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igital Equipment Corp, plans on
MAY 4, 1992 Apr. 27 to welcome some 25,000
of its moat important customers
to Boston's World de Center for

DECworld, a biennial technology carnival
| : : that showcases the company's wares.
But it won't be anything like DECworld
| 1987, when the minicomputer maker wag |
| at the top of its game. Then, no expense
wag spared, The company rented all the
bast hotel rooms for miles around and
. housed the overflow on the QE2, It even
. pald to have a pier extended to accom-

Qp of the News

modate the famoue ocean liner. Custom-

S , i grs amé DEC emp]%yees ?mzia?hfor nine
AL S ‘ : : , ays of parties and seminars. There was
AMERICA’S NO. 2 ‘ little pressure to close deals—after all,

‘ COMPUTER MAKER R . B! sales of VAX minicomputers wete setting

« i ‘ ; recorda. .
DR | JNDERING. . . R : At this year's gathering, the mood is
> 'S H'ou DER G‘ . R S TR | ovything but festive. For the first time,
B WllllTS RISC _ S AT i ¥ DEC's salez force hlaa bee]n given sirict
_ . T ‘ , orders to invite only real prospects to
MACHIHES SAVE S PR X : Dm\gorld-l—and 3&: lved been given li;\m-
oy oy i v L : tag for closing deals during the show.
‘ T"E ,,DAY? RS Lo T . The §14 billion company, cnce s threat- |
S . . ‘ » | ening No.2 to IEM, is becalmed—and, |
crities say, rudderless, Minicomputer-
sales, which together with reluted soft-

" to sell Ta
_Intel Pcs;

’ company

"~ marketec

. became s

1| consulting, Oneof its best efforts, sales. |- ‘*:]“"9’1"{

grew 17% lastyear, =~ N

ware and service fees contribute 90% of ;:{E?l?i
the company's revenue, fell 16% last

year and tumbled more then 20% in the

quarter ended Mar. 28, Forays into
mainframes and other new businesses

oer ¢
ing v
dutie
¢ | aren’t doing well. High costs are produc- reaig
¢ | Ing operating losses. And management i"r’ ‘
seems to be in a perpetual shakeup, bey \

‘THN QUARTER PROM MEiL’ That means ‘ “‘;;

Chief Executive Kenneth H. Olsen, 66, i

N T .| must preside almost single-handedly é

. | P ' : over & critical transition to a new tech- mug:
“POINT OF VW, wi nt s : P ¥ | nology that could fuel the company’s & !

| very muor i conron L R B | trnarcund. But inereasingly agitated in- ' u%:‘
o : ; : P #21 vestors, former employees, and compat- '
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er-industry gurus guestion whether
(lsen it up w the job. “Ken is panicked.
He has no iden what to do here,” says
Gordon Bell, the designer of the VAX line
who resigned in 1988 '
Olsen, no surpriee, disagrees. “From a
strategy point of view, we're very much
in control,” he says. “History will show
this strategy has gottan us to No.2or 8
in the industry,” Indaed, history is on
Olsen’s side: The mercurial entrepre-
neur, who launched the compsny 36
years ago and iz the longestreigning
founder of & major computer company,
has proved that he knows how tc pull

DEC out of & slump, But Olsen has never
{nced one like this. '
The gravity of
DEC's aituation be-
came clear on Apr. 9,
when it stunned Wall
Street with » $294 mil-
jion gquarterly losg—
more than three times
worse than analysts
had expected. Morgan \’

Stanley & Co. computer
snalyst Steven Miluno-

it

test.
s atop
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vich quickly dubbed it

PERSONAL COMPUTERS.

D I G I

the stock was trading near its six-year
low, around 46, giving it a market value
of just 358 billion, & fractlon of ita
record of $26 billion in 1987,

DEC’s problems are hardly unique, Oth-

er old-line computer makers such as [EM -

and Unisys Corp, are also struggling to
glim down, speed up, and adapt to a
world of inexpensive commodity hard-
were and slim marging, But DEC clearly
trails in its response. At the root of its
problems: a “matrix” menagement sys-
tem of interlocking and overlapping com-
mittees. The practice once rated raves
from management gurus for flexibility

==\ but now has devolved into
& debilitating mishmash of
rivalriea.

Indeed, for three yeurs
now, Oleen’s attempts to
&\ got DEC back on courze
31 have kept the company in a
perpetual state of flux—
/R DEC has reorganized three
times since 1988. As top
engineering, sales, and

: YVICE-PRISIDENY SMITH'S
[| INFLUENCE HAE WANED
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profitable for another year. By Apr. 22,
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VAX into major new markets have
flopped. A mainframe version of Vax,
introduced in late 1989, was once expect-
ed to add as much as $2 billion to annal
revenues. In the most recent quarter, it
contributed & paltry $80 million, In
“fault-tolerant” computers designed to
keep running during component failurea,
DEC hoged to eatapult past market lead-
er Tandem Computer Ine, But it has won
just 8% of that business. Both efforts
wers hamstrung by DEC'® fallure to
chooae & single sofiware strategy.

HERG WORsHMIP. Pitting executives and
development groups against one another
ig vintage Olgen—and a byproduct of the
company’s matrix management sysiem,
A brilliant engineer himself, Olsen has
often created rival teama to rsce one
another, The winning teain would see its
deaign come to life, and ita leader would
often emerge as a major influence on
Olsen and DEC's strategy—at least for a
while. “Ken operates on heroes,” gays
Kurt L, Friedrich, a former DEC soft-
ware manager who recently joined
Hewlett-Packard Co, “He's always look-
ing for someone who has the next great
vision”” As a result, “the company is

DEC’s biggest flop. It got into

PCs in 1982 but missed the

BM-compatibility boat. Tried

to sell Tandy, Olivetti, and

Intel #Cs; with mixed results. )

DEC razy build its own PCs in -
Taiwan—ariskymove” uni s snong heirs
MARKETING. .. . .. . apparent. DEC has neither
DEC’'s Achilles’ heel. By - chief financial officer nor a
tradition 2n engineers’ . ' clief technologist. Frequent
company, DEChever . reorganizations, incliding one  Thesu
marketed well—which . . now under way, have.
became a serious shortcoming  increased internal tensi

as competition for computer - hurt espyit de corps, and”
sales grewhot -

 prompted resignation;

c e

“the quarter from hell” A week later,
William D, Strecker, chief technical offi-
cer since 1985, and two other engineer-
ing viee-prasidents were stripped of their
duties. That came cloge on the heels of
regignetions by the chief financial offi-
cer, & top marketing executive, and &
key executive in the tgemanal-ﬁomputer
business. Olsen says there is no pattern
to thesa departures, but investors see
them a5 a sign that DEC is losing the
managers it neads to turn itself around.

Anslyets now say that even with dras-
tie cuts—including slashing 7,000 people
this quarter—ths company might not be

marketing mansgers
were shunted from [ S
asgignment to as-
signment, the com-
pany lost its sense
of overall direction,
“DEC's  eompeti-
tors,” says Miluno-
vich, “view the company like Wile
E. Coyots views the Road Runner-—as
Taneh.”

Even DEC’s share of its core minicom-
puter market has dropped, while mEM's
hag jumped from 17% to 28% since 1988,

And attemnpts to push the 15-year-old.

s and deveiopers,
du our: alick 5o

THE DEC SERVER 9011
NEYWORKING i A KEY
fraught with changing
faces in strategy,”
maintaing Armando
Stettner, a former DEC
engineer,

In the past, the ays-
tem of serial heroes and
competing groups served DEC well. The
company avoided the catastrophez that
befell Wang Laboratories Inc, and Prime
Computer Inc. when they bet too heavily
onn research and development efforts
thet failed. At it best, Olsen’s system

O PHOFOGRAPH BY JOHM 5. ABRCAT
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oducts th&t -
p;‘}‘lad bE¢ from $1 billion n revenuagrgo
12,7 billion from 1977 to 1988.

But the DEC system aeema like an
anachroniam now, When the industry
was growing fast and produet cycles
were relatively siow, there was time to
see which design would win out, These
days, time is a luxury computer mekers
can no longer afford, .

Take DEC's approach to RISC (reduced
instruction-set computing). This new

r 258 AM
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Just delayed orderiog o $500,000 V4% 20

it can buy an Alpha next year.

What worries investors most is the
ponsibility that chaos within DE¢'s man-
sgement might derail Alphe, “They ap-
pear to be mismaneging the product
transition,” says Daniel H, Szente, assis-
tant diréctor for investments for the
Ohio State Teachers Retirement System,
which holda twe million DEC shares.

If DEC fumbles with Alpha, it may be
because all those years of competing

+*+DIGITAL CORPORATE FR FO4

marketing manager who's now vice-pres.
ident for software-product marketing at
Bum: "The DEC model iz two runners
who, when the starting pistol goes off,
spend the first 10 geconds beating each
other up. The winner is the one who
limps across the line,” Vice-President for
Operations John F. Smith, whose influ-
ence at DEC was curtailed this year in a
raorganization, plays down the infight-
ing: “From the standpoint of friction be.
tween business units, I don't believe

there is a problem,”
;.1 ~The contentious-
.-"| ness and Olsen’s in-
.| decistveness have

algo made it difflcult
for DEC to muake the
deep cost cutz it
.| nesds to veturn fo
‘| profitability, “Thess
'| are people doing
thinge in order to
protect their joba,”
gays an executive at
‘1 & DEC supplier. 8¢
.| despite a three-year
i1 effort to slim down,

| DEC now has just
10,000 fewer work-
“* .| ers than the pesk of
128,000 in 1989,

-} That's partly be-
| cause of ite buyout

of Philips’ minicorn-
‘| puter business last
+ v | year, which added
7,000 employees, DEC

M U

PHCIOGEAP. BY SRsied S0MTRE DHAST B B HOFRGR 4 mw

chip technology allowed companies such
as Sun Mierosystems Inc. to build
speedy workstations that have been
stealing sales from vAx for years. Olsen
finelly gave the go-whead in 1987 for
Digital's engineers to create their own
RISC chip. In typical fashion, in 1988 he
ulso approved a separate effort to devel-
op & RISC worketation using chips from
Mips Computers Systems Inc., and killed
the in-house effort, Now, DEC has re-
versed again: It's backing away from
dM;Ps andThpushiz;‘g Alpha, it& own ma;c
gign. The upshot of DEC's zigzage: It
hold!%njust 18% of the market,
RISC BUSINESS. DEC'E latest RISC effort,
code-namad Alpha, is the key to the com-
pany's future (page 88). DEC says the
new design not only will give the comps-
ny a top-parforming workatation but
ﬁ%o will allow it to replace the aging
VAX line. But the first Alphs machines
won't be out until early 1083,

Today, that means Alphs is sctually
doing more harm than good: Customers
are reluctant to buy the MIps-based
workstations and, in some cases,
VaXas--figuring they’ll do better by
waiting, 134 Consultants Ltd,, & Chicago
computar-service company, for instance,

product teams and strategy shifta have

driven many talented people from the
company. “In DEC, when & project goas
down, you go down, and vou go down
for the count,” says Edward B, Roberts,
a professor at Magsachusetis Institute
of Technology. 8o former DEC managers
whose projects were canceled or cur
talled—often by Olsen—now are work-
ing for eompatitors. .
With the prospect of continuing lay-
offs and budget cuts, the esprit de
corps that once smoothed over the con-
flicts between groups has been replaced
by intense rivalries, Managera lock

now stands out as a high-cost producer
with sales per employee of just 118,000,
compared with $175,000 at Big Blue and
$275,000 at Sun. ' o
stiNey sTaaTioiEe. Oleen says the
company 8 making an effort to get
costs under control. The upshot? Anoth-
er regrganization, Itg thrust is to reduce
the array of products that DEC sells and
speed new ones to market by combining
engineering and marketing into the
game business unita. Just three years
ago, Olsen took the ‘opposite tack, spiit-
ting marketing and engineering.

1f the reorganizations seem to be pil-

horng over resources
such ae sgles or support
help, and negotiate po-
litical mine fields to do.
business.

DEC's fledgling disk-
drive sales team is & |§
good exasmple, That |§
group recently found it- |jg
self fighting for a cus-
tomer against & distrib-
utor that DEC's own
disk-manufacturing arm
had hired, Says Jim
Billmaier, & former DEC
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ey IDg UP, it's because
Partir’ | Olgen 18 not satisfied.
“We're not here to keep
thinge goimg the way
they always went,” he
says. And if analysts
“think the company la
gigeagging, they're
missing the point. “We
have s number of dis-
tinet strategies in [dif-
ferent] areas, and
they've got to fit to.
gether,” Glsen explains,

Even aow, Olsen's
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networking strengths over IBM'a vawious

rap s not to be dismissed out of hand. In
the late 1960s, he guided DEC through
wrenching technology and management
overhauls to make it king of the minis.
In the early 1880s, he toughed out fall-
out from & failed push inte the crucial ¢
market and & disagtrous bookkeeping er-
ror that resulted in lost orders, Instead,
he focused on sxploiting the VAX's

incompatible computer Hnes. That led to
DEC's grestest growth spurt, and
networking server products are stil!
among ita strongest sellers.

To Olsen, DEC Is simply in the midst of
another ﬁml doewnturn. He says he's
not considering stepping aside—or aiter-

ing his modus operandi. As he has done
in the past, he plars to rely on DEC's
vast cash resources to see 1t through

oy Ut A
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Even after last year's $617 million loss,

pEC still has $1.5 billion on hand, -
And because Olsen hag handpicked its
members, DEC's hoard isn't sbout w
mount an insider coup, 4 la General Mo-
torg Corp. But with 80 many lieutenants
gone or gidelined, it’s Olzen alone who
will be to blame for DECs decline~un-

less he makes & magical comeback,
By Gary MeWillinms in Boston
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plot :Coy, ruled out huying
- DEC stinds a ehance of sellin ‘Birmplot

ment Corp: was the ‘warld’s. top
minicomputer company; ‘Then; late
in the '80s, DEC found its sales gtalling
under pregsure from powerful desktop

ln e 19708 2nd 708, Digital Equip-

workstations, ageinst which DEC'S. ag-

ing VAX computer design couldn’t com.
peta, So, the company sat to work on a
product that would impress s mtom
ers and umeloyal

The resuit is Alpha, an all-new de-
sign introduced in Yabruary. Promoted .
a8 the foundation for DEC's mogt im- |

:tage; They ,have :

~on the 'g,utm: And DBe mést eateli”
~up with-goft dedgignad for Alphs,
" Thet gives Sun and-HP:a big advan-

beeri. hipping their

RISC-bagad :;%'%Qm‘.

, eover;, Alpha's . super- htunber- ,l
wumhin pﬁg:ver;dnm't halp_’cumm .

. for geveral”

With another ‘challenge: persuading
othér computer companies to use Al
alr. machifes, That's & must
- DER bnttom?_lme, since it:will help |

Mfset ‘
i’ computer mhxtecture such

Alpﬁa uj to déte over time, DEC, for |
inatance, has begun work on a $500
million;. jant to manufseture Alphs

rtant future computers-—

m workstations to main-
frame-clase machines—the
technology is designed to ’
sustain DEC for 25 years. A
the heart of Mphﬂlﬂth&hﬁ-‘
est in computer design—re- ||
ducad’ instructionset com-
puting (Ris¢). That's & way
of dssig-ning computers so

that they can crunch infor. - | [REEURESES

mation very quickly, by re- | B8
ducing the number of com-' | § ‘
mands needed to complete o | NS
given task. Alpha is at the |SES
apex ‘ &xa RisC perfar-j .
Indeed st first bkush the ;

chips, 8o, far, DEC has
gned up’ Eupercomputer

er Cray. Research Inc,,
n:h ‘plane ‘to build a- so-
‘!led massively. parsllel
mputer that will gang to-

ether hundreds of chips to |
“tackle . hxg' gelentifie tr
emg using  Alpha

g‘y ‘Anothet Alpha Yl&‘.ﬁnﬂﬂ
: Japaness ‘workstation
'aker Kubo Pac:ﬁc Com-' '
uter Inc. N |
GINTER STAOR, For HOW, Al- i

pha is more. ?a tigey then
iller ehip: L don't believe
Ipha will'be: a'factor in the ||
'arkatp!wce until: the 1994 |

Alphs  microprocessors - lock iy -
scopr}‘]ehmg Rot. DEC says the chxpa wﬂl
grind through 160" million instructions

per second (MiP8), vs, the competition's

processors, which today run in the: ﬁ f.;‘
ipha |

to T8-MIPS range. What's more, A}

chips will attack 84 bite of datd'at a |-

time, not the 22 bits mostmsa Ooess
gors handle todsy. - -« :
oW $106. Already, the new eomput-

¢r family has gained customers’ atten-’ ;vf'

tion. Last year,
chief mformation

Rgmond V.. Ses
cer at J. R. Sim

vaX 'minks. But with Alpha, e’ says,

the R8¢ mathines it now
“Jost. the: ghme, "Alphs can't
DEC's

night. The first Alpha-based compnfers Ly

aren't due out.in volume untilaerly
1998, which could give compeiitora &
chanea to mtch Alphu's performanee.

T

; éenter ifaga for' Bome. t’i‘:'ne. ‘And in tha

maanﬁm&. the Alph: hoopla C) danggg ‘
whxch foll 'more than '

i ly because custoimers ||

& will, make the VAX'

\.‘Beople do hqt ‘waat to buy

Dbﬁo "

ram [ the old tactinology; 40 they're waiting,”

eplaiis Hovward L. Niden, Chicago re-
nal director for Price’ Waterhouse, -
p

pany if. you:
{ 1;1!:0 the fo!df”indmd, fm' DEG,’
at's; just about the’ Alphﬂ and tho
ega:of the situation, ' g
By . Gary MeWillkiams' m--:-Boatm m’zh R
, qu‘ m Sm F‘mna‘wo R
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