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Silicon Graphics: 

Managing a Technology Brand  

Introduction

The July 18, 1994 issue of Business Week touted Silicon Graphics (SGI) as “The Gee-Whiz Company.”  The subhead declared SGI to be the “hottest computer maker in Silicon Valley thanks to the coolest special effects around.”  By manufacturing computers with unparalleled 3D graphics technology that powered everything from blockbuster film visuals to cancer research, SGI grabbed headlines and reaped profits. Scientists, engineers, designers, and entertainment moguls alike coveted computers from “the most magical computer maker on the planet.”  The company was a financial success as well as a media darling. In 1994, after three consecutive years of accelerating growth, SGI vaulted to third place in the world’s workstation market and sustained a larger market capitalization ($3.3 billion) than either Digital Equipment Corporation or Sun Microsystems. In little over a decade, the company had ascended the ranks of the Silicon Valley elite to become one of the most talked-about tech companies. 

Within three years, however, SGI’s fortunes had turned. The company made the cover of Business Week again, but this time the headline told of “The Sad Saga of SGI.”
  Sales growth of 36 percent in 1994 and 45 percent in 1995 gave way to a spate of disappointing quarters in 1996 and 1997. By mid-1997, SGI’s workstation market share dropped two points from its 1995 figure of 12 percent. As the company’s market share declined, its profits plunged and its stock price reeled, opening the door for criticism. The cover story from Business Week depicted SGI “scrambling to stay off technology’s long list of has-beens.”  The company faced stiff competition in the low-end workstation market and found its cachet among technophiles diminishing. In an attempt to rectify these problems, SGI applied sweeping changes to its business. After management restructuring, factory closings, sales of subsidiaries, and layoffs failed to stem SGI’s slide, the company rebranded its products and services by officially changed its name to SGI in 1999. What had happened to SGI?  Where had they gone wrong?  Was there any hope for the future for the brand?  The question remained whether these new measures would revitalize the company.

Company History


The Birth of Visual Computing 

SGI was founded in 1982 by Dr. James Clark, a computer science professor at Stanford University. With the help of six students, Clark developed a technological innovation called the “geometry engine,” a new chip designed to vastly improve the 3D graphics performance of computers. The geometry engine – a separate microprocessor that took the burden of processing intensive 3D graphics applications from the Central Processing Unit (CPU) – enabled computer users to create and interact with three-dimensional models at unheard-of speeds. Standard workstation system architecture required the CPU to perform both the graphics processing and the general processing necessary to keep a computer’s programs running. High-resolution 3D graphics demanded considerable processing power, which hindered the overall performance of a standard computer. By separating the graphics processing from the general purpose processing, SGI’s innovative geometry engine offered the user a level of graphics performance 50 to 100 times faster than that of the standard engineering workstation. 

From its inception, SGI sought to establish itself as the market leader in “visual computing.”  Visual computing referred to the use of high-powered graphics tools to represent and manipulate data so the user could see the results. SGI’s goal with its visualization technology was to make it easier for engineers to design cars, moviemakers to create special effects, and scientists to model the molecules for a new drug. In order to attract and retain the technologically savvy consumer, the delivery of high-performance 3D workstations became the cornerstone of the company’s business strategy. 

To ensure the highest performance possible, SGI computers utilized the most powerful technology available. In addition to the Geometry Engine, SGI equipped its systems with fast RISC (for Reduced Instruction Set Chip) microprocessors to bring general processing on level with the graphics capabilities. The RISC chips improved the performance of the microprocessor by eliminating instruction sets that the computer used less frequently, thus affording the processor greater resources with which to execute commonly used instructions. SGI computers were based on the UNIX operating system, which allowed users to run multiple programs concurrently and network computers easily. SGI developed a proprietary version of UNIX, called IRIX, which came bundled with all its computers. With a technology-driven business strategy, SGI had consistently delivered powerful and best-of-class graphics capabilities. 


SGI Customers 

SGI’s target market was made up of scientists, engineers, animators, and graphics professionals. Some prominent SGI customers included Boeing, which used SGI computers to create fluid dynamic models; British Petroleum, for research; Industrial Light & Magic, for animation and digital special effects; Levi Strauss & Co., for apparel design. By the late eighties, word of SGI’s performance capabilities had spread, and other companies were discovering new uses for visualization technology all the time. SGI’s President and CEO from 1984 to 1997 Ed McCracken described the evolution of the company’s customer base:

In our early days as a workstation company, our machines, which were sold to just a few of the best and brightest engineers and scientists, were the best but were very expensive. By working with these lighthouse customers . . . we can learn what they are trying to do with our machines or what they want to do with them, and we try to put that capability in an easy-to-use format in our next generation of products. We have segmented our market rigorously. We have added about one market segment a year and have created a new operating division to serve each segment, to focus on a certain class of customer and technology in a boutique-like way.



Product History

SGI called its graphics workstations IRIS, a name that officially stood for Integrated Real-time Interactive System, but was derived originally from a picture of an iris flower on founder James Clark’s secretary’s wall. SGI shipped its first generation workstation, the IRIS 1400, during the summer of 1984. In the spring of 1987, SGI unveiled its first RISC-based computer, called the IRIS 4D/60. The IRIS 4D/60 possessed distinct advantages over its predecessors, offering three times the power of a 3000 series IRIS and improved real-time graphics performance. The alphanumeric combination 4D/60 denoted the graphics card that came with the computer. The “4D” stood for “four dimensions” (the standard three dimensions plus time), which SGI used to indicate that their machines produced realistic 3D objects that could move onscreen in realistic time. At this time, an SGI workstation sold for an average price of $50,000. 

The company’s next move was to attract additional customers by targeting the lower end of the workstation market. In October 1988, SGI introduced a fully functional color graphics workstation that sold for under $20,000. The company called it the Personal IRIS, in reference to the fact that its reduced size and quieter operation bore similarities with the personal computer. The Personal IRIS competed with 3D black and white and 2D color workstations from Sun, H-P, and Digital, and was priced at the same level as these systems. To emphasize the fact that their Personal IRIS offered 3D graphics and color for the price of a competitor’s 2D workstation, SGI referred to the Personal IRIS as a workstation that came with “3D for free.” 


Personal IRIS Success 


Within one year of the 1988 introduction, sales of the Personal IRIS stood at four times the unit volume of its direct predecessor, the IRIS 4D/60. In 1990, the Personal IRIS accounted for over 40 percent of SGI’s total revenues. In addition to the Personal IRIS, SGI also introduced the IRIS PowerSeries line of multiprocessor workstations targeting the high-end supercomputing market. With these two product introductions, SGI’s product portfolio now spanned from high-end project supercomputers that cost six figures or more to affordable graphics workstations that sold for under $25,000. As SGI moved into a broader range of market segments, the company strove for each product to maintain at least a 50 percent gross margin. The high-margin strategy had brought considerable financial success to SGI in recent years. For fiscal 1990, SGI’s net revenues were $420 million, a figure that represented a compound annual growth rate of 80 percent since the company went public in 1986. SGI’s net income had tripled from $11.5 million in 1989 to $32.3 million in fiscal 1990. By that year, the company was the world’s fourth largest workstation vendor, employing over 2,000 people in 81 locations worldwide. Much of the company’s success in 1990 was due to the dramatic unit volume increase that strong sales of the Personal IRIS provided. From this position at the beginning of the decade, SGI executives believed the company would be able to accomplish its long-term objective of making visual computing the standard in the mainstream workstation market. 
SGI’s Growth Phase


Launching Indigo

The first major development in SGI’s quest for acceptance in the mainstream technical workstation market came in 1991, when advances in technology made it possible for SGI to offer a 3D workstation priced under $10,000. This machine, code named “Hollywood” in reference to the film industry’s use of SGI computers for special effects, was the first personal 3D workstation to combine the power and functionality of a specialized graphics workstation with the affordability and user-friendliness of PCs. The “Hollywood” computer was christened “Indigo.”  As with almost all new SGI product launches, the project team wished not only to establish a unique identity for the product in the external business world, but also sought to forge a singular identity internally. One SGI executive explained, “It [was] sort of a tribal thing.”  

Indigo offered real-time audio, video, and 3D graphics in one machine, featured a 33 MHz MIPS R3000 processor, and cost less than $8,000. Indigo was even more compact than the Personal IRIS, fitting easily on a desktop. SGI believed that the low price would drive sales, which in turn would prompt software manufacturers and other technology providers to develop products for Indigo. At the time of the launch, SGI set a goal of capturing ten percent of the overall technical workstation market by 1993. 

SGI’s target market for Indigo consisted of three main groups: engineers, scientists, and creative professionals. The company expected sales totals of 70 percent to engineers, 15 percent to scientists, and 10 percent to creative professionals. The last target group consisted of an assortment of markets where SGI computers had yet to penetrate significantly, including digital media, color publishing, entertainment, audio, desktop video, training, and photo editing. 


Indigo Marketing Program 


With its marketing program for Indigo, SGI wanted to accomplish the larger goal of establishing SGI as a mainstream technical workstation maker. To introduce Indigo, SGI undertook its largest integrated marketing effort up to that point. The company sent representatives on a global press tour to generate awareness and excitement for Indigo’s upcoming release. SGI planned an invitation-only launch event for July 22, 1991 to officially unveil Indigo. SGI developed a series of print advertisements that pitched Indigo as an innovation that could benefit cutting edge computer users. One ad boldly declared that after the Indigo, “Computing in the ’90s isn’t going to be more of the same.”  The ads emphasized both the desktop size and the audio-visual capabilities of Indigo by including a picture of Indigo stacked alongside books, CDs, and tapes. The text in the ads highlighted the speed, ease of use, compatibility, and flexibility of Indigo, in addition to its visualization performance. 

The introduction of Indigo brought attention from the media. SGI had garnered considerable publicity for its contributions to such movies as The Abyss and Terminator 2. These movies utilized SGI workstations to produce many of their now-legendary special effects, and the publicity surrounding the technical wizardry in the films introduced SGI and Indigo to a wide mainstream audience. Unit sales of Indigo grew quickly. Within nine months after its introduction, sales of Indigo eclipsed sales of the Personal IRIS by a factor of four. With the high sales volume, Indigo achieved an identity independent of the SGI brand. According to Dave Bagshaw, “for the first time we ran across [prospective clients] that knew the name Indigo before they knew the name SGI.”
 

Indigo2
The Indigo product line yielded unanticipated success in the low-end workstation market. The Indigo machines, however, did not embody the cutting edge technology on which SGI had built and developed its reputation. Indigo’s low price forced SGI to compromise on the graphics, speed, and expandability. To keep costs low, the entry-level Indigo had been designed without a separate geometry engine graphics chip. In order to offer the highest graphics resolution with the next product line, called Indigo2, SGI engineers reinstated the geometry engine in the design of all models. The addition of eight geometry engines made the top Indigo2 model two to three times faster than the Indigo Elan, which was the top computer in the current Indigo line and contained four geometry engines. Indigo2 computers, which were green-colored to further mark their difference from the blue Indigo machines, also would be more than twice as expensive as the original Indigo. 

Indigo2 was introduced with several graphics options. Consumers could choose from among three different graphics subsystems, the “XL,” “XZ,” or “Extreme.”  The letter “X” and the word “Extreme” were selected to capitalize on the fact that “extreme” had found its way into the common vernacular from the arena of “extreme sports.”  These modifiers were added to the product name, so a consumer would buy an Indigo2 XL, Indigo2 XZ or an Indigo2 Extreme. Print ads for the Indigo2 Extreme prominently featured actions shots of “extreme” athletes. One ad featured a skier in mid-flight off a cliff with an Indigo2 Extreme attached to his back in place of a backpack. SGI also incorporated the theme of extreme into the imagery on the computer’s packaging by placing action photographs of sports such as snowboarding and surfing on the panels of the shipping box. 

Consumers responded to the Indigo2 product line with near-adoration. A review in one computer periodical referred to the Indigo2 Extreme as “the stuff of dreams.”
  One customer proclaimed that buying the new computer was “like getting a Lamborghini.”
  Sales of the computers took off and by fiscal 1994 the Indigo2 line of computers represented 40 percent of SGI’s revenues. 

SGI in the Silicon Valley Spotlight

1993 and 1994 brought unimagined success to SGI. In 1993, after a 22 percent revenue increase, sales topped $1 billion for the first time. That same year, SGI passed IBM and Digital to claim third place in the overall workstation market. The company forged high-profile partnerships with big-name firms, such as a deal with Time Warner Cable to develop technology for interactive television and a contract with Nintendo to provide graphics chips for its next-generation video game machine N64. In 1994, revenues again rose, this time by 36 percent to $1.5 billion. The company’s 52 percent gross profit margin was the highest in the workstation market, exceeding rival Sun’s gross margin by ten percentage points. The company’s stock rose above $25 per share for the first time, and its $3.3 billion market capitalization exceeded that of both Digital and Sun. The company was the center of attention in Silicon Valley. When President Clinton and Vice President Gore visited Silicon Valley in 1993 to unveil their new technology policy, they made SGI headquarters their only corporate stop. The White House connection was strengthened in January 1994, when CEO Ed McCracken was named co-chair of Clinton’s National Information Infrastructure Advisory Council. 

Companies such as DreamWorks Studios, AT&T, Sony, and Nippon Telegraph & Telephone were eager to team up with SGI. SGI’s popularity in the corporate world prompted company attorney William Kelley to remark, “Everybody in the world seems to want to do business with us.”
  The company looked ahead to even more stellar growth. In May 1994, McCracken gathered top SGI executives at a resort in California where they discussed plans to build a bigger company and brainstormed ideas for how to fuel revenue growth over 50 percent. To help spur this growth, SGI expanded into software with the acquisition of two 3D graphics software manufacturers, Alias Research and Wavefront Technologies. Also in 1995, SGI debuted its WebFORCE software package, which enabled web developers to author 3D content for web pages. The move into software made SGI “a one-stop shop”
 for artists and designers. Many viewed the acquisitions as an attempt to stem the advance of competitors such as Microsoft, which had recently acquired animation software company Soft-Image. 

Even with the acquisitions, SGI nearly achieved its lofty 50 percent growth goal in fiscal 1995, with a revenue increase of 45 percent to $2.2 billion and a 58 percent profit rise to $225 million capping three straight years of positive growth. The company’s share of the workstation rose to 14 percent and SGI stock peaked at $42 per share that year. 

Signs of Trouble

This period of prosperity for SGI was colored, however, by several disconcerting events. In 1994, company founder James Clark, unhappy with McCracken’s refusal to aggressively pursue the low-end market, left the company to form Netscape Communications. Around the same time, several of SGI’s competitors challenged the company’s 3D graphics leadership. In May 1994, Hewlett-Packard introduced 3D workstations that matched SGI’s graphics performance for mechanical design applications – the core market for technical 3D workstations. In July, Sun introduced new models targeting SGI customers. That summer, Microsoft also announced a plan to target the 3D workstation market based on its Windows NT technology. The new economy journal Red Herring published an open letter to McCracken in September 1995 expressing concern over SGI’s strategy for outlasting Wintel competition (i.e., computers based on Windows operating systems and Intel processors). The article warned that advancing PC technology would enable NT-based workstations to compete with SGI machines at a fraction of the cost and urged SGI not to underestimate the PC. Nevertheless, SGI executives were confident that their position was well defended by the company’s history of innovation. When asked in October 1995 whether SGI felt threatened by the new PC competitors, President Tom Jermoluk responded with a laugh:

The best quote I’ve read about us recently was from [Intel CEO] Andy Grove. He said that there’s nothing Silicon Graphics has that you won’t be able to do on a $99 application on a PC two years from now. Well, if you want to do it two years from now, then wait around for Intel. Our customers want to be competitive. They want it now.

Others were not convinced that SGI’s record of innovation and current technology lead translated into future success in the highly competitive computer industry. An analyst from D.H. Brown Associates remarked at the time: 

Silicon Graphics seems to have the feeling the whole world will be irresistibly excited about its neat technology. They seem to forget that in the end it is business acumen that wins.

Extending the Indigo2 
The next generation of the Indigo2 was called the Impact, which debuted in July 1995. The Indigo2 Impact line was divided into performance categories with the following modifiers (in increasing order of performance): “High,” “Solid,” “Killer,” and “Maximum.”  The Indigo2 Solid Impact featured 32-bit color and a MIPS R10000 195 MHz processor; the Maximum Impact displayed 64-bit color and harbored a 250 MHz MIPS processor. As they had with the Extreme, customers typically used the most specific modifier in the product name as a shorthand reference to the computer. For example, customers abbreviated the “Indigo2 Solid Impact” to just “Solid.”    

For many, the Indigo2 Impact brand extension illustrated the mismanagement of SGI’s brand hierarchy. SGI insiders felt that consumer adoption of shorthand terminology for its computers eventually damaged the company’s brand equity. Not only was there no consistency in naming from one product launch to the next, but also the words “Silicon Graphics” were often omitted from the product name due to aesthetic considerations. As a consequence, the name Silicon Graphics was often left out of customer descriptions of their computers, if not forgotten entirely. Though the company made national headlines, the Silicon Graphics master brand was not necessarily as well known as its popular Indigo sub-brands. 

SGI’s Decline

Start of a Slide 

The first signs of SGI’s financial woes came during the first quarter of 1996. The company reported lower-than-anticipated revenues of $595 million compared to the expected $650 million for the quarter. SGI blamed the drop on sales-force restructuring and McCracken reassured analysts that revenue would grow 40 percent for the year. In the next quarter, sales grew only 22 percent to $672 million, under forecasts of $760 million. In response to this disappointing quarter, which SGI attributed to a shortage of graphics chips it ordered from Toshiba, SGI stock dropped 16 percent to just over $23 per share. Still looking for ways to expand, in February 1996 SGI bought supercomputer manufacturer Cray Research Inc. for $767 million. The acquisition made SGI the top supplier of high-speed computers and provided the company with a new customer base. The addition of Cray supercomputers gave SGI a product range that spanned the range of computing power from “desktop to teraflop.”
 (“Teraflop” referred to a processing speed of one trillion computations per second, which Cray computers were capable of performing). Analysts questioned the appropriateness of the purchase, however, since the supercomputer segment was not a high-growth market. A former employee said of the purchase, “Why buy a company that was doing poorly in a shrinking market?”
    

Others felt that SGI should have concentrated on defending itself from low-end competitors instead. SGI’s biggest competition in the low-end market – the PC workstation segment – was gaining. Between 1994 and 1995, shipments of PC workstations doubled while shipments of RISC workstations like those made by SGI rose by less than ten percent. Analysts expected shipments of PC workstations to eclipse RISC shipments in 1996. 

In the third quarter of 1996, chip production delays at NEC caused SGI to again fall short of earnings predictions. Despite the fact that SGI’s total revenue for the year was up 26 percent from 1995 to $2.9 billion, net income in 1996 (excluding the Cray purchase) rose by only eight percent to $245 million, compared with 58 percent growth the previous year. Including the effects of the Cray acquisition, the company’s net income decreased 49 percent from 1995 to 1996.

Delays and Disappointments

The first quarter of 1997 was no brighter. In July 1996, SGI began receiving complaints from customers regarding its newest computers. The MIPS processors the company ordered from NEC caused the systems to unexpectedly shut down. Though NEC replaced all the chips, SGI spent $10 million sending engineers to replace the chips in the 4,000 affected systems across the globe. The company reported a first-quarter loss of $22 million after sales rose by only one percent from the same period the previous year. 

To combat the rising popularity of high performance PCs, SGI introduced the $6,000 O2 workstation in October 1996. Essentially scaled-down versions of the company’s professional-grade workstations, the O2 systems were dubbed “desktop workstations,” to indicate their compact yet powerful design. SGI incurred a $12 million loss during the second quarter, after which the board of directors instructed McCracken to correct SGI’s course. In January, the company unveiled a mid-range workstation – called Octane – set at a higher price point and offering higher performance than the O2, but encountered production delays that prevented high-volume shipments of the new product. 

The third quarter was as disheartening as the preceding two: SGI announced yet another loss. The stock immediately tumbled 24 percent to just over $12 per share, a four-year low. In May, the company restructured again, this time placing former Cray President Robert Ewald in charge of all computer manufacturing and engineering. The fourth quarter brought a respite from the financial slide. Aided by server sales that had risen 30 percent between the third and fourth quarter and volume shipments of its $20,000-plus Octane workstations, quarterly earnings of $102 million surpassed expectations. Insiders speculated that SGI was making a recovery and the stock rose 35 percent in the two days after the quarterly earnings announcement, to over $25 per share. Despite the strong fourth quarter, SGI finished the year with only $79 million in operating income, a 31 percent drop from the previous year. Though fourth-quarter sales were $150 million above expectations, SGI’s backlog for the period dropped $172 million. This indicated that shipments of orders made earlier in the year were responsible for the increased sales. 

SGI Searches for Answers

Concern For the Brand

During the demoralizing summer in 1997, SGI executives decided to take stock of the brand. To respond to what many perceived as a crisis-in-progress, the company chose to create a new branding function within the Corporate Marketing unit. The branding unit, headed by former product marketer Patrick Tickle, would be responsible for all decisions concerning the Silicon Graphics brand, from new product names to advertising. The unit’s first step was to undertake a thorough brand audit. SGI had reached a point where a cohesive branding strategy was no longer in evidence. One former employee explained that by spending little time and effort positioning the Silicon Graphics brand name, the company effectively “let ‘Silicon Graphics’ be what people wanted it to be.”  To enable the company to understand the current state of the brand and improve upon it, SGI enlisted the brand auditing services of Landor Associates.

After three months of research and analysis, Landor reported the results of its brand study to SGI in the summer of 1998. At the time of the audit, SGI maintained positive brand equity in traditional workstation markets such as research, engineering, and entertainment. Consumers from these segments associated the brand with favorable qualities such as innovation, vision, fun, and customer orientation. These customers had used SGI workstations professionally, were familiar with the company, and trusted its products. Non-customers, on the other hand, were very unfamiliar with Silicon Graphics. The Silicon Graphics name and logo suffered from lower awareness levels than the names and logos of its competitors. In a study conducted by the company, the Silicon Graphics brand tallied 19 percent unaided awareness, versus 49 percent for H-P and 28 percent for Sun. The same study revealed that only 41 percent of respondents recognized the SGI logo, while 70 percent recognized H-P and 75 percent recognized Sun. 

Though SGI enjoyed strong equity in the workstation market, the company was unproven and unaccepted in other markets such as servers. Despite the fact that 55 percent of SGI revenues came from server sales, research revealed that only two percent of consumers associated SGI with web servers, one percent with databases, and one percent with NT servers. On the other hand, 34 percent of consumers associated SGI with workstations, and 11 percent associated graphics computing with the company. Additionally, the company’s Hollywood image hindered its search for prospective server clients, since many corporations thought of SGI as exclusively a graphics company and therefore did not consider its technology relevant to their business. SGI’s premium pricing and high tech image compelled many potential customers to view the machines as sacred. For example, one heavy machinery manufacturer showcased a single SGI workstation in a separate design studio, while hundreds of less powerful H-P machines filled the adjacent room. The prevailing attitude was that SGI computers were like expensive brandy – too special to merit bulk purchases. 

Management Issues

In the past, SGI’s technological advantage, combined with its loyal customer base, allowed the company to introduce new products every 12 months with minimal consideration for the bigger branding picture. Now, as SGI’s business suffered in a more competitive market, it needed to attend to matters of brand management with greater care. SGI’s current management was problematic at many levels. First, the decentralized corporate structure hindered brand consciousness. Each product division of the company possessed a high degree of autonomy with regards to naming and advertising. The result was a disorganized brand portfolio with no clearly defined product hierarchy (see Fig. 2). Some products were named with colors (e.g., Indigo, Crimson), others with forceful phrases (e.g., Power Series, Challenge), but the relationships between products were not evident from their names. As a stopgap measure, SGI eventually adopted a uniform naming guideline for its major products, beginning each with the letter “O” (e.g., O2, Octane, and Onyx workstations, Origin servers). 

Historically, upper management at SGI were concerned primarily with the technology aspects of the company. Not only was the stewardship of the SGI brand a low priority compared to R&D, manufacturing, and sales, but also SGI’s management lacked a long-term strategy for the brand. Product teams were intensely focused on naming their computers in order to meet the launch schedule, but rarely thought beyond their current project from a branding perspective. A good example was the Indigo2 Extreme. At the time, the word “extreme” was an appropriate choice due to its prevalence, popularity, and associations with cutting-edge activities that pushed the limits. It did not, however, lend itself easily to a product extension or upgrade, since “extreme” symbolized the furthest limit of possibility. 

The branding decisions at SGI were governed largely by the engineers working on the products, who wanted to brand every piece of technology. This led to a proliferation of sub-brands. At the time of the audit, SGI had hundreds of sub-brands, many with their own logo and signage. The engineers’ tendency to over-brand also precipitated cumbersome product names, such as the Silicon Graphics Indigo2 Solid IMPACT. To simplify product names, consumers abbreviated to a single word, which meant that the Silicon Graphics name was often ignored, if not forgotten. On a larger scale, the fact that technologies were driving the branding decisions meant that the company was building the brand from the “bottom up” instead of from the “top down.”  The branding began low in the corporate structure, with the product managers naming their products in absence of an overall strategy, and drifted up to where the senior management attempted to organize the brand portfolio after many branding decisions had already been made. Compounding the company’s organizational problems was the fact that the decentralized management and diffuse brand decision-making was inefficient and costly. 

Troubles Abound for SGI

Further Losses 

During Landor’s study of the brand, SGI’s financial problems intensified. After SGI announced an unexpected loss in the first quarter ending September 30, 1997 – a quarter in which analysts predicted strong growth from the company – the stock fell nearly 50 percent in three weeks. Contributing to the $55 million operating income loss in the first quarter was server sales growth of only 15 percent, compared with expected growth of over 50 percent. At the time of the announcement, McCracken reasoned, “The decline wasn’t because of the product line, but the sales and marketing program.”
  He acknowledged that the company’s marketing of their server line had been inadequate to face the stiff competition in that category. In October 1997, after a lengthy board meeting in which his fate was ultimately decided, McCracken stepped down. That same day, SGI announced that for the first time in its history the company would lay off part of its workforce – as much as ten percent of its 11,000 workers.

To replace McCracken, in January 1998 SGI hired Richard Belluzzo, an experienced tech-industry executive who had recently been vice-president of Hewlett-Packard’s computer division. The hiring of Belluzzo – the heir apparent to the then- CEO at H-P John Young – from a competitor was considered by many to be an internal coup at SGI. Charged with the task of stemming SGI’s slide, Belluzzo set out immediately to alter the way SGI did business. Among his first projects was officially changing the company’s unofficial motto from “Serious Fun” to “Get Serious.”  In an interview given a few months after his hiring, Belluzzo expressed displeasure with the laid-back business climate fostered at SGI. In his opinion, the company “didn’t listen to customers, had a lackadaisical attitude toward business controls, spent money much too freely, and was generally out of touch with the realities of the computer marketplace.”
  Belluzzo also cut costs dramatically. He sold two of SGI’s four factories and trimmed the company’s workforce by almost 17 percent, from 11,000 to 9,200. He announced plans to outsource 95 percent of the company’s computers. These moves helped cut $200 million from SGI’s operating budget. 

Countering PCs 

Another major change was to embrace the Wintel PC-based technology that SGI had long dismissed as inferior to its own proprietary microprocessors and operating systems. During 1997, PC manufacturers began eroding SGI’s market share in the workstation sector. Improvements in microprocessor technology and networking software enabled PCs to compete with workstations from Sun and SGI at as little as one quarter the price. That year, Compaq and Dell both introduced PC workstations that started at around $4,000 and ran Microsoft’s Windows NT operating system. Additionally, Hewlett-Packard, IBM, and Digital added PC workstations to their existing offerings of UNIX workstations. In 1996, shipments of PC workstations equaled shipments of RISC workstations, and then doubled RISC shipments in 1997. During the June quarter of 1997, NT workstation shipments rose 242 percent, while UNIX workstations grew by a mere ten percent. SGI was at a competitive disadvantage because its workstations ran on the proprietary IRIX operating system, a version of UNIX. Though the company got commitments from important software makers to write software for IRIX at the height of SGI’s popularity in the mid-nineties, by 1997 the majority of software was written for Windows NT. Company founder Jim Clark, who left SGI to form Netscape in 1994, evaluated SGI’s prospects in the workstation market in August 1997:

I think the company is headed for a potential disaster. SGI has squandered its advantage. Now, the PC has won. Game over.
      

One of McCracken’s final acts as CEO was to approve the development of a Windows NT workstation, which the company announced in September 1997. Because of the required production overhaul, the new NT computers were not scheduled to arrive on the market until the third quarter of 1998. Belluzzo, who had pushed for computers based on the NT operating system while at H-P, advanced SGI’s pursuit of Wintel technology further. Belluzzo recognized that the low-end workstation market was now dominated by NT-based PCs, and he felt that SGI needed to move in that market if it wanted to retain any low-end market share. As part of an effort to bring SGI technology to more customers, in April 1998 the company forged a cross-licensing deal with Intel that brought Intel chips to SGI and SGI graphics technology to Intel. SGI’s willingness to accept Intel chips was underscored by the fact that the new agreement coincided with Belluzzo’s confirmation of the company’s plan to spin off its MIPS Technologies unit, which SGI first purchased in 1992. MIPS was one of the few companies manufacturing chips with RISC architecture, and had been doing poorly. On June 30, 1998, SGI spun off 16 percent of its interest in MIPS in an IPO that earned $59.5 million for the company. Since SGI was one of the few companies still using RISC chips in computers, analysts interpreted the company’s adoption of Intel chips and subsequent sale of MIPS as an admission that the technology was reaching its limit. 

NT Workstations

SGI still had its low-end O2 desktop workstations running IRIX. But these machines were under attack from Sun Microsystems’ new low-end UNIX workstation. In early 1998, Sun released an entry-level UNIX workstation priced below $3,000. Sun embarked on a massive advertising campaign, including a Super Bowl television spot, for the new product. In addition to the advertising campaign, Sun also began a trade-in initiative aimed at customers of SGI. The program, dubbed “Jurassic Back” in reference to the publicity SGI received for its role in the special effects for the movie Jurassic Park, encouraged SGI customers to trade in their computers for new Sun workstations. Sun also started “Paq Back” and “Mac Back” campaigns targeting Compaq and Apple customers. 

SGI’s foray into Windows NT workstations met with minimal success. 

Production delays kept SGI’s first NT workstations, the Silicon Graphics 320 and Silicon Graphics 540 Visual Workstations, off shelves until January 1999. These delays, combined with increased competition from Sun’s low-priced UNIX machines, led to two abysmal quarters at the end of fiscal 1998. In the third quarter, the company lost $152 million; in the fourth quarter SGI posted a staggering $220 million loss. SGI’s net loss for fiscal 1998 was $460 million, the company’s worst ever loss. The gross margin for the year was 36.7 percent, down from 44.8 percent the previous year. In the wake of these disastrous quarters, SGI stock plunged to a record low $10 per share. 

The NT workstation launch was accompanied by a $15 million global campaign that emphasized the Wintel ingredients in the computers as well as their graphics capabilities. The headline of one ad trumpeted SGI’s adoption of Wintel technology with the headline “Metamorphosis.”  The ads appeared in print via two-to-eight page spreads, and were followed by direct mail and web advertising. When SGI’s NT machines finally arrived in stores, they carried sticker prices more than twice that of PCs with similar configurations. For example, the main performance difference between the $3,395 SGI 320 and a $1,500 name brand PC was SGI’s proprietary graphics system. SGI claimed that its graphics system routed information six times faster than comparable Wintel systems. Consumers proved unwilling to pay a 100 percent premium, however, for accelerated graphics performance. PCs from Dell, Compaq, and IBM provided adequate computing power for all but the most demanding graphics applications, such as video or complex animation. 

The move to NT workstations and Wintel technology was followed by a more dramatic change: the overhaul of SGI’s brand identity. 

A Fresh Identity for SGI

Restructured Management

As the company’s financial condition worsened, SGI management pondered drastic measures. The Landor audit had exposed the errors in SGI’s brand management and recommended the development of a comprehensive, globally consistent brand identity system. One of SGI’s most glaring brand deficiencies was the under-leveraged master brand, so a first step in the summer of 1998 was to institute a master brand strategy where all products were closely linked to the Silicon Graphics brand and directly contributed to the equity of the name. “Silicon Graphics” was not always affixed to each individual product name, and was often de-emphasized on products, packaging, and advertising. One print ad from 1995 contained neither the Silicon Graphics typeface nor the 3D-box logo. Though several SGI products had achieved widespread popularity, such as the Personal IRIS and Indigo, the brand suffered from low awareness compared to competitors H-P and Sun. To strengthen the master brand image, the company reduced the number of sub-brands and reinforced the Silicon Graphics name across the brand portfolio. SGI also adopted a “top-down” branding strategy by giving its Worldwide Marketing & Communications division the responsibility for all branding decisions, including advertising, product names, logos, and slogans. 

Silicon Graphics to SGI
After the audit was complete, the company had to consider which repositioning strategy to adopt. SGI had three choices: relaunch the company but keep the original name Silicon Graphics, change the name to SGI, or create an entirely fresh name. The last option was discarded almost immediately, because of the risk and cost involved. SGI eventually decided to officially change its name from Silicon Graphics to SGI in April 1999. Members of the media and customers alike already employed this shorthand to refer to the company. A survey conducted by the company revealed that of the respondents who recognized the company logo, 62 percent referred to the company as Silicon Graphics and 38 percent called it “SGI.”  SGI intended its new name to “clarify its offer and to broaden its appeal to commercial markets.”
  Landor research revealed that many consumers equated Silicon Graphics with the highest-end graphics workstations, and therefore found the company unreachable. Making matters worse was the general perception that SGI technology was exclusively for Hollywood, though only seven percent of revenues came from entertainment industry. To amend these problematic perceptions, and to better integrate its server, services, and supercomputer businesses within the master brand, the company formally adopted the SGI name in April 1999. CEO Rick Belluzzo felt that the new name would facilitate the repositioning of the company, rather than coming just as a consequence of the overhaul:

Our name change from Silicon Graphics to SGI provides us with a much more effective platform for repositioning the company and communicating the breadth and stature of products and services we bring to the marketplace. As we continue to grow, we will need a company brand name appropriate for all of our offerings and all of our audiences.
    

As for the company logo, the company replaced the words “Silicon Graphics” and the accompanying three-dimensional cube with a three-color “SGI” logo printed lower-case in a custom font. In print ads explaining the name change, the company reformulated the letters SGI to signify “Servers, Graphics, and Insight.”  In the ads, the three letters “SGI” – in blue, purple, and green, respectively – occupied roughly half of the page. The bulk of the remaining space was filled with copy explaining SGI’s other-than-graphics businesses, with a few product shots added to the page. The ads sought to accomplish more than simply renaming the company, they also worked to reposition SGI as a high-tech company offering a wide range of products and services. Patrick Tickle, SGI’s director of branding, commented on the advent of the new name:

[The new name is] a bellwether of the overall branding direction of the company. We are definitely transitioning the company to a much stronger master brand strategy and moving away from proliferation of sub-brands and product names.
   

Sub-Brand Strategy

In addition to the reformed master brand identity, SGI devised a new strategy for its sub-brands. At the time of the Landor audit, SGI had over 500 distinct sub-brands, and over 200 registered trademarks. To sensibly align its sub-brands under the master brand umbrella, SGI assigned each individual product to one of three product categories: “SGI” servers and services, “Silicon Graphics” workstations, and “Cray” supercomputers (see Fig. 1). Servers now were designated by the SGI name and a product number of four digits (e.g., “the SGI 2000”). In the case of workstations, the company chose to adopt the Silicon Graphics name for its visual workstations in order to retain the equity it had already established in the category with that name. Patrick Tickle, the company’s director of branding, referred to “Silicon Graphics” as a “dream brand” for all its positive associations in the visual workstation category. SGI had considered extending “Cray” to be the server brand name in addition to the supercomputer brand name, but chose instead to compartmentalize Cray as the supercomputer sub-brand. The company decided that the name “Cray” carried entrenched negative associations (e.g., supercomputer, too powerful, expensive) that made it an ill fit for SGI’s general server brand. Thenceforth, SGI supercomputers bore the Cray name, a model number, and an endorsement from SGI (e.g., “the Cray J90 by SGI”). 

Financial Woes Continue


NT Workstations Stall 

SGI’s NT workstations, which were a major component of Belluzzo’s strategy to resurrect the company and make it competitive again, failed to achieve a profitable volume. The Wintel workstations contributed less than $50 million per quarter in sales, compared with over $150 million per quarter for UNIX workstations. In August 1999, SGI announced that it had established a separate business unit for its NT workstation operation and was seeking a buyer for the unit. Industry analysts regarded this move as an admission of defeat in the low-end workstation sector. SGI also found its high-end supercomputer unit struggling. At the time of the company’s announcement of the intended NT unit sale, SGI also announced plans to separate and sell its Cray supercomputer line. Cray had been a disastrous purchase for SGI. The supercomputer line’s sales had been dismal, and were down 50 percent to $30 million in the third quarter of 1999. Four years after buying Cray for $740 million, SGI unloaded the unit in May 2000 to Tera Computer for less than $100 million. 

By separating its NT business, SGI was abandoning a key component in Belluzzo’s plan to revitalize the company’s business. After losing $460 million in fiscal 1998 and an additional $100 million during the first three quarters of 1999, however, Belluzzo decided it was best to unburden SGI’s of its costly enterprises. A revised strategy emerged, focused more on SGI’s core competencies: sell workstations based on the Linux operating system (e.g. O2, Octane) instead of Windows NT and also push its high-margin servers (e.g. SGI Origin 2000). Steve Gomo, SGI’s chief financial officer until 2000, explained that the company had not been able “to grow revenue in the manner we had anticipated, partly because we [were] competing across a broad range of the computer business.”
  To cut costs and streamline the company, proprietary units not contributing to the core business were either shut down or sold, saving the company $240 million in 1999. Still, SGI’s revenue for the year was down 13 percent from 1998 to $2.7 billion. Excluding the company’s gains from the public offering of its MIPS shares, SGI lost $115 million for the year. 


Another Leadership Change


In August 1999, after 19 months as SGI’s chief executive, Belluzzo resigned from the company to take a position at Microsoft as head of its interactive operations unit. This move surprised industry analysts and company executives alike. SGI immediately appointed Robert Bishop, a longtime member of the board and former SGI executive, as the new CEO. Bishop expressed his commitment to a recovery for SGI by declaring his hiring to be “a long-term position” in which he would help the company regain “some of [its] former glory in the marketplace.”
  At the time of Belluzzo’s retirement, SGI stock was hovering near $12 per share, the same figure as when he took over for McCracken. Belluzzo had cut expenses, reduced headcount to 9,200, reorganized the company to better emphasize its core businesses, and changed the company’s name to SGI, but still the company struggled to turn a profit. 

Bishop inherited a company with serious financial problems. He attempted to stave off losses by further reducing headcount to 6,700 employees, divesting SGI’s remaining 65 percent share of MIPS, and selling most of the company’s interest in two startups, Japan’s Silicon Studio KK and Kasenna Inc. In the first quarter of 2000 – Bishop’s first quarter with the company – SGI lost $212 million. The fourth quarter was far worse: SGI experienced a net loss of $607 million. During that quarter, SGI stock bottomed out at just over three dollars per share. Losses for the year topped $800 million. SGI management blamed this figure mostly on costly restructuring efforts, which Bishop defended as being “absolutely necessary to put the company back on the path to profitability and provide lasting value for our shareholders.”
  Revenues declined again in fiscal 2001, to $1.8 billion, and the net loss for the year totaled $500 million. For the year, SGI stock never traded above five dollars a share. One positive aspect of the rebranding was the increased revenue as a percentage of the total from global services in 2000 and 2001 (see Fig. 5). 

What Happened to SGI?

Clearly, SGI was in trouble. After its meteoric rise to the top of the visual computing category in the early nineties, the company lost $1.3 billion in the three years from 1998 to 2000. In that time, three different CEOs each designed plans to revitalize the company and met with minimal success. Numerous factors contributed to SGI’s dramatic swoon. Some critics asserted that by underestimating the advance of PC technology, SGI allowed Wintel machines to erode its low-end market share. For many others, the company’s most egregious folly was inattention to brand management. People inside and outside the company felt that SGI allowed the Silicon Graphics brand to take on too narrow a meaning (e.g., graphics workstations) that inadequately represented the company as a whole. Others criticized SGI for favoring the technical side of their operation. One analyst from Dataquest stated that SGI “fell from grace quickly because they were too focused on technology and not the marketplace.”
  As the development of a corporate marketing division and the exhaustive brand study attest, SGI began according the condition of its brand greater importance in 1998. Renewed interest by the management in branding did not appear to help the company in the near term. The disappointing two years that followed the company’s 1999 rebranding illustrated the difficulty of revitalizing SGI. 

Discussion Questions

1. What do you think SGI did right in terms of building its brand?  What were the company’s missteps?  

2. What elements and characteristics comprised the equity in the Silicon Graphics brand in 1996?  How would you characterize the SGI brand in 2000? 

3. Was the rebranding of SGI successful?  How would you measure success, in general, for a rebranding?

4. What recommendations would you give SGI executives regarding stewardship of their brand in the future?    
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Fig. 5: Revenue by Product Category

Years ended June 30








2001 
2000 
1999 

$ in millions

Servers ....................................................... 

$ 700 
$ 946 
$ 1,218 

% of total revenue ...................................... 
38% 
41% 
44% 

Visual Workstations ................................... 
$ 362 
$ 500 
$ 647 

% of total revenue ...................................... 
19% 
21% 
24% 

Global Services .......................................... 
$ 682 
$ 678 
$ 682 

% of total revenue ...................................... 
37% 
29% 
25% Other........................................................... 
$ 110 
$ 206 
$ 201 

% of total revenue ...................................... 
6% 
9% 
7% 

(source: SGI annual report, 2001)
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