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WHY DELL SMOKED COMPAQ ON ITS HOME TURF

Hillary Johnson shows how a PC ain’t nothin’ but a sandwich when all is said and done. 

Once upon a time, Compaq Computer Corp was the fastest growing company in the United States. And for a Fortune 100 company, it’s still pretty light on its feet. But today, the company on steroids would seem to be its rival, Dell Computer Corp, whose stock has appreciated over 80 thousand percent in the past decade.

Last year, Dell overtook Compaq as the number one producer of home and business PCs in the US, and in the second quarter of 2000, Dell took a 20 percent market share, leaving Compaq behind at 14.82 percent, according to International Data Corporation. Compaq still leads in the worldwide market, but by less than two percent, and its eclipse is expected momentarily. There is no hope. Compaq, while still profitable, hasn’t a prayer of regaining leadership in the personal computer market.

How did this happen, and why? In 1984, Michael Dell recognized that computers are more like sandwiches than they are like fricassees – that is, they aren’t elaborately sauced and engineered concoctions, just straightforward assemblies of layered parts wrapped in plastic. Michael Dell succeeded in the PC business because he could put together a spicy custom machine using quality components – an improvement on the bland, overpriced retail McPC then on offer – and have it delivered fresh to the customer’s door (sometimes even before the processor was outdated).

Compaq, at the time, had just finished eating IBM for lunch. Back in the early 1980s, you could only buy a PC from an IBM store, and there was no such thing as a sale price. Then Compaq introduced a clone that was soon available in any number of convenient, discountable retail outlets, and shortly thereafter, Compaq was the number one PC vendor in the nation.

Buying computers at the same hideous, junky retail outlets where you buy car stereos and cameras was liberating and desirable then, just as buying them over the internet is liberating and desirable now, mostly because you can now configure your unit just the way you want it (hold the pickles, hold the lettuce...).

Dell offers custom-configured computers over the Internet, or by phone; but so does Compaq, and it has for some time, now. So, what does Dell know about building and selling PCs that Compaq doesn’t? To answer that, let’s go ahead and stretch the comestible analogy infinitely toward nauseam: as a sandwich-maker, Dell’s policy has always been to shop for the finest meats and freshest produce, letting suppliers compete for their substantial business on quality and price. Compaq, on the other hand, still somewhat mysteriously insists on engineering-down to their salami supplier – telling him, in a word, how best to stuff his sausage.

Now, as any foodie will tell you, the really top-notch salamists in town simply won’t put up with this kind of thing – they know how to make a damned fine salami, thank you, and they’d just as soon sell their in-demand product to a nice young man like Michael Dell than put up with a lot of meddling from some big, dumb company full of ignorant cooks who couldn’t get a job in a real restaurant (have you ever known a great chef to work in fast food?).

The performance records for Dell and Compaq’s PCs would indicate that the quality of the ingredients is indeed affected by the means of procurement.

One small OEM – let’s call him an olive supplier – speaking anonymously, said that Dell offers no advice, it just says, “We don’t care how you do it, just give us something great, or we’ll look elsewhere.” Compaq, on the other hand, has a Byzantine system of specifications and an officious, hierarchical approval system. One chip designer who has worked on custom chips for Compaq says plainly that the result of all this extra engineering is simply that “at the end of it all, their stuff is unique and incompatible with other systems, without any perceivable benefit from being so.” Your Compaq computer, in other words, is full of parts that are the technological equivalent of government cheese.

Look at it this way: Dell’s R&D outlay for the second quarter of 2000 was $124 million, set against net earnings of $603 million. Compaq’s R&D expenditure, at $354 million, was nearly triple Dell’s – and incidentally, almost equal to its net earnings of $387 million. Not that there’s anything wrong with pouring all of your earnings into R&D, except for one small problem. It’s just a PC we’re talking about! A measly box stuffed full of plug-in parts! It ain’t brain surgery, it ain’t rocket science, and as we’ve seen, it isn’t even cooking! As Michael Dell knows, you just gotta get the good parts, put ‘em together well, and be nice when you answer the phone.

Dell has a program in place for recognizing outstanding OEMs with an award; Compaq has programs in place for partnering with them (including something for I/O technology vendors called the Golden Master Program, which sounds like some kind of secret martial arts cult). Both ideas sound very cheerful and proactive in press releases, but product performance ratings tell the real story. In its most recent evaluation, PC World magazine surveyed 16,000 readers to rate PC vendors’ performance on factors like reliability and service. Dell was the only vendor to receive a five-star rating of ‘outstanding’ in both home and work PCs, while Compaq rated among the worst, with a considerably less impressive ‘fair’.

Granted, these days only 49 percent of Compaq’s business is in PCs and notebooks, the rest coming from service and enterprise computing systems (servers, storage products, and other internet-service hardware), while 81 percent of Dell’s revenues last quarter came from PCs, enterprise business accounting for the remaining 19 percent. Could it be that Compaq, like IBM before it, is ceding the PC market to the upstart, and taking on a new line of more dignified, infrastructural business, more suitable for its dotage – er, I mean, maturity?

That would be the most sensible course of action, especially if, unlike IBM, they can make it look like they quit on purpose, rather than appearing to walk away with a mouth full of sour grapes.

