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curement by the agencies of the military establishment. 
upon a series . . . . .  

• p o. c!p .es/ 

" pr6chrement an 
induS~ ~nd by forelgn..governmen.ts,'7 • " 

- It aeems tho.roug~iy~ ~p~rOPriate that we s!lould start this seriesof 
" lectnres byinviting to our platform a professor~ ~o, in his "academic 
studles~ in his work ~i~h Government on a consultant basis, and v~h 

d . ~ , ., . • in ustry.~s w,ell preparad ~o. ~na!Fze': f.or ms- these basic Rrinciples and 
to draw ~ 6erta.~n conClusions ~ as-to~ {he~es:t ways of 6arr.~fl~ out' the 
assigned Tunctions.ef ~recuremen%, " " 

A n~nber:.of'us *he will hear Pre~essor L~wis this morning ~ill feel 
that we are back in the halls of ~the Harvard Business School,,., It:is a 
rare opportuDSty ' that .we .have of being able to introduce "one of our 

thi~ morn- 
~,s ¢ ) f '  the 

. . . . .  . ~  . . . . . . . . . . . . . . . . . .  . , .  . . . .  • . . .  . Y~ ' - : "~"  ' 7 / 7 '  . . . . . . . .  ; . . . .  " ' - "  " 

We are. embarking 
asi c 

~by 

in the second p 
just said to us 
yo~..0nce~e'%e 
less chaugedyo 
e v e ~  w a s " S n , "  , . . . . . . . .  , , , : : - - ~  ~ . . . . .  

. . . i . ~  ' ~ . .  • " ' :  i ' ? ~ .  i . . " ~ ! ,  i ~ . ~ : ' ~ : ;  . r , U .  ~ '  ' i . . . .  

-So the. only ~safe thing tor'~o ~is ~ to "~ follow the ~n~ p~o~dure that 

1 .have 
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I have oeen asked to speak this morning on "Procuremenlt Policies"~f 
Government and [ndustr~ ~.' ~o.~onel ~c~enzie ~tDld me once that the real. 
way to ma]~e a hit • wouldhe .tO •~say;~i:"cblbnel; ~er~ is ' the / ianuscript," and 
then forget it and go ahead ~and: ~a~lk,,' I. c~n give you the manuscript, I 
oan"t 3ust t a l k  v~thou.t re~din~ some Of" %hls, A f te r  atl~ that  is  ~vhy I 
~rote..i.t,. I.ma¥ di.gr.es~ from:time t9 time. and say some. thi~n.gs not in the 
man.as ~pt,. hUt .~so ]~.ar hs.]~.~e Can~%~ip,t" is. '~6~'n cerne~~ th~W"is:: what :.you 

• -In speaking on th~ procurement pOl{:c{(-.~s~of the ~ G6ve'rnmen% and. indus%~y~ 
I~.shall,. as .I s~y,,, make some incidentil:co~m~nt'~<which may. or' may. n'oti 5c ~ 
tp."%hepoint. ..:.i .aLso W&~t ~%0 m~ke cle.ar_'ti~a~ I a~ dot conflling my Com&i 
ment~,,to ~ the militaD,, The asSignmeht"had ':%0 do v~th gOvernment agenfcie,S 
and governmental procurement, The o~d!y r4s%~.Ction ~hich'."I'shal~place " 
upon.that is that I shall confine my commen.ts primarily to the Federal 
Government, leavin~ state and.. !local units to?be'handlediBy a subsequent 
spe ake r,. ". . . . .~ ..... • 

I shall make sQme refercn6e' ~o the similarities and the differences ' 
between governmcnta! and industrial procurement this morning, but I: 
prefer to place the emphasis not on. th4s@ 'similar~t~@'S: and ~ifference-~: 
but rather on certain problems that are common, to both. Thereby each 
may profi.t by the cxpc.riencc 6f ths-ot~er. 

of course, in the list analysis, every industrial purchaser, like " 
e~'ery gQv~.rnmental procuremen~ officer~:is trying in his ov~ sphere ~ to 
do exactly the.same thing, That is'important. Each is trying to .... 
secure the needed goods of the desired quality, ai%he pr0per ~ilhe, /hd 
at.the"b~s~ pr{c~ fBr ~ich 'they ~ay" 6e eb%ain&d, .... ThiS" h~ommon bis{c '' 
pri~cLple must never ~e.lost sight of~ in spite of the "faC-t, that.from 
time.to time there is an attempt in som~ quarters to'us@"prpcurement 
primarily as :a too1 bywhich to attain othc~ anl q~ite foreign object 
tiv.es. -For example, in indust.r2- %l~er~3 appears ~o co a feeling that 
procurement may be used ix a form Pf sales promotion whereby,' in re~urn 
fern. orders., that are gi'ven, '.the good will of the prospeotiV~ customer ': 
is sought and that of old cust6mers retained~: " ' .... 

A similar 4ive~sioh from prochrcmcn~'s basic'~objective occurs when 
a f e~'C~al agency u scs'~itls buying power pri. mh~i.'ly to sirve so~e more or 
• less vagu~ soc~aI~SjeCtive or fop purely political reasons. '~" True', in 
certain instances, many of these other objectives constitute'~an" outright 
perverse ,and nn~ustifiable use Df procurement; o.thurs arc at least in the 
ealm of th'e d'eba~abl~a " ~ : " ' " " "' 

The e'ssenti~l soundnCss~ o.f pi:oc.ur.cm6'nz .di~e~ctives dcSi~ncd '~.o 'promote 
racial equaiity- o.r :&o. p~o~d~c ~ aid ~$ small, bu:Si~eSs 'is' i'[luStratiVe~."Of .... 

are'"such i %ha.t they m~ ~ppear, :%.o jU~t~ f~i6t~9•"~%h'~"tasi"~i.' 0b~(ict~ves ~ f  
procurem~ht, '~t still iodgh~ ~0 "be •%rue t!~at:the mo~{6s' spent should b'e 
well spent. There are no exceptionsto the ru~e that the m&nufactu~cr ~ 

I 



and the ~o emmnent should, be assured that the goods they do buy--~fnat- 
everthe: pur! the right quality and are 
bought at t5~ ppliers.,, and at the best 
(though not~ ta/nable. " " 

I should like to mention a second common .characteristic of both govern. 
mental and indu@.trial procurement, n.amely,, the increasing acceptance .of 
the.idea that procurement (or purchasing, if yOU prefer to call it by 
that.ha.me) ~s_one of thema30r functlons of business,.. although this 

most of i t  . . . . . . .  " . . . . . . . . . . . . . . . . . . . . .  . '~- ,s 
w i t h i n  : t h e .  p a s t  f ' ± f t e e n  y ,  e a r s ,  T h e  N a t i o n a l  ~ s s o c i a t i o n  o f  

Purchasing'Agents, which in 193~ had a membership, of 3,hO0, now.has 
roughly Ii,500 members. - " " " " . . . .  

I recall that as the membership o~' that association gr~w "duri,ng the 
days of the war,i there .was a feeling in many quarters that the increase . 
was. - due ' primari ly to the war--which it may we~l have been--but that after 
the war was~ over~ the membership probably would drop to .five~ ..six, or 
seven thousand persons, The fact that tiis has not happened and that 
membership in that very powerfulorganization has grown, steadily : an~: 
is Still gfO~.ng.-Is e~nce t£at S~ f ~:~ " " " " ' 

. , , . . . .  , ar as inaust l s conce e .... lea . . , .  . . . .  : . ,  . . , . . r y  . r ~  d at 
s ~ ,  s c u b a  p u r c h a s i n g  . ~ s  . c o n s i d e r e d  a s  o n e  o f  t h e  m a j o r  j o b s - - o n e  

whi~h--any executivecan 'wet1 afford, to take unto himself, Year by 
year, -the ~ndustgial .purohasi~ job iS being better done, and more and 
more the purchasing officer"iS being accepted as a member of the top~ 
manage m@nt team. " "  " 

I Suppose one of the-most notable things in indust~u has been the 
degree, to which the all,rest'or Of purchases--or whatever title, he may 
hold--is considered to. be re~liy a member of the group which determines ] 
comp%ny policies. There is an increasing feeling that .Sa, les policies, 
production ..... poli'ci'es and-i'dvolve'd.. . problems s to say nothing' " of finance s 
cannot, be settled incidentally and v,.~thout regard to the procurement 
prob!ems. Ob.vio~slV, the reverse is also true.,. 

Improvement. in governmental procurement has not been so gre.at~ but 
it 'has been notable, It was in 1933,..you v~ll recall~ that President 
oosevelt authorized th--~ centralization, o 9 ~'~ #~ .... , . . . . .  

or an excez~en~ stummarvof the liistorical .development[of. centralized 

~x~c uomr~ee~ under tne Caption "~overnment Purchasing on Economic 
._ ~~. ~ )~ 1.'me Second World War~ z.£ zt taugnt,men anything;# . 

did teach, the imperative necessity of getting what was needed~ ~,';here it 
was meeded~, and.when it was needed~ The Hoover Commission on Reorganizm- 
tion is having some very interesting and constructive things to say about 

3 
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federal procurement, military and other"mise.. Most of its finding@m it 
is true, are extremely critical of the pre, sent status of fede~al pu~has- 
ing policfe'~:~and"~r0cedireso' ki~CtHe?;'v~::fact:thkt it has been' mad@ 'is 
a contribution. "~Un~6rtun"ately, ~ I s6spec{-'I'ft%l,e Will come.of ~ts re¢om-. 
mendations, : . . . . . . .  , • , . " ' " . : x  ~ . . . . . . .  : . . . .  , , . : L .  ~ : ' . . .  ', " 

. . .  7 . . . . .  
• . . . o  , . . , . . ' • 

But i should like to...turn from these fundamental similarities of pur- 
pose ~nd recognition to a brief comment '6~'d j.US$ a few of the differences 
be twe en go:v@rhm~nta~ and. private" indus tri a!" :pgocurement: " 

I. Clcarl~ / the former. (governmental) is ~ m{~bh, more rigidly controlled 
by law and:.b~ :~egulation~ The nccessity for shc~ Control is obvious ..tO: 
e,,eryone, althpugh men may Ve~£we!l diffe~ ~S' Z0"the soundness of the 

"'~ ~ " e "  4 . - -~  particular ~bbm"which it.m~j.- take, But for Our ,..urpos, t ..... s morning~: 
we shall:simpIy~accept the law as a governing fact Without going into " 

the details of its opera-tiofl. '.The topic has ~.,een adeq'datel~,~ discussed 
elsewhere, and-General. Beannohi~as spoken on certain phases .0 f it before 
the Industrial Gollege~ '- 

Parenthetically, however, I may add that the Hoover Commission (to 
which I hay@ 'already re~crred)~ '~vHile ~ranting the need f,Or'proper and 
adequate control, goes on to ssy.X,a~maz@ of laws :arid regulation s ~ur- 
rounds the whole pr0C@ss-with ~dnecessary red tape./ 'The emphasis of 
the laws is n6t&0n promoting efficiency and econo~ ~ but upon .preventing 
fraud. Overr@gulation.'enco:ura~es routine .... o. buymn~, prevents "economy and 
the exercise:Of i-nitia-ti@e J'::"I:t*"points out, for instance, .th~at ~the 
paper work fo~:ha-~f of the three~million purchases by civilian ~" ~ .~='it~on Cl e S 

each year cOSts ~o~e than the materials themselves. A.b.out a million . 

stud a half of these orders are for ten dollars or less~-something :for 
which industry wd~/Id not stand for a moment. " " . i  , - . . : - ;  , .  ~ . : . - - : .  

.- ' . } . . . . .  -~ i 

I don't know how many of you m~r be fmniliar ~J_th a very interesting 
• ~ by the editor of. Purchasing mm~azine,-~r. article written dur~n~ the war 

Stuart Heinrit~z, in which this question was dfsc:{i~sed ~ndcr the caption 
of "Red Tape Must Go." I cen~mend th~t"grtiCl~to those of you w~omey 
be interestedifl it. I do so fi!ot only because ~r. Heinritz, in my .: ..... 
opinion, pu%.s h~is finger on so~.~e of the more important considerat~ions~i 
but because his attitude is esscntialiy...a-constrUcti~e one. He p l%c0s ~ 
the bl&mc for much of the @,riticism a!mOs~ ~s ~ much--pcr~~aps ! may sa~y 
more--upon the industrialist as he-'does upOh-the Goverfimenti • It Is:a 
most intcrcstin~ discussion. 

2. A second obvious di, s-tinctibn lies in the ~ fmct that thc Govern~ ~- 
ment does not bu~ mat~erials ~qich are/%6.~be;pr6:cessed, iffto goods to :be ..... 
sold ~t a profit,. This is a fund.m'a0ntai di£!ference: with Very far, reach- 
ing consequences.. The absence, of,~y proTit: motive should r~ake no 
difference~ :in theory v~[th eitherthe q@~lit~, .the ~moun{, or theprice L 

~ -  . . . . . .  ~..  . • ~ . - 

; .--T.~- A , ~  ,~,~ ~ . ~'~.~ ~ If~ .--~Z.~ ~T'_.'i~ ;~: ,~ 
~.._,_.,,it ~ ~ < ~ "  , ) )  ~ { / "  |~ X,  
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• ef ma,te~'i~al~ purchase~ ' Y e t , " : & n f : a c t ~  there c~n be little doubt :but 
wha~ I~ the li~ck'. Of n~cessity for 'sho~ng ~a profit jesults in a Specified 
quality that is often higher than needed for a j£ven Use~ ~ greater 

are most favoirable, -.- = - " 

The,'T,N.E.C. discuss±on (See especially Chapters II'T. and IX, Monograph 
19). ~ - " " i cies 1 ,a i c l  consfder- 
.able.- the. purchase so, as 

~,to-: ge at tim.es:when they 
we r e .- 
e r i e s  
m a n y  

~ndeed~ this proper 
try~. oper:ates in revers 

stress when deliv- 
g, her:, There a~e 
ntion to it, 

>ortant for indus. 
A simple in' "~. 

designated leVelo 

k.fri'end. of mine in the ,:flour millin;3 business hal'f fa~e.ti[0us<iy s~d - 
to me..:no~-longl aoo that in order~to b~y its grain mq'st.wisely, a c,0mpan~. 
should disregard crop statist~cs ]altogether and instead try to guess - 
v~en the Government-is..going"inZ,6 the Market,, The comply .should T then 
buy when the Government is out of the mar~el and stay out when the 
opposite is true. .-.... . , 

~-S'ome light is through on this Particular aspect of government prer 

pilim~ was an excellent, thin~ but %hat there was absolutely no chance 
of getting Congress to appropriate enough money to accumulate ..a sh~$k 
p i l e  o.f  a u - ~ o h i n g ~  H'ow : t i m e S  ; h a ~ e " % h a n g e d ~  . ' " " . , .i " " . . 

Stockpi.lin.g of .strate~c ma~~"r~als .in ,~e inte~.¢st of preparedness 
is a good idea-, yet i~: does: place th"0se res~onsible.for the p:bgram fn a 
m o s t  ~ n . e n v i a h ! e  p o s i t i o n , , ,  OH:  t h e  On%, h .and,  .1' %'d.th~ b o t h  mone~ :  j ~ d "  ! a u t h o ~ r i t y  
a , f ~ . ! a b t e , :  t o  b e  ,- s t = e r r  . tn~ Z&e" e'~v-ent { i f :  an  o u ~ b r e . / k  o f  t a r  : w o u l d  
su°~ec~ ~e a~inistrator_to the seve'r~t of crfti&ism, on the other 

5 
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ame, to achieve both of these ends ~'onld apnear next to i mpossiFle. The 
• MOi~itions' BOard:' is quite aware .of this dil~a~ .Let's gl.anc e .at.the 
,~ industrial i~Plications o . , 

. .  " oes  o oks ' . . . . .  ' ' P .. • " ~ .......... a pro~ra might cost 
-..~eaP],y ~three and a half billion dollars net, of-which ~ount,Oongress ~il! 
still have to supply over 60 percent~ Of Course, qu/%e'a~i@e[from the 
effect of all this on the. national budget and taxes is 5he que~tiofl of- 

. mh@~t.-thSs[ does to..the avail.able suppligs of m aterial .for. industr~.. The 
.Munitions .Board: claims .the impact" ~ifl be "relati ~,ely s$ight" (~hatevey 

...... ~'{reiatively"~*me'ans) , It Loes on to point out that'it is cognizant .of the 
.danger .to industry of trying to attain i.ts objectives at too. fast a pace. 
But as .~r., Gebrge A, Renard, Executive Secretary of tlqe N,ationa! Associ- 
ation of.:,Pi[rch~sing Agents, has Said, '"Buying scarce materi.als at .!th~ 
top of .Zh~ market for some future emergency .offers little oppor.tuni.ty 
for the development of so~nd ~.~urchasing and inventory po!icie.s,". - -. : 

The Nunitions.~oard, .knowing that 751 percentS:of .its .g0al is not: e.ven " 
"in sight~" asks that 20percent of the~.Nation's ann~al~c.onsumption of 
the 67.materials listed be set aside for stockpiling, The.iBoa~i asked 
impor.ters and producers fo~. I0 percent a!!ocationbut got aowhere, :The 
Department Of COmmerce tried to get five percent, with the same result 
as the Board,, The National Association of Manufacturers" says t~o per .... 
cent is enough, : .. 

Thee Munftions Board itself, says, .,Knl response to" the ~ increased need• 
for certain scarce items to bring the stockpile into balance, it may be 
necessary to have leeway from rigid adherence'to the pricing policies 
follo.~ed heret~0fore, ~hich was ~Zo buy materials for the stockpile at 
or b@Iow curren~ market prices,'" 

Two plans for increa, sing 'output"to meet this de~ahd are-in prospect,.. 
either or'bot~ .Of.~vhich. may• be put into effect:~ 

"(I) Higher~t!-~.an,market~pric@ agreements m~L~ght be made with,-,. . 
matutinal p~roducers.. This would amount to a"subsidy similar to .that 
in eff.ect.during tl~e war for some m~terials,. 

'~(~) Producers already a~ peak .prod~.ct±on migh~ b-e offered an 
"added-facilities-amortization,-,. plan... This would enable the pro- 
ducer to add".to b~,s facilities., 'tim over the adde~ output to the., 
stockpilers, "and ~ay ,off the ~LCOSti~Df th~ ne~ facii~iie@, out o.f:hiS ~- 
receipts from the' stockpi.lcr..~." In other words, a produQer ~vQuld add "-" 
to his capacity, at no.. cost :to hims~If, in return for.~ pr.omi.sing ! 
definite amounts .to t~.e stockpile.~. .... ,.,,.: .. " .... 

Whatever methodis adQptedi.%0 insure :the amounts deemed necessary2, the.. 
effects ~of the actfDn cannot but be very far-reaching.. 

6 
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': .3%: , ~ e n  a g a i n . - , ~ d  qu i t e  a s i d e . f ~ r a . a  comparable ur~ 0 to ke~,p costs 
dora--the mere volume, and ,variety of gove~rnmen~al purchases is ~.o great 
• that i,t effects both the organization and procedures required :for its 
accomplishment..This becomes even more apparent . when we recall.the .very 
large.number of federal, agenc, ics that do in fact bu~y independen'tly of, 
and often competitivelY with, one m~other. The result is inevitable 
waste and lack of efficiency~ There, is nq counte~ar%, .e~en among our 
very largest corporations, for the .volume, the rigi~'ty of procedure and 
con:trol, or the lack o!f unity of pslicy to b e found in federal goyern, 
mental procurement~ This is, not .said without a full appreciation of the 
causes that li.c behind thes~ differences or of the difficulties to be 
o~¢ercome in even partially correcting it. Yet.beyond the shadow of a 
/dOubt it should be, and in a measure is being, improved• upon. 

~sult from the efforts 
Act of .i947~ " ;ecurity 

.taDr procurement, .... 
far toward the re~. 

-Bfit just• as the mere fact Of an organizational centralization of" 
purchasing does not in itself result in good industrial procurement, 
u~C$thgr v'$ill mere C0ns01id.ati0n .of organization or standardization 6f 
procedure ,~ve the desired results for the AE~ed Services. The typ@ 
of consolidation (~f: consolida~0n is the word) that is Called for must 
go much beyond a realignment of responsibilities of the mere 'order- 
placing agencieS, :T~is~partial centralization is. essential and heartily 
to ~-e Con~:iendcdj 'provided it is based upon the pr0p~r :underlying concets 
rather than just opportunism and expediency. ~ For efficient procure- 
ment must :go much beyond this to! the development of a more highly 
trained personnel and to a .morc effective cooperation between the using 
and %he purchasing agencies. .~t us, therefore, turn to a consideration 
of :these issues, 

FirSt# I shoul~ like to s'ay .a v~ord about pc.rsonnel. I suppose I 
really qught to go back and r~m±nd you.that I am talking •about the 
Government as a ~vh01e now; i,f you wish to apply this to. a.ll the other 
people who are purchasing, all right, 

T~b~.underlying qualifications of a good purchasing cffiCcr are 
essen~iailytSe same in business as ih Government, and since~, in the 
!ast:~-alysis, ,.any Lop~rati,on d~pends for its success.upon the men who 
arc responsible z, or it j I should ~like to digress for ,just a ~ moment to 
Say a wor~:aboUt these quaiifi.cr~tions~ . . 

Boca~ 
e n c ~  ~ ~ o ,  

ment ~s 

~mnong individuals v~ith refer-- 
of jobs, and because procure-- 

ineering,, or any 0t'her major 
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function , this type or ..responsibility calls for a type of personnel with 
traini.n~ ~ eiperi ence~ 'and/~ ~er~ o'nal ~q~a.lit~es unlik~ • those requi rad f~.r 
other e~x@eut$ ~e: .pos'i~~fon@. ~ ~Lik~g.~i'~@ :, %.ecaus:-~ *the peculiar types.:~of .... i*-:',~ ~ 
probl6ms] !v~tN Which 'pur~H~sin~ "i@aTs 'a~4"unlik@ <those .confronti~g e~hir,..i.: 
de~pai'-ti~nts, the adv~nt'a~es ~f .:~pecTaiiZe:d training and .ex~@~ienee '.~.n ,.. :../ 
the'-p~r~":~fi~g~ personn@l :~ Should be 0Bvious~. The desirability .of ~a : . ::.[ - 
peculi'ar:i~teres~ in ~t~iS type e~wdrk, and ~f e~thusia~m;for~.i.t,'---;~hoUld . 
be @qdaiiy clear. :.Fu.rthermore, ff:it is ~-true that 't~e basic: personal --: 
qdali~{:~ ~ of integ~ty~ *.vision,-v~llfhgnes s~-~o co0p@rate ;" j~dgmeh% Of= :-. " 
val%~s~: and t ~ e  like " ar$:*not f~ndamentall~/ <i,~e rent ~90m thos'e " ca11'ed ': 
for ii~"a~ ~ gbQd executlve, at~-l]eas:6 ~D,~y ~r@ .reqhi~cd-~na ~ei~J high: i. ' 
degr~.~'and ~th 'emphasis upon Cegta~ntrai%s hot'required in quite .. the 

• tion e ise~nere same proper . .. : . 

.... ~Tbi-s is .not to say that .men are necessarily born with inherited 
tri%s, th&t]-ma~e t]~em'~6o'd ' procurement o.ffio~rs (or, for tl~at matte~, 
s~:i~s:man..a.~-iers and c~ginbei~s). '~ Assuming"that an~ yo~ug man ! S " i f l t e l -  
!igen.% and a d..ap,.tab!'e~'.hc i ~ " w c l l - b ' e c ~ m c  'a  s p e c i k l i ~ s t i f l  p r o n u r e ~ e n t - - .  
or in a]~nost any other fi.e!d, ThrOuSh human, associations and expe~i-~ 
ences which develop in'him a real interest in thi~ f~uction, he be,comes 
~a~py ~d proficient in it, .Hence, if m~*~agement looks upon procurement 
as~-an ~D~ortint fnnc~ion. chooses ~_n%~.i!ig~t 'and ada~tab-le .p~rsonnei, 

: L ~ , " 4  " ~ : . 4 '  . 4  , ~ I i ' . ~ " ' " i  I ~ 1 4 ~ " " • " • q l 

and .~!#eS t h e m r e s ~ o n s ~ b i l . i t , y  and ,encourh~,~.ment', - that  po r sonne l~  new and. 
o ld  a l i~e~  ~ i l l  dovelop,  capaC.ity ~n the,~r  3obs,  .on the  o t h e r  hand~ no. 
mattCr,  hbw icap,a~le, a m,-~ m.~,, b.e or  ho~# bro~d, a-conc~ept ,of proour, emcn% . : ,  

rae~na~c'~i~n't ~,~h.<ch is illitcratc p~6curemS-nt-v,~se: of-£he fact .th'at- th@l? ..' . 
ftun~t{~dn ~ ha~ ahy ~ brd&d '.si ~ni ~i can ce ~'- m~d the m/nhgem6~~t,- in:itS turn~,.. .- ':~ [: 
will ha?e" d.iff!culty ~n persuadihg cap~ble ~-oungmen tO u~n'ter the .f~eld,~ 

The r@spoA:sibflity .for pugc~ase negotiation is ode fundamental 
cHirac]teristi6 of the ihdusZrial pro:cur~m~ntf~ction. It is the .' 
r~uir~ment: 0i ~ the abilityt'o nsg6.ti~t~ 6bjectiv~ly~ plus a.kno.~vledge 
of trends in products aid processes, that makes industrial ~;rocurement 
basically distinct amon~ the f.unctions of business administration., 
Moreover,j although ~rocurement respo~sibi.litics should~..o.f, course. ~, .'b~ ': 

. . . . . .  ~'~th t.ne 6 t h e r  fm/c t ions - "o f  a-[busin%ss~ ~h i s  d i s c h a r g e d  i n  c o o p e r a t i o n "  " "  
does hOt' mcan that • they should not -~lio be.di-schar]ged ~dsitive!y,..oon- 

~, aggressively, structively, and at times even . . . .  

~a%, is ti~e SignificJ~nce *of this~ sO far a~s g.oVe:rnm~nt~l procuremc~nt 
is conce~ed ~. Jus~.~thi'~: ~haZ uni~,ss governmcntai purchasih~.men'~.: . .. 
civiiian and milita~/- aii~e, ar~'we!l-s$!c6tcd, properlytrained~, v 
adequa~@iy paid~ and imbued vd.th the "prloper' under~b~an~ng of .and ' ~.:,.. 
attitude toward their responsibilit~es, 'llttl'eLd'in ~hopcd' for~in %he 
m~D.y<~y .of s0~d procuremen,t. Do not,.~sundcrs!snd me, please, There are 

s~perb procurement men Jn g0ver~ment service-, Th~ ~re ~alor~-keen 
and. c.ap~.b!e, Buslne.ss, organxzat~ons v,,quld b~ glad ib~"61apture "~ •them, :..- 

""! ""  "~. " :  - " . . . . .  " " : _ -~ " . ~ . .  -:1" .~ , ' -  ' . 7 .  ' . Z . ' : Y 7  ] . . . . "  • 
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TSey- function aZ times under h:ca~j han.dic:~ps, and so far as is humanly 
possible, surmount them. But~iaving said aSmuch, I :must also. add' that 
there are at lea'st as m~ny~prOb/bly"mbre--who operate as mere cl'eT.ks~ 
with ii~tcd or no vision~ who seek to avoid rather than to. acc.ep% respon- 
sibility, v~o h~ave but [liZ~e.re~! interestin bheir jobs, mad who are 
satisfied: .to abide by the le%t~rbf.a regulation or ruling rather %/qan 
td develop- a real. tu/ders~ding ofprocurement.i 

This is.a situation. ~fnich must, so. far as possible.~ be corrected. I 
shali, not.take the .tAmenow to elaborate on this particular.theme~ bdt 
I should be remiss if Idid noZicall attention to-it. Tr~ning courses 
for Eove~ental buyers need to be expanded ?,here %hey exist, and insti-. 
tuted, v~here- they are lacking.~ "More worth-while studies of federal ~pro~ 
c.~rement problems need to be made and rendered generally available. 
So.heels and colleges should.have Courses in.this field, In the area of 
indus%~al :p~rcha.sing the " only nine. schools of colle- 
giate rankthat offered.~ r students. Today there.are 
-proSably ten .times that ntunbe.r~ Of the eighty or more local associ~tion 
units of the National Asseciation of Purchasing Agents, the majority 

or active pur- 
ccurred, in ~gov- 
fforts are being 

made to meet the pcrsonne! problem, Clifton Mack over in the Bureau 
of Fede.ral Supply is doing-Sp%endid work for both industrial and gev- 
ernmen~l men. The Na:tional Institute of Gov~rnmenZal Purchasing has 
become a real force for the improvement ~of both personnel ~d polilcy. 
The. special com~ittee Appointed by the Secretary of the Nivy to study 
the N~Vy,S supply system, C~ommonly referred to as the Hiancock Committee, 
recognized the need for trained procurement personnel ~&en it reported: 

"~'It is generally recognized that with present prescribed rota- 
tions of duty, nobody in the Navy ",n peacetime gets" adequate train~ 
in g in the arts . of wartime purehasing. Recognized competehee in 

in"~mat%er.s of .supply., the Committee st~ongly:rec~m~ends~ha~-t~e L~ 
following, steps b~ tal<en .to Insure having comp~etent personnel to 
h~nd!e all of the ele~.~nts of s~pply.: 

- ... (1) ..~ontinued training .~f carefully selected personnel in 
bothpostgraduatc-S~ohools an~ in industrY. 

which allows specialization in .a 
actions of:finance., accounting~ 

procurement and.suppl~j~ 

in supply functions with 



. . . .  ~ . i ' , ~  ~ . .  ",~ : .  ~". , '  , . . ! .  ]...'~ '~ . ' 

But •even:,i.m ViCW.,o%• all ~b.ab,~•iefforts t o' imp~6v'C "{he i q'uaii%~ of :~ SOv~'Z~ ,~,:~ 
  n{:{pu ch sin  P r onne:]_, no on • , , i l l  dGny. { At  [{ill" 
• be: donee. .. . . . ., . : . . . , , 

• I,sho~ld: iike to ¢u~ Erom thi~,imatter. Of ~rsonr~el to consid~r.brie£- 
ly the second point that l.raised a moment ago namely co.operation, be-: 
tween the using and the purchasing agencies. Up to how, I:have s~{d" 
something abou% procedures and or@aniz~ti~n andpersonnel. But of course 
these:t~h~ng,s are mer~e!y.the :tools by. v~ich a,procurement objective~i~ 
to:be a~talnod. Tha$ ~ ob3~ct.~,ze an, ~y mndiv~dual ca~e zs; sometimes) 
though 'in my opinio£ crron~ousiy, :said to be that i of 6braining the ~ 
~:eeded ambun% 'of the highest ~ d- ' " - . . . .  ~ra u at the lowest possSble price, Or :. 
i~ is said. to be ~ettmno~ '" ~ a Usable item.for. ,~s little as possible.,. Or .- 
ag~in~. 'the.0b~ecti.f4 of procure.recur is saidire be merely that. of ~ccept-] 
img the,requisiti6n for. a predete.~i{nhd amount of a parti~ular,mtem, 
the qna!ity of ~<nich has alrcad~ ~ bcen ' " " " ;spec~flcal!y :md,definitely .: : . 
fixed,., and, then [undertaking to Till. that rcq.uisition at'the lowest 
POS:Sib~l'e P r i c e , .  " ~ " .: 

Th i s .  d e f i n i . t i o n  o f  o b j e c t i v e s  r a i s e s  s.ome,.vory fund~n, e n t a l ,  q u e s t i o n s  
bot.h.'for.~ i n d u s . t r y ,  and. t h e  Go~vernment. I f  th.e end ~n:.' v~c..." w :"~s...to ' g e t  t h e  
"beS.t  buy , " ,  we s t i l l  n e e d  t o  d e f i n ~  "bes ' t  buY."  . I s  i S  t h e  t o ~ e s t  p r i c e  
for .which we cam. ge t .  any.  supolier~o s$1i it? No :industrial pu~c!Tasing 
agen Z- Who is worth iis salt ~ould. agree: to. this..The gbod will. of a .... " 
supplier, his .dependability, his continued interest, in the ~urchaser~s. ': 
busfne s s, hi's wi~iin gne s s to'. take o a're ~oT- a. "customer...e ve'~" :.-a~'-s ohe s~6.ri,:.'. 
fice/to himself--such things arc important~ ~'md the buyer, is. qui~e ~ght~ 
to.:pay!a reasonable pri-ce.~, inclusive .of a profi.t~ in.0-rder to. s.ecure, • 
th~@#~ ' Although the govcrmnental buyer has less frecdoi in the sel@cti.on 
of his.so.urcos than does., the industrial .purchasing . agent,, he, too.4 will 
recD~nizc that."p~ice is not.the sole deter~inan% of v~at constitutes:. 
"a ~ o o d  buys.": " 

• " " " " ~ ~ J  , ~  . . . : "  . - - . .  i "  ~ , .  " . • " " ' " - " 

No÷. 'is.. this,~best. . . buy':' to b e . , . t h o u g ~ t  Of, in.. ,terms of . t h e  ~y~h.eSt. v-,.. ;. 
grade;, indeed, .:the. higher" ~,r~d~. ~ . , .. may. actually,..., be loss desirable ~.,quite.. . 
a s i d e  f rom t h q  .mat ter .  of.,.pri, cc  a l togc ,~}er :~  .,..The...~xoCut.iye. ~ i c e  :p . resSden t  
of the •Gray Iron Founders' Socidt~A,~ote in 1939t : : ..::~ 

"Con.si, dg~ a g~ar.hq,~sin~..: ,Th e purpose is .;to. ~nciosc,; There is 
littl~, or n.o •:stress or str~in .i.n~olved... One Of...thc v!rtlcs.:6~ ~ow- 
tensile gray iron is its s"d'o~rior d:~mping property. ,~..Henc~, were 
the designer to specify t!~q.me~<~ .~xpensive high~tensilc,.irom. ~~ steal, 

Oe u~ed whlch w,..,uld,afford no su ezlor rot~ctlon ar d WnlC wo~- d- 

actually sacrifice, the most desirable qualxt~" i7. '" " ia~::.,, n~me!y.,; '[ qux~t"., ........... opera~xon,-' "" - 
And ~et..we know ..O.f ac tua ] ,  c..%ses 9~h~r~o ~vcn s.teel, was. ,,~i~if~o4~." 

To p u t  t h e  s~¢~e i d e a  i n  e m o t h e r  Way: " Q u a l i t y  . ' . / " ,  i s  t h a t  w~ich  
fits a product to a given use, A product is not simply good,, it-is 
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good. for a certain purpose, and the word 'qu~llty~ is mesningless apart 
from ~ the .use in .viewCr. 

T'o this thought, must be-added another; n~;tely, that "quality" 
._ a combinat~ .... on of charactcristics, not me~el~ oneQ Furthel~n0re," theiS 
specific combination finally decided upon is almost always a oompro, 
mise_~ sinc~ the particular aspect of quality to. be @tressed in aDy 
individual case depends laTgeiy Upon • circ~stances. In some instances, 
the primary consideration is durability~ questions of imz[lediate Cost~ 
or facility of installation, Or the 0ase of making repairs are all 
secondary to durabi.lity, In other ~ ~ " 

' • lnste~ces~ the lifetime of the item 
of s~pply is not so important; efficiency in operation becomes more 

th " - . . . . . . .  .... o --~ ~ ~o-%~u~ ~. Is more important that 
e materials always function during ~uch life as they may have than 

that %hey .l~st indefinitely. 

bi~tsu~ng .depondability~ in 0p..~r~t$on =d a .reasonable degree of dura- 
. y~ Lne ease ane slmplicity 0f 6pcration may become the determ 

~ a g - t o ~ i  . Thus, it is ~ot ess~n~i~7 ~k~ ~ ~ ~ , ' .~_, .  ' "  , ." :: .ining 
and .the mecha~isra oe 'th~ ~-~ ~J.~.~. ~pu/~rl.~er 1.ast indefinitely. 

. . . . .  ~ " , - ' ~ ~  ojpu~a~uor iS such as to make-it depend- 
ablest, under all ordinary us.ages. Given these two factors_ w " 
m0re~.or..less ~.~md~%rdiT..~a ~,~d ~^.--.--- - _ .~ , , h l c A  are 

. ......... ~as~ ~,.~th. ~vh~ch the machine ca ~ - 
constitutes a satisfactory n,~.~7~+~ ~- .. . . m be operated~ ~at 

B ~ t ~ f ~ d e ,  ' - s t  r , ~ c a l l i t ~ # i a r t c e d  ]~ " ,' . . . .  t h ~ t i l l ~ ;  - - s p e a k i n g ,  i s  t h a t  c o m b i n a t i o n  o f  
p h y  e @~'~ich i s  b e s t  s u i t e d ,  t o  t h e  i n t e n d -  

use~,. , ' i t . . i s  equally important that-mere technical perfection is by no 
means~, the. ~hole story., For clearly, no matter wha~ degree of technical 
p~rfect&on for a given use an item or material may have, it must be 
reasonably procurable or it is useless -to discuss it. Or if the cost 
is so Sigh as to be priohibitiVe, one must then sacrifice .something in 
technical ~ality and get along with sn item somewhat less suitable. 
Or~if, at Wh~teve~ ~ .... * 

" .... ~ ~ u ~ u  or ho~ever procurable,, the Only available sup- 
pliers of the technically perfect lack adequate productive capacity cr 
financial and other assurance of continued business existence., then, tee, 
it mu2,t ~.ive way .to someth~n else 

workable .bal~nce between technical and' economic quaiit~r has been ~stab- 
lib}led. If copper rises from lh cents a pound to 21 cents or more~ if 
magnesium drops, from $1.25 a pound to 20 cents or less, if~ aluminum, falls 
from.~26 ~cemts to -lh cents, the balance we ~have 
in~tionlj..[. The expei~enecs of t~ war are still referred .to needs re-exam- 

too fresh, in our minds to 
forget the fact that many an item., a component, or even a finishej prs- 
duct ra,ted as "es 
nioally '~.less sential because superior," had to give way  to one tech- 

sui table ." " 

I !  



Solder provides, ano$her.ex.~mpl.e.. Various combtnations."of lead, :tin, 
zinc, cadmium~ and silv6r .~,~,"be used to produce thoroughly satisfactory 
solder. Such illustrations could be multiplied almost indefinitely. 
In such cases, where various alternative materials are suitable: ~for an 
intended use~ or:'wher..c v~riOus 6Qmbinations -of materia-ls give ~completel]f 
satisfact~,~ry porform~Ic~, it is no more than common sense to say t~at 
the d~cd.'Ssion as to ~uhich to. us.c, should depend upon ,relative. cost and- 
procur&bility. To ~pecify as cr%ting material-, to use one .actual 
ex~f, mp!-c~ cl~ar~ all he'art, "redwood immber, mhich is generally scarce and 
al~im~s.expensive~ instead of the lowest and cheapest species and grade 
of wood, just doesn'tmakesenSe. 

- t 

But "procurability and" cost (it needs to be.kept in mi.nd tha.t ,.we are 
talking here about ultimate.c0.st~ not price.. The lowest ultimate cos,t 
is an proo'   m nt., mi_Y ' .q ite different thing 
from lov@est unit price.) are scarcely matters ~'~.i.th which technic,~.ml men 
can be expected to be thorou~hiy fmni!iar. THey are matters tmat lie 
peculiarly v~thin the area ser,,'~d by. the.procurement "offi, ccr; In any 
functional org.anizati~n, whether .governmental or civilian, it is apt to 
be true that neither the purchasing officer nor. the technical expert i~s 
fa~liar ~-~Lth all of the factors that are involved in dctermining the 
"best buy.." Moreover, in the large scale organization--and this includes 
the Armed Service~--there is a definite tend,sncy, for speeialists td. act. 
independently and to fail to considcr the effec.t of their, action either 
on others, or on the total result.. The continual development Of~ and. 
insistence upon~ special nonstandard or obsolete.specifications in lieu.< 
of equally acceptable, up-to-date, standard, commercial specifications 
is an example of the sort of thing I am talking about.. 

Now since suitability for the intended use is one prime essential of 
proper quality and since final .decisions as to s~itahility are peculi-ar~ 
ly ~<t~in the provincc of the te~chnical ~xpert or the en~.nc~'r~ a ve'ry 
difficult problem, procuremcnt-v~Lse, constantly arises.,..For if speci-:.- " 
ficatic,ns arc to- be so~c first 'and finally by the engineer~ then the -- ' 
purchasing agent either has to accept them ~~ithout question a~.<~"aS is -'~ " 
mud do v~hat he can to get ,a good price,, or else h.c has to reserve the~ 
rioht- to .challenge the specifications, or to re.fuse to buy.-,until he is : " 
satisfied ~.."~ith them., His problem is made none the easier because the " 
amouu~, rsqdir~d ~nd the time the item is needed .are also specified~ 
The easy way out of this dilemma is for ~he purchasing agent to say 
that it is none of his responsibility -amy~ay~ and in order to avoi~ 
any friction, to ~et some bids and to othe.rwi.sc act in a purely clerical 
capacity. . !: 

And it is most import,ann"to note 5hat~. unless the purchasing agent " " ". 
is ~o qualified that he knows Something about the commadity:in q~estion 
and. about the'use to whicl~.it is to be. put~., there really-isn't, much:else-. 
he can .do..... - ,~ -" 
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But ,..~ith a qualified purchasing agent and a using department or 
agen:cy-thaZ is reasonably codpcrative, much can be accomplished. :In- 
deed,, illustrative examples .from our wartime military experience indi- 
cate that .-z great deal was don~ mud.or these conditions, Let mc give an 
exauple 'or two: 

i. A requJ'sition, was received ~ for alarge number' of "Canvas covers to 
be used overseas. They were to be rmi!dew-proof,, rainproof, fire>roof~ 
and othc~,isc.prepared to stand extreme weather Conditions, Yet the 
requisition called for special pr'ot4'ctive packing costing $97,000 hi ghe~r 
than ordinary bom~ercial packing. 

2. An a~ncy requisitioned 70,000 pounds of chemic%lly pure oxalic 
acild:.in one-pound c~ntain~rs. Based on hi's knowledge o~ chemicals and 
their ~ prices, ~ the buyer knew "that chemic~liy pure oxzlic acid was used 
only for lab,Jratory purposes and was much more expensive than the tech- 
nical grade. He also doubted the need f~r onO-pound containers in lie~ 
of' th~ one-and two'h~dred poitnd containers" commonly usedi Hc contacted 
the requisitioncr, reco~uended a change oT specifications, and. saved 
$18~000 on the tr~sactign~ 

• 3 ~- A buyer received a requisitio n for a considerable number of Crane 
faucets selling at $8,28 each. The buyer knew that these faucets were 
to be used for temporary construction and that a rough brass finish 
would be equally• satisfactory. By securing approval for the substitution, 
the buye r was able to place the order am $5.35 each, saving approximately 
33 p~rcent. 

h. A buyer received a requisition for 90 lube oil filters of a 
certain type j Because he i~ew the use of lube oil filters, the buyer 
believed thatit was extremely unlikely that ~O of these filters could 
be used by the reqhisitioner. He therefore asked the latter to re- 
examine the requisition and found that filter elements only were re- 
quired, not complete filters. By bu~ing the filter elements only, the 
requisi%ibn was filled at a cost Of $360 instead of the $22,000 requir- 
ed by the original requisition. 

].~', -An. extreme exampie ofsavings that can be achieved b~ qualified 
 urchasin  officers md ncgotiat!. rs is indicated by the purchase of 
OO-watg radio power units during the war. The specifications for those 

units e~llcdfor motor ~generators .and controllers, bot~ of which were 
eXtremel'.y Crigical at the time. Since the co~tra~tors who bid on these 
units wore unable to deliver.them in the time required, the purchasing 
officer suggested to the:technic~! group that ~ynamotors bc substituted. 
for t~e motor geh6r~tors ond controlicrs. The technical group agreed 
tha~ %-h~ two were equally satisfactory for the use intended and the 
spccif£~ations wore, ch.~nged accordingly, • As a result of th@ change i~ 
spe6ificati-;ns~ the s~,~ard pric6, for 6,500 uni:ts was reduced from 
$4,67h, hb5 to $77h~, or a saving of $3,900,000. 
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6. k buyer received a requisition for services to install 2,h~Q 
new-style values on Carb6n dioxide cylinders. The specification speci- 
fied an a~ard to Compmny A, and stated that the requisition was to be 
completed by that company oecause no ~ther vendor could do the'work 
satisfactorily; ~Be~ause of the buyer's know, ledge of the indus~ry~ he 
knew that other concerns could perform these services and tNerefore 
asked them to bid, The bid of Company A was $2 per valve or a total 
,of ~4./900,~ Another concern~ Company B, which had satisfactorily per-. 
formed similar services ~nder government contracts, entered a bid of 
62,5 cen.ts..~ each r or a total of $1,531,2%, Although this discrepancy 
was broujiZ to the attention of .the requiSiti6ning a'ctivity, the buyer . 
was advised to place the contract .~dth Company A because the requisi- 
tioning activity doubted that Company B could install the ne~ valves 
satisfactorily at. the price bid. in vle~, of this situation, the buyer- 
requested Company. B to send a representative to the requi-si.£iOning " -" 
activity to inspect the cylinders and. to demonstrate the company:'~S ''- ~- 
capacity to perform the work. As a result of this visit', the 4oltract " 
was~placed with..the low bidder, tnereby effec£ing a saving 6f~.3~368,.75, 

These-examples from the vari0'ds brmuches of the..Arm@d Services Could 
be matched almost-indefinitely from industry, !ndeed~ on@-eo/Id say 
that, vZ?.ereas in governmental purchasing such instances might almost 
be said to be. the exception, in manufacturing;."organizati~ns they are • 
fast coming to be .the r~ile. %%by the differende? ..... 

Some of the reasons clearly have tn~;Lr' e" origi'n in the differences 
be.t.~een the two L~pes of procu~.ement to which I have already referred, 
But underlyin:.~._ . the more obvious- reasons, there is something more funda- 
men ta!. 

There are four. basic eonditions ~lich make a satisfacto~ solution 
to the. apparent 'Gonflict tetvceen the technical expert and thepurchasing 
agent: 

I. There must oe a ¢leir conbeption b2 to p management :of both the 
importance and true nature of procurement. It needs to be understood 
that this is a peculiar function ~like any ~ther aspect of business 
administration. I% is coordinate in importance with sales, engineering, 
and produc~tiono Like the heads of these other departments, the 4ireo-~or 
of procurement should, by virtue of hi~s position, .be a membe~'~f -thee". ..... '~i! 
top-management team. He shou1d h.ave complete, aut~.ority t6.:dete~mine " - 
sources and negotiate prices. He s~ould have. the right to "ques~tionl ..... 
requisitions as to both quality andquantity, ~anagemen{~'needs 'i to 
appreciate the fact that th~ proper commercial quality is equiIly a " " 
matter of suitability to use intended,, of cost,- and of procurabi~ity; 

2. Oth~~r executives of the company nee.d ~ to have th~' same under- 
standihg of the :n.ature of. prorurement to i ~d@rstand tSe proper relationship 

.: . ..i:~,.. 
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of their peculiar f~mc%ion to i~ and to Coo crate ful ~ v" " ~,~ .... -, .~ ~ - p ~  -!y ,~th~the director 
of purchases :in ~suCh~im'~tters ~ a~s thee se~ting and revie~&ng of specifications. 
They -~ Should understand! ~th~ ~h~e ~$nt@rdependence of the parts ~d the wel- 
fare of ~ the iv~ole .is-more important...than any individual ¢ompctenCe or 
responsibility. ,Need~ess to~Sa~ the director df purchases should main- 
tai n the same attitude, 

3~,. "The purchasing agDn~ ~. and his staff Shoild be ~co~odity experts 
procure~mcn%-%~isc, and the orlgsa~i nation ~ of. the purchasinj department 
should nest primarily on a commodity~ rather than a functiofial or a ~ geo- 
graphic. ,. basis. %%~ile these commodity buyers need not of necessity be 
engin~ chemical9 and other~ 
chara( the uses to ~which: they are 
to. be puD~ ana .for wDic~: they~are. Suitable)as well as the sources from 
which they can b~ bought and gener~l market conditions affocting their 
purchase-and sale; ~- ~ 

~. " The purchasing personnel fieed~te ~e properly selected for their 

Not all manufacturers ~have eve~ partially adopted these four princi- 
ples, but the numher of those who are adoptin6 them is steadily increas- 
ing. 

ExperiencQmayAn~t always b~ the best teacher, but it is a s~ern and 
enli~htenling O.ne, ~,and progressiV@~bfisiness management iS realizing that 
upon thes.a four basic concepts, m ode~ indust!i~ial purchasing r@sts. If 
our original proposition holds;: namely, tha~ basically governmental and 
industrial procurement are identical in objectives, and, in so far as,~ " 
ind~'strial experience~is ~ a, guidei to efficient gOvc~rnmen~al ~rocUrcment, 
then it, . too, must rest Upon the same~f0ttudations. ~ De~a%i~ns ~in deta{1 
from industrial practice is, v~th the Government, inevitable and neces- 
sary. Common sense would sugg~s~t: that ~the deviations sho@ldbe minor 
and not major. ~&hether or not federal procurement practice does in fact 
rest upon these four fundamental principles of efficient procurement is 
a debatable issue. In so far as it does not, then further questions 
becomb"important: Can it ever be expected to? If so, howis that 
objective to be attained? Into these q~estions we ~ can scarcely be 
expected to go this morning, 

Let me cbnciudo with a ~ ouotation from an ed t " ! 
, i . ,  , ~ .  , -~ ~ . ~  , i orlal from ~he "Boston 
herald" qf~ last- T h u r s d a y  ( N o v e m b e r ,  25, ~ ~1948)~ - 

'"Selling is ~asier than"~buying. ,. Easier not Only in these days 
of high demand, but easier any time. But to buy wisely is another 
~!ing again~.~, k car,. a-~ashin~machine or a television set, which~of , 
the multitude of.~.offerin~s.is thebest for the purpose? 
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"But the federal government has ~one alon~ on •the assumption 
that any grade A clerk can buy coal or mail trucks or pencils if 
someone hands him a purchasing order in triplicate, ~ Private indus- 
t'ry, mostly, has learned that purchasing is a highly developed 

- s.cience, ~ i t - h  a little ar~ mixed in, and a .smart c ompan.~ pays a 
-: .... ~ good purchasing agent plemty and then Saves more than his salary. 

- But the government pinches its pennies in the wrong place, and wastes, 
according to Herbcrt H0over~s survey committee a quarter billion 
dollars. It spends $12 to surround a $i0 purchase ?v~tn complete 
safeguards ~ 

,'We wish we might believe that.'the Congress an~ the executive 
branch would get together and work Out an efficient purchksing 
~stem nnder ~ the Hoover recommendations. But the subordinates in 
governmental departments neyer have 'been encouraged to" exercise 
independent judgment, ~nd probably never will, so that purchasing 
will probably remain a wc0deh, artless business based on I00 rules~ 
and plenty of carboh copies....u. 

You may o r may not agree ~.~th this pessimistic attitude. But no one 
can deny the challenge. I, for one~ feel confident that the courageous 
perseverance on the part ef those with "procurement vision"" will fiflally 
cope v~.th.,the problem in'.the .best possible manner. 

Thank you. 

QUESTION: Sir, on purchasing~ you said that in-industry it is a 
"must". to C6ntralize, purchasing:,. Now~ the surrounding of a $10 pur- 
chase with a $12 cost is the result of centralized purchasing, Could 
you explain how industry gets around that? 

PROFESSOR L~YiS: Did I unddrstand you to say that•the $12 cost is 
the result ef centralized purchasing? ~ -. 

QUE.S~!O~ER. Well~ .it seems to be~ sir. • 

PROFESSOR l~7~ilS: I .donTt follow that so perhaps you wi'l! tell me 
why? 

QUESTIONER: I don ' t know~ why, 

PROFESSOR LE'v~ZS: Centr'alization of purchasing~ ind~stry-v~sc~( is 
in m~ opinion in all progrc~ssive .indUs trial qrganizati ons a. "muSt:" 
Nov~, of coursej if I were to l~ecture on procurement at greater leng6h, 
I would in,mediately have to raise some question as ~o what is me~t by 
'Icentra!iz~d purchasing°" That is point one. 

Centralized purchasing does .not mean that :~very purchase has t~ go 
through th@ same office at the headquarters of a company, in New York City~ 

I 
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C~i'ca~o, or,San Francisco~ ~t is entire~, consistent with centralized" 
put, chasing that the.re .should be branch pu~hasing office~and .divisional 
purchasing-offices.:. Centralization consists 0.fcentralization in respon- 
sibility for company procurement policies~ .................... or does 
not permit-its employees to accept Christmas-gifts.~ :"It doest'or doe~ 
notTpermit reciprocity~". "As a matter of policy this company places aft 
of~its coal.con.tracts for, the entire year through acentral office."- A 
local plant may•b~yits local requirements'against,acentral" contract, 
Centralization wiTl.still permi~the .branch 0fficeto buy for itself 
without clearin~ through the central office, 

The-central. 0ffiee may .sayt~hat all purchases of-less than $2~, $50,. 
$i00, or $2~0 maybemade~I0cally without going through ~ the, home office 

# 

at ail,,: T~e pr0cedurefbp the'purchase of ma-jor equipment items may be 
set u~ in thehome office~ and so on, These arematters of ~rocurement ~ 
policy,, Wen I Speak Of centralizatiSn of pr0cedures"andof"orga~izati~n, 
that .is the.thini~ I am talkini~ abo~t, In other wo~ds,.I want it.t0 be 
clear'that I am not talkih~about' Carrying, centraliz'a£io~.to£~e~e~treme 
where every detail ,~oes through t~e home~0fficewithOut anyleeway .... 
whatever. But.the proper kind o$ centralization is the accepted pra 9- 

.[N~OW to. come down to this ~I0 bus~nes~, The matterof.~lO orders ms 
a matter• of .anticipating 'needs, plannin~ requirements, and bu~ing in 
advance-to ia.~oid .$10orders that happen because out in th~ .plant t~ey 
never senda request until the last minute. ' " ' ' 

I might give you an examplg. ! remember a c ase with a company for 
v~ieh .I was,,workino for some months 'durin~ the war. There were about' 
a dozen different departmentE. In checking on requisitions'when I 
firs~ went..there, I--:fo~ud that 99 percent of the ~reqhlsiti'ons tka~t " 
came. in from 0he department were marked "rush ~" Well, it ~didn t t YAake~ 
sen, i f  l~h~y  W e r e  r e a l l y  r u s h  • o r d e r s  ~ t i ~ a t  m e ' . ~ £  ~some,÷ 
bod; ,atln~ Wlaat  he needed or hm Ldfdn~i~ haVe c~f~d~nC~ in 
the . .... pur~aslng department to get ~em, As" a 'matter 'o~ 

hose requisitions (which i~ what"I did)~. ~check-.. 
ainst the purchase orderS, and against ~the 

deliveries, I fo~md:that in &pproxlm~tely 50 percent of the cases those 
rushreqhiBi~ions, had,'never been filled because t~e supplier hadn:t 
filled .the order... Th~,<usin~ department thaiwas so anxipus t0 s~cUre 
the requis'_.~ oned material overnight had-never said a word atout thi~ 
delay., and many of the tmfilled requisiti6ns ran back months and months 
and months, Obviously, the material was not needed at all~ ~omething 
else, ~ was used. . SO th4",requisitions were- n.0t :"rush ~ after ~. ~ l ~  ~ a n d  .%hey 
were filled o u t : . o f ,  stock~ ' " " 

~ There, ~re times When sm~ll~ .orders ha.ye to b e used~ but in m~, opinion 
• an :excessivenumber .(~ am not ~efining "excessive ~ n~ber ~) Of~small " 
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ordeP, s means poor plann.ing, poor invento~ control, poor stock control, 
or all of them, It can mean ~,ery poor purcnasm..g. Eve~f time an order 
is placed, the mere processi~ig of it costs money. It Costs money all 
the ~,ay back from the ~'~- ~ . maKh~,~ of the req~isition to the place where the 
goods~are deli:,ered.. If this process is complicated-,a number, of sig- 
,natures required and X n~mber of copies distributed to at least that 
many.agencies around the company--the cost is ~ " ~omno to mount up~ Ten-: 
da!lar ~.rders are seldom filled at the same favorable price atwhich an 
oraer for a hundred dollars can be filled. 

QUeStION. My question is on one of the basic economic laws, the law 
of supply and demand. }That is your opinion as to what: rolethatlaw plays 
in wartime? I have read in a couple of books that it still is' always 
f~andamentaliy applied. I have also read that actually in wartime you 
have such a large demand and so little suppl3 ~ that that law goes out the 
.v~ndow. I would like to ~et your opinion on that. 

,PROFESSOR LEWIS: I never wrote a book on that, and I don't propose 
too I make only, this comment about it: 

As conditions change from one period to, another, either from war' to 
peac~ or in peace from a per~_od of brisk business activity to depression, 
the emphasis on procurement factors obviously has to change. If one were 
to ask me-, "Does supply and demand operate then?" I would i~mediately 
start getting into some kind of discussion as to ~at "supply and demand", 
means. I can remember the old textbooks that said that supplyand 
dems~nd and price are the things that determine it. I don't knoa, any- 
thing about that. 

.: 

It is clear, hob'ever, that in wartime obviously there i, s a greater 
emphasis on certain factors "~-~" ~ ..... mc,. in peacetime do not occupy the same 
important'role. Perhaps I should say we have to devote ~our attention 
more particularly to some:T, actOrs~ thm~ to others. In wartime, whe~ther 
in industry or the Serv£ces, ..... v ~u get the most suitable. 'materia~ yod can 
get at the~timo you n@ed it. But that in my opinion does not ~o.r a 
moment justify your .paying any price Whatsoever or disregarding entire h 
ly,,the price to be paid. Th-at to' my n~ind just doesn't make s~nse. B~t 
it does mean that the more import~.~t factors under those Circumstances 
are suitability and deli,/ery on time in adeq~atle amounts. You may h&ve' 
to pay higher prices than you wotul.d like to. Of course, I am of Scottis:h 
ancestry2", am from Ne~'~ Engl~d~ and am interested Rrimarily in procure- 
men~; you v~ouldn!t expect me to say that the price doesn,'t make any: 
difference, because it al~,vays does. 

Now the s~me ,thing applies under peacetime conditions as'.'bet~Jeen a 
prosperity period and a depression. I was consulting yesterday with a 
company that was buying on an escalator clause. I remember during the 
war thQre ~ere a lot,of these escalator Clauses. Nomatter how they 
read~ everybody ~. derstood~that ~Hen the clause came to operate, the 
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: price wouldbe higher, not lower. All ri6ht, you accepted them, You 
didn"t !Ike~th em-:~ ,You Would '~ra~i:er have had a~. fibre price tkan an~escal- 
atori clause; but ~ thatwas tlie way ~<oh: had to do it to get .your stu~f,~ 

.~oZ ~ i~, Back$ in t~e ~hirtieS--and .... ~ n it w~ll aappe . 

-~- i thliuk ' it 'is an unfortuna~ef ~hodgh inevitahl'e and uWavoida ble~, thing 
• that ~th'ere a~e i so m'any~p.e0pi~ in "%~e ,ag'greg~e~ num@~idally, iu  p~r'chas- 
ing today v~h6 g0% ,,most o~ ~l~ of their %~a~nlng during "the .;war p4~iod, 
~ is ~n@6'rtufiate, i thinld, be:ciuse ,their training at ,t~at time v(as to 
get,a!:i'~ you could get and forget ;the :pride, If "you got' m6me ~San you 
ne@,ded, some' day you, might needit. : That • fs not good • peacetime, purchas- 
i4%g.-: But" that~"v~as ~he. way •they ~earned to ~ "pugc~i 'ase- 'That was the 
~raining they received,:. T~e.y, are : going' to have to get ov~.r it, A lot 
of those people--particularl~ ' the. youn~e~ men in p~6cureMent today-- 
will have ~o unlearn some. ~of %he ~i, n gS I they :~:earne~. [ 

That d'oesn~t answer your question about supply and demat~d, I kuuow. 
- ' i " around it~ I know that just as well: as you do.. But I nave 5een- tal~ nm 

.I.am.not glLi.ng to answer it. a~y further. ", 

QUESTION: I b~lieve you •mentioned that the •good procurement officer 
would have "'a ,good understanding of" the characte ristics~ of the items he 

was to buy? , : • " 

Pf~OFESSOR L~W~IS: That is right, • " 

' ~UEST!ONi~, I believe you also s,aid there was" some varallel'between 
"a cod prbcureme~t ofli6er: and .:the consumer,"an: i'ndividual, we ~iil say 
• g - ' - - + ,~'-~e'~de~ tha~ sn indi~ dual going ,6u% "%o buy 
a c ~ v i ~ i a n  o uFe  r .  • ~ %  ? ?  ~ " : . . . . . .  s" 
~rouldwefgh: well v,~at he ms s~endlng nms money for. ~f questmon, i . 
,Do you think item characte~.stics influence a determination,, . ....... • of Wnat. --,~..: 

" - @7 

ci ~zilians buy? 

... Y PROFESSOI% I~IS:- T, didn tt ~ean $0 .leave that, i~res~bn. ; My 
emphasis was on a procurement officer, an industrial buyer <~ho Ks 
buying material .for profit, I couldn't say it was true in both cases 
because one difference is that the £ndustriil .tune, is infiuenced by " 
chem£cal,~ chara~teristic,s and a :lot of things you ~an test-~fair!y wello~ 

:oy lOb'ks, Ivhereasa...con'S"~mer is mo~e Likely to be influenced '~ ' ahd s~tream - 
lmn~n~ ~. and a l.Ot~ Of things of that sort,, or, even hi'~ .p'ar%i6u[ar. re~gar d 
f0ra parZicuiam;s~ppliem, "Th~ difference, aSI';s ee :it~ on .a lo~ .of 
consumer purchaseSYis .that.;-~.en i cons'boer buys, .in the £imst pla~e, h-e 
doesn't have ~he hnov;ledge or the. ability to judge these chemical char- 
acteristi~s, let us say, and then in-the second place,, he is not so 
in~luenced,by them, a~ ,the, indus~ia.'l, buyer is~'. ~ o,r O~ght. tobe. .. .in m/y 
ev@nt. ~'.There are '.~'.lot of other9 th~n~s abdUt~i~. ; , 
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:--:)'. !_-~ q:.-~ ~t"~ :•) ~ ~ '  ~- ' [ i~ ~: :'.~, 

In ~years gone by when cars could be bought-for less than six months' 
' salary, I us@d :to bUy.am.:'au~omo~i, le~eve~z year.or so.. The one I 'now 

' have; ~ I bought'in ~'lVhOi, and-it, is :still going. .It i's~ going.some ,more.. 
: "~"If I had ::done the .stri'ctlyi:procur.ement th~ng~,-i:f I. had.done ~@nat..~was 

best for my economy , .per.haps, !. w6uldn,t ~.a%~e bought the car I.did. 
Did I set up a careful cost analys!-s System?• l-did no% l.-v~ote it 

:-off~, ! didn't try. to amortize it a~ .all.~ I said..,. "That money is-sunk, 
If the car goes as long as I want it %0, I am satisfied,,, . I didn't set 
aside an amount for covering oil.j gas, tires., and all th.ose things. I 
.didnlt d6 any of these thinga, AS a matter of. fact, I don:t know 

" whether it was a better engine; than some •other engine or. not, . It got 
• "me up some steep'~ills at-a speed more than I should have made~, It 
looked all. right~ People %hat had cars o~ ~ the same make seemed to be 
satisfied. I"g0t repair parts Wen.. I needed them:, That is the car. I 
have nowj Those are the factors %hat ' so frequently primarily influence 
consumer purchases, Thes~ f • ~ a~tors .are n0t weighed the same ~cay by 
in dus%r~al buyers ~. I-did not int;~,nd to imo!v, that the consenter does v~at I think , . . . . .  

,~e o!aght to do, But generallly it is "~'hat he does 
J ;. • 

QUESTION~i{: I would like ~o go jus5 a step further.. I believe in 
.your description of item characte.ristics, involving you9 automobile 
they border a little cn the no-.nessential and luxuzsr'th.in:is. %%ha~t do 
2ou think about the housev/~fe who .goes dov;n to the grocery store and 
gve~ dov,nto-~a to buy a pair of hose, what does she consider? 

- buysPROFESSORhose. TakeLE%~4IS :another"Z donltexample.kncw, I haven't the faintest idea howshe 

QUESTi0NEN; If you don~t mind~ the character/sties I was thinking 
.about were those of essentiality, and I think probably the procurement 
~fficer goes along that line of thinking, too, When F~u get into what 
and: ,.h°wy~u.. buy, and v~e~-j,ou, buy, you begin to apply..a 'lot of judgment, 

PROFESSOR L~i~[$: " You are right, 

' T  ~ '~1  ~ ~ . . . . .  " " 

QUEST~ON~ji{. When you apply Judgment, you deal ~ith item character- istics. 

PROFESSO~ L~qS: YOu are right, .. ~' " 

QUESTIONSR: ~.hat I want@d to b.ring.~O.u:t, what I thought I would get 
°you to' eon/mit yourself on, was the fact that item characteristics on 
e~sential items are: import-ant. As a ma~ter of fact, they are possibly 
deterndnmit~, .I Wanted you to saythat but I .don't,think I am, going to get you to de so. . . 

P~OFESSOT~ L ~ D I S : -  . I  v r i l l  go a lom-r  ' , .~ th  (, . . 
i n .  q u e s t i o n  has  t h o s e  . .zohvsica~. ~ _ii..-;,_. ~ o,o u on t h a t ,  U n l e s s  ~ t~e i t e m  

• - . . . .  ~ u~•.~ur on~rac..tc~rzstics which make it 
suitable for the use...~..fOr 'v&ich ..... you.!'are going tc use it, it is silly to 
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• " - ' I percent on that. 

- " " ~ ' • ..... e e net resui~ ~±~ ~ ......... "" ~. ~ ' u can eften et th sam .... ~s that o g . .... 
Or.~~th tha~'~i:..or v.~tn a different oomo~na~on, o~ cnarac~,, ...... _ 
nesium instead of aluminum, aluminum instead of steel, low-grade tensile 
strensth against .... nsens_e far :somebo~y .to say, "Now 
I .must ~{ave this January in so many tons; I. must 
h:~ve~ili .~in i~Chioag, if.material can ~t be ottained, 
-That~is;..basi'e.,/.The question ~o determine is: .. Is this suitable? I{ it 
is suitable and will adequately serve the purpose intended, then it seems 
to me there are some other ~things to consider as well in dete~ng 
whether it"{s the'~'est buy or not, If .there are some alternativts, for 

. ~bMebo'dy~"to pMrohase the Very~best-grade made in the industry (as ,.clear, 
all •heart, redwood to put around some almost .imperishable canvas, for 
-crateSt for:!~nstance) is u'6~t good p~ocurement°: " " i .. '" -. 

.~,. - QUESTION:. I have had, no experien.~e in procurement or pur~hasing 
except in the engineering angie so I'may be prejudiced, All my e~peri- 

. . . . . .  ~ave 'seed of purcha~ng~it. 
ence is prewar~.but 

--appears to ome ~hat is net" anunmix ed blessing;' 
~.~ . -~_~  . . . .  ~ , ~  ~ t o  ~ct': s t u f f  . f rom an e . n ~  ~ 

..... '' "~ v~'d i~h %h'is procurement !ndivi:~ual. 
nee~ng ang~, ~:~.- .... " ,. , ', .... ~ c~" 
'~,~,4~.~ h~v~"t6 ida% ~ as v0% have said~ that a.~an ought to.~e q u~llr. 
~ ...... ~' +~.~tTmanv of:"~he~,~in many oases', p~rhaps,.were no~,.- But !,. 
was never abl~ to g'e'~ them ~m a dmit.that they were not.. . . . .  .: ., 

'" '-~FESS,OR"~LE~IS: .:That.is the t~0uble with a. little, ma~ m/'y~ay~ h% 

never admits it& .... 

• -QUESTiONeR: T~e-net result of that in m~y cases has been that, I 
• " " a didn~t s~it ~ ur~0seso Refer- have been forced ~o, take equlpment ~th t .... : • mY p , ,. ,.., 

ring tb~. ,Presmdent Ro,osO~It ~I s: authori~ation~ I think you=called •~t£.. in' 

found that we ~ere s~on bcin~ told vlhat to buy and got a lot of equip- 
ment that didn'~t suit us. I think~ too~, thaiin determining what to ..... . 
bUY ,one. dften has ,to ~take into accohnt the. desires o:f. the ultimate user. 
i.~emember one! 5hse ~n New Engl~d,.. af, ter .the blowdo~n t~er~'~,'~ ~he hur.ri- 
cane, th~%""~w~p% N~'w ~Englahd~ I-agreed..~ith... %be purchasihg •agent in th."i~t 
case ~+~ha%;, W.~ sHoul~ilbux som~ saw ~lls that were :knOwnas" [head ~:51~:ek ' 
mills.'" I am~'~u'st :~r~n# %:o"point out that in buying these mills %hey 
were not ~faat the local,people ,.wantod~ ,they:never: liked them,, had no, use 
fSr" . them,' so ,w~i iwe~ fi~a.lfy formle;d tol. ~:&thdraw-fro~>:.that and g~ b a c k ] ,  
t~ !our O~n local" purcha~ihg .audnot use the Treasury Departmen%' . 

--.made mys.5%f"cl.eaO~ ~ '~e  I~!~,Z6~.' ~h~ngs ..that are e~sen~i~l--I' a~ ~a~:~n~ 
~about industry--are,, firs'~ ~he buyer must know the commOdities off, the .~ 
items himself if he is going to talk about major~._p~tts...sensfbly•~ if" he 
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is going to place the order, cer~n!y if he is going to talk to you; 
The other thing is,. unless it serves your purpose and serves it well,~. 

• knows~..it is not a good~ buys, no ma$te~f~ow~m~c.h the.other fellom.thinks h~ 
% 

Q  S.TJ ON...  ou h a . w  iis-t Y'  ,;dif 'ere-i . . . . .  : . -  ' . • 
" J :  < .  ~ , ~  ~na"simi~ari~ies in Pro- 

euroment problems o£ industry .and .Govcrn~en,t., ~nat, do you think ,i.re the 
primary, lessons, that tho,.Oovernment ~an learn from well-regulated ~in- 

' , ~ l u s t ~ ?  , ~  . 

. :  

• . P F .sso  I c,an  teil t %hi k a r e  t h ;  m o s t  
essential requirements... :How.they are gQ~ng, to get them,., l.don~t kncW.-. 

~e.is that. Procurement sho'~d be'recognized as a full-time job and 
a:life-time job by men who are qualified• to learn.something about 
commodities, .who confine, their Operations !argel7 to those, commodities, 
and not try to talk about others.. • • 

The ether e~sentidl th{ng is that'the fellows in the using.branch__ 
&~med Services, .bureaus, ~what have you~,must understand that just be- 
cause they are engineers dOesnft give them the right to dictate-un- 
~alifiedl~ and without cooperation with the othe~,~nits of the ~v!~ 
Sion,-such as finance, .,as well as purchasing, for example.< Procure- 
~ent is ~ot a one~man epecialistls job; it is a cg~perative team] 
arrangement, and if these ~ - 

us.~.ng branches will cooperate ~%h a qualified 
buyer, they will. get what they.wan%~ .-,what they can use to Their complete 
satisfaction, and the company v,ill save a lot of money.- ! don't know 
if %hat is true of the Government.. I think, ~ however, the same thing is 
t~ue of the ~Oovernment... 

QUESTION: .Professor Le~,is,-assu~/.ng well~qualified~.:.well~%ralned 
.... procurement officers .in Ali branches :of the Go~e~m@~t~.:we-willnsay,. 

~o~Id you recommend defined br~uch authority by all go~ern.men~ agencies 
" t ~ o  so cure ;by negoti ati on ? 

PIIOFESSO}-i LE%IvIS: I think "this meeting is going to.-s:top attwelve 
.9~clock. It would take the .r~'st of the afternoon !'to. answer that on.e... 

~" If-I answer it, in the time that is lef.t I won't be under6toed~,..and I 
-- haven*t time to give..the limitations. I think it c~Id.b~, centralized 
- much m~re than it is~..-if that is an'y satisfaction t.~,.you..,~ 

COLONEL McKENZIE:. Professor/Lewisy on behalf.~of the Coll eg@" and "our 
.visitor.s,,.I.thank .you for a. most stimulatingdiscussion.... You may. change 
your mind, but in so far as.. the "writ.ten record~.of this morni~ig will stand, 
I am @~re .we have a valuable addition to our. library..,. To the gentlemen 
wh9 have heard you this morning, I am sure your words will .be~well heeded. 
~hr~ghout.th, e rest.~ ~heir military careersw <, . 

(7 danUa~ Z 1949-~:Z50)S: . . . . . . .  ~ . . . . .  - - 


