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Last week IBM released its annual report and financial figures. Revenue for the year was $US85.9 billion, down from $US88.4 billion in 2000. It is the first time that IBM has ever gone backwards.

For over a decade now I have tracked the annual revenues of the major computer suppliers. These figures tell you a lot more, over time, than share prices, profits, or the quarterly figures that everyone makes so much of. A company’s revenues are ultimately what determines its place in the industry compared to its competitors.

IBM remains the largest computer company by far. Its closest competitor is Hewlett-Packard, which is a little over half IBM’s size, with annual revenues last year of $US45.2 million, down from $US48.9 billion in 2000. Third is Compaq, which last week announced 2001 revenues of $US33.6 billion, significantly down from $US42.2 billion in 2000. IBM and Compaq use the calendar year as their fiscal year, while HP reports on a year ending in October.

Add HP and Compaq together, as both companies are trying to do with their planned merger, and you get a company with combined revenues of around $US78 billion, within striking distance of IBM. As I wrote last week, there is now a very good chance that this merger won’t happen, and even if it does it is unlikely that the whole will equal the sum of the parts.

The other major IT systems player is Sun, which saw its revenues grow last year from $US15.7 billion to $US18.3 billion, in a reporting year that ends in June. Sun is thus growing while its rivals shrink, but it is still much smaller.

It has been fascinating to plot these figures over time. At the beginning of the last decade IBM was massively larger than all its competitors combined. It had revenues in 1991 of $US59 billion, compared to $US15 billion from HP and $US14 billion from third-placed Digital Equipment Corporation (DEC). It could reasonably be argued that DEC was number two, as a decent proportion of HP’s revenues came from its instrumentation group, which was spun off as a separate company called Agilent a few years ago.

In 1991 Sun and Compaq were minnows, each with annual revenues of about $US3 billion. Sun grew comparatively slowly, reaching $US10 billion by the end of the decade. But Compaq exploded, reaching $US20 billion by 1996. Compaq’s growth in the first half of the 1990s was one of the great IT success stories of the decade, culminating in its takeover of DEC in 1998.

DEC’s revenues were static throughout the 1990s. It was six times bigger than Compaq at the beginning of the decade, but only half as big just eight years later. Compaq acquired DEC, suddenly became a $US45 billion company, and has seen its revenues shrink ever since. Its most recent revenue figures are almost the same as those it posted the year it acquired DEC, which means that in effect a company the size of DEC has disappeared in just three years.

Now all the major vendors, Sun excluded, are going backwards. It’s amusing reading the annual reports and press releases in which the presidents and their spin doctors explain what is happening. They concentrate on the good bits and gloss over the bad. IBM’s Lou Gerstner sees a “solid finish to a demanding year”. Its “diverse business portfolio” allows it to “overcome weaknesses in certain areas and still deliver strong results.”

HP’s Carly Fiorina talks of “sequential revenue growth”, which means merely that HP sold more in the last quarter than in the third quarter (never mind that revenue was down a whopping 20 per cent on the same quarter last year). She calls this “executing well”. HP, says Fiorina, “met many of the objectives we set for HP” during the year. And failed to meet others, presumably.

Compaq had a truly disastrous year, but you wouldn’t know it from what CEO Michael Capellas had to say when its results were announced. The word “sequential” is used six times on the first page of Compaq’s press release, which means that Compaq could find little good to say other than that the fourth quarter was not as bad as the third.

“Our fourth quarter results clearly demonstrate Compaq’s strong focus on execution and solid market momentum,” quoth Capellas. “There is still work to do, but we have made significant headway.” The press release then focuses on cost reduction and makes the remarkable observation that this is “the seventh consecutive quarter that the company has generated cash from operations.” Wow.

The truth of the matter is that all the major systems vendors are in big trouble. Whole areas of the industry are a wasteland, and no amount of clutching at golden straws can disguise the fact. It is virtually impossible to make money out of PCs, or indeed out of any sort of hardware. Software companies are doing better, but it is very much hard times all round.

HP’s and Compaq’s problems, whether they merge or not, will not go away. IBM will remain number one for a very long time, and has done a much better job than the others at reinventing itself in recent years. Sun will continue to grow, and upstart Dell will make it unto the rung of major systems vendors in the next few years.
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