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not accomplished by a rigid regulation
governing the separate pricing of
hardware and software?

But the hue and the cry is echoing
throughout the land. We all want to
see a little IBM blood flow. And so be
it. What we have to remember, how-
ever, is the fact that the whole purpose
of antitrust legislation is the protection
of the consumer, not the punishment
of the company. As such, the Justice
Dept. would require SDD to operate
profitably. Although the department
cannot wave a magic wand of profit-
ability, it can prevent a company, in
most cases, from intentionally operat-

lll!!L

ing at a loss. This then would provide
us with some insurance that competi-
tion with SDD would be somewhat
equitable.

Eventually,

But I repeat . . . what does the split-
up accomplish that separate pricing

“doesn’t? Some argue that separate
pricing will favor IBM whether SDD
is spun off or not. Since IBM can
amortize their software development
costs over more customers, the unit
price should be less than that of their
competitors. Furthermore, since there
are more IBM computers in the field,
independent software firms will un-
doubtedly produce more packages for
this market. This, in turn, will provide
the IBM customer with more software
and better software.

I can’t deny that IBM would have a
clear-cut advantage, but it would be a
temporary, short-lived one. For in-
stance, IBM would probably, initially,
amortize their software over all of their

hardware customers, even though this
is highly unreasonable. But all IBM
customers do not want all of IBM’s
software. Therefore, PL/I, as an exam-
ple, should be amortized over a small
percentage of IBM customers. As the
independents’ share of the market be-
comes larger, the prices for their soft-
ware will drop, while IBM’s prices will
rise due to a receding market. It’s not
simple supply and demand. It is also a
question of the quality of the supply
and the realism of the demand.

In order for the independent soft-
ware firms to capture mass markets,
they will need to produce “plug com-
patible” software, i.e., programs which
are externally identical to the de facto-
standard it replaces (IBM software).
This will be the order of the day until
they have proved their capability in
the marketplace and until they master
the art of mass distribution and mer-
chandising. It should be noted that
being plug compatible causes a loss of
efficiency, although this is a small
price to pay when considering the
marketing aspects of softwdre pack-
ages.

To take an example which is not too
technical, in maintaining plug compat-
ibility in p1 SORT (a Programmatics re-
placement for IBM’s psort), a certain
amount of efficiency was lost which
could have been gained by not being
compatible. In sorting on random ac-
cess devices, it is desirable to write
physical blocks of a certain length and
to read back blocks of a different
length which is not known at the time
the blocks are written. The IBM Sys-
tem/360 hardware has the capability
of doing this, but the software does not.
This problem does not arise in tape
sorting and, alas, virtually all manu-
facturers’ disc sorts use thinly dis-
guised tape sorting techniques.

IBM software is the easily identifi-
able market to attack. However, pack-
ages will certainly be developed for
other manufacturers as well. There are
both technical and economic reasons
for this. First of all, once a program
has been produced for a particular
computer, much of the work involved
in producing the same program for a
different computer has been done. The
design, most of the documentation, the
reference manuals, and even some of
the marketing groundwork is done. It
can then be produced for a new com-
puter at a fraction of the cost of the
original program. Although there may
be a smaller market over which to
amortize the costs, there are fewer
costs to amortize. Secondarily, since
the software market for IBM comput-
ers will become extremely competitive,
forward thinking software firms will
focus attention on the less competitive
markets represented by other comput-
ers. There exists a kind of basic self-
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regulating situation in this regard.

Therefore, I don’t see any true ad-
vantage to the consumer in spinning
off SDD. But in any event, I see no
reason for concern on the part of the
software industry. IBM has never dem-
onstrated its ability to produce qual-
ity or even adequate software. The
reason the SDD product survives is
merely because most users don’t real-
ize how really bad it is since there is no
broad basis for comparison. As a sepa-
rate corporate entity, out there in the
hard, cruel, motherless business world,
SDD could not exist for long.

Maybe, then, throwing SDD to the
wolves isn’t such a bad idea after all.*

—Davip E. FERGUsON

LONG-TERM
IMPACT ON THE
INDUSTRY OF
THE IBM
COURT CASES

To a large extent, IBM created the
computer industry. Starting from a
position of disadvantage, IBM has as-
sumed the dominant position in the
computer market. It had the financial,
research, educational, manufacturing,
field engineering and marketing re-
sources to accomplish this feat.

It is particularly interesting and per-
tinent to note that IBM was able to
accomplish this while operating under
a Justice Dept. Consent Decree.

Several companies, and the Justice
Dept., have brought suits against IBM.
The cumulative effect of these lawsuits
is to focus a great deal of attention on
the computer industry, and raise the
basic question of whether or not this
industry has a truly competitive mar-
ket.

One basic test to determine compet-
itive opportunity in a market is to
analyze the ability of new companies
entering the market to grow and pros-
per. This test assumes that if newly
formed companies, with limited man-
agement and financial resources, can
grow and prosper the market is openly
competitive and substantial opportu-
nity exists.

The proliferation of new companies
in our industry certainly indicates that
there is much opportunity in the mar-
ket as it is structured now. In fact,
there is so much opportunity that poor-
ly conceived and managed companies
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can easily obtain financing. This—not
IBM—is, in my opinion, the great
threat to the computer industry’s fu-
ture.

Even if IBM wanted to completely
control and dominate this market, and
was free to do so, it could not, because
IBM does not have the human re-
sources to grow rapidly enough to take
advantage of all existing market op-
portunities.

Our industry is in the process of ma-
turing. This dynamic industry is rapid-
ly becoming a basic industry to the
world. Historically, basic industries
have tended to become regulated in-
dustries in the United States.

Unfortunately, lawsuits, antitrust
regulations and consent decrees,
whose purpose is to regulate markets,
have historically damaged the market.
Dismantling the strong factors in the
market, in an effort to protect the
weak and inefficient, will lead to addi-
tional regulation. If the pending law-
suits and antitrust actions are carried
out, this new basic industry will be
damaged Regulation and antitrust ac-
tion are not necessary in the computer
industry for the simple reason that the
market’s appetite for computers and
services is larger than the combined
capacity of all the companies in exis-
tence to supply these services.

At a time when the market for prod-
ucts and services is so dynamic, and
financial resources are so easily ob-
tained, thoughtful managers should be
carefully building their companies to
stand the test of time. This is a time for
building. We should address ourselves
to the construction work of building
our companies—not to the destructive
work of dismantling IBM.

The leaders of the emerging compa-
nies should be developing products,
services and human resources that can
compete head on with IBM and win.
The best way to reduce IBM’s market
dominance is by being more. innova-
tive at creating and marketing prod-
ucts and services—not through court
action.

Independently and corporately, we
have had opportunities in this new in-
dustry that outstripped our boldest
dreams. It would be a sorry finish for
history to record that in the 1970’s a
new basic industry with a free market
destroyed that free market by thought-
less actions of a few companies within
the industry.

As a new industry, we have the op-
portunity, through enlightened leader-
ship, good business practices and fair
competition, to build a great basic in-
dustry, free of regulations, other than
the laws of the market place. Surely,
we should be wise enough to take ad-
vantage of what has been learned in
business history. These lawsuits are not
in the long-term best interests of the

June 1969

companies filing them or of their
stockholders. The current threat, of
course, is regulation which will cer-
tainly have the effect of slowing down
technological advances and creativity
in an industry which has shown enor-
mous capacity for both.

The objective of some of these law-
suits is to force IBM to separate its
products and services into several cat-
egories including hardware, compilers
and other supporting software, systems
engineering support, education, and
field engineering services. Somehow,
the organizations bringing these law-
suits feel that this will make the mar-
ket place more competitive.

Let’s look at what will really hap-
pen. Dismantling IBM into multiple
companies will increase IBM’s domi-
nance and control over the market and
drastically reduce manufacturing com-
petition. The shrewdest corporate
strategy IBM could employ would be
to voluntarily separate its services
prior to court action. The net effect of
this strategy would be to eliminate
pending legal action and dramatically
increase IBM’s dominance and profit-
ability in the computer market. Let’s
consider what would happen.
Hardware—No other company in the
computer business can compete with
IBM in mass producing hardware on a
price/performance basis. Its manufac-
turing facilities make it the General
Motors of the computer business. The
economies of scale in manufacturing
will prevail to IBM’s advantage. Users
desiring hardware will be able to buy
at the lowest cost from IBM. IBM will
be able to manufacture hardware and
sell it at a price, including an attrac-
tive profit to IBM, that may well be
lower than the manufacturing cost of
IBM’s competitors. This is competition
of the old-fashioned, bare-knuckle
type that our industry has not been ac-
customed to.

Dissenters may contend: “IBM
wouldn’t do that.” T contend that IBM
will be put under heavy pressure, by
the federal government and the var-
ious federal procurement agencies, to
do just that. These prices, publicly
available, will make the market. Such
a situation will inevitably lead to more
whimpering in the market place. The
hardware manufacturers, now in-
volved in bringing court action against
IBM, will find themselves longing for
“the good old days.”

Another interesting asset, working
in IBM’s favor, is its huge customer
base and marketing ability. Historical-
ly, IBM has been able to rent its prod-
ucts at a premium price above the
market. After being dismantled, IBM
would be able to rent its products at a
premium profit and, at the same time,
deliver its products at the lowest price
on the market. Dismantling IBM will
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allow IBM to change the other areas of
its business—some of them marginal
profit areas in the past—into significant
profit centers.

Field Engineering—IBM "has been
conditioning the market for years to
accept very high field engineering
rates by gradually raising hourly rates
for a field engineer, without regard to
his capability, salary or proficiency.
After dismantling, IBM will be able to
charge its entire customer base for
field engineering services at these
rates. Its customers will have no prac-
tical alternative except to pay these
fees.

Education—IBM has established poli-
cies for ‘charging for portions of its
education, another service formerly in-
cluded in its rental price. Examine the
charges carefully on IBM’s educational
programs and, again, you will find
substantial profit margins. After dis-
mantling, IBM would charge for all
education at similar rates.

Systems Engineering—The IBM sys-
tems engineer now available on a con-
sulting basis as part of the rental
agreement will become available on an
hourly basis at profit margins of some
three to four times his salary cost.

The profits derived from field engi-
neering, education and systems engi-
neering are insignificant to IBM com-
pared to the profit derived from the
manufacture of hardware. I have dis-
cussed each of them to point out that
in every single case IBM’s market posi-
tion is enhanced, not weakened.

Dismantling IBM will cause so
many problems that the next step will
be industry regulation. This can be
gracefully brought about by the end of
the 70’s because of the dependency of
our industry on communication facili-
ties. Twenty years from now, under
such circumstances, the computer in-
dustry will become just another public
utility. ,

The only certain result I can see
from this pending court action is even-
tual federal regulation. If it occurs, we
have only ourselves to blame, and our
great mistake was that instead of
building we tried to destroy. The basic
issue to every thoughtful member of
this industry is—are these court actions
constructive or destructive? Are they
building a stronger market place ‘or
weakening the market? Weak compa-
nies continually seek a regulatory um-
brella that will allow them to remain
in existence. The strong companies in
the computer business share the con-
viction that it is unnecessary to go to
court to beat IBM. We can beat them
in the market place today.

—H. Ross PErOT
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