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between new business opporfunities. At any given
time, 3M has around 1,500 products in the develop-
ment pipeline. McNemey stated that was too many,
and he indicated that wanted to funnel more cash
to the most promising ideas—those with a potential
market of 3100 million a year or more—while cutting
funding to weaker development projecis.

In the same vein, he signaled that he wanted 1o
play a more active role in resource allocation than had
traditionally been the case for a 3M CEO, using cash
from mature businesses to fund growth opportunitics
elsewhere. He scrapped the requirement that each di-
vision get 30% of its sales from products introduced
in the past four years, noting that “To make that num-
ber, some managers were resorting to some rather
dubious innovations. such as pink Post-it Notes It be-
came a game, what could you do to geta new SKU™Y"

Some longtime 3M watchers, however, wompfle
that by changing resource allocation practi
Nerney might harm 3M% innovative cult
company’s history proves anvthing,
it is hard to tell which of today’s ti
become tomorrow’s home runs No o
Scotch Guard or Post-it Notes

They began as little experimenis mhed without
planning into big hits. M s ianovations all
sound fine in theory, they say.‘but there is a risk that

he will transform 3M into "3E"énd lose what is valu-

able in 3M in the p S

In general, gh, seeurities analysts greeted Me-
Nerney's moves . One noted that “McNerney
15 all about »and that there will be “no more

everyone speaks-one language.™ This

Swhich 3M systematically spun ofl s
cessful new products into new business centers.
problem with this approach. according to the afialyst,
was that there was no leveraging of best fifactices
across businesses,'” :

McNerney also signaled that he Would reform
AM’s regional management structire, replacing it
with a global business unit that would be
defined by cither products or markets

At a meeting for investméiit analysts, held on
September 30, 2003, Mc summarnized several
achievements™ At the the indications seemed to
suggest that McNerney was belping to revitalize 3M.
Profitability. measured by return on invested capital,
had risen from 19.4% in 2001 and was projected to

™ vision was meant to replace the pm-(

hit 25.5% in 2003. 3M'’s stock price had risen from
$42 just before McNerney was hired 1o §73 in October

2003 (see Exhibit 5 for details

Like his former hoss. Jac at GE, McNemey
seemed to place significa lug on internal executive
education programs f shifting to a perfor-
mance-oriented cul McNemney noted that some
20,0000 cmpm through Six-Sigma tram-
ing by the thi ‘of 2003, Almost 400 higher
I:velrmna s=had been through an Advanced Lead-

; ment Program set up by McNerney
efed by 3M's own internal executive educa-

ed on graduating. All of the company’s l&p
rs had graduated from an executive leadésship
offered by 3IM.

" MeNerney also emphasized the value of five ini-
tiatives that he put in place at 3M. indireet cost con-
trol, global sourcing, :vprodumivi Six-Sigma. and
the 3M Acceleration program. With regard 1o indi-
rect cost control, some $800 1 had been taken

out of 3IM’s cost structure smé: 2001, primarily by
reducing employee numbds, introducing more effi-
cient processes that boost uctivity, benchmarking
operations internally gnd leveraging best practices.
According to McNerney, internal benchmarking
highlighted another £200 to $400 million in potential
cost savings over the next few Vears.

On glgbal sourcing, McNerney noted that more
than fillion had been saved since 2000 by con-
soli ' purchasing, reducing the number of sup-

plic swiluhiug to lower cost suppliers in developing
ns, and introducing duel sourcing policies to
price increases under control.

The e-productivity program at 3IM embraced the
entire organization, and all functions. It involves the
digitalization of a wide range of processes, from cus-
tomer ordering and payment, through supply chain
management and inventory control, to managing
emplovee process. The central goal is to boost pro-
ductivity by using information technology to more
effectively manage information within the company,
and between the company and its customers and sup-
plicrs. McNerney cited some $100 million in annual
cost savings from this process.

The Six-Sigma program overlays the entire orga-
nization, and focuses on improving processes to
boost cash flow, lower costs (through productivity

N\

Some 40% of participants had beed
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enhancements), and boost growth rates. By late
2003, there were some 7,000 six sigma projects in
process at 3M. By using working capital more ef-
ficiently, Six-Sigma programs had helped 1o gen-
erate some $800 million i cash, with the total
expected to rise to $1.5 billion in by the end of
2004, 3M has applied the Six-Sigma process to the
company’s R&D process, enabling researchers to
engage customer information in the initial stages
of a design discussion. According to Jay Inlenfeld.
VP of R&D, Six-Sigma tools “Allow us to
more closely connected to the market and give

a much higher probability of success in our néw
product designs ™! !

Finally. the 3M Acceleration aimed
at boosting the growth rate fi ucts
through better resource allocatio rly by
shifting resources from slowggsgrowing 1o faster-
growing markeis. As Mchie r"‘ oted: “3M has

Fong competitive posi-

that are growing fast
héen to shift emphasize into
g Tasier,"

always had extremely
tions, but not in m
enough. Theiss
markets that

A katoﬂhﬂﬂ)ﬂdZXBKlXis
o times the number of new products
'-I__j_ introduced in the past, and 3X is a business

inthe past. 2X focuses on gcncralmg
“major” product initiatives, and 3X on improvi
ialization of those initiatives

illustrated in Exhibit 3 is 3M’s “stage CPTOCESS,
where cach gate represents a major sion point in
the development of a new product from idea genera-
tion to post launch. (4"

Other initiates aimed Mﬁas[mg 3M’s organi-
zation growth rate thmuf annovation include Six-
Sigma process, lmder@jp development  programs,
and technology hip. The purpose of these ini-
tiatives was to hel ment the 2X/3X strategy.

As n funk_;g s;ep in the Acceleration Program,
IM decided) to centralize its corporate R&D effort.
Prior to the arrival of McNerney, there were 12 tech-
nology Centers stafled by 900 scientists that focused
on core lechnology development. The company is
replacing these with one central research lab, staffed
by 500 scientists, some 120 of whom will be located
ouwtside the United States, The remaining 400 scien-
tists will be relocated 1o R&D centers in the business

i € for three times as many winning products as _
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units. The goal of this new corporate research lab is
to focus on developing wchnulogy that might fill
high-growth “white ., which are areas where

the company no presence, but where the
long-term tential is great. An example is
research o &, currently a major research proj-
ect within

ing to eritics” charges that changes such
these might impact on 3M's innovative culture, |
feld noted that “We are not going to chafife
the basic culture of innovation at 3M. Thefeis a
lot of culture in 3M, but we are going to fitroduce
more systematic, more productive toals that allow
our researchers 10 be more suomsﬁ:l,

For example, Inlenfeld .I'l:p’.'am# emphasized that
the company remained conynited to basic 3M prin-
ciples such as the 15% rule and Jeveraging technology
across businesses, \

By late 2003, McNermey noted that some 600 new
product ideas werSuiider development, and that col-
lectively they m:xpmcd to reach the market and
generate somé S5 billion in new revenues between
2003 2006, up from $3.5 billion 18 months ear-
lier. $1 billion of these gains was expected 1o

FQ&JZ’:E‘JZ&.

P C19-5 GEORGE BUCKLEY
TAKES OVER

In mid-2005, McNemey announced that he would
leave 3M to become CEO and chairman of Boeing,
a company on whose board he had served for some
time. He was replaced in late 2005 by another out-
sider, George Buckley, the highly regarded CEO of
Brunswick Industrics Buckley, a Brit with a Ph.D. in
electrical engineering, describes himselfl as a scientist
al heart. Over the next year, in several presentations,
Buckley outlined his strategy for 3M, and it soon
became apparent that he was sticking 1o the general
course laid out by McNerney, albeit with some im-
portant corrections. ™

Buckley did not see 3M as an enterprise that
needed radical change. He saw 3M as a company with
impressive internal strengths, but one that had been
too cautious about pursuing growth opportunities.™

Cvpriphl B0 angaps Leenmsy A Miphte Brarad My o e copsl sl oo dapl sisd o skl o peel Dhe bs ol s ngles i el pesty conion s b spprosd s b oluol. ssdss sl hapods i
fohmanal mrire b Bormed fhe mn sipErsst cmam s e nse sl fe szl laming s Cesse Lormng srerie e ngin woermens: sbdioon) ;omom o vy 10 8 s i s s o



C216 Cos= 19 3M: The Innovasion Engine

Buckley's overall strategic vision for 3M was that
the company must solve customer needs through the
provision of innovative, differentiated products that
increase the efficiency and competitiveness of cus-
tomers. Consistent with long-term 3M strategy. he
saw this as being achieved by taking 3M’s multiple
technology platforms and applying them to different
market opportunities

Controlling costs and boosting productivity
through Six-Sigma continued to be a major thrust un-
der Buckley. This was hardly a surprise; Buckley had
pushed Six-Sigma at Brunswick. By late 2006, some
55,000 3IM employees had been trained in Six-Sigma
methodology, 20,000 projects had been completed,
and some 15,000 were under way. 3M was also add-
ing technigues gleaned from Toyoia’s lean production
methodology to its Six-Sigma tool kit. As a result of
Six-Sigma and other cost control methods, between
2001 and 2005, productivity measured by sales per
employee increased from $234 1o $311, and some
$750 million were taken out of overhead costs.

However, Buckley departed from McNerney’s
playbook in one significant way: He removed Six-
Sigma from the labs The feeling of many at 3M wiis,
that Six-Sigma rules choked those working on 1
tion. As one 3IM rescarcher noted, “It's mﬂr{ough
to schedule innovation. ™ When McNemney le __-__'_=: M
in 2003, the percentage of sales from mpmdu cls in-
troduced in the last five years had fallen to 212
from the company’s long-term goal of 307, B
after 5 years of Buckley's leaders i,
was back up to 30%. Acc
pany. Buckley has been a champi
3M. devoting much of his pers

pen:entagv:
o many in the com-

f researchers at
al time to empower-
1o restore the luster

of 3M.
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areas. In addition, it increased its own investment in
technologies related to these growth opportunities,
particularly nanotechnology.

Buckley made selective divestures of businesses
not seen as core. Most notably, in November 2006,
3M reached an agreement to sell its pharmaceutical
business for $2.1 hillion. 3M took this step afier de-
ciding that a combination of slow growth and high
repulatory and technological risk made the sector an
unattractive one that would dampen the company’s
growth rate.

Finally, Buckley was co 1o continuing
intcma!mnnhzanon at 3M. 3M doubled its capital

rmance. The first decade of the twenty
was a difficult one. marked by ﬂug@h
he United States, and in 2008-2009,
recession triggered by a global financial grisis. 3M
weathered this storm better than most, by
f the recession in 2010 with strong
come growth, helped in large part
and exposure 1o fast-growing int
For the decade, revenues from $16 billion
in 2001 to $26.66 billion i 20M0; earnings per share
expanded from §1.79 1 $5%3; and ROIC increased
from the mid-teens § 1990s to the mid-20s for
most of the dﬂ:ﬂﬂ%

chaf/mos THULIN: BACK
TO THE FUTURE

financial
ﬂr_ll t

develop core businesses and extend jl.u early 2012, George Buckley retired after a success-

Buckley stréssed thesiced for 3M to more aggres-
sively pursue h opportunitiecs. He wanted the
company 1o, ifferentiated brands and technol-
ogy 1o cont
those core into adjacent areas. In addition,

like McNemey, Buckley wanted the company to
R&D resources on emerging business opporti
and he too seemed to be prepared to pla_v i
active role in this process. Areas of focusis
tion systems, track and trace informatior
energy and mineral extraction, and %ood safety. 3M
made a number of acquisiti inee 2005 1o achieve
scale and acquire technology antFother assets in these

LY
&’i
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ful tenure during which he had skillfully navigated 3M
through the great financial crisis of 2008-2009. The
company’s COO. Inge Thulin, replaced him. Thulin
was originally from Sweden and first joined 3M in
1979, Fluent in five languages, Thulin has worked for
3M in Europe, the Middle East, Canada. and Hong
Kong. Within the company he is seen as one of the
chiel architects of 3M's successiul international busi-
ness, which he oversaw as executive vice president for
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international operations. He is also seen as an insider  to increasing R&D spending to 6% of company sales
who knows IM's culture intimately, and who places by 2017, up from 5.4% of sales in 2012. More gener-
a high value on innovation. In his first sharcholder  ally, Thulin stated that he would continue to follow
meeting, he reaffirmed this, stating that “innovation is  the road map laid out by Buckley, with whom he
the center of our plan.” and committing the company  worked closely.
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