Compaq Computer Corporation:  The Dell Challenge

Compaq 1995-1999

1995:  Compaq is global leader in PCs, strong in server business.

1996:  Recognized opportunity to move into enterprise segment (servers, workstations), competing directly with IBM and HP.

· Developed alliances with systems integrators (Anderson Consulting and SAP), to deliver solutions using servers, networks and services.

· Also used existing network of value-added resellers (VARs) to serve smaller businesses.

· Moved toward just-in-time inventory model.  Reduced inventories to 30 days, vs. over 60 in 1995.

1997:  

· Acquired Tandem Computers (world leader in fault-tolerant computer systems)

· Compaq held 30% of retail home PC market.

1998:  Acquired Digital Equipment Corporation.  This move was designed to give Compaq the largest channel structure in the world, with 80% of its products and services to be delivered through its channel partners.

Dell Computer Corporation

· Key strengths (as documented by Dell in a 1997 private placement memorandum):

· ability to produce high-quality, IBM compatible products

· direct relationship marketing concept

· efficient and flexible manufacturing operation.

· In an effort to increase growth in 1990, Dell decided to use emerging distribution channels – computer superstores and club stores.  By 1994, Dell exited this market – top management believed retail was not profitable due to higher operating expenses and lower gross margins.

· Recognizing high margins and growth in the server industry, Dell develops new line of entry-level, mid-range and high performance PowerEdge servers (1996).  These were priced significantly below the competition, and by 1997 Dell was the fourth largest server supplier in the world (3rd largest in the US).

Dell Direct Model:

· Relies heavily on sophisticated IT infrastructure to “deliver superior customer experience.”  Infrastructure enables direct relationships with customers, alliances with technology partners, and customized computer solutions.

· Careful market segmentation:

· Identified different issues facing each segment, developed products and strategies to deal with these issues.

· Two types of customers:

· Relationship customers:  large corporations, governmental, medical and educational customers, and small / medium businesses.

· 2000 salespersons to call on these accounts.  Dedicated account teams for large corporations, to provide assistance with technology needs assessment, planning, system configuration, etc.

· Transactional Customers:  small to medium businesses and individuals with which Dell does not have an on-going relationship.

· Dell marketed to these customers through advertisements in trade and general business publications.

· Dell continued to develop more and more customized solutions based on the needs of different segments:  pre-load of specific software, different levels of service.

· Close working relationships with Suppliers:  real-time order information shared, allowing suppliers to understand Dells requirements at a daily level.  40 suppliers supplied 90% of materials by 1999.

· Internet selling began in 1999.  

· Dell developed customized extranet sites “Premier Pages” for large customers.

· Allowed employees to configure systems within parameters set by IT department.

· Order tracking

· Troubleshooting tools

· By mid-1999, Dell was maintaining more than 19,000 Premier Pages 

· Management information system allows:

· Unit tracking from sales to post sales service

· Track key information about customers:  ability to segment customers, assess purchasing trends, monitor advertising effectiveness, and develop targeted marketing activities.

· Identification of customer satisfaction issues

· Testing of new value propositions prior to market introduction.

Dell’s Product Line:

Desktop:

· OptiPlex – corporate and institutional customers

· Dimension – small businesses and individuals

Notebook:

· Latitude – corporate segment

· Inspiron – home and small business users.

Enterprise:

· Precision – workstation for professionals

· PowerEdge – network servers 

· PowerVault – storage products

Compaq’s Channel Issue

· Situation in 1999:

· Compaq divided into three business units:  Enterprise Solutions and Services, Commercial Personal Computing (small / medium businesses) and Consumer

· Enterprise:  significant revenue came from support services, as a result of acquisitions

· Sales Channels:

· Large / medium businesses and government customers served through dealers, VARs and system integrators.

· Small businesses and individuals served through dealer and consumer channels.

· Also, direct sales force and Internet sales.

· “Customer Choice” Model:

· Introduced in 1998, promoted direct sales of Prosignia line targeted at small / medium businesses.

· Available directly from Compaq, or through resellers.

· By early 1999, 20% of Prosignia sales were referrals from resellers.  Resellers were angry, claiming customers could easily bypass them by purchasing directly over the Internet, and saving 8-9% relative to the reseller price.

· Compaq execs argued that 70% of web sales were from those that wouldn’t have purchased a Compaq without the direct sales option.

· Supply Chain changes:

· Efforts to rebuild to allow greater emphasis on direct selling and customer choice.

· Enhancing configure-to-order capabilities

· Real-time connections with customers and suppliers.

· Hope was to reduce time between order and shipment to 5 days or less by the end of 1999.

