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ABSTRACT

This paper is a case study of achieving competitive advantage by organizational learning. It
examines the process of a leading IT corporation (Unisys) transforming itself into a learning
organization. The research methodology employs a fact-based principle that combines
guantitative and qualitative methods. Data was collected and analyzed at corporate level of the
subject organization. A model of strategic transformation by organizational learning has been
developed based on the findings.
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INTRODUCTION

There has been a dramatic increase in interest and documentation in the learning organization
since the early 1990s. The existing literature falls readily into two categories: popular works
directed to managers, and academic works designed to make a more theoretical contribution.
However, the literature lacks empirical studies in business repositioning and/or organizational
transformation through organizational learning [e.g., 2, 6, 9, 10, 14, 15]. This paper is a case
study of business repositioning and transformation through organizational learning.

A leading IT services company (Unisys Corporation) is selected for this study. Data collection
has been conducted through the company's website, interviews and documentation such as
annual reports, archival records, financial reports, electronic databases, and other publications.
President Mary Shacklett of Transworld Data was interviewed with focused topics. Transworld
Data was Unisys’ partner involved in establishing Unisys University.

The corporate performance literature has documented two market-oriented outcome measures of
intellectual assets: Tobin's g and market value added (MVA) [e.g. 3, 4, 5, 7, 8, 21, 23]. Tobin's q
is the ratio of market value of the firm (share price times number of shares) to the replacement
cost of its assets. A q value greater than one means that the market believes the assets can
generate cash flows that exceed the liquidation value of those g2pt§he Tobin's g has been

used to explain a wide variety of phenomena, particularly the value of intangible assets [e.qg., 7,
11, 13,16, 17, 18, 19, 20, 24]. MVA is the result of the firm's market value minus its book value.

A positive MVA indicates an increase in shareholder wealth, while a negative MVA means a
decrease in shareholder wealth.

This study combines quantitative and qualitative approaches to the analysis of data. The

guantitative outcome measures used in this study are Tobin's g and MVA and well-recognized
business rankings as the proxies of qualitative measurement.
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COMPANY OVERVIEW

Headquartered at Blue Bell in Pennsylvania, USA, Unisys is a worldwide information
technology services and solutions company with more than 36,000 employees and operates in
more than 100 countries around the world.

In 1986, as the second largest computer firm in the nation, Unisys stepped up diversification of
its product line. Since the mid-1990s Unisys began to shift to service and continued its
restructuring. By 1999 the service operations generated 70 percent of the company's revenue.

There were two significant challenges that Unisys faced. The first was the move to a more
diversified computing platform that combined client/server platform. The second revolved
around the many Unisys’ clients who were seeking web-enabled applications.

Because new technologies emerge every few months, it is a daunting challenge and important
task to keep staff well trained. This meant that Unisys had to help its employees learn new skills,
transforming their skill sets from traditional technology-based knowledge to focus on skills that
would be required for increasingly complex networking, outsourcing, security and systems
integration engagements.

UNISYS UNIVERSITY

Unisys top management identified continuous learning as a key driver of its business strategy
and defined the goal of creating a centralized training solution. CEO Larry Weinbach called for
the establishment of Unisys University and led the initiative in 1999 that would provide
continuous learning to more than 36,000 Unisys employees in more than 100 countries.

Unisys University has established a physical campus in each of the five geographical locations
where Unisys has the largest presence: North America, Europe, the UK, Latin America, Asia and
the South Pacific. There are 10 schools within Unisys University: Leadership, E-Business,
Business, Human Resource/Legal, Services, Technology, Marketing, Project Management,
Finance, and Sales. The University brought 120 training staff under one umbrella and defined
400 roles (adjusted from previous 6,000 roles) for Unisys’ worldwide staff. For most roles the
university defined a specific training path and redesigned curriculum consisting of 1,700 courses,
adjusted from the previous 3,000 to eliminate duplication and cut costs.

Unisys University combines elements of classroom, mentored and modularized e-learning. To
better facilitate the learning process, Unisys University has developed the approach of training
configurations that allows students and their mentors to configure the appropriate sequences of
modularized courses.

The business repositioning and the establishment of Unisys University have greatly strengthened

Unisys’ competitiveness in a challenging economic environment. For instance, during 2001 (the
worst economic downturn in the past 20 years), Unisys delivered profits for every quarter.
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PERFORMANCE SCORECARD

For a technology-based services and products company like Unisys, creating its own university
and close alliances with research universities and IT business partners would have a significant
bearing on its corporate performance. In the case of Unisys, we can see a clear strategic cascade.
That is, competitive forces and business strategy drive the organizational learning which
strategically improve the corporate performance. Table 1 summarizes the business initiatives that
drive the implementation of Unisys University.

Table 1.Unisys Corporation Business and IT Interactions

Period Business Initiative Unisys University Initiative
1980’s  « Diversification of products by movinginto e« Initiate Unisys University in
small and mid-sized computers 1999
1990’s  « Transition from hardware manufacturer to thes Establish physical campuses in
provider of full range of IT services each of the five geographical
« Moved out computer manufacturing in 1998  locations: North America,
Since « International acquisitions Europe, UK, Latin America,
2000 « Provide IT outsourcing business to large Asia and the south Pacific
customers

In short, knowledge-and-skill-intensive IT services and Unisys University would be a major

driver for Unisys corporate performance since the mid-1990s. To examine Unisys corporate
performance for this transformational period, Tobin’s g and MVA for the years of 1993-2002

were calculated and reviewed (along with typical business rankings for the company displayed as
a supplementary qualitative measurement). The results are displayed in Table 2.

Table 2. Tobin's g of Unisys Corporation (1993-2002)
1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 Mean
1.9114 1.4258 3.2692 6.3846 2.8707 5.7838 5.0783 2.1099 1.9028 3.7727 3.4509
Note: Tobin’s q is calculated by the formula of g=Market Value/(Total Assets-Total Liabilities),
based on the data &fnisys Corporation Annual Reports (1993-2002), Unisys Corporation
Worldscope 10-K History (1993-20Q2)isclosure Inc. 1996.

As shown in Table 2, Tobin’s g of Unisys is well above one for each of the ten years, with a
mean of 3.4509 for the ten years. Very notably, the g value jumped up from 3.2692 of 1995 to
6.3846 of 1996 when Unisys began to significantly shift to IT service businesses; it remained
above 5 for the years of 1998 and 1999 when Unisys began to transform itself into a learning
organization. This represents the financial market’s strong reaction to the Unisys’ transformation
of hardware-based provider into a knowledge-and-skill-intensive services provider and learning
organization.

However, the g value fell from 5.0783 for the year 1999 to 2.1099 and 1.9029 for 2000 and

2001, respectively, as a market reaction to the sharp contraction in 2000 and 2001 in the IT
industry after more than a decade of robust growth. While industry conditions remained tough in
the systems integration and consulting market, Unisys was seeing encouraging signs of progress
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from its efforts to reposition this business. Indeed, its Tobin’s g went up from 1.9028 in 2001 to
3.7727 in 2002.

During an eight-year period from 1995 to 2002, Unisys’ performance earned a mean q value of
3.8965, which was higher than the ten-year mean of 3.4509, though there was the unprecedented
industry downturn during the 2000-2001 period. This shows us that Unisys’ repositioning of
knowledge-and-skill-intensive IT service and organizational learning initiative was successfully
recognized by the financial market. It should be emphasized that Unisys’ financial statements
included a significant item of Intangible Assets in the Assets category, and the value of

Intangible Assets has been included in the formula for calculating Tobin’s g. This means that
there must be significant value of unrecognized nontraditional intangible assets embedded and
hidden in the firm but detected by the market mechanism.

It could be inferred that unrecognized intangible assets embedded in its major business segment
contributed to the significant q value above one. Those unrecognized intangible assets include
the IT personnel skills, because the knowledge-and-skill-intensive IT services are Unisys’s major
business segment since the mid-1990s, supported by its organizational learning initiatives. In this
case, organizational learning is a critical factor for Unisys’ core competency for offering a full
range of IT services to its customers in the very competitive markets. Otherwise, it would be
difficult to imagine that Unisys could remain a leader in the highly competitive business for the
last eight years. This statement is also supplemented by the following complementary measures
of MVA and typical business rankings including top IT innovator rankings for Unisys during the
period. As the Table 3 shows, Unisys has had significant positive MVA for each of ten years

with a mean of 1.2485 billion dollars.

Table 3. Market Value Added (MVA) of Unisys Corporation (1993-2002, in 000’s)
1993 1994 1995 1996 1997 1998 1999 2000 2001 2002  Mean
1125300 1034200 289900 185800 1205900 1535600 1953300 2186100 2112700 856000 1248480

Note: Market Value Added (MVA) is calculated by the formula of MVA=Market Value-Book
Value, which as accounting book value of a firm, is found by subtracting total liabilities from its
total assets, based on the datalafisys Corporation Annual Reports (1993-2002), Unisys
Corporation Worldscope 10-K History (1993-200BP)sclosure Inc. 1996.

Table 4 illustrates selected business rankings as the proxies of qualitative measurement for
Unisys corporate performance in the period of 1993-2002, adapted from the databases of
Business & Company Resource Center at Alfred University [1].

Table 4. Selected Business Rankings for Unisys Corporate Performance

Years 1994 1995 1996 1997 1998 1999 2000 2001 2002
Rankings

Largest U.S. Corporations by Revenue 158 203 226 244 226

Leading Information Technology 131 22 70 62 127

Innovators 260
Top information technology service 9

providers

Software Companies Spending the Most

on R&D 6
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U.S. Corporations with the Highest One-
Year Return to Investors

Companies with the Greatest Return to
Investors

Corporations with the Highest Share-Price
Gain

Most Admired Computer and Data
Services Corporations

Top Computer Hardware Companies
Top Computer Software/Services
Companies by Segment Revenue

Top Manufacturers of Mainframe
Computers

World's Largest Manufacturing
Companies by Three-Year Return on
Equity, 1998-2001

Companies that delivered the Most for
Investors Based on the 500 Largest
Companies in Terms of Revenue

Top Companies by Return on Equity
Top U.S. Computer and Peripherals
Companies by Earnings

Top U.S. Computer and Peripherals
Companies by Revenue

Largest Business Service Companies by
Sales

Top Computer and Data Services
Companies in the Fortune 1,000

Top Computer Hardware Contractors for
the Government

Top Computer Services and Software
Contractors for the Government

Top GWAC Contractors in Scientific and
Engineering Workstations

Top GWAC Contractors in IT Overall
World's Largest Software and Services
Suppliers

Largest Computer and Peripherals
Companies by Revenue

Most Profitable Computer and Peripherals
Companies

Top Fortune 1,000 Companies in
Computer and Data Services

12
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The Unisys case exemplifies that in order to successfully compete in an increasingly changing
business and technological environment, a firm can be successful by managing change through

organizational learning.

A model of strategic cascade of organizational learning is developed to depict Unisys’ approach
to a strategic organizational transformation. It is a five-step-and-iterative process.
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First, a firm facing challenges needs a vision of how it will be in the future, as Unisys envisioned
in the early 1990s to transform itself into a services-led, technology-enable IT solution provider.
Second, a strategic management “loop” (1, 2 or 3 step) is heeded to decide on a transformation
strategy, complete a strategic plan and develop tactical action plans. In the case of Unisys, a
centralized organization-wide learning solution was a strategic differentiator. The third step is to
launch organizational learning to build competence, as Unisys did. The fourth step is to
implement the transformation strategy; for instance, Unisys implemented Unisys University and
the learning alliance. The fifth step is to monitor and review the desired outcomes of the
implementation of the transformation strategy and decide if there is a need to continue, modify or
change (iteration looping) based on performance. In the case of Unisys, its transformation has
been successful so far.

1 2 H 3 4 H
Strategic Strategic Competence Carry Out

Vision Plan by Learning Strategy

5
Performance

Change?
Figure 1. Strategic Cascade of Organizational Learning

A business repositioning and/or organizational transformation through learning would be much
less painful than an ordinary organizational changing process because of no resistance to change,
and would be more likely successful. What the Unisys case has ultimately enlightened is what
Hame and Heene [12] abstractly addressed; that is, that the process of renewal rather than the
source itself is considered to be the ultimate source of competitive advantage. Specifically, at
Unisys, the process of knowledge learning and creation rather than knowledge itself is evidenced
to be the source of competitive advantage. A strong learning capability like a wellspring injects
fresh competence flow into the pool of corporate competence.
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