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5% : anaman, gentlemen. ' hav% concluded the
series of lectures deallng prlmarmly with military procurement and prp— e
curement by the agencies of the militany establishment, We are embarking
upon a series of lectures this morning from which we hope to derive - baszc
*pruncnples of" procurement. Wb .are. pnrposely inserting these 1ectures
~ in your.course in orde ;that you may study and learn basic prlnclples of ;
‘”procurement and the. procedures employed by other government agencxes, by
"industry, and by fqreign governments;“ o o ; :

Tt aeems thoroughly approprlate that we: should start tiis seriea of f
" lectures by inviting to our platform a professor, who, in his aCademlc
studies, in his work with Government on a consultant basis, and with’
industry.is well prepared to. -analyze for us: these basgic principles and
“to draw certain conclusions .as to the'’ best ways o* carrying out the .
as31gped functlons of pr@curement. RS , S

‘A number: of'us who w117 hear Prefessor Lewis this morninw will feel
that we are back in the halls: of ‘the Harvard Bu61ness Schoolf AN is a
rare opportunity that we have of being able to introduce ‘one of our
ex—professors. I take great ‘pleasure in 1ntroducing to you.thls morn-
ing the gentléman who wrote the bookf Professnr waard T. Lewis of the
Harvard_Bu51ness-Sahoal~ 5 R, -

P%DFQSSOR LEWIS, ?Gentlemen o I suppeSe that~ cannnt"deny the facti”'
that I wrote a- book, .but I shall never write another. one if I can help
if~—and I think I can, Tnere are g1l sorts of troubles ln rritiﬂg &L
book sutside the ‘Tact that.you supposadly know" somethlng about the
subjéct before you begln and aside from'the " further fact that it. is &

1o% ‘of hard work, The, chief dlfficulty is that) having written it, . . -
somébody alwdys’ begins to qg@te it to you*’“You gaid on page so~and~so P
in the second paragraph; now how does that reconcile with what. you have
Just said to us?" Well, the:answer is, of" course, that' a lot of what

you- once wrete canngt be. reco ded with anythlng-«and you have doubt»..:
less changed your mind aboutg 331nce yﬁu Wrote 1t" ﬁw_ v even if it

. So the only safe thinb to ‘do is to follow the sameuprocedure that
I mnderstand is racommended in deal ng with women~~never wrlte anythlng.
I Ju t‘add that ¢omment here: hat”

; ﬁnsauab‘olutelj 46 be held to amy»ﬂi‘:
8t ‘“;t‘ thethmgs tna%rl‘ ever. o
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I have been asked to speak this morning on "Procurement Policles of
Government and Industry." Coloncl McKenzie told me once that the real
way to make a hit would be to say, #C6Lonel ; here is-the manuseript,™ and
then forget it -and go ahead anw talk, I.can give you the manuscript, I
cantt Just talk without- rcadnng somé oi this. ‘After all, that'is why I
~arote;ite I may dlgress from. tldP time and say somg. thinbs not in the
manuscrlpt, but ‘80, far ‘as f ’ cnccrncd thls is what you _
. ge_‘t,, o : . g

.
¥

In speaklng on the procurbmcnt UOllCiQS of ‘the Govcrnment and 1ndustry,

I shall, as I say, make some 1nc:.dental comments whlch may. or’ ‘may not be
4o the point,. .I. also want to méke clear, that I am not coafininc MY COmm -
mcnts to” the military, The’ ass1°nment had %0 ‘do with’ government agencies
and . governmental procurement, The ohly réstriction which I shalltplace:
upon ,that is that I shall confine my comments primarily to the Federal
Government 1baV1n statu and 1ocal units to be’ handlcd by a: subsequant ;
speaker, : o

-

k2

I shall makq same’ re fercnce to thc simllaritlos and the” differenc sfj
between governmental and industrial proCurement this morning, but T ‘
prefer to place the emphasis not on thdsé ‘similaritids’ and &1Pfcren0us,
but rather on ccrtain. provlums that are common  to both, Thersby each |
may proflt by the LXpGrlanC o; the other. t ook

- of coursc, in, thc 1ast analysis, evzry 1ndustr1ul purchascr, llke o
c»ery gqvxrnmcntal procurcmcnt offlccr, is trying in his own ‘'sphere” to
do exactly the Same. thing, That is'important., Bach is trying to o
secure the needed goods of the desired quality, at the proper tlme, and ’
at_the best price for which thoy may be obtained, This common basic
principle must never uve.lost sight of, in spite of the 1act»th1t from )
© time.to time. therc is an attempt in somc quarters to'usé procurement’
, prlmarily as’‘a tool by which to attain other and quite forclgn ob3ec~”

. tives. - For example, in 1ndustrv there appuars to be a fegllnb that.” |
procurement may be used ag a.form of sales promotion whpruby, in ruturn“'
for orders that are giveh, the good will of the prOSpeotlve custower
is sought and that of old customcrs retalﬁed,

A simllar dJVbrSlOn fTom procurumcnt's baslc'obgcctivt occurs mhun -
‘a fedural agency uscs its buyln powcr primarllr to serve some more or -
less vague soclal QbJLCtlve or for purely political’ rcasonss” Truc, in -
certain instances, many of these other objectives constitutean” outright
perverse .and. unJustlflable use pf procuremnnt; ot TS aru at least 1n the
realm of thc dcbanablg, R :

T he essentlal soundn»ss of procurumunt directives dLSl"nLd'tO promote
racial egquality or to.provide aid. to_smullfr'él'WSS is illustrative of
shis pointe Howerqri,“t is, wail to remembet -even wheh® condltionq
are’ suoh vhat they may - appoar to 3ust1fy”oﬁh ‘331c ODJQCtiVCS of -
.prccuremmnt 1t still ought to be true that” thb monics ‘spent should be j
well spente There are no pxc»wtlons to the rule that the manufacturer




e

-

£53

andithéﬁGQVerﬁment'Shouldfbefaégured-that the goods they do buy~-what-
'éveri%hé*purpOSe behind the p@rcgasee*are ofvthe,rightﬂquality and are
bogghtfat;EEEHright,tims@ frdmrdependable’Supplierq, and at the best
(though not necessarily the lowest) price ‘obtainable, o

T should like to mention a second common characteristic of both govern-
mental and‘indﬁétriai‘prddurement,,namely,fthe‘increasingyacceptance/of
-the -ideg that procprémentv(pr]purchasing,tif you prefer to.call it by
‘that name) is one of the major functions of business, 'although this
recognition, I suspect, is much more pronounced. among manufacturers than
it is on the part of the Government,.. I do not intend to review the-
evidences of this trend, Among manufacturing enterprises, centralized
purchasing is generally considered an organizational "must." A very
large wolume of good literature on purchasing has come into veing,
most of it within' the past fifteen years. The National Association of - °
Purchasing Agents, which in 193l had a membership.of 3,400, now has . -
‘roughly 11,500 members, ~ - =~ . . 00 . RPN

I recall that as the membership of that’associétion,grQWVduring“the
days of the war, there was a feeling in many quarters that the increase .
was due primarily to the war--which it may well have been~-but that after
- the war was. over, the membership probably would drop to five, .six, or. ..
seven thousard persons, “The fact that this has not happened and that
membership in that very powerful organization has grown. steadily, angd -
is sﬁill‘gdeihg;'is'@viaeade‘that,'s@:far 48 industry is concerned gt

- least, sound7purchaéingfisfcbnsidered,as one of the major jobs--one -
which-any executive can well afford to take unto nimself, TYear by .
year, the industrial purchasing job is being better done, and more and

: more'ﬁha}purCHasing'dfficer«iS’being'accepted as_ a member of the top- -

management team,

-I supposé oné of the most notable things in industry has been the
degrééﬁtdjwhich'thegdiractor'Qf*hurchasesofor«Whatéver title he may .
hold--is considered to be really a member of the group which determines
compaﬁv*policies,,fThefe.iS'an‘incrcasing feeling that sales policies,

production policies and irivolved problems, to say nothing of finance,

cannot{beiSettled'incid?utally and without regard to the procutrement

problems. Obviously, the reverse is also true..

. Improvement:in governmental procurement has _not been so great, but -
it has been notable. It was in 1933, you will recall, that President ,
Roosevelt authorized the centralization.of all fedgral procurcment., ..
(Fpr~§@_excellent'summ&rjfdf,the Histortcal development of centralized
coﬁtf‘lfofffederal,;urchaging#:seékMonograph No, .19, Temporary National
omic Comuittee, under the caption "Government Purchasing on Economic .
Gomm@@tany;“;l9h0;i ;The;SeqondQWbrldeaTQ_if 1t taught men enything, .~ -
did teacli the imperative necegsity of getting what was needed, where it
was riceded, and vhen it was needed,. The Hoover Commission on Reorganizam
tion is having some very interesting and- constructive things to say about

‘ ) ,“_ 3
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federal procurement, military and otherwise. Most of its findings, it

is true, are extreme1y critical of the present status of fedewal purchas-
ing policiss Cand” probedurys, but th é”‘bry ‘Tact 'that it has been made is. .
a2 contribution, Unfortunatcly, T uopuct 1it tle Wlll come.of 1ts reeom—;-
mendations, Laf,, T o0 -

" But I sh011d 11ke to. turn from tbeae fandamenta¢ 51m11ar1txes of pur-

‘pose and reco"nltlon to a bricf comqent on just a few of the dlffnrences

Bctwecn bovernmﬁntal and prlvatc 1ndvstr131 procurement'

1. Clnmrly ‘the former (Novcrnmcntal) is riticH Tore rizidly controlledd
by law and By Yégulation, The neccessity for sucb control is obvious to o
gveryone, althoubh men may Very wcll diffek as’ +o ‘the soundness of the
particular form: which it may také, But for our murpose: tW“S mornlng,
we shall:simply-accept the law as a governing iact without ‘zoing into’
the details of its opcratﬂon.' ‘The’ toplc has teen adequately discussed -

‘elscwnerc, and‘General Brannoh' has spoken on: Curtdln phases of 1t before :

the Industrial Colleges -

Parenthetically, however, I may zdd that the Hoover Commission (to -
which I havé already refec rrcd);‘W%ilo granting the need fo%‘propcr and’ -
adequate control, go&s on to: say M. magg of laws’ und regllations sur-
rounds tke whole process with uﬁnecossary red tape " 'The emphasis of
the laws is not-on pr'omotmb eff101ency and économy r but upon preventing
fraud. Overre sulation encourages routine buying, oravcnts bconomy and
the exercise- ‘of initistive " "It “points out, for ¢nstancu, that 'the.
paper work for half of the threc'million purchases by c1v111an agencies ,
each year costs more than the materials themselves, About a million .. -
and a half of these orders arc for ten dollars or 1uss*-5®mcth1nb for
which 1ndustny Would not stand for a momcnt. L :

I don't know how many of vou may be familiar with a very interesting
article written during the war by the Lditor of Purchasing magazine, -Mr.
Stuart Heinrltz, in uhxch this qucstion was dlocuSde undgr the captlon

of "Red Tape Must Go." I commend that articlé to those of you who- may -

be intorested ih ite I do so ot only bécause Mr. Heinritsz, in my

opinion, pubs his finger on Some of ‘the more importmnt . con31dur t*ons,
but because his attltudc is GSSuntlully 2 construotlfo ones He places’
the blame for much of the criticism almost as much~-p=ru xps I'nay say
nore~-upon the industrialist as Hb ‘does upori- the Goverriment, - It isa
most 1nturyou1n; dlscu881on.

'

,.Tt.
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2. A second obv1oug dTBtlﬂ”t1Oﬂ llGS in’the fact that the Govnrr~i
nent does not buy maturllls whloh are tot be'procbssed into goods to ba -
sold at a profity This is a fundanmcntal différence with very far-ren
ing consequoncess - Tho absence- of ~afiy proflt mot1vm“ hould make no ,' "
dlfiercnco, in thbory with cither” thc quﬂllty, thg dnount, or the prlce
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-of materials purchaseds “Yet, in fact, there can be little doubt but -
hWhat?tHe'ldékﬁ6f~néceéSitY“féf“Showing“é7profit‘;esu1ts”in_a‘5pec;f1ed
quality that is often higher than needed for a slven use, a greater.
amount purchased than a reasonable‘est;mate‘offrequirementsfwould d%oé,
‘tate, and the excessive usé'Qf4nQQstandardw§peqificationsm’ Moreovetr, .
©thereis far less incentive “to buy at a.time when the market conditions

grée ‘most f' avc?rabl‘e.ﬂ; .

Thee TJNLE.Cs discussion (See especially Chapters III.and IX, MNonograph
19) of someyears ago on gbﬁérnmentélgprocﬁrement4po;icies.1a@d consider-
uahléwemphaSis,On'fhié maﬁteffofftﬁefpnoperftiming_cfgthe.purghasé;éo,aS'

- oto get the most favdféblé*priqéwand'tb,gapfquantities,atjtimesawbén‘they
were. available instead of ‘trying to secure them under stress. when deliv-
eries were difficult, and the prices were obvicusly higher., There ane

many limitations: to that; I can merely call your attention to ity

Ay , G
~‘Indeed, this properdtiming'of“pgrchqses,‘so very important for induss
try, - operates in reverse”ih the case of the Government, A simple in- . '
stance is that of purchases made late in a fiscal year for the sole . .
: ,purpoée,Qf'utiliiingfapproﬁrféﬁed7mbngy;that:Wpuld.qtherwise‘be lost, -
 Anotlierds the purchase of ‘agricultural commodities made in a weakems - "
ing market, not with ‘the object of getting these commodities more . . .,
cheaply, but for %he%apparenﬁ3purpdse\of*forCing‘priées back. up. to .some .
desiynated level, ~ . . ” ' ‘ i

A friend of mine in the ‘flour millin. business half facetiously said.
to .me not long aso that in order to buy its srain most wisely, a company.
should“disregardfcrop»statistiCSféltpgéthér and'instga@}try,to,gueSs,g__'
when ‘the vaérwment“is;goingVihtd~the‘marketg The company should then
buy when the Government is out of the market and stay out when the
opposite is true, C R

-Some 1light is thrown on this particular aspect of government pro-

' curenient, too, from a glance at the stockpiling program. I can' précall,
‘as perhaps some ofiyou:éan;‘back”in;l933%1936,;inclugiVé;;we had£som@,
discussion of the matter of stock piles.. We were convinced that stdck-
piling was an excellent thiris but that there was absolutely no chance
of getting Congress to appropriate enough money to accumulate a steck
pile of anything, How times have ‘changeds . = - ... .. .0 -1 .

Stockpiling of strategic maﬁé‘jals'inffhérintefsstlof;preparednessf ‘

is a good idea, yet it does place those responsible- for the program in a.

most unenviable position, - On the one hand,” with both money and authority
available,ftO“be'”shdrﬁ"ﬂih5¥h64evéﬁt;bf[an outbredk of war would =

- subject the administrator to the severdt of eriticism, On the other ,
hand, to make the available funds go as‘far3as,stsibL@,and,t0~interfere'_;‘
with private. industrial needs little ad’possible would ‘seem fo be

only commonmsense procurenent{” Yét conditions being as they

5;
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are, to achleve both of these ends woula appear next to 1mp0551ele._ ‘The
_MUnltzons Board is quite aware ol thlS dllemma. Let's lance at, the
1ndustr1al 1mpllcatlons. : .

f At l9h7 prioee it lOOko as’ thou”h thls utOClellﬂ" program mlfht cost

-nesrly three and a half billion dollars net, of which amount. Congress w111

still have to supply over 60 percent, Of COurse, -quite“adide from thé
effect of all this on the national bud”et and taxes is the quevtlon of .
. What -this. does to. the available supplies of material for industry. .The
M;Munltions ‘Board ‘claims the impact will be "relatively sllght“ (wnatever
"relatlvely“ means). It goes on to point out that'it is cognizant -of the
_danger. to’ 1ndustry of trylng to ‘attain its obgectives at too fast a pace.
But as lry Georoe A, Renard, Bxecutlve Secretary of the National Associ-
ation of Purchas:}.nb Agents, has sald "Buying scarce materials at the
top of fhée market for some future emergency offers little opportunlty
for the development of sound purchaelng and 1nventory pollcles,"

The Munltlons Boara, knOW1n0 that 75 percent of its goal is not even
tin’ 81ght " asks that. 20 percent of the Nation's annugl’ consumptlon of .
the ¢7 materials listed be set aside for stockpilinge. The Board asked
importers and producers for 10 percent allocation but - got nowheres . The
Department of Commerce tried to get five percent, with the same result
as the Board, The National Association of Manufacturers says two perw
cent 1s enough. o .

: The Munltlons Board itself says,,"ln response to the 1ncreaeed need _
for certain scarce items to bring the stockpile into balance, it may beﬂf
necessary to have leeway from rlgld adherence to the pricing policies -
- followed heretofore, vhich was *tto buy materials for the stockplle at o
or below current marvet rrlces. R . . :

Two plans for 1ncrea81n -output to meet this demand are 1n prospect 5o
either or botﬁ of wvlch may. be put 1nto effect-- » oL

t’"(l) H1 her-than-market—prlce avreexe“ts mlvht be made with..
marginal p roducers,. This would amount to a suaeldy 51mllar to that .
“in effcct dur1n~ the war for some materials.

“(2) Producers alrcady at peak production mlbht be offered an
"added-facilities-amortization; lan. This-would enable the pro-‘-
ducer to: add to his faeilities, turn over the added output to the,
stockpiler and pay off the: cost 'of the new fa0111t1es out of ‘his-

. receipts lrom the' stockpilere. In other words, a producer would add |,
to his capaclty, ‘at no. cost 0 hlms,lf in return for promis:mb

deflnlte amounts to tbc stockplle."_ 2-.;: S ,UH,»«ﬁ“~~°“'

Whatever method is adopted 19 insure the amounts dcemed necessary, the
effects of the actlon cannot but be very far-preaching. :

"':\41 "'5 RS o
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3. Then abaln—mand qulte a51dc from a compdrablc uryge to kuep costs
down-—the mére volume . and variety of governmﬂntal purchases is so great
that it effects both the organléatlon and procedures required for its .
(accomollshment. ThlS becomes even more apparent when we recall the very
. large number of fcdcral ‘agencies that do in fact buy 1ndependently of,
and often competitively with, one another. The result is inevitable
wastu and lack of effﬁ01encygz There is no counterpart .even . amorig our
very largest corporations, for the volumc, the rlgldltv of procedure and
control, or the lack of unity of pelicy to be found in federal govcrnw‘
mental procurcment. This is not said without a full appreciation of the
causés that lic behind thesé differences or of the difficulties to be
“ overcome in cven partlally correcting its Yot Jbeyond the shadow of a
fdoubt 1t should bc, and in a measure is being, improved upon. '

Some o? ‘this 1mprovomunt for oxample, should result from the efforts
of the Munltlons Board, actJng wndar. the National Security Act of. 19h7
to effcct a 1argur moasure of consolldatlon in military procuromunt¢ ”1
Such consolidatlcn, proporly carricd out, should go far toward ‘the re-
ductlon of dupllc tion and of wasteful compctlttons

- Bat Just as the mcrc fact of ‘an orvan1zat10nal centrallzatlon of
’ purcha51n5 doas not in itself result in good industrial procureme :nt,

nclthcr Wlll METE consolldAtlon of organlzatlon or St&ﬂd&leZutlon of
procedurc glvo the desired results for the Armed Services, The type
of consolldatlon (48 conscl:daﬁlon is the word) that is called for must
go much bcycnd a reallgnment of rcspon51bllitles ‘of the mere ordcr—
plaolng agvn01es. ‘This partial ccntrallzatxon is, essentlal and heartlly
to be comuendcd prov1dvd it i1s based upon the proper underlying concepts
rather than Just opportunlsm and cxpediencys For efficicent procure~
ment must go much beyond this to the development of a more highly
trained personnel and to a morc cffoctlve cooperation between the using
andthe purchasing agun01es._ Lut us, tbcreforc, turn ‘to a consideration
of thcse 1ssuus. . : )

Flrst I shoulq 11kp to say a word about pcrsonnel. I suppose I
really ought to go back and rcmlnd you that T am talklnb about tho _
Government as a Whole now; 1f you wish to appLy thls to all thu other
peoply who are purcha81ng, all right, : :

The" undbrlylng quallflcﬁtlons of a a good purchasing officer arc
cssentially the same in busincss as in Government, and sincey in the
last Qna1y51s, any oporatlen depends for its JSuccess .upon the men who
arc rbspon51ble forit, I should Tike to dlgress for-gust a momcnt to
say a word about these quallflcmtlons. : :

Bocause thcrp arc vbry rcal dlf;orcnc@s 'ztr'lonf7 ind1V1duals w1th rcfcr—-"

ened, to/their fitness for particular kinds of JObS, and because procura— -
ment’is essentlalky unlike productlon, engineering, or any other major

i . | ?
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functlon, this type or responsibility calls for a type of personnel with
tralnlnb; bXerlanG, ‘and’ personal quallties unlike - those requirsd fer
other &xécutive p081t10ns. le@Wlse, tYecaust the peculiar types- o f i
proolems w1th which purcna81n5 deals are wlike “those confrontlng ether
departmbats the advantaﬁes of sp601ale ‘d training and -experience’ ‘on
the *part of its pcrsonnel should be obviouss - The desirability of ‘a fﬂvré»
pECullar 1nterest in this Yype of'work and of enthusilasm for-it,- should
be equally clear.r Furthermorc, i ‘it is "rue that the basic: personal -
qualltles of 1ntegr1ty, vision, - willihgness™ to codperdte,” Judgmettt of::
value,sJ and “the like are not funaamantall; di-fferent from those cailed
for in any ood executivc, at Tecast tﬂey are.requlrcd in’a very high -
degree, ‘and. with emphasis upon cerualn tralto not requlred 1n Qplte the
same proportlon lsewhore. ) ,‘f ‘ ‘ ‘ e

. . ST,

e
A

.This is not to say that men are necessarily born with Jﬂhbrltod
tralts that makéx them” ‘good’ procuremcnt Of”lCCTS (or, for that matter,
sdles’ managers and ungineers). Assumlnb that any young man is intel=~
11ben% and adaptable, he may: W“ll become “a specizlist in ‘procuremente= "
or in almost any other field, Throuqh human associations: and- Oxperlvjfﬂ
gnces which develop in®him a real interest in this fhnutlon, he becomes |
happy and proficient in ite .Hence, if managumcnt looks upen prouurement
as an ;mportant functlon, ChOOovS ﬁntv¢11gont und aqaptable porsonnel
.and gives them rcsponSWblllty ang -encouray um=nt tnat gbrsonnvl new and
old akLke Will dﬁvclop cahacqty 1n ‘their Jobse On the other hdnd no.
mattor. how capaalu a man muy be or how broad a ‘concept, o ovocur“mnnt '
he may have ‘he will himsell th“ 5 most Afficult time oonv:mc:mo 8.
mgnauembnt nhmch is 111Lt¢r9tb p?oourcm,ntww1se of the fact that- the'” ‘Nf
fﬂnctlon has any broad si, nlflcanoe, and the manag seméht, in its turn,
will have dlfflculty 1n p&r uading c p1b1° young mcn to entur dny fleld,

The respoﬁ81b111ty for purchﬁse negotlatlon is one iundamcntal v
characterlstlc of the 1ndugtrlgl procurcmbnt function. It is the '
rcqulremont of the ablllty'to négotinte obgectlvelj, plus a’ knawlcdée
of trends in products and processss, that makes industrial grocurcment
basically distinct among the functions of business administration,
Moreover, although brocure Sment reSponsibilltlbs ohould of ¢ourse, be"
discharged in cooperation with the dther functions of a businéss, this
does not mecan that they " should not also ‘be dlSCh”? ged positively,- opn-'7‘
structlvely, and at times even aggreSsivelys T T

What, 1s the 51gn1f1cwncc of tb:s, uO far 18 govcrnmuntal procurement
is concerned? Just thlS‘ that unléess: Uovcrnm.cnt*l purchasing. ey
civilian and military’ 311%@, ars well-sulectpd properly trainedy -
adequately paid, and imbued with the’ propcr understandlnb of and -3
attitude toward their rcspon51billtico, 1ittle ¢dn be hoped for in the

ay‘of sound procurement. Do not mloundcrstqnd me, plcaoc. There are
many superb procurement men in ovbrnment servicé. Thuy are” alurt ‘Keen
and capable. Bu31npss oruanl atlons vould be glud to "capturc" thom,
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Treéy function 2% times under heavy handicaps, and so far as is humanly
posas blc, surmount ‘thems  But having said as much, I must also add that
there are at least as ma qy-probably more--who op“ratc as nere clarks,
with Timited or no ‘vision, who seck to a void rather than to accept respon-
sibility, who have but little roal interest in their jobs, 4and who are
satisfied to abide by the luttdr of a rcgulatlon or rullng rather than .
ta dpvelop ‘a raal undurstandlnf of procuremcnt.

. Thzs is a 31tuation wnich must 50 far as p0851ble, be corrected. I
shall not.: takc the time row to elaboratu on this particular, theme, but

I should be: r&mlss if I°did not call attention to it., Training COHTQLS
for govurnmental buycrs need to be cxpanded where ﬁheJ ex1st, and instie-
tuted: wheru they are. lacklng. More worth-while studies of federal Pro-
curement, problems need to" be made and rendered gunerally avallable.i

. Schoals and colleges should . have courses in. this field, In the area of
1ndus%r1al purchasing there w re, in 1933, only nine schools of colle~
giate fank’ that offered sepa ate coursus for studnnts. Today there are
~probably ten times that number, Of the eighty or more local association
units of the Wational Asro11thn of Purcha81ng Agents, thé majority.
have’ definlte educational prograns designed primarily for active pur~.
chasing’ agents. Nothlng gven rcmotbly comparable has occurred in ‘gove
ernmental or institutional procurcnont._ Fortunatcly, efforts arc bclng
nmade to mect the pvrsonncl problem, Clifton Mack over in the Bureau

of Federal Supply is doing splandid.wcrk for both industrial and gov-
arnmenmal men, The National Institute of GOVGrnmental Purchasing has

- become. a real force for the 1mprOVoment ‘of both porsonncl and policy.
The: speclal comnlttuu App01ntud by the Secrotary of the Navy to study
the Navyts Supply system, commonly rcferred to as the Hancock Commlttee
rebogaizvd the nepd for tralned procuromnnt personnel whﬂn it reported'

"It s *enerallg rccognlzed that with prosent proscrlb :d rota—
’ tions of duty, nobody in thé Navy in peacetime gets' adequate train-
- irg in the arts of wartime purchasing. Recognized competehce in
"procurcment matters. is considered absolutely essentlal. In order
‘to subordinate established ritual and methodology to Sound Judgment
© in‘matters of supply, the Gcmmlttee st ongly recommends that the
cfollow1ng steps be taken to insure having competent personnel to
handlp all of thu elements of supply. y

”(1) Continuad training of carefully selected personnel 1n L
_both postgnaduatp schools and in 1ndustry. ;

‘,0(2)? Propcr diffarentlatlon which allows specialization in a
gingle ‘phase ‘of the divergent functlons of flnanCL, accountlng,
-proeuremcnt and supply.ry '

A f)_ Prov1 ion Tor peciallz tion in supply'functaons with
aq&al'opportunitles for ﬁdvanccment.“
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mvnt purchqslng pbrs@nncl. no onc w1ll deny that much stlll rema;nsffo

i

_fbe donew RGN L SR v e L ,A‘_"“ N ‘\,:mﬂ.-
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I should llke to turn frcm tnls mat bor. of‘parsonnel to conslder brlef—
ly the second p01nt that I ral sad a moment ago, . nmmcly, coooeratlon be-
tween the using and the purcha81ng agencies, Up to now, I:have said
something about oroccduros and organization gnd personnel, But of course
thest . things are mercly the . tools by. which a. procuremcnt objective. 18
to;be autalncd.( That: obguctlvc in. any‘lnd1v1dua1 case ig; som@tlmes,
though*in my, opinion. erroneously, .8atd to be that of obtaining the s
needed amdbunt of ‘the highest - &radb at the lowest possible prlbe. Or ¢
it is sald to be bottlnf a us&blg 1tom.for as llttlc as possible,. Or
avaln the obgoc+ vé of procurcm mt, is said . to be merely that of- accentn
1mg the rzqﬁ101tﬂon for a prudutarmlncd amount of a particular. 1tem,
the qudlity of whlcn has alrecady bcen spcclflcally and definitely .
fixed,. and then undprtakLng to flll tnat rcqulsltion at tnc lowest
p0351ble prices o ; ; : "

Thls doflnltlon of obgoctmvps raises somc very fundamental questlons )
both for, industry and. the GOVnTﬂNLnt. If thé end in vicew is to'get the
"oost, buy," we still need to definé "best buy." Is it the lowest price
for which we can get any supplicr to s¢ll it? NQ .industrial purchasing
agent who is worth his salt would agree. to. thls. Tho good will of a’
suppllpr, his. dependablllty, his contlnued interest in the purchaser's
busrncss, hiS witlingness to take care oft-a ‘cugtoner--even -at somne - sacr1~:
ficeito hlmself~~such things , are lmportant, and the buyer.is qutb r17ht
o, ;pay-a reascnable price,. inclusive of a pro¢1t in.order to secure. . -
thcmy} Althougb the governmental buyer has less. frcudom in the selection’
of his.sourccs.than does. the industrial purchasing agent, he,: tooy will
recggnlzo that price. is not the sole dptbrmlnant of what constitut&s o
g good buy," : : : . s

i '. Lt I S A
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Nor 1s:thls “bust buy" to bu thought of ln tvrns cf thc hlghcst L
gradc, Indeed ‘the higher @raiw nay actually be 1955 deszrablu,.quite
aside from the matter of : pricu altogothor; .The oxbcutlve vice pr031dent
of the Gray Iron Founders' Socidty wrote dn. 1939: T T

"Conqlder a gear hoysing.. The purpose is.to: bnclosu, Thmf& is
little or no stress or strain 'nvolvcd.. One of.the virtucs' of low»
tensile gray iron is its 51nur10r damping property. ...ﬂnnc - were .
the designur to specify tﬂb more expensive hig ﬂ*tCnSllu iron o steal,
he ‘would.be paying, u,premlum y ,mzturxal whose stren. th cq"ld'not
be utcd, which would.afford no superior protcctlon} and’ which woulf'
actually sacrifice the most desirable quallty, namely, qulut operatlon,“
And ye t wWe know of 1ctua] cAases Mhere aven sieel. WQS.SJuclf}Gd '

To put tn& sane 1dea in anothvr way,' “Quallty s s tzat;whlché
fits a product to a given uses A product ‘is not simply good it -is

‘10




8oed. for a certain purpose; and ‘the word 'quality? 1s meaningless apart
from.the use inviewtt o o 3 o ’

~ To this thought must be added another; namely, that "quality" is
w,a'qgmbinatiansof~charactcristics;'not merely one, Furthermore, the
"sﬁeCLficfcombination'finally'dGCided upon is almost always a compro-
miSQ;,sincgfthe'partiGUlar‘aspeét of quality to be stressed in any :
; individuai~case,depénd5‘la?gely'ﬁpdnjcircumstances. In some instances,
~the. primary cOnsideration”is~durability;_quustiqns of irmediate cost,
or facility of installaticﬁ;'dr*thé‘éasg,of:making repairs are all
secondary to durability, In other instinces, the lifetime of the item
of supply is not so important; cfficiency in operation becomes more -
;signifigaht;'iCertaiﬁ'éloctrical'sﬁpplic31will'suggest themselves -as
illustrations,ijhile.a‘ldng'life is dedired; it is more important that.
the materials always function during Such life as they nay have than

that”they,1ast‘indefinitelyg” AU

Assuming.dependability*in“6b¢ration and a reasonable degrec of dura-
bility, the casc and-simpliCity’df@dp¢xatidn*may'bccome the determining
factors. Thus, it is not essential that a typewriter last indefinitely, .
and -the mechani sn of ‘the modern typewriter 18 such as to make it depende
able.under all ordinary usagcs, Given these two factors, which are
re -or. less Standardized among various typcs of machines, the detor~
mining faector is the;eaSQ.with{which‘tha'machine cen be operateds What
congtitutes_a;satisfactory»quality therefore_depends‘largely'upon’whatu :
a Qir$on,isvseeking-in,partieular goods, AR , S

" But if "best quaiity,“ technically spcaking, is that combination of ,
physical and chemical characteristics which is best suited. to the intend-
ed\usg, itiishequallygimportant that were technical perfection is by no

means the whole story, For clearly, no matter what degree of technical
perfection 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 high as to be prohibitive, one must then sacrifice something in
teéhgical‘Qualityfand~get"alohg with an item somewhat less suitable,
Or.if, at.whatever cost or however procurable, the only available sup-
pliers of the technically perfect lack adequate productive capacity or
financial and other assurance of continued business existence, then, too,
it mnﬁmngive,way;to:something-else,4 o R o

Obviously, also,#frequent'reappraisals‘qré'nedQSSafy,oven though a-
work@bleubalance;b@twaen*techﬁiCal’and'écbnOmic quality has been gstabe.
1ished, If copper rises from 1k cents a pound to 21 cents or more, if
magnesium drops from $1.25 a2 pound to 20 cents or less, if aluminum falls
from-26 cents 4o 1L cents, tho balance we ‘have referred to needs re-exam-
inations : The experiences of the war'are-still‘tbo,fresh-in'our minds to
forgetfthe-fact‘that~mény'an‘itGM3 a component, or cven a Tinished. pro-. .
duct rated as "essential because supsriort had to give way to one tech~
nically "less suitable "’ :

1
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Solder provldps another .example, Varlous combinations‘of lead, tin,
zific, cadmium, and silver &an’be uscd to produce theroughly satlsfactory
solder. Such illuStrations could be multiplicd almost indefinitely..
In such cases, where various alternative materials arc suitable for an
intended usc, or where viridus comblnﬂtlﬂns of materials ‘give. completely
satisfactary porformancd, it 18 no more than common sensec to say that B
the decision as to which to use should depend upon relative cost and:
procurabllzty. To spu01fy as ‘crating material, to use one actual S

xample, olgir, all heart, redwood lumber, whlcb is generally scarce and
alvays expensive, 1nste3d of thu lowcst and cheapest spec1cs and grade
of Wood, Just doesn't nake’ sbnse. . . PR .

But procurablllty and’ cost (it nwuds to be kept in mind that We are

talklng here about ultimate cost, not price. The lowest ultimate cost
always an ObJLPt of procurcment. It may be gquite a different thing

from lowest unit price.) are scarcely matters with which technical men
can be expected to be thorouphly familiar. They arc matters that lie
peculiarly within the arca scrved by the. procurement officer. In any-
functional orgunlzatlon, whother gOVLrnmcntal or civilian, it is pt‘to =
‘be truc that neither the purchasing officer nor. the technical expert-ig -
familiar with all of the factors that are involved in determining the
"best buy." Moreover, in the large scale orgonization-~and this 1ncludes
the Armed Sc¢rvices—-there is a definite tendency. for specialists to- act
independently and to fail to consider the effect of their action elthsr
on others-or on the total result. The continual development of, and.
insistence upon, special nonstandard or obsolete. 5pe¢1flcat10ns in lleu
of equally acceptable, up~to-date, standard commercial sp601f1cat1ﬂns
is an examole of +hb snrt nf thlng I am talklng about. i .

- Now since su1t10111tv for the 1ntunded use is onc’prlme cssential of °
proper qualﬂtv 'and since final decisions as to suitability are pccullar~
ly within the province of the technical gxoort or the engincer, a very -
difficult problen, procurcmypt—W1se, constantly arises.  For if spec:o.»:.-t'E
ficativng are to be sct first and finally by the cngineer, then the-
purchasing agent either has to accept them without question’ and: Mag 1s"
and do what he can to get a good price, or else he has to reserve the

‘right- to-challenge the specifications. or to refusc to buy-until he'is”
satisfied w1th'tpr.h His problem is mad¢ nonc the casicr because the
amount rsquired and the tivc the item is ngedcd are also specified, -
The easy way out of this dilemma is for the purchasing agent to say
that it is none of his responsibility anyway, and in order to avoid
any frict tion, to get some bids and to otherwisc act in a purely clerical
capQOLty. » _ A S : . R T TR R R

And 1t is most vmpartant to’ notc thut UHlLSS the purcha51ng agent
is 8o qualified that he knows somethlng about the commodity:in question
and - about. the. use to which-1t is to be. put, there rcally 1sn't nuch else '
he can doe. = - ‘ . . : LENL
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But w1th a quallflcd purchas:r.nb qgont and a using dnplrtnent or:
agency that is reasonably ‘covperative, much can be acconpllshcd. In-"
deedy 1llustr°t1ve examples from our wartime military experience indi-
cwte thqt a great deal wias donc undcr th >se conditions. Let mc give an
exanple or two‘ : ) o

l. A r@qulsltlon was. recelved for-a large number of Canvas. covers to*
be used averseas. Thsy were 1o be mlldGWhproof ralnproof flreproof
and otherwise prepared to stand extremc wcqthc*~cond1t13ns¢ Yet the |
roqulsltlvn called for special protectlve packing costlng $97 OOO hlghcr
than 7rd1nary Cﬁnwpr0131 packlng. :

2 An 1guncv requlsltlonea 70, OOO paunds of chom1c111y DUre oxallc
acid in oncvpound containdrs. Bascd on his knowledge of chemicals and -
their pricés, the buycr knew that cherically pure oxalic ncid was used
only for laborutory purposes and was much mor¢ cxpensive than the tech- -
nlcal grad -~ He also doubted thc nced for onu»pound containdrs in lien:
“of* tht ore-and two-himdrcd polnd containcrs comr:only used; Hce contacted
the’ requisitioner, recommended a ohangp of speciflcztlons, and : saved

$18, OOO on the transactz@n,‘ , , .

3. ‘A buyer recelved a requlsltlon for a con81derable nunbcr of Crane
faucets selling at $8.26 each. The buyer knew that these faucets were
toibe used for temporary construction and that 3 rough brass finish
would be equally: satlsfactory. By securing approval for the substitution,
the. buyer was aulc to place the order at %5 3; cach, sav1ng approx1nately
33 p%rcent.

L. A buyer recelved a requisition for 50 lube oil filters of a "
certain. types = Because he knew the use of lube oil filters, the buyer
believed that it was pxtremely unlikely that 50 of these filturs could
‘be used by the requisitioner. He thercforc asked the latter to re— ;
‘examine the - requisition and found that filter elements only were re—
quired, not complete filters. By buying the filter elements only, the
‘reduisition was filled at a cost of $360 instead of the $22 000 rcqulr—
ed by the origlnal requlsltlon. f

5. An oxtroﬁc bxamplo of saV1nbs that can. be achieéved bV quallfled
purchasing of ffiters and npgotﬂatﬁrs is 1ndlcated by the purchasc of
- 500-watt - radlo power units during the war. The spec1flcat13ns for thcse
units e3lled for motor -generators -and ccontrollers, both of which were
extremely critical at the time, Sinece the cofitrattors who bid on these
units woerc unable 5 deliver then in the time required, the purchasing
officer suggested to the technical group - that dynamutors be .substituted :
“for the motor gbnvratﬁrs md controlicrs., The technical: group agrced
that the two were equally satisfactory for the usc intinded and the i
specifiecations wcru changed accordingly. As ‘2 result of the change 1n
“speéificati sns, the award price for 6,500 uni'ts was rcduced from
$L, 67k, 565 to &77h §585, or a sav1ng of $3,900,000,
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6. A buyer received a requisition for services to install 2,450
new-style values on carbon dioxide cylinders. The specification speci-
fied-an award te.Company A, ‘and stated that the requisition was.to be
completed by that compary-because no other vendor could do. the work
satisfactorily, :Beecause of the buyer's knowledge of the industry, he
knew that other concerns could perform these services and therefore
asked them to bide The bid of Company A was $2 per valve or a total
©of $44900,+ Another concern, Company B, which had satisfactorily pér—-
formed similar services under goverhment contracts, entered a bid of
62,5 cents. each, or a total of $1,531.25, ~Although this discrepancy
was -brought to the: attention of .the requisitiening activity, the buyer .
was advised to place the contract with Company A because the requisi-
tloning activity doubted that Company B could install the new valves ‘
satisfactorily at.the price bids In view of this situation, the buyer..
requested Company B to send a répresentative to the requisitioning - v
activity to inspect the cylinders and to demonstrate the compaytg~ @7
capacity to perform the worky: As a result of this visit; the dodtiact = -
was‘placed with-the low bidder, thereby effecting a saving of $3,368,75,

‘These ‘examples from the varidus branches of the-Armed Services could
be matched almost indefinitely from industry, ¥ndeed, oné could say .
that, whereas in zovernmental purchasing such instances might almost
be sald to be the exception, in manufacturing organizations they are -
fast coming to be the rile. Why the difference?™ T

Some of the reasoris clearly have their originvin'the differences
. betwéen the two .types of procurement to which I have already referred,
‘But underlying the more obvious’ reasons, there is something more funda-
mental,

There are four basic conditions which make a satisfactory solution ‘
to the apparent conflict between the technical expert and the purchasing
agents - ' N L . = . l o B

1. There must be a ¢ledr conception by~ top management ‘of both the
importarice and true rature of procurement, It needs to be understood
that this is a peculiar function unlike any wther gspect of business
administration. It is coordinate in importance with sales, engineering,
and production, ILike the heads of these other departments, the director
of procurement should, by virtue of hils position, .be a member of the i
top-management team., He should have complete- authority to ‘deteérrine = -~
sources and negotiate priceéss. He should have the right to ‘question :
requisitions as to both quality and quantity, Management needs to
appreciate the fact .that the proper comnercial quality is equdlly a
matter of suitability to use intended,: of ‘cost,” and of procurability,

2e -Otﬁer executives of the company“n§e¢'to havé thé‘§aﬁé under=-
standing of the nature of progurement to’ undérstand the proper relationship

N
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of their peculiar fun ion to'it and 4o coopcrate fully vith the director
of puréhases in such tters: as the setting and reviewing of spceifications.
They shoul stand that the interdependence of the parts and the wel-
fare of the whole is:more important .than any individual competence or ..
responsibility. dless to ‘say, the director of purchases -should main-

tain the same. attitude, v o
L3,]7The‘purchgsi_g,agéh%xandjhis?staffﬂShodld”belc@nmodiﬁY”exPérts
procuxeméﬁtéWiSQ;:and~the'organiZation*ofathe~purchésingqupartment
sM@dm%pﬁmmwonawmwﬁ%raMrmwafmwm@rwagma
ygraphic, basis. While these commodity buyers need not of necessity be
enginéers;;they?dg.naedx$cfkhqwithé»physicél3-chemiCa1,kaﬁd‘othér.

charadﬁériStiCS“offtﬁewcbmmodiiies?theyfbuy;~the'uses-toﬂwhich“théy'are
totbé4ﬁuﬁxaﬁdjfor,whiChxthéyyare;suitableg'as well as the sources from
which they can b onghtzand'geheralfmafket;cbndiﬁioﬁS“affectiﬁg their
purchase -and. saleés =0 ., 0 oo oo sl e e T

'EH:;fThe pﬁrchééing pérsoﬁnélwﬂéédité bé?ﬁ?opefly‘selecte&'fbrAtheir
particular tasks and given every opportunity through continued experi~
‘ 1alify themselves for, the important duties they

ence and training to qus
arevexpectcdﬁto:pqrfqrm;a~f
Not all maﬁufacturé?s”havG&QVGn~partially adoptedftheSevfbuf'princi¥~
ples, but the numBer of those who are adopting them is steadily incresgs-
ing, ° , | ‘ geedt

EXpéfience;mayéﬁdtfélwayé be ‘the best teacher, but it isfa“étérn and

enlighteningvoﬁe,;aﬁdwpfogrQSSiVéabﬁSinéSs*maqagcmenﬁfis,reaiiging that
upon thesg four basic concopts, modern industrial purchasing rests, If-
our original proposition holds; namely, that basically governmental and
industrial procurement are identical in objectives, and, in so far as :
industfialTexpériemoewis;alguidéftqfeffiCient”gcvgrnﬁéntal procurement,
then 1%, too, must rost upon the same’ foundations, - Deviations 4in detail
from industrial practicc is, with the Government, inevitable and neces~
- sary. Common sense would suggcstithatitheﬁdeviatieds*Shodid*be;minor
and not major. Whether or not federal procurement practice does in fact
. rest,apgﬁgthes@~four:fpndamental&principlas'df“effiCiént“procurement'is
a debatable issue,. In so far as it doas not, then further questions
become important:  Can it ever be expected to? If so, how'is that
objective to be attained? Into these questions we can scarcely be
expected to go this morning,” S : S '

, LetaﬁéEébﬁélﬁdeiwith a;quota£icn*frém”an?editorial5fromﬂthe "Bosfon :
He;aldﬂ_Qfglast*ihgrsdayi(NbVmeeﬁ425}}19&8)*“ LR R L

"Selling is casier than buying.” Easier not only in these days
~of high demand, but easicr any time, But to buy wisely is another
. Bhing adgain, - A car, a ‘washing machine or 2 television set, which of .
- the multitude of:.offerings is the best for the purpose?” B
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"But, the federal government has gone along on the assumption
that any grade A clerk cen buy coal or mail trucks or pencils if
someone hands him a purchasing order in triplicate. Private indus-

‘try, mostly ‘has 1uarned that purchasing is a highly developed
sefence, with a little art mixed in, and a smart company pays a

i good purchas*ng ‘Agent plenty and then saves more than his salary,

But the government pinches its pennies in the wrong ‘place, and wastes,
Qaccordlng ‘to Herbert Hoover's survey committee, a quarter billion
- 'dollars. It spends &12 to surround a $10° purchase with c01plete o
,fsaLeﬂuardSs , : ‘

e w1sh we mlbht belleve that\the Congress and the executlve
.. branch- would get togethar and work out an efficient purchaSﬂng
~.system under the Hoover recommendations, But the subordinates in
govcrnmental dcpartmcnts neéyer have ‘been encouraged to exercise
independent’ judgment, and probably never will, so that purchasing
will probably remain a’ woodcn* artless bu31ncss based on 100 rules
“and plcnty of oarbon COpl“S- ¢ .'c“ N S

'You may or may not agree W1tn thls pa881mlst1c ottitude. But no one

can deny the challenge, I, for one, feel confident that the courageous

purseverancu on the part 01 those with “procurement v151on" w111 fihally
cope with the problbn Ln thc ocst pos51ble ‘mannere

Thank you. g - S

~ QUESTIONS Slr, ron- purchasing, ‘you said that in 1ndustry it isa
"musth bo cgntrallzo purchasing, . Now, the surrounding of a $10 pur-
chase with a $12 cost is the. result of centralized puruha51ng, fould
you explaln how 1ndustry gcts around that? ‘ o

PROFESSOR LEWIS' Dld I undérgtand you to say that the $12 cost is
the result af c@ntrallzed murcha31ng? S ‘

QUES“TOVER. Xell 1t seems to be, sir.

PROTQSSOR LEWIS" I don’t follow that so pprhaps you w111 tell me
why" : '

QUbSTTOIJBR~ I don'_t knjow; whys

PROFnSuOR LLWIS~ Centralization of purchasing, 1nddstry-wlsc, is
in my opinion in all pro’rCSSqu industrial oraanlzataons a tmust,
Now, of course, if I were to lecture on procurement at greater length
I WOuld immediately have to raise some quust ion as to what is meant by
"centru11Zba purchASlng." That is p01nt one, : :

Centrallzed purcuqs1ng doas not mean that ‘every purchQS( Has to go'
tnrough thé. samv offlce at thc headquartcrs of a company in New York City,

+
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Chicago, or. San Fran01sco. It is entlrelx consistent with centrallzed
purchasing that’ there should be branch purehasing efflces and divisional
purchasing OfflCGS. Centrallzatlon ¢onsiste of centrallzatlon in ‘respon-
sibility for: company procurement policies, "This" company does or does
not permit its employees to accept Cnrlstmasmglfts." WIt does'er does
not-permit re01pr001ty.” A5 a matier of policy this company places all
‘of its coal contraets for the entire year through a central office,’- A
‘local plant may buy its local requirements against a central contract,
Centralization will still permit the branch office to buy'for itself

' w1thout cleamnb throu =h the central offlce.

. -The- central offlce may say “that all purchases of+ less than $25, $SO )

‘$100 or $250 may be made locally without going through the home office“
at all. The procedure for the purchase of major eQulpment items may be
set up” in the home office, and so on, These are matters of procurement“
policy, When I speak of centralization of procedures” and of orgatization,
- that is the thing T am talkin; aboyt, In other words, I want it to be
clearithat I am not talkin: about carrying centralizailon ‘to “the extreme
where every detail oes throu*h the home office without any 1eeway .
whatever, But.the proper kind of centralization is the accepted prac-
ticey; with obvious-variations, in all proyressive business orbanlzations
vxand manufacturers at the present time.' Certa:nly wmth most of them. B

NOW'to come dovmn to this elO business, The matter of @l@ ordere is j

~a matter. of anthLpatinb needs, planning requlrements, and buylnb in
advance “to avoid $10 orders that happen betause out 1n the plant they
nevey send‘a request untll the last minute, - , ,

’ I might give you an example. I remeﬂber a case with a company for
which :I was . workin: for some months: dum_nb the war,  There ‘were about
a.dozen different departments. In checking on requlsltlons ‘when I -
first went there, I found that 99 percent of the requisitions that
came. in. from one department were marked "rushi" Well, it ﬁldn‘t make
senseq (bviously, if- thaey were really rush orders$ tdat meant ‘somes
body waan&t anticipating what he needed or hedidn™ have cenfidence in
the abillity of the purchasing department to get them, As a matter of
fagt, in taking’ 75 of those Fequisitions (whlch is what'T dld), check»ij
ing the,requisitlons ‘against the purchase orders and. agalnst the = =
deliveries, I foumd that im approximately 50 percent of the cases those *
‘rush requisitions: had never been filled because the suppller hadn'y
filled the order. - The«using department ‘that ‘was go anxious to secure
the requisi®ioned material overnight had never said a word about this

" delay, and umany of the unxllled requisitions ran back months and months

and months. Obviously, the material was not needed at all; something
else: was ‘used, - So’the requ131tlons were not '*I‘ush‘t after ali and they
were f*lled out op stock“:'*' : : . e

There are tlmes when small orders have to be used, bt in my oplnlon”
. an. -.excessive number (T am not deflnlng Wexcessive number") of small "
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orders means poor olana1ng, poor inventory r‘ontrol, poor stock control,
or all of them, :I%t can mean ¥&ry poor purchasing. Every time an order
is placed, the mere. ‘processing. of it costs money. It costs money all -
the way back from the making of the requisition to the place where the -
goods-are-delivered, . If this process.is complicated--a number of sig-
natures required and. X number of copies dlstrlbuhed to-at least that.
many ,agencies around the comp anyw—the cost is w01nw to mount up, Ten-:
dollar erders are seldom ﬂllled at the same favorable prlce at whlch an
order for a hundred dollars can be fllled. : :
QULS'ION' My - questlon is on one of the baolc economnic laws, tne 1aw
of supply and demand. What is your opinion as to what role that. law plays
in wartime? - I have read in a couple of books that it stlll is-always
fundamentally applled. I have also read that actually in wartlne you
have, such a large demand and so llttlo supplu that that law boes out, the
.- Wwindow, T would like to get your opinion on that. : . v
. PROFESSOR LEWIS: I never wrote a book on that, ‘and I don't propose
to. I make only this commeot about its. , ; :

As. oondltloos change from'one period to. another, either from war to
peacg, or in peace from a perﬂod of brisk business activity to depression,
the emphasis on procurement factors obviously has to change,  If one were
to ask me, "Does supply and demend operate ‘then?® I would immediately
start getting into. some kind of ‘discussion as to what “supply‘and ‘demand®
meanse I can remember the old textbooks that said that supply and -
demand and price are the things that determine it., I don't know any-
thing about that. s

It is clear, however, that in vartime obviously there is-a groater
emphasis on certain .factors which in peacetime do not occupy the same
~important:role. Perhaps I should say we have to devoteiour attentlon"'
more particularly to some factors than to others.  In wartiue, ‘whether
in industry or.the. Sorv¢ooo, vou get the most sultable matcrlal yod can
get at the' time you néed it. But that in my opinion does not for'a _
moment Justify your .paying any price whatsoever or dlsrpgardlng ent1re-
1y jthe price to be paide. That to iy mind just doesn't makeé ‘sense,’ But
it does mean that the more important factors under those 01rcumstances
‘are sultablllty and delivery on time in adequate - ‘amounts, You may have
to pay higher prices than you would like to,. Of course, T am of Scottlsh
ancestry, am from New England, and am interested prlmarlly in procure-
ments you wouldnlt expect me to say that the price doesn!t make any
dlfforence, because 1t alNavs doesy : :

Now thc s&me thlng applles undgr pcacetlmb condltlons asry oﬂtween a
prosperlty period and a depression, I was consulting yeste rday with a
company that was buying on an escalator clause, I remember during the

- war there were a lot of these escalator clauses. -No ‘matter how they -
read, evorybody undorstood that. whcn thé clause came. to oporatc, the'
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prlce would be hlgher, not lowere -ALL right, you accepted thems You -

didntt. 1ike thens You Would rather have had a £imm price than an .escal-
ator clause, but‘lf that was the way ‘you had to do it to get your stuff,
%nat was, the- way you ‘got 4%, Backsin the thmrties»—and it will happen
again when we zet into the next depr9331on~~Jdu wi1l ‘never have: anybody
askihy for—escalator clauses, but you w111 have buyers asklng for guar~

: antees ag alnsﬂ a nrlce decllne. =' : ' R

I thlnk 1t s an unfortunate, thou*h 1nev1table and uﬁavomdable, thlng
“that -there are so many people in' the:aggregabe, numericallyy in purchas—
ing today. whé got most or &kl of  théir braining during “the 'war perlod.
It is unﬂortuﬁate, T think, because-their training at that time was to .
“et.alW you could. get and fcrbet ‘the ‘price, "I you got more than you
neéded, some day’ yow.mij ‘ht need ite : Thab ik not good peacettme purchas-
Pnges - But that-was the way ‘they Tearned te purchase,. That was the
fraining they réceived, They. are:going %o have to get over ite A lot
of those people~—partlcularlj the younger mern in procurement todayﬂ-
w1ll have to unlearn some:- of the things they learned. '
That doesn‘t answer your questlon about supply and demand, I know.

I have: been- talklnb around ity I know that Jusb as Well as; you db. Bub
I an not golng ‘bo answer. it any furtner."‘ ' o LT

QUESTION. I believe you mentloned that the good procurement @fflcer
would have & good underotandlng of the characteristlcs of the 1tems he
was to buy? B L N ‘

R

PROFESSOR Lﬁms- Tha£ is rig’k{t; .

' QU&STION&R't I velieve you also said there was some parallel between
a gaod procuremenm officer and ‘the consumer, ‘an’ individual, we will say
_acivilian buyers I got the ddea tha t an 1nd1v3dua1 going -out o buy
would ‘welgh' well what he is spending his fioney fory - My - ‘question ise-
Do you think item characteristics 1nfluence a determlnatlon of what
clvlllanu buy9 : o :

PROF SSOR LEEIS: T d:dn't mean o leave that 1mpression. 'Myin
emphasxs was on a procuremenb officer, an industrial buyer who is -
buying material for proflt. I couldn't say it was true in both cases
‘because one difference is that the 1ndustr1al vuyert is influenced by -
chemical: characterlstlcs and a lot of things you can test: falrlj Well
whereas: & cofrsumer is moré dikely to be Jnfluenced by Lodks, and stream—
lining, - and a lot of things of that sort,.or éven his partlcular regard
for a particular supplier, " Thé dlfferenee, as I'see 4t on-a lot of
consumer purchases’is that! when a constmer buys, in the first place ‘he
doesn1t have the knowledge or the ability to Judge these chemlcal char—

‘ acterlstlcs, let us say, and then in- the second place, he is not so
'1nfluencad by them as the industrial buyer 15, or ought to oe ln any ,
evente - There are-a’ lot o; other thlngs about’ ltw co , R
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- >In years gone by when cars could be bought for less than six months!
“salary, I,uséd’to-buY<an[émtomo%iiewevery year.or so. The one I ‘now.
v;fhéve; I boughtfin;19h0; and-itfiszstill goimg;w”Itvis-going‘some‘mora.
"“If,I.hadfdonefthe strictly}vroqunement’thing;bif_l_had,done‘whatqwas‘

‘best. for hy'ecdncmy;fperhaps«ldwbuldnlt kave ‘bought the car I.-did,
~Did I set up’a careful cost analysis system? - I-did nots. I-wrote it
~off, T didn't try. to amortize it at-ally I said, "That money is sunk,
If the car goes as'long as I want it to,*I‘am'satisfied;"-AI didn't set
aside an amount for covering oil, gas, tires, and all.these things, I
;didn‘t{dévany of these things, As a matter of fact, I don't know
whether it was a batter engine than some other erngine or nots It got
me’up some ‘steep hills at-a speed more than I should have made, It .
"~ looked all'right; Peopleé that had cars of the same make seemed to be
-satisfied, I'got repair parts when, I needed them, That is the car T
have now.  Those are the factors that so frequently primarily. influence
. gonsdme;,purchases, ~These faetors -are not weighed the same way by .
© industrial buyers, I 4did not intend to implysthat the consumner does.
what I think he ought to do;f,But generally it is what he does, ~

. QUESTION:R: I would Like to 20 just a step further.. I believe in
*your description of Ltem charact@ristics.involving your automobile-
they border s Iittle on the nonessential and luxury thin.s, What do
you think about the housewi fe %ho -goes down to the grocery store and

goes downtown to buy a pair of ‘hose, what does she consider?

_A' PROFESSOR-LEWIS&‘“I'don't know,"I haven't the.faintest idea Eow“she
- buys hosé. Take another example, ' N Co

QUESTIONER: If you don't mindy the chardcteristics I was thinking
.about were those of essentiality, and I think probably the procurement
"fafficer goes along that line of%thinking, too, - When you get into what
énd'hoW“you buy, and when you buy, you begin to apply.a-lot of "judgment,

>;:PRoéESSOR'LEWIs=ftxou are right,

QUESTIONER: When you apply Judgment, you deal with itenm character-
istics,: co 3 o o . : ' R

PROFESSOR LEWIS: You are right, = o

_ QUESTIONER: That I Wéntéd”to.brinngut,‘what T thought I would get
3;y0urto'commit yourself on, was the fict that item‘CharacteristiCS”on ]
'-eSSSntial'items'grevimportant; ‘As a matter of fact, they arc possibly
detgrminant;“ijwahtgd you -to' say that but I'dontt.think I am.going to
get you to de sb, - - Lo R Coe T

* PROFESSOR LEWIS:“.ikwill‘go alongrwith'you 6n‘that; “Unless'the item
i question hés-thosanphysicalwpr othér characteristics which make it ‘
suitable for the use for whibh'yqujare~going to use it, it is silly to

[ A
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‘rtalk sbout anything elsge.Sure,, 1 will go 100 percént with you on that.
s AT1° T am'saping is that yom can often get the same net result with this
or with that, or with a differént combination of characteristies: mag-~

nesium instead of aluminum, aluminum instead of steel, low-grade tensile
strength agalnst high greades., It is nonscense for somebody to say, "Now

- T must have this amount by the first of January in so many tonss I must

" haverit in Chicago, or Somewhere ‘else,! if material cantt be obtained,
| That is-baside The question to determine is:. Is this ‘suitable? If 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 determining
whether it is the best buy or nots. If there are some ‘alternatives, for

. gbriebody to purchase the very best grade made in the industry (as clear,
all heart, redwood to put arownd some almost imperishable canvas for -
erates, for instance) is not good procuremente ST

o+ QUESTION:: I have had no experienge. in procurement or purchasing

except in the engineering angle so T 'may be prejudiced, All my experi-
ence is prewar, but from the view that I have ‘seen ‘of purchagingsit,

-~appéars to-me that sentralized purchasing is not:an unmixed blessings’
T havé had .a number. of occasions, in tryving to get stuff from an engi-
noering angle, windiy king ho ' it 1naiviy

Fwld]l have to admit, as you have said, that a man ought to Ve qualle
fiedy I thought meny. of “thep in many cases pcrhaps were notd® But T
was never f‘ to gct them %o Z dmit that they were note o R

ing up lockinz horns wikh this procurement individual.

. PROFESSOR LEHIS: ~'That is the trouble with a little mani angwayi He.
‘ne-ve,rAadIfﬁ.tsita S Cow e R
| QUESTIONsR: The net result of that in many cases has been that, T
have been forced ¥o take equipment fthat didn't suit my purposes. Refer

ring to President ’Roo}écﬁre;lt",s,;_authoiﬂi-zata‘fon, I think you called it, in

o933 gentraliged purchasing, we attempted: ati that time i good faith

- toruse the services of the Procurement Division of the Tredsury ‘and
found that we were soon being told what to buy and got a lot of equip~
ment that didn't suit use I think, too, that in devermining what to
buy ‘one often has. to ‘take into account the desired: of the ultimate users
I.yemember ond tase in Noew England, after the blowdovn therej’ the hurri-
cane. that Swept N Brigland, I-agroed.with-the purchasing agent in that
case that; we should e

d"buy some saw mills that werd known as:"éad” blpck’
millse’ I am“just Lrying to point out that in buying these mills they

were not what the local.people wantoed, they never: kiked them, had no. use
for themy so we were finally foreed to. withdraw from’ that and go bacl

~bo ,»'f;obunbxm*lq_c'al‘Qgr‘o:naf,sjigﬁgj and notuse the Treasury Departmente .

i .

, : 35*, Yes, 1. know that happense:.. Ttis trucs - I hope I .

~made mysElf cleaty “THe ’/-%Wo;_‘thfi;h}gs that arc egsentiale—T am talki g
about industry--arc, firsty the buyer must know the commodities orsthe...
1tens himself if he is going o talk about major. patts- sensibly, if he
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is going to place the ordér,-cerﬁginly‘if he is going to t alk to yous
The other thing is, wnless it serves your purpose and serves it well,-

. it is not a good buy, nglmatterﬁmowtmuch*the;othergiéllow,thinks he

. ‘knOWS,'m [ P G e - - o :

QUES$ION=3"You.havé;115£e&7ﬁény1diﬂfgregéQSfandwsimiléritieé in pro-
eurcment problems-of industry,and,Goverﬁmgnt.« Whgtvdo_yQu think are the
primary,lessons that thetG6vernmentvcan Learn: from well*regulatedzinr

. 'dustry? et S e Ho ., . . P .

- PRAFESSQR LEWLS: I-qaﬁ;tellcyou‘ﬁhaﬁ»liihiﬁk'aré the. tio most, N

esséntial requirements,-;Howathey.are~gqinggto get them, I don't kneir, -

as a full-time job aﬁd

a:.life~tine Jjob by men who.are»qualified-to learngsomephing'about
commodi ties, -who confinevtheir~Qperations;largély.to thOSechmmodities,

,éﬁe_is fhat;brocureﬁeht\éhou;d:be'recogﬁiZéd‘

and not try to talk about othersy-

The cther ossentidl thing is that.the fellows in the using branche

- Atrhed Services,ibureausjvwhat‘h@ve Jou--must understand that just be-
cause they are engineers doesnft,give’themythe-right‘to dictate un- ,
Yeﬁalifiedl&_and”witheutrcooporatibn‘with the othev“units‘of‘the_divi&7

“&ion, .such as finance, -as well as purchasing, for example,’ Précure-
#ent' is 3ot a one-man specialistts job; it is a cadperative team .
arrangemont,~and if these using branches will cooperate with a qualified
‘Jbuyer, - they will. get what thevaantgwwhat they can use to thejr complete

matisfaction, -and the company will save a lot of money. - I don't know .
1f that is true of the Government, T think, ‘however, ‘the same thing is
true of the*Governm@nt.v : oL F L :

‘ 'QUESTION:}'Professcr‘Lewis,«assuming Wellgqualified;fwellwtrainedh

~ procuremcnt officers in a1l branches of the.vaenmmént,:weAwillﬁsay,ﬁ
woyld you recommend defingd branch authority by all government agencies

('tczsocure'by‘negOtiation? e L - R )

PROFESSOR LEWISy - I think this mecting is going to.stop at twelve
- .o'clock, - It would take the r¢st of the aftemoon o answer that oney
o I T answep it, in the time that is left I won't be understoed, -and I -
- haven't time to give the limitatioqs.~ullthink'itfccdid%bé.cen$ra1126d
S much mmt¥e than it igy,-if that is any satisfaction’tn*youym_ T

COLONEL McKENZIE: - Professor Lewis,: on behalf .of ‘the College and ‘our
;visitorsx-I,thank*yQu for a~mos§.stimulating'discussionff You may . change
your mind, but in~sojfar as- the Writmen record. ‘of this morning will stand,.
I am glre we have a valuable addition. to our library,-. To ‘the gentlemen
Who ‘have heard you this morning, I am sure your words will be‘well heeded
throughout the rest af their military careersgr - g . oo
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