Strategic Renewal Project

XEROX CORPORATION

Company Profile

Xerox Corporation is a leader in the global document management business, providing an array of document solutions like color and black-&-white printers, multifunction devices and digital copiers.

Xerox was originally established as the Haloid Company, manufacturer of photographic paper in 1906. In 1947 Haloid obtained a license to develop and market a copier machine based on Chester Carlson’s invention, the revolutionary process of xerography (meaning dry-writing), a dry electrostatic copying and printing process.  Haloid Co. acquired full rights for the invention later on, trademarked the word “Xerox” and invested for 12 years virtually all of its income to develop the 914 model copier machine, the first automatic office copier to use ordinary paper. 

The bet paid off handsomely to Haloid Co. (became Haloid Xerox in 1958 and Xerox Corporation in 1961). No other industrial product has come close to match the success this copier machine had (only probably Ford’s “T” model automobile). For 17 years (between 1959 & 1976), more than 200,000 units were made around the world with a hefty 70% gross profit margin. By 1985 there were still about 6,000 model 914 copier machines in operation in the USA. One of them has been preserved in the Smithsonian Institute as part of American history.

It is interesting to note that it took Carlson six years to find a company interested in developing and marketing his invention, being rejected by companies like IBM and GE.

Xerox reached its peak in May 1999 to a record stock value of close to $64 per share.  However its share value started to decline precipitously in late1999, to a value of only about $7 in March 2001 wiping out about $38 billion in shareholder wealth, qualifying Xerox as a corporate catastrophe of the first order. Shares value went even lower and then rebounded to a present value of about $10 per share, amid allegations of violations of the federal securities laws in connection with the company’s financial statements for the years 1997 through 2001. 

The reasons behind Xerox’ dramatic loss of value in the market were:

· In 1999, 13% of its net worth or $1 billion was lost due to foreign-currency translations and soaring interest abroad, mainly in Brazil.

· 11% drop in income by the third quarter of 1999, due to revenues falling behind projections as lower-priced alternatives cut into its market share, including new competition in Xerox’ monopoly in high–end digital publishing. 

· Very heavy expenses due to entering late in the inkjet business. Again Xerox blundered miscalculating the popularity of this humble device in the small office/home office market and allowed HP to completely dominate it.

· Lower productivity as a result of the turmoil generated by the downsize of about 15% of personnel (10% had already being eliminated in 1998).

· SEC lawsuit and an unprecedented fine for $10 million for accounting irregularities.

The Need For A Strategic Renewal

Xerox has a long history of reinventing itself to overcome adversity.  When its early xerographic leading patent expired in the late 70’s and early 80’s, Xerox market share dwindled from 95% to only 13% by 1982 under a flood of Japanese low cost imported copiers that were selling for less than Xerox’s cost.  But the company fought back by cutting costs and improving quality. Rejuvenated, Xerox reclaimed lost market share at home and by 1990 was even taking business away from Canon and Ricoh in Japan. In the early 90’s Xerox again missed a lucrative opportunity when it fell behind in digital imaging technologies that were transforming the marketplace.  Despite its late entry into the digital copier market, Xerox was able to regain some of its market share. Unfortunately the corporation has become at times more of a follower rather than an industry leader.

But then in late 1999 everything started to go completely wrong for Xerox.  A business reorganization had failed completely and huge global losses began to take its toll on Xerox.  The market had changed again on Xerox and management was in complete disarray and unable to react to the market changes.   

Internal/External Success in the Past

The mid 90’s brought Xerox unparalleled success.  They had beaten back the Japanese by transforming the company into a high quality product that the market demanded.  Their core competency of copiers was slowly transforming itself toward a digital based copier and they had diversified the company to include numerous global subsidiaries.  

Xerox presented an excellent value chain to the customer, earning numerous quality awards, thanks to extensive research and development capabilities of Xerox. The sales force was properly trained and in touch with customers’ needs, and finally Xerox offered excellent service after the fact to complete the deal for the customer.

Research and development has always played a major role in Xerox.  In 1970, Xerox recognized the importance of research and development by creating the Palo Alto Research Center (PARC). This research center was the original developer of the first commercial computer mouse, networking technology for local area networks (Ethernet), many of the basic protocols of the Internet and the graphical user interface among other things.  Even though Xerox management failed to see the commercial application of these breakthroughs, missing opportunities probably as big as Xerography itself, PARC continues to allow Xerox to offer leading copier and printing digital products and technology.

Recent improvements in Xerox’s product offerings of digital copiers and the addition of color can all be traced to Xerox’s long standing commitment to research and development.   Without this internal strategic commitment, Xerox would have never survived as long as it has.

Abandoning Key Success Factors

Xerox grew on the basis of its original copying patent.  It started out due to its revolutionary xerography process and grew to be the world’s number one copier company in the 1970s.  But as time progressed and technology changed, the needs and demands of businesses evolved too.  Xerox is no longer just a copier company.  Xerox has moved from the predominantly black-&-white, light-lens copier heritage into the digital, color & document solutions and services company it currently is.  They have expanded into the document business and call themselves “The Document Company.”  Xerox sells and leases equipment and provides document solutions including hardware, services, and software that enhance productivity and knowledge sharing.

Copying and printing markets have converged.  Gone are the days when a machine performed one singular task such as copying or printing.  Now Xerox offers multi-function systems that expand machines’ capabilities.  Machines now allow users to print, e-mail, fax, and scan from one unit.  These machines give users a quick and simple way to cut the number of devices they have to support.  Analysts expect the traditional printer market to grow just a few percentage points annually, while all-in-one devices might expand as much as 15% this year.  The blending of document technologies has led Xerox to re-examine the way it sells its products and engages its channels.  Distribution channel partners have to be able to support both networked products as well as offer printing, faxing, scanning and copying.  Xerox recently began using its web site as a distribution channel. 

Xerox has always been associated with leasing copiers to customers.  However, Xerox sold most of its financing arm to GE Capital in December 2001.  This move was done in order to strengthen the company’s financial position by transitioning equipment financing to a third-party vendor.  As many as two-thirds of Xerox’s new leases will be financed through third-party companies by the end of 2002.  There is also an added benefit for Xerox with this sale.  It gives Xerox access to General Electric’s experts in Six Sigma, a complex quality-control method.  GE Capital is already at work analyzing Xerox’s administrative processes.  The sale raised almost $1.2 billion. 

In 2001 Xerox got out of the inkjet printer market, a market from which Hewlett-Packard (HP) made a profitable division larger now than all of Xerox.  Xerox was not able to succeed in this market because of very low margins and the very heavy expenses resulting from entering late in this line of business (with HP holding about 85% market share of small business and home inkjet printers).  Xerox’s current focus is on the most profitable and highest growth segments of the document market, the high speed, production printers with an emphasis on color across its product lines, document services, and solutions.

Xerox is currently in the process of spinning out the Palo Alto Research Center, PARC, as an independent company, maintaining it as a wholly owned Xerox subsidiary.  This would enable PARC to court strategic noncompetitive partners to buy a stake in the research center and help commercialize the work produced there.  This relationship will still allow Xerox to benefit from research produced there that is germane to their core business, and at the same time monetize some of the innovation created at PARC.

Challenges and Recommendations

Xerox faces some unique challenges that may affect its future and progress in trying to regain its footing in the document services category.

1. Debt

Is Xerox on the way to bankruptcy like other former blue-chips (remember Pan Am)? The biggest immediate problem Xerox faces is to refinance $7 billion worth of loans due in October. In order to meet the loans’ conditions, its net worth must remain above $1.5 billion. As of the end of last year, Xerox had a net worth of $2.85 billion. Xerox sold some of its holdings, like its operations in China to raise the cash that is so urgently needed. Xerox also got rid of unprofitable operations and lowered head counts by closing whole divisions.

Xerox must try to replace a good portion of its short-term debt with long-term debt. However since the likelihood of getting favorable terms is now limited, Xerox must try to continue paying off short-term debt selling other assets where margins are not as good and completely get rid of all unprofitable businesses.

2.  Technology transfer

In order to be competitive in the copier and printing industry, it is necessary to devote resources toward research and development.  But simply spending dollars on R&D does not guarantee useful innovations will result.  Companies need to be adept at technology transfer, whereby the process of taking new technology from the laboratory to the marketplace results in new technological advances. Current Xerox executives should be well advised to take a second look at some of the less obvious work being done at PARC because they cannot afford to make the same mistake again.  This requires executives to be visionaries and follow these recommendations:

i) Employ new researchers at PARC for the sole purpose of inventing technological solutions to would be problems in the business world.

ii) Place more emphasis on finding innovative solutions to problems in the business world as opposed to marketability of an idea based on a set timeline, e.g. providing incentives to researchers for creating pragmatic solutions as opposed to setting deadlines for untested products.

iii) Have PARC scientists represented on the board of directors. Failure to heed strategic advice from PARC researchers, lead Xerox to market a word processor instead of a personal computer, which resulted in their most regrettable lost opportunity.

3.  Burox

Xerox’s bureaucratic corporate culture has become known as “Burox.” Xerox’ bungled CEO succession is an abject lesson in the difficulty of reinventing an old-line company. In June of 1997 Xerox hired IBM’s Chief financial Officer, Richard Thoman as President who would eventually replace Paul Allaire as CEO in April of 1999. Thoman was hired primarily to implement change at Xerox. However his efforts would be stifled repeatedly. Burox never really gave a chance for the change that the company so desperately needed. This working atmosphere may make it difficult for Xerox employees to make the changes necessary for the company to be successful again in the future. Varying accounts of current and former employees allude that the corporation was rife with politics complete with opposing factions within the company’s management. This was particularly true between June of 1997 and May of 2000. As one former Xerox executive said “half way measures do not work, if you bring in a change agent, then let him make the change—or don’t even start.”

Corporate culture can strongly affect a corporation’s ability to shift its strategic direction.  Clayton M. Christensen, author of The Innovator’s Dilemma, says that companies are crippled by the very things that made them strong: serving their core customers and keeping profit margins high.  The key is “disruptive technologies.”  In their early incarnations, disruptive technologies are not good enough for core customers or profitable enough for shareholders.  Thus, they get ignored.  This leaves the field open to unencumbered newcomers who pick off the marginal customers while gradually improving the technology until it is good enough for the mainstream. By then it is too late to respond.

Xerox will need to be wary of its corporate culture in order to follow through on the changes that are necessary for strategic renewal. Xerox’ corporate culture needs to be changed from one of excessive bureaucracy to one that fosters innovation and change. To accomplish this, the corporation should consider replacing some of the old guard on the board of directors and top management with outsiders free of the influence of burox.

4.  Overcoming damaged reputation and shareholders’ lawsuits

In April 2002, the Securities & Exchange Commission (SEC) fined Xerox $10 million, the largest ever, as a penalty for accounting improprieties that resulted in a “scheme to defraud investors.”  The commission also ordered Xerox to restate its financials from 1997 to 2001 to correct the improper recognition of $3 billion of revenues and $1.5 billion in pretax earnings.  The dispute with the SEC involves Xerox’s allegedly booking revenue upfront from its four-year equipment leases to copy centers rather than over time, which is in violation of accounting rules.  The investigation was launched in 2000.  Due to the Enron collapse in the fall of 2001, people are more sensitive to corporate fraud or sometimes unfortunately called “accounting tricks” and this could have damaging effects for Xerox in the future. Shareholders’ lawsuits could potentially dwarf the SEC’s penalty. 

Xerox must make sure to replace its current auditing company and do every thing possible to prevent misleading investors again with doctored books.

5.  Timing of several product introductions

Xerox is introducing a new line of production printers and office equipment.  And later this year, they are rolling out new digital color printers for offices.  These new printers are expected to raise the bar for price and performance, helping Xerox to better compete against rival Hewlett-Packard.  But regardless of how well these machines perform, timing could not be worse.  Copiers and document machines remain some of the last things companies may want to purchase or lease during an economic slowdown.  

Xerox must continue focusing a big portion of its efforts on advancing in the lucrative market of high-speed printers and next generation digital color printing presses where Xerox still holds a majority of market share. These presses could potentially make offset lithography a thing of the past. 

In spite of the recession and adversities, Xerox must keep investing in R&D to challenge its own products, creating a competive advantage in the process. Despite its late entry into the digital copier market, Xerox has been  able to regain some of its market share. Unfortunately Xerox has become more of a follower rather than an industry leader.

6.  Internet

Another challenge the document company faces is the Internet.  While copiers and paper documents are not going away any time soon, corporations have begun sending much of their internal correspondence electronically instead of printing it out and distributing it among employees.  For example, bulky procedure manuals are now routinely posted on company web sites as opposed to being printed in hard copy. It would benefit the company to begin developing products that facilitate the storage and transferal of documents conveniently. Xerox has the technological resources (in PARC) to perfect the service and market it as a business solution. 

Conclusion

If Xerox can renegotiate its short-term debt with its creditors, preventing a payment default and filing for bankruptcy, the chances that Xerox will survive are very optimistic. Xerox is not the company it used to be three years ago. The new CEO, Anne Mulcahy, a 25-year veteran and former Xerox saleswoman, will likely go ahead with the changes needed to cope with an increasingly changing, demanding and competitive world. Already several changes have taken place: getting rid of money losers, reducing debt, increasing its cash position, and outsourcing equipment financing. 

If Xerox follows the recommendations to the challenges suggested in this project, the company should be able to launch itself in a position of leadership in the years to come.

Lessons Learned

· Adhere to augment success factors. Initially Xerox’ biggest advantage over its competitors lay in the company’s ability to convert its intellectual property into lucrative products. However, over time Xerox has shifted from this original strategy and is struggling with technology transfer issues.  Xerox should strive to lead in innovation and keep track of the progress of their competitors.

· Focus on developing market awareness. Xerox repeatedly missed the opportunity to usher its innovative products into the market before its competitors. This ill timing is indicative of the company’s inability to track the market’s demand for its products.

· Follow through with and adapt to change when needed.  Half measures will not work, as illustrated in the case of Richard Thoman who was hired as a change agent, only to have his efforts stifled repeatedly by the old guard.
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