Philipson column for 20 November 2001 

The events of 11 September have done the IT industry no good. But they have given the analyst companies and industry commentators more to write about. Difficult times, indeed.

The terrorist attacks in the USA provided a theme to Gartner’s annual talkfest up in Brisbane a couple of weeks ago, and has given a major boost to disaster recovery merchants. It is an ill wind turns none to good.

The IT industry, like much of the world’s economy, was not in good shape before recent events. Now that we have a couple of months to reflect, and the benefit of much analysis, what can we say about the likely effects on the worldwide computer industry over the next couple of years?

First, let’s look at what would have happened if the twin towers still stood and the Pentagon’s walls remained unbreached. Things were already looking pretty sick. Worldwide PC sales (and the sales of hardware generally) were way down, and the reverberations of the dot com crash last year were still resonating throughout the industry. Bellwether companies like Cisco and Lucent and Hewlett-Packard were all in trouble, and even Microsoft had seen its profits plummet.

Two weeks ago Meta Group, one of the leading analyst companies, released its annual Worldwide IT Trends and Benchmark Report, a five-volume whopper based on extensive polling of major user organisations around the world. Though released after September’s suicide attacks, its data was compiled in the months beforehand.

The report predicts declining IT spending in 2002, in the US and worldwide. This is the first such decline the report has predicted in its seven years of operation. “IT organisations are rebalancing their budgets by cutting discretionary spending, while keeping the ‘run the business’ portion of budgets intact,” says Dr Howard Rubin, Meta Group research fellow. “We’re seeing a majority of IT budgets going towards core spending such as infrastructure development, data centres and operations, with a continual focus on cost reduction.”

Meta found there was still a lot of new development going on, mainly in web-based technologies. It also made the observation that while reduced IT staff numbers had led to increased productivity, it was probable that such productivity improvements were not likely in the future, as staff were already strained to the limit.

Forrester Research takes it a bit further, talking of a “crippling recession” in the IT industry, even before the events of 11 September. According to Forrester’s Bruce Temkin, the technology binge was ended by four different factors:

· A corporate liquidity crunch, as a result of rising interest rates in early 2000, which slowed investment by the end of the year. The subsequent fall in interest rates has not yet translated into greater spending.

· Consumer PC saturation. Most households that wanted a computer already have one, and even older machines can handle email and web surfing.

· No more spending by dot com companies. Venture capitalists had invested more than $US125 billion into new Internet companies over 1999-2001, much of which was spent on leading edge technology. Much of that demand has now evaporated.

· A telecommunications capacity glut. There is now much more backbone bandwidth than users can access, partially because of poor regulation and planning. Prices have dropped while equipment remains unused.

Forester forecasts that the IT industry will remain flat until 2003, but that the recovery will see a vastly different industry than that which went into the recession. The report makes interesting reading, and is available for free on Forrester Research’s web site (www.forrester.com) to anybody who registers online (this means you may get emails or sales calls from the company).

IDC believes that the industry will recover earlier, in 2002. But this is largely because it believes 2001 will end up being a worse year for the industry than does Forrester, therefore leaving more room for improvement. IDC singles out hardware as a part of the industry particularly affected, because hardware upgrades are one of the easiest things to defer when times are tough.

All these analysts have said that recent events have simply added to the significant problems that already existed. Their competitor Gartner, the largest of the IT analyst groups, has made quite a big issue of the terrorist attacks, talking in terms of a “war economy” and issuing a range of reports on the subject for its clients. Gartner says that a war economy is beyond the institutional memory of most of its clients (as indeed it is for most of Gartner’s analysts).

The titles of some of these reports will give you a flavour of the contents: “How to prepare for the campaign against terrorism”, “Using the Internet to distribute operations in wartime”, “Safeguarding the workforce in uncertain times”, “Telecom challenges in the face of global terror”, “Protect your infrastructure in wartime”, and the like.

I commented a few weeks ago that the computer industry had matured, and that even in good times things would never be the same again. That is even truer now, but what passes for a “crippling recession” in IT would be still be welcomed by many other parts of the economy.
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