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1 9 5 2  -  1 9 5 9  I N  T H E  B E G T N N I N G .

The modern history of  IBM pr ic ing pol icy starts v/ i th the

1952 ant i - t rust  sui t  f i led by the Just ice Department.  IBM was

charged with monopol iz ing the tabulat ing machine industry.  ( .At

l -  h : f  + i n a  { .  h 6  ^ ^ n n , r + 6 r  i n n r r e + r r r  t . r r c  n r : n { -  i n r ' l  l t r  n n n - a v i  c + a r r + l

The sui t  charged that IBM monopol ized the industry by maintaining

a  l ease  on l y  po l i cy  and  by  re fus j -ng  to  c ross - l i cense  i t s  pa ten ts

on the manufacture of  tab card equipment.  In 1956, IBM sj-gned a

consent decree to sett le the suj- t .  IBM agreed to the fol lowing

f . \ r i r  n . r i n l - < .

1. IBM wi l l  l imit  i tss leases to one year,
2.  IBM wi l l  sel1 i ts equipment as wel l  as lease,
3 .  IBM w i l l  d i ves t  i t se l f  o f  manu fac tu r i ng  capac i t y  ove r

50? of US capaci ty,  and
4. IBM wi l l  cross- l icense i ts tabulat ing machine patents

f r a o  ^ f  ? ^ t r A  l  l - \ /  : n A  u r i  1  l  n r n c q - l  i . . a n q o  . r + h a r  n a f  o n l - e -!  v r  q r  L _ Y  y e u e r r u p

a t  a  reasonab fe  roya l t y  cha rge .

This consent decree, al though i t  d irect ly appl ied to IBMs tab

ca rd  bus iness ,  gu ided  IBMs  ac t i ons  i n to  the  1960s  as  the  US com-

puter industry started to grow. In the mid-sixt ies,  TBM announced

the  Sys tem/360 .  The  5 /360  was  un ique  i n  tha t  t he  connec t i on  to

per ipheral  equipment such as tape dr ives was standardized. This

fact and the fact  that IBl l  pursued several  pol ic ies of  pr ice dis-

cr iminat ion opened the market for srnal l  companies t 'o produce and

sel1 tBM compat ible per ipheral  equipment.

I n  the  Ia te  s i x t i es ,  fBM p rac t i ced  two  ma jo r  f o rms  o f  p r i ce

di  scr imj-nat ion. First ,  i t  charged di f ferent customers di f ferent



prices for the sar i re i tem of hardware. TBM, knowing that the bus-

inessmen  o f  t he  fu tu re  were  i n  co l l ege  today ,  gave  d i scoun ts  o f

r 1 ? 1  l . n  ? O q  + n  r r n i r r p r q i j -  i e s .  l A f  o n e  n o i n t  ' h e r z  a r r e n  r i ^ r ' ^ - F d  C O m -q y  u v  J v

pu te rs  i f  t he  schoo l  wou ld  teach  a  p rog ramming  cou rse  us ing  i t . )

A1so, IBM would provide varying levels of  software and hardware

c r r h h ^ r f  f  n  ^ i  f  F o r o r +  . - r r q + ^ m 6 r e  n ^ r . ' i  n a  t h F  q ^ m o  r , ) r i . c  S c r : o n dJ U I / } / v l

IBM used  wha t  i t  ca l l ed  " func t i ona l  p r i c i ng "  i n  t he  sa le  o f  i t s

a . r r r i  r - ! m a n f  ' l . h i q  n r  j r - i - c r  n n 1  i n . r  m a a n q  r - h a r r r i n o  a r - r - o r d i n a t  f o  f h eL Y U : y r L ' s r r  u  .  f  r r r s  y !  4 v  t r ' : ,

n p - f  n r m a n r - a  . ) f  i h c  n  i  c r - c  n f  a n ' r  i  n m p n l -  r ^ + h e r  f  h a n  a r : c o r d  i  n o  t O

t he  ac tua l  cos t  o f  manu fac tu r i ng .  F igu re  I  shows  the  p r i ce  pe r -

fo rmance  cu rve  o f  one  o f  IBMs  mos t  popu la r  t ape  d r i ves ,  | uhe  2420 .

I t  was avai l -able in several  models and I  shal l  d i-scuss the -5

and -7.  The -7 had about twice the performance of the other model

and  ren ted  fo r  abou t  tw i ce  the  p r i ce .  The  p ro f i t  marg in  fo r  t he

-5  was  29 .42  wh iLe  fo r  t he  -7 '  iE  ,nas  42 .92 .  IBM po l i cy  he re  was

to  ex t rac t  revenue  f rom those  need ing  pe r fo rmance  rega rd less  o f

1 -hF  n r . l . l 1 r . i i  . ) n  . . l q f  s  l ' h r  c  i  q  nn  i  r r  a f  f  pn l - i  r ' p  r ^ rhan  l - ha  n - . ) d  r . tS  doL r r s  y r v u u e u r

n ^ +  € , - 6  a n m n a { - i  + .  i n n  T n :  ^ . ' \ m n o l -  i f  i r / A  m a r L a f  f h a  h i / - r h  n r i / - a -e v r L ' I J e  u r  L r v t r

l -ow cost  area wi l l  a t t ract  o ther  manufacturers.  That  is  exact ly

what  happened.

I n  N o v e m b e r  1 9 5 7 ,  P o t t e r  I n s t r u r e n t  a n d  M a n a g e m e n t  A s s i s t a n c e

i n + r n r l r r n o d  r r l r l . r  . o r n n a t i b l e  v e r s i o n s  o f  t h e  t B l {  2 4 0 1  t a p e  d r i v e .

T c M c  . i r c f  - e s n n n s e  w a s  t o  a n n o u n c e  t h e  2 4 2 0  t a p e  d . r i v e .  T h e

. , 4 . n  ! ^ ^ 1 .  - : r . - - ! 5 F ^  - r f  n  o r l r  l -  p r - h n o l . l . r v  t o  t  ^ " - "  t h eZ 4 Z U  L O O K  a a v a n E a g e  l -  - . * '  - r  - -  s - L g l r r  L t L c t r r L t J  r v w s !

pr ice-pe r  formance curve.  The imbalance at  the h igh per for :nance end
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s r i l f  ex i s ted  and  i n  I970 ,  Po t te r ,  S to rage  Techno logy  Corpo ra t i on

(STC) and Telex announced thei-r  versions of  the 2420. IBM man-

^ d a m a b f  w h n  i n i t i ^ l  l \ r  € a l I  l - h . f  f h a  i n n n r r r { - i r r a  F a ^ h h ^ l  n a r z  a f

t he i r  2420  wou ld  p ro tec !  t he  new d r i ves  f rom compe t i t i on ,  had  to

- L  - - r F i i  m : r . r i n c  n l r n a ^  . \ n  + h p  h i  ( 1 . h  n e r f ^ r r n F . C et t r s  r l t 9  r r  P r  !  !  t  !  , " c !  Y  r ! r a  P ! e r  E g

a n d  n F  l - h o  n r n d r r r - l -  I 1 n g .

L 9 6 9  -  1 9 7 2 IBIU FIGHTS BACK

By  Ju Iy  I970 ,  p lug  compaL ib .Le  manu fac tu res  (PCMS)  had  abou t

f I ?  o f  t he  pe r iphe ra l  marke t  and  IBM had  p red i c ted  tha t  PCM cou ld

have  up  to  232  o f  t he  add -on  memory  bus iness  i n  a  few  yea rs .  I n

1969 ,  a  new p rob lem a rose  fo r  IBM -  t he  Jus t i ce  Depar t r ' r en t  f i l ed

< r r i F : n : i n e 1 -  T R M  n h : r r r i n n  r z i n l : f i n n  a f  l - h o  S h F r m ^ n  A . 1 -  S n e r - i e l  l r z

mentioned in the sui t  weres

' I  T R M q  n r i r . i n o  n o l  i c v  o f  o f f e r i n o  a  s i n o l  e  o l t o f . e  " o r  t h e
6 - t -  i  r a  c r z q f a m  > n d  < a r r r i  n a c

2. IBM used accunuLated software experience to keep out
n n m n a t  i  l - n r  c

3 .  f B l l  m a r k e t e d  s e f e c t e d  c o n p u t e r s  w i t h  u n u s a l l y  l o r v  p r o f i t
m a r o i  n s  e s l ) e .  i :  l  l  r z  i  n  a r 6 .  q  w h a r e  n i h a r  r - o m n a n  i  c q  h a dr k u r Y r r r J  u  r P u v  r q  r  + - I

or  may  acqu i re  a  foo tho ld ,  and
4  TRM n1 .Fm^ t -  r r rF l  r r  : nnn r rn rad  ncw  n ' r . ) , r  a  I  e  + . \  . l  i  q r ' ] n1 -  l hFf ! r r  y r  L r L , q  L q !  !  r  J  s r l r r v u r r e e

/ l r - l ' i  -  - , , i r  - r ' i 1 1  , , - r o q . r ' l  r r c d .  r c . c - t - l v  . e l e b r a t e d  i t S  t e n t h  a n i v e r -\  r r r t r  r u r L r  !  v u u ,  l e e u . i L t l  ! L

sary )  .

lB l4 t s  reac t i on  to  th i s  su i t  was  to  immed ia te l y  "unbund le "

i t s  sys tems .  I n  e f fec t ,  IB l l  w i l l  now se IL  any  p iece  o f  ha rdware .

so f tware  o r  suppor t  se rv i ce  separa te l y .  Th i s  ac t i on  was  j us t  wha t

l - ha  p f 'M  camnen iFq  v ran l -  F , . l  N . \ \ r  { - ha rz  r - n r r l  r ' l  m : r kc j -  j - he i r  r e r i  ohe fa lv v , , , } / q r r f  E r

dev ices  to  use rs  who  d id  no -L  have  to  buy  comp le te  IBM sys te rns '

Bu t  t he  Pc l l s  d id  no r ,  rea l i ze  tha t  t h i s  po f i cy  was  abou t  : o  back f i re .
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T R M  t ? i a  .  h r ^ d r > m  i r l l - a r n , a l  l r r  n a l l a d  C I \ l A q H  i ^ ' ^ q  a l ' ' . 1 r 1 -  l _ . r  . n m r t l e l -  a l vq  y !  v Y  !  s r r r  + r r  L e !  r t s + f  j

r F s j .  r t t a j -  t t r e  i f s  n r i c i r r o  n l a n _  T n  c a r j V  I q 7 1  : q  F  r F q n r ) n q p  f O  t h e

inroads made into i ts markets due to funct ional  pr ic ing of  tape

dr i ves ,  IBM announced  the  3420  se r ies  tape  d r i ves .  These  d r i ves ,

al though they used new technology, did not of fer a performance

improvement.  Their  main funct ion was to fet  IBM correct their

p r i c i ng  m is take  o f  t he  2420 .  F igu re  I  shows  the  new p r i ce -pe r -

formance curve. Prof i t  margins were set aL 26.52 for the low

end  un i t s  and  29 .2?  a t  t he  h igh  pe r fo rmance  end .  The  PC l4s ,

o f  cou rse ,  coun te red  w i th  a  p r i ce  cu t  on  the i r  d r i ves ,  bu t  t he

sgueeze  was  on ,  A t  t h i s  t ime ,  a I I  lBM lease  p roduc ts  were  cance l -

l ab le  on  th i r t y  days 'no t i ce ,  wh i l e  t he  l eases  o f  mos t  compe t i t o rs

w e r e  o n e - v e a r  o r  l o n o c r .  l T h c  l o n o  l e a s e s  w e l . e  O n e  r e a s o n  t h a t

PcMs cou ld  o f fe r  l ower  p r i ces .  )  on  May  25 ,  1971 ,  rBM announced

the  F i xed  Te rm P lan  (FTP) .  FTP cu t  l ease  p r i ces  up  to  35?  wh i l e

requir ing one or two year lease terms with heavy cancel lat ion

^^ -  r ' r  r ' i  ̂ ^  mh^  ^ f  €a - t  was  j -mmed ia te .  W i th in  a  week .  Te lex  s tock
P c r r d - L  L - L s i ) .

r l r r r nna r l  1  42  and  . ) \ r o r  - L^  i  l -  q  q t . ) . k  r r a  l  t t e  d rooDed-  -  - -  L t l c  r r c r a L  L w \ r  y E a ! - ,  v q r u s  u l v t / I

f r om $ l -98  m i l f i on  to  948  m i l1Lon .  The  o rde r  ra te  fo r  PCM tape

drives dropped 622 by December 1971. Next IBM addressed the add-

on memory compet i t ion. In 1970'  IBI4 announced the System/370

mode ls  I55  and  165  w i th  memory  p r i ces  o f  S l2 '000  pe r  mon th  pe r

megaby te  ren taL .  W iLh  these  sys tems  and  the  p rev ious l y  i ns ta l - I ed

base of S/350 machines. memory PcMs cont inued to make advances

in to  IBM 's  cus tomer  base .  The  155  and  165  used  magne t i c  co re
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m e m o r i e s .  I n  l a t e  1 9 7 0 f  I B M  a n n o u n c e d  L h r e  S / 3 7 0  1 4 5  w i t h  a l l

semiconductor  memory.  Wi th the pending announcement  of  the S/370

' I  ? q  i -  M r r ^ r .  I  0 7 t  r q M  w e q  t r a n . i - r n i  n a  1 - n  h 6  C o n c e f n e d  O V e f  t h eY v q J ! u Y t a l l l l l l Y L v !

ab i l i t y  o f  compe t i t o rs  to  con t i nue  to  make  advances  i n  th i s

marke t .  The  f i na l  S I1ASH p ro jec t  announcemen t  on  Augus t  2 ,  1972

q a 1 .  l - h a  e l -  e . r a  f . \ r  l -  h a  1 - a  F a < F  - h A ' 1 ] . a r  i  h  T P M  h i  < J - n r r r  n h  l -  h ^ fr ! + J  e v  L  I

d a v -  T B M  a n n o t t n r : e d  1 -  h e  S / j 7 0  m o d e l  s  1 5 8  a n . i  1 6 R  T R M  n . \ , , r  r a . r u i r e d

a minimum amount of  memory be purchased with each system. The

memory was al-so moved from an external  box to inside of  the

n r r . l . : F s s o r  i 1 -  s e l  f  -  T h a  n r i n o  n f  r n a m n - r r  r . r a s  l o w e r e d  5 7 ?  1 - n  S 5 2 0 0

n a r  . r . \ n - h  n a -  m a d : h t / l - c  f A  n r i  r - p  n a n w  r - n n q i r r e r c d  w a s  d a c i n r r o r l

t o  d r i ve  the  compe t i t i on  ou t  o f  bus iness .  )  I n  o rde r  t o  compen-

saEe  fo r  t he  l ower  memory  and  pe r iphe ra l  p r i ces ,  IBM ra i sed  the

n r i  r - a  o f  l - h p  . a n t - r A ' l  D r o c e s s o r  f C p T l )  b v  3 6 ?  f o r  t h e  1 6 5  t o  1 6 8

n h c r a l  q  r ^ r i  l - h  i r q  q r r h s f a n t i a l  o r i e e  c u f  t o ' l  l  n w p d  h r r  i  n r - r c a s c s  1 n

C p I l  n r i . - e s  a n d  r r d u c e ^  n - i - 6 c  r , ? a r A  r e a l l o c a t i o n s  O f  t h e

revenue between CPUS and per ipherals to take account of  the fact

tha t  IBM no  l onger  had  subs tan t i a l  marke t  power  i n  pe r iphe ra fs .

L972 - PRESENT COMPETITION FROM ANOTHER SOURCE

fBM cont inued

n r n n a < c n r e  n f

a r : n h  a f  m e n r r

I n

t i ona l

2 shows

. .  ^ ^ - . ^ * r , i  ^ ^
L r r E  s q !  a y

n r i  l i  n n  ^ f  l -  h c  n p n l - r a l

r h a  n . i  n  o - n a r  f n r m r  r  n  ^

i t c  n n l  i n r r  a f  F r r n n -

i f c  c r r c t a m q  F i d r r r . ,

. \ f  T q \ , 4 t  e  n .  c +  n r A q e n t
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i h ^  F . r F , r r 6  d ' d + a n -  T h e  i n C r e a S e  O f  C p U  o r i  r : e s  h r o l r a h j -  . ] n  h v  p C M! ! v s Y r r L  v r r  u l

/ - . \ m i r 6 l -  i  f  i ^ n  i r  1 a 1 )  a n a n a . 4  T R M  r ^  ^ ^ n n 6 f i  + i n n  i h  f h a  h l , r ^  ^ ^ r
F - * Y  -  ' . n -

pa t ib le  CPU marke t .  The  5 /370  158  and  168  be ing  on  the  h igh  end

o f  i - h e  o e r f o r m a n c F  s . e l  a  A i ' l - r a . l - a d  q a l r a r a l  e n t f  a n t s  i n t o  c o m -

pet i t ion wi th IBIvt .  Dr .  cene Amdahl  fe f t  IBM in 1970 to form hj .s

own company to manufacture machines in  the 168 and up range.  In

' I  q 7 5  N : i - i n n a l  c a m i  r - 9 n f l u s f g r  e n t e r e d  i n  t h p  
' l  5 R  r a n r r a  n i n r r r g  lr  t Y s ! r

shovTs  the  e f fec t  on  the  p r i ce  o f  I 58  c lass  mach ines  caused  by  the

va r ious  IBM and  compe t i t o rs  s t ra teg ies .

'  
I n  L972 ,  w i th  the  announcemenL  o f  t he  f58 ,  IBM ra i sed  i t s

C p r l  n r i . c q  h w  5 4 9  ' F h i  q  . r p ^ l -  o r r  e  r r n r i . a  U m b r e f l a "  U n d e r  w h i C h

competi tors could funct ion. The new entrants needed several  years

+ ^  ^ ^ r ? ^ l ^ h  + l a ^ i  r  h r ^ d r 1 . . + q  ^ n r l  . l ' r r i n r r  1 - h i s  { - i m p .  T R M  , , - . \ n f  i  h r r a . l  t O

r l i  < a  r - h 6  n r i n a  ^ F  l - h a  n D r l  u r h ' i  1 a  I n i . ' o r i n a  f h o  n r i n o <  n f  m a m c , r r- -  . . . - . * - -1

and per ipherals.  With the f i rst  del ivery of  the &ndahl machine

i n  I A ? 6  l t r i  l - h  f ! , r i ^ a  f h a  n a r f n r m r n a a  ^ F  { - h a  I 6 R  r t  f h a  c r m a  n r i n o \

and the del ivery of  the Nat iona. l  machine in 1977 (with the per-

fo rmance  o f  t he  158  a t  a  subs tan t i a l l - y  . l - ower  p r i ce ) ,  IBM coun te red

with the announcemen! of  the 303X ser ies of  machines and dramatic

h ? ' i ^ 6  ^ r r { -  e  T R M  f a l l -  q a - r r r a  i r  m : l r i n c  r h a c c  n r i  r - c  n r r l -  c  c i n n a

. . \ . n n F l - i f  i n n  w : <  q l - : r + i n n  l - n  m : k a  a r i r r : n n a g .  I B M  W a s  e m b o l d e n e d

by  i t s  success fuL  de fense  o f  t he  Ca l i f o rn ia  Compu te r  su i t  and

the  fac t  t ha t  t he  Jus t i ce  Depar tmen t  an t i t r us t  case  was  fa l t e r i ng .

T h e s e  n r i c e  c u l s  i n  M a r c h  1 9 7 7  t o t a l e d  3 5 ? .
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The prof i t  squeeze cont inued in l -979 as IBM introduced the

low  end  o f  wha t  i s  cons ide red  i t s  ma in  sys tem fo r  t he  1980s .  f h i s

tacL i c  i s  s im i l a r  t o  t he  one  emp loyed  i n  the  ea r l y  1970s  aga ins t

tape and memory PCMS. The 4300 system uses innovat ive technology

to  cu t  t he  p r  i ce -pe r  f o rmance  ra t i o  i n  ha l f ,  t ha t  i s ,  Lhe  same

n c r f n r ' m a n r - e  ^ i -  h A l f  f h c  n r i  r - a  T h a  a f F a . f  . \ n  1 - h a  i  n r i r r e f  r r r  r - n r 1 ] d

h e r r a  h a a n  n r a d i n r a d  S e \ / F r a l  c o m r r e t i t o r s  h a v e  d i v e s t e d  t h e m s e l v e s

of their  PcM business whife others who have chosen to remain in

l - h e  h r r s i  n a q s  F . . n F . f  I i f f  I F . 1 r  n n  n r . r f  i { -  f r n m  f h : +  e F . f m 6 n 1 .  i n  l h gv / : F e v  u

CONCLUSION

Both  the  T970-1912  ba t t l e  w i th  the  pe r iphe ra l  manu fac tu re rs

and the 1977-\979 batt le with the CPU manufacturers show IBM

. l  a e r l w  i r  a  n o s i f i o n  o f  t h e  D r r r f i  I  r ' r a x i n i  z e r  i - . a k i  n o  a r i w a n t a c r e  o fe r u s !  ! _ t

t he  s t ruc tu ra l  cha rac te r i s t i cs  o f  t he  i ndus t r y '  lBM pu rsued  a

. . r m l - 1 i n A 1 - i n n  n f  n r i c i n r r  n n l i c i c c  F i r s f  .  + h a r r  f  i o d  n r n d ' r r - f  <  i nv !  t / ! : v + r r Y

which they were losing market power to those in which they mal-n-

ta ined  marke t  power .  Th i s  was  done  w i th  d i sc re t i on  s ince  t y ing

n r o d r ' r c f  s  l o o e f  h e r  i s  i  1  l  a ' . ' a  l  r r n d e r  l - h e  ^ n t i t r u S t  l a w s  i f  i t  e x -
P ! v v s e L r

pands  marke t  po \ ^ re r .  Second ly ,  t hey  i nc reased  the  p r i ces  o f  p ro -

duc ts  v r i t h  ba r r i e rs  to  en t r y  wh i l e  d ropp ing  o r  a t  l eas t  compe t i -

1 -  i r r c l v  s F f f i n o  l h e  o r i . c  . ) n  j - h . ) s e  D 1 . o d u e t s  w i L h  n o  b a r r i e r s  t oJ u  e  e  + r r Y

e n t r y .  T h i r d l y ,  o n c e  t h e  m a r k e t  w a s  p e n e t r a t e d ,  I B l l  u s e d  i t s

p o s i t i o n  o f  p o w e r  a n d  e c o n o m i e s  o f  s c a l e  t o  i n t r o d u c e  n e w  p r o -

d u c t s  a t  l o w e r  p r i c e s .

M D :  l s g
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