Philipson column for 17 June 2003 
Two months ago in this column I wrote about the rationalisation in the computer industry – how there are fewer and fewer companies, and fewer and fewer architectures, and fewer and fewer standards. The trend continues apace, particularly in software.
Things are really hotting up in the high end applications software market. This area used to be called ERP (enterprise resource planning), but the phrase has become unfashionable in recent years. Some people call it enterprise applications, some people call it e-business, some people call it financial management information systems. Whatever you call it, it’s on the move.

Peoplesoft, the third largest supplier in this market, has announced its intention to buy JD Edwards, ranked number five. The deal is worth $US1.6 billion, and would see the combined company with $US2.8 billion in annual revenues. The consensus amongst the analyst community, and with customers, has been that it’s a good match, because the two companies’ product lines and user bases are nicely complementary. JD Edwards is strong in manufacturing, and Peoplesoft in finance.

But then along came Oracle’s Larry Ellison. Oracle is best known for databases, but it is also the second largest enterprise applications player. Last week Ellison announced a hostile bid for Peoplesoft, worth about $US5 billion. It’s all getting very ugly.

It is by no means certain whether Oracle will end up with Peoplesoft, or whether Peoplesoft will end up with JD Edwards, or whether Oracle will end up with them both. Hostile takeovers are not usual, nor generally welcome, in Silicon Valley, partly because of the uncertainty they engender. If Peoplesoft becomes a takeover target and a bidding war ensures, other players could enter the market.

There are, realistically, just two other companies large enough and interested enough to be interested. One is SAP, the German giant of the industry, which has been number one since the early 1990s. And the other is – you guessed it – Microsoft, which has shown its hand in recent years with its acquisition of enterprise applications companies Great Plains Software and Navision. Bill Gates wants to be as dominant at the high end as he is on the desk top.
Whatever happens, we will see a significant rationalisation of this crowded market. This was always going to happen, the only question has been just who will acquire who, and when. It looks like some of those questions will be answered in the next few weeks. At least Ellison is practicing what he preaches – he said at a conference a few months ago that there were about 2000 companies in Silicon Valley, and that 90 per cent of them would be gone in a couple of years, broke or acquired.
Enterprise applications software is a very important part of the IT industry. Everybody has a general ledger and accounts payable and receivable, and most people are running human resources software. Then there is a whole range of other applications, many of them industry-specific.

There is manufacturing software, supply chain management software, customer relationship management software, and a whole heap of others. Increasingly, these applications are integrated, either as one large applications suite, or by using EAI (enterprise application integration) software.

The market was very strong in the 1990s, as people moved away from writing their own software and towards packages. They were boom years for companies like SAP, Peoplesoft and Oracle, but there was so much business that a host of smaller vendors also did very well.
Australia has some significant players in this market. Mincom is our largest software company, very successful internationally in the mining and utilities industries. Technology One has also been very successful in Australia, and has now gone international. Both are based in Brisbane.
After the boom years of the 1990s, when there was plenty of business for everyone, the market has now slowed considerably. The Y2K issue helped many of them a few years ago, as people accelerated their upgrade plans before the Big Bang, but afterwards the suppliers were left to cope with a mature and saturated market, with little revenue from new business. It became a replacement market, and most suppliers had to rely on upgrades and service revenue to survive.
Most of the suppliers I know are doing it tough. And at the corporate level profitability, and share prices, are way down. Add to that the fact that many of these suppliers have large and attractive customer bases, and you have a market ripe for consolidation. Big and cashed up companies can easily buy smaller depressed companies.
I don’t think Oracle’s bid for Peoplesoft will succeed, and I think Peoplesoft will end up with JD Edwards. But Oracle’s Larry Ellison is a tough player, and Bill Gates is no pussy either. They both have form, and the only question is whether they buy up more of their opposition now, or later.

graeme@philipson.info
