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ABSTRACT
In this paper, the development history of IBM will be illustrated in
the adaptive cycle of change, from its equilibrium station to crisis,
then new combination and entrepreneurship or business, at last
back to equilibrium. Through this case understand adaptive cycle
of change as well as how IBM grown from the beginning and
survived from crisis.

Keywords
Adaptive cycle of change, IBM, Equilibrium, crisis.

1. INTRODUCTION
This article will describe the development history of IBM and
how it go through four phases of the Adaptive Cycle of Change.
In an Adaptive Cycle of Change there are four situations and four
phases which showed in the below figure. In analyzing the four
situations and phases in the context of IBM I studied Adaptive
Cycle of Change in advance and then testing this framework
against the case of IBM which experienced some complicated
phases over the period 1924-2001.

2. Four Stations and Four Phases of IBM

Figure 1. Adaptive Cycle of Change

2.1 Station 1 Equilibrium
International Business Machines(IBM) was formed in the US in
1924, it is a merger of three companies: the Tabulating Machine
Company (with origins in Washington, D.C. in the 1880s), the
International Time Recording Company (founded 1900 in

Endicott), and the Computing Scale Company (founded 1901 in
Dayton, Ohio, USA).[1]
IBM grew rapidly and by 1987 employed 389,348 employees
world-wide.[2] Before 1990 IBM was in its equilibrium situation.
Which means the organization pursuit for efficiency and
improvement of the market position. The customers were satisfied
and IBM had confident to cope with threat from outside using the
currently applicable management skills.
As we can see in the table and figure there was a small shrink of
employees but a pretty good increase of gross income between
1985 and 1990, however a dramatic change happened during 1990
to 1995, the number of employees decreased striking from
373,816 to 225,347. During that time IBM was facing decline and
crisis and went to the next situation: Crisis.
table 1. IBM Gross income and Employees

Year Gross income (in $m) Employees

1985 50,050 405,535

1990 69,010 373,816

1995 71,940 225,347

2000 85,090 316,303

2005 91,400 329,373
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Figure 2. IBM Gross income and Employees

2.2 Phase 1 Release- From Equilibrium to
Crisis
Crisis can be opportunity rather than disaster, it depends on how
organizations and people deal with it. For IBM, it was an
opportunity making it turnaround from traditional hardware
manufacturer to an organization more on services, software, and
its ability to craft technology solutions.
During phase release, a so-called Gestalt switch occurs[4], IBM
did not confident with its ability and what they can do or what
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they want to do. According to Holling (2001), with shorter periods
that create opportunities for innovation (from release to
reorganization, or Ω to α). The arrows show the speed of the flow
in the cycle. Short, closely spaced arrows indicate a slowly
changing situation; long arrows indicate a rapidly changing
situation. In the case of IBM, it took approximately 1 year from
release to reorganization.[5]

Figure 3. A stylized representation of the four ecosystem
functions (r, K, Qf, a) and the flow of events among them.

2.3 Station 2 Crisis
As the figure 4 illustrates that in the period 1990 to 1993 IBM’s
performance deteriorated and it experienced the first losses in its
history. Although market demand expanded rapidly in the late
1980s and early 1990s, the demand for IBM ’ s products and
services declined mainly due to the emergence of substitute
products and increased competition. IBM was afflicted by the PC
revolution which it had created a decade earlier.

Figure 4. IBM Corporation Profitability 1988–1997
In April 1993, IBM hired a new CEO: Louis V. Gerstner who was
recruited from outside IBM for the first time since 1914 and had
been chairman and CEO of RJR Nabisco for four years. Gerstner
brought with him a customer-oriented sensibility and the strategic-
thinking expertise that he had honed through years as a
management consultant at McKinsey & Co. [1]He led IBM to go
out of the dilemma and IBM went to next station: New
Combinations. From crisis to new combination is phase 2:
reorganization.

2.4 Phase 2 Reorganization-From Crisis to
New combinations
In this phase organization has to make radically change of its
products or services. Holling ’ s 2001 studies found that: at this

stage, ecological resilience is high, as is potential. But
connectedness is low and internal regulation is weak. There is a
wide stability region, with weak regulation around equilibrial, low
connectivity among variables, and a substantial amount of
potential available for future options. Because of those features, it
is a fertile environment for experiments, for the appearance and
initial establishment of entities that would otherwise be
outcompeted. As in good experiments, many will fail, but in the
process, the survivors will accumulate the fruits of change. It is a
time of both crisis and opportunity. [5]
In the case of IBM, IBM’s new CEO Gerstner adopted a triage
mindset and took quick, dramatic action. His made four pivotal
decisions included keep the company together and not spin off the
pieces; reinvest in the mainframe; remain in the core
semiconductor technology business; protect the fundamental R&D
budget; drive all we did from the customer back and turn IBM
into a market-driven rather than an internally focused, process-
driven enterprise.[6] So Gerstner sold the Federal Systems
Division to Loral in order to replenish the company's cash coffers,
continuing to shrink the workforce (reaching a low of 225,347
employees in 1995), and driving significant cost reductions within
the company. He recognized that one of IBM's enduring strengths
was its ability to provide integrated solutions for customers -
someone who could represent more than piece parts or
components. Splitting the company would have destroyed that
unique IBM advantage. IBM ,of course, had deep experience in IT
services. But in its old business model, it was buried inside a
revenue stream dependent on selling hardware. IBM build its new
business model : service-led. Gladly those initial steps worked,
IBM was in the black by 1994, turning profits of $3 billion.
In summary, IBM can not realize all opportunities, it has to make
choice. To that purpose, it is not just necessary to choose which
option is to be developed but often also why certain other options
will not be further developed. IBM chose reinvest in the
mainframe and reduced PC production, focused on integrated
solutions for customers.
New combinations and technologies are essential in this phase,
which summarized as following:
 new business model: service-led
 a networked model
 Discovering the Cloud

2.5 Station 3 New combinations
According to IBM’s own annual report (1994), after 3 years of
losses, in 1994, their market value increased more than $10 billion,
an increase of 32 percent.[3] As we can see in the Figure 5, there
was a significant increase in 1994, its a turning point for IBM.
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Figure 5. IBM’s financial reports from 1992 to 2001
Its strategy is to package technology for use by businesses. At first
this meant making punch-card tabulators, but IBM moved on to
magnetic-tape systems, mainframes, PCs, and most recently
services and consulting. Building a company around an idea,
rather than a specific technology, makes it easier to adapt when
industry “platform shifts” occur.

2.6 Phase 3 Exploitation- From New
combinations to Entrepreneurship
During this phase choices are made, new combinations of
workforces are created and new business units and business plans
will emergence.This will lead to new opportunities.To IBM, for
example,it built up its software portfolio from one brand, DB2, to
five: DB2, Lotus, WebSphere, Tivoli, and Rational. New business
plans like solutions-led and new competency guide lines were
introduced to encourage the development of more generalist
managers and prevent the myopia created previously by functional
specializations.[2]
From new combinations to entrepreneurship is a rapid transition
for a company should get back to a stable equilibrium state as
soon as possible. In this phase, company needs to have enough
money to back up it and competition could also be quite
aggressive. Ambidextrous management is needed to move from
the revolt to the remember phases. Ambidexterity in management
is thus solutions are often sought in teamwork, as teams are able
to cope with a multitude of varieties.

2.7 Station 4 Entrepreneurship/Business
In this station, fast growing/development is the device: we know
what we want, we have a vision and objectives, we are growing
fast/are scaling up and are improving the knowledge of cause and
result.[4] As IBM survived from its nearly dead depression and
had a turnaround in a short time, recovered its economic base and
its industry leadership position, the company remained aggressive
in preaching to the industry that it was not the Old IBM. IBM
back to equilibrium situation again. In the subsequent
development process, IBM kept its growth both in innovation and
incomes.

3. Conclusion
When explaining the adaptive cycle of change, interpreting in the
IBM case at the same time, in this way can make the process
succinct and understandable. In an Adaptive Cycle of Change
there are four situations and four phases, they cooperated and
connect with each other. In this IBM case, it experienced all the
situations and phases, however not all companies will through all
the situations and phases.
From equilibrium to crisis, there are some internal or external
stimulating factors cause a income decline or competition
aggravation. If companies do not change its self do something
innovation and creativity, they will not survive this situation.
From crisis to new combination, opportunities and ideas are
springing up. In this phase, companies should make choices and
focus on few things.
From new combination to business, it is a rapid transition for a
company should get back to a stable equilibrium state as soon as
possible. In this phase, company needs to have enough money to
back up it and competition could also be quite aggressive.
From business to equilibrium, fast growing/development is the
device, and back to stable condition.
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