also a leader in 3G wireless technology, launching the first widely available service in the world to use HSDPA technology. Researchers and engineers at AT&T Labs have developed some of the world's major technological inventions, including the transistor, the solar cell, the cell phone and the communications satellite. These groundbreaking technologies have enabled today's computers, electronic devices, mobile phones & VoIP.

AT&T Labs has been an industry leader in the development of DSL and other broadband Internet transport and delivery systems, wireless data networks, and new technologies and applications for networking and enterprise business needs. In the summer of 2006, AT&T launched one of largest U.S. deployments of next-generation routing and optical networking technology. This upgrade immediately quadrupled the routing capacity of key portions of our IP backbone, which sits on one of the nation's most modern and sophisticated photonicly switched long-haul fiber networks.
The company's U.S. networks include: 
· 65.4 million access lines. 

· 12.9 High Speed Internet subscribers. 

· Access to more than 49,000 Wi-Fi hot spots in more than 81 countries. 
· Superior spectrum availability in the nation's top 100 markets. 

Problem

For much of its history, AT&T and its Bell System functioned as a legally sanctioned, regulated monopoly. The changes in telecommunications during 1970s and 80s eventually led to an antitrust suit by the U.S. government against AT&T. The suit began in 1974 and was settled in January 1982 when AT&T agreed to divest itself of the wholly owned Bell operating companies that provided local exchange service. Divestiture took place on January 1, 1984, in place of Bell Systems, was a new AT&T and seven regional Bell operating companies (collectively, the RBOCs.)

It is so tempting to nail the downfall of AT&T right on the head of leader C. Michael Armstrong, however the tragedy of AT&T goes back to that 1984 breakup of the Bell System. It is at least partly attributable to changing technology, shifting regulation and dumb strategic moves company wide, and only a little to do with Armstrong's frantic maneuvers and ricocheting vision. At its core, the company's troubles have everything to do with people — and the consistent failure of AT&T's leadership to see that. AT&T was split into four pieces — a wireless company, a cable company, a consumer services company and a business services company. Since the split, analysts and business leaders pretty consistently believe that AT&T, as an important, powerful force in American industry, is done. Armstrong was hailed as aggressive, energetic, fast-moving — everything AT&T supposedly was not. But what AT&T needed wasn't necessarily what hard-charging Armstrong gave it — layoffs, cost cutting, reorganizations and $100 billion in deals to buy cable companies. What AT&T so desperately needed — what it had lost — was a reason to be.

For decades before 1984, AT&T and all the people in it had a purpose to provide universal service — telephone service for all, whether rich or poor, urban or rural — and to create the world's best national communications system. It was AT&T's organizing principle, and corporate philosophy. It was why talented people came to the company and why they stayed. It was why investors bought the stock and kept faith in it.

In 1984, an antitrust suit from the US Government forced AT&T to split into seven local telephone companies and one other company, called AT&T, which would be the long-distance company. There's nothing to regret about this. It opened the way for a U.S. communications industry that is today monumentally stronger than if the AT&T monopoly had continued. But the split shattered AT&T's purpose. In a newly competitive industry, public service was out. AT&T no longer new what it stood for, and none of the subsequent CEOs — Jim Olson, Robert Allen, then Armstrong — addressed that. "Nobody managed the culture after there was no longer a reason to come to work," Isenberg says. AT&T began to break up even more of its businesses. For example, AT&T Labs spun-off Lucent Technologies, which ended up doing extremely well on its own, free of the corporate shackles of AT&T. That also means that the smaller independent units did not consolidate revenues for AT&T anymore either. As a result, the company often lost the opportunity to capitalize on its innovations.
Worse, the company continually made it hard to want to be a part of AT&T. There were the rounds and rounds of layoffs. There were the big, misguided mergers (buying NCR, McCaw Cellular and later cable company Tele-Communications Inc.), followed by even bigger undoings of those same big mergers (spinning off NCR; now spinning off wireless and cable properties). Life at AT&T was like constant turmoil with internal competition for what remained of the telco giant. Hordes of talented people fled. Those who stayed don't particularly know what to strive for. Customers don't quite know what kind of company they were dealing with. Investors weren't sure what to make of the stock.

Armstrong had the deck stacked against him. He was an outsider, so it would've been hard for him to truly understand AT&T. Not that he seemed to try: Within months after joining the company, he cut his first major deal, then kept them coming. He skipped understanding and went right to action. He had to do something in a hurry, not rebuild AT&T brick by brick over 20 years. "There was tremendous pressure to lead, with an exclamation point," says Jim Collins, author of the bestseller Built to Last, who is writing a book about how good companies become great companies. "It was a recipe for disaster."

He adds: "Instead of re-finding a sense of purpose, AT&T tried to blindly substitute charismatic leadership. That goes nowhere." If evidence is needed that Armstrong missed the point on people, it's in his letter to employees the day the split was announced. It's a happy-talk letter, ignoring the anxiety the split is causing and justifying his actions. "This is the next logical step in the transformation begun three years ago," he writes, as if all along this desperation split-up was part of his grand plan. 
Solution
Prior to the Bell South merger, AT&T was suffering losses in subscriber numbers and revenue. Although today it has become one of the largest global telecommunications holding companies under the new name of AT&T Unity. Although our financial figures purposely focus on the AT&T Company proper (before its acquisition by SBC) to demonstrate AT&T as a failure case, we believe that the acquisition by Bell South (SBC) may very well be their saving grace. They have concealed the nature of the acquisition as a merger, and often even insinuate that AT&T is acquiring Bell South, but if you really dig down it is not difficult to discover that SBC acquired Bell South because of its troubled financial situation, fueled by the lack of direction and year-on-year loss of wireless, phone and internet subscribers due to more attractive and targeted services from competitors. Since the so-called “merger” though, AT&T seems to be back on track. The 3-Screen concept for example, stands to make it a market leader if they in fact can offer unique and interesting services based on the premise of consistent content delivery on each of the three major screens consumers use (phone, PC, TV). In addition, their stock has recovered and sales seem to be once again growing. In order to maintain this growth and reverse the damaging effects of the past 16 years, the company must emphasize the AT&T Unity as an internal strategy more than anything. Perhaps this will inspire innovation and instill its employees with a sense of relief that AT&T has finally found its direction for the 21st century.

Summary
In this report, we looked at two companies who have been key players in the development of both computer technology and telecommunications. They share certain similarities, and certain important differences. Each has contributed innovations in both categories, and each has had a once successful PC business that they chose to get rid of either through its sale or spin-off into an independent business unit. Each also faced immense obstacles and a decision to split up or stay together as a result of the dot com bubble burst. Where they differ is that AT&T chose to split up and was unable to recover on its own accord, and lost many of its core business innovations and talented employees as a result. IBM on the other hand, faced a similar split and chose the tough road of staying together; and the decision paid off.
Appendix
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Exhibit 1 – IBM Drops PC Business
Photo courtesy of: http://www.theeagle.com/businesstechnology/photos/121204ibm2.jpg
Exhibit 2 - A look at IBM’s Unique Marketing 

Products
	IBM delivers on demand solutions through the following business segments:

	Hardware
Servers 
Storage
Personal systems
Printing systems
Retail store solutions
Software
Connect operating systems, business processes, and applications seamlessly.

Services
Comprehensive IT services integrated with business insight to reduce costs, improve productivity, and assert competitive advantage.
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	Financing
A leading provider of financing and asset management services to companies selling or acquiring IT related products and services.


Research
Innovative technologies that produce leading-edge solutions.

Technology
Develop, market and deliver leading chip technologies and services.




Price

IBM’s price point is typically in the high-end and professional range for both their business consulting services and hardware (such as storage & servers). However, they also challenge other professional server & solutions providers through offerings aimed at small businesses; in direct competition with one of Microsoft’s key target markets.
 For example, the new IBM iSeries 520 server, launched in 2006, carries a starting price of $21,921.

Place

IBM has taken pride in offering its products and services internationally since 1924 when it expanded both geographically and functionally, including the completion of three manufacturing facilities in Europe. It has realized international strategy through a philosophy of diversity. According to Ron Glover, IBM’s VP of Global Workforce, “what IBM seems to have figured out early on is that talented people can be found in every part of the human family, that things like race and gender, language, sexual orientation, whether you're disabled or not -- that these things are not true indicators of whether you are talented.”
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Promotion

Advertisements by IBM are usually simple, matter of factual and strategically placed. They mainly state the functional capabilities, price-point advantage, or superior customer service as reasons for buying. The appendix gives a closer look at how IBM ads have evolved over the years. Occasionally they also use larger platforms such as acting as the sole solutions provider for the 1998, 2000 & 2002 Olympics.
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Exhibit 3 - Vintage IBM Corporate Ad (1960)
Photo courtesy of: http://www.vintagecomputing.com/index.php/archives/58
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Exhibit 4 - Vintage IBM PC Ad from Time Magazine (October 26th, 1981)
Photo courtesy of: http://www.vintagecomputing.com/index.php/archives/58
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Exhibit 5 - IBM WorkGroup Printer End-users Promotion (2005)
Photo courtesy of: http://www.netcraft.com.mo/WhatNews/current.htm
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