argan Stanley is a global financial
services firm with more than 600 offices
i 30 countrics and aver 53000
emtployees. It was founded in 1833 and
% headguartered in New York City. The firm
- Operates in tour segments: Institutional Securities,
Asset Management, Retail Brokerage, and Dircover
iwhich provides Dscover Card services,) The firm
scguired the Discover Card business 2s a result of its
meryer with retail brokerage Dean Witter Discover
and Co.in 1997,

The unification of Morgan Stanley and Dean Witter
creatad a digital, culnaral, and philosophical divide,
which was extremely difficult to overcome, One of the

Bsiness sectors m suffer the most under this arrange-
ment has been Rerail Brokerage, which manages $616
Sillion in client assets. Retail Brokerage provides
comprehensive brokerage, investrent, and fnancial
services to individual investors globally, with 9,526
worldwide representatives in more than 500 retail
lacations, including 483 in the United States.

Despite the merger, the Retail Brokerage roup
Was never accepted as an equal partner by the rest
of Morgan Stanley, Former Dean Witter emplovees
have claimed they felt like disrespected outsiders
fter the merger The feeling persisted and many
fetail brokers viewed thelr job security as tennous
&t heat,

Moreover, Retail Brokerage was not well-integrated
with the rest of the company. It ran on a different
svstems platform than the institutional brokcrage
side. and its employes systems were not integrated,
Hetail Brokerage systems were also much more
antiquated than those at other pares of the company.
Brokers had to visit their offices on weekends to
print portiolio symmaries in advance of client meet-
ings, because the ouldated computer systems could
Aot handle the task during normal business hours,
Even on those off-hours, desliop PCs, which hadn't
been uperaded in years, would often crash and print-
e1s clogged if they were being used by more than tvwo
people. Brokers did their work without benafit of an
application that provided both realtime stock guotes
and ransaction histories. Some of the firm's technal-
oy problems couldn't be hidden from clients, whae
fiitinely complained about the customer Web site
and sparsely detailed year-end tax reports they
redaived.
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Morgan Stanley’s Return on System Noninvestment

CASE STUDY

Top brokers started to leave, taking with them the
portfolios of numerous important clicnts. Profits
specifically from Retail Brokerage dropped
precipitously and margins lagged behind those of
comparable brokerage firms. Turing this time,
nearly 1,500 brokers left the company. Bill Doyle, an
analyst willl Furrester Research inc., pointed out that
the business was ailivg partially as a result of 4 lack
of investment i technology.

When the stock market crashed in 2001, CEO
Philip Purcell believed that the matket's comeback
waould happen slowly. He therefore focused his
business strategy on maximizing profits instead of
gencrating revenue. The implementation of this
strategy involved cutting costs. Each of Motgan
Stanley's divisions received less funding for their
operations, jobs were eliminated, and investing in
technology was obviously a low priatity, Purcell, of
course, had miscalculated. The market rebounded
within a few vears, and Morgan Stanley was fugt
poeitioned to compete in retail. While his firm was
watching its margine, Merrill Lynch was apending
51 billion on new systems for its brokers, The
turmaoil in the inner sanctum of Morgan Stanley's
leadership alsa contributed to the company's woes.

Purcell locked horns with investors, executives,
and former executives over a number of igaues, one
of which wagz gelling the underparforming Discover
credit cand division, Some investors even wanted
Purcell to spin off the entire Dean Witter part of the
company. In March 2005, eight former executives
appealed to Morgan Stanley's board of directors to
remave Purcell as CEQ for his mismanagement of
Discover and Retail Brokerage. The board deter-
mined that the best interest of the firm was served
by keeping Purcell and divesting itself of its
struggling divisions. The board also approved
Purcell's appoinments of two executives who were
conisidered loyal 1o him and to the beard.

Pratesting Purcall's leadership, two leading
executives in the investment hanking division
resigned. More departures followed. Purcell's critics
now had even more ammunition with which to bring
him down: in addition to mismanaging the strugeling
areas of the business, his actions had threatened the
performance of the firm's strength, investment

banking, Purcell finally resigned in June 2005,
unable to shake the claims that his solutions o
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problems were lightweight rather than dramatic and
far-reaching, and that his decisions were based on
protecting his job rather than improving the firm.
He was succeeded by John Mack, a former Morgan
Stanley president who had left the company in 2001
as a result of a power struggle with Purcell.

with new leadership in place, Morgan Stanley has
finally beznn to address the ssue of technology in its
Retail Brokerags division, which has been renamed
the Global Wealth Management Group. In Dotober
2005, the firm hired Eileen Mureay as its head of
Glokal Operations and Technology. She works
directly under Chief Executive John Mack, with
whaom =he has a strong professional history, Murray
has committed to boosting Morgan Stanley's invests
ment in technology for retail, saying, "We expect to
ke substantial improvements” that “will ultimately
help our financial advisors better serve our clisnts,
while also helping our clients better manage their
relationship with 1" As proof, the technology and
operations budget for the Global Wealth Management
Group for 2006 exceeded $500 million. Mack also
brought in a new hoss for the group. It is now under
the leadership of James Gorman, who performed a
successful parallel makeovet at Merrill Lynch's
brokerage division.

iack has heen under some pressure to scll the
retail division, a choice he has been reluctant to
malie. He subscribes to the view that ownership of a
retail brokerage business is an investment in the firm
hecanse, in additon to providing revenue from
individual investors, it gives Morgan Stanley a direct
charnel for selling its own investment banking
products. Mack's goal is to increase the profit margin
of the Glohal Wealth Management Group retail
brokerage, which ranges from 11 percent to 21
percent, which would make it as profitable as rivals’
bsinesses,

Mack has stated both publicly and privarely that
some of Morgan Stanley's businesses had not
received the technology they needed, and he intends
to make the necassary investments. In the firn's
2005 annual report, Mack said, “We are committed to
addressing underinvestment," and “We're going to
upgrade our technology platforms and provide our
financial advisors and investment representatives
with & tool kit that is as competitive as that of our
leading peers.”

Some of the overwhelmed broker desktop
workstations have been teplaced. The new systems
are hetter integrated with backend systems so that
hrokers have a hetter view of client portfolios.

The company plans further improvements in this
area so that brokers will have access to all relevant
elient data at ance, including transaction history,
comtact history, and portfolio parformance
tonsolidating all of these features will reguire
several years of work. The company also volled out a
new tax-reporting application that autornatically
veconciles gains and losses and allows usets o
download information from is client Web site into
popular tax programs. Before that time, customers
had to wade through a confusing maze of fgures to
add up gains and losses on their year-end tax reports,

In response to customer demands, Monzan
Stanlev scheduled an upgrade of its Web site for
May 2006, which analyst Doyle described as a par-
ticularly weak area for the firm. The scrvices avail-
able online to Morgan Stanley customers dated
back to pre-2000 technology. Doyle sees the Web
presence as a major challenge hecause Morgan
Stanley has been focusing more on its wealthiest
clients than on the ranl-and-file small investors.
The firm had previcusly assumed that these top
clients weren't interested in online services
because they get the direct attention of brokers
{whereas investors with portfolios under $100, 000
must deal with call centers). Research by Forrester
has ghown the epposite to be true: wealthy
customers actually want more hands-on control of
their portfolios, and therefore want more tools and
services available online, These customers prefer
to approach their brokers with their own ideas.
Gorman, as head of retail brokerage, must not Tose
sight of the significance that online technology
holds for his division,

Mack and Gorman must also take measures to
repair the schism that developed after the merger
with Dean Witter, Mack has been addreszing the
issue of a “one-firrn culoure.” The firm 18 tying to
stern the loss of productive brokers. Increasing
salaries and expense accounts are not enoizh,

The top brokers still feel they can fulfill their earning
potential better and hold jobs longer at other firms.
It's not just that their print queue gets jammed; it's
that they question how much the company values
them if it's ot willing to suppoert them in such a way
that they can best perform their jobs.

By the spritig of 2006, signs of progress were
evident. In June 2006, Morgan Stanley generated
secand-guarter et income of 31.96 billion. The
retail brokerage division posted 5157 million in
pretax profit, the largest profit since the first quarter
of 2005,
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CASE STUDY QUESTIONS

1. Why did Morgan Stanley underinvest in informa-
- tion technology?

Why was the morgor with Dean Witter disruptive
- tor the company?

3 Why was Dean Witter and Retail Brokerage a
zond place to increase spending on infirmation
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systems? [Review the six strategic objectives aof
information systems disoussed 1n section 1.1.)

4. If you were James Gorman, the new head of
Global Wealth Management Group, what informa-
tion systems would you invest in? Why? Do you
think Morgan Stanley's plans for an inteprated
client information systern are worthwhile? [Hint:
Think of the services you would like to receive
from your banker or stock broker

5. Aside fromn new systems, what changes in man-
agement and organization are required o restore
réwvienue and profic growth at the Global Wealth
Management Group?




