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FOREWORD
A company does not make it to its centennial by accident. The spark of an idea, being at the right place at the right time, and an entrepreneurial spirit are what allow a company to survive its infancy. The ability to adapt to changing business climates and seek out new opportunities ensures continued growth. But only through the dedication, professionalism, and vision of generations of people across all levels of an organization can a company hope to reach its one hundredth anniversary.
At ITW, people and innovation have always been intrinsically linked. It is the women and men of our company who foster an environment of trust, respect, integrity, and shared risk that allows innovation to thrive. And it is the constant pursuit of “what’s new” that fuels our people’s commitment to keeping those values alive.
The foundation of those shared values and commitment to innovation can be traced back to founding partner Byron L. Smith and the Smith family, and is continued by the line of leaders that followed him.
ITW would not be the strong and growing global manufacturing force that we are today without the women and men who make up our organization. It is with gratitude for all of our people—past and present—that we dedicate and present this history of ITW.
David B. Speer
Chairman and Chief Executive Officer
PART 01:
FOUNDED ON INNOVATION
LOOKING FORWARD REMAINS KEY TO ITW’S LONG SUCCESS
What does it take for a company to survive for one hundred years? Why do some companies make it to the century mark, while others wither on the vine after a decade or two?
There have been entire books written that examine this very topic. Experts wrangle numbers, P/E ratios, margins, earnings per share, and return on invested capital. These experts believe that the secret to corporate longevity can be found buried somewhere amid all those numbers.
But the key to a company’s endurance cannot be found on a balance sheet, sales report, or stock chart. These numbers are simply the EKG of a company, the gauge of its strength and health, not the cause of it. The true causes of a corporation’s long-term success reside so far inside its heart and soul that only those who have lived and worked within an organization can truly say what has given it the gift of a full century of life.
This is the case with ITW. Only those who have closely watched or been part of the organization can explain the special qualities that have fueled what once was a simple cutting tool manufacturing company through one hundred years of existence and success, and will fuel it through a hundred more. To a person, they all point to a single defining quality. The very heart of what makes ITW great, they will tell you, the strength that has allowed it to endure for the past one hundred years, is its ability to innovate, to invent, to envision, and to create something new where the rest of the world sees the same old thing.
“Innovation has always been at the core of ITW,” says Chairman and Chief Executive Officer David Speer. “We’ve always been pragmatic and focused on solving simple problems.” This focus has been central to the company’s survival, according to outside analysts who are in a position to observe dozens of companies that compete directly with ITW.
“Innovation has been fundamental to their success,” says Robert McCarthy, a senior research analyst with Robert W. Baird & Co., who has covered ITW for more than two decades. “They have a particular advantage because of their culture of innovation—they are in mature markets and in that environment you have to be an innovator to differentiate yourself.”
Many companies claim they, too, innovate and that ITW’s innovation focus is nothing special. That is because those other companies view innovation only as creating new products and improving existing ones. But this is only half the story of what true innovation can and should be. At ITW, the men and women who have steered it over the decades see innovation in a much broader sense. They know that innovation isn’t just about coming up with new products. It’s thinking in new ways about all of the things with the potential to influence the success or failure of a venture. Products, sales, markets, organizational structure, marketing techniques, production methods, financial controls, human resource management—all of these areas require constant inspection, dissection, and innovation if a company is to endure. From its very beginning, ITW has consistently shown an understanding of and aptitude for that challenge, allowing it to not only survive but thrive, carving a place for itself in corporate history without wavering from the commitment to the highest-quality standards that its founders articulated five generations ago.
A century after it was born, ITW has transformed into a diversified manufacturer the size and scope of which none of the original founders could have conceived. It generates tens of billions of dollars in revenue annually, boasts numerous business platforms, makes everything from industrial stoves to fasteners to zippered plastic bags, has hundreds of business units operating in more than fifty countries, and provides shareholders with a consistently strong annualized rate of return since it became a public company.
The growth ITW has undergone “has been amazing,” says Harold B. Smith, Jr., former ITW president and chairman of the executive committee of the board of directors, and great-grandson of founder Byron Laflin Smith. “It’s been quite a run.”
Key to it all, he says, has been ITW’s compulsive focus, from its first moment of existence right up until today, on a simple question: Is there a better way?
Seeking a High-Class Business
Chicago in the late 1800s was a bustling boomtown of new money and commerce. Cash flooded in as the economic impacts of the Civil War and settlement of the West shifted much of the commercial and transportation activity in the Midwest to Chicago. New businesses sprang up like mushrooms to serve the ever-expanding American population, all of which could be reached by the city’s growing rail and water transport capabilities. By 1889, Chicago’s businessmen had grown rich from their success in railroads, mercantilism, meatpacking, lumber, and the hundreds of other industries enabled by the area’s vast resources and workforce. These successful men sought a way to preserve their financial legacy and the lifestyles of their loved ones. A number of these joined to encourage Byron Smith, who was already managing his late father’s estate, to create a new enterprise to oversee the management of their wealth. These initial investors, with Smith, created the Northern Trust Company in 1889. Smith owned 40 percent of the new entity, his investors the rest. By the early twentieth century the new bank was established as a leader among Chicago financial institutions.
By 1911, Smith was actively seeking ways to diversify his family’s investments. As an early venture capitalist, he was shaking the trees to see what sort of new opportunities fell out.
“Wanted,” read the ad that Smith ran in the December 9, 1911, issue of the Economist, “a growing manufacturing business requiring additional capital.” The ad went on to state that an “industrious young man of high character and excellent financial connections” was seeking a “high-class business (manufacturing preferred) in or near Chicago” in which to invest.
In addition to diversification, Smith may have had other motives. He had four sons: Solomon A., Walter B., Harold C., and Bruce D. Surely not all four could work at the bank, so he sought other businesses that would command their attention.
The Economist ad caught the eye of Frank W. England, then a traveling serviceman for tooling company Barber-Colman Ltd. in Rockford, Illinois. England and his co-worker Carl G. Olson had been experimenting for some time with grinding as a better way to make hobs and cutters—a method they were convinced would create better, more precise gears. Their superiors at Barber-Colman repeatedly rebuffed their idea as impractical. When England saw the ad in the Economist, he and Olson decided this was their chance. Along with two other co-workers with whom they joined forces, Paul B. Goddard and Oscar T. Hegg, they sent a letter to Smith introducing themselves and requesting a formal meeting.
Ironically, Smith rebuffed the men too after their initial presentation.
It was only after the men’s third attempt to convince Smith of the worth of their business plan that he felt they had offered sufficient detail and finally agreed to become financial backer of their venture. They formed a partnership, and the new business was called Illinois Tool Works. Its first official policy, according to an exhaustive history of the company’s early years written by Arthur Van Vlissingen, was to develop the highest possible quality of product and never deviate from it. In March 1912, the deal was sealed.
The fledgling Illinois Tool Works set up shop in a leased loft at the corner of Huron and Franklin Streets in Chicago in mid-June. The primary business was selling cutters, hobs, jigs, fixtures, and other machining tools. That first year, the partners worked seven days a week, including holidays, to keep up with orders from customers like Hughes Electric Heating Company, the Atchinson Topeka & Santa Fe Railroad, and the David Bradley Manufacturing Company. They began hiring employees after only a few weeks in business and had to lease an additional 12,000 square feet of space after only ten months. At the end of 1912, the company posted a profit of $42.94 and in 1915, it incorporated, with the Smith family owning 52 percent and the Rockford partners 48 percent.
The Engine of Innovation: Early Inventors
Olson realized his vision of creating ground hobs in 1913 and received ITW’s first patent in 1916 for a “machine for forming and grinding points.” Since that early creative success, the company has built its reputation on its ability to design and patent new products or components that improve its customers’ products, streamline their operations, and cut their costs. Such innovation not only improved industry but continues to be a key driver of ITW revenues.
The founders of the company realized early on that their expertise lay not in mass-producing common items but in inventing and creating specialty items that could be designed specifically for a particular customer’s needs and then patented. The sales of Olson’s ground hobsand similarly creative products to the automotive industry fueled ITW’s nascent financial success. These specialized products proved so successful that by 1915, the company purposefully repositioned itself away from “job shop” type work and toward more highly engineered products that represented high value for its customers. This is an approach to product development that continues today.
ITW focused its efforts on tool making almost exclusively for the first decade of its existence, and World War I showcased on a national scale the company’s innovative capabilities. Working with the United States Navy in 1918, Olson designed specially built milling machines that would produce naval five-inch gunsights faster and more accurately than they had ever been produced before. Because of the company’s expertise in tool making, the Rock Island Arsenal actually turned over a large portion of its tool-making operations to ITW in 1918. The armistice was signed just as the project was ready to go into full production, but by then, ITW’s reputation for groundbreaking thinking on complex problems was well established within the armed services. Because of this success, the company would play a crucial role in developing weaponry components for U.S. armed forces during World War II.
A significant and highly successful departure from its specialized approach to tool making was the 1923 acquisition of Shakeproof Screw and Nut Lock Company. ITW president Harold C. Smith, who took over the company after his father, Byron Smith, died unexpectedly in 1914, recognized the twisted tooth lock washer as a revolutionary product. Invented by Richard T. Hosking, the simple device was placed beneath the head of a screw to keep it from loosening. The product was a resounding hit with the automotive industry, which was struggling with ways to keep screws in their vehicles from jarring loose on the nation’s bumpy new roads. This simple product launched a flurry of invention that yielded an entire line of patented, innovative fastener products. Soon, the Shakeproof division outgrew the original Illinois Tool Works tool division.
Customer Application Engineering
In the 1920s, a shift occurred in the creative process at ITW that truly transformed the way the company not only invented new products, but how it went to market.
The genesis of this approach was a man named Jack Gribbie, a sales manager for Shakeproof. In the mid-1920s Gribbie was convinced that there were dozens of applications for Shakeproof fasteners in industries that weren’t using them yet. When the radio manufacturing industry expanded out of Philadelphia to Chicago, he dove into the project of convincing radio makers to use Shakeproof. He would painstakingly take apart radio units to look for new places where a Shakeproof product could be used to improve them and save the customer money in the manufacturing process. If he couldn’t find a place for an existing Shakeproof product, he would work with designers to come up with a new one. (He even invented a product himself, for which he was given a patent.) He would then take his findings directly to the customer’s product engineers, skipping the purchasing agent’s office, which was the way most salesmen sold products at the time. Gribbie usually made the sale with the engineers’ backing. Both techniques—the approach to design and the approach to sales—were revolutionary back in the mid-1920s. Today, these techniques are called customer application engineering, the backbone of how many ITW businesses create and sell product.
As general manager of Shakeproof in the 1970s, Dick Crowther says that this approach to sales was incredibly effective and led to the invention of products that saved his customers millions and assured ITW revenues for years to come. He remembers when Ford was having big warranty problems with the chrome on its bumpers cracking under the bumper bolts that fastened the bumpers to the body. “We developed a very special spring washer for fastening the bumper, and we totally eliminated that cracking. It was a huge cost savings.
“The great objective constantly was to make cost-saving contributions through innovative design to our customers,” says Crowther, a thirty-seven-year ITW veteran who retired in 1995 and was a vice chairman and member of the board. “The goal was to save the customer 10 percent of our sales revenue with them each year and to document those savings in a contribution report supporting their decision to place business with ITW. We used to say, ‘If you do this, you will be the most valuable person in your customer’s lobby.’ It was a very successful approach to things.”
In the late 1950s and early 1960s, Robert Rettig worked with inventor Jules Poupitch on the development of the plastic Hi-Cone beverage can carrier. Rettig and his superiors knew the product would save the industry millions over the paper carriers it was using at the time. But industry adoption of the product was a tough sell at first. He recalls that once companies realized that the product worked, it allowed them to dramatically speed up the packaging process, and offered enormous cost savings over paper carriers. Sales of Hi-Cone carriers soared and, by the early ’80s, the Hi-Cone carrier was a vital contributor to the growth and profitability of ITW.
The customer engineering approach to innovation was fostered, refined, and encouraged by Silas S. Cathcart, who joined ITW in 1948 as a Shakeproof trainee and rose through the company ranks to become president in 1964. Cathcart worked hand in hand with Harold B. Smith, Sr., who became president in 1936, chairman of the board in 1964, and served as chairman, then chairman emeritus until his retirement in 1982. Together, they drove unprecedented growth at ITW, largely through a continued focus on the customer and developing innovative products that made that customer’s business healthier.
“Si was a true innovator,” says Rettig, who began working directly for Cathcart shortly after Rettig joined ITW in 1953. “He loved to find additions to our existing business by figuring out ideas that allowed our customers to find new ways to hold things together.” Rettig credits Cathcart for his continued commitment to the development of the Hi-Cone carrier, even though customers were slow to adopt the technology. His unwillingness to give up when he believed in a product paid off handsomely for ITW.
Thanks to the work of Smith and Cathcart, ITW went from seven divisions and three international companies in 1961 to twenty-one domestic divisions and twenty-seven international businesses in 1981 when Cathcart handed the reigns of ITW to John Nichols.
Products like the spring fastener, the Hi-Cone carrier, the thread-cutting screw, the capless gas tank, and the Tornado hook are just a few of the thousands of new products, ranging from incredibly simple to vastly complex—and almost always patentable—invented specifically to address an identified customer need. Those product ideas can come from any type of customer: in the case of the Tornado hook, ITW engineering manager Rich Ernst came up with it after his daughter said she was having a problem attaching a mop to the wall.
“My daughter told me, ‘I’m trying to hang a Swiffer® mop in my linen closet and I can’t hit a stud and I don’t know how to hang this thing.’ It spawned an idea of the Tornado hook and now we sell that product through Home Depot,” says Ernst.
When Frank Ptak was running the Shakeproof division, an automaker was having constant problems with its oil drain screw. “We fixed that with a very simple plastic collar that was patentable, and it solved their biggest single warranty problem that year,” says Ptak, who retired as vice chairman in 2005 after thirty years at ITW.
But part of ITW’s success with customer application engineering is a commitment to truly understanding customers’ needs. “If the customer doesn’t agree that you’re having a huge impact on their process,” says Ptak, “it’s not innovation. It’s a solution seeking a problem.”
“We have a saying that there should be nobody who is better at replacing our products than we are,” says Speer. “You never want to sit still and say, ‘I’ve got a patent and it’s going to last twenty years, so I’ll wait fifteen years before I find a new product.’ Our culture is to feed on the success stories. Constant innovation is everyone paying attention to what’s happening in the future.”
Fostering the Culture of Innovation
ITW has proven itself exceptionally adept at cultivating people like Ernst and other creative individuals who, in Ernst’s words, get their “tickets punched” by seeing their creations in use. “ITW provides a tremendous vehicle to see my products come to life,” says Ernst. “I have a whole infrastructure to support me and allow me to pursue what I want to pursue. ITW does a tremendous job at that.”
From the very beginnings, the Smith family and the company’s executives were well aware that their business wouldn’t survive long term if they didn’t have the creative minds required to come up with innovative products that solve customer problems efficiently. And so they have given these creative types the room and tools they need to create. These creators include people like Ernst; Carl Olson; Ned Crowther, who invented the SEMS fastener, a lock washer permanently attached to a screw head, in 1936; Jules Poupitch, the prolific inventor of the Hi-Cone carrier and many other products, who holds the most patents at ITW (165); and Larry Shelton, a sixty-three-year employee who, at eighty-eight, still invents for the Paslode division of ITW from his home in Winnetka, Illinois, and often goes into the office a few days a week.
“If the management feels that I’m on the right track with an idea, they will support me,” says Shelton. “There’s no such thing as a bad idea. Everyone is treated with a great deal of respect, and being innovative is a trait that the company values dearly. They realize it has to be done by individuals. That’s the reason I’m still here. I find my efforts are rewarded in many different ways. There is recognition for who I am and the accomplishments I have made to the company.” Shelton and many other ITW inventors are regularly honored by ITW’s Patent Society.
ITW’s innovations went far beyond products. The company was one of the first manufacturers to advertise its products in mainstream publications. In 1937, ITW took out an ad for Shakeproof products. It ran a corporate branding advertisement on the back cover of BusinessWeek magazine thirteen times a year starting in 1953. ITW was one of the first major manufacturers to advertise on the radio and ran a series of radio ads starting in the early 1960s in Chicago and Detroit. The spots eventually went national and featured voice-overs by comedian Steve Allen. The ads included the tagline “You’re never more than a few feet away from a product of ITW,” a line that is even more true today than it was then. The company was also one of the first to use a corporate yacht, the Arara, to entertain customers—and while many companies had corporate yachts, the innovation at ITW was that it wasn’t entertaining high-level corporate executives, as was the custom of most corporate entertainment at the time, but the lower-level engineers, manufacturing managers, and product managers who had ensured that ITW products went into their own products.
“It was a very important sales feature and very innovative in that sense,” says Harold B. Smith, Jr. “People say that Budweiser had a boat too, but I’ll bet they weren’t entertaining the barkeeps.”
Diversification
ITW has been diversifying its product lines and markets almost from the moment it was founded. Aside from its work in munitions tooling during World War I, the bulk of Illinois Tool Works’ early revenues came from the automotive industry. Harold C. Smith had always pushed for ITW to get into new industries, which it did with limited success. But it wasn’t until the years between 1919 and 1921, when Smith finally decided he’d had enough with the dramatic ups and downs in the auto industry (which then created 95 percent of the company’s revenue), that the company made its first major market diversification effort. As the inevitable economic crash after World War I hit and the number of ITW employees sank from nearly one thousand to just eighty-six, that effort took on new urgency.
The company hired on a new sales manager who began selling ITW’s tooling products to the radio and farm equipment industries very aggressively. International Harvester became a customer and has remained a major customer ever since. “Then came the mighty lock washer,” says Smith.
Ever since 1923, when ITW had its first major product diversification with the licensing of the Shakeproof lock washer, it has aggressively sought out new products and new markets. Today, the company manufactures products for hundreds of industry segments, including food and beverage, residential and commercial construction, restaurants, electronics, and automotive. In addition to its historic core of toolmaking and fasteners, the company now makes plastic components, adhesives, coatings and resins, stretch film, cooking equipment, welding equipment, electronics, testing and measurement equipment, and products representing hundreds of other categories.
ITW diversifies products and markets today in much the same way that it did back in its beginnings. Sometimes, it follows existing customers into their new markets. But more often than not, the company identifies new markets through good old-fashioned prospecting. This is how the Buildex division was formed, the genesis of today’s successful construction products division. In 1963, the general manager of Shakeproof, Robert Tuttle, took out a two-page ad in BusinessWeek announcing TEKS, the first self-drilling screw.
“The response to that ad surprised us,” says Crowther. “A majority of the response came from the construction industry. We weren’t dealing directly with the construction industry at all at that time, and all of a sudden we got all these inquiries. So we started the Buildex division.”
“The size of the market for that product in construction was ten times as big as that in automotive,” says Speer. “We never would have known that if we hadn’t formed a construction business to go find out what we could do.” The vast majority of the diversification within ITW occurs with divisions being spun out of existing divisions to service new markets, as Buildex and Fastex were in the early years. When those new divisions focus intensely on their new market segment, managers inevitably identify new sub-markets within the industry. It’s a self-perpetuating process, and explains why today ITW has hundreds of different business units servicing just about every major industry in the world. In addition, when one division gets too big, the company has been eager to spin it out as its own division so that it can focus its efforts more completely on its customer base.
Diversification didn’t always go well; ITW has moved into several businesses that weren’t as successful as it had hoped, and the businesses were dropped. As aggressive as it can be in getting into new markets and products, ITW has never been afraid to back out of something that wasn’t successful.
W. James “Jim” Farrell, a forty-year veteran of the company who was chairman and CEO from 1996 to 2005, says, “We have tried to do things on occasion that aren’t in our wheelhouse, and on the several occasions we have done that, we have failed miserably.” He recalls ITW’s attempt to build computer keyboards, an area in which the company thought it had a competitive advantage because of its expertise in switching. “We spent a lot of time and money developing them. We were a company that is slow to develop product, and in the electronics industry, every ten seconds there’s a new product. So while we were developing our keyboards, the rest of the world had already blown past us. We fell in love with our product, but we didn’t know the market very well.”
The Right Size for Innovating
The greatest strength of ITW’s business model is its insistence on getting close enough to the customers and their markets that these sorts of errors are as rare as possible. The company strives to keep a great deal of decision making at the local unit level. While there are centralized functions at the corporate level that result in economies of scale, generating revenue from innovation based on satisfying customer needs is one of the prime directives for ITW’s business units. “We are always striving to have an understanding of the customer,” says Speer. “We spend a lot of time out in the market. Each of our units isn’t working with a thousand customers. They’re caring for a handful of very important customers. If you are locked up in your corporate headquarters building all the time, it’s hard to see opportunities for innovation.”
PART 02:
A TRADITION OF GROWTH
ORGANIC EXPANSION AND ACQUISITIONS KEEP ITW MOVING
From its very beginnings, growth at ITW has meant innovation. The company invented its way to revenues from the earliest days, constantly looking for opportunities to create product for its customers that solved problems and added value. From the successful creation of ground hobs to the invention of all-new types of fasteners to the development of the Hi-Cone carrier and beyond, the company’s future had been inextricably bound with its ability to conceive of new ways to get further ingrained with its customers and, through them, penetrate new markets. Not all that creativity was generated internally—some new product ideas were purchased from outside inventors or brought in through a limited number of early acquisitions. Whether new products were designed internally or externally, that drive to offer customers constant innovation was the overarching growth strategy for most of ITW’s young life.
“The basic idea of ‘identify a market, develop a product, do something new’ was a very successful strategy. If you executed it well and if you were careful, you could make a lot of money,” says Harold B. Smith, Jr. For decades the company was both careful and executed the plan very well: the strategy proved so successful that by the mid-1960s, new product introductions accounted for half of the company’s revenues and profit.
At some point in the late 1970s, it became apparent that the company was not going to be able to grow at the pace it desired, increase its margins, and diversify its product lines by innovation alone, especially in the increasingly competitive environment of the time.
Up to that point, the company had generally completed one company acquisition every few years. The company had grown successful with the innovation strategy continued by CEO Silas Cathcart, but as the ’70s wore on, the company found itself with increasingly mature product lines. Cathcart understood the urgency of acquisitions to the company’s long-term health, and he also recognized that selecting and executing those acquisitions were not two of his core competencies.
When John Nichols, Cathcart’s hand-selected replacement, became president in 1980 (and CEO in 1982), he brought a commitment to diversifying ITW’s business units to a level the company had never attempted before. He also brought a keen eye for acquisitions. In selecting Nichols , Cathcart put the company in the hands of a CEO with an understanding for how companies would fit into or expand the ITW portfolio of holdings, complement existing business units or create an opportunity for new ones, and continue the commitment to innovative new products that solved customer problems.
Acquisition Strategy
While Nichols’s focus on aggressive acquisitions as an engine of growth was a new approach for ITW, it wasn’t a profound departure from normal ITW operations. The shift was more akin to refocusing on a business practice that the company had used in a slightly different form for many years. As Smith points out, “Acquisition, in the sense of looking around in the world and seeing what’s going on, has been in the lifeblood of ITW for a long time.”
Smith points to the acquisition of the company’s first blockbuster product, the Shakeproof fastener, which was initially licensed from its inventor by Smith’s grandfather, as an example of ITW’s long-standing practice of acquiring innovative technology. “We actually licensed the first plastic fastener. The plastic cup (that would become the centerpiece of the former Conex division) was licensed from a man making them in Greece,” says Smith. “In my view, the active acquisition program that was begun in the ’80s and became even more active in the ’90s was a logical extension of how the company viewed itself and what it was trying to accomplish from day one.”
Today, says CEO David Speer, “Acquisitions are part of our growth strategy. We realized that there would be opportunities to extend our reach and get to new markets faster if we bought companies that already had a presence. We look at it as complementary to innovation as part of our growth strategy. Innovation helps us get into new market areas, but acquisitions accelerate that growth.”
As the new ITW CEO, Nichols took his time ramping up acquisitions. The company completed between two and four small acquisitions each year in the first five years of his tenure. And then Nichols really got busy.
In 1986, he proposed the acquisition of Signode Packaging Systems, based in Glenview, Illinois, a then seventy-three-year-old industrial packaging company with a variety of subsidiaries including Paslode, a construction fastener and application systems manufacturer. At the time, Nichols sat on the Signode board, knew the company well, and thought it would be a good fit for ITW. The only problem was that the purchase price was about the same size as ITW at the time. It would be an enormous acquisition, far larger than the companies that ITW had made a habit of acquiring—companies like Devcon Corporation, an adhesives and specialty chemical company it acquired in 1976. (Devcon eventually became a cornerstone of the company’s polymers and fluids business segment.)
“We went from being a family-controlled company with $395 million in sales that had never had any debt. We put on $300 million of debt. That really transformed ITW,” says Nichols. “We just about doubled the company size to $1.5 billion.”
Smith says his family definitely swallowed hard at the thought of taking on that much debt, but knew that Nichols had his eye on a worthy target for ITW. “We were willing to accept that we were going to go into big-time debt to do this acquisition,” says Smith, “and that was a bit of a game-changer. The Signode business suited itself to taking that risk. It was adventurous on the financial front, but not on the business front. Maybe that’s the ingredient that made everyone comfortable with doing it. If we’d been out buying some electronic or chemical outfit for huge debt, I don’t think anyone would have liked that.”
Two other key moves that year were the acquisition of Minigrip, a reclosable packaging maker, and the creation of a joint venture with Dow Chemical to form Zip-Pak, also a reclosable packaging maker. ITW bought out Dow’s interest in Zip-Pak in 1990, and it remains a highly successful division to this day.
Acquisition activity ramped up dramatically after the Signode deal. ITW bought six companies in 1988, fourteen in 1989, and twelve in 1990, and the numbers continued to climb over the following decades. In 2006, the company did a record fifty-three acquisitions for a total value of $1.7 billion.
In the process, the company has grown past anything it could have accomplished by innovation alone. Key acquisitions include Miller Electric Manufacturing Company, an arc welding and related equipment maker (1993); Premark International, made up of Hobart Food Equipment and Wilsonart high pressure laminate (1999); Instron, a material testing equipment manufacturer (2005); Kester, an electronics and micro-component assembly solutions company (2006); and SOPUS, a manufacturer of automotive maintenance products that was acquired in 2011 and rechristened ITW Global Brands. Since 1993, the company has completed more than five hundred acquisitions with an average size of approximately $30 million.
ITW’s aggressive acquisition policy has become the focus of much media attention—from the Wall Street Journal, Crain’s Chicago Business, Barron’s, Fortune, BusinessWeek, and many others in the past decade—as observers try to figure out how the company is able to acquire so many disparate companies, run them successfully, and quickly make them accretive to earnings. The key difference is that ITW has specific acquisition policies to which it adheres, which brings consistency and, usually, predictability to what is often a volatile and unpredictable endeavor. ITW does two types of acquisitions. The first type is companies under $100 million in value that are identified as targets by the people operating the company’s many business units. These acquisitions are often done to bring in a new technology or product to that business unit’s space and to add to ITW capabilities to serve end customers in that market. These deals represent the vast majority of the acquisitions that ITW completes. The responsibility for identifying and bringing acquisition ideas to ITW permeates the mindset of all business unit executives—not just the people at the top, but all those who are exposed to their company’s unique marketplace and its players.
“One method we use is our general knowledge to find acquisition targets,” says Roland Martel, executive vice president with responsibility for ITW’s global automotive components and appliance businesses. “We find a number of them through trade associations or through supplier groups. We may know of another company making similar types of products and we can anticipate that they have something that would be complementary. It can be more challenging to find candidates in markets where we don’t have experience.” He says a recent acquisition in Korea was challenging because ITW didn’t have a strong presence there to help him find good candidates. He relied on a locally based trade association to help him locate suitable targets.
The second type of acquisition that ITW conducts consists of large companies, over $100 million in value, sourced by ITW corporate executives based on long-term corporate growth strategy. These acquisitions are completed in order to give ITW a new platform. One such acquisition was Miller Electric. With its $200 million price tag, Miller gave ITW a platform in the welding market. Since its acquisition, ITW has added some twenty other companies in the welding space, creating a $2 billion platform.
There is a set of criteria that business unit managers look for before they will entertain the idea of an acquisition. Of them, three criteria are paramount: the company must possess innovative technology that solves customer problems, its management must be a fit for ITW’s corporate culture and be willing and able to adopt certain management practices and drive business growth through innovation, and it must meet financial criteria—it must be able to double its operating margin in three to five years, and reach a return on invested capital of 15 to 16 percent.
“We want to acquire businesses that we can grow that will add value, not businesses that are on the brink of disaster,” says Speer. “That’s because our acquisitions stay intact. We want people who are going to be comfortable in our environment. We don’t have staffs of people that we’re going to use to fix them. We’re going to introduce them to our corporate values and ask them to integrate our tools into their culture. We don’t want their brand names or identity to go away.”
Vetting the management of a target is difficult under any circumstances, but can be disastrous if it’s done only after an acquisition offer is on the table. That is why ITW business unit managers are always conducting a sort of informal due diligence on management teams of companies in their market space long before they become targets. It is only by observing them before they are being courted that management gets to see what these teams are really like.
“Often we know the management before there’s any discussion of an acquisition,” says Speer. “We don’t want our ability to understand management to be just part of due diligence.” The goal is to “find out if they’re people who don’t hide behind staff and have a real understanding of their business. So we listen to the reputation they’ve created in the market.” By the time ITW makes an offer, ITW business managers frequently know the management well. With overseas acquisitions, where it’s more difficult to observe management before the company becomes a target, this management examination is especially important, says Speer. In these acquisitions, it’s not uncommon for ITW to conduct customer due diligence to try to get “as clear of a picture as we can get.”
“There have been situations where we’ve not been comfortable with management and we don’t do the deal,” says Speer. “If we have to replace the management team, it’s like reinventing the whole business, and we’ve learned you can’t do that.”
Once a suitable target is identified, ITW makes an offer. The price it offers is fair, but frequently not as high as other suitors.
“The reason many acquisitions don’t work,” says John Brooklier, vice president of investor relations, “is that companies overpay. You have to make sure that you’re paying the right kind of price and then you have to enhance the company’s value.”
ITW business unit managers know better than to let their enthusiasm for an acquisition target get in the way of clear, logical deal making, says Maria Green, deputy general counsel, who has helped negotiate dozens of acquisitions.
“We’re very disciplined about how we buy a business,” says Green. “We have a model and that’s what we stick to. We don’t get emotional. One of our EVPs says he’s only fallen in love once in twenty-seven years, and he married her.” Green says the company does lose deals because of its refusal to overpay. “We’re cheap, but we’re fair,” she says.
One of the non-monetary tools in ITW’s acquisition toolbox is patience. The willingness to wait until a target is ready to sell has led to many deals that other suitors might have walked away from and missed out on forever.
“Some of these courtships went on for ten or fifteen years before an owner wanted to sell,” says Stewart Hudnut, who was general counsel from 1992 until 2007. This patience is also part of ITW’s corporate DNA, says Hudnut. “Because the Smith family didn’t take ITW public until 1960, they could always adopt a longer-term view than corporations who go public too soon. It’s the real legacy of the Smith family.”
Once terms are negotiated and the deal is made, the heavy lifting begins.
“Once you acquire the company,” says Valerie Kennedy, who is group president of four business segments including the adhesives application group, and has done more than a dozen acquisitions since she joined the company in May 1992, “the hard part is integrating the business and getting them to be ITW-ized. Even though it is common sense and practical, not everybody gets it. Some get it more quickly than others.
“Even with the tools we provide all new acquisitions, what I find most effective is to have the people from the new acquisition visit another business that has been with ITW for a couple of years. I could explain all the benefits [of how ITW operates] but it comes across so much better when they visit a sister company. By far, that is the biggest way of selling it,” she adds.
International acquisitions are a big part of the total acquisition landscape at ITW. Fortunately, the company has a long history of acquiring businesses outside of the United States. Today, those efforts are accelerating dramatically. Despite ITW’s experience, international acquisitions are still challenging, especially when it’s time to help foreign management acclimate to the ITW culture. ITW still depends on the management of its existing foreign business units to identify acquisition candidates, but there is greater attention to due diligence of the target business’s financials and culture, especially in emerging countries like China, where business practices and culture differ greatly from practices and business culture in the United States.
“We spend a lot of time in the early stages of acquisitions educating the new team on our statement of principles and code of conduct, and making clear what our values are,” says Sharon Brady, senior vice president of human resources. “We also have strong audit controls. We spend more time and attention on these matters in the beginning to set the tone.”
So far, the efforts to integrate foreign acquisitions have been very successful. The company has seen dramatic growth in its foreign revenue sources in the past ten years. Between 1999 and 2009, revenues from outside of North America grew from 33 percent to 52 percent of ITW’s total revenues. Successfully, rapidly, and profitably integrating acquisitions, both foreign and domestic, will become even more crucial to ITW as it moves into its next hundred years.
Key to Handling Growth: Decentralization
The company has long had a history of operating in a decentralized fashion as far back as 1945, when Shakeproof was separated off into its own business unit, followed by the break out of Fastex from Shakeproof in 1955, then Conex in 1960.
“We believe it is necessary to split a company,” says Jim Farrell. “The larger a company is, the more bureaucratic and slow it gets, and the more expensive it gets.” The approach to decentralization of operating units, says Farrell, “started practically as the company was formed,” and flourished under the leadership of Harold B. Smith, Sr. However, despite the phenomenal success of the smaller business units from an operational standpoint, the company still had centralized management control until the 1980s.
“So here we were,” recalls John Nichols, who had consulted for the company in 1979, “a small centralized company very much controlled, and rightly so at that size, from the central office. Nobody had much authority out in the field, and yet there was a lot of talent.” When he became president in 1980 (and then CEO in 1982), he saw the opportunity to move control to the operating units.
“We set up separate entities and gave autonomy to the people by getting decision-making out to these operating entities,” he says.
This wasn’t just a revenue-enhancing strategy—it was a talent management strategy as well.
“The key to it,” says Smith, “in all my discussions with my father and others, is the realization that if you’re going to have an organization like we had, if you’re going to have that spread of very capable people involved in all these businesses, you had better show them that the avenue to really running their own business is open.”
The company embraced the concept all the way. “Our units have their own operations, sales, marketing, and finance,” says Farrell. “There are no traditional functional heads in the corporate office. Individual operating units are much faster to market, to get problems resolved, and have opportunities realized—and we do it with less cost than a centralized operation.”
“I learned everything about what not to do when I worked at Ford and ITT,” laughs Nichols. “You learn that you can’t run everything and you have to get good people to do it and let them do it. We got rid of the purchasing guy who tried to buy all the corrugated paper for everybody, and the centralized monthly financial closing.” This put the responsibility for purchasing, accounting, and personnel management in each of the units so that they could tailor each unit to their own needs. “All of a sudden people had a chance to do their own product development and build their own organizations,” says Nichols. “It was a wonderful time.”
Farrell recognizes that this highly decentralized cost model seems “completely counterintuitive,” but he says the proof is in the numbers. “Because individual operations are so focused on set customers and products, they can run overhead operations more efficiently, like R&D, marketing, and anything that requires people skills. They can do that with a smaller staff than when you aggregate and allocate. When you aggregate, you begin to compromise. If I’m doing central operations for two divisions, my system doesn’t exactly work for either, so I add compromise, which adds cost. It begins to build overhead in insidious ways.”
There are plenty of skeptics in the business and investment community who don’t believe that such decentralized operation and control can be more cost efficient than a traditional centralized control system, but the proof is in the numbers. “I love when I have a freshly minted MBA who is all about centralization and economies of scale,” says John Brooklier, “and he says, ‘That’s not going to work.’ I say compare our numbers to someone else’s numbers, and just see how we’re doing.”
Maintaining Relationships
A sensitivity to treating employees with respect has always been a key focus of the Smith family and ITW. In 1959, Harold B. Smith, Sr., had time clocks removed from all the company’s factories. Dick Crowther remembers the decision very fondly. “I thought it was fantastic,” he recalls. “His statement was ‘I don’t punch a clock when I come to work. Why should anyone at ITW be degraded by doing it?” That tradition continues today: there are no designated executive parking spots nor is there a designated executive dining area at ITW headquarters.
Tom Hansen recalls that Harold B. Smith, Sr., was very concerned with keeping good relations between management and the factory employees. “There was always the need for cooperation between management and the factory team. If someone on the management team came in with a real fancy car, he would frown on that. He wanted to make it the most family-friendly place between management and the factory team. There’s always been that homey feeling.” Crowther credits this level of respect as one of the reasons that ITW has such good relations with its employees.
Larry Shelton, a fastener research manager at Paslode, recalls one conversation that demonstrated this respect very clearly. He had just turned sixty-five years old when Farrell, then an executive vice president, stopped by Shelton’s office to find out what sort of new things he was working on. Shelton said he had a lot of new ideas but had been told by his boss that he must retire. “Do you want to retire?” Farrell asked him. Shelton replied, “Absolutely not!” Farrell said he’d look into it, and Shelton figured he would not hear from him again. The next day, Farrell called and said, “Forget all about it.”
“To this day I don’t know how he knew about me,” says Shelton. “ITW had just bought Signode [of which Paslode was a major subsidiary]. Jim came to my forty-fifth anniversary party. We became very good friends.” Shelton’s still at ITW at eighty-eight years of age.
When Maria Green, deputy general counsel, had been at ITW for only a few months, her son fell very ill and was in intensive care for weeks. Her boss, Stewart Hudnut, said, “Take as much time as you need,” recalls Green, who joined the company in 1997 and in 2011 was elected to replace retiring general counsel James Wooten. “Jim Farrell would check in with me a couple of times a week, asking ‘How is your son? Do you need a specialist? Can I help?’ I think a big part of the story here is the leadership and how concerned they are about the people who work here.”
The inevitable result of creating this environment is trust. ITW hires talented people and trusts them to do what they do best. The company also insists that along with this trust, the employees understand that they are sharing in the risk of their decision-making.
“ITW’s approach to business is refreshing and sometimes very foreign to someone coming into the organization from the outside,” says Jane Warner, executive vice president of the company’s decorative surface and finishing systems businesses. “You’re used to having to ask permission and not having the real authority to make final decisions. It takes six months to appreciate that you’re in the job and it is yours to lead.”
When Rich Ernst was working on the Epcon adhesive product, he loved the autonomy he had. “We named it, priced it, invented it, and designed all the components. We set up vendors, introduced it to our distributors. It was almost like we were running our own business out of our own garage and you had the freedom to pursue what you wanted.”
The only requirement for this level of trust to work, says Nichols, is that employees know when to ask for help. “The cardinal rule in management is that the failure to ask for help is the only firing offense,” says Nichols. “If you’re in trouble, the natural tendency is to think, ‘I know I can fix it, just give me another four months.’”
But because of the groundwork already laid, ITW employees also trust that they can make an honest mistake without the ax falling, and that they can safely ask for that help. General Counsel James Wooten recalls that when he first started working at ITW in 1988, “I made a big mistake. I don’t even remember what it was. I went down to [then general counsel Arthur M.] Wright’s office and he could tell I was agitated. I said, ‘I messed up.’ He said, ‘Calm down, have a seat.’ He said, ‘Did anybody die?’ I said, ‘What? Of course not.’ Then he said, ‘Then I think we can probably fix it.’ That is the attitude here. Nobody is looking to blame you if things don’t go right.”
This level of mutual trust is key to ITW’s success. “The fact that one can be comfortable reporting a mistake to his supervisor knowing that the result will be a cooperative effort to correct the situation is unique,” says Crowther. “It’s classic ITW: generating solid trust through the organization. It comes right down from the top. You start with Harold Smith, Sr. He was such an insightful person and so easy to talk to and work with; he created an environment that made you very comfortable.”
ITW’s decentralized approach could not work without this basic level of trust. Even the layoffs necessitated by the last recession were decided at the business unit level instead of mandated from corporate. “We left it to the businesses to decide what they needed to do to hit their financial targets that they gave us,” says Speer. “It was up to the businesses to maintain their profitability. This sort of thing could work for other organizations, but it would take years, patience, and a lot of work. There’s a lot of trust between corporate and business units.” Naturally, trust must be earned, and there are corporate financial auditing mechanisms and other techniques to ensure that everything is going as it should. But the overall result of this trusting environment is that people want to work at ITW. They have a desire to do their very best, and accept the risk of being autonomous, which leads to the perpetuation of the core values that have made the company strong. It’s also a very effective employee retention mechanism.
Robert Rettig, who was at ITW for thirty-six years, recalls that during his time selling the newly created Hi-Cone can carrier in the late 1960s and early 1970s, “I found after calling on so many different companies that I didn’t want to work anywhere else.”
“The culture here makes you want to win,” says Ernst. “It’s like having a good coach on a football team. It’s the spirit of it that makes you try your hardest.”
Support for Community, Respect for Employees
ITW seeks to be a good neighbor in every new community it enters, and a key component of that goal is its philanthropic efforts. In 1954, the Smith family created the Illinois Tools/Shakeproof Foundation, which would later become the ITW Foundation. The foundation’s stated purpose at its inception, says Smith, was to “try to do what a responsible company would do. It’s a good thing to have a healthy education, cultural, and civic life, and that’s what we wanted to help create.” Initially the foundation made direct grants, and eventually it instituted an employee match program that today matches employee donations three to one—one of the highest match rates in corporate America.
In addition to the individual matching program, the foundation has aligned itself with several worthy organizations. The primary recipient is the United Way, chosen because of its involvement in directly supporting locally based service organizations and charities. This is key to ITW, says Smith, because it is important that ITW support causes that employees care about and that directly improve the quality of life within their communities. ITW employees participate in a United Way payroll deduction program and the annual fundraising campaign, as well as volunteering at United Way organizations throughout the year. ITW matches all employee United Way contributions dollar for dollar. The foundation is also an active supporter of Junior Achievement and the Boys and Girls Clubs of America, among many others, and a scholarship program. Additionally, ITW makes direct grants to locally based organizations that focus on improving health, education, and culture in the communities where ITW has a presence.
“What’s important about this program is that it really started with a fundamental belief that the Smith family had: that as an employer you have a responsibility to strengthen the communities you have businesses in,” says Sharon Brady, who oversees the ITW Foundation in addition to leading ITW’s human resources. In 2010, the ITW Foundation made total contributions of $21 million, in the form of direct grants, matching contributions, and scholarships.
Growth Ahead
As ITW enters its second century, it is emerging from one of the most challenging economic times it has ever encountered. It suffered a decline in revenue growth, experienced layoffs, and felt a drop in stock value during the years 2007 through 2009, although it still emerged strong and stable. And the fundamentals that have made the company strong for the past one hundred years have not been compromised, nor will they be. The company has weathered the storm and is busy setting its sights on tomorrow with all the confidence and expectation for success that has guided it through challenges in the past.
The ITW of tomorrow will continue to grow, says Speer, building on the strengths that have gotten it where it is today: a focus on innovation, decentralization, acquisitions, and spreading the corporate culture and management tools. “We’re back in growth mode,” says Speer. “We’ve gone through a recession and had a rough time almost across the board, but we didn’t abandon the principles that make us a good company. We’ve been successful by letting our people run the businesses and giving them the tools and not getting in their way. I don’t see that changing.”
In the future, “A big part of that growth strategy will be emerging markets,” says Speer. “We’re back to addressing our customer needs on a more global basis than ever before,” he adds.
The vision for the future includes some specific goals: to grow both organically through innovation and through acquisitions at a combined annualized rate of between 11 and 13 percent. “We grew at 4 percent organically over twenty-five years,” says Tom Hansen, vice chairman. “By looking at innovation as more than just new products, by looking at it as brand, channel, or service, we could move the needle to 5 or 6 percent. We’re also looking to grow 6 to 7 percent through acquisitions. We can’t double the size of the company every seven years if we don’t do both of them. And that’s the goal.”
PART 03:
A TOOLBOX FOR SUCCESS
KEY TOOLS ALLOW COMPANIES TO OPERATE INDEPENDENTLY
ITW has developed a reputation throughout the business, investment, and academic community for aggressively acquiring new companies that it manages in a highly decentralized fashion, all while maintaining consistent year-over-year earnings growth. But in a Wall Street Journal article that appeared on April 6, 2007, a business professor from the University of Chicago voiced the general incredulity about ITW’s long-term prospects that exists within the business world: “At what point do you get too big to do that successfully?” he asked.
The question is posed frequently. It is a query that goes to the heart of the seeming paradox in ITW’s highly decentralized management and acquisition program. You can almost see the business community scratching its collective head: “How the heck do they do it?” The answer lies in ITW’s strong corporate culture and its highly developed set of business tools, dubbed the ITW Toolbox, the centerpiece of which is the 80/20 Rule.
Corporate Culture
The strengths of innovation, decentralization, and diversification are not possible without a corporate culture that selects, enables, and supports the type of employee who will rise to and thrive under these challenges. It’s a culture that must put a premium on core values of trust, respect, integrity, and shared risk. Such a culture must be formed from the very beginning of an organization’s lifespan, for these are things that cannot be bolted onto a corporate culture after the fact. And once established, the culture must continue to be nurtured from the top because, like all things, a winning corporate culture is best communicated through example.
Such is the case at ITW, which was founded by men who possessed these core values in spades. Over the years, these qualities have become part of ITW’s corporate DNA, embedded in every part of the corporation, including acquisitions.
ITW’s culture existed from the very beginning. The Smith family, Carl G. Olson, and Frank W. England were men who prized hard work, trust, and respect for self and others, straightforwardness, honesty, and integrity above all other personal attributes. Today, these traits help define ITW’s corporate personality—but they also define many of ITW’s employees. Some think ITW’s greatest cultural strength may be the consistent qualities shared by the people it hires.
“There’s something here that goes back to the early value system of the company and expectations for people—this is a humble culture,” says Sharon Brady, senior vice president of human resources. “We use terms like approachability, being practical, honest, and straightforward when we describe leadership qualities that are successful here—the same qualities admired and demonstrated by our founders.”
Norma Sobota, Harold B. Smith, Jr.’s longtime assistant, says, “ITW is not for the person who thinks having lots of people reporting to him will make him more important.”
Those who lead the organization realize how rare and precious this heritage is and also understand the awesome responsibility they have for preserving it when they take the corporate reins. “That’s one of the biggest fears I had when I became CEO,” says Jim Farrell. “That I might inadvertently do something to change that culture. I don’t think I did, and I know David [Speer] has not either.”
The corporate tradition is made up of pieces, like a puzzle. One piece is the intense focus on team-work and risk-sharing all the way from the executive level to the factory floor.
“What keeps me going here is it’s mostly like a family,” says Curtis Henderson, a senior cell operator at the Buildex division who has been with ITW for thirty-four years. “We have what we call a team concept here. It’s self-directed teams and a lot of decisions about day-to-day operations are made ourselves as a group. That takes some of the burden, the pressure off of management.” The management team gives the work teams their schedule for the week, and the teams decide which production lines they are going to use and how to achieve the scheduled production goals for that week, says Henderson. “If we do run into a problem, we go to our coach,” who helps the team figure out how to solve the problem and avoid future issues. This level of respect and trust by the senior management is, Henderson believes, what sets ITW apart from its competitors.
Another piece of ITW’s culture is the company’s open door policy, even among its most senior executives, which shows that trust and respect go all the way to the top. “It’s a culture of being available,” says Farrell. “When I did my mail at the office before we had e-mail, I would do it out on the filing cabinets in the hallway. I made sure people could see me and that I was accessible to them. We answer our own phones when we’re in the office. It’s a fun thing to do. Half the time, when you say ‘hello,’ there’s no answer on the other end because they don’t expect to get you. Doing this is a way to face problems head-on.”
Valerie Kennedy, a group president, experienced this firsthand when she first interviewed at the company. “I sent my resume to John Nichols, the CEO, and when I called his office to follow up a few days later, he answered the phone. Even then, calls at most other companies were typically screened. You never expected to be reaching the CEO directly. I was very impressed!”
At ITW, in the words of Larry Shelton, “The company executives do not wear any crowns. There’s no such thing as a big castle that’s running the whole company.” Page one of the ITW management handbook—if one existed—would have but two words: Walk Around.
“We preach to our general managers about walking around the plants and understanding what’s going on, on a daily basis,” says Tom Hansen, vice chairman. “If you’re not walking around several times a day, you’re not doing your job. Ever since the company was started by the Smith family, the connection between the management team and the factory employees was very unusual. It used to be said that if you were a general manager, you should know every person in the factory, know their spouse’s name, and what their children are doing.”
This approach not only gives management important information about the functioning of the workplace, but it shows an openness and respect for employees, their concerns, and their ideas. This is one of the greatest gifts passed down from the Smith family’s leadership, especially under Harold B. Smith, Sr., whose greatest legacy was instilling a culture of respect for all employees, from the executive suite to the manufacturing line, says Dick Crowther. The company has, from the beginning, focused on the creation of a family atmosphere for their employees, in which all members of the company are respected and treated as equal contributors. Building employee morale has always been a key part of that effort. The company launched morale events like annual parties and a variety of active sports leagues way back in 1917, and has made it a priority ever since.
Norbert Pischke joined the Keeler Avenue plant as a draftsman out of high school in 1943 “because I could draw,” he says. But to this day, the former manager of quality control, who retired in 1982, jokes that the real reason his boss hired him was “so I could join the softball team and make some outs. The team was so good, they were never called out, so they called me in to make some badly needed outs,” he laughs. Pischke, one of eleven children, lived just two blocks from the original Tools Works factory in Chicago. He met his wife at the company, where he worked for thirty-eight years. Three of his siblings worked at ITW as well, two of whom also met their spouses working there.
In 1940, the Tool Works launched a company magazine that announced all significant employee events, birthdays, engagements, and retirements, and it was published for decades, chronicling generations of ITWers, always featuring an ITW employee, “usually a pretty girl,” recalls Pischke, on the front.
Many of those pretty girls were recruited to work at ITW during the years of World War II when many of the plants’ male employees were called off to serve in the military. New female employees were put through special training schools set up by ITW to teach them how to handle the complex machinery in use at the time, and they distinguished themselves as highly competent and creative additions to the ITW workforce. This was just the beginning of ITW’s long-standing commitment to creating gender equality in its workforce.
A Guiding Principle
The cornerstone of ITW’s Toolbox is known around the company simply as “80/20.” What started out as an analysis of product profitability in the 1980s has become an essential management tool that today permeates every area and function of ITW and allows it to grow successfully and profitably while remaining decentralized.
The concept of 80/20 is nothing new. In 1906, Italian economist Vilfredo Pareto observed that 80 percent of his production of garden peas came from 20 percent of his peapods, and 80 percent of Italy’s land was owned by just 20 percent of its population. Now known as the Pareto Principle, or the 80/20 Rule, this basic distribution has proven to exist in many areas of economics, science, and human behavior.
When ITW began experimenting with 80/20, the company’s margins were increasingly being challenged by a downturn in the automotive industry and competition from highly efficient Japanese manufacturers. Nichols was brought in as CEO in 1982 and given the mandate to help the company adopt an aggressive acquisition strategy. But once the acquisitions began, he also embarked upon the process of breaking up existing business units and new acquisitions into smaller entities. He increased the level of decentralization so that most decisions were being made at the unit level. For the increased acquisition activity to be accretive to earnings, it was crucial that all units adopt methods of improving their operating margins on their maturing product lines. At the time, unfortunately, this was not something that ITW did well.
“We were not competitive in mature products in the marketplace. There wasn’t a lot of attention paid to that,” says Frank Ptak, who was president of Shakeproof in the early 1980s. New thinking was called for to help move ITW to the next level, and so the company’s top executives began trying out some possible solutions. “In the beginning, 80/20 was just an experiment. John [Nichols] allowed us to try different things. His approach was, ‘We have this problem. What are we going to do to fix it?’”
Ptak recalls that James Farrell, an executive vice president at the time, “started playing around with numbers. Jim would say, ‘Give me all the part numbers in this segment of our business.’ And he’d line them up and say, ‘Who’s the biggest, who’s the smallest,’ and he’d put the numbers into a computer and, lo and behold, 20 percent of products gave you 80 percent of revenue and 20 percent of customers gave you 80 percent of your dollars. With one database of products after another, they’d all be the same.”
“We didn’t call it 80/20 back then,” says Farrell. “We just tried to figure out how to become more relevant to our customer base, by reading, studying other methods of running businesses, and slowly we developed 80/20.”
The goal of 80/20 is to give a business the information it needs to simplify operations. The first basic usage of the 80/20 Rule, during Farrell’s experimenting, was to determine which 20 percent of products, out of a subset of similar items, accounted for 80 percent of that subset’s total revenues. Then the ITW leadership looked at which customers accounted for 80 percent of the profits generated by that group. Over time, ITW has applied the analysis to many other components of the business units such as suppliers, inventory, product cost, geographic distribution, and overhead costs. The results of the analysis give very simple marching orders on a variety of levels: where to focus sales efforts, which product lines are key and which could be eliminated, which manufacturing functions are ripe for streamlining, all the way down to which tasks an employee should prioritize. Since its initial implementation, the concept has been extrapolated and used to create many other business tools that ITW employs to drive decision making throughout all business units. Along the way, 80/20 became the most revolutionary and widespread change in thinking that ITW ever experienced.
Selling Simplification
Initially, 80/20 was a tough sell in a company used to fighting for every dollar and treating all products the same. Nichols says that when they started rolling out 80/20, ITW had just experienced a massive decentralization effort, so the company was primed with a spirit of change. “But then the question became how to sell 80/20 and simplification,” says Nichols. “We had many long sessions into the night going through the 80/20 process with business unit managers and organizing these companies into manageable entities. They were learning to look at their business in a different way. If we took it apart, then they could see what needed to be changed. The EVPs and I were all learning what was important together.”
But despite what Nichols, Farrell, and Ptak thought were the concept’s obvious benefits, it was still a hard cultural change.
“One day I was talking to Farrell,” says Nichols, “and I said, ‘You know we’re going around passing out the Kool-Aid and we’re not really changing much.’ So we went back out and we changed the whole philosophy. People didn’t want to change it because they were all very focused on short-term incentive plans. That meant that they weren’t going to adapt what we were trying to teach them. So we changed the incentive plans.”
The plans were changed so that half of business unit executive compensation was linked to performance and half to achieving “very specific objectives that wouldn’t increase profitability in the short term and would probably cost money, but they had to do it to have a fiddler’s chance in hell of turning around the operation in the next two years,” says Nichols.
This change, not surprisingly, got business unit heads not only thinking but acting in a new way. Once they started using 80/20 and the resulting information, “I was surprised how people not only adapted to it, but could sell it to the rest of the organization,” says Nichols. Over the years, 80/20 and the tools that evolved from it proved so successful that Nichols was constantly asked if there was a manual that people could use to spread the word. They were surprised to learn that the answer was no, and that there were no plans to create one.
“I said this over and over again until people were tired of it,” says Nichols. “Employing 80/20 was a thinking process and I never saw it implemented the same way twice. You couldn’t come in with a cookie cutter. If you didn’t think through it carefully, you’d make a mistake. I had a three-pager that I used to apply 80/20 to different business units, and I used that three-pager for fifteen years. Everyone wanted to turn it into a formula and we would sit and argue and we’d say, ‘We don’t have a formula! You have to think through your product, market, and technology, and simplify the focus to the primary drivers to make that entity succeed.’”
The 80/20 Rule was the genesis of an ever-evolving set of management techniques that today help ensure that ITW can successfully and profitably manage hundreds of decentralized business units, something that the pundits and thinkers continue to say can’t be done but which, somehow, ITW continues to do.
More Tools in the Toolbox
The 80/20 Rule was just the beginning of a transformation in how ITW was managed. It led directly to the creation of the ITW Toolbox, a set of specific practices, concepts, and techniques that evolved out of the information that was uncovered with the systematic and comprehensive examination of ITW business units using 80/20. Today, every business unit uses the ITW Toolbox to make decisions, create strategy, and choose market opportunities. Combined with the entrepreneurial corporate culture, it is what enables decentralization to work at ITW.
“We’re not in a position to tell all of our businesses what to do each day,” says CEO David Speer. “The tools empower them to run their own businesses.”
These tools include management techniques that simplify the production process (in-lining), streamline the number of products a business unit makes (product line simplification, or PLS), rationalize the supply chain (market rate of demand, or MRD), and offer a clearer view of customer needs (market segment selling).
New tools are constantly being developed, including one that offers managers an “outside-in” view of markets that represent the most lucrative opportunities for ITW in a constantly changing economy. Other tools help managers identify and foster future ITW leaders. These tools are currently being beta tested within several divisions.
The ITW Toolbox has gained a well-earned reputation for turning around business unit performance fast and keeping it healthy.
Before using the Toolbox to analyze its business processes, ITW Devcon, a maker of adhesives, epoxies, and other bonding agents, needed more than fifty steps to process a customer order. In response to the insights gained through the ITW Toolbox, Devcon enacted dramatic changes to the way it charged customers, including implementing automatic minimum charges on orders, charging for drop shipments, and adding special pricing. These steps alone reduced almost half of the steps from the order entry process and significantly reduced costly delays.
Hobart, makers of industrial food preparation equipment and part of ITW’s food equipment group, saw dramatic results when it used the market segment selling tool to determine why its organic growth was being challenged. The results of the analysis showed that its field sales team was not effectively targeting customer segments and did not properly understand the different costs within different market segments, and that the company had not adequately included a customer perspective in its business planning process. The Toolbox revealed two markets with such different buying patterns and needs that a separate sales force was assigned to each one. The results were immediate. In the first year alone, revenue was up 14 percent and income was up 17 percent from the year prior.
Because of successes like these, the Toolbox has become nearly gospel at ITW.
“When John Nichols left in 1996, 80/20 was a matter of fact but we didn’t want to write it down in a formal way for two reasons,” says Ptak. “We didn’t want anyone to steal it and we didn’t want to risk creating the mistaken impression that 80/20 is a one-size-fits-all solution. As a practical matter, however, 80/20 is so counter-intuitive that no one would try to copy it. We’re taught in business school that everything has value and you fight for every bit of market share and every sale. But 80/20 says go where you can make money. Don’t overly emphasize top line or market share. Worry about profit.”
“We trust our people to do the right thing,” says Speer. “We want them to operate with integrity. We don’t want them to ever question if they’re doing the right thing or not. All that is embodied in these tools. They provide a great deal of empowerment in the business unit. The Toolbox organizes everyone around the same tools.”
Applications in the Real World
Despite the ITW Toolbox’s continued success at improving the efficiency and profitability of divisions that employ it, executives still occasionally hear an objection. “A lot of managers at new acquisitions will say it doesn’t apply to them because their business is different,” says Philip Gresh, who retired in 2012 and was an executive vice president. “Almost every acquisition says that at first.” A short tour around several departments that seem, at first glance, inappropriate for the ITW Toolbox treatment can easily put that objection to rest.
Take, for instance, the legal department. It is a department that doesn’t manufacture a product. It generates no revenue. It is 100 percent administrative overhead. Each of its tasks is critical to the legal health of ITW. At least that is the way that typical corporations view the functions of their legal arm. But ITW has made a habit of looking at things through a different lens. Its legal department benefited from the same 80/20 analysis that the manufacturing and business process divisions went through.
“Applying 80/20 is certainly not something that you’d find in many legal departments because of the way the law is practiced,” says James Wooten, ITW’s general counsel. “You’re looking for perfect. You don’t want the client to take any risk. But 80/20 says that if you’re willing to take some of the risk, you’re not going to spend all your time on stuff that doesn’t matter.”
Wooten came to ITW via the acquisition of Signode and its construction products division, Paslode. He says that during his time there, the company had around one hundred cases of product liability at any given time. An 80/20 analysis of those cases revealed that 80 percent of the settlement payouts were related to eye injuries, but they represented only 20 percent of the cases.
“And so we started focusing on eye injuries, what the causes were of those injuries, and what we could do to put a stop to them,” says Wooten. “Eye injury cases were putting the company at risk.” The group determined that the best solution was to include a pair of safety goggles with every tool that the division sold.
Today, the Paslode division has less than half a dozen eye-injury related claims at any given time. “It wasn’t a legal solution so much as it was just doing the analysis,” says Wooten. “It turned out that the goggles prevented many other types of injuries, too. It works. 80/20 works. It allows you to focus on what the real issues are. We never would have gotten a handle on the claims if we hadn’t figured out about the eye injuries.”
Another function you might not expect to be a good fit for an 80/20 analysis is product development, a very creative process that many feel would be restricted by a value analysis. In fact, Rich Ernst, an engineering manager and inventor, says that 80/20 has been a very beneficial tool for him and his inventor colleagues. Its biggest value, he says, is helping to prioritize which projects are most crucial.
“As an engineer,” says Ernst, “you have a plethora of projects in front of you and 80/20 helps you focus and say which is the most important.”
The engineering department determines what are the most important projects by using a variety of tools that have been developed specifically for engineering. Some of the factors the department uses to determine the importance of a project include the probability of success, the difficulty of the project, potential revenue stream, and the patentability of the final product. Patentability has always been a top concern for ITW when evaluating whether to pursue a new design.
Best of all, says Ernst with a smile, “those assessment tools provide you with a vehicle to sidestep whoever is screaming at you to finish their project. I can say, ‘I know our most important customer is in our face about this one, but if you’re analytical about it, that’s not a very important project compared to this one and here’s why.’”
Using the ITW Toolbox, the intellectual property department determines which inventions, trademarks, and other IP are the most potentially lucrative and deserve priority attention. Mark Croll, vice president of intellectual property, says the company can’t and shouldn’t devote resources to pursuing a patent or trademark protection for each and every one, because the process is lengthy and expensive. Using a Toolbox analysis, Croll and his team of lawyers in close cooperation with the heads of the business units decide which of the inventions or ideas represent the “80,” which in this case means the ideas with the most potential revenue over the long term and the greatest potential to disrupt competitor business.
Once ITW employees have been exposed to the power of the ITW Toolbox, they’re converts—some might say evangelists—for the techniques.
“When I first came to ITW and looked at the Toolbox,” recalls Jane Warner, an executive vice president, “I thought, ‘What is the big deal?’ It was so basic. But ITW’s whole culture and process is based on 80/20. What I came to appreciate was how deeply embedded it is in all the businesses and that it’s not an option. It creates the strength and common understanding across all the business units. It’s even part of the language of the company. People will say, ‘I PLS’d that.’ Or ‘What’s the 80?’”
Steve Martindale remembers visiting a series of ITW divisions after his company, Instron, a material and structural testing equipment manufacturer, was acquired by ITW in 2005.
“The most significant thing to us was ‘seeing is believing,’” says Martindale, now an executive vice president at ITW. “We took our core group of six or seven senior people and we went to see five or six ITW businesses in different places around the company. It was eye-opening to see how they had gone through the process of applying 80/20, what they did right, what they did wrong, improvements they’d made.” Martindale says he and his co-workers were amazed at the results the other business units had gotten after applying the Toolbox. “To be able to see and talk to people who had done it added credibility to the philosophy. People at Instron got enthusiastic and wanted to know more about how it would affect our business. Each step gave us results, which made us more enthused.” Martindale, now responsible for developing ITW’s test and measurement segment, says that Instron doubled their operating income within three years of joining ITW. “I largely credit that to the ITW philosophy.”
Today, he helps the companies that he acquires for ITW learn the philosophy and adopt the Toolbox.
“All we ask when we acquire a company is that they learn how best to apply 80/20 to their business,” explains Martindale. “They’re the experts in their business and in knowing their customers and end markets. It helps when you have a proven track record. We can show that the philosophy works in up and down periods of time. There’s plenty of tangible evidence that it works. You don’t have much of an argument to make if you question it.”
Still, some do. Gresh says that the 80/20 principle doesn’t just apply to business; it also applies to human nature.
“The successful people at ITW adapt to the Toolbox,” says Gresh. “There are very few successful people in this company that haven’t adopted 80/20, but about 20 percent of the time, it doesn’t work as well as it should because they don’t believe in it. There’s usually about 20 percent of the people in any organization who don’t buy into anything and give new ideas lip service.”
But when the chips are down, the people who have embraced the Toolbox are the ones who rise above the challenging times, something borne out during the recent economic downturn. Gresh says that when the economy started deteriorating as far back as 2007, he counseled his general managers to stick to the principles of the Toolbox if they wanted their business unit to weather the storm.
“I told them don’t quit 80/20 now,” says Gresh. “This is when you need it more than you’ve ever needed it in your entire career. Don’t quit. Keep pushing. When times get tough, people who believe and work with it will make it through better than those who don’t.”
Toolbox networks have even sprung up around the company, says Speer, in which division executives talk and compare notes about how they’ve solved problems using the Toolbox or applied its principles in unique and effective ways.
Lei Schlitz, group president of the global refrigeration business and formerly vice president for research and development, who has been at ITW for two and a half years (after positions at both Siemens and General Electric), says that she has been most surprised by how patient ITW is in rolling out new Toolbox concepts to the company.
“One of the things that’s different at ITW, from an outsider’s point of view, is that it takes a crawl, walk, run approach to introducing new concepts, which is very different,” says Schlitz. “In other companies, these major initiatives are rolled out like it’s a big wildfire. They try to implement those initiative everywhere. At ITW, we have the patience to try them in specific areas and refine them, and then see results in different places so we have buy-in from the overall organization. That way, when the tools are seeded into organizations more broadly, they will use it. That’s how we spread the tools.” She is currently working on rolling out a new tool, Strategic Innovation, which identifies entirely new market spaces into which ITW should move. The tool is currently being tested in the welding group and the automotive segment.
“If I was in Siemens I would implement these initiatives in a fraction of the time,” says Schlitz. “the wisdom of ITW is that it internalizes the changes, making sure people buy into it, and refines them as we see fit. That’s very powerful.”
Schlitz likens the Toolbox to learning the basics of music. “The tools themselves are really simple, but the trick is getting people to buy into the essence of the tools. That’s hard. For instance, innovation is like playing jazz. The essence of jazz is chords and once you know the chords you have a lot of flexibility to play your own improvisation. The ITW tools are like the chords. Once you understand them, once you understand the essence of what they’re trying to get you to do, you can apply them in different ways every time.”
ITW as a whole has benefited greatly from the Toolbox: the compound annual growth rate of ITW revenues since 1986, around the time when 80/20 was introduced, has been 14 percent and annual shareholder return during that period has been 15 percent. While those results are not solely attributable to the Toolbox, executives agree that it has been a key factor in ITW’s tremendous long-term growth and success.
In order to enhance growth through acquisition, the company is developing new tools in the Toolbox that will help it identify new end markets with good profit potential. “You want to make sure we have good, profitable growth,” says Hansen. “You’d better know the end markets you’re going after and make sure you can get reasonably good margins.” The company will do that by changing the way it thinks about markets. “We used to look inside out and ask, ‘What products do we make, what customers do we sell to, and what other customers can we sell our products to?’ We’re trying to be more strategic. We’ve got to ask, ‘What segments do we want to do business in?’” says Hansen.
The ITW of tomorrow will also have an increased focus on leadership development. ITW’s leaders of tomorrow “will be more global, versatile, and adaptable,” says Brady. “Talent that’s more ready for the kind of world we’ll be in, in the next few years.”
Fortunately, ITW is the perfect place to develop those leaders of tomorrow, a realization that management only recently had. “ITW never thought of itself as a place where talent could be broadly developed,” says Brady. This changed during a meeting in which senior management had an “aha moment.” “Someone said, ‘If you think about it, we touch every industry, most countries; we have all different kinds of business strategies and circumstances. ITW’s a phenomenal environment to develop talent because we can give people so many experiences.’
“There was a realization that we never thought of ourselves that way,” says Brady. “Manufacturing as a career is not on the top of a lot of people’s lists. But if we present our story from a career development point of view, it’s a very different value proposition.”
That includes changing the company’s long-standing mindset that “if you came into the company in automotive, you stayed in automotive,” says Hansen. Part of the new leadership development plans will be to move people around the company more, identify high potential individuals, and ensure that they’re getting the training and challenges they need to develop. Leaders will not need to be located at ITW headquarters to be recognized and advanced up the corporate ladder. “We now have two executive vice presidents in Europe. The thinking before was that we have to have them in Chicago. Now we’re saying just because you’re not here, it doesn’t mean your career is limited by geography,” says Hansen.
Whether at a remote business unit or in ITW’s hometown, the one aspect of ITW leadership that will never change is the requirement that ITW leaders are committed to the core values that have gotten the company where it is today. Those core values have made the heart of ITW continue to beat strongly and consistently for the past one hundred years. Without those values, ITW could easily have lost its connection to the elements of its success: its ability to innovate on all levels of its operations, not just products; its commitment to finding and cultivating talented people and giving them the authority to control their own success; its devotion to improving the communities in which it operates as well as the wider community of mankind; and its ongoing belief that if you give people the knowledge and tools to do the right thing, they will. It is a continuing testimony to the power of these ideals that they have endured, virtually unchanged, since the company’s founding, and that they continue to give ITW direction and a moral compass that many companies lack.
“We’ve grown from a sleepy Midwestern company to a global company and we’re running it with the same value system that we did at its founding,” says Speer.
Harold B. Smith, Jr., is tremendously proud of this value system, his family’s most enduring legacy at ITW. “ITW has not discarded old, successful strategies,” says Smith. “In that way it hasn’t changed. It’s found new strategies, added on, and made the old ones better. It’s been additive rather than throwing out the old and trying something new. And that’s important.”
And what does Smith think his father, grandfather, and great-grandfather would think of ITW if they could see it on the centennial of its birth?
“They would be very proud,” says Smith. “They would be surprised, but they would also be very pleased.”
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