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Mid-Market CEO Challenge

An extended conversation with four CEOs — amplified by data from the 2004

CEO Challenge Survey — charts today’s mid-market business landscape in the United States.

Bill Lee
Text Box

Excerpt
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About the Report
Of the 540 CEOs who responded to The Conference Board’s

2004 CEO Challenge Survey, 175 are CEOs of U.S. mid-market

companies—those with FY2003 revenues less than $1 billion.

This report highlights the most important issues confronting this

group of CEOs. Coupled with four in-depth interviews with CEOs

of successful mid-market companies who also participated in the

survey, the report paints a rich tapestry of the various ways

these executives go about:

•Securing sustained and steady growth

•Bolstering customer loyalty and retention

•Fostering a culture of speed, flexibility and adaptability to change

•Balancing cost while fostering an ability to innovate

•Stimulating growth through innovation and entrepreneurship
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CEO Interviews

Mid-Market Challenges

Up Close
In-depth interviews with CEOs from four successful firms who partici-

pated in the survey garner greater insight into how they, as leaders of
mid-market companies, perceive their top challenges and what they are

doing to address them.

Top-Line Growth Is Greatest Mid-Market Challenge
The widespread emphasis on top-line growth (ranked first overall) may repre-
sent a natural swing away from years of downsizing and cost-cutting. “You
can only make so many cuts and improvements to your operations,” says
Graco CEO David Roberts. “Now, top-line growth is the greater concern.”
This shift is evident in the changes, over time, of the top 10 major challenges
among CEOs of U.S. mid-market companies responding to the survey.

Emphasis is now on growth through processes of innovation, new product
development, and mergers and acquisitions, where downward pressures on
pricing, cost reduction, and industry consolidation previously rated among
the top challenges. Between one-quarter and one-third of mid-market CEOs
who think their greatest challenge is Sustained and steady top-line growth
also indicate that the following challenges are of equal concern:

Stimulating innovation/creativity/
enabling entrepreneurship (32 percent)

Cost/ability to innovate (31 percent)

Commercialization of new products (29 percent)

Mergers/acquisitions/alliances (27 percent)
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Anthony A. Lombardo
CEO and President

E-Z-EM, Inc.
Lake Success, NY

Develops and manufactures medical

diagnostic and therapeutic products.

In May 2003, E-Z-EM spun off its

subsidiary, AngioDynamics, Inc.,

which makes medical devices used 

in minimally invasive, image-guided

vascular procedures. Since 2001,

E-Z-EM’s revenue is up by 31 percent,

net income is up by 100 percent, and

its share price is up over 200 percent

as of this writing.

David A. Roberts CEO and President

Graco Inc.
Minneapolis, MN

Develops and manufactures systems,

products, and technology for a variety

of fluid-handling applications.

Graco is a publicly traded

manufacturing company that strives 

to be the technology leader in its

industry. Revenues are up 13 percent

in the two years since 2001 and are up

nearly 11 percent through the first half

of 2004. Net income is up 33 percent

through 2003, and its stock has risen

nearly 200 percent since January 2001,

as of this writing.

CEOs Interviewed



Growing through Mergers, 
Acquisitions, and Alliances
Growth by acquisition is the push for CEOs anticipating tougher sledding
with organic growth. Graco has enjoyed double-digit revenue growth over
the last couple of years, but Roberts does not see that continuing. “We want
to continue growing at 10 percent per year,” he says, “but we anticipate
only five to six percent coming from organic growth. The rest will come
through acquisition.”

But Graco might be ahead of the curve among manufacturers in putting a
strong emphasis on growth through mergers and acquisitions. As cited in the
previous chapter, only 20 percent of the entire U.S. mid-market CEOs sur-
veyed see Realizing gains from mergers/acquisitions/alliances as “of great-
est concern.” Why acquisitions now? “We’re beginning to see some
attractive businesses coming up for sale,” says Roberts. “That wasn’t the
case before because valuations were too low, which kept the best companies
off the market.”

This might portend the emergence of a trend among U.S. businesses: 
They are sitting on record levels of cash. According to Moody’s Investors
Services and the U.S. Federal Reserve, the cash-to-debt ratio of U.S. non-
financial services firms is the highest it’s been in 35 years at 1:4.3 Also,
cash is equal to 38 percent of short-term liabilities, an increase of 
12 percent in the last four years.

Roberts explains his overall strategy for growth at Graco. “We continue 
to invest in new product development. We’re accelerating additional new
programs in 2005 by increasing our engineering workforce by 12 percent.
We plan to continue our culture of product innovation, reflecting the 
original entrepreneurship that was put in place more than 75 years ago.
That’s part of the overall change process.”

The emerging coupling of the challenge of mergers/acquisitions with 
product development and the search for talent is supported by survey
results. Nearly a third of those who view Mergers/acquisitions/alliances as
“of greatest concern” also give Availability of talented managers/executives
equal weight, while more than one-quarter give Commercialization of new
products equal weight.

Roberts explains how acquisitions play into his growth strategy. Graco has
divested low-margin businesses, such as custom-engineered systems: “We
now outsource that to dealers, which are small businesses with lower margin

Howard B. Witt Former CEO, Chairman 

and President*

Littelfuse, Inc.
Des Plaines, IL

Develops and manufactures devices

that protect electronic circuits and

applications from damage caused by

overcurrent and overvoltage events.

Revenues are up 25 percent since

2001 (through FY 2003) and up 

68 percent through the first half of

2004. Net income has risen rapidly

since 2001, though it has not yet

reached pre-2001 levels. After

declining by nearly 50 percent since

January 2001, Littelfuse’s stock has

bounced back and is now about 

20 percent above its January 2001

price—though it is still down from 

its pre-2001 levels.

* Witt retired from his position as

chairman, president, and CEO on

December 31, 2004, after 25 years of

service. He now serves as a director to

the company, as well as a consultant.

AA  RReeggiioonnaall  BBaannkk  iinn  tthhee  NNoorrtthheeaasstt

New York/New Jersey area

Community-oriented bank that is

especially prominent as an investor

in multi-family and commercial

development.

In business for more than 150 years,

this publicly traded regional bank has

between $10 billion and $20 billion in

assets and more than 100 branches.

Its revenues are up only slightly 

since 2001, but net earnings are up 

59 percent (through 2003) and up 

31 percent so far this year. The bank’s

stock is up well over 200 percent from

its January 2001 price, as of this writing.
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needs. We’ve kept higher margin products, such as pumps and applicators,
which go into the systems.” Of its major lines of business, Roberts sees the
greatest growth potential in industrial manufacturing applications, such as
automobiles and furniture—“anything that requires painting, finishing,
sealants, and adhesives, as well as fast-set foams”—and this is the area
where Roberts and his team are looking for acquisitions.

Anthony Lombardo, CEO of E-Z-EM, a highly successful company in 
the healthcare equipment business, is also looking for acquisitions to sus-
tain top-line growth. But before focusing on growth, Lombardo, who was
brought in to the 40-year-old firm four years ago as a change agent, had 
to address some fundamental issues first. “We began by creating a strategic
map of the company.” That led Lombardo and his team to streamline its
financial structure, including spinning off a subsidiary and imposing cost
and efficiency improvements to the firm’s operations. Once those stream-
lines were accomplished or under control (about 18 months ago), he began
focusing on growth.

Like Roberts, Lombardo is looking to acquisitions to spur new products.
“We’re going the strategic alliance, mergers-and-acquisition route. We’re
doing more deals outside to bring in new products. And our acquisitions
include IP [intellectual property], products, and taking equity positions that
might lead to an acquisition downstream.”

And what accounts for the bounce back in revenues over the past few years
at Littelfuse, an electronic equipment manufacturer with FY2003 sales just
under $500 million? The company’s revenues declined 26 percent during
the technology crash in 2001, but then rebounded 4 percent in 2002, 20 per-
cent in 2003, and almost 70 percent in FY2004, according to the latest fig-
ures available. “Electronics is back, of course,” says former CEO Howard
Witt, “so all three of our markets grew. And we acquired a firm in the $75
to $100 million range, which is profitable.”4

Tackling Challenges to Top-Line Growth
What challenges has Lombardo encountered over the last four years in
moving E-Z-EM toward a focus on growth? “Probably the biggest is the
speed at which you can get things done—that’s the greatest challenge.
Especially when you re-map the culture and address structural financial
issues. You have a multitude of stakeholders with different time frames 
and perspectives. Answers that may seem obvious to me are not necessarily
obvious to others.”
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4 At the time of this interview (fall 2004), Howard Witt was the active chairman, president, and CEO

of Littelfuse, Inc. He subsequently retired from those positions on December 31, 2004, and now

serves as a director to the company, as well as a consultant.



Howard Witt is also putting great emphasis on top-line growth at Littelfuse
by following this strategy: “We focus on a niche—circuit protection—but
operate globally.”

Witt is fostering growth by staying competitive while keeping margins high.
His firm is taking full advantage of the increasing sophistication of low-cost
countries like China. “They [China] used to offer only straightforward con-
tract manufacturing,” says Witt, “but now there are about 30 facilities in
China and Taiwan that offer manufacturing and design. We’re following the
example of companies like Hewlett-Packard, which designs and manufac-
tures a high-end digital camera in China.” Just a few years ago, Littelfuse
did 70 percent of its manufacturing in high-cost regions like North America
and Western Europe. Now it does 70 percent of its manufacturing in low-
cost regions like China, the Philippines, and Mexico.

Sustaining Growth through Succession Planning
Looking forward, Graco’s David Roberts thinks about how to sustain his
firm’s remarkable record of growth after he’s gone. “We do think about
succession planning,” he says. “We see this as protecting our continued
success. We want to have two or three viable candidates for CEO should
anything happen to me.” Roberts has noticed an increasing concern with
succession planning by boards of other companies he serves on.

“The top qualities we look for in potential CEOs are, first, broad experi-
ence. We look for executives with varied experience in areas like manufac-
turing, marketing, and finance. Second, we look for executives who can
demonstrate proven results over a number of years in different environ-
ments. And we look for people with good ethics, who are highly ethical.
Ethics has been a part of our culture from the beginning. We’ve had a total
of just five CEOs. Whether it’s dealing with customers, employees, or the
community, it’s the way we do business.”

Less than one-fourth of  
CEOs in all industry sectors  
view Succession planning as 
“of greatest concern”

15%

24%

23%

Manufacturing N=10 67

Financial services N=  4 17

Other services N=20 87

Total

“We do think about succession planning. We 
see this as protecting our continued success.”

DAVID A. ROBERTS
President and CEO

Graco Inc.
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Customer Loyalty and Retention 
Needed to Sustain Top-Line Growth
A company likely won’t sustain growth if it can’t hold on to existing cus-
tomers and expand its relationships with them. “It’s difficult to sustain rela-
tionships with customers because there’s always another way to do things,”
says the regional bank CEO interviewed. “There’s always a faster, cheaper,
better way.” The bank CEO recalls a recent experience with one of the
bank’s clients, a business that had been buying a critical plastic component
from a supplier for years. “It had been paying 45 cents for the part,” says
the banker. “Now it’s getting the part from Eastern Europe for four cents.
Think of the pressure that puts on companies.”

Indeed, our survey indicates that the quest to find more efficient ways of 
producing and delivering products is quite strong. When asked to rate the
importance of Keeping up with other and new technologies, 16 percent 
of U.S. mid-market CEOs report that is their greatest concern, and another 
37 percent view it as “among my chief concerns.” These numbers increase
among the 44 percent of CEOs who view Customer loyalty/retention as “of
greatest concern”: 24 percent give Keeping up with other new technologies the
same weight and another 41 percent view it as “among my chief concerns.”

In addition to more choices, another reason for declining customer loyalty
is increasingly tenuous ties. “In our industry, there’s been enormous consol-
idation,” says the regional bank CEO. “Customers and their preferred
bankers get ripped apart. The $64,000 question we get asked is ‘How can 
I be sure the person I want to work with will be around in the future?’”

The bank deals with such concerns quite candidly: “We tell customers we
can’t ensure that the person they build a relationship with will be around
forever,” says the regional bank CEO. “They should diversify their suppli-
ers—including banks!”

Survey results echo this concern with industry consolidation: Among U.S.
mid-market CEOs of financial companies who report that Customer loyalty/
retention is their greatest concern, two-thirds also report that industry con-
solidation is a major issue, rating it either “of greatest concern” (11 percent)
or “among my chief concerns” (56 percent).

The regional bank CEO believes there is a “new definition” of customer
loyalty. “It no longer means they [customers] work with you exclusively. 
It means they’ll talk to you. Your relationship gets you in the game.” For
his business, the bank CEO is trying to develop “less price-sensitive cus-
tomer relationships” and is seeing some success. “We’ve been lending
money to apartment house developers for years—we’re one of the largest
lenders to that market in the United States. Now we’re asking for their
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CEOs of financial services  
and other sevices companies 
are more likely to view  
Customer loyalty/retention  
as “of greatest concern” than  
are those of manufacturing  
companies

27%***

56%**

55%*

* Difference between manufacturing sector and other  
   services sector is significant at 95 percent level.

Manufacturing N=18 67

Financial services N=  9 16

Other services N=49 89

Total

** Difference between manufacturing sector and financial 
     services sector is significant at 95 percent level.



deposit business and getting some of that.” The bank is also expanding 
geographically to take advantage of customers’ increasing willingness to
switch banks if a new bank offers something better.

The bank CEO warns there are no magic answers to the problem of cus-
tomer retention: “Even with long-term customers, you still have to be the
cheapest, fastest, best. The standards of performance now are so high.” As
for technology features providing a competitive differentiation in his busi-
ness, he scoffs: “It’s a given.” What does it take to excel with customers?
“Consistency, plus the extra effort.”

David Roberts of Graco is pleased with his firm’s success at maintaining
customer relationships. “We’ve done a good job here,” he says. He attributes
Graco’s success in this area to technological leadership in its field. “As long
as we stay there [leading the industry], we think we can continue to keep our
customers. Most of our competitors follow us.” Roberts plans to keep Graco
ahead by spending four percent of revenue on product development.

Two interviewed CEOs had thoughtful, multifaceted strategies for customer
retention—an indication of the importance they place on the issue.

“The diagnostic healthcare industry is mature,” says E-Z-EM’s Lombardo.
“Probably like most mature industries, our customers ask, ‘What did you do
for me yesterday? What are you going to do tomorrow?’”

E-Z-EM’s approach to retention is to “capture a procedure.” For example, if
research facilities are engaged in swallowing studies, E-Z-EM works to get
its device adopted. “Once your device is adopted, it makes you hard to dis-
place.”

To achieve this, Lombardo emphasizes the broader aspects of the customer
relationship. “You’ve got to look beyond product cost. And if you depend
on brand loyalty, you’ll be a deer in the headlights. Customers are far more
sophisticated; they have more information, more options—which drives
them to products with the best lifecycle cost for them. So we focus on the
lifecycle view of our relationship with the customer.

“Even with long-term customers, you still have to 
be the cheapest, fastest, best. The standards of
performance now are so high.”

Regional bank CEO

One-fifth of CEOs in  
manufacturing companies  
view Industry Consolidation 
as “of greatest concern”

21%

13%

11%

Manufacturing N=14 66

Financial services N=  2 16

Other services N=10 88

Total
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“We spend a lot of time with customers working with their product needs.
We provide lots of clinical education, including CME training [for physi-
cians]. We provide personal support on-site. And we take very seriously 
our participation in major clinical societies.”

Based on his experience at E-Z-EM, Lombardo has this advice for 
companies that want to build and sustain lifecycle relationships:

• Make sure you have the right product at the right price 
for the right need.

• Operate as efficiently as possible from a logistics/distribution point
of view, and understand your customers’ logistics and distribution
needs as well.

• Take a key-account focus and look at the entire needs of such
customers.

• Maintain a frequency of calls. E-Z-EM pursues a “high touch” 
sales and customer relationship.

Littelfuse’s Howard Witt presents a picture of a firm that has evolved
opportunistically to maintain and grow customer relationships. As its name
indicates, ten years ago the firm sold fuses only. “Now we’re a ‘circuit pro-
tection’ provider,” says Witt. (Littelfuse then faced an obvious branding
issue, but decided to stick with its original name.)

As automobiles have evolved and grown more complex, with computers in
engines and electronic devices in passenger compartments, Littelfuse
evolved as well. “We want 90 percent of the circuit protection market for
automobiles,” says Witt. And as consumer electronics develop and evolve,
he is positioning his firm to serve these markets as well. “We want compa-
nies, such as plasma screen TV makers, coming to us and asking, ‘Can you
help us solve our [circuit protection] problem?’”

How did Littelfuse make the leap from fuses to circuit protection? It wasn’t a
sudden flash of inspiration. “It evolved over a period of three or four years,”
says Witt. “We knew that end-users were changing their needs to smaller and
smaller devices. So we changed our technology manufacturing, developing
new technologies such as thin film. Then we began to see, from our cus-
tomers, that these new technologies can serve other, new needs. Gradually,
we saw that our business was evolving from fuses to circuit protection.”
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Improving Speed, Flexibility, 
and Adaptability to Change
E-Z-EM’s board of directors hired Lombardo to improve its speed, flexibil-
ity and adaptability to changes in the market. He and the board agreed on a
strategic map that attacked three main areas:

• fixing the firm’s financial structure;

• improving manufacturing efficiency; and

• speeding up and improving introduction of new products.

“We went about this in three major steps,” says Lombardo. “First, we
aligned people’s views. Second, we got buy-in to the vision. Third, we built
a plan and communicated it well, using town hall meetings and other com-
munications. We worked on all three areas—the financial structure, manu-
facturing efficiency, and product development—concurrently.” At the same
time, Lombardo recognized that some projects had different time tables—
“downsizing a factory is easier, for example, than changing the classes of
stock”—and avoided letting slow progress in one area impede progress in
another.

A key to Lombardo’s success throughout the transition to a faster, more
adaptable organization is his management team. “They’ve adopted an
aggressive attitude toward change.” But Lombardo and his team have not
hesitated to use outside help for E-Z-EM’s transformation. “Just like prod-
uct development can’t be all organic, you have to be open to outside eyes
that aren’t burdened by your daily grind, who can see things from a differ-
ent angle. Then once they provide that perspective, we have to handle the
execution.

“We’ve used lots of outside help, including people in strategic planning as
well as banking,” Lombardo continues. “We’ve used strategy firms to help
with our product development and positioning, and bankers and investment
banking firms for board issues. We haven’t used outside help for manufac-
turing issues because those were pretty obvious.”

So far, CEO Howard Witt has not faced the need for radical change to
make Littelfuse faster, more flexible, and more adaptable to change. “At
our size [about 6,000 employees], we still have the personal touch with
employees and customers. That gives us speed. We’re at a nice size. At
$100 million in revenue, it’s harder to do capital expenditures, such as for
overseas facilities. As a public firm, we can get access to capital. But when
you reach $1 billion in revenue, you can begin to lose that personal touch
that keeps you abreast of what’s going on inside your company and outside
in the market.”

Two-fifths of CEOs of other services 
companies view Speed, flexibility,  
and adaptability to change as  
“of greatest concern”

30%

29%

40%

Manufacturing N=20 67

Financial services N=  5 17

Other services N=35 88

Total

One-half of the CEOs in less  
successful companies view  
Speed/flexibility/adaptability to  
change as “of greatest concern”

More successful  
companies  N=21 29%

Less successful  
companies  N=15 53%

Of greatest concern 29% 53%

Among my chief concerns 43 47

Important, but not a priority 29   0

Not important   0   0

Not relevant to my business   0   0

 More Less
 successful  successful
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Expanding and Growing Manufacturing 
in Asia: Benefits and Drawbacks
For Graco CEO David Roberts, improving his manufacturing firm’s speed,
flexibility and adaptability to change includes moving into Asia. Indeed,
among surveyed manufacturing firms, Seizing opportunities for expansion/
growth in emerging markets—in Asia was the second most frequently cited
challenge “of greatest concern.” And among those U.S. mid-market CEOs
of manufacturing companies who view Speed, flexibility and adaptability to
change as “of greatest concern,” 55 percent give Seizing opportunities for
expansion/growth in emerging markets—in Asia the same weight and
another 20 percent rate it as “among my chief concerns.”

“Our customer base is moving into Asia,” says Roberts. One of the biggest
markets for Graco and its distributors—painting systems and products for
automobiles—is undergoing significant transformation. “Right now, the
Chinese are buying about four million cars a year. By 2020, they’ll be 
buying 16 million—the same as the United States. We want to be the 
highest quality, most responsive supplier to auto factories in China. That
means we need locations close to these customers, so we’re building a 
plant in China.”

Graco’s move is not an effort to chase low labor costs. “We’re improving
productivity in our existing factories rapidly. Our focus in expanding opera-
tions in Asia is to get closer and become more responsive to customers.”

Roberts estimates that 10 years ago, 70 percent of Graco’s sales was in the
Americas and the rest split between Europe and Asia. Today, sales are split
65 percent to the Americas, about 20 percent to Europe, and 15 percent to
Asia. He expects absolute sales in the Americas and Europe to remain fairly
constant in the decade ahead, which means all growth will come from Asia.

How is Graco moving to expand its Asian presence? “We’ve already moved
sales, marketing, services, and logistics operations into Shanghai, Seoul,
Yokohama, and Melbourne. We have a warehouse in China and are now
building our first factory there.” To run Graco’s Asian operations, Roberts
has dispatched a regional vice president to oversee them. “But we use local
nationals to manage them.”

Surprisingly, Roberts has not found Graco’s expansion into China to be par-
ticularly difficult. “It was not very difficult at all,” he says. “The Chinese
have well developed industrial parks. Plus, we were pleasantly surprised to
find highly qualified people there: aggressive, hungry, wanting to move up
to middle class status.”
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The exciting opportunities presented by a booming Asian market come 
with a downside: rising costs and steel shortages. “Asia has become a big
consumer of steel,” says Roberts, “and that affects us because we use a lot
of stainless steel—in our pumps, for example.” Roberts reckons that the
price of steel Graco purchases is up 40 to 50 percent, in some cases. “For
some steel, we’re on allocations.”

Roberts and his team are looking for alternate sources for steel outside the
United States. “We’re finding other providers in countries such as India and
China. And we’re finding that the steel they’re producing is not lower quality.”

With Innovation Comes Great Risk
Littelfuse’s Howard Witt sums up the issue of Cost/ability to innovate for
his firm: “Companies our size can’t afford to do basic research. Yet we
need it.” Littelfuse spends three percent of revenues on research and devel-
opment (R&D), “but most of that goes to ‘D,’” says Witt.

As a result, Littelfuse looks outside to universities and national laboratories,
as well as larger technology firms for research it can use in new product
development. But public sources of research funds are dwindling—a problem
in technology that may reflect a disturbing general trend in the American
economy toward devaluing R&D.

Littelfuse’s industry (electronics) is a powerful engine of economic growth.
The President’s Council of Advisors on Science and Technology estimates
that it accounts for 10 percent of GDP but spurs 30 percent of U.S. eco-
nomic growth—making the industry a prime candidate for R&D spending.5

Yet that does not seem to be happening.

At the federal level, investment in the physical sciences, math, and engi-
neering fell by more than one-third from 1970 to 2003, according to the
Alliance for Science & Technology Research in America (ASTRA). The
National Science Foundation (NSF), which funds 40 percent of all univer-
sity research in engineering, reports a bleak outlook going forward.
Vasundara Veradan, director for electrical and communications systems at
NSF, estimates that only half of research proposals that are worth funding
actually receive it.6

5 Bill Roberts, “The End of Innovation,” Electronic Business, October 1, 2004.

6 Ibid.

One-fourth of CEOs of more  
successful companies and  
one-third of less successful  
companies view Cost/ability to  
innovate as “of greatest concern”

More successful  
companies  N=20 25%

Less successful  
companies  N=16 38%

Of greatest concern 25% 38%

Among my chief concerns 35 50

Important, but not a priority 25   6

Not important 15   6

Not relevant to my business   0   0

 More Less
 successful successful
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Witt elaborates on the challenges a smaller firm like Littelfuse faces in pur-
suing innovation. “Large firms like IBM and Intel, with huge funding, have
many investment pies. They can afford hit-and-miss R&D. We have less
room for error. We have to be more clever in what we invest in.”

In addition, innovation requires discipline: “It’s easy to focus on and man-
age short-term investments like inventory and IT,” says Witt. “But R&D is
longer term. It requires a strategy—another area that we don’t have special
funding for like bigger firms do.”

With that said, there is an advantage to being smaller: “We can move much
more quickly than the giants. We try to exploit that,” Witt says.

Witt frames the strategic challenge for innovation at Littelfuse in this way:
“You have to make sure you take care of your core business; we still pro-
duce the same glass-enclosed wire fuse that started the company 80 years
ago and it still makes money for us. At the same time, you have to be ready
to circumvent or obsolete your old products when the time is right. And
you have to set milestones when you invest funds to do so to make sure the
investment is working.”

The innovation process at Littelfuse starts with leaders at the top. “Each 
of our three strategic business unit (SBU) presidents spends a great deal 
of time understanding technology that’s coming. The guy who heads up our
automobile SBU, for example, keeps up with car designs and how they’re
changing. He goes to a lot of shows and conferences. He recently got back
from Convergence [the automotive electronics conference] to learn about
the new software and devices for cars that the industry foresees.”

A portion of the regular monthly staff meetings is devoted to the state of
Littelfuse’s business, which includes discussion of new technology and new
business opportunities. “Each SBU has a small technology team,” continues
Witt, “who discuss and review these new opportunities, based on the teams’
input. They’ll put together a small program budget to pursue the more
promising ones.”
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“Large firms . . . have many investment pies. 
They can afford hit-and-miss R&D. We have 
less room for error. We have to be more clever 
in what we invest in.”

HOWARD B. WITT
Former Chairman, President, and CEO

Littelfuse, Inc.



One of the most important aspects of the process is its informality. “A lot
gets done by people talking in the hall—our [relatively small] size and abil-
ity to still do that is a strength. And it’s easy to form teams across functions
and even across businesses. We have car people talking to and sharing ideas
with cell phone people, for example.”

As for how to make smarter decisions than the big players, Witt has some
ideas but with a caveat: “We don’t pretend to have the secret here. This is
still a challenge for us.” His suggestions include:

Keep communications very open “It’s critical to innovation here to have
people who can talk to anyone, who can form cross-functional and cross-
business teams.”

Instill customer sensitivity “We’re doing a better job of getting our people
in front of customers so that the ideas they come up with are based in the
real world and not blue sky. But keep in mind that you can’t chase every
project your customer proposes—you can’t be the R&D department for
customers.”

Discipline the flow of ideas “We have lots of new ideas coming in. It’s
important to have plenty of discussion on which ones to pursue.”

Know when to stop “Knowing when to stop pursuing an idea is an impor-
tant discipline, too. You have to recognize when an idea isn’t working out,
no matter how promising it might have looked originally.”

Witt provides an example of how this approach works in practice. Littelfuse
has made fuses since its founding in 1927, starting with the rather large and
bulky glass-enclosed models. As handheld devices have grown in popular-
ity, the company has evolved into making very small surface-mounted fuses
using non-conductive material and photographically created wires.

A recent challenge for us has been to solve the static electricity

problem: Someone walking across a carpet, for example,

generates a spark that creates an overload in the device they’re

holding. We wondered if we could make something that would

protect the device’s circuits without having to be replaced each

time. Our technology teams devised a solution that involved 

putting a gap in the wire and dropping in a little bit of polymer

‘goop’ that now diverts sparks without breaking the wire. The

result is a new product line for us, ESD [Electro Static Discharge]

devices, that is gaining increasing acceptance. This is the result

of seeing the problem and working with our customers over a

good period of time to develop a solution.
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Source: Kathryn L. Troy, Making Innovation Work: From Strategy to Practice, The Conference Board,

R-1348-04-RR, 2004. The report presents findings from a detailed survey of 100 companies plus

interviews with a dozen firms during the winter and spring of 2002–2003, along with an extensive

review of recent business literature on innovation.

Broaden the Pool

The Conference Board’s Making Innovation Work: From Strategy to Practice reports

that companies are encouraging a wider array of employees to collect information

from customers that can lead to innovation. They are also soliciting ideas for innova-

tion within the organization from the broad employee population. The majority of

respondents to that survey agreed that “more people will become involved in innova-

tion” at their firms, or that they need to change the culture to “make innovation

everyone’s job.”

And companies are increasingly implementing organizational processes to make this

happen. Sixty percent of respondents to that report’s survey had a formal process for

gathering ideas from employees; many said they saw growth in the number of ideas

submitted and implemented, as well as the financial payoffs for implementation.

Cultural Elements

Surveyed human resource executives at successful companies said that their firms

have certain key cultural elements in place to stimulate profitable innovation:

• Leaders visibly promote new ideas from everywhere in the organization.

• Risk-taking and entrepreneurial behavior are encouraged.

• Growth through innovation is as important as cost reduction.

• Failure is tolerated: Ask the question, “What did we learn?”

Organizational tools for reinforcing innovation goals, in turn, reinforce these 

elements. Tools include “connecting goals to the performance management process

and celebrating success with special awards/recognition.” Compensation is tied 

to performance not only for members of R&D units, but also “to senior corporate

executives in half of the firms [responding to the survey].” Also, in about 40 percent

of the firms participating in that survey, compensation for heads of business units

was also tied to innovation.

Common Traits among Successful Firms

After comparing responses from firms reporting the highest level of success in 

aligning their company around innovation, companies reporting the highest levels 

of success also shared several common traits, including:

• Having strong leaders for their innovation effort.

• Linking innovation to the performance management process.

• Maintaining a high percentage of truly “new” projects in their innovation portfolio.

• Working with outside partners.

• Using a broad array of measures to achieve organizational alignment.

What Research Reveals about Innovation



Stimulating Innovation, Creativity, 
and Enabling Entrepreneurship
For years, management writers have urged executives to value and stimu-
late the creativity and entrepreneurship of employees. The mid-market
respondents in this year’s CEO Challenge Survey agree: It was the fifth
most frequently cited challenge overall.

Within Graco’s organization, management has systems in place to focus
managers and factory workers on productivity improvements. “Our work-
force is very willing to take on new technology,” says CEO Roberts. Graco
motivates employees to be cost and bottom-line conscious through broad
ownership initiatives. “The majority of employees at Graco are sharehold-
ers,” says Roberts. “Our hourly workers have stock options, and about 
70 percent of our employees participate in stock purchase plans.”

Littelfuse’s Witt uses organizational methods to help stimulate employee
creativity and innovation. “As we’ve grown from a $250 million company
to $500 million, we’ve switched from a centralized organization to one
that’s organized around business units.” The business units were formed
naturally from Littelfuse’s major lines of business: electronics, and automo-
tive and electrical equipment. “A business unit structure allows us to create
better employee incentives by basing them on business unit P&Ls,” says
Witt. “It gives employees a greater sense of ownership.” Like Graco,
Littelfuse uses stock-based incentives. “We spread options around to about
150 of our employees, including those who are located in different regions
around the world.”

Mixed Feelings about Sarbanes-Oxley Compliance
For the publicly held firms in our survey, Sarbanes-Oxley compliance was
the third most frequently cited top concern. Our interviewees responded as
you might expect:

• acceptance that they have to deal with legal requirements;

• a mixture of impatience for expensive and time-consuming legal
requirements caused by “a few bad apples”; and, in one case,

• some remarkable enthusiasm for the law.

Graco’s Roberts is blunt. “We’re spending a lot of money on this: Our audit
fees will go up 50 percent to validate financials that we know are accurate.
And we’re spending less than other firms. It is difficult to find the share-
holder value in the new regulations.” Asked if he found anything positive
about the law, Roberts said that it will uncover “a few companies running
on the edge. But the vast majority are like us—they’re ethical, and they 
follow the rules.”
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“We’re dealing with Sarbanes-Oxley because we have to,” says Littelfuse’s
Witt. “And we’re trying to get value out of it. There are some disciplines 
in the legislation that may be worthwhile.” Witt mentions three areas in
particular that have a salutary effect on his business: “The likelihood of 
surprise is reduced when you’re following Sarbanes-Oxley. So is the likeli-
hood of fraud or misapplication of funds. And you’re less likely to forget
that a contract is due.”

E-Z-EM’s Lombardo observes that “a few rotten apples such as Enron have
placed a burden on the rest of us, that’s true.” But he is philosophical: “We
don’t spend a lot of time with ‘woe is me.’ We don’t complain; we just do
it. Yes, it costs extra money to make sure we have the proper committees
and governance rules, and we incur more board overhead due to their more
active role. But you’ve got to do it.”

The upside to governance legislation

When asked whether he sees any positives in the legislation, Lombardo
responds enthusiastically. “Yes! It increased board involvement and com-
munications.” He recalls his first board meeting four years ago, prior to
passage of the law. The meeting was led by a well-known consultant and
during one exercise, one of the board members wrote on a white board,
“Are you here for anything more than the doughnuts?” Recalls Lombardo,
“That was somewhat amusing, but it made a real point. Very little was
asked of the board. They were a ‘rubber stamp’ for whoever was the major
influence peddler.”
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“We don’t spend a lot of time with ‘woe is me.’ 
We don’t complain; we just do it. Yes, it costs 
extra money to make sure we have the proper
committees and governance rules, and we incur
more board overhead due to their more active role.
But you’ve got to do it.”

ANTHONY A. LOMBARDO
President and CEO

E-Z-EM, Inc.



That dynamic has changed at E-Z-EM. “Today, directors take a much more
active concern given their level of responsibility and their legal liability asso-
ciated with Sarbanes-Oxley,” says Lombardo. “That’s been a positive for our
company, even down to how the board is compensated and how compensa-
tion for executives is viewed in terms of stock options or other vehicles.”

Final Thoughts
Our interviewees—all CEOs of successful mid-market firms—generally
took an upbeat view of the challenges they face, whether from increasingly
fierce global competition, Sarbanes-Oxley, or the rising prices for steel.
Frequently, they sought to find the opportunity in each challenge, such as
using Sarbanes-Oxley to spur better governance in their firms or countering
the rapid expansion of Asian companies into U.S. markets by opening new
markets in increasingly wealthy Asian countries.

At the same time, our successful CEOs seem to be a bit enamored of
growth by acquisition, which warrants a cautionary note: Sustaining growth
by mergers or acquisitions is notoriously difficult to achieve and may cause
firms to take their eyes off the “ball” of organic growth.7 Of course, organic
growth also has become increasingly difficult for many firms to sustain, as
the regional bank president articulated so clearly. The best path may be to
pursue both approaches, keeping in mind that acquisitions are rarely as easy
as they look. Organic growth that depends on cultivating the creativity and
entrepreneurism of employees must never be abandoned no matter how 
difficult it seems.

7 See, for example, Jeffrey Pfeffer “Curbing the Urge to Merge,” Business 2.0, July 2003; and John A.

McCreight, “Investors and the problem with acquisitions,” Pensions & Investments, February 17,

1997.

the conference board mid-market ceo challenge 29



30 the conference board mid-market ceo challenge

A
pp

en
di

x

C
om

pa
ri

ng
 t

he
 T

op
 1

0 
M

id
-M

ar
ke

t 
C

ha
lle

ng
es

 o
f

20
04

by
 r

an
k

in
du

st
ry

pu
bl

ic
ly

tr
ad

ed
re

tu
rn

 o
n 

as
se

ts
*

O
ve

ra
ll 

Fi
na

nc
ia

l 
O

th
er

M
or

e 
Le

ss
 

C
ha

lle
ng

es
“o

fg
re

at
es

tc
on

ce
rn

”
ra

nk
in

g
M

an
uf

ac
tu

rin
g

se
rv

ic
es

se
rv

ic
es

Ye
s

N
o

su
cc

es
sf

ul
su

cc
es

sf
ul

S
u

s
ta

in
e

d
 a

n
d

 s
te

a
d

y
 t

o
p

-l
in

e
 g

ro
w

th
1

1
2

1
1

1
1

1

C
u

s
to

m
e

r
lo

y
a

lt
y
/

re
te

n
ti

o
n

2
5

1
2

2
2

3
4

S
p

e
e

d
,
fl

e
x
ib

il
it

y,
a

d
a

p
ta

b
il
it

y
 t

o
 c

h
a

n
g
e

3
3

1
0

3
4

3
4

2

C
o

s
t/

a
b

il
it

y
 t

o
 i

n
n

o
v
a

te
4

8
4

5
6

6
3

S
ti

m
u

la
ti

n
g

 i
n

n
o

v
a

ti
o

n
/

c
re

a
ti

v
it

y
/

e
n

a
b

li
n

g
 e

n
tr

e
p

re
n

e
u

rs
h

ip
5

8
5

1
0

5
1

0

E
m

p
lo

y
e

e
 l

o
y
a

lt
y
/

c
o

m
m

it
m

e
n

t/
jo

b
 s

a
ti

s
fa

c
ti

o
n

6
4

6
4

C
o

m
m

e
rc

ia
li
za

ti
o

n
 o

f
n

e
w

 p
ro

d
u

c
ts

7
6

1
0

6
9

5
8

S
u

c
c
e

s
s
io

n
 p

la
n

n
in

g
8

7
8

R
e

a
li
zi

n
g

 g
a

in
s
 f

ro
m

 m
e

rg
e

rs
/

a
c
q

u
is

it
io

n
s
/

a
ll
ia

n
c
e

s
9

3
7

9
5

A
v
a

il
a

b
il
it

y
 o

f
ta

le
n

te
d

 m
a

n
a

g
e

rs
/

e
x
e

c
u

ti
v
e

s
1

0
1

0
9

7

T
ig

h
t 

c
o

s
t 

c
o

n
tr

o
l

6

A
li
g

n
in

g
 I

T
w

it
h

 b
u

s
in

e
s
s
 g

o
a

ls
6

8

R
e

g
u

la
to

ry
 c

o
m

p
li
a

n
c
e

5

S
a

rb
a

n
e

s
-O

x
le

y
 c

o
m

p
li
a

n
c
e

9
3

2

Tr
a

n
s
fe

rr
in

g
 k

n
o

w
le

d
g
e

/
id

e
a

s
/

p
ra

c
ti

c
e

s
 w

it
h

in
 t

h
e

 c
o

m
p

a
n

y
8

M
a

k
in

g
 i

n
v
e

s
tm

e
n

t/
c
a

p
it

a
l 

a
ll
o

c
a

ti
o

n
 d

e
c
is

io
n

s
7

7

E
n

h
a

n
c
in

g
 c

o
rp

o
ra

te
-w

id
e

 t
e

c
h

n
o

lo
g

y
/

IT
p

ro
c
e

s
s
e

s
9

S
e

iz
in

g
 o

p
p

o
rt

u
n

it
ie

s
 f

o
r

e
x
p

a
n

s
io

n
/

g
ro

w
th

 i
n

 

e
m

e
rg

in
g

 m
a

rk
e

ts
 -

-
in

 A
s
ia

2
8

7

L
a

c
k

o
f

p
ri

c
in

g
 p

o
w

e
r

4
1

0

In
d

u
s
tr

y
 c

o
n

s
o

li
d

a
ti

o
n

7

S
p

e
e

d
 o

f
m

a
rk

e
t

9
9

S
h

o
rt

-t
e

rm
 p

e
rf

o
rm

a
n

c
e

 p
re

s
s
u

re
1

0

*
 “

S
u

c
c
e

s
s
”

w
a

s
 d

e
fi

n
e

d
 i

n
 r

e
la

ti
o

n
 t

o
 t

h
e

 a
v
e

ra
g
e

 r
e

tu
rn

 o
n

 a
s
s
e

ts
 (

R
O

A
) 

o
v
e

r
th

e
 2

0
0

0
-2

0
0

3
 p

e
ri

o
d

 f
o

r
th

e
 3

8
 U

.S
. 

m
id

-m
a

rk
e

t 
c
o

m
p

a
n

ie
s
 (

2
2

p
e

rc
e

n
t)

 f
o

r
w

h
ic

h
 d

a
ta

 w
e

re
 a

v
a

il
a

b
le

. 

“M
o

re
 s

u
c
c
e

s
s
fu

l”
c
o

m
p

a
n

ie
s
 a

re
 t

h
o

s
e

 w
it

h
 a

n
 a

v
e

ra
g
e

 R
O

A
 a

b
o

v
e

 t
h

e
 m

e
d

ia
n

; 
“l

e
s
s
 s

u
c
c
e

s
s
fu

l”
c
o

m
p

a
n

ie
s
 h

a
v
e

 a
n

 a
v
e

ra
g
e

 R
O

A
 b

e
lo

w
 t

h
e

 m
e

d
ia

n
. 

R
e

s
p

o
n

d
in

g
 m

id
-m

a
rk

e
t 

c
o

m
p

a
n

ie
s
 

w
e

re
 c

ro
s
s
-l

is
te

d
 w

it
h

 t
h

e
 S

&
P

C
o

m
p

u
s
ta

t 
R

e
s
e

a
rc

h
 I

n
s
ig

h
t 

d
a

ta
b

a
s
e

,
a

n
d

 a
ll
 3

8
 U

.S
. 

m
id

-m
a

rk
e

t 
c
o

m
p

a
n

ie
s
 t

h
a

t 
c
o

u
ld

 b
e

 r
a

te
d

 i
n

 t
h

is
 m

a
n

n
e

r
a

re
 p

u
b

li
c
ly

 t
ra

d
e

d
.



Related Conference Board Publications

The CEO Challenge 2004: Perspectives and Analysis
Research Report 1352, 2004

The CEO Challenge 2004: Top 10 Challenges
Executive Summary 1352, 2004

China’s Experience with Productivity and Jobs: 
Benefits and Costs of Change
Research Report 1352, 2004

Making Innovation Work: From Strategy to Practice
Research Report and Executive Summary 1348, 2004

Shared Services and CRM
Research Report E0005, 2004

The Conference Board Commission on Public Trust
and Private Enterprise: Findings and Recommendations
Special Report and Executive Summary, 2003

The Conference Board, Inc.

845 Third Avenue

New York, NY 10022

United States

Tel  212 759 0900

Fax 212 980 7014

www.conference-board.org

The Conference Board Europe

Chaussée de La Hulpe 130, box 11

B-1000 Brussels

Belgium

Tel  32 2 675 54 05

Fax 32 2 675 03 95

www.conference-board.org/europe.htm

The Conference Board Asia-Pacific

2502C Admiralty Centre, Tower 1

18 Harcourt Road

Hong Kong SAR

Tel  852 2804 1000

Fax 852 2869 1403

The Conference Board of Canada

255 Smyth Road

Ottawa, ON K1H 8M7

Canada

Tel  613 526 3280

Fax 613 526 4857

www.conferenceboard.ca

© 2005 by The Conference Board, Inc. 

All rights reserved. Printed in the U.S.A. 

ISBN No. 0-8237-0843-8

The Conference Board and the torch logo are 

registered trademarks of The Conference Board, Inc.

This document is printed on recycled paper.

Linda Barrington research director

Hank Silvert statistician

Chuck Mitchell publishing director

Marta Rodin editor

Peter Drubin design

Pam Seenaraine production




