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and caused additional expenditures of funds and efforts by CDC 

employees. (Norris, Tr. 5853-54.) 
J 

In June 1958 Control Data employed about 250 people, 

41 " of which approximately 40 were scientists anc. engineers. Sales 

5 ! . for the preceding nine months were approximately $600,000. 
I 

6 i 
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By March 1961 CDC employed more than 1,000 people, and sales 

as of the middle of the fiscal year were $8. million. As of 

�1�9�6�~� CDC had reported a profit for every year except the 

year it incorporated. (DX 331, p. 1.) 

CDC announced the first of its 3000 Series. computers, 

the Model 3600, in �~�~� 1962. (PX 355, p. 34.) The first 3600 

was delivered to Livermore in 1963, "as an interim �s�y�s�~�e�m� to 

(Livermore's] acquisition of the first CDC 6600 system". 

(Plaintiff's Admissions, Set IV, �~� 82.0(f); see PX 355, p. 34.) 

Tne 3600 was more powerful than the 1604 but less powerful than 

the 6600. (Norris, Tr. 5615-16.) Norris testified that CDC developed 

the 3600 because "[w]e were under severe competition -- competitive 

pressure from IBM computers" -- the 7044, the 7040, and the 7094. 

(Tr. 5615.) 

In 1962, CDC also began a joint venture with the Holley 

Carburetor Company "to develop and manufacture medium-speed 

printers" • (Norris, Tr. 5793; PX 355, p. 3.)* 

* CDC acquired 100% ownership of this joint venture in 1964. 
(Norris, Tr. 5793; PX 355, p. 5.) 
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I' 1 i In 1963, CDC made seven acquisitions, principally in 

2 exchange for CDC common stock. (norris, Tr. 5792-93; PX 355, 

3 pp. 3-4; DX 296.) In Withing'ton's view the most significant of 

4 these was the acquisition of BendL~'s computer business.* 

5 (Tr. 55984.> CDC also acquired MEISCON, a company developing 

6 techniques for employing computers to automate industrial and 

7 highway design procedures; Beck's, a designer and manufacturer 

8 of tL.""lique L'1tbedded printed circuits i Electrofact I a r::2:::1.:.:::aC':'t:.::-2,:-

9 and vendor of a "broad line of measuring, recording and control 

10 devices" as well as systems for use in industrial processes; 

11 ~he Oigigraphic system business of Itek, a researcher and 

12 developer of a cathode ray tube/photoelectric pen system for 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

* In 1952, Bendix was a diversified, high technology firm 
producing aviation, automotive, marine, radio and television, 
and other products, many of which were incorporated in military 
systems. ReVenU€3 exceeded $508 million. (DX 13538, pp. 3, 15-21.) 
In that year, Bendix announced it was applying its "years of 
Electronic Leadership" to the development of digital computers: 

"Bendix Aviation Corporation, a world leader in elec­
tronics, has established the Bendix Computer Division for 
the development of specialized electronic digital computing 
instruments. 

"The latest engineering knowledge in electronics is 
now being incorporated in a new digital computer." 
(OX 12664.) 

Bendix built two commercially available general purpose 
computer systems, the G-l5 and G-20, in the 1950s and early 1960s 
(Perlis, Tr. 1331; Binger, Tr. 4514; Spangle, Tr. 4938; Norris, Tr. 
5790-91: Schmidt, Tr. 27218), and was also involved in the SAGE pro­
ject. (Crago, Tr. 85964.) EDP revenues grew from less than $1 mil­
lion in 1958 to nearly $13 million in 1963 (OX 6086, p. 13; OX 8224, 
p. 137), a year in which Bendix's total revenues exceeded $813 
million. (DX 13549, p. 1.) 
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conversion of graphic documents stored in a digital computer; 

the Control Systems Division of Daystrom, a "pioneer and leader 

in the development and installation of advanced electronic 

digital computers for use in power, chemical, petroleum and oil 

industries"; and Eridge, a designer and manufacturer of 

"card punch and reader systems and other computer peripheral 

7!! devices". <'PX 355, pp. 3-4; DX 296.) 

ft::--, :"'-:-"':'~';::'io&o~~i~ >'-~h6 -h~fie~'ed-th~re .is a relifi;5~~h1:p: between a 

911 compaIly "dete=ining to focus all of its resources and concentra­
I 
I 

10 I 

11 I 
I 

tion on the computer business as such, or a -substantial part of 

its resources on the computer business as such, and success in 

12 I that business" (Tr. 6010), said that being "willing to take 
I, 
I 

13 II risks" was one of the "key factors" in CDC's record of business 
I' 

14 II success (DX 284, pp. 2, 4; see Norris, Tr. 5846-47): 

15 !I 
16 II 

I' 

17 !I 
I 

18 I 
I 

19 II 

20 II 
II 

21 II 
ii 

22 I, 

2311 
,I 
~ I 

24 il 
il 

25 li 
! 

"Our willingness to take risks was in reality probably the 
safest course for a small company with limited resources 
competing in the high and fast-moving technology of compu­
ters. Now not every risk can payoff -- nor did they all. 
To have played if {sic] safe would have meant one of two 
things: l} being too late in the marketplace with a new 
product; or 2) having a good marketable new product but 
being unable to capitalize on the demand before our giant 
competitors' moved in with a similar product. Therefore, 
Control Data, while still in the conceptual stage of design­
ing a large computer made commitments on production for 
inventory, before the development and testing was completed. 
In those early years this is what is correctly called 'total 
commitment' -- i.e., failure of the product for soma reason 
meant bankruptcy for the company. Some of our people called 
it a 'you bet your company strategy.' Control Data made a 
total commitment three times, once for the 1604, then the 
3600 computer and the third time the 6600 computer. Fortu-
nately- all were very successful particularly the 6600." 
(DX 284, pp. 4-5.) 
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CDC's EDP revenues rose from $2,607,000 in 1958 to 

$84,610,000 in 1963. (OX 298.) Its total assets grew from 

$1,223,311 in 1958 (its first full year of business) to $71,338,765 

as of June 1963. (DX 302.) Between 1958 and 1963 CDC raised more 

than $40 million through equity and long-term debt financings. 

(DX 300.) 
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~ II 32. Technological Progress. The computer indust-~ 
! experienced rapid technological progress t...~ough the early 

3! 
I 1960s: 
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(a) Withington testified t-i.at "the computer 

indust:y during t...~e period 1956 ~~ough 1964 (was] 

• in a state of technological ferment": 

"new technologies and new me~i.ods, new 
types of components, such as magnetic 
cores, transistors, new devices such as 
magnetic disks, the first significant 
software products, including compilers for 
the FORTRAN language and input/output control 
systems, were being invented and employed at a 
rapid rate, and • • • computer systems we=e being 
superseded by new models of computer systems, 
bot...~ from ~~e present manufacturers and 
from new comoetitors, at a rapid rate, and 
• • • t-i.e new ones were achieving a relatively 
rapid success in the marketplace". (Tr. 56459-60.) 

Wit...~L~gton believed t-i.at the rate of technological 

change in the computer inqust--y had proceeded as 

rapidly as users could absorb. (Tr. 5 6 6 37- 3 8 • ) * 

(b) Harold Seidman, Assistant Director for 

Management and Organization, Bureau of the Budget, 

testified before a House Subcommittee on Census and 

Statistics in 1966 that: 

"The technological progress achieved by the 
computer industry in ~i.e brief 15 years of its 

* On June 9, 1980, Wi~~ington testified ~~at ~~e rate of 
technological innovation in the general purpose computer 
business is "at least as rapid today as at any period in the 
past and more rapid ~~an at some periods". (Tr. 112946.) 
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existence has been nothing short of remarkable. 
Internal speeds, in~tially measured in thousandths 
of a second, then millionths, are now measured in 
billionths of a second. Improved packing tech­
niques have increased the number of characters 
which can be stored on an inch of magnetic tape 
from 200 to 1,500. Internal high-speed memory 
capacity has, through miniaturization and improved 
production techniques, increased from 12,000 
characters to over a million, while auxiliary 
addressable memory which did not exist before 1957 
is now virtually unlimited in capacity." (DX 
13451, p. 7.) 

(c) The General Accounting Office (GAO) surveyed 

the use of computers within the Federal Government in 

1957, 1960 and 1963 and reported the results to Congress 

(Plaintiff's Admissions, Set IV, ~~ 189.0, 201.0, 

212.0) : 

(i) In 1957 "the size and complexity of 

Government data processing systems had increased 

rapidly due to advances in technology". 

(Plaintiff's Admissions, Set IV, ,r 198.0.) 

(ii) In 1960 the GAO reported ~~at: 

"[a]s of 1960 new equipment being developed 
had the capability of processing data at 
speeds hundreds of t~es faster than the 
installed machines and some of the newer 
machines were able to perform several jobs at 
the same time" (Plaintiff's Admissions, Set 
IV, ~ 210.0), and that "progress achieved in 
the development and application of automation 
and automatic information processing systems 
have borne out earlier predictions of a 
second industrial revolution." (Plaintiff's 
Admissions, Set IV, 1r 205.0.} 

(iii) By 1963 "developments of new equipment 

had been so rapid that much electronic equ~~~ent 
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had been technologically surpassed by more 

advanced models by the t~e" it was installed." 

(Plainti££'s Admissions, Set IV, ~ 212.1.) 

(d) Edward Mahoney of the GAO testi£ied t...~at 

as of 1962 the EDP industry was "a rapidly expanding 

and dynamic field in which new equipment, new methods, 

and even new concepts" were constantly being introduced. 

(DX 7528, Mahoney, p. 17.) 

(e) Donald Turner, Assistant Attorney General 

for Antitrust, wrote in 1966 that It in the rapidly 

changing computer field, obsolescence is frequently 

measured in months." (DX 9110, p. 2.) 

(f) McCollister said ~~at the technological 

progress in the development and manufacture of EDP 

equipment since the 1950s had "been outstanding both 

in an absolute sense and in comparison with the rate 

of progress that (took] place in most other industries. 

There has been dramatic progress in the electronic 

data processing field • • • a1most throughout its 

entire history." (Tr. 9813.) He added, ""one of the 

.things that no one envisaged [in the early 1950s] is 

how rapidly the computer technology would improve and 

evolve and become increasingly • • • much more cost 

effective, which, of course, gave it a broader market". 

(Tr. 11019.) Among ~~e advances McCollister identified 

-254-



!I !. 
i 
I 
I 

il 
!I 1 I 

2 il 
I 

31 
I 

41 
I 
I 

5 I 
i 
I 

6i 
I 

711 
! 

8 i 

91 
j' 

10 i' 

111 

were " [i]mproved capabilities and lower costs of components 

and improvement in capability of ~~e overall system through 

improved engineering design ~nd a greater range of peri­

pheral devices available". (Tr. 11019.) 

(g) Welke testified that " [t]aking the first 

generation as one, the second generation was ten 

times as fast or 1/10 the cost". (Tr • 1 7 3 0 5 • ) 

(h) In ';a' 1'959 speech Burroughs' President Ray 

Eppert described office automation as I~the most 

dynamic market of our time." (DX 10283, p. 8.) 

The General Accounting Office summarized the 

12 ! advancements with respect to the computers the Federal 
I 

13 II Government began to receive in the early 19605: 

14 ! "(These] solid state syste.'llS were more compact, 
I required less reinforced flooring and floor space, 

15 I required less special power and air conditioning 
I facilities, were more easily maintained, and operated 

16 II at faster speeds and with greater versatility than 
;'1 their predecessors." (Plaintiff's Admissions, Set 

17 i IV, 11 , 213. 0, 213. 1. ) 

18 !I 
I. 

"Those improvements, in turn, led to substantially 

19 il greater price/performance. In addition, because of their 

20 I greater functionality, reliability, and ease of use, new 
I 
I 

21 II computers could be used more efficiently than their pre-

22 !! decessors and to perform qualitatively different applica­
I! 

~~ II tions. (Fernbach, Tr. 470; Perlis, Tr. 1829; Hindle, Tr. 7384-
~II 

;1 
24 II 85; McCollister, Tr. 11019, 11072: Welke, Tr. 17304-05: Butters, 

25 I 

I 
I 

II 

Tr. 46449-50; Withington, Tr. 56578: Hart, Tr. 80189, 802~:,S-16, 

80221-24: PX 289: OX 3553B, OX 35540: OX 3617: OX 13~51.) 
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This technological progress was one of the most 

important factors explaining the rapid g=owth of the computer 

business during the 19505 and early 1960s. 
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33. Reasons for IBM's EDP Success through the early 

1960s. IBM's EDP success in the 1950s and early 1960s can be 

directly traced to its excellent management, which led it to take 

'the risk of making an early, large, eff,ective and sustained 

commitment to EDP unmatched by any of its competitors: 

(a) Unlike many of its competitors, IBM did not obtain 

its EDP expertise by acquisition.* In the early 1950s, 

computer products were so unique and the technical, manu£ac-

turing, and marketing uncertainty so pervasive that it was 

especially vital for a firm's EDP operations to be well 

integrated into the corporate chain of command reporting to 

top management. Because EDP was so different from IBM's 

traditional unit record business, IBM's decision to develop 

its first computer systems aroused considerable corporate 

opposition. Nevertheless, because IBM chose to rely on 

inside resources to develop its computer business and because 

of Thomas J. Watson, Jr.'s personal involvement in that 

business, EDP never became isolated either from the rest of 

the corporation or from top management. Remington Rand's 

problems in integrating Eckert-Mauchly and ERA into its 

mainstream businesses, NCR's delay in introducing successors 

* By contrast, as discussed elsewhere, Remington Rand acquired 
Eckert-Mauchly and ERA, NCR acquired CRC, and Burroughs acquired 
Electrodata. ' 
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to the CRC product line, and ,Burroughs' failure to introduce 

a successor to Electrodata's Datatron 220 contrast unfavorably 

with IBM's accomplishments. 

(b) In the first years of the computer business there 

was enormous uncertainty as to whether it was either techni-

cally or economically feasible to manufacture and market a 

computer system that would be of value to a range of custo-

rfie1r·s ~ .. ::, :·:1&.s ::Ounwe!,l p'ut' i t ~ there was - ff no evidence that' a ' " 

machine of such complexity could be-made to work reliably 

or could be maintained in working condition". (Dunwell, Tr. 

85522-23.) Yet IBM chose to co~t far more of its corporate 

resources to tnis risky business venture than any'other 

firm. 

Richard Bloch, the head of Raytheon's computer division 

through 1955, summarized the reasons 'IBM acquired "technical 

leadership" of the EDP business from Remington Rand between 

1953 and 1955: 

"[IBM made] a sustained effort to be a paramount 
element in the business equipment field, and they 
showed at that t~e st=ong determination to do so, 
allocated the necessary resources to begin to exert 
their power--or attempt to exert their power in the 
field and did a very fine job of it in the beginning in 
that era. (R. Bloch, Tr. 7742-3.) 

When asked to explain, Bloch continued: 

"The· dedication of the company was, to my view, 
greater than the dedication of [Sperry Rand or General 
Electric]. &,d I would say that the organization of 
the resources, aside from the size of the res()urces, 
which atone time were no greater than these ::thers, if 
not smaller--the organization power of the ':'2;:;\.)urces 
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was what I felt was a forte of IBM management". (R. 
Bloch, Tr. 7743.) 

IBM's senior management consistently demonstrated a 

willingness to commit substantial resources on uncertain, 

risky investments. As Rooney testified, IEM "had excellent 

and aggressive management willing to take risks at the right 

time". (Tr. 12385.) Most of these investments proved 

successful and, as a result, IBM reaped economic profits. 
" , 

Indeed-, .Thomas J. Watson, Jr.' s foresight in deciding to 

risk investing resources to develop the 701 and the 650 

must be recognized as one of the most Lmportant decisions in 

the history of American business. 

(c) At approxLma tely the time of Thomas J'. Watson, 

Jr.'s appointment as chief executive officer in the rnid-

1950s, IBM became the first large, established firm to 

conclude that its principal business should be EDP. Because 

of IEM's early commitment, EDP accounted for a much larger 

fraction of IBM's total business than it did for competitors 

such as GE, Sperry Rand, Burroughs, NCR, RCA, and Honeywell. 

Since the EDP business subsequently grew much more rapidly 

than other businesses, this meant that even if IBM's EDP 

business only expanded at the same rate as the total EDP 

business, I~~'s total revenues and profits would grow dis-

proportionately (as comoared to the listed firms) from EDP's 
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subsequent, unexpected, rapid growth.* 

(d) IBM management recognized that to grow the EDP 

market rapidly, it was essential both to increase the range 

of applications worldwide that could be performed cost 

effectively on a computer system and to reduce customer 

uncertainty. IBM achieved these results by offering its 

equipment on short-term leases, working closely with custo-

mers, educating them and providing tha~ with programming 

aids (such as FORTRAN), and by introducing a steady stream 

of more ver'satile, reliable, and maintainable products 

offering substantial improvements in price/performance and 

spanning a large size and price range. 

As Withington testified: 

"I think one of the major factors [that led to the 
current size of IBM's installed base] was IBM's rate of 
innovation during the first decade. The series of 
machines 701, 704, 709, 7090, 7094, appeared within a 
ten-year period for a significant part of the market, 
and with these as leaders, IBM innovated 'aLmost as 
rapidly in its larger volume business machines. No 
other vendor was willing or perhaps able to obsolete 
its own products and innovate at that rate in those 
days." (Tr. 55974; see also McCollister, Tr. 9553.) 

It is evident that such a strong commitment to 

innovation was essential for any firm to have a sustained 

record of success in a market as technically dynamic as EDP. 

However, in EDP's early years IBM's managers faced a 

* Later entrants like SDS, CDC and DEC also conside:'::'~d EDP 
their principal business; like IBM, they benefitted dispropor­
tionately from EDP's rapid growth. (OX 8224, pp. 4, Sf 142.) 

-260-



! 
! 

1 i 
I 

2i 
I 

3\ 
I 

4\ 
'I 

5\ 
I 
I 

61 
i 

7 \1 

i 
aj 

! 

9\ 
10 I 

I 
11 I 

1211 
13 II 

II 
1411 
15

1 

16 if 

17 il 
\1 

18 :1 
It 

!i 
19 1I 

20 II 

21 II 
i: 
II 

22 !i 

2311 

24 II 
II 

25 ! 

1 
I 

nearly overwhelming temptation to stick with the proven 

technology already embodied in its successful unit record 

and EDP products. McDowell testified that "The large majority 

of our people were not knowledgable in ~~e field of large 

computers" and that to get that know-how meant spending 

considerably more money. He observed that the decision to 

do so was "not an easy decision to make. There were not 

Unlimited funds within the IBM Company." (DX 7594, McDowell, 

pp. 187-88.) The fact that IBM, like "no other vendor", 

resisted the temptation to maximize short-term profits and 

instead constantly introduced new product lines obsoleting 

its still profitable product lines contributed greatly to 

IBM's becoming the world's largest EDP company. 

More quickly.than any of its competitors, IBM recognized 

that EDP customers were not really interested in acquiring 

computer'hardware but rather were interested in acquiring 

data processing capabilities. (Rodgers, Tr. 16842; Spain, 

Tr. 88790; Akers, Tr. 97352; Cary, Tr. 101618.) To perform 

data processing efficiently requires access to a we11-

balanced computer system--not just a high-performance CPU. 

From the beginning of its involvement in EDP, IBM'consistently 

responded to customers' data processing needs by emphasizing 

generalized, highly functional software (Perlis, Tr. 1887; 

O'Neill, Tr. 76225; Hurd, Tr. 86726) and high quality periph­

erals. (Beard, Tr. 9048, 10272; O'Neill, Tr. 76224-28.) 

-261-



I 
I 
i 

! 
i 
I 

I 
t 

i 
I 
I 

I 

1 il 
2 II 
31 

I 
I 

41 
I 
I 

51 
I 

6i 
1\ 

7 il 
I. 

I' 
Si 

I 
I 

91 
10 II 

11 1 
I , 

12! 
1311 

a 
14 ! 

i 
1: i 

I 
I 
I 16 ! 

17 il 
18 ;1 

" 
19 j! 

20 :1 

II 21 !i 
I' 
II 22 :~ 

~~ II 
~ 'I 

I! 
I! 

24 H 
I 

25 i 
I 
i 
II 

II 

In the 1950s and 1960s many IBM-manufactured peripherals 

were so well regarded that several IBM competitors sold them 

as part of their computer systems. (Binger, Tr. 4512-13 

(Honeywell); Spangle, Tr. 5102 (Honeywell); Norris, Tr. 

5608-09 (CDC); Beard, Tr. 8999-9000,10207-08,10322 (RCA); 

Currie, Tr. 15064 (Xerox), 15506-07 (SDS); Withington, Tr. 

56510 (Burroughs, Univac).) 

(e) IBM was the first company to reap sizeable 

production economies and reliability gains from producing 

its computers in high volume and on a production line rather 

t.lj,an individually. Throughout i·ts involvement with EDP, IBM 

managa~ent pushed efforts to mechanize production and cut. 

costs. (H~d, Tr. 86345, 86360; E. Bloch, Tr. 91530; 

Dunlop, Tr. 94377-81.) Years later the Boston Consulting 

Group formulated a concept called the "experience curve"* to 

explain why those firms reaping the highest unit sales of 

electronic products will have substantially lower unit 

costs. Long before the concept had been popularized, IBM 

became the first EDP firm to reap "experience curve" economies 

when it began high volume production of the 650. 

* This is sometimes mistakenly referred to as the "learning 
curve", a concept limited to direct labor. 
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(f) The ult~ate orientation of IBM's EDP business has 

always been towards the marketplace.* As IBM's chairman, 

Cary described it, the "orientation of always keeping the 

customer in mind, as I call it, '[t]he customer is king', 

kind of idea ••• has been a very, very ~portant element 

in the success of the IBM Company. It's something that the 

founder of the company drilled into everybody and I think we 

have stayed with it all through these years". (Tr". 101716-

17.) General Electric's chief executive officer, Reginald 

Jones, also recognized the importance of satisfying customers 

if a firm were to achieve succes,s in EDP. Thus, when asked 

his "opinion as to the reasons for IBM's success in the 

business computer systems business", Jones testified: 

"[I]t is my experience that in business you 
succeed when you satisfy a customer and when you do it 
in terms of giving values that are highly satisfactory 
from the standpoint of the customer. And I use 'value' 
in the sense of conveying reasonable price, quality of 
product, features of product and performance, overall 
performance of product." (Tr. 8868; see also Rooney, 
Tr. 12385.) 

John Jones, who has been involved with EDP since 1951,** 

* The fact that Thomas J. Watson, Sr. was a salesman and that 
all of his successors as IBM's chief executive officer had a 
sales background is consistent with the firm's marketplace orien­
tation. (Hurd, Tr. 86333, 88177; DX 8058.) 

** Jones, as an Air Force corporal, was trained to maintain and 
operate the first Univac Its at the Eckert-Mauchly/ Remington 
Rand facility in Philadelphia in 1951-1952, and thereafter was 
involved with operating the Univac I at the Pentagon in 1952 and 
from 1954-1957. From 1952-1954 he attended graduate sc~oo1 at 
MIT, where he studied computing, and used the Whirlwi;--~(;" In 
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testified: 

II [F]irst of all, a vendor must have product, whether · 
•• hardware ••• or •.. software, or a combination 
of the two, which is responsive to what is needed by a 
user." (Tr.79335-36.) 

Then, after describing important elements of manufacturer 

responsiveness (e.g., product reliability, service, main-

tainability, balanced systems, and meeting schedules), Jones 

added that IBM's success in manufacturing and marketing EOP 

products was due to its ability to provide those elements: 

"Certainly, in my experience the delivery of the 
equipment, the performance of ~~e equipment in terms of 
its reliability, the service of that equipment and the 
support from [IBM] have been in every case extremely 
good. (Tr. 79337; see also O'Neill, Tr. 76224-28.) 

Jacqueline Johnson, Chief Executive Officer of Computer 

Generation and an employee of Sperry Rand and GE in the 

1950s and 1960s testified that "IEM has achieved its position 

of leadership" in ~he ED? industry: 

"through the excellence of its management and 
marketing. IBM marketing is the best in the world. 
With respect to IBM management decisions, IBM supported 
what they sold. They enhanced their product lines. 
They introduced new products. They kept the state of 
the art and advanced technology well ahead of all 
vendors. They poured large amounts of money into 
research and development, and they developed a marketing 
arm that supported what they manufactured." (OX 3979, 
Johnson, p. 16.) 

1957-1959, he was in charge of technical computing at Chrysler, 
and in 1959-1963, he was in charge of evaluation of and selection 
of computers at the Air Force Logistics Command, one of the 
largest users of computers at tha:t time, with an EOP b~;.dget of 
$26 million. (J. Jones, Tr. 78699-786; OX 3715; ex 37:2; ex 
3723; DX 3721.) 
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(g) Since at least the rnid-1950s, !BM management has 

practiced the contention system of dispute resolution. 

(Liptak, Tr. 84619-21, 84644-46; Miller, Tr. 85046, 

85105-06; McCarter, Tr. 88433-35; Spain" Tr. 89645-47; 

Cary, Tr. 101328-29,,101503-04,101608-13, 101718-19, 

101953-54.) Whenever two parties or orqanizations 

within IBM disagreed on an issue, it was escalated for 

resolu~i?n to the next highest level. IBM management 

strove to resolve conflicts speedily rather than allowing 

them to fester and breed disharmony. Even though speedy 

resolution of conflicts is an obvious principal of good 

management, the record establishes that IEM's principal 

competitor during the early and mid-1950s, Sperry Rand, was 

unable to resolve the managerial disagreements between the 

two warring camps based in Philadelphia and Minneapolis! 

St. Paul and with corporate management. (Eckert, Tr. 1016-

17; Norris; Tr. 5707-09i OX 10i DX 272; DX 280; DX 7584, 

Mauchly, p. 21.) 

Knaplund described how IBM's contention system worked 

in the late 1950s: 

"It "was the responsibility of the product divisions 
to respond to marketing requests wherever it was practi­
cal and economic to do so, but to resist those recuests 
and provide acceptable alternatives where necessary in 
order to assure profitable results. . •• It is my 
understanding that IEM top management, that is, Mr. 
Watson, Jr., and Mr. Williams, deliberately established 
the responsibilities of the product and marketing 

• I 

I 
I 

i 
I 

divisions which I have described to inse=t cc~=lict in thei 

I 
i 
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IBM organization structure betwea~ ~~e product divisions, 
on the one hand, and ~~e marketing division, on the 
other, so as to ensure that the IBM Corporation would 
maintain its vitality and responsiveness to the competi­
tive requirements of the marketplace •••• (T]his 
conflict in the IBM organization structure was sometimes 
referred to by me and others as the tcontention system I • I. 

(Knaplund, Tr. 90458-69.1 

(h) IBM had a reputation for attracting "capable people lt
• 

(Rooney, Tr. 12385-86; OX 7597, pp. 11, 13.) IBM's treatment 

of its employees undoubtedly played a significant role in its 

success. In addition to its full employment practice with 

the emphasis on retraining and re-education of employees 

(Liptak, Tr. 84618; Miller, Tr. 85058-59) and its "open-door" 

policy assuring every IBM employee ,access to IBM's highest 

management to resolve grievances (Liptak, Tr. 84618-19; OX 8886, 

p. 120; Miller, Tr. 85Q46,' 85092, 85097, 85105-06) I IBM 

encouraged its employees to strive for excellence. (McCarter, 

Tr. 88402-03; OX 8886, pp. 149-51.) 

In IBM's October 29, 1959 Management Briefing, Mr. Watson, 

Jr. gave the following advice to IBM managers: 

"The man most likely to succeed in a corporation 
is not the conformist--the organization man--but the 
man of initiative who crashes through to get ~~ings 
done in spite of risks and obstacles. It (OX 8886, p. 26.) 

Welke eloquently described how this philosophy 

filtered down to the lower rungs of the corporation. 

He said that IBM's salesmen and field technical 

representatives 
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"always took pride in t!le amount of comrnit..~ent, dedica­
tion and involvement that we had. . . • It certainly 
wasn't an eight-hour-a-day, 40-hour-a-week type approach 
to life that we had. It was work as long or as hard or 
wherever was necessary to accomplish a job and make the 
project successful. 

" 
"The reasons for the commitment probably stemmed 

in part from the adventure, or •.. the technical 
challenge that we were undertaking . . . . It was the 
interest and the fun of cutting new ground, doing 
things that other people hadn't done before, probably 
coupled "also" by" the " fact that we had a sense at least 
of being awfully good at what we were doing. 

"We knew that we were supported by the company, we 
were trained well, we could see that in our daily 
activity. It's all of the things that cause a winning 
team to be a winning team. , .•. n (Welke, Tr. 17356-
58; see also Hughes, Tr. 34015-16.) 

Welke described the influence of Watson, Sr.: 

HI can see where his philosophies, his way 
of doing business, his commitment in effect pervacea 
the entire organization, and I don't mean, you know, 
the business decisions that he was making because we 
weren't part or party of that down at our level, but 
the total commitment to the job, the demands that he 
made for excellence and perfection, his requirement for 
a 100-percent performance; his entire approach to 
conducting business, I think, was exercised down at 
that level of all of the field people that I worked 
with, salesmen, field tech reps, as well. It became 
a very personalized thing." (Welke, Tr. l7358-59~) 

In conclusion, throughout the 1950s and early 1960s, 

IBM chose to invest far greater resources than any comparably 

situated firm in a market that would become the most important 

new market of the post-World War II period and organized those 

resources more ef~ectively than any of its competitors. 

As Ray Macdonald testified, IBM 
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"has been an extremely well managed company and 
not only has it been extremely well managed but this 
has been over a very long period of time in a rather 
continuous experience which someone remarked doesn't 
allow much room for error on the pa'rt of their com­
petitors." (Tr. 6904.) 

As Richard Bloch testified, IBM has been "a splendidly 

managed company" since 1952 with a management far superior to 

most of its competitors. (Tr. 7746; see also Liptak, Tr. 84604; 

Miller, Tr. 85014-15,; J. Pfeiffer,- Tr., 85337; Hurd,,' Tr. 86·7·20-·21: 

Peterman, Tr. 99911; DX 7578; DX 7581, p. 4: DX 9322 (showing an 

article published in Hetal Working Economics): DX 5929, Benscoter, 

:i p. 26.) 
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