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Abstract: This paper presents an analysis of the key events, impacts and
issues of Lenovo buying IBM’s x86 low-end server business. The analysis
include (i) approval of the deal by regulatory bodies in the United States,
Canada, India and China, (ii) security concerns of US government
departments, (iii) pricing of the deals, (iv) possible impact on IBM in future,
and (v) possibilities of Lenovo making it repeat of acquiring ThinkPad
business of IBM. The paper presents analysis of qualitative and time series
guantitative data. The qualitative data are mainly consists of different events
before and after the acquisition of x86 server IBM business by Lenovo. The
guantitative data are analyzed with respect to growth parameters of overall
server business and Lenovo server business. Research paper also attempts
to find out answer to specific 9 research questions with respect to impact on
eco-systems of IBM and Lenovo. Based on analysis, it is inferred that IBM is
not able to manage its traditional & well accepted products business in the
face of fierce competition & low demand but Lenovo will manage. The deal
was a financial necessity for IBM and strategic expansion in to new markets
strategy for Lenovo.
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Lenovo kupio jedinicu za proizvodnju x86 low-end servera
kompanije IBM

Apstrakt: Ovaj rad predstavlja analizu klju¢nih dogadaja, uticaja i pitanja u
vez iIBM-ove jedinice za proizvodnju x86 low-end server koju je kupio Lenovo.
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Analiza obuhvata (i) odobrenje postignutog dogovora od strane regulatornih
tela SAD-a, Kanade, Indije i Kine, (ii) zabrinutost ministarstava SAD-a za
bezbednost, (iii) cene postignutog dogovora, (iv) moguci uticaj na IBM u
buducnosti, i (v) moguénosti da Lenovo ponovi uspeh u kupovini ThinkPad
poslovanja IBM-a. Rad predstavlja analizu kvalitativnih podataka i vremenskih
serija kvantitativnih podataka. Kvalitativni podaci se uglavhom sastoje od
razli¢itih dogadaja pre i posle kupovine jedinice za proizvodnju x86 servera
IBM-a. Kvantitativni podaci su analizirani u odnosu na parameter rasta
ukupnog serverskog poslovanja i serverskog poslovanja firme Lenovo.
Istrazivacki rad takode pokuSava da sazna odgovor na 9 istraZivackih pitanja
u vezi sa uticajem na eko-sisteme firmil BM i Lenovo. Analiza dovodi do
zaklju¢ka da IBM nije u stanju da upravlja svojim tradicionalnim i dobro
prihvacenim proizvodima nasuprot Zestokoj konkurenciji i slaboj potrazniji, ali
¢e Lenovo ipak uspeti u tome. Postignut dogovor je bio finansijska potreba za
IBM i strateSko proSirenje na novatrziSta za Lenovo.

Kljucnereci: x86 server, ThinkPad, IBM, Lenovo, tehnologije “klauda”

1. Introduction

Lenovo, US$ 47 billion as on 20.02.15 (US$ 30 Billion on 18.09.12) personal
technology company and the world's largest PC vendor will be completing
purchase of IBM's x86 low-end server unit and Google's Motorola Mobility unit
by the end of 2015 according to Osborne (2014b). Its line of product includes
smart phones, tablets, laptops, desktops, workstations, servers, monitors, and
accessories. One of the most important factors for growth of Lenovo is its
strategy to grow both organically (process and product innovation) and
inorganically.

Continuing its decade old strategy, Lenovo acquired x86 server unit of IBM.
IBM was losing as much as US$ 1.5 billion a year from its x86 server
business. Lenovo had purchased x86 server unit for US$ 2.3 billion after lots
of hiccups with respect to value of the deal which was placed by IBM as high
as US$ 6 billion (Annie (2013)). Lenovo acquired Google’'s Motorola Mobility
for US$ 2.9 billion as part of its same strategy. IBM low-end server business
deal by Lenovo for $2.3 billion is China's biggest technology deal. This is also
the second acquisition by Lenovo of IBM business. Lenovo has bought IBM's
money-losing ThinkPad business for $1.75 billion during the year 2004.

The x86 server deal includes IBM’s System x, BladeCenter and Flex System
blade servers and switches, x86-based Flex integrated systems, NeXtScale
and iDataPlex servers and related software, blade networking and
maintenance operations of business ((Kass (2014), Thompson (2014)).
Lenovo gets all of the development, sales and marketing, finance, legal,
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integrated supply chain, operations, IT, manufacturing, and service and
support (maintenance) operations associated with the above mentioned
assets (Laura (2014)). As part of the deal, Lenovo will inherit seven server
manufacturing sites from IBM. These sites are in Beijing, Shanghai,
Yokohama, Raleigh, Silicon Valley, Taipei and Brazil. It will make Lenovo 3"
largest player in world market of x86 servers which is caped at US$ 42 billion.
According to Laura (2014), other provisions of the deal include “(i) IBM will
retain its enterprise systems portfolio, including System z mainframes, Power
Systems, Storage Systems and Power-based Flex servers, as well as the
PureApplication, PureData and SAP Hana appliances; (ii) IBM and Lenovo
will enter into a broad-based strategic collaboration; (iii) Lenovo will become
IBM's preferred supplier of x86 server technology; (iv) Lenovo will license,
manufacture and resell IBM Storwize and tape storage technologies, the
General Parallel File System, the SmartCloud Entry, elements of the x86
system software portfolios, and the Platform Computing portfolio; (v)
Integrated systems software components will move to Lenovo; (vi) Higher-
level management tools like System Director and Flex Systems Manager will
remain with IBM and be licensed by Lenovo; (vii) IBM and Lenovo will work
together on patches to IBM software required by Lenovo; and (viii) Until the
transaction is completed, the two companies will continue to operate
independently.” It means Lenovo still need to work with IBM for the repeat of
possible success of ThinkPad business. The payment terms are almost same
of both deals of IBM and Lenovo.

These entire events have promoted organic growth for Lenovo, created new
synergies among workforce, and will contribute significantly to overall
business success of Lenovo in future. The publicity of these deals is not to the
level of Microsoft acquiring Nokia’'s mobile handset business or Verizon
Wireless acquiring Vodafone’s USA business (Singh (2014a, b)) because of
much less size of the deals. However, two deals of IBM and Lenovo are very
important and may have huge impact not only on personal information
technology businesses but also on electronic industry as a whole. One of the
most important impacts could be what next for Lenovo in IBM business or in
any other loss making unit of big or small companies. Secondly, can Lenovo
sustain the declining market segment of x86 IBM servers? Keeping in view,
the importance of this deal, this paper attempts to analyze the impact of the
deals on Lenovo low end server business in days to come. In addition,
research paper discusses many issues cropped up during the process of
acquisition such as security concerns of defense department of US
government, workers strikes for better compensations from Lenovo, impact on
stakeholders such as users & channel partners, impact on Lenovo business,
impact on IBM business, and impact on competitors in the same business
domain starting with Lenovo growth and ending with concluding remarks. The
research paper also included a section of research methodology giving details
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of the nine research questions. Subsequently, research paper presents
answers to the nine research questions based on the analysis of qualitative

and quantitative secondary data.

2. Research Methodology

Research methodology of the paper can be termed as exploratory in nature
since it is based on secondary piecemeal data collected from many sources
on Internet. It contains sufficient amount of historical as well as current data
which is sufficient to conclude or answer research questions, therefore,
methodology can be termed as exploratory cum descriptive in nature. The
conclusions are drawn based on both qualitative and quantitative secondary
data collected from the various resources mainly internet (websites of main
stakeholders). However, findings need further examination with the availability
of more data on the subject in near future. The analysis of the research paper
can be termed as content analysis, event analysis, and trend analysis.
Analysis attempts to generate possible answer of following nine research
guestions.

Research Question 1: Will Lenovo be able to repeat success of IBM’s
ThinkPad business deal?

Research Question 2: Will it expand Lenovo markets for its existing products
as well as products of acquired unit of x86 servers?

Research Question 3: Is Synergy Trap Hypothesis true in
acquisition of x86 server business?

Research Question 4: Will it help Lenovo to acquire more loss making units
if any and do innovation in server manufacturing technology and processes?
Research Question 5: Is inorganic expansion path better for faster growth in
high tech electronic industry?

Research Question 6: Will huge local market for x86 servers help Lenovo to
repeat the success of ThinkPad PC business acquisition?

Research Question 7: Will IBM’s bottom line improve?

Research Question 8: Will it help Lenovo to take advantage of unique skills
and knowledge of IBM’s work force in x86 server domain?

Research Question 9: Will it convert in to a "good opportunities” to take over
a corporation when it is making loss in low demand era and have potential to
grow with better management or changed management skills?

Further, research analysis included many events linked to the deal. The
events included in the analysis are (i) success of ThinkPad PC business
acquisition, (i) approval by regulatory agencies in China, European
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Commission, India and USA, (iii) Chinese science and technology reform, (iv)
Han card technology, (v) inorganic path of success (vi) converged
infrastructure (CI) or pure system strategy v/s converged system strategy, (vii)
cost cutting measures by management of Lenovo, (viii) solution of security
concern of US Government, (ix) approval for the deal by Competition
Commission of India (CCl), (x) condition put forth by GlobalFoundries (GF),
(xi) buying more time by Fuijitsu, (xii) non-seriousness on part of Dell Inc, (xiii)
IBM announcement to spend $1bn building up its Watson software business,
(xiv) IBM announcement of spending $1.2bn on datacenters for cloud
computing, (xv) IBM announcement to spend $3bn on Research &
Development over the next five years to make sure processors are compatible
with the demand of big data applications, (xvi) movement of stock prices, (xvii)
announcement of investment in technology by many countries, etc. Analysis
and discussion begin with impact of ThinkPad business on Lenovo.

3. Lenovo Growth

50% of x86 servers are implemented either in Media industry or in
government organization followed by telecom as mentioned in table 1. None
of the three segment of the market is going to shrink in the next 10 or more
years. These segments will continue to implement x86 servers. It is good for
Lenovo growth and acquiring x86 server businesses may fell in line with
acquisition of ThinkPad business.

Table 1. Worldwide x86 market share (%) by Industry during Q1 2013

Ind | M | Gove | Tel Educ | Finan Maan Serv | Utilit | Transp | Oth
ustr | ed | rnme | eco - acturi | - . ;

) ation | ce ice ies ortation | ers
y ia | nt m ng
ezl o |8 8 7 5 |3 |3 7

Source: http://www.idc.com/getdoc.jsp?containerld=prCN24226113

As mentioned earlier growth strategy of Lenovo can be termed as organic as
well inorganic. At Lenovo inorganic growth creates synergy as it works as
catalyst for organic growth. The events of inorganic growth through acquisition
and partnership for Lenovo are listed in the following table 2. A comparison of
two acquisitions of IBM businesses by Lenovo is given in table 3. It is evident
from these facts that Lenovo has learned the art of acquisition and integration
of new technologies and manpower for creating synergies by over powering
resistances from different quarters.
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Table 2. Decade of Buying- Lenovo’ major corporate acquisition and

partnership

:\(Aé);:,th/ Target Transaction Value/ Payment Mode
US$ 1.75 Billion [US$ 650 Million cash + US$ 600 Million in
December IBM PC securities +18.9% stake in Lenovo (Spooner and Kanellos
2004 Business (2004))]. Deal made Lenovo a global PC vendor with global
brand.
US$200 Million [US$ 200 million in cash and Lenovo shares
. for entire interest of Lenovo Mobile Communication
November Lenovo Mobile )
2009 Communications Tecr_mology Lt_d. from a group of investors led _by Hony
Capital, the private equity arm of Legend Holdings (News
(2009))].
Joint venture was formed between Lenovo (51%) and NEC
(49%). NEC required to hold US$ 175 Million for 281 million
. shares for the period of two years. Later on this condition
%gr;-liary \N/Eriuif Joint was _Waived off due_to financial n(_eeds qf _NEC. NEC was
making loss at the time of formation of joint venture. Deal
made Lenovo #1 PC vendor in Japan (News (2011),
Alabaster (2012)).
US$ 337.5 Million [231 million Euros (US$340 million), or 13
Euros per share, to Medion's biggest shareholder
Brachmann for a 36.6% stake (Yee and Soh (2011))]. On
July 2011 Germany's March 31, 2014, Lenovo holds 79.82% share capital of
Medion AG Medion AG. It is in fact 87.54%as per the German Security
Trading Act. Deal enhances brand, channel, and scaling in
Western Europe.
(http://www.medion.com/en/investor/stock_corporation/)
ggf;ember o rBraZ" PC | Us$ 145.4 Million [Cash and Stock (Whittaker (2012a))].
2D§f§mber Stoneware To boost cloud offerings. [$ 44 Million (Whittaker (2012b))].
US$ 59 Million. Partner with EMC? to co-brand EMC's
December EMCZlomega lomega line to provide network storage products for small
2012 and medium businesses, remote branches, and distributed
enterprise scenarios as LenovoEMC [Bradley (2013))].
US$ 146 Million [US$102 cash + US$43 in Equity] CCE was
January founded in 19_64 and bepame largest PC maker in Braz_il.
2013 CCE Lengyo puys it tp establish local braqd and mgnufact_urlng
facilities in Brazil and also to double its share in Brazil
market (Whittaker (2012a)).
US$ 2.10 Billion [US$1.8 billion in cash, and US$ 280
%gr]ﬂary :BBul\éIi;(SSSServer million of its stock to IBM. It was _Iess by _US$200 Million in
cash due to value of transferred inventories (Kan (2014))]
US$ 2.91 Billion [US$660 million in cash+ US$750 million in
Lenovo ordinary shares (subject to a share cap/floor) +
January . US$1.5 billion in the form of a three-year promissory note +
2014 Motorola Mobility cash compensation of approximately US$p228 million for the
cash and working capital held by Motorola at the time of
close (News (2014a, 2014b)).
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Table 3. Comparison of Two IBM deals with Lenovo

Parameters IBM ThinkPad PC IBM’s x86 Server Source
Business Business
Value US $ 1.75 Billion US $ 2.1 Billion Barinka
Year 2004 2014 (2014),
Payment US$ 650 Million in cash + | US $ 1.80 Billion Spooner
$600 million in securities. in cash and
Payment IBM  will have 18.9% | $280 million of its | Kanellos
stake in Lenovo & will stock to IBM. (2004)
remain Lenovo's second-
largest shareholder

4. Impact of buying ThinkPad PC Business on Lenovo

With the acquisition of ThinkPad PC Business, Lenovo will have an annual
sales volume of 11.9 million units and revenue of $12 billion. This is based on
the sales data of 2003 (Spooner and Kanellos (2004)). Lenovo has roughly
19,200 employees (10,000 IBM employees+ 9,200 Lenovo employees) in
2003. Out of 10,000 employees of IBM, 40% are in China and less than 25%
are in USA. As can be seen from data presented in table 4, Lenovo not only
became number 1 PC makers in the world in less than a decade after
acquiring IBM ThinkPad business in 2004 but retained its position during 2013
and fourth quarter of 2014. In fact all the major manufacturers of PC have
grown tremendously during quarter 4 of 2014 but Lenovo had grown more
than the others. Growth of Lenovo was attributed by researchers and industry
experts to many factors. Major factors as mentioned in the literature are
impact of the Chinese science & technology reform, Han-card technology, link
between technology-driven and market-driven strategies adopted by Lenovo,
and acquiring of IBM ThinkPad PC Business. It means acquiring IBM
ThinkPad business was not the sole factor for the growth of Lenovo in PC
market. Further, it is repeatedly mentioned by the top management of Lenovo
that cost-cutting measures for reviving IBM Corp's ThinkPad laptop unit was
one of the most important factor. It is further reported by Lenovo that lessons
learned in the revival process of ThinkPad business will be used in future
acquisition of loss making units across the globe including Motorola mobility
and IBM x86 Server (Carsten (2013)).
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Table 4. Global PC Market Share by Units, Percent (2003-2014)

Vendor 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2014
[1] [2] [3] [4] [5] [6] [7] [8] [9] [10] [11] [12] [13]
Dell 14.9 16.4 16.8 15.9 14.2 14.1 12.1 12.0 11.7 10.7 11.6 12.5 12.7
ol ol ool ey o e e e
HP 14.6 14.6 14.6 15.9 18.1 18.2 19.1 17.9 16.6 16.1 16.2 16.0 18.8
@l @ e o o o o o e e
5.3
IBM @)
.. 3.7 3.8
Fujitsu ) )
Acer 2.9 3.4 4.6 7.6 9.7 10.6 12.9 13.9 10.8 10.2 8.1 7.3 8.1
e 6|l @| |l @] | @] @| @| | @| @] @
} 6.8 6.9 7.0 7.4 7.5 8.0 10.9 12.5 14.9 16.9 16.9 19.4
Lenovo Ol el | @ @] | @ @ @] o ©| ®
) 3.3 3.8 4.0 4.6 5.0
Toshiba | & ®] ®&| 6
AsUS 5.4 5.7 6.9 6.3 6.9 75
e 6| | 6| ®| ©
Others 58.6 55.1 53.8 | 498 | 465 | 449 | 42.8 | 40.0 | 428 | 41.2 40.8 | 405 | 334

Sources: Retrieved on February, 2014. [1]: http://www.gartner.com/newsroom/id/492098 {Other
id numbers of the same website are ([2] id/492237, ([3] id/500384, [4] id/584210, [5] id/856712,
[6] id/1279215, [7] id/1519417, [8] id/1893523, [9] id/2301715, [10]id/2647517, [11] id/2647517,
[12],id/2705117, [13]id/2960125

5. Challenges faced by Lenovo in acquiring IBM x8.6 Server
business and impact of deal

5.1. Approval by regulatory bodies in the United States, China,
Canada, European Commission and Other Countries:

Lenovo, x86 Server deal needs approval from USA, China, Canada,
European commission and other countries. The Chinese Ministry of
Commerce (MOFCOM), anti-monopoly department has approved the
acquisition of IBM's x86 servers, blade networking and maintenance
operations in the beginning of July 2014 (Osborne (2014c)). The Europe has
also granted approval for the deal (Morgan (2014b)). US regulators were
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concerned with national security which may be weakened with deal since
"Chinese spies" may be able to access the Pentagon's servers which are of
IBM make as per their perception. Under the agreements of deal, Lenovo will
take over the maintenance of IBM servers implemented in Pentagon.
Concerns of cyber attacks and spying are exchanged between China and US
in the recent past. Amid all concerns, the Committee on Foreign Investment in
the United States (CFIUS) approved the proposed sale of IBM x86-based
server business to Chinese PC maker Lenovo (Gagliordi (2014)). Competition
Commission of India (CCIl), the fair trade watchdog has given approval to the
deal. Lenovo operates in India through its subsidiary Lenovo (India) Private
Ltd (PTI (2014)).

5.2.  Security concerns of US government

IBM's servers are used in communication networks and datacenters that
support the Pentagon's systems. These servers, if maintained by Chinese
Company may be threat for US national security. To address the concerns of
CFIUS, it is reported that IBM will maintain the servers on Lenovo's behalf "for
an extended period" after the sale is finalized. Maintenance could range from
software updates to changes in hardware components (Osborne (2014a),
Cobb (2015)).

5.3. Price of the deals

GlobalFoundries (GF), Fujitsu, Dell Inc., and Lenovo are reported as potential
bidder to buy IBM’s x86 server business. GF deal could not materialize due to
two reasons. (i) GF was more interested in acquiring IBM’s engineering
expertise and intellectual property, rather than buying the chip-making
facilities (Barker (2014a)). (ii) IBM was willing to give GF $1 billion to take the
chip manufacturing unit, but GF demanded $2 billion (Davis (2014), Barker
(2014b)). Fujitsu was willing to pay more than US$ 2.3 billion but looking for
more time to make a firm offer and Dell Inc. was never serious in making
offer. On the other hand IBM was keen to sell off the server unit due to lack of
demand in the market and financial necessity. Lenovo was in constant touch
with IBM for more than a year. Lenovo agreed to pay US $2.3 billion which
was below the bottom end of the range of $2.5 billion to $4.5 billion discussed
in the first round of talks between Lenovo & IBM (Bloomberg News (2014a,
2014b)). IBM and Lenovo agreed on deal though it was below the bottom end.

5.4. Impact on IBM

IBM says the sale of its x86 server businesses will allow the company to focus
on system and software innovations such as cognitive computing business,
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big data business and cloud computing infrastructure (Barker (2014a)). In
January 2014, IBM announced a plan to spend US$1billion building up its
Watson software business, and $1.2billion on datacenters for cloud
computing. It is almost equal to its earnings from selling its x86 server
business (Ranger (2014)).

In July 2014, it was reported that IBM will remain interested in chips after this
deal and will spend $3billion on R&D over the next five years to make sure
that its processors can keep up with the demands of cloud computing and big
data applications, including examining options for post-silicon chips (Barker
(20144a)).

VAR Guy (2014) reported that worlds of storage, networking and computing
are converging. IBM has been pitching PureFlex System, PureApplication
System and PureData system into the converged data center market. On the
other hand Cisco, Dell, HP and Oracle each have their own converging
strategies. How IBM will cope with this technology competition of pure system
strategy v/s converged system strategy after selling off the x86 server
business. It is yet to be seen.

VAR Guy (2014) further reported that IBM has been promoting x86 servers
and the PureSystem strategy aggressively to managed services providers
(MSP). The objective was that the MSPs and cloud services providers (CSPs)
will build next-generation data centers using IBM's infrastructure. IBM would
need a new strategy after exit from the x86 server businesses. In addition,
IBM’s software business will be impacted without x86 servers. IBM needs to
look for space to bundle its software components. The deal will also impact
IBM strategy with respect to x86 server based infrastructure to compete in
cloud business domain.

5.5. Impact on activities of Lenovo

Lenovo will take control of IBM's System X, BladeCenter and Flex System
blade servers and switches, x86-based Flex integrated systems, NeXtScale
and iDataPlex servers and associated software, blade networking and
maintenance operations. IBM's 7500 x86 business employees who are part of
executive team, development team, sales team, engineers, are transferred to
Lenovo (Osborne (2014a), Turner (2014)).

Lenovo high-end product line will be IBM’s System X and Flex servers with
x86 chips for enterprise segment and Lenovo’s ThinkServer products will be
for small and medium-size businesses (Shah (2014)). It means Lenovo will
have its reach to both segment of the industry (Blake (2014)).

Lenovo Group has reported it has achieved US$10.4 billion in revenue for the
first quarter of the 2014 financial year, an 18% increase year-over-year
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(Chanthadavong (2014)). Lenovo Q2, 2014 revenue was US$ 10.5 billion
achieving YoY growth of 7%. The details of financial parameters are given in
Table 5. Lenovo’s revenue in Q3 2014 from China was 29% of its total
revenue. Its home market revenue is increased only by 1% to US$ 4.1 Billion.
It means Lenovo is facing tough competition in home market.

Further, it was reported that its 3" quarter revenues was US$ 14.1 billion, up
by 31% year-on-year basis. Adjusted pretax profit, excluding costs for the
company's takeovers of Motorola Mobility and IBM's x86 server business,
rose 8% to US$ 348 million. Including these costs, net profit for the three
months to December fell 5% to US$ 253 million (News (2015b). It is reported
by many experts that recently completed mergers of Motorola Mobility and
IBM Corp's x86 server unit helped Lenovo to boost its revenue during Q4 of
2014.

Table 5. Financial parameters of Lenovo for the Year 2014

Year/ Account Head Amount Increase | Source
Quarter
Q1 (2014) | Revenue US $104 | 18% Chanthadavong
Billion (YoY) (2014)
Q2 (2014) | Revenue US $ 105 | 7% News (2014c)
Billion (YOY)
Q2 (2014) | Operating Profit US $ 329 | 24% News (2014c)
Million (YoY)
Q2 (2014) | Net Profit US $ 262 | 19% News (2014c)
Million (Yoy)
Q3 (2014) | Revenue UsS $14.1 | 31% News (2015b).
Billion (Yay)
Q3 (2014) | Adjusted Pre-Tax | US$ 348 | 8% News (2015a)
profit (Excluding | Million
the cost of Motorola
Mobility & IBM x86
Servers
Q3 (2014) | Net Profit (Including | US$ 253 | -5% News (2015a)
cost of Motorola | Million
Mobility & IBM x86
Server Business

It can absorb losses of recently bought x86 server unit of IBM and may revive
the loss making units. With this deal Lenovo will have an extra US$5 billion in
revenue, and expand its x86 server market share from the 6th to the 3rd place
in the world (Jiayi (2014)) as evident from the data given in Table 7 and table
8. It is also evident from the sentiments of the investors in the stock market.
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Its shares rose as much as 9% before ending the day up by 1.2% on the
Hong Kong Stock Exchange on the day of deal announcement (BBC News
(2014)) and also from the overall growth of its market valuation in the last
decade.

It can be seen from the data given in table 6 that Lenovo market is mainly in
China. On the other hand IBM has x86 servers in other major markets. The
deal will be a boost to Lenovo to make its presence in high growth server
market such as India where its presence is almost zero but IBM is one among
three top players (Punit (2014)). As per the report of Team Channelworld
(2014) server shipments in India grew 18.8% during Q3 of 2014. Team
Channelworld (2014) further reported that “x86 servers fuelled the growth in
Q3 with 18.9%YoY shipment growth, Unix-based hardware revenue also grew
but only by 7.6 percent as compared to last year.” In another large Indian
market Lenovo had to compete with HP and Dell on behalf of IBM.

Table 6. Lenovo and IBM x86 server shipments in 2Q2014 across the World

SN Region/Country Lenovo Share IBM Share
1 China 70.0 28.0

2 Asia/Pacific Ex China 0.0 19.0

3 Middle East & Africa 0.0 04.0

4 Eastern Europe 0.0 04.0

5 Western Europe 7.0 20.0

6 Latin America 2.0 06.0

7 North America 21.0 15.0

8 Japan 0.0 4.0

Total 100.0 100.0

Source:Gartner Quarterly Server Statistics, Credit Suisse

According to Patrizio (2014), this deal will put Lenovo in a position wherein
Lenovo through IBM Global Services, will be in a position to offer clients,
servers, tablets and smartphones in one package deal, something no other
vendor such as HP and Dell will have. With the inclusion of IBM’s technology
of high-end servers to its portfolio, Lenovo will target customers for
applications such as analytics and databases (Shah (2014)).

Cobb (2015) reported that a radical change in the development of x 86 server
technologies is occurring through a little known concept called converged
infrastructure (CI) which will eliminate the need of many external components
such as storage arrays, external high speed networks, disparate backup
architectures etc. Lenovo may exploit it for capturing and reviving the x 86
server markets. Further, security will take on an even more important role as
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these dense servers perform more and more functions that were formally
decomposed across a corporate enterprise data center.

Table 7. China x86 server market share by Shipments

SN Manufactures 2014 H1[1] (Shipments) Q4 2014 (Rev.)
China [1] World [2] China[3]
1 Lenovo (including 23.91 11.65 19.32
IBM x86 Servers)
2 Dell 20.36 22.16 18.88
3 Inspur 14.34 - 19.50
4 Cisco - 3.37 -
4 Huawei 13.17 - 13.24
5 HP 11.37 25.69 13.85
6 ODM 15.55 -
7 Sugon 9.28 - 09.53
8 Others 7.21 21.58 05.68
Total 100.0 100.0 100.0

Year* | 200 | 200 | 200 | 200 | 200 | 20 | 20 | 201 | 201 | 201 | 201

4 5 6 7 8 09 | 10 1 2 3 3**
Shar | 003 | 0.3 | 0.3 | 0.3 | 04 |05 |05 | 0.7 | 0.9 1.0 | 13.9
e % % % % % % % % % % %

[1]: Source: http://www.idc.com/getdoc.jsp?containerld=prCN25173214

[2]: Source: IDC “Worldwide Quarterly Server Tracker 2014 Q2. [3]: Luo (2015)

*Market Share of Lenovo of x86 server market.

** _enovo + IBM market share. 2013 data is for 9 months only. Source: Wong
(2014)

Based on the data given in table 7 and table 8 it can be seen that Lenovo is at
third place after acquiring x86 server business in the world and first in China
(based on Q1 & Q2, 2014 data). However as reported by Luo (2015), Inspur
was leader in China’'s x86 market during Q3, 2014 and Q4, 2014. The
difference with HP and Dell is huge. It seems that it will be very difficult for
Lenovo to attain number one position in world and even in China. Secondly,
share of Lenovo + IBM was 13.9% for the 9 month period of 2013 in world but
during first half of 2014 it was only 11.65 as can be seen from table 7. Though
the share of Dell and HP is declining, it is taken over by other small
manufacturers but not by Lenovo. It seems the attaining number one position
in the world x86 server market as well as in China will be difficult to Lenovo.
Leopold (2015) reported that it is hard to sell but Lenovo may attempt to
package desktop and laptop machines along with servers, selling to large
enterprises to repeat the success of ThinkPad business in days to come.
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Table 8. Worldwide x86 server market share by Shipments

SN Manufactures 2012 2013 Sept. June 2014
Q41] Q3[2] 2013[3] | 2014 [4] Q2[4]
1 Lenovo + IBM) 9.90 - - 11.65 (11N
IBM 16.7 - 5.40 4.40 -
2 Dell 22.9 19.70 22.30 21.20 20.16 (1)
3 ODM - - - 15.55
4 Cisco 5.0 2.70 2.60 5.40 3.37
5 HP 32.7 27.00 26.70 25.90 25.69 (I
6 Huawei 2.50 - - -
7 Hitachi 2.40 2.30
8 Inspur 2.20
9 Fujitsu 3.1 2.70 2.00 2.40 -
10 Teradata 1.90 -
11 Others 35.50 36.60 36.30 21.58
Total 100.0 100.0 100.0 100.0
[2]: http://www.idc.com/getdoc.jsp?containerld=prCN25173214
[3]: http://www.itcandor.com/wp-content/uploads/2014/01/server-share.png
[4]: http://www.itcandor.com/wp-content/uploads/2014/09/server-sharel.png
[1]: http://www.businesswire.com/news/home/20130227006664/en/W orldwide-
Server-Market-Rebounds-Sharply-Fourth-Quarter#.VNkJICxenDc { It is by
revenue)

Burt (2013) reported that Lenovo will not invest in its own software stacks. It
will invest its resources on building top-rated servers and interface to work
with software partners such as Microsoft, VMware and Red Hat. It will provide
customers of Lenovo the best of breed software’s and interoperability since

these companies work with almost all the manufacturers of the servers.
5.6. Impact on other Stakeholders

As per deal, Lenovo will take responsibility of 7500 employees who work for
the System X division around the world (Morgan (2014b).Massive strike is
reported at IBM factory in China by the workers. Jiayi (2014) reported that on
03 March 2014, more than 1,000 workers at the server-making IBM ISTC
factory in Shenzhen, Guangdong, staged strikes and protested against the
company's lump sum severance package. According to a Shenzhen TV
channel’'s report, IBM ISTC gave two choices for the workers: (i) “willingly”
leave IBM before March 12 with compensation plus an extra 6,000 Yuan, (ii)
stay and "automatically" become Lenovo employees with the same amount of
compensation. None of the plan is in accordance with the labor laws in China.
On the other hand workers were expecting compensation based on
computation, i.e., average monthly salary x years of service x 2 + one month
of salary. Workers are also raising issues such as Occupational Health and
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Safety (OHS) checkups, extra hours working, and extra compensation for the
female workers who were pregnant or are nursing a baby. Such strikes
happen in China when companies are acquired and new management is not
able to compensate the employees. It happens at the time of Nokia &
Microsoft deal, and proposed deal between Apollo tires and Cooper Tire &
Rubber Co. However, Lenovo pacified employees and made a statement that
"To ensure a smooth transition, Lenovo is committed to provide opportunity
for all employees from IBM's x86 server department who transfer to Lenovo,
without any reduction of their wages and benefits" (Ruwitch and Pomfret
(2014)). There could be three reasons for such an assurance. Firstly, it is
difficult to get technical human resources as experienced as exiting workforce
of IBM. Secondly, this shortage of workforce tilted the balance in favor of
workforce. Thirdly, workforces are now more aware of their rights and
regulations in the countries across the globe. As reported recently, jobs cuts
arenot ruled out in days to come by Lenovo (The Australian (2014)). It is
reported that there will be no impact on EMC and Lenovo partnership due to
x86 server deal (News (2015b)).

5.7.  Channel partners:

It is reported by Haber (2014a), Rishi (2014), and VAR Guy (2014) that this
deal is good for channel partners since Lenovo is a channel focused
company. Haber (2014a) further reported that the deal provides great
opportunity for channel partners to extend their business around both Lenovo
and IBM products, such as the Power Systems, mainframe and storage
products. Lenovo addressed the main concerns of channel partners at Lenovo
Accelerate 2014 partner conference which was sold out six weeks prior to the
conference registration deadline. It shows the interest of channels partners in
announcement of Lenovo for partners. Haber (2014b) mentioned that the
channel-centric vendor's business in North America has seen big year-over-
year growth: 65% overall revenue growth, 67% server growth and 35% growth
in the SMB market. Lenovo also boasted 40% growth in its North America PC
business in a market that's declining or flat at best. At the same time, 3,200
new partners signed on with Lenovo.

5.8. Competitors

Pimentel (2014) mentioned that Lenovo and IBM deal mean more headaches
for Hewlett-Packard. Lenovo will engage HP and Dell in aggressive pricing
war with a view to capture x86 server market as it has done for PC market.
The only point to help competitors is that users/ organizations are reluctant to
depend on a single vendor. They believe that all manufacturers are using
AMD and Intel chips, the same RAM and the same disks. The only differential
factor is price (Zuckerman (2012)). On the other hand Hewlett-Packard and Dell
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have aggressively pursuing to win over IBM’s large customer base for their
products. However, IBM and Lenovo have tried to diffuse any uncertainty with
respect to customer segment for different products. It is reported by IBM and
Lenovo that their respective product lines will remain intact and that levels of
support to the existing customers will remain the same (Shah (2014)).

Table 9. Worldwide All Server Market Revenue Share (US$)

Vendor 2008[1] | 2009[2] 2010[3] [ 2011[3] [ 2012[4] 2013[4] | 2014[5]
HP 22.9 27.6 30.8 30.5 27.2 26.6 26.2
IBM 24.0 22.3 31.3 29.0 30.3 25.6 18.4
Dell 11.0 12.4 14.7 14.7 15.5 16.6 17.6
Hitachi 06.1 09.6 - - - - -

Sun 09.8 08.6 - - - - -
Oracle - - 06.3 06.1 05.1 04.7 04.6
Cisco - - - - 03.1 04.5 05.7
QDM ; ; ; - 03.4 05.7 07.8
Direct

Fujitsu 09.5 06.5 04.4 04.8 - - -

NCR 04.7 03.7 - - - - -
Others 11.7 12.0 12.5 14.9 15.5 16.3 19.7
Total 54.4 42.2 48.92 52.79 52.03 49.72 50.9
Revenue | Billion Billion Billion Billion Billion Billion Billion

[1] http://www.itcandor.com/world-server-market-forecast-q309/
[2]http://www.itcandor.com/server-forecast-q110/

[3] http://www.gartner.com/newsroom/id/1935717
[4]http://www.reuters.com/article/2014/02/27/ma-idc-idUSnBw266752a+100+BSW20140227
[5] http://www.serverwatch.com/server-news/global-server-market-grew-to-50.9-billion-in-
2014.html

Table 10. Worldwide: Market Share of Server Revenue Estimates (Q4)

Vendor 2008[1] | 2009[1] | 2010[2] | 2011[3] | 2012[4] | 2013[4] | 2014[5]
IBM 33.4 32.7 355 337 | 349 | 265 18.2
HP 30.0 313 30.4 269 | 248 | 281 26.5
Dell 10.7 121 131 148 | 143 | 152 17.0
Sun /Oracle 09.6 07.6 055 053 | 041 |42 04.1
g?é“nfgr’]';““tsu 04.3 04.5 03.8 036 |- - -
Cisco 033 | 047 06.2
ODM Direct 08.9
Others 12,0 118 1.7 158 | 187 | 213 184
Total 100 100 100 100 100 100 100
Total (Bilion) | 12.11 1261 14.68 1391 | 1462 | 1366 | 12.74

[1]. http://www.gartner.com/newsroom/id/1307717
[2]. http://www.gartner.com/newsroom/id/1561014
[3]. http://www.gartner.com/newsroom/id/1935717
[4]. http://www.gartner.com/newsroom/id/2671315
[5]. http://www.idc.com/getdoc.jsp?containerld=prus25288114
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Further, the data presented in Table 9, Table 10, Table 11, and Table 12
reveals the growth of revenue in all server market in general and x86 server
segment in particular during 2014. Based on the data presented in table 9
and Table 10, it can be seen that HP and Dell have almost keeping their
market share intact within limit of variation for such a competitive business.
However, IBM share is taken over by Lenovo or others. Total yearly revenue
is also stabilized around US$ 50 Billion.

Table 11. China x86 Server Market

éiagrfér Units Revenue +YoY Growth Source

Q3 2007 158,000 2.89 Billion Yaun PR Newswire (2008)
Q1-Q3 2007 423,000(+16.1%) 7.95 Billion Yaun (+12.6%) CMIC (2008)

Q3 2008 182,000(+15.2%) | 3.23 Billion Yaun (+11.8%) | PR Newswire (2008)
Q12011 US$ 809 Million Thompson (2013)
Q22011 US$ 879 Million Thompson (2013)
Q32011 US$ 930 Million Thompson (2013)
Q4 2011 US$ 1134 Million Thompson (2013)
2011 (Full) USS$ 3.753 Billion Thompson (2013)
Q12012 US$ 907 Million Thompson (2013)
Q2 2012 316,000 (+5.6%) US$ 1013 Million Chen (2012)
Q32012 US$ 1112 Million Thompson (2013)
Q4 2012 US$ 1238 Million Thompson (2013)
2012 (Full) US$4.269 Billion Thompson (2013)
Q12013 286,000(+03.9%) US$ 870 Million (+09.5%) China Daily (2013)
Q2 2013 364,000(+15.4%) | US$1.06 Billion (+19.6%) Press Release (2013)
Q1 2014 350,000(+22.9%) | US$1.07 Billion (+24,5%) 4-traders (2014)

Q2 2014 448,000(+22.2%) | US$1.43 Billion (+34.6%) (Cz'g)"l]j)T ech News
Q4 2014 US$1.82 Billion (+24.4%) Luo (2015)

Press Release (2013): http://www.idc.com/getdoc.jsp?containerld=prCN24436313

Based on the data given in table 11 and table 12, it can be seen that revenue
and shipment of x86 servers has increased during 2014. It is reported by
Chen (2012) that China’s Large internet players including Baidu, Alibaba,
Tencent, and Qihoo 360 are major drivers behind the 2-way x86 servers
growth. In addition, analysts attribute this growth to the Chinese government'’s
vigorous tech promotion efforts and its booming internet industry. Premier Li
Kegiang has put forward the “Internet+” strategy based on the integration of IT
and industry (Luo (2015)). Kerner (2015) reported that hyper data center
deployments by private cloud providers and interrelated Greenfield
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opportunities attached to Internet of Things (IoT) will derive growth of x86
servers across the globe in near future.

Table 12. World x86 Server Market

Year &

Quarter Units (Million) | Revenue (US$ Billion) Source

Full 2009 6.40 23.70 Business Wire (2010)
Full 2010 7.40 (+16.6%) 30.60(+28.7%Y0Y Growth) Business Wire (2011)
Q32010 1.90 07.80

Q4 2010 2.00 (+6.7%) 09.00 (+21.4%YoY Growth) Business Wire (2011)
Full 2011 8.00 (+3.7%) 34.40 (+07.7%YoY Growth) Techpowerup (2012)
Q12011 1.90 08.47 (+17.5%YoY Growth) Thompson (2013)
Q22011 08.70 (+17.7%YoY Growth) Thompson (2013)
Q32011 2.0 (+4.0%) 09.01 (+09.5%YoY Growth) Olavsrud (2011)

Q4 2011 2.10 (+2.9%) 09.39 (+02.6%YoY Growth) IBM Systems (2012)
Full 2012 8.00 (-0.4%) 35.57 (+04.1%YoY Growth) Business Wire (2013)
Q1 2012 08.96 (+05.7%YoY Growth) Thompson (2013)

Q2 2012 09.19 (+05.6%YoY Growth) Thompson (2013)
Q32012 2.10 (+1.5%) 09.37 (+04.0%YoY Growth) Thompson (2013)

Q4 2012 2.10 (+3.7%) 10.10 (+06.0%YoY Growth) Business Wire (2013)
Full 2013 9.76 (+2.60%) 30.72 (-14.0%YoY Growth) Morgan (2014a)
Q12013 09.12 (+01.8%YoY Growth) Thompson (2013)

Q2 2013 1.90 (-0.1%) 08.70 (-01.3%YoY Growth) IDC Report

Q32013 2.20 09.50 (+02.8%YoY Growth) Press Release (2013)
Q12014 2.10 (+2.50%) 08.90 (+04.9%YoY Growth) Press Release (2014)
Q2 2014 2.20 (+1.50%) 9.80 (+7.8% YoY Growth) ChinaTech News (2014)
Q32014 2.38 (+1.20%) 10.70 (+7.4% YoY Growth) Kerner (2014)

Q4 2014 2.50 (2.9%) 11.50 (+7.1% YoY Growth) Business Wire (2015)

http://www.techpowerup.com/176353/worldwide-server-market-revenues-decline-4-0-in-

g3.html

6. Analysis of Data & Interpretation with respect to research

guestions

Based on the analysis of data in the form of event analysis, content analysis,
and trend analysis presented in earlier sections, the possible answers to 9
research questions are summarized in the following sub sections.

Research Question 1: Will Lenovo repeat success of IBM’'s previous
ThinkPad business deal?
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x86 server business is a different business segment. The strategies of
ThinkPad business may not work for this segment. Based on the analysis of
data collected in this article, it can be inferred that Lenovo may repeat
success of IBM ThinkPad Business deal but rate of success will be slow and
in the meantime innovations by all players of ecosystem may change very
basic nature of computing infrastructure. However, it depends on acceptability
of x86 servers as low cost servers by high-end and high cost enterprise
business model vis-a-vis quality of these servers. Secondly, it will depend on
growth of implementation of low cost server technology in SME segment. In
addition, Lenovo will face stiff competition in local market from local
manufacturers specifically from Inspur. In nutshell, repeat of success will
depend on (i) acceptability of low cost model by high-end computing, (ii)
expansion of x 86 businesses by Lenovo outside China, (iii) creation of
synergies between IBM and Lenovo, (iv) implementation of x86 servers by
SMEs, (v) business friendly geopolitical environment, (vi) digitization
programs of government services in many countries, and (iv) overall
innovations by all stakeholders of x86 server eco systems.

Research Question 2: Will it expand Lenovo markets for its existing products
as well as products of acquired unit of x86 servers or partners products?

The data presented in table 6 reveals that Lenovo server business was mainly
in China with negligible presence in Asia/Pacific (including large market of
India), Middle-East, Africa, Eastern Europe, Western Europe and Japan. On
the other hand IBM has presence in all these markets. The deal will expand
x86 server business of Lenovo in these markets. Lenovo may push other
products also along with X86 server and PC in these markets. Lenovo’s
ThinkServer and IBM’'s x86 server portfolios complement each other.
Lenovo’s portfolio is primarily focused on small and medium businesses, while
IBM’s portfolio is focused on large enterprises and data center customers.
The companies’ customer bases are complementary as well, and both current
and future customers will have access to stronger business partners with a
broad portfolio of products and services. The following two quotes may
explain the expansion strategy of Lenovo.

0] “Our strengths lie in scalability, operational efficiency, and a broad
channel presence that gives IBM the access to Lenovo’s strong
server portfolio, including its think server range” by Chen Xudong
SVP, Lenovo Group (Rishi (2014).

(i)  “Lenovo’s relationship with other providers like VMware, Oracle, and
EMC will enable our partners to access a wide range of storage
portfolio, databases, and middleware, which was a challenge with
IBM earlier”, Amar Babu, MD, Lenovo India (Rishi (2014).

Research Question 3: Is Synergy Trap Hypothesis true in
acquisition of x86 server business?
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As per synergy trap hypothesis immediately before and after an acquisition
announcement, the acquiring firm’s stock price is negatively affected and the
target firm’s stock price is positively affected (Myeong-Cheol, et al (2002)). It
can be seen from the movement of the stock prices provided at
yahoofinance.com and at other sites that Lenovo stock prices were negatively
affected but not much positive impact was on IBM stock. It is also reported by
Clover (2014) that to some extent the synergy trap hypotheses is true. The
stock prices of Lenovo have fallen at Hong Kong exchange in the month of
November, 2014 a period after the deal.

Research Question 4: Will it help Lenovo to acquire more loss making units
if any and do innovation in server manufacturing technology and processes?

It looks difficult to buy businesses of biggies such as Dell, HP and oracle.
However, it may acquire some small niche players in future. Further,
innovation within may not be possible for Lenovo due to priorities of
integration of acquired businesses which also include integration of workforce
as well other partners of value chain including customers. However,
integration processes results at times in to process innovation.

Research Question 5: Is inorganic expansion path better for faster growth in
high tech electronic industry?

Naidu (2015) commented that increasing costs, higher gestation period &
lower ROE in setting plant may prompt big cement companies to buy
established cement plants of smaller companies. This is applicable to high
tech companies also. If one plans to closer to a dominant market position,
plan to bring cost efficiencies through economies of scale and synergies with
new management skills than inorganic path is right. Das and Kapil (2015)
reported that financially strong, low-debt firms with high market capitalization
are the typical acquirers in technology segment and they tend to be serial
acquirer too in the Indian context. This fits with the Lenovo strategy of
expansion as evident from the data presented in Table 1. Lenovo is looking
for acquiring local BPO companies (Pinaroc (2014)). This is another example
that inorganic growth is more on the future agenda of Lenovo in comparison
to organic growth.

Research Question 6: Will huge local market for x86 servers help Lenovo to
repeat the success of ThinkPad PC business acquisition?

It is evident from the data given in table 5 that Lenovo 70% of the business is
coming from local Chinese market. In addition data presented in table 9
shows the growth of x86 server market in China. However, data presented in
table 6 is a proof that Lenovo facing fierce competition by other local
manufacturers specifically from Inspur, Huawei, and Sugon. Local market may
not help Lenovo to repeat success of PC business. However, if Lenovo is
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successful in other markets served by IBM then repeat of the success is
possible.

Research Question 7: Will IBM’s bottom line improve?

IBM cited that it will concentrate more of a specific component of technology
business rather than loss making x86 server business while parting away from
x86 server business. It will be suicidal for IBM if management of IBM is not
able to achieve it. The pressure of strategic massages/ policies
announcement by the IBM management will put pressure on IBM. It may
result in to improvement in bottom line. But if one goes by Cringely (2014),
future looks different for IBM. Other data sets as provided by Gartner indicate
that competitors are gaining more from the deal (Saran (2014a)).

Research Question 8: Will it help Lenovo to take advantage of unique skills
and knowledge of IBM’s work force in x86 server domain?

Yes, the deal had helped Lenovo in acquiring unique skills and knowledge of
IBM workforce. It will help Lenovo in creating synergies among two set of
skilled manpower. It depends on proper integration of two set of manpower in
the new set up. Sometimes it results in to negativity if the aspirations of both
the groups are not addressed properly.

Research Question 9: Will it convert in to a "good opportunities” to take over
a corporation when it is making loss in low demand era and have potential to
grow with better management or changed management skills?

It can be seen from the data given in table 09 and table 10 that all server
market is almost static around US$ 50 billion per year with irregular quarterly
variation. On the other hand data given in table 11 and table 12 indicates an
upward growth in x86 server revenue in the last few years in China as well as
across the globe. Lenovo proved in the past that its management skills are
better than competitors by making PC business a great success. The x86
server business showing potential in the past few years and Lenovo may
convert it in to a good opportunity.

7. Concluding Remarks

Product range of Lenovo has end to end offerings ranging from smart phones
(Motorola), tablets and PCs to storage, networking, and servers. It is reported
by Enderle (2015) that Lenovo’s networking and storage portfolios are light
but far better equipped with mobile devices. It has partnership with companies
like EMC and IBM to fill the product gaps. This is not the case of its
competitors, i.e., Dell and HP.
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A decade ago Lenovo acquires ThinkPad PC business of IBM. After
approximately 10 years Lenovo became largest manufacturer of PC in the
world market as evident from the data given in table 2. The x86 servers deal
will make Lenovo leader in the low end server market in the next 5 years or 10
years, only coming year will prove or disprove it. Lenovo acquiring commodity
x86 server portfolios is a long- term strategic win for IBM, Lenovo, business
partners, customers, and the 7,500 IBM employees. The success of Lenovo in
server segment depends on the efforts of all stakeholders. All in one event
looks impossible. It will help IBM to continue innovation in enterprise systems
and in the highly competitive cloud computing, cognitive computing, and big
data domain which may generate more revenue but it may be termed as bad
decision on part of IBM in future. The reasons for the views are as under:

i.  Which is the next business unit that make losses and to be sold by
IBM? As reported by Perez (2015), IMB’s enterprise storage business
which is part of IBM's systems and technology business segment, may
be a potential target for Lenovo expansion since profit in the IBM's
systems and technology business segment fell by about US$1.7 billion
last year. Lenovo has ample financial resources to pursue another
major corporate takeover, with its total available credit facilities
amounting to US$8.1 hillion.

ii. There will be an impression in the market that IBM is not able to
manage its traditional & well accepted products business in an
environment of fierce competition & low demand.

iii. IBM is a company who best develops products and creates best
knowledgeable workforce but becomes a workforce hiring agency to
other companies in its domain of business.

iv. This deal gives an impression that IBM suffers from internal innovation
stagnation for select category of products, operations & processes.

v. This deal gives impression that IBM suffers from sustainable
management and technology innovation for low margin products.

vi. On the other hand it carries an opposite message that IBM still a
company to innovate in high- end computing segment of the industry
and will bounce back with new innovation in this segment.

It could be strategic win for Lenovo who will have experienced and now have
excellent work force of 7500 IBM employees at its disposal. It means it has
augmented its capacity to innovate & may sustain the profitability of the
company at the same rate. However, it will be difficult to sustain the same
growth rate with growing size and competition in a market segment which is
not high growth oriented. Business partners, most crucial components of
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value chain of Lenovo/IBM have some concerns with respect to level of
support to existing customers which Lenovo need to address aggressively to
ward off any attempts by Dell and HP. Employees were agitated initially at the
offer of Lenovo but after that not much is reported. However, their enthusiasm
will depend on Lenovo offers and will be crucial for Lenovo’s repeat success.
In addition, it can be concluded that Lenovo, through IBM Global Services, will
be in a position to offer its clients, servers, tablets and smart phones in one
package deal, something no other vendor will have. Competing on price and
its strategy of incremental innovation (Banbury and Mittal (1995) are another
positive points on the side of Lenovo and it is not so in case of its main
competitors
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