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Take a look at announcements and 
positioning statements of the main

enterprise systems vendors over the last
year or so and one trend becomes very
clear. Companies such as BMC, Amdahl,
Candle, and IBM are rapidly metamorphosing
into service providers. The technology is
still there — the underlying hardware,
systems software and management tools
on which their large customers depend —
but increasingly, the supplier is offering
the product integration, know-how and
management services to go with them.

To be fair, some suppliers have a more
convincing presence in the services sector
than others. IBM’s Global Services organi-
zation, for example, has been a shining star
for some years; services currently account
for 28 percent of IBM’s total revenue
(excluding maintenance) and are growing
at a far faster rate than other parts of the
corporation. Amdahl bought its way into
services through acquisition, and now relies
on services for half its income, even playing
down its role as a hardware manufacturer.
BMC, by contrast, has only recently launched
its Professional Services business unit, but
clearly has high hopes for the unit. Sterling,
Candle and others are gradually moving in
the same direction, while CA’s acrimonious
battle with CSC last year was all about
credibility in the services world.

Nobody wants to be in the IT box-shifting
(or package-shifting) business any more —
a maturing industry, it seems, needs service
providers rather than product vendors.
Certainly, the signs are that IT departments
are coming to rely more heavily on a broad
range of integration, consultancy, outsourcing
and support services as IT itself becomes a
service provider to the business. The reasons
are clear: The scope and diversity of the IT

function grows broader by the day, and it now
makes much less sense for large computer
departments to retain dedicated in-house
technicians for every product support niche,
as was the case in the past. Xephon’s latest
research indicates that “shortage of suitably
qualified staff” and “keeping-up-date with
technological change” are the major obstacles
confronting IS managers. In order to address
the growing needs of the business, then, it’s
a foregone conclusion that the large enter-
prise will turn to service providers (even if
those service providers are in some cases
competing with their customers for the
same staff!).

Of course, there have been armies of out-
sourcing companies and systems integra-
tors for years, poised to move into the
lucrative data center environment. But the
services that they offered did not always fit
comfortably with the requirements of enter-
prise users, struggling to support a highly
complex legacy environment while embrac-
ing new Internet-based technologies. This
is where the BMCs and Amdahls might
have a distinct advantage; the enterprise
software vendors have gradually established
a unique set of skills in-house, as they re-
engineered their own management tools
and frameworks to extend beyond the main-
frame world to distributed and Web-based
systems. It is a logical step to pass on this
expertise, for a fee, to those companies that
have built their IT infrastructure around the
vendor’s products, allowing the customer to
focus on the complete service rather than
the system.

From the industry’s point of view, there
is something slightly ironic about this trend.
Services are a people-intensive business
and, whichever way you view it, they are not
as profitable as software or even hardware.

Human brains are notoriously unscalable,
and unless you can achieve real economies
of scale, the bottom line remains remarkably
thin. Early in 1999, for example, we analyzed
the opaque financial figures of IBM Global
Services (shortly before they the company
came up with a more favorable accounting
model) and concluded that, for all its explosive
growth, the division had probably been
making a net profit for only two years.

Sure, plenty of services consultancies
and service companies are making a very
healthy living indeed, but the sector is
growing more competitive by the day; and
a gross profit margin on services of 10 to 20
percent looks paltry if you have been used
to 60 percent on software. 

So why are so many enterprise software
vendors re-marketing themselves so aggres-
sively as services companies? Well first, it’s
probably the only way that they can actually
expand their customer base, as a total solution
can give software vendors a toe in the door
at SME companies that would reject a purely
product-based approach. Second, as I said
before, even their existing customers are now
looking to the vendors to provide a more
business-oriented package, including scarce
support and integration expertise. And third
— the bottom line for the vendors — where
service revenues are made, software and
hardware income will inevitably follow. 
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