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Dell Computer Corporation

Many people get a first job during high school, but few are as successful in high school as Michael Dell was. Dell made $18,000 selling newspapers in one year. He identified the newspaper most purchased by newlyweds and new families in the area, and targeted that particular segment. 

Dell tracked this market segment via the city marriage license bureau, lists of new home purchases, and other sources. Later that year, he bought a BMW with $18,000 cash. The ingenuity and persistence Dell demonstrated at an early age portrayed a strong entrepreneurial spirit. The formation of Dell Computer occurred only two years later.

With competitors attempting to copy Dell’s sales model, Dell continued to innovate by focusing on another direct route, the Internet.  In the early days of this tool, Compaq, Packard Bell, and other companies that sold only through retailers allowed “surfers” to browse through a product line catalog on the Internet.  While consumers looked through Compaq’s product line, others are purchasing PCs through Dell’s homepage. Dell has revenues in excess of $1 million a day in Internet sales. 

Casestc \l1 "Cases: Computer Hardware Industry

The computer hardware industry is a maturing industry in rapid and constant transition. For example, in 2001, Intel had sales of about $28 billion. Yet, more than 90 percent of Intel’s revenue came from products that did not even exist the previous year. This represents product life cycles at their shortest. 

Growth in computer hardware spending has been largely driven by business purchases. The computer hardware industry can be divided into three segments: 1) systems and servers (including mainframes and supercomputers), 2) personal computers (PCs) and 3) workstations. Of the $800 billion spent on information technology in 2000, 40 percent was spent on hardware.

Financial Analysis

The significant growth of the computer hardware industry has dramatically increased revenues to companies in the industry. Profit margins are much slimmer in the United States due to fierce competition and the price wars waged for the sake of market share. Nonetheless, computer hardware companies are expanding internationally where profit margins are certainly higher. 

Due to the very fast market cycle, inventory turnover is very high. Any company with lower inventory turnover than its competitors will quickly have balance sheet problems.

Stock/Investment Outlook

The outlook for the computer hardware industry, while not rosy, is positive. The continued build-out of LANs and WANs (also called client-server computing) in business settings creates a need for PCs. The increasing consumer interest in Web access is also very positive for the industry. Over 50 percent of U.S. households have a PC, but far fewer do worldwide. Thus, the PC market is nowhere near saturation on a global basis.

Stock in computer hardware companies will be volatile. Since the technologies involved are changing fast, hopes and fears will also be rising and falling in step. Expectations of future earnings and success will be difficult to gauge. Will Microsoft and Intel dominate the markets further? Will there be successful challenges to their hegemony? Will technological breakthroughs in other areas such as communications or physics change the industry? Computer hardware will never be as staid as breakfast cereals.

Competitive Structure

The top 10 PC suppliers control 65 percent of the market and competition is fierce. In fact, the PC market in some ways resembles a commodity market; top vendors target market share over margins. Also, new entrants to the industry have slowed and the product offerings of existing vendors have widened.

“Wintel” is an acronym for the Microsoft Windows-Intel hegemony that dominates the PC market. Worldwide, 90 percent of PCs use the Windows operating system and 80 percent of all PCs use an Intel microprocessor. This is a concern of many, including some at the U.S. Department of Justice. One feature of this market domination, unlike other monopoly situations, is constant innovation. Others see it as quite the opposite.  In 2001, Microsoft was almost forced to split into two separate companies due to the ruling that it has engaged in anti-competitive behavior.

Intel and Microsoft spend 13 percent of their combined sales on R&D. This is far ahead of other computer hardware vendors, who only spend 3 to 5 percent of sales. Yet, with this constant innovation and improvement comes ever shorter product life cycles. In fact, the need or perceived need to upgrade PC systems has benefited the entire industry.

Potential/Prospects for Growth

The tremendous increases in PC power and flexibility and the ability to amplify PC strengths by networking, in local area networks (LANs) and wide area networks (WANs) has made the PC segment the largest. This segment is the biggest in both units and dollars. Between 1991 and 1995, PC shipments increased at 20 percent annually. However, that has since slowed considerably.  Shipment growth of at least 5 percent annually should continue. 

Large systems and services account for about 35 percent of the spending on computer hardware. Certainly mainframe sales have dropped, but sales of servers have increased. Servers are needed to enable the creation of LANs and WANs.

Workstations constitute only 5 percent of spending on computer hardware. Workstations combine powerful processors, networking, and graphical user interfaces. They are put together in packages aimed at certain intensive professions like engineering, 3-D animation and scientific applications. The increasing power of PCs has infringed on the market segment where UNIX vendors dominate. 

Technology Investment Analysis

The investment in technology is particularly pronounced in the manufacturing aspect of computer hardware. Due to the fierce competition in the industry, cost control is very important. The price differentials between direct PC sellers and retail PC sellers have narrowed greatly because of the control of costs. The increased competition means there is less room for error by those in the industry.

The technical and scientific feats of further innovation in processor speeds and storage capabilities demands ever more complicated manufacturing constraints. Constant advantage must be gleaned from the latest technologies in manufacturing and research.

Recommendation for the Future

In the future, the computer hardware industry will have to broaden, in order to satisfy market needs. Presently, PCs fit this description: one type fits all. There is really only one type of PC with a few interchangeable parts of varying degrees of newness. Does one have a 700 MHz microprocessor or a 1300 MHz microprocessor? In many ways, it does not really matter.

Upgrading can be a costly endeavor. Who will design and create simpler, task-specific machines? Which companies will ensure that old software can talk to new software by making translators? The industry would do well to follow the auto industry. In the auto industry, it is no longer one car for all people but a different car for every individual. 

Dell Computer Corporation

Technological Investment and Analysis

In 1997, Dell extended its use of technology, by incorporating a service that electronically links Dell with several larger corporate customers. Purchases of Dell products can be made directly through corporate accounting systems of a suitably outfitted corporation or institution. 

Dell Computer also focuses on the server market. Servers account for 6 percent of the company’s system revenue. The company currently ranks fourth in server sales behind IBM. Beginning in 1997, Dell Computer made stronger efforts to move up in sales rank by cutting server prices by 16 percent on its mid-range and high-end Pentium Pro processor-based PowerEdge network servers. The price cuts positioned Dell PowerEdge servers at prices 30 to 35 percent lower than comparable systems offered by Dell’s major competitors. 

Dell has been able to remain profitable and grow even during the most recent recession in 2001 due to their nimble and lean structure.  Dell’s ‘built to order’ business model is the envy of the industry because it enables them to keep inventory to a minimum.  Dell keeps taking market share and profitability from Gateway.  Earnings have grown at more than 30% annually for the past five years as of the end of 2001.  Dell overtook Compaq as the biggest manufacturer of PCs in 2001.

Dell Computer has also entered the international arena. In 1997, the company moved into 10 markets in Asia enabling customers to purchase a computer online in Australia, the United States, Hong Kong, New Zealand, Thailand, Korea, Malaysia, Singapore, Taiwan, and Japan. Dell Computer has various Web pages for different countries, each developed in local languages and local currencies. The Dell web site now has a different and customized page for over 80 different countries.  To cut costs, computers are manufactured in foreign plants rather than in the United States.

Not everything that Dell has done has turned to gold, however.  Around 1995, Dell attempted to expand its customer base by marketing PCs through discount retail electronic stores. This approach was a disaster for Dell. The biggest problem was that the computers sent to the stores quickly went out of date. Sales were low, and the stores wanted to return the old computers to Dell. After a short time, Dell backed out of the market and today focuses on selling customized systems, where each person can select the desired options, and the machine is custom-assembled.

Technological Innovations

Network

Dell has not chosen the same strategy as Compaq for networks. Compaq markets components of networking that are tied to the server; these include the things that go in the box, the network adapters, and so on.  One could make a case that things attached to the server could be sold easily. But Compaq must convince the reseller to sell the Compaq server and the Compaq router or the Compaq switch, rather than the Cisco or 3Com or Bay Networks product.  That is not easy. Larger network users have already bought into architectures, and customers will need a compelling argument to switch vendors.  Dell is therefore committed to pursuing only the server market.

CEO Michael Dell believes his company’s strategy is appropriate and will be sufficient to make it the number-one server supplier. He asserts that Dell’s own efforts have been helped by the move toward a standardization of products with the introduction of Microsoft's Windows NT. The company will continue to push for industry standards and does not see itself as a technology innovator.

Telecommunications

Dell’s telecommunication plans are broad. They include customized Web sites for business customers. These let a company’s employees buy computers directly over the Internet based on automated policies. Dell is also focusing on automated service and support based on the latest configuration information of a company. The vendor is currently designing a workflow capability that will automate the purchase-approval process within businesses.

Questions

1. Who or what forces are driving the strategic direction of Dell Computer?

2. What has been the catalyst for change at Dell Computer?

3. What caused a change in the use of technology at Dell Computer?

4. How successful has the use of technology been at Dell Computer?

5. Does Dell have the financial ability to embark on a major technological program of advancement?

6. What does the corporation’s Web page present about their business directives?

7. How important is customer data Dell’s continued success?
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Gateway 2000, Inc.

Ted Waitt founded TIPC (Texas Instruments PCs) Network in August of 1985 after dropping out of college. He brought in his friend Mike Hammond to work the technical side of the business. Contrary to popular belief, the pair started their business in an empty office on the Waitt cattle farm and not in a barn. 

The company sold upgrades and accessories to owners of Texas Instruments (TI) PCs. Waitt’s grandmother guaranteed the $10,000 loan which founded TIPC. Norm Waitt, Ted’s older brother, joined the company in early 1986 to take care of the company’s finances. In 1987, Texas Instruments reportedly offered its customers a chance to upgrade their old machines to IBM-compatible PCs for $3,500. 

Waitt and Hammond saw this as a great opportunity, since they knew they could do the same for much less. The first Gateway computer had two floppy drives, a deluxe color monitor, and more memory than most PCs at the time. The $2,000 asking price was comparable to other models, but the Gateway PC offered far greater performance.

Gateway’s marketing capitalized on a distinctive cow motif—which established an early brand identity in a market where PCs were typically seen as commodities.

Technological Story

The MMX processor was introduced in January 1997. Through diligent research, Gateway was able to capitalize on this new technology. Gateway was able to offer PCs with the new processor to consumers prior to many of its competitors. Consumer demand decreased in the fourth quarter of FY1996 in anticipation of the MMX introduction. 

Gateway capitalized on the introduction of the MMX processor by immediately offering the new processor as soon as consumers demanded. Gateway experienced greater-than-expected demand in the first quarter of FY1997 for PCs with this new technology. This greater-than-expected demand was also a sign to the rest of the industry that there was strong demand for the new processor.

Technological Investment and Analysis

Gateway’s strategic advantage over the competition is outstanding technical support. To ensure that the service levels remain high, Gateway continues to provide extensive training for its support staff with each new technological introduction. The support staff must be aware of each new products’ capabilities and nuances in order to provide the most complete technological support available.

In 1998, Gateway created a new sales channel through retail stores. However, the stores carry only demonstration computers. Salespeople explain features and options and provide the customer with a hands-on experience. To purchase the computer, the clerks enter the specifications into the Gateway computer system. The customer’s system is custom assembled at the factory and shipped to the customer.

Gateway was at the right place at the right time during the PC boom.  However, the recession of 2001 has proven to be difficult for Gateway.  The company has lost significant market share to Dell and other competitors.  Not only have profits shrunk, but so have revenues and units sold.  The company is struggling to find a channel for growth in the slowing PC market.  Analysts wonder how much longer the ‘Gateway country stores’ will stay open in an era where most people who want a computer do not value a sales person to hold their hand when buying one.

Recommendation for the Future

Gateway must continue monitoring the ever-changing technology environment to remain a step ahead of the competition.   They must continue to offer consumers the latest new technology.  Gateway must also continue to invest in the extensive training of their support staff to maintain their competitive advantage in customer support.  A lapse of foresight could result in a serious setback to the company. 

Gateway 2000, Inc., has displayed the ability to aggressively develop new PCs with the latest technology and pass along the savings resulting from improved technology directly to the consumer. This management style will enable Gateway 2000 to continue the growth the company has experienced.  Gateway also must enter new areas where they can grow, since the PC business has slowed and is plagued by low margins.

Questions

1. What forces are driving the strategic direction for Gateway 2000, Inc.?

2. Upon what technologies has Gateway relied?

3. How has Gateway changed its use of technology over time?

4. What does Gateway’s Web page present about its business directives?

5. What role does data play in the future of Gateway 2000?

6. How will the capture and maintenance of customer data, particularly from customer calls for support, impact the corporation’s future?

7. How do the retail stores Gateway introduced in 1999 compare to Dell’s failed retail attempt.
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