Philipson column for 6 August 2002 
The new Hewlett-Packard is now in existence. We have just finished the first quarter of trading since the two companies officially merged on 3 May 2002. The dust has settled, and we are beginning to get a glimpse of what the combined HP/Compaq will look like.
Terry Shannon is an industry analyst who once specialised in tracking Digital. When Digital was acquired by Compaq, he became a Compaq specialist. Now, as you might expect, he has become an HP watcher. Shannon visits Australia regularly to talk to users about their vendor’s direction.

Shannon for one is glad the merger is over. “It was an eight month Silicon Valley soap opera,” he says. “It cost $US250 million, which was more than the last US presidential election.” Shannon was referring to the ugly battle between HP boss Carly Fiorina and the HP old guard, led by son of founder William Hewlett, over whether the merger should have happened at all.

Shannon has no doubts on the matter. “If the two companies had not got together,” he says, “IBM would have had Compaq for breakfast and HP for lunch.” He believes that both companies learnt a lot from the botched Compaq takeover of Digital. “Those guys wasted a whole year getting their act together. HP and Compaq had everything in place on day one – they had all the people in place, and they hit the ground running.”

In the last couple of months I have spoken to many senior HP people, including many who came from the Compaq side of the fence, and I believe Shannon is right. There are no doubt still many people disaffected by the deal, but they are not to be found amongst those charged with making it happen.

How will the new HP differ from the old? The most obvious area is in the merging of the two companies’ product lines. The PCs are easy, because they share the same architecture, but the server range is a bit more problematical. Compaq, as a result of its acquisition of Digital, and before that Tandem, was selling Intel-based servers, Unix servers, VAX servers (ex Digital), and non-stop servers (ex-Tandem). HP had Intel-based servers and Unix servers.
The Intel servers are commodity devices, and will integrate as easily as the PC product lines. Compaq had become an also-ran in Unix servers, and its Tru-64 Unix will be incorporated into HP’s HP/UX. Compaq’s Michael Capellas is on record as saying that the future of Unix is Linux, so expect to see HP move in that direction, as IBM is doing.

The VAX machines will continue to be supported, but will continue their inevitable decline. Shannon says rumours of its death are greatly exaggerated, but I reckon it has about as much future as the Alpha chip, which Compaq killed last year. The other product line is the ex-Tandem non-stop gear. It’s very good, and its customers are very loyal, but HP will have to ensure it is given the priority it deserves. It looks like being the one architecture that will really be able to differentiate HP from its competitors.

The other major product areas are printers, where HP is dominant and very profitable, services, and software. Printers are easy – Compaq had little in that area, but the other two are slightly more problematical. Neither HP nor Compaq was able to rival IBM or companies like EDS or CSC in the services arena, despite Compaq having bought Digital largely on the strength of its services offerings. But the sheer size of the new organisation should give it some leverage in services it has not had before.
Which brings us to software. Analysts are split over the new HP’s software offerings. HP itself plays them up, of course, pointing out that HP’s software offerings, if hived off into a separate company, would be the world’s fifth biggest (after Microsoft, IBM, SAP and Oracle). But HP does not have a database, it does not have applications, and in middleware it has retreated from its Bluestone acquisition and partnered with BEA. There is much speculation that HP could end buying BEA, which would make a lot of sense.
HP’s software flagship is its successful OpenView systems management suite, which it is extending significantly. With as many software platforms to support as IBM, HP is in a great position to make OpenView a truly cross-platform management product, used by sites not necessarily running HP hardware or operating systems. Combined with the strengths of the non-stop hardware, that could make HP a real force in large data centres.

HP is also making a virtue of its “agnosticism” in the increasingly important web services arena. With Sun’s Java in one corner and Microsoft’s .NET in the other, it believes it can integrate any environment. Trouble is, so can IBM, whose WebSphere line is proving much more successful.
On balance the new HP has a lot going for it. It is only a little smaller than IBM, and much bigger than any other rival. The early indicators are good, but the real proof will come in 12 or 18 months time, when the merger becomes a memory and we are back in the day-to-day. We will know by then whether history will judge it a success or not.
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