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As many as half of all the world’s IT suppliers will disappear over the next two years, according to leading market research firm Gartner. They will be acquired or they will simply go out of business.

This bad news is the most prominent of Gartner’s top ten predictions for 2002. It is not alarmist. It makes perfect sense. It is merely an acceleration of a process that has been continuing for some time, and which remains the key dynamic of an IT industry still struggling to come to terms with the New World of the new millennium.

“To put this chilling prediction in context,” says Gartner’s report, “in the previous three boom years of 1998 to 2000, 28 per cent of the leading global software vendors were merged or acquired.” Add to that what has been happening in the hardware area, and it paints a picture of unhappy days for many people in the IT industry.

I have seen it happen in my own work. I used to work for Gartner after it acquired my own research company. At both those organisations my clients were mostly the major hardware and software suppliers. Every year it got harder and harder, because my key customers became fewer as they gobbled each other up.

I used to count Tandem, DEC, Compaq, and HP as clients. Now they are two, and possibly soon to be one. I used to sell my market research data to a dozen different mainframe software companies – now only Computer Associates, BMC and Compuware are left. There were once dozens of applications software providers, but they are gradually disappearing as well. There were lost of different databases and operating systems and hardware architectures, and now there are very few of each.

Now Gartner is telling us that the process is far from over. It will continue further as user spending stays flat. There will continue to be what Gartner euphemistically calls “major market discontinuity”. But it will not all be bad news – there will be many bright spots amid the gloom.

One key growth area will be in what Gartner calls “information exploitation”. “Defence, intelligence and US homeland security agencies will fuel global R&D spending in intelligence, security and authentication.” The resulting innovations will fuel a boom in business activity, says Gartner, but not until 2005 and 2006. “Exploitation of information, innovation and business boom will require hefty collateral investment in collaboration infrastructure, applications and media.”

This is fine, but it doesn’t really change the big picture. A key aspect of “collaboration infrastructure” is implementing systems that easily work together, which means a fair degree of standardisation. That means fewer architectures and fewer suppliers.

Internal and economic forces, says Gartner, will shape IT spending over the next few years. There will be a much greater focus on short-term fixes than on long-term solutions. Users will be cutting back on discretionary spending and looking for much quicker returns on their IT investments.

“Businesses will emphasise tactics over strategy, bottom line over top line, and operating budgets over capital budgets.” This means an increased emphasis on what are known in the industry as “point products” – applications or technologies designed to fix a specific problem, rather than the massive architectural approach that typified some of the major IT projects of the 1990s.

It also means a continued growth in outsourcing and in services generally, as user organisations offload as much of the worry about IT infrastructure as they can to specialist organisations. As Gartner briefly notes, this is good for IT is this part of the world.

“Many Asia/Pacific countries will increase their share of global IT spending as they shift towards services.” As hardware and software purchases become a smaller and smaller component of total IT expenditure, those companies that supply such them will become less important, and services companies will become more important. Services companies tend to be locally based, while hardware and software companies are disproportionately based in the USA, so the relative strength of the US IT industry compared to the IT industry in the rest of the world will decline.

Gartner believes the Web will continue to grow in importance as an increasing number of consumers go online. Online purchasing grew strongly last year, a fact largely hidden by the dot com crash – Amazon reported its first ever quarterly profit last month. Consumers are gradually shedding their reluctance to provide credit card details over the Internet, and micropayment systems are beginning to be implemented. Higher bandwidth and an increased range of applications are continuing to drive consumer acceptance.

So, it’s doom and gloom mixed with light and hope. The bottom line remains the same – the massive amounts of money being spent on IT around the world each year (Gartner estimate $US3 trillion) will still be spent. But growth rates have permanently slowed, and the wealth will be very differently distributed.

Picking winners and losers is never easy. Smarter people than you and I, and that includes many Gartner analysts, have often got it wrong. But anyway you look at it, it’s a very different industry now than it was two years ago. Welcome to the future.
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