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CRUNCH ·'IMI 
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Di'ital Equipment Corp. p1&D1 on 
Apr, a7 to welcome lOme 26,000 
of its moat important customers 

in Boston's World Trade Center for 
DEcworld, a biennial technololY carniva.l 
that showcases the company's wares. 
But it won't be anything like OECworld 
1987 f when the minicomputer maker was 
at the top of its larnet Then, no expensE 
was spared. The company l"$nted all the 
best botel rooms for miles around and 
housed the overflow on the QE2. It even 
paid to have a pier extended to aecom­
modat. the famous oCElan liner. Custom­
e1'l and DEC employees minrled for nine 
days of parties and seminars. TheN was 
little pre$$ure to close deale-after sll, 
sales of VAX minicomputers wert settinl 
recorda. 

At this year's gatht)t"mg, the mood ia 
anything but festive. For the first time. 
DEC'S sales force has been given strict 
orders to invite ~mly real prospects to 
.oOOworld-and they'Y6 been given quo­
tas tor closing deals during the show. 
The $14 billion company, once a threat­
ening No.2 to IBM, is becalmed-ud~: 
critics say, rudderle88. Minicomputer' 
sales, which together with related loftr 

ware and service fees contribute 90% of 
the companY·$ revenue, tell 15% last 
year and tumbled more than 20% in the 
quarter ended Mar. 28. Forays into 
mainframes and other new businesses 
aren't doing well. Hich cOSlt8 are produc­
Ing operating losses. And management 
seems to be in 9. PfrpEltual shakeup. 
STIlI OUA.'.I •• rA II ....... ' That means 
Chief' Executive Kenneth H. Olsen. 66, 
must preside almost single-handedly 
over • critical transition to a new tech· 
no]oiY that could fuel the company's 
tutnaround. But increasinrly agitated in~ 
vestors, former employees, and comput ... 
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.r·tndustry gurus question whether 
Olsen is up to the job. "Ken is panicked. 
He haa no idea what to do here/ t says 
Gordon Bell; the designer 01. the VAX line 
who resigned in 1988. ' 

Olsen, no surprise, disagrees. "From a 
strategy point of view, we1re very much 
in control/' he says. "History will show 
thf& strategy baa gotten UfJ to No.2 or S 
in the indultry/' Indeed. histo1'7 is IOn 
Olsenta side: The mercurial entrepre­
neur, who launched the company 35 
years ago and is the longeat-rei&'ning 
foundar of a ~Ol' compu1:ar company, 
has proved that he knows how to pull 
DEC out of a. slump. But Olsen has never 
faced one llke this. ' 
'The gravity of 

DEC'S situation be­
came claar on Apr. 9, 
when it stunned WaH 
Street with a $294 milD 
Hon quarterly 10$8-
more than three times 
worse than analY$ts 
had expected. Morgan 
Stanley & Q(). computer 
analyst Steven Miluno­
vich quickly dubbed it 

'Ithe quarter from hell." A week later" 
Wlllfam D, Strecker, chief tecltnieal offi­
cer since 1986, and two other engineer. 
ing vice-presidents were stripped of their 
duties. That came close On the heels of 
",signations by the chief financial otfi... 
cer, a top marketing executive, and a 
key executive in the personal-eomputer 
busines.s. 0188n says there is no' pattern 
to these departures, but investors see 
them as a sign that DEC is loaing the 
managers it needs to turn itself al'OUnd. 

Analyat& nOw say that even with draa­
tic cuta-inc1uding slashing 7,000 people 
this quartel--the oompany might not be 

pfOtitable for another year. By Apr. 22; 
the stock was trading neBr its six·yee.r 
low, around 46, giving it a market value 
of jut $5.6 billion, a fraction of itl 
record of $26 bnlion in 1987, 

DEC's problems are hardly unique. Oth­
er old-line computer makers such as IBM • 
and Unisys Corp. are also, itrurlling to 
eUm down, speed up, and adapt to a 
world of inexpensive commodity hard­
W&.r$ and slim margin •. ' But'DEO clearly 
trails in its response. At the root of ita 
problems: a "matrixH management sys­
tern of interlocldng and overlapping com~ 
mittees. The practice once rated raves 
from management gurus for flexibility 

but now has devolved into 
a debilitating mishmash of 
rivalri&8. 

Indeed, for three years 
now, Olsen's atiAmlpts to 
get DEO back On course 
have kept the company in a 
perpetual state of flux­
DEC has reorganized three 
tun. since 1988. As top 
enrineering;, 8alea, and 
.1CI.pII.lD •• ' I.nll'. 
... lUDlC.HAI WANID 

marketing managers 
were shunted from 
a8aignment to as­
signment, the com­
~y 1000t its sense 
of overall direetion. 
"DEC'S competi­
tors," says Miluno­
vich, "view the company like Wile 
E. Coyote VieWI the Road Runner-as 
lunch." 

Even DEC'S Bhat$ of ita core minicoma 

puter market has dropped, while IBM"s 
has jumped from 17% to 2~ since 1988. 
And attempts to pttah the 15-yeu-old. 

VAX into major new markets have 
flopped. A mainframe version' of V.AX. 
introduced in late 1989. was once expect­
ed to add as much u $2 billion to annual 
revenues. In the most recent qua.rter~ it 
contributed a paltry $80 million., In 
"fault-tolerant" oomputei'$ designed to 
~p running during ~mponent failure8 f 

DEC hoped to catapult, past market lead~ 
er Tandem Computer Inc. But it hu won 
just 8% of that business. Both efforts 
were hamstrung by DEC'S failure to 
Ch00A8 a ImrIe softWare atrategy. 
lIDO .oRSNIP. Pitting exeeutf'le. and 
development groups against one another 
is 'Vintage Olsen~nd a byproduct of the 
companys maw management systtlm. 
A brilliant engineer himself, Olsen haa 
often created rival teams to race one 
another. The winning teain would see its 
design coma to lite, and ita leader would 
often emerge u a major influence on 
Olsen and DEC'S 8trategy-at least for a 
while. "Ken operates on heroes," says 
Kurt L. Friedrich) a former DEC 10ft. 
ware manager who recently joined 
Hewlett-Packard Co. "Hets alWays look­
ing tor .omeone who haa the next great 
vision:" As a result, "the company is 

, "::',"'''' 
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fraught with changing 
fa.ces in strategy," 
maintains Armando 
Stettnerf a former DEC 
engineer. ' 8 

In the past, the 9YfJ,- " 
tem of serial heroes and fIi 

competing groups served DEC well. The ! 
company avoided the cataBtrophes that = 
befell Wanj Laboratories Inc. and Prime i 
Computer Inc. when they bet too heavily 
on researoh and development efforts 
th"t failed. At ita best, Olsan's system I 
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pened DEC from $1 ion in revenues to 
$12.7 billion from 1977 to 1989. 

But the DEC IY8UlIn seems like an 
anachronism now. When the industry 
wae growing fast and product cycles 
were relad'Vely Blow J there was time to 
ate which deai.gIl would win out. These 
days, time iii a luxury computer makers 
can no longer afford. 

Take DEC'a approach to Rise (reduced 
instruction-let computing). Thia new 

juat VAX 80 
it can buy an Alpha next vear. 

What worn. investors" most is the 
pOlsibility tha.t chaos within DEOf$ man­
agement might derail Alpha. I~ey ap­
peat to be mismanaging the product 
transitiont ea.yl Dani.el H. Szentel Ism­
tant director for investments for the 
Ohio State Teaohel's Ratirement System, 
which holds two million DEC sbares. 

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

mall.'ke1C1nr manapr now V1CEI-DrE!I~ 
ident for software-product marketing at 
Sun: "The DEC model is two rUnnen 
who, when the startin, pistol goes off, 
spend the first 10 seconds beating each 
other up. The winner is the one who 
limps across the line." Vice .. Plt8ident for 
Operations John F. Smith, whose influ­
ence at DEC wu curtail~d this year in & 
reorganization, plays down the infight­
ing: '-From the standpoint of frietion be-­
tween business unita. I don't believe 

I':::!~====:::::-::=::==================:-:~~=~~~=~----~-""" there is a problern.'~ 
;.\.~.r,::"!:~ ,<,. t.' " .'. . ,".'.' . The . contentious-
;')~ FOil THE FIRST; . \ .. ! nd 01 
·:.~»nME;DICtS . '.:. . nU8 a . sen's in-

:;(:~.$ALD FOReI' ':: ' ~; ~~~s!':i~e~1 dtf~::l~ 

~11~ f;~j~ 
: , .. ' . PROSPECTS TO protect their jobs." 
::.J)ECWOR~.... says an executive at 

" .'." 
a DEC supplier. So 
despite a three-year 
effort to slim down, 
DEC now has jnet 
10,000 fewer work· 

.' '. ers than .the p,ak; of 
. .126,000 in. 1989. 

it1;X", .':. ~~ ol:tl6uy::i 
~f;'):W,:,:,';': ". 1 of .Philips' rnbuoom-
;;,,!,.>I;'Jli·;i ,'" . pU1:et busineBl last 
~1!'J/~n'1 u.,. lIlt I I 

f.~I,:!".,;·,,".t·,:.::>·:· '.:-': year, which added 
~;;;;;;;;;;.;;;;;;;;;;;.;;;;;:;."..:;;.;;;;;..;.;;.;.;;.;;.;;;;;;;;~::::::::::;:::;;;;;;;;;:;--.._--,.. ...... ;;o;;; ;o&;~ __ ;;;;;;;;;;;;;;;;;;;;:;;:;o:;::::;:;;::;;:;;;;;;;;:;;;;.;;;;;;;;=;;;;;;;;;;.;= .... ;~:~H' ..... 'i.~_."'_::'_._" ,_ ... ,_ . ...,;.'._: .. ---I" 7,000 employees. DEC 

chip te<:hnoloi1 allowed companies IUch product teanul and stratelY shifts MYEl now stands out as a high-oost producer 
as Sun Kieroaystems Inc. to build driven many talented people .from the with sale$ per employee of just '111),000, 
speedy workstations that have been company. "In DEC, when a project ,oes compared with $175,000 at Big Blue and 
stealing gales from VAX for yean. Olsen down, you ro down, and you go down $275~OOO at Sun. '. . 
fina.lly gave the go-ahead in 1987 tor for the eOl.1nt/~ saya Edward B. Roberts, ·.TINCf lIIAIIOI ... ' Olsen says the 
Digital;a engineers to create their own a professor at Massachusetts Institute company is making an effort '00 get 
lUBe cnip. In typical fashion, in 1988 he of Teehn.olou. So former DEC managers costs under control. The upshot? Anoth .. 
al$O ,pproved a leparate effort to devel- whose projects were canceled .or cur- er reorganization. Ita thrust is to reduce 
op a RIse workstation using chips from taI1ed-often by Olsen-JloW are work- the array of products that DEC lens and 
MIPS Computers Systems Inc., and killed ing for eompetitors. . speed new ones to market by eombinine 
the in-house effort. Now, DiC has re-- With the prospect of continuing lay- engineering and marketing into the 
versed again: It~8 backing away from aHa and budget cute, the esprit as same business units. Jut three years 
MIPs and pushing Alpha, its own RIse CO'1pI that onCt smoothed over the con- aiOt Olsen took the 'opposite tack, spilt-
deillign. The upshot of DEC's zigzag's: It 'fIiets between groups has been replaced ting marketJng and engineering. 
hoId8 juat 18% of the market. by intense rivalries. Managers lock If the reorganizatio1l$ seem to' be pil-

I 
Rise ....... 1. DEC'S latest !USC effort, horns ovet resources '1IIIilii5tn in&, up, it's becauali1l 
code .. named Alpha, is the key to the come such as sales or iupport I! Ollen ill not satisfied. 
pany's future (page 88). DEC says the help~ and negotiate w- uWe're not here to keep 
new design not only wfll give the eompa- titieal mine fields to do thinp going the way 

~ ny a top-psrforming worksta:tfon but buaineu. - they always went~n he 
tI allo will aDow it to replace the a.ging DEC'S fledgling diak- says. And if analysts 
i VAX line. But the first Alpha machines drive sales team is a . think the company 18 
~ wonft be out until early 1998. good example.~ That zigzaggin&" they're 
f Today~ tha.t means Alpha is actually group recently found it- missing the point. HWe 
~ doing mOrtl harm than good: Customtrs Hlf fighting for a CUB- have a number of difJ-
I are reluctant to buy the MIps~baRad romer against a distno. tinct strategies in [dif-
iii workstations and, in !lOme cales, utor that DEC'S own ferent] areaA, and 

I 
V AXas-flpring thefll do better by disk-manufacturing .arm they've rot to fit to. 
waiting. lSA Consultants Ltd., a Chicago had hired, Says Jim. pthert :Ollen explains, 
computer-saMoa company, for instance, Bmmaier~ a former DEC Even l)OWlf Olsen'. 
~------------------------~--------------~ 
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rap i. not to be diamtsudout of hand. In 
the late 1960s, he fUMed DEC through 
wrenchinr technology and management 
overhaula to make it kinr of the minis. 
In the earJy 19BOsJ he toughed out fall­
out from a failed push into the cruC!ial PC 
market and 8. disastrous bookkeeping er­
ror that resulted in lost orders. Instead, 
he focused on exploiting the VAX' s 
networking strengths o,·er IBM'S various 

... ,;'.' :.\"" 
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incompatible computer Unea. That ltd to 
DEC'S ireatest growth epurt; and 
networking server products aN still 
amonr itl strongest sellers. 

To Olsen, DEC i$ simply in the midst of 
another cyalical downturn. He say6 he's 
not considering lteppinr uide-or alter­
ing his modus operandi. As he has done 
in the pas~ he plans to rely on DEC'S 
vast eash reso'tlt'eeS to see it through. 

Even after lilt year's $817 million lOBS, 
DlilC still hu $1.5 billion on hand. 

And because Olsen has ,handpicked ita 
members, DEC'S board isn't .bout to 
mount an insider coup, a 1a General Mo­
tors Corp. But with 10 many lieutenants 
gone or sideUned, It's Ollen alone who 
will be to blame tor DECla decline-un­
less he makes a magical comeback. 

B'I/ Ga'f'/l Me William8 in Boston 
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