Philipson column for 21 August 2001 

Terry Shannon is a computer industry analyst who makes a good living from doing just one thing. He watches Compaq. He tracks the company’s technology, people and strategies, providing an independent view of one of one of the world’s Big Four systems vendors (the others are IBM, Hewlett-Packard and Sun).

I caught up with him in Sydney recently. He’s a peripatetic individual, travelling the world regaling Compaq users and insiders with his views of the company’s future. And like all good analysts, he’s not afraid to say what he thinks. Generally he thinks Compaq is on track, though all is not roses.

Compaq is an interesting company. It was founded in 1982 to make copies of the IBM PC, the genesis of which I wrote about in this column two weeks ago. It made the Fortune 500 faster than any company in history, and grew fat on the PC boom of the late 1980s and early 1990s. Then it faltered in the face of the new breed of cheap PC clones, before bouncing back impressively with a massively reengineered production process that beat the cheapies at their own game.

In the first half of the 1990s Compaq grew impressively, gradually shedding its PC image and moving into larger systems. It bought Tandem, a company best known for its fault-tolerant computers used by banks and the like, in 1997, and then it really came of age when it bought Digital Equipment Corporation (DEC) the following year.

Or so it thought. The story of Compaq since its acquisition of DEC has been the story of massive corporate indigestion and its consequences. DEC was once the industry’s second largest company, having virtually invented the minicomputer, but it languished in the 1990s through poor marketing and constant failures to come to terms with PCs. It was once many times larger than Compaq, but at the time of acquisition the two companies were roughly the same size.

The new company was supposed to combine the strengths of each – Compaq’s dynamism and PC dominance, and DEC’s strong customer base and services capabilities. Instead, as often happens, the new Compaq ended up with the worst of both worlds. It has taken three years to sort things out, during which time Compaq has dropped off the pace while its rivals have grown.

Terry Shannon believes the transition period is just about over now, and that Compaq has many strengths. Before the acquisition he was a DEC watcher, so he understands the nature of the culture Compaq attempted to digest better than many Compaq people. (Compaq people don’t have a name. DEC people used to be called “Digits”. Many of them left when they refused to be Compaqted).

“Compaq’s greatest strengths are its intellectual property and its strengths in high-end systems,” says Shannon. He told me that its people are a great strength too, but that is true of every company. “Its historic strength in PCs no longer means much because there are no margins in that business, though it is now doing very well with its Ipaq PDA (personal digital assistant).

“Its strengths at the high end and at the low end, and in networking, mean it’s in a good position to leverage the coming wireless boom. Its high end servers are especially strong, and it will be a major force in the next generation of servers, which will be built around cheap parts put together in clever ways.”

This is in spite of Compaq’s recent announcement that it would discontinue the Alpha chip, an impressive processor it inherited from DEC (see this column, 10 July 2001). Alpha was a fine chip, agrees Shannon, but it didn’t have critical mass and Compaq was right to let it go.

“A lot of people were upset with this decision,” he says, “but they should just get over it. It would have cost Compaq too much to continue to develop it in the face of Intel’s strengths, and those resources are better spent elsewhere.”

I asked Shannon about his views on Compaq’s VMS operating system, also inherited from DEC. VMS was the operating system used by DEC’s well-known and popular VAX computers, and popular wisdom had it that it would go into a severe decline after the acquisition. Shannon believes it still has a long life ahead of it.

“The number of VMS licenses is growing slightly, and as many people are moving to VMS as are moving away from it,” he says. “It is taking up a smaller proportion of the server operating system base, but it is not declining in absolute terms.” The same is true of IBM’s OS/400 operating system. It and VMS don’t get much publicity anymore, but like IBM’s mainframe operating systems they maintain a loyal following in the face of the Unix, Linux and Windows NT onslaught because of their proven stability in high end “mission critical” applications.

All in all, Shannon gives the new Compaq/DEC a good report card, though he still thinks the company could do a lot better at getting its message across. “Compaq has returned to growth and profitability, but its marketing still lets it down.”

Maybe it should let Shannon do the talking a bit more often.
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