
(1) John Deere four tenets

The how is based upon four basic tenets of doing business that are applied in every 
division at every level in all decision making: quality, innovation, integrity, and 
commitment-values that company founder John Deere lived by and instilled into the 
company from the day in 1837 that the 33-year-old first started selling his steel, self-
scouring plow to solve a customer need for better equipment. The founder is well known 
for his famous quote - I will not put my name on a product that does not have in it the 
best that is in me and "Damn the odds," Deere responded. "They don't have to buy what 
we make. We have to continually improve our trade or we're going to lose it."

(2) The power is in the dealer network

The key, as it turns out, is Deere’s vast dealer network, which is much more extensive in 
North America than those of competitors. Dealers can quickly source parts and 
complete repairs on Deere equipment, which minimizes downtime during critical 
planting and harvesting seasons. The ability to get broken equipment up and running in 
short order is critical given that Deere’s customers are extremely time-sensitive—a 
farmer might use a $300,000 combine for only a few weeks out of the year, but the 
machine absolutely, positively has to be running smoothly during those few weeks. 
Because replicating this dealer network would be possible for a competitor, and farmers 
might switch brands if Deere’s quality slipped substantially, it’s hard to say that Deere 
has a wide economic moat. But it would take years for a competitor to be able to do this, 
and it’s not certain that a competitor actually will. So, I’d say Deere has a narrow but 
solid economic moat, and we can have some confidence that the company will continue 
to generate solid returns on capital for some time into the future. - The little book that 
builds wealth

John Deere let customers know that its commitment extended far beyond the equipment 
sales transaction. This means that any problems with products will not be ignored and 
that products will be ably and capably serviced and repaired throughout life cycles. It's a 
difference maker for John Deere, particularly in its Agricultural Equipment division. 
Farmers have limited times when the seasons are right for planting and harvesting. If a 
tractor or combine needs service, they don't have time to wait in the heat of the moment 
while it sits idle, waiting for repair. Downtime is costly and stressful, making John 
Deere's core value of commitment as important as its core value of quality. How the 
company shows its commitment to customers on an ongoing basis is through its 
independent dealer network, numbering almost 1,600 agricultural equipment locations 
throughout North America.

There is a John Deere dealer nearby who provides full service on the product. It is how 
the company extends its promise beyond the factory, while for the customer, it is the 
ultimate assurance of quality, knowing that problems can always be solved without 
having to take drastic measures to transport or ship products to faraway locations for 
service and repair.

A longtime strength of John Deere has been its independently-owned owned dealer 



base, since the privately owned businesses have been the sales and service agent and 
community friend to loyal customers for generations. John Deere relies on its dealers to 
be the community-by-community face of the company, displaying, selling, and servicing 
its products, and the dealers rely on the company to provide quality products and 
territorial advantages.

Blending of dealer network and The Home Depot: "The Home Depot is not in the 
service business. They are in the mass merchandise business. John Deere dealers are 
in the service business and are noted for providing ing world-class service. This 
program is a model that created a competitive advantage for us. It occurred because we 
listened to what the customer wanted."

(3) Trouble is not new to the company

As the Depression hardened from 1930 to 1933, the financial situation for many John 
Deere employees and customers worsened. Company sales plunged from $64 million in 
1930 to just $8.7 million in 1933, forcing massive layoffs, pay and pension cuts, and an 
end to paid vacations and shortened hours for remaining employees. In all, 70 percent 
of the workforce was laid off over a three-year span, but John Deere responded by 
continuing group health insurance for those out of a job and lowering rent in company 
housing… Deere had two choices: Collect through repossession or lend a 
compassionate hand by carrying the debts with hopes of collecting later when farm 
conditions improved. They chose the latter, carrying debtor farmers through the period 
with no penalties. Many John Deere customers are still loyal to the company because 
their families were able to keep their land and farms during the Depression because of 
the company.

In 1980, for instance, one year after U.S. agricultural equipment sales were at an all-
time high, President Jimmy Carter imposed an embargo on grain sales to the Soviet 
Union, reducing demand and sending prices on a downward spiral. Farmers could no 
longer pay for equipment purchased during the expansion, and prices for farm land and 
commodities dropped considerably. Farm equipment manufacturers suffered greatly. 
John Deere lost $229 million in 1986-its first loss in 53 years-and another $190 million in 
1987. A native of Moline and a former boxer, Hanson's fighting spirit and leadership 
helped the company emerge from the recession in better shape than its competitors did. 
John Deere continued investing in product and actually increased sales by more than 
$2.5 billion during Hanson's tenure… Times were difficult in farming. Prime interest 
rates in the 1980s were "running wild." Farmers were losing operations as land used as 
collateral could no longer be afforded. To try to keep dealerships open, John Deere 
made huge concessions across the board, forgiving interest and allowing dealers to pay 
for equipment only when it was sold to a customer.

The U.S. agriculture business began another downturn in 1999, John Deere stock 
collapsed along with those of other equipment manufacturers while the rest of the stock 
market continued a frenzied upward run. The situation in heavy equipment got worse 
when the economic bubble began losing air in 2000, resulting in flat sales, production 
cutbacks, and reductions in working capital.



(4) Agriculture business is unique

“The agricultural business itself is so unique," Orr said. "It is one that the general 
population itself does not understand. It can also take years of experience to 
understand Deere's customer and dealer base and the commitment the company has 
made to people over the years. There is a better chance of success in picking someone 
who has this frame of reference as opposed to bringing in someone who's been 
successful in another business. You can't assume they'll thrive in this unique business.

Former John Deere chairman and CEO Hans Becherer said global experiences taught 
him that most industries differ from country to country. Farming, however, is generally 
the same, whether it is in China, Sweden, Kenya, Canada, or the United States. People 
who work the soil anywhere share many values, and most have an affinity for John 
Deere because it stands for quality and longevity of doing business the right way.

(5) A fifth generation employee

This is also the case for Vicki Graves, senior vice president and legal counsel for John 
Deere Health Care. The 20-year year John Deere employee's great-great-grandfather 
worked in John Deere's "wood department" in the days when wood was a major 
component for its plows and implements. Her great-grandfather painted tractors at John 
Deere for 50 years. Her grandmother worked as a John Deere secretary for a few years 
in the 1920s, and her father retired from John Deere as a parts information manager 
after almost 40 years on the job. As a fifth generation employee, Graves appreciates 
that her family, like so many others, has been able to benefit from working at a company 
that would never expect an employee to compromise values.

(6) Brands

At the customer level, one way John Deere conveys its commitment to quality in its 
higher-end products is through a program that allows buyers to see their actual 
purchase on the assembly line and meet some of the workers who assembled it. With 
Gold Key, buyers of John Deere combines and large tractors may receive an invitation 
to visit manufacturing facilities ties in either East Moline, Illinois, or Waterloo, Iowa. As 
well, construction equipment customers are invited to experience similar welcomes at 
factories that build their equipment.

Company advertising showed "Sister" and "Bud" taking turns at the wheel, signifying the 
product's appeal beyond its utility advantages. The Model B would become John 
Deere's bestselling tractor for more than 15 years and many inside the company 
learned in the process that a little style and innovative functionality blended with 
reliability and utility go a long way with customers.

(7) Innovation

"The eighties were particularly tough," Lawson said. "We would go to product review 



meetings and the chairman and all the top executives were there to participate. We 
needed to cut costs, but engineering was always supported. And I don't remember a 
time when Deere delayed the next generation of product.

In 2003, for example, the John Deere Agricultural Equipment division invested 4 percent 
of its net sales in research and development, almost two times what its largest 
competitors spent. Additionally, competitors such as AGCO spread dollars across 
multiple brands, while John Deere supports just one with its dollars. This focus on 
innovation allows John Deere to be a leader, helping its customers find more 
productivity.

In 1837, this meant manufacturing a plow that kept sticky soil from clinging to its sides. 
In 1960, this meant building a tractor that combined more power, comfort, and style than 
farmers had seen before. In 2005, this means producing a combine that uses such 
advanced technology as global satellite positioning to guide the equipment on the most 
productive path, while enabling farmers to better control input costs and yields through 
its state-of-the-art systems.

John Lawson was with the company for 44 years and never remembers members a 
time anyone suggested cutting back on research and development spending, even in 
the toughest times.

John Deere has already produced an advanced concept, driverless tractor that 
traverses fields with pinpoint accuracy due to its precision Global Positioning System 
(GPS) technology. For the company that has thrived on having the right products at the 
right time, making it a consumer reality and creating another opportunity for growth may 
not be too many years into the future.

(8) Shareholder returns matter

Buying John Deere stock has through the years been more of a roller coaster ride, 
typical of all companies viewed on Wall Street as cyclical in nature. When the 
agriculture business boomed, so did John Deere stock, riding at the high end, worthy of 
the company's preeminent status in North America. When the agriculture business 
suffered, so did John Deere stock, taking the obligatory downswing as many investors 
wait for a cyclical bottom.

"If someone told you he or she made ten dollars today on an investment," Lane said, 
"you might think that was good ... a ten dollar profit. But the question to ask is if he or 
she made ten dollars' profit on a 100 dollar investment or if he or she made a ten dollar 
profit on a 1,000 dollar investment. One would be good, the other not so good."

"the basic necessity of business success is to operate in such a manner that after 
paying all costs and expenses there is left sufficient compensation in the form of a profit 
which is commensurate with the amount of capital used and the degree of risk run."

The line was originally established at 12 percent to be acceptable on what the company 



referred to as operating return on operating assets (OROA). But to be a great business, 
Lane eventually concluded that John Deere actually needed to strive for a 20 percent 
annual OROA- a level better than the company's best year in its history. Simply, 
operating return on operating assets (OROA) was the measure while shareholder value 
added (SVA) was the outcome-additional cash created from a more efficient operation 
using less assets.

(9) On Growth

The driving factor of food consumption is wealth, since the amount of money people 
have directly correlates to how much they eat and what types of foods they eat. A 
wealthier populace, for instance, consumes far more pork than a poor populace. If it 
takes five pounds of grain to grow one pound of pork, the consumption of grain 
dramatically increases as emerging economies like Brazil and China grow. "People 
have to eat and they are going to eat more. We have to position ourselves where the 
growth is going to occur."


