Philipson column for 2 December 2003 
Last week I had cause to update a table of data I have kept current for the last ten years. I add new figures annually, to a simple spreadsheet I keep of the annual revenues of the major computer systems vendors.

When I started this exercise in 1993, IBM’s annual revenues were $US62 billion. It dwarfed its competitors: HP’s revenues were $US21 billion, Digital’s were $US13.9 billion, Compaq’s were $US7 billion, and Sun’s were $US4.5 billion. Back then I did not include Dell in my table – it was just a PC company, with revenues of a paltry$2.9 billion.
In other words, IBM’s revenues were over $US10 billion more than its top four competitors combined. And those five companies were much larger than anyone else. (An exception could perhaps be made for the Japanese giants, Fujitsu, Toshiba and NEC, but most of their total revenue came from other areas than computers, and even that was largely concentrated in Japan).

Ten years later, the picture is very different. IBM is still largest, with annual revenues of $US81.2 billion. But two of its erstwhile competitors, Digital and Compaq, do not exist any more. Compaq acquired Digital in 1998, and the combined company was in turn acquired by HP last year.

Now the new HP’s revenues are $US56.6 billion, nearly two-thirds of IBM’s size. HP has a different reporting year than IBM, and it is about to close off this year at about $US64 billion. In other words, HP is now about three-quarters of IBM’s size, even after spinning off its instrumentation division, now called Agilent, five years ago.

Number three systems vendor is Dell, with $US35.4 billion in annual revenues, and fourth is Sun with $US11.4 billion. IBM’s three closest competitors are now, in total, substantially larger than it is. Even two of them are.
What do all these figures mean? They tell us a lot about the state of the IT industry, and how it is changing. Most attention is focused on vendors’ share price, but that is a poor indicator of relative performance. Revenues give a much truer picture of the relative importance of a supplier, particularly relative to its competitors, and when tracked over time.

Let’s look at each of these major vendors in turn, and look at what conclusions we can draw from their relative revenue figures for the last ten years.

IBM is having trouble growing. Its revenues topped out at $US87.5 billion four years ago, and have declined every year since. It remains the most broadly based supplier, and has been the most successful in moving into services in recent years. But its absolute and relative decline means it is now just another vendor, unable to set the agenda like it once did.

Every year sees it occupy a smaller and smaller proportion of the total IT industry. It is still very important, and it is hard to see it ever going away, but for some time now IBM has been simply first among equals.
HP, on the surface of it, appears to be the big success story. Even before its acquired Compaq, its growth has remarkable, particularly given its loss of Agilent. But the figures mask some unpleasant realities. One is the very high proportion of HP’s revenues that come from printers, and the other is the fact that over 200 per cent of HP’s profits come from that same area.

In other words, HP’s printers are subsidising the rest of the company, which has lost money for years. And Compaq was in bad shape when HP acquired it, its revenues in freefall after its unsuccessful acquisition of Digital. In fact, Compaq’s revenues declined by nearly as much between 1998 and 2001 as Digital’s total revenues the year before its acquisition.

When you think about it, those are remarkable figures. As recently as 1990, Digital was number two after IBM. That year Compaq was less than one-fifth Digital’s size. Eight year later Compaq was twice as big as Digital and able to buy it outright, but just three year after that, it had downsized by as much as Digital’s total size. Digital went from number two to total oblivion in eight years.

The really remarkable tale is not HP, but Dell. It came from nowhere (its revenues in 1990 were well under $US1 billion) to number three in no time at all. Dell is no longer a PC vendor – last year it was the world’s number one server vendor. It has brought its low cost direct sales models to large systems, and now with a move into printers threatens HP’s dominance in that area. On current form, Dell will overtake HP within two years, and IBM within four, to be the largest supplier of computers on the planet.
Which leaves us with Sun. Sun was always smaller than its competitors, but its growth rate during the 90s was steady, if not spectacular. At its peak in 2000 it was more than half HP’s size, and looking good. Now it has lost nearly half its revenues in just two years, and is in danger of losing critical mass. See how the mighty have fallen.

These figures do not tell the full story. They do not include the software companies, which with there different cost structures can not be directly compared. But nor do they lie.
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