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The popular wisdom regarding Hewlett-Packard’s takeover of Compaq is that it is a done deal. It is not. As we Australians have slept through the summer somnolence, events have occurred that make the much-anticipated biggest deal in IT history seem much less likely to go ahead.

The stakes are high. If the deal does proceed, the consequences will be profound. If it does not, they will be even more so. It will be an interesting year for both companies and their long-suffering investors and employees.

The deal was announced by HP CEO Carly Fiorina in early September 2001, just a week before the US terrorist attacks. The plan was that HP would buy Compaq for $US25 billion, creating a company about the size of IBM. It was announced as a “merger”, as most deals are, but the combined company is to be called Hewlett-Packard, rather than Compackard or something, and Ms Fiorina is to be in charge.

Right from the start opinion has been divided on the merits of the deal. On one side are the boards of both companies and many analysts, who believe that the synergies between the companies are there, and that only a company of the size of both can compete in an industry that is increasingly commoditised. Size is important, runs this argument, and the combined outfit will bring economies of scale and a combination of products and services which will ensure success in the vastly changed economic and technological environments of the new millennium.

But many people are of the opposite opinion. As you would expect, this includes many analysts, who believe the synergies are simply not there, and that efficiently combining two such large organisations is simply impossible. There is much to support this view – Compaq itself became so large by acquiring Digital Equipment Corporation (DEC) in 1998. It has struggled ever since, suffering the largest bout of corporate indigestion in IT history. Previous megamergers, like that between Burroughs and Sperry to form Univac in the late 1980s, and AT&T’s disastrous acquisition and subsequent divestment of NCR shortly afterwards, have been spectatcularly unsuccessful.

But analysts will always differ, and it is not they who make the decisions. The most vocal, and influential, criticisms of the HP-Compaq deal have come from the children of HP’s legendary founders David Packard and William Hewlett. Walter Hewlett and David Woodley Packard and their families control a hefty 18 per cent of the shares, and regard themselves as the inheritors of the “HP Way”, a corporate philosophy that enshrined the principles of full lifetime employment and staff empowerment.

The original Hewlett and Packard remain more revered than any founding fathers in the IT industry – more than Steve Jobs of Apple or Thomas J.Watson of IBM or Ken Olsen of DEC. Their offices are still as they left them, shrines to the HP Way. Many of the “synergies” that would come from combining HP and Compaq would come through massive layoffs, reckoned by most analysts to be at least 20,000 people – well over 10 per cent of the combined workforces. Sackings of that magnitude are total anathema to believers in the HP way, and form the basis of the younger Hewlett’s and Packard’s objections. As might be expected, many of the staff of both organisations agree.

These objections have now achieved much more than nuisance value. The value of both stocks have plummeted since the announcement, and external events have conspired against them. The IT market has slowed greatly in recent months, and a cyclone in Taiwan played havoc with Compaq’s supply chain. The 11 September terrorist attacks have not helped, nor has Fiorina’s increasing unpopularity.

She has been at the helm of HP for a couple of years now. She is a dynamic outsider, the antithesis of former CEO Lew Platt, a low-key technocrat. She has instituted management and structural changes that have shaken HP to its foundations. She is most definitely not an adherent of the HP Way, which has put an increasing number of people offside. To a large and growing number of people, the planned takeover of Compaq is simply the last straw.

None of which would have mattered much if that was all there is to it. But it isn’t. Employees don’t vote on the deal, but shareholders do. Traditionally they have done as the board has advised. There are increasing signs that this time many of them will not. Some have been swayed by the arguments of the younger Hewlett and Packard, but others are starting to seriously doubt the synergies.

Investors are ultimately swayed by the current and perceived future values of their investments, and the signs are not looking nearly so good as they were. There are increasing concerns about how the two companies will be brought together, the effect of the inevitable layoffs on staff morale, and on how all this will effect overall shareholder value. There is now a very real possibility that a majority, or a large minority, of shareholders will vote against the deal, which will almost certainly force Fiorina’s resignation and leave Compaq, which needs the deal much more than HP, out on a limb.

Last week Fiorina said that if the deal did not proceed HP would have to fire more people than those that would be lost through rationalisation, and that it may have to get out of the PC business all together. And the board has made public a strong letter it was written to Walter Hewlett upbraiding him for his opposition to the deal. It’s become a very public and very ugly “he said, she said” argument that has raised the stakes and the temperature of the debate considerably.

Whether Compaq and HP join forces or not ultimately matters very little to the industry as a whole. But it means an enormous amount to those involved. Reputations, fortunes and careers hinge on the outcome. Happy New Year.
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