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This article describes the almost-downfall of IBM, due to strong competition and an inwardly focused 
organizational culture, and the savior of this multinational lead by Louis Gerstner in 1993. 
 
In the beginning of the 1980s, IBM was the leading computer manufacturer in the world (Dittrich et al, 
2007). At that time, IBM used a vertically integrated strategy: the production of most of the key 
components of its system, such as processors, operating systems, databases, etc., but also 
commercialization and design stages, were incorporated within IBM. Since the position of IBM was 
seemingly comfortable, the company had not invested in the development of strategies that could cope 
with the competition (Dittrich et al, 2007). This was also visible in the internal organizational culture. 
IBM was more focused on internal procedures, than on the changing market environment.  
 
With the advent of the UNIX ‘open’ operating system, IBM was under serious attack. Moreover, IBM had 
failed to see that personal computers would be widely adopted by businesses and enterprises, and had 
given control of the operating system to Microsoft. IBM had a massive international organization with 
many redundant processes and functions; its cost structure could not compete with smaller, less 
diversified competitors. As a result, IBM’s leadership position began to deteriorate in the early 1990s. 
The current CEO, John Akers, tried to save IBM by implementing radical changes, such as the splitting of 
IBM into autonomous business units (such as software, services, printers, etc.) in order to compete with 
competitors that we more focused, agile and had a lower cost structure. But all these efforts were in 
vain. After two years of reporting losses of $1 billion, IBM announced a $8.1 billion loss for 1992, which 
was the largest single-year corporate loss in the US history (IBM, 2013a). IBM’s “Golden Age” was over 
and hundreds of thousands of employees, including CEO John Akers, lost their job. 
 
The savior of IBM came with the appointment of Louis Gerstner as new CEO of IBM, in April 1993. 
Gerstner implemented several changes and strategies that saved IBM. These changes and strategies 
concerned IBM in the external market, as well as internal factors of IBM.  
 
In the early 1990s, two forces arose that were decisive for IBM’s strategic change (Dittrich et al, 2007). 
The first was a customer demand for system integration. Customers valued companies that provided 
integrated solutions: systems integration for businesses, and bundled software and services for the 
customer market. IBM realized that the IT industry would be led by services, instead of by technology. 
The second force was the rise of the need for computing infrastructure and software, in order to 
manage the enormous flows of data, created by PCs (in for example enterprises).  
 
One of the first things Gerstner did, was make the company financially secure. IBM cut billions in 
expenses by huge layoffs and the selling of assets. Most importantly, in order to respond to the need of 
integrated solutions, Gerstner decided to roll back the plan to spin off IBM’s business units into separate 
companies. According to Gerstner, the whole of IBM was greater than the sum of its parts and one of 
IBM’s strengths was the ability to provide integrated solutions for customers.  
 
 



The company built a new business model on top of the decision to keep IBM as a whole.  The earlier 
mentioned forces resulted in a shift of focus of IBM toward software and services. Gerstner unleashed a 
global services business, now fronted by IBM Global Services. Crucial to this success, was the decision to 
become brand agnostic. IBM integrated every technology that the client required, even if the client was 
an IBM competitor (Gerstner, 2002). This was one of the most important decisions made by Gerstner. 
More than half of the company’s $90 billion revenue in 2006 came from its IBM Global Services arm, a 
business that didn’t exist 15 years earlier (Chesbrough, 2007). This change of focus by Gerstner helped 
IBM transform from a hardware manufacturer, into a dominant service provider.  
 
Furthermore, IBM embraced e-business early on. In 1995, IBM bought Lotus Development Corp. 
,planning to strengthen its foothold in the software market and use the Lotus software to offer an 
integrated solution of email, data processing and Internet services to clients. In 1997, services had 
become the fastest growing unit of IBM’s operations (IBM, 2013b). IBM began to label itself as an e-
business products and services provider. IBM bought several Internet/e-business companies and 
increased their market share and sales up to $88.4 billion in 1999 (IBM, 2013c). In 2000, IBM’s first e-
Business Innovation Center was launched. By the end of that year, e-business services had increased to 
more than 70% to $5.2 billion. Instead of targeting on dot.com startups, as many e-business service 
providers had done, IBM aimed on traditional businesses. Consequently, when the dot.com bubble burst 
in 2000 left many of the e-business services providers struggling, IBM continued to grow.  
 
Although the whole of IBM was greater than the sum of its parts and profit was made by not splitting up 
IBM, these parts were not functioning properly. According to Gerstner (Gerstner, 2002), divisions were 
far-flung and acted independently. Instead of working together as a team, divisions competed against 
each other. Management presided rather than acted and the entire company was preoccupied with 
itself instead of its customers. In other words: IBM’s internal culture had to be changed drastically. 
Gerstner took several steps in order to change this culture. 
 
First of all, employee compensation became tied to the performance of IBM as a whole, rather than the 
performance of the employee’s division. This would force employees of different divisions to work 
together and cooperate outside of the expertise in which they operated. In this same line of thinking, 
IBM reduced its many advertising agencies down to one. This one agency would create one common 
brand image for all products and services. Furthermore, IBM began to reward teamwork and put an end 
to consensus building. However, Gerstner learned that that wasn’t enough. “People don’t do what you 
expect, but what you inspect.” (Gerstner, 2002).  A new method of results measuring was implemented 
and there would be no more “obsessive perfectionism”. IBM would now reward people for getting 
things done fast.  
 
Changing the culture of IBM was a major part of IBM’s transformational process. Gerstner: "It took me 
to age fifty-five to figure that out. I always viewed culture as one of those things you talked about, like 
marketing and advertising. It was one of the tools that a manager had at his or her disposal when you 
think about an enterprise." He added, "The thing I have learned at IBM is that culture is everything." 
(Gerstner, 2002). 
 
IBM followed an exploitation strategy, before Gerstner took over and initiated a strategy change. This 
exploitation strategy is evident from the fact that IBM had a strong focus on development of hardware 
and software in existing areas of expertise. Furthermore, IBM’s organizational culture was focused 
inwardly; internal procedures hindered IBM in noticing the drastic changes in the market. After 
Gerstner’s strategy change, IBM followed an exploration strategy. This is apparent from the fact that 



IBM sold and shared technology in exchange for knowledge in new areas of expertise (Dittrich et al, 
2007).  
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