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revenue and a 22 percent increase over
the previous year, More than half of
IBMY current 240,000 employees
work in the services divison. The
services area is clearly the fastest grow-
ing area, not only for us, but in the
industry,” savs John Bukovinsky, an
TEM spokesman.

- In order to grow, the division has
had to substitute greater scceprance
of non-IBM products for i previ-
ous “not invented here™ amirede.
Today, Global Services delivers
sohutions regardless of the source of
hardware or software, according 1o
Andreas Minoff, a spokeswoman for
IBM's Global Services division.

While thar might be what ous-
tomers demand, it Ba't necesanly
good for TBM, sccording to Richard
D'Aveni, profesor of strategic man-
agerment at the Amos Tuck School ag
Dartmouth College (Hanover, N.H.),
who smdies why large enterprises fail
D"Aveni says that vertcally integrated
companies like IBM need o ke
advantage of that integration to offset
their relagive inflexbility compared
with smaller competitors. "To the
extent that services help with the sale
of software, T think thats wseful”
[¥ Avema says.

The division may be able o
incresse sales of IBM hardware and
software in the long run. But in the
meantime, it may hsve 3 hard dme
propping up Big Blue's borom line,
because s gross profic margin is
much lower than margins from ather
products, Gross profic margins from
services have hovered berween 20
and 21 percent since 1994, while
overall margins have ranged berween
3% and 43 percent. IBM . ackmowl-
edged the discrepancy i i 1996
annual report: “[Services and PCs)
have lower gross profit margins than
the company’s more traditional high-
end hardware offenngs.”™ But [EMS
Bukovinsky argues that overall mar-
gihr:s have d-:n:“rm:dﬂfnnl}' sl;i%_'l:lr
while the percen mecome from
services has inmn:f:d. “Our full year
net [profit mangin] was about sable

d to 1996, he snvx, sdding
thar the company beleves it can off-
set lower profit margins with fast
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growth "o continue o grow our
overall nee mn.rsin."

Regardles of the impact of lower
profit marging, other factors, such as
contnuing weakness in overseas
markets, may prevent [BMY senvices
division from continuing to grow at
cwrrent rates. Almost &4 percent of
senvices sales were logped overseas in
1996, even more than the companys
overall overseas sales rare of 60,3
percent, These sales must be report-
ed in U5, dollars. As 3 result of the
dollars recent strength against for-
SN CWTENCIES, SETVICES FEVENUES
increased only 18 percent in the
fourth quarter, instesd of the 24 per-
cent increase that would have been

Tom Harris, a former - Digial
employee who i now director of
software development for Foxboro
Co. (Foxboro, Mass). “Digital has a
services group that can go into large
companies, big sccounts, and man-
age those accounts, something thar
Compag has just not been able to
da”

Computer Associates had also
launched a3 hesnle takeover of com-
pater services provider Computer
Sciences Corp, (El Segundo, Calif),
with the intention of creating what
Compurer Associates’ chairman
Charles Wang called “the next-gen-
eratbon, world=class informaden
technology services provider,”

Both Compaq and

A variety of factors
may prevent IBM’s services
division from continuing to

grow at current rates.

Computer Associates
recognize what TBM
seems to have seen sev-
eral years agn — that
servioes are essential to
acquiring and keeping
customers, according
to Steven Foote, vice
pressdent of research
pratepy for the Hur-
witz Group (Framing-
harm, Mass.), “[Services
are] what Compag

logged in “constant currency”
Bukovinsky acknowledges that “the
higgess issue we see night now s the
effect of currency,™ However, he 5%
the effects of the strong dollar should
dirminish by the second half of this
year. Since the global outsourcing
market is growing at sbout 12 per-
cent 3 year, acoording oo the 115,
International Trade Commission,
the potenoal for income from over-
seas sales contracts remains lirge.
But IBM in't the only company
that will be competng for thoss con=
wracts. Competinors boom on all sdes,
from the likes of EDS and Digical
Equipment Corp. to individual Web
designers working out of their base-
ments. In fct, in the hq'sm merger
in the computer industrys hmstory,
Compsq Compater Corp.s soquisi-
-n of Digial for §9.6 bilbon largely
huve been to obeain Digital’s services
F{HII‘. “'E'I.-H'_I'I iﬁ 'l']'IE 'ﬂ'ﬁr“k d'l.il'd.
largest. “Dhigitals enterprise-level
services have turmed oot really tobe a
kev picce [in the scquisiton],” says

really sees at Digital ac
the end of the day,” Foote said, “and
that’s what Computer Associates soes
at Computer Sciences Corp.” He
explains that companies are having a
harder time differendating their
products theie davs for two ressons:
because techn is becoming
more of 3 commoding, and hecanse
the largest companics are saturating
customers with their marketing
effores. “Large companies have laid
down such a sustamed amount of
noise, itk very difficult to get shove
that nowse,™ Foote says.

Mot everyone agrees these new
combined companies will pose
musch of a threat to IBM, however,
By tryinyg to emulate TBMY size and
scope, companies like Compaq are
paying IBM a compliment, accord-
ing to Bruce Raabe, senior equity
analyst at Larkspur, Calif.-based
invessmment firm Colling & Ca. %]
think that [the mergers] are going to
create more competition,” Haabe
says, “but [BMY been dealing with
competinon for 2 long ime.”



