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TRENDS IN INDUSTRIAL PROCUREMENT

- T"February 1950 -

»» COLONEL McCULLOCH: - Gentlemen, you may recall that, in the orien-
tation discussion en: the Procurement Course that took place, as I recall,
‘on the fifteenth of"Décember, I indicated that we not only would consider
the ‘procuremént organization as being built up in the Department of
- ‘Defense and the three services, but that we would take a.look at other

-procurement organizations in the Government. and procurement practices of
private industry.-''That was done with a little forethought, because, in
- défending the type of procurement organization that is being set up, the
stock argument normally employed is, "This is in accord with 'accepted
commercial ‘practice.!'® ' ~ DU L

I know of fo'‘one who is in a better position than our speaker this
morning to advise us’as ‘to whether or not this statement is, in fact,
accurate; TYou have his biography. There is no point in répeating any
part of that. But he has had longiexperience,as,ProfeSSpr of Marketing
at the Harvard Business School. Also, he served as Editor-in-Chief ‘of
‘the "Harvard Business Review' and now is chairman of the Board of that
publication.. I think, in that capacity, he is well qualified as an
expert to discuss the procurement problems of the Departiment of Defense
from a purely disinterested and academic point of view, Professor Lewis.

PROFESSOR LEWIS: - In speaking before the Industrial College a year
ago, I undertook to make certain comparisons between governmental pro-
curement policy and practice and that of private industry, This morning

-I Should prefer to confine my attention'more,particularlyffor¢eiﬁgin
- trends in the area of industrial procurement, leavin, the domparisons
between it and governmental procurement mainly to be drawn by’ you.. .

 I'hasten to add, however, because I do not try to poink ot the.
similarities and differences, believe me wien T 'say: that 1 do not
underestimate’ either the importarce or the difficulty in making such

- comparisons. Yet such comparisons showld be made with a definite. =

"7 objective. in view, and that. objective should certainly not. be the purely

 and’ the differences. The purpose of “any such-comparative study should
be to increase. thé effectiveness of governmental procurement through"
understanding how industry buys and why it;buys;the_waykit does, The
purpose of this understarding isnot to learn primarily the bést and
easiest manner of fdrcing'industny'to,adaptqitselﬂjto particular govern-
mental procedurés set up by law or regulation, but rather so to Ymesht
the two that the Government--particularly “the arined. Servided in time. .of
national emergency--may have its material réquircments met most promptly
and satisfactorily. At the same time, such.comparisons should lead to
"definite'imprdVémanﬂ'fn”FédéfalfprQCQﬁemant;iﬁféﬂ@ of ‘itgelf, =

academic one of being able to recognize and to list the similarities
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Here T must voice a warning. Let us not become so obsessed with the
~ peculiarities of governmental buying that we posit all these peculiarities
" as insuperable and unchangeable. Industirialists are fast learning that
the man who says, "My business is different from anyone glse's and I can
learn nothing from others," is the man who restricts his own accomplish-
ment by virtue of his own blindness. The parallel with governmental
procurement is clear. The greatest single obstacle to more efficient and
effective governmental procurement is not to be found in the maze of laws
and regulations, or in clumsy organization and inadequately trained per-
sonnel, or in poor advance scheduling, serious though these things may be.
~The greatest obstacle to improvement is the attitude of mind of those who,
often unwittingly, are so circumscribed by their own intellectual and
_embtional obtuseness that theéy fail to recognize supply as one of the
major executive functions--just as important as engineering or design or
personnel or finance--and who, in consequence, refuse to see, for example,
that the supply problem originates not after the specifications have been
drawn but occurs concomitantly with the development of those specifica-
tions, This attitude of mind is by no means confined %o governmental -
personnel but may be found in industry as well, - Nevertheless, it is too
common in governmental circles and must be altered before much real
improvement can bé made. Captain John H. Keatley of the Navy expressed

" this same thought in the "Journal of the American Society of Naval Engi-
neerst last November in a model of understatement when he wrote, relative
tothe cooperation between the various services: 'Necessarily also, the
habits acquired by each service and the psychology which created these
habits present some difficulty in reconciling disparity of concept and
policies.! o : o :

One additional comment in this general area of comparison between
governmental and industrial procurements In last analysis, every govern-
mental procurement officer is trying to do exactly the same thing in his
job as is the industrial buyer., Each is trying to secure those goods -

 which will best serve a particular neced--at the proper time and at the

best. obtainable price. This common basic principle should never be |

. forgotten, and this is true in spite of the fact that, from time. to- -
time, there is an attempt made in some quarters to use procurement for
purposes quite foreign to its true objectives. For example, in industry
there sometimes is a feeling that purchasing may be used as-a form of
sales promotion whereby, in return for orders given, the good will of a
prospective customer is sought and that of an ¢old customer retained.

A similar diversion from procurement!s basic objective occurs when
a Federal agency uses its buying power primarily to serve some more or
less vague social objective, or for purely political reasons.. In some
instances, many of ‘these other'objectives constitute an outright per-
verse and unjustifiable use of procurement. '

The essential unsoundness of using procurement primarily to attain

racial equality or to provide artificial aid to small business is illus-
trative of this point. This has been pointed out forcefully and clearly
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in a previous lecture. " Some politicians and some thineSsmen forget that
. the primary purpose of procurement is to get needed material efficiently.
It is not to promate or suppbrt“socialvprograms,,however worthy in them-
selves, or to save some particular business firm from the bankruptey
which would normally follow from its'ownbineffiqienqy. If, from time to
time,"eitheruCongress oT.businessvbelieves‘that‘it can justify.the use
'of,procurement»for:somethingtother than its basic objectives,“it still .
ought to be true that the monies so spent should be well spent. There

~'However, I am not here to discuss governméntal_procurement‘but, rather,
the question of what manufacturers are doing in an effort to perform this = |
function properly., Even this is too broad 3 definition of my.assignment, ‘
for it is not what the average manufacturer is actually doing so much as
it is the trend in what may be termed procursment evolution as it appears
among some of the more progressive companies, In short, recognizing
fully: that.the average or most common firm is, by definition, seldom the
most advanced, and remembering alse that all generalizatiQns-are’dangerpus"
and ‘likely to be false in any particular situation, are there any well- -

1f so; what are they?

I think theré'are'evidences,iand=encoﬁragingvonés,‘of progress in

pois general area. I should like, in the time at my disposal, “to mention
five of thems . . : . S .

,  le. 4 growingvfecognition‘by top managementfoﬁvthe basic importance; 
of procurement as one of the majorufun¢tiOns.of‘buSinessg coordinate with

and not supordinate to sales,’engineéping,'and prqductign.{

2. A growing recognition of 'the' integral interdependence of design,
production, and supply_in.determining proper quality, Put another‘Way;-' Co
engineering and design are not the sole judges of what should be .acquired
or produced.,rPrice.and,availabiliﬁy are of equal-doncern, T '

3¢ A growing aWareness-bf‘the'essential'natu}a‘df‘invenxory controle- :°
particularly so far as production materials are concerned-and that the-
most difficult problems in this area are related‘td~purchasing»3nd~not to -
production. e o o S

Le In part as a result of this growing awareness, a corresponding
organizational trend is becoming evident by an attempt to corisolidate.
the several aspects of . procurement (indludingjinVGnﬁerg,purchasei ,
receiving, Stores, and, in some'ins%anées;jeVeh,inspection),into'an ,
executive‘department.to-bEvgrouped'under some such title as- that of
"Materials Management,! S L : ‘

3 .
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5,  An increasing concemn over the definite need for acquiring and

‘developing a type of personnel qualified to measure up to the higher
standards of performance recognized as imperative under modern competitive

- conditions.

‘These five intérrelated trends éeem»fo me to be fundamental., -Others

" might place the emphasis elsewhere, and, admittedly, the list is not com-

plgﬁg,” A growing participation of purchasing executives in the acquisition
of major equipment, for instance, appears to be observable,. There is an

increasing adoption of the principles of simplification and standardization.
More attention is devoted to cost and.product analysis as applied both to

.onéfS_OWn‘company and, to. suppliers. Procurement techniques are being

improved upon, and these “"tools of the trade" are being used much more
effectively. - All of these--and more-~belong in the picture, and to some
of them I shall refer-again. But the five which I have enumerated seem

"to me to be the more fundamental, and, if I am right, it would be well

for us to review them more specifically.

The first is growing recognition on the part of top management of the
basic importance of procurement as one of the major functions. of business,
coordinate with and not subordinate to sales, enginheering, or production.
You will note that I have said "a growing recognition.” This implies
three things: That this recognition has not always been apparent in the

past, that there is now developing a definite feeling that it should be’
given more consideration, and that its place as a major function is well
established among progressive manufacturers. To me, this is not surpris-

ing but, on the contrary, inevitable. What is the thinkiﬂg that lies

' behind it? , :

Let us start our approach to this‘aSpect of our problem by reminding
ourselves that the first responsibility of the management of any business

‘seeking to keep our economy dynamic, and at the 'same time reasonably

stable, is to operate that business profitably--a responsibility it owes
to its stockholders, its workers, and the public, ~ Unless management. can
make a profit, it can accomplish nothing else and sooner or later must be
rated a failure, ' o ’ : Y

But just who do we mean by “management"? Is it the board of direc~
tors, the president, the executive committee, or the general manager-—the
chosen few who traditionally have arbitrarily decided both the policy and
the method of carrying it out? There are still companies today, and many
of them, operating on this basis~--and, it must be added, with at least

apparent success.

Moreover, in any company, some one person must, .in last analysis,
assume final responsibility for making decisions. " As Father Bernard
Dempsey of St. Louis University wrote last Julyz *"In any society, for- -
the expeditious management of its affairs, authority is necessarysees.
Authority is required to make decisions, to get things done, to choose

I
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-among the varioqus possible ends, and among the numerous- ways in which-a .
'given,épd_may_be“rééchéd;v;#NevertheleSS, I'aijne;of"thpsé”v'vhoybe‘lieve~
practiéélséﬁperience?isﬁdémbgétrating that, save in abnormal cases of -
- rare managerial genius, and ever ‘then over only comparatively short
periodsfbfftimé,,the'pdbledﬁjudgméntg'initiative, enterprise, and ideas
of an entirevorganizatibn4produée4better;results‘in'tarmSuOf'one,man;' In
‘other words, pooling the judgmenﬁ“cf'those'in“a'company qualified to con-
~tribute and then, channeling that judgment through & capable administrator
2+ is more likely to ;nsurefthat‘business,Will meet its responsibilities . .
than any other way, -~ =~ - . . F S
~‘Pooled judgment means tho*cbmbined,judgment?dﬁgthoée'persons”pgﬁjif.‘
cularly qualﬁﬁﬁed,tOﬂperfcrmfthéﬁessential basic functions of a busingss—-
the. chief engineers, the production managers, ﬁheﬂéales_managers;fand,;he
procurement officers. The last of these is now being put on %the first
team," and he is being put there because of the conviction that a manu-
facturing]companyﬁcénnét*mékeﬁandTSellva product in a competitive market
unless the materials and component parts out of which it is fashioned, and
which represent’50~percent;tb"éO;percent ofgits‘manufactured'cost,.are,
-oprocured efficiently. In short;'the!qualified]procurement,officervhimf
vﬁself:conétitutesfan'1ntegra1*part 0f'What,we‘tErm'“management.", This, /
.means’ that he is no longer a mere clerk, nor is he a subordinate reporting
to a production. chief,’ but an officer of first rank in his.own right, so ..~ -
recognized because of “his knowledge Qf}materials,;sourcps,»markets,-prices;
and negotiating practice, a knowledge and experience possessed to an . . .-

equal measure by~noféne'e1583in‘the'organizatioh,»’This recognition. comes.: .
-about, not by virtue of organization charts, executive directives, or mere
definitionwpfqresponsibilities, but. rather because the procurement officer
contributed somsthing of significance to the "judgment pool.® It is the . ¢
sradual infiltration and willing aceeptance of this conviction throughout. & ..
the entire organization that has led, as I put it earlier, %o.a groying,
recognition Of‘the-baSic”importance of procurement as’ one-:of  the major . - .-
functions of business., This same ‘thought was expressed in the words of
a National .Industrial Conference Bpard report, of 1948, : after ;that organ~- .
ization;had;surVGygd 280 manufacturing companies; T B
"UntilfﬁeC@nt'years,'héwéver,,maﬁagement has not given the.attention -
to purchasing that it has t0 other major activities,within'acmanufacturingf7
concern. T S ' R N .

uUThe\increased‘recqgnition that is now generally accordedhpospurchas-
ing‘iSfreflecte&;in a hi her~organizationallstatusjfor this ‘activity, In
a growing number of concérns, purchasing is a major d¢partment, the head
of which reports directly to the president and has a-voice in:the formu~- - .
lation of general management policies. Accompanying this organizational
evolution has ‘been the emergence of new and improved purchasing policies, .
procedures and. techniques. Of particular interest is,the growth in pur= ..
chasing‘reséarch;J.Progressive1management has become increasingly aware .
of theyvalue~o£,current and pertinent.data4cdncerning¢pric§, Supply and -
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demand trends, and. future prospects whloh can' be supblled by procurement
specialists who are in constant touch with the market. Such specialists
can. often. make sxgnlflcant contrlbutlons to reduced production costs by
uncovering new sources of supply and substltute materlals by assisting .
in the work of standardlzatlon, and by subgestlng new and more efflclent
manufacturlnb techniques to suppliers.“ -

Let me emphasize, too, that it is not enough for merely the president,
the general manager, and the purchasing executive to see the importance of
sound procurement. It must be accepted by the entire personnel of the
- company. It must be recognized by every person within the organization
who has any‘part in the direction of its affairs; no matter how small,
fJust as there is a general recognltlon of the nece531ty of a productlon
line or a sales organizatlon.v L

The second trend as I see 1t is a. grow1ng recognition of the -
integral 1nterdependence of de51gn, production, and supply in the determi-
nation of proper quality. Put rather bluntly, this means that, when a
design or development engineer finally emerges from his ivory tower with,
UThis is it and nothing else will do," or the production manager says, '"We
have always used this brand and certainly have no intention of changing,"

- their words no longer carry the conviction they once did, nor do they -

" always go unchallenged. For, in the type of company I am talking about,
the procurement officer, as a member of management.itself, has not only
the right but the reSpon81b111ty of challenging these declslons if and
when he sees good reason for seo dolng.

Agaln let us ask, "What is the thlnklng behind thls evolut10n9"~~
if I may be pardonéd for expressing it in terms that I have used before.
Quality is that which fits a product to a given use., A product is not
simply good, it is good for a certain purpose, and the work "quallty" is
meanlngless apart from the use in view,

" To this thought must be added another, namely, that "quallty" is a
combination of characteristics, not merely one characteristic. Further-
more, the specific combination finally decidad upon is almost always a
compromise, since the particular aspect of quality to be stressed in any

- individual case depends largely upon circumstances. -In some instances,
.the primary consideration is durability. .In other instances, the life-
~ time:of the item of supply is not so important; efficiency in operation
becomes more 31gn1f1oant. Certain electrical supplies will suggest them-
selves as illustrations. While a long life is desired, it is more
important that the materials always function.during such life as they
" may have than that they last indefinitely. :

~Assuming depondabillty in operation and a reasonable degree of ,
durabllity, ‘the ease and simplicity of operation may become the determi~
ning factors Thus, it is hot essential that a typewriter last indefi-
nitely; therefore, the mechanism of the modern typewriter is such as to
make it dependable under all ordinary usages. Given these two factors,
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which are more or less standardized among various types of machines, the
determining factor is the ¢ase with which the machine can be operated,
What;gonstitutes 2 satisfactory quality, therefore, depends:largely upon
what. a person is seeking in particular goods. e

| . WBest quality,",techﬁicailyﬁspeaking,:is.that combination of physical
and chemical characteristics which is best suited to the intended use., It
. 1s equally. clear that mere.technicéljpeffection‘isvbywnovmeansjthe whole
. Story.. For, elearly, no matter what degree of technical perfection for a
" glven 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 pro-
hibitive,,ogenmyst,tben‘sacrificg,SOmething~inhtechnicalvquality and get
along with an item somewhat less sultable. - Or if, at whatever cost or -
however procurable, the only available suppliers of the technically per-
fect -item ‘lack adequate productive capacity or financial and other assur-
ance of continued business existence, then, too, it must give way to

~ something else.

B Obviously, also, frequent reappraisals are necessary even when a
.-workable balance between technical and economi¢ quality has once been

. established, If copper rises from 1l cents 2 pound to 21 cents. or more;
if magnesium drops from $1.25 2 pound. to 20 cents or less; if aluminum
should drop substantially in price, the balance to which we have referred
needs re-examination, The experiences of the war are still too fresh in
our minds to forget the fact that many an‘item, a component, or cven a
finished product rated as Messential because theoretically superior® had
to give way to one technically Yless suitable but procurable.t

. Solder provides an cxample. Various combinations of lead, tin, zinc,
cadmium, and silver can be used.to produce a thoroughly satisfactory solder.
Such illustrations could be multiplicd almest indefinitely, In all such
cases, where various alternative material are-suitable for an intended use,
or where various combinations -of materials give completely satisfactory
performance, it is no more than common sense to ‘say:. that ‘the decision as
to. which use should depend upon relative cost and‘p}ocurability; "To '
specify the crating material for an item that is flameproof, waterproof,
mildew~proof, and intended for the roughest of outdoor use--to use one -
actual example--as clear, all-heart redwood lumber, #hich is often scarce
and ‘always expensive, at a cost. of $97,000 above the cost of standard
commercial packing material, just doesn't make sense, and no purchasing
officer should buy it without ¢hallenging the requisition. On the other
hand, it does make sense when a purchasing agent suggests to the engineers
that the apecificatigns‘for*aVSWitéhfcell,housing'structuro be changed
from copper' to aluminum .at-a net saving of 37 percent. . R

So. procurability and cost (bearing in mind that we are talking about -
‘ultimate cost, not lowest unit price) -are- scarcely matters with which )
technical men can be expected to be thoroughly familiar, They are matters
that lie peculiarly within the ares served by»thg.proCuromentrofficer,
In any functional organization, whether governmental or .civilian, it is

k)
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apt to be true that nelther thb purcha51ng officer nor thc technlcal
expert is fdmiliar with all the factors that are involved in determlnlng
the "best buy,." Moreover, in the 1argc-scale organization--this includes

. the armed services—-there is a definite tendency for specialists to act

‘1ndepchdehtly and- to fail to consider the effect of their actions either
upon others or on the total result. The continual development of, and
insistence upon, special nonstandard or obsolete specifications 1n lieu
of equally acceptable, up-to-date, standard commercial Sp901flcatlons is
an example of the sort of thing I am talklng about.

_ To illustrate somewhat more specifigally‘the‘thoroﬁghneseﬁwith which
the so-called product value anzalysis division-within the purchasing
department of one major company attacks its problem, let me 1list the
points on which it challenges, at one time or anotner, every. part and
each material it is asked to procure: ~

Does its use contribute value?

Is its cost proportlonate to 1ts usefulncss°

Does it need all of its features?'

Is there anything better‘for«the-intended use?

Can a usable part be made by4afidWer—¢ost'method?

Can a standard product be found which will be usable?

Is it nade oh‘proper toéling; cohsidering quanﬁities used?

Do material, reasonable 1ab6rglbverhead, and profits total its cost?
© Will another dependable supplier provide it for less?

Is anyone buylng it for less?

. Clearly, 81nce sultablllty for the intended use is one prime essen=
tial of proper quallty, and sinceé final decisions as to suitability are

 peculiarly within the provimee of the tcchnlcal expert or the engineer, a -

very difficult problenm, procurementw1se, constantly arisess. If specifi-
cations are to be set first and finally by the engineer, then the pur-
‘chasing agent has to accept them without question and "as is" and do what
he can to get a2 good price, or he has to reserve the right to challenge
the specifications or to refuse to buy until -an agreement has been reached.
His problem is made none the easier because the amount requlred and the
time the item is needed may also be speciflcd. o o :

The answer to thls dilefma is by no means 81mple, but. it is not a -
reasonable answer to assert that techniclans are never to be challenged,

8
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any more than it is to say that the procurement officer should decide
questlons of suitability. Industry, under stress of competition, is
Tinding a’ way to reconcile such differences of opinion through.coopera~
tion: One step has already been made by advanged management when it
recognizes the true nature of what we call "quality.t It is definitely
making progress toward the second - stcp, “that of securing that reasonable
measurm of cooperatlon §0 essentlal to success. '

o I may also add that intelllgent 1ndustrial sales manzgers are also
beginning to see that it is a serious mlstake, in view of the active -
partieipation of procurement executives in these mattcrs of determlnlng
"hest quellty,“ ‘to by»pass the purdhasing agent and are seeklng their
' cooperation 1nstead. . :

The third trend I see is a growing awareness of the essential nature:
of inventory control, partlcularly so far as production materials are
concérned, and of the fact that the most diffieult problems in ‘this area
are related to purchasing and not to productlon.

This problem of production inVLntony manabcment has bcen discussed
by many-men and from many angles, and I do not propose today either to
summarize or to analyze what has already been said.: I should like alsg
to eliminate from our consideration those very troublésome problems: of’
inventory valuation. This is not to say that such issues are unimportant;
on the contrary, they are very much so, But valuation problems are
essentially financial, accounting, and fiscal in character, and I am
rather concerned w1th operating problems. Moreover, I am concerned’
,primarlly with those problems having to.do with raw or semi—processed
- materials; in other words, those volatile commodities that are essentlelly
speculatlve in nature.

And in this area, I should 1liké to 901nt out ‘that, whatever may be
true of govcrnmcntal procurement, in the prlvate, 1ndustr1al organization,
there are increasingly being raised some serious doubts as to whether:
inventory management is basically a matter for either the design engineer
0¥ the production manager to ‘determine. These doubts as to the soundness
of pla01ng inventory management vholly in the hands of productlon person-

nel” rest partlally on experlonce and partially on rational analy51s.

Experlence seems t6° indlcate that a proauctlon man is’ far less: con—
cerned with a. reasonably balanced inventory than he is with being certain
"~ ‘that he never, under any 01rcumstances, runs short ‘of supply, with the -

result that he is very prone to overstock, sometimes to a fantastic extent,
The real dangers in the inve ntory are not shortages but overages.

The rational basis for dlvorc1ng Anventory ‘control from production
is found in the reallzatlon ‘that 1nvenxory management constitutes a
wholly different type of sroblem from. that of machine operatlons, plant
- layout, or the tréatment of labor. - Thus, to argue that bedause pro-
‘ -ductlon actually processes the materlal, 1t therefore, knows best when
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and how wuch to buy, makes no more sense than to say that because tne
factory uses a commoalty, it, thprcforc, should actually buy ite Thls
concept,. has given way in favor of an 1ndependgnt centralized purchasing
department in virtually all up-to-date manufacturing companies, It is
production's job to set a production or usage schedule, to determine -
when it will require certain materials, and at what rate they will be
consumed. And that is where its responsibility ceases. So long as it
“has what it needs when needed, there is no occasion to -worry. But ‘the
real problems of inventory management only begin at that point. With
that minimum in mind, the question then becomes one of how far to buy

..ahead, when to go 1nto the market in order to take advantage of the

’,"soft spots“ pricewise, and how fast to move the matérial into the plant.
This calls for a different type of experience, a knowledgF of a dlfferent
set of facts, and a different form of judgment. :

It is on the basis of experience and analy81s, therefore, that there
has developed a tendency to set up an independent unit in charge of
inventory, or at least to place its management in the hands of a procure-
ment officer rather than a production, financial, or accounting executive.
And this, I believe, is in line with, and perfectly consistent with, a
trend toward looking upon inventory acqulsltlon not as a source of so~-
called inventory or speculative profit, but essentially as a means of .
keeping material costs (and hence production costs in so far as thcy are.
based on material costs) as low as possible,

I wish that I had the tamu to- dlscuss this whole matter of specula-
tive profits as related to raw material purchases, but I do nots I can
only say that there seems to be an 1ncrea81ng skepticism as to the sound-
ness of a manufacturer seeking to increase his profit through commodity
speculation. In fact, there are not a few people who actually doubt the
very existence of such proflts on production inventory, and that 1rrespec-
tive of the arguments of accountants and tax 5atherers.

, But in any event, my main thought is, I trust claars Inventory
management is a top—management procurement job inseparable from purcha51ng.

My fourth p01nt is closely related to the one I have just covered.
Partly as a result of the thinking on this matter of inventory ‘manggement,
there appears to be, at least in the larger companies, an organizational
trend toward placing the several aspects of this major function of pro-
curement into one executive department for purposes of coordinated admin-
istration--a department known by some such title as "Materials Management.
On this point, I proceed with somewhat less assurance, and the emerging -
pattern 1s_by'ne means too clear. Yet the importance of reasonably coor-
dinating these various activities becomes increasingly obvious. I have
already pointed out the essential nature, of the inventory problem and
have indicated how intimately the questlons of price, quality, and ,
_selection of suppliers are related to that of quantity. I have indicated
that from the production planning department must come the essentlal data

10
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: regardlng the klnd and quallty of process materlal component parts, and
'supplles, ‘and from it, too, comes.a production schedule.‘ Minimum material

. - operating requirements must, of course, be met. But how much further in

~ advance should commitments be made? What is the most economical quantity
to buy at any one time?. Should a reserve stock be maintained? If so,
how large should it be? These and many similar questions are essentially
1nventory control problems; the answers to which-cannot be had, except

as related to strictly purchasing decisions, any more than purcha31ng
dGCISlonS can be decisive without regard to questlons of quantlty.

) ‘ Indeed ‘the negotiatlon and inventory control aspects of procurement
1'are 50 integrally related that, 'as & problem in. administration, they can,
" under ordinary circumstances, best be handled as parts of one and the same
organizational unit., Only under unusual conditions can the nceds of
administrative efficiency best be served in any other way-~a point which
will be made increasingly clear in subsequent analysis. This conclusion

~ is not vitiated by the fact that ‘negotiation, on the one hand, and inven~
- tory control .on the other, each calls for a scmewhat dlstlnctlve type of
personnel to formulate Judgment on somewhat unllke Sets of valuesa> '

But what of the other elements in “serlallzed procurement"’ WWhat of
,¢rece1v1ng and stores, and ecven inspection? Should they, too, be included
within the admlnlstretlve responsibility of the prOcurement executive?

I cannot take the time to discuss these guestions in detall nor do
youy I am sure, expect it., I can only point out that many companies are
finding that there is much to be gained by at least reviewing this issue.
No one of these various necessary activities is quite like any of the

_others, Yet clése-coordination is essential to.greatest efficiency, and
' if ‘that coordination ¢annot be had in one way, then it must be found in
-some other; for the solution does not lie in sacrificing one for the
other on grounds of tradition, or personal pride or bias, or for the sake
.of uniformlty. Moreover, not only is mere coordination de51rable, but
.there is much to be said for an over-all policy concerning them in order
that they may be viewed in proper perspective, not alone.with réference
to each othsr, but likewise in those top executlve conferences when
. declslons affectlng the company ere ‘made,

: Companles dlffer from each other in many ways, and the form of
organlzatlon and control vhich works well for one. cannot always:be
expected to work equally well for another. The most to be said is that
an increasing number.of manufacturers are finding. that putting most of
“these steps in serialized procurement under the immediate surveillance
of some one executive--call him vhat you w111~~seems to bring about the
best over-all results, ‘

: The flfth takes me, flnally, to’ the questlon of personnela I need
. not remind you that no theory of procuremeni, however sound, or no plan
of organlzatlon, however. attractive on paper, is workable unleSS the men
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“who-do the actual work are qualified for the responsibilities placed
upon them., There is nothing new in 'all this, but I shoulda like to. take
a moment to stress the fact that, just as there are trends in 1ndustry
toward placing the function of procurement in its proper perspective,
so, too, is there an increased and persistent effort to find and to train
‘men to perform that function adequately. So it is not surprisingto

~ learn that some very constructive as well as critical thlnklng is: belng
done in this areas

'Because there are very real differences among individuals with-
reference to their fitness for particular kinds of Jjobs, and because
procurement is essentially unlike production, engineering, or any other
major function, this type of responsibility calls for a type of personnel
with training, experience, and personal qualities unlike those: required
for other executive positions. Likewise, because the peculiar types of
problems with which purchasing deals are unlike those confronting other
departments, the advantages of specialized training and experience on
the part-of its personnel should be obvious. The desirability of a
peculiar interest in this type of work and of enthusiasm for it, should

~be equally clear. Furthermore, if it lS true that the basic personal
qualities of integrity, vision, willingness to cooperate, judgment of
'values, and the like; are not fundamentally different from those called
for in any good executive, at leagt they are required in a very high
degree and with emphasis upon certain traits not required in quite the
same proportion elsewhere.

This is not to say that nen are neccssarlly born with 1nher1ted
traits that make them good procurement officers (or, for that matter,
sales managers, or onblneers) Assuming that any young man is intelli-
gent and addptable, he may well become a specialist in procurement--or

in almest any other field, Through' ‘human associations and experiences
which develop in him a real interest in this function, he becomes happy
and proficient in it. Hence, if. management looks upon procurement as
.. an important function, chooses intelligent and adaptable personnel, and
- gives them responsibility and encouragement, that personnel, new and ‘old
alike, will develop capacity in their jobs. On the other hand, no matter
how capable a man may be or how broad a concept of procurement he may -
have, he will himself have a most difficult time convincing a management
which is illiterate procurementwise of the fact that the function has any
broad significance; that management, in its turn, will have - dlfflculty in
persuading capable young men to entﬂr its employ.

The respon81b111ty for purchase negotiation is one fundamental
characteristic of the industrial procurement function. It is the
. characteristic of the industrial procurement functlon. It is the
_requirement of the ability to negotiate objectively plus a knowledge
of trends in products and processes that makes industrial procurcment
basically dlstlnot among the functions of business administration.
Moreover, although procurement responsibilities should, of course, be
discharged in cooperation w1th the other functions of a business, this
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' doés 'not mean that they should not - also be discharged p051tlvely, con=
~struct1vely, and at times even aggres31vely.: ;.

. '¥hat is the 81gn1ficance of ‘'all this, so far as ‘the’ actual re-
creruiting rand devcloplng of procurement personnel is ‘coricerned? Just
this: Industry is becoming increasingly aware that unless procurement
‘men, at whatever level, are well selected, properly trained, adequately
‘paid, and imbued with a proper understandlng of and attltude toward their
vrespon51b111t1es, little ‘can be hoped for in the way of sound procurement.
On the other hand, when this admittcdly high standard is reached, there is
‘almost no limlt to what they can accompllsh for thelr company. :

There is. much to be done bs fore thls ‘goal can-: be reached. For
;whlle ‘there are thpusands of ‘superb procurement men doing yeoman service
- in stheir chosen field-~men wthare“alert, keen, and qapepleeayet there
are thousands more who fall far short in performance. - They operate as
mere clerks, with limited or no vision; they seek to avoid rather than
to accept responsibility; they have little real interest in their jobs
‘and.‘are quite content to operate within the narrow scope of .an assigned
task rather than to. develop any real understandlng of procuremcnt.t

Havmnf said this, I hasten to add ‘that real progress is belng made.
In 1933, ‘only nine schools of colleglate rank offered courses in indus~
trial ‘purchasing; today, there are over ten times that number. To these
~must be added YMCA classes, regular discussion .forums of purchasing -agents,

.'-:-to ‘say nothing of an increasing number of intraining programs. The

" National Association of Purchasing Agents, with approximately 12,000 members
and between 85 and 90 local associations, not only holds an nnnual conven-
tion. ‘but sponsors regional conferences all over the country. . Worth-while
literature is being published in increasing amounts. Procurement men are
studying not only commodities, but materials handling, cost and product
analysisy packaging, and traffic.” And so it goes.. I .am sure that it is
‘safe to say that never in the history of business has there been so.mich
“interest in the. study of procurement problems, or so¢ many qunllfled men
©vwigorously attacking ‘these problems. Of all the trends I have mentioned
‘this morning, none 'is more pronounced than this, strcss on’ procurement
rcapa01ty and tra1ning.~ S
These, then, are the flve major trends that seem to me to be more
- or less evident'in the development of procurement among manufacturers.~
Some may disagree with me as to their importance and even as to the -
presence of any such well-marked eévaluation as I have outlined, Still .
others would select different. trends from those T have stressed. And, -
wof. course, there are many evidences ‘of progress, 3léng lines other than
the five I have selecteds  Fors instence, what I may term the Mtolls of
the : tradet~=forns, records . -follov-up, £iling, the use of manuals, and, -
- ‘the ‘like--are both better and more effectlvely used than was once the
‘case. - The. ethicsl standards of purchasing ien are more generally in
accord with' that high standard: set in the code of ethlcs of ‘the National
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Association -of Purcha31ng Agents. But of these things I cannot speak
this morning. e ' , -

: - Before I close, let me put the central theme which I have been

~attempting  to develop into the words of a chief executive of one of the
largest manufacturlng companies in the United States——Mr. Harry Erllcher
of the General Electric Company*- : :

"The past decade nas emph331zed ¢he 1mportance of purch381ng and
broadened its sphere of influence. Progr9351ve managements have  learned
that we have emerged from our. position -as mere adjuncts in our business
to a position equal to other professional groups (engineering, manufac- -
turlng, research, etcs). This is not spoken egotistically, but rather
to - show.that purchasing is the logical spot for management to obtain not

-materials alone, but also counsel, adv1ce, suggestlons, and services of
various types. ~-

‘“Because the Purchasing Agent has successfully met the challenge of
his new role¢, management now recognizes that there is a permanent place
at the policy-making conference table for him. - He has filled this place
"as an all-around Company'executlve, capable of supplying important manage-
. ment 'know-how.! Today the Purchasing Agent's ability to obtain the
right materials-is taken for granted, and his -obligations go far beyond
. this respdnsibility. He must work wlth production planners, design:
~engineers, and research; he is expected to contribute top-level thinking
to new products, new processes, new materials, and new sources of supply.
His work begins on the drawing board and ends. only when the final packaged
product rolls off the assembly line. In the effort to provide a better,
yet less costly, product, he must be alert for value in every phase of
the operatlon. B . - .

"The Eurchasing,Agent must understand the principles of financial .

- soundness, both from the standpoint of how he commits his own Companyand,
“just as important; from the standpoint of the financial position of
vendors, We all. know that the good suppller is a financially sound one;
buying: negotlatlons mist be conducted on that basls, while never losing
sight of economy and guality in the supplies which are being purchased.
During the past ten years, the Purchasing Agent has grown greatly in
stature so that today he.must not only be a buyer, bui also to some

_ extent an englneer, an accountant and an admlnlstrator. Lo 5

, '~~“W1th,thls dlscu851on of the‘respon31bll;t;es and obligations of
today's Purchasing Agent, we have been painting a portrait--~the portrait
of a man who has earned himself a full-time position in the top-management
group. We have been describing a man who must have a high code of ethics -

“and one whose personal integrity is.sound. He must be forthright and -
honest in order to get along with hlS assoc1ates, with salesmen,. and with
the vendors' management. .To be. able’ to support his ideas and plans for -

"1mprovements or. modlflcatlons, he must be acqualnted Nlth basic sales,
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‘engineering, and manufacturing prinéiples, = He.must enjoy statistics and
their application, and must understand raw material markets as well as

. purchasing "and production schedules. He must be familiar with bagic
managément principles in order that he may delegate authority, under-
“gtand proper channels of communication, and fully evaluate the poten- .
tialities of his subordinates. Of special importance, he must have the
confidence and respect of the salesmen and vendors so he may more fully
draw upon their 'know-how.' e e R _

g5 top management assigns these new responsibilities to the
Purchasing Agent_andlas.the'man‘himself qualifies to- fulfill his job,
purchasing becomes more and more a 'top-policy' operation." ' Lo

© If my comments this morning seem to you to be unduly optimistic,.
and if I appear to claim for industrial procurement a degree of accom- .
plishment beyond what you think is reasonable, I.only ask you, before
‘passing final judgment, to recall what I said ‘at the outset; namely, I
have been talking about trends toward a pattern, perhaps a goal. This.
“emerging pattern is far from being "sei! or crystallized., I have not
gaid that it was. I have attempted to point the direction in which
procurement policy, organization, and practice are moving, rather than .
to draw a picture of where they stand today. ,

" Nevertheless, I have no hesitancy in asserting that industrial -
_procurement is %on the move" and it will in time reach for the average
- firm, not merely the outstanding one, that full stature of recognition
" its importance warrants. : L oE o :

_ COLONEL McCULLOCHs ' If the statistics over the past several years
. .are any guide, after graduation this year we can anticipate that about
~.one~third to one-half of you people will be:assigned to procurement .
" jobs., Here is an opportunity to get the answers before you report for

“"f'iAny QuestiOns?

~_QUESTION: Proféssor Lewis, in your book on procurement, you dis-
qussed both sides of centralized procurement and purchasing for industry.
With ‘the idea of transferring some of those ideas. to centralized pur-

. chasing in' the armed forces, would you discuss the point at which the law

of diminishing returns takes effect? -

- PROFESSOR LEWIS: I can't answer your question directiy.n Ido
‘ ‘think there is a great deal of misunderstanding, however, as to just.
* what centralized procurement really means, At one extreme, of course,
you can have a highly decentralized organization in which everybody

'“ﬂbﬁyb for himself whatever it is that he wants, without any reference to -

E énybbdy else, Put on his own as an individual. On:the other hand,. you
" .can have an organization in which every requisition, every purchase order,
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_every decision has to be made through a central office. That is ‘the
other extreme. Certainly, for any large organization, I think oné is
just-as bad as the other. Centralized procurement really means, as I
see it, a centralized unit in which poliéy decisions are made, the admin-
1stratlon of which may very well be delegated to a great many other people
or organlzatlons or units or branches. .

What do I mean by central policy? In a business organization, I
should say for example, that a policy question has to do with the extent.
to which major contracts should go through the central office and to
vhat extent decisions as to how much to buy or when to buy, what price
to pay, and what supplier one is to elect are to be made by & local
office. I should say--to look into it somewhat in dctall if you Wil loem
it is a central policy in a business organlzatlon 10 de01de that the
company shall not practice reciprocity in dealing with its suppliers and
its customers. It is a central policy decision to decide that bribery
and excessive entertainment are things the company will not countenance.
It may be a central policy matter to decide that contracts for the out-
standing raw materials against which contracts local offices may place
their local purchase orders as requirements develop shall be made in the
‘home office. I should say it is a matter of central policy to decide
what the personnel policy is going to be~-what kind of people shall be
hired arid what kind of training shall be engaged in, in the purch331ng
.activities anywhere in the organlzatlon. ‘Those are what I think of as
pcentral policy questions. :

I can illustrate it, if I may, in another way. I spent a couple of
days last week with a v1ce president in charge of procurement for a
company. He was having a problem~~there is nothing new about- this—-with
his enginecers.. The president of that organization is 100 percent behind
the idea that most decisions on even the purchase of equipment must ‘be
made with the full knowledge and understanding of the procurement officer,
who immediately decides the details of what is needed, where it 1s needed,
and when it is needed, And he should at least part101patc from the beg1n~
ning, or very early, so that the engineers don't freeze things so early
- 'that he does not get but one supplier. He is hav1ng a problem on that.

Now, the: rblatlonshlp between those departments in this company,
although stated by the president and oxpressed in a manual which has
gone throughout the entire company, raises a basic question of pollcy.
In the same company there are two plants, and each of them has its own
purchasing office; I am sure that a great propoxtlon -of purchase orders
issued by that company in a year are not placed through the home office
at all but through the local offices, But it is donc in accordance with
a pollcy.

That is a leng Way around yoﬁr query. What I am trying to say is
that there are a good many people who look upon centralized procurement
as being an organization in which everything is done in one office, in
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one place, by the same group of persons. That, to me, is not, by any
manner of means, necessarily centralized procurement. I can describe
centrallzed procurement in whlch that only covers a part of the story.

Now, how far do you break 1t'down? That is a matter of individual
.application. How you are going to apply it to the services, sir, I leave
inyour lap. . Sty e N

‘QUESTION:. Sir, you suggusted that procuremcnt offlcers should
’fundamentally,‘serve énly the purpose of getting the right product, at
the right time, at. the right-<not necessarily the lowest--price. It
seems to me that-such principle is not inconsistent with-the apparent
contradiction that we have to subserve another purpose, and that is
keeping ‘alive industries in peacetime that have no peacetime function
" ‘but that in wartime will be essential. Therefore, a procurement officer
-must do other things, such as promote small business, place his contract
with a critical industry, and so forth., Will you comment on that?

'PROFESSOR 'LEWIS: I would not-quarrel with that idea, sir, for a

- moments I think that is true, so far as the services are concerned, and
with a view to an emergency. And I think it is true of private industry.
A private. manufacturer is very. often well advised to loan money to a .
supplier if it is necessary to keep him going in order that he might keep
that ‘supplier on his feet, provided, in his balance of values, he +thinks
that supplier is essential and that he needs him, It scems to me the same
thlng exaotly applies in the moblllzatlon question, -

T am not ralslng now the question as to: the effect on. the social or
~economlc structure of having many small suppliers, encouraging 1n1tlat1ve,
~ and keeping these ind1v1dua1 nuclel of initiative going.  That is another
questlon. , ‘ :

In short, I am in agreement with your thought. But the two points

'~ should be clear' One is that we must take 2 long-run point of view and
make a decision as to what is the best buy for this year or next year,
or the best supplier for this year or next year, A point of view that
calls for an immediate decision day by day is a short-run one, if that is
all it is. Also, I would add that we ought to be very sure, when we use
themthese unusual methods for keeping a supplier in business, that we
really need that supplier and that there are not alternative sources -
that are just as good; just as effective, and just as useful in supplying
oufr needs as that fellow is, That is just ordinary good sense to me., To
keep a man going just because at some time he did something and, therefore,
we may at some time want him again, regardless of the efficiency of his
management, seems to me rather foolishe. I would rather see encouragement
of somebody else who is, perhaps, more efficient.

o To answer your qﬁestion, if it be an answer, I should not guarrel
- with your position at all, assuming, as I say, that 'we keep in mind that
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we really do need that fellow and there are no alternative sources., I .
think, perhaps, in most instances, I would go.further and say that pro-
v1ded we don't have to pay too much for what we get out of 'it. By "pay
too much ;U I mean in keeping him going, not necessarlly pricewise.

I am not sure that answers' your questlon but. I am glad you asked it
because it gives me an opportunlty to correct an impression I. may have
left; namely, I am certainly not taking the position that small ‘businesses,
for example small suppliers, are not very important, not only in the
economy but as sources of supply, to any procurement officer. He must
look toward the. future as well as toward the present. :

QUESTION. The mllltary are restrlcted wisely no- doubt by the
Armed Services Procurement Act. You-have already indicated one or more
objections to’'some provisions of the acts I wonder if you would care to
give. us a .general 1dea of what magor changes you. mlght make if . you were
rewriting it : :

PROFESSOR LEWIS: I don't know what I- ﬁould do, I think an attempt
%o state a policy through some such act is probably a desirable thing.
You never know how it operates until you -have tried it. If it be basically
sound, as it may well be, the corrections or modifications will be, I
think, largely of what, in the larger picture, becomes details, But if
“you ask me to tell, in two minutes, what I would do with the act, I
mist beg off; T cannot do it. If that be hedging, make the most of it.

- COLONEL McCULLOCH: Professor Lewis, on behalf of the staff and
‘faculty  and -the student body, I thank you for your very excellent pre-
~gentation. Thank you, 31r.

PROFESSOR LEWIS. I have been veny glad to be here agaln, sir.,

(8 Mar. 195'0-—650)e1_sf )
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