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Honorable Archibald S. Alexand~ was born in New York City on 28 
October 1906. He was educated at St. Paults Schog~ Concord, New 
Hampshire, and after graduation from Princeton University in 1928 
he received his LL~B° degree at Har~rd Law School in 19Slo He 
started his legal career as an associate of the law firm of Carter, 
Lsdyard, and Milburn, New York City in 19S1 and became a partner in 
1940o He was a director of the New York Casualty Company, the 
Hoboken Land and Improvement Company, and the Hoboken R~ R. Ware- 
house and S. S. Connecting Company° He is a trustee and officer 
in several educational, social and charitable 0rganlzations~ In 
World ~gar II he was commissioned a 1st lieutenant in the United 
States Army and served in numeroum capacities, ~n:ho~h the Zone 
of Interior and overseas. His last overseas assignment was chief 
of Givilian Supply Control Section G-5, Headquarters, U. S° Forces 
in the ~ropean Theater. He was relieved from active duty as a 
lieutenant colonel and returned in 1945 to the law firm of 0arter, 
Ledyard, and Milburno He was a public member of the Department 
of State Senior Foreign Service Selection Board in 1947 and later 
in 1947 made a special investigation and report for the Atomic 
Energy Commission on matters of personal practices an& security. 
On 22 August 1949 he became Assistant Secretary of the Army~ on 
24 May 1950 he was sworn in as Under Secretary of the Army. He is 

a member of the Munitions Board° 
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MILITARY PROCUREMHNT 

22 November 1950 

GHNERAL VANA~IIhN: Good morning, gentlemen. 

It is fitting that, at the kickoff of this Procurement Course 
we become acquainted with a man, a leader, in this very important 
field. After all, men, more than systems, produce efficiency in 
procurement. Our speaker this morning qualifies as a leader and 
as a real authority in this important fi31d, by his education, by 
his military experience, and bY his experience in service as Assist- 
ant Secretary and as Under Secretary of the Army • and as a member of 
the Munitions Board. 

Secretary Alexander has exhibited, many, many times, a keen 
and intense interest in the activities of this college. Today he 
is talcing of his v ~ ery valuable tlme and energy to discuss v~th us 
~'Military Procurement., 

It is a great pleasure for me to present to the Industrial 
College and to our distinguished guests, the Honorable Archibald 
S. Alexander, Under Secretary of the Army. 

~. ALEXanDER: Thank you, General Vanammn, for your gracious 
introduction. If staying around Washington alive for 16 months makes 
one an expert, then I am an expert in this field. 

All the time I have been here my principal duty has been the 
supervision, for the Secretary of the Army, of the procurement which 
the Army is doing. And in that connection, as a member of the Muni- 
tions Board, Inaturally have had very close contact with the pro- 
curement people of the Navy and the Air Force. 

Gentlemen, what I will have to say to you this morning neces- 
sarily is dorived more from what the Army does than from what the 
two other services do, in so far as there are differences, but I 
think the principles are now the same. 

I propose to tell you a little something about what procurement 
is in the general military picture, then give you a little of the 
history of how we got to the place where we are now, and then go 
into a little more detail, leaving time for questions afterward. 
Procurement, of course, is the purchase of the things needed by the 
military. 

Somebody else makes up the requirements~ somebody else does the 
research and the development, and somebody else determines how much 
money is available. The procurement people have a lot to do with 
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how much money is asked for, but nobody but higher authority, so far 
as I am concerned, really determines how much money there is. 

So I am assuming that we in the procurement business have done 
our best to state a good case for the money we need to buy the things 
the using people have said they need to run the military, and that 
whatever amount of money the various people involved, including 
Congress, have thoughlt the taxpayers could stand has been appropriated. 
I am not going to go into the fiscal side of the business. I am 
assuming that we now have the money. I don't always make that assumption, 

however. 

That is what procurement is. It consists in getting the necessary 
thLugs from this marvelous, productive land of ours, or, in some 

instances, from other lands. 

There are two principles~ it seems to me, that always run through 
procurement. The first is that you must get the right article, the 
one you have been aske~ to get, and you must get it by the right time. 
That is a principle that involves your looking toward the people who 

are going to use the things you buy. 

The other principle is that you must get the most that you can 
for the money° In that instance, you are looking toward the taxpayers, 
including yourselves. You want to see to it that the military needs 
are gotten, not only well from the point of view of its being the right 

thing, but as inexpensively as possible. 

Any time you ge~ in a tough spot, think about those two principles, 
and I think you vrill be able, with your own common sense, to solve the 

particular problem o 

A word now about the history, Prior to World War II practically 
all military procurement had been done on an advertised basis--all 
major procurement, at any rate--and it was done in 1939 or 1940 still 
on the basis of a Civil War statute. It had happened that in World 
War i much of the procurement was done through the Frenoh or the 
British, and, consequently, we did not have the same problem we found 
we were going in for in World War II. 

World War II came along. It was found that there •were many 
things we would have to buy that we could not buy by advertising, 
because they were not the kinds of things people were already ~mking. 
So if ~ve advertised and asked for bids, nobody would big. Consequently, 
authority was given in World ~?~ar II to negotiate practically anywhere. 

At the• end of World War II the situation began to look normal, 
and it was decided that we should not go back to the Civil War statute, 
tha% something better was in order, but, at the same time, that we 
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could not retain the World War II freedom to negotiate practically at 
will. So some extremely able people went to work on the subject. I 
think it was ~ecretary Forres~al who was perhap~ the motivating force 
in this~ And Mr, .Andre~s, who did a lot of procurement for the Navy 
during the war and was Assistgnt Secretary of the Navy right after the 
war~ had a great deal to de with drawing up the new law and with ~ing 
that it got through Congress--which is also an extremely important part 
of the business° 

would like to have you, in your ~pare time if you have not already 
done so, read the two lectures by my predecessor~ on this platform--on@ 
by Mr~ Andrews, of whom I have Just Spoken| and the other by ~r. K@ehler, 
new Assistant Secretary of the Navy in charge of Procurement. The~e two 
lectures were given to your predecessors last year angl think the year 
before, and they contain a good deal of .the history ~nd the rationale of 
the present procurement statute. 

I will pass~ therefore, rather fast over the history~ except to say 
that the law that came out first in 1947 is a ,very remarkably fine piece 
of legislation° I d~n~t think there can be ~erF ~any instances of a tool 
handed to anybod~ by Congress fade the work that we have to do that i~ 
so well adapted to what we have to do~ 

There are two papers which, between th~m~ I think are really the 
"bible, of the procurement business~ The "old testament ~ of the "blble~" 

might say, would be the statute~ the Armed ServicemProcu?'ement Act 
0f1947, which was passed? and not amended since, as the result ~ the 
advioe of the experts in the field, The ~new testament," I think, 
would be the ArmedServices Procurement Regulation (ASPR), which is not 
complete yet; but as much ~f it as has come out is the result of the 
Joint work of the three m~litary departments, with the assistance~ I am 
sure~ of the Munitions Board. The ASPR spells out in more detail what 
the statute itself provides~ 

If you will remember the two principles I stated to you, and if 
you can relate the problem to either of the two parts of the "bibls~" 
you,will find that you will be able to come to the right solution ~n 
any specific problem that comes to you~ 

I. might ~ay, of course, before leaving the lawmaking part of 
this business, that uniflcation~ though we all ass~une it and take 
it fez granted now9 was a tremendous part of the new setup, and thgt 
it came along about the same time as the Procurement Act° The impact 
of unification on procurement was enormou~ a~d, on the 'whole, extremely 
salutary. I Just want to remind you, when you are thinking about pro-. 
curement~ that ~It now must be thought .of in the context of unifi~tion-- 
of the expressed will of the country that the three services shaJ~ walk 
in step with one another, ~not compete with one another, and try ~ help 
one another to. be efficient. :. 
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Out of the expressed will of the people, as stated by Congress 
in the U~ification Act~ there came certain supervisory and coordinating 
bodies° There is, of course, the Secretary ~imself and his deputy 
and assistants. There is ~ the Research and Development Board, the 
Munitions Bosrd, the Personnel Policy Bo~r~, and Others that come up 
from time to time. And there is official recognition in the statute 
cf the Joint Chiefs of Staff. Those organisms, between them, served 
~o police and guide the efforts of the three services/towards unifica- 
tion. Those organisms do not operate~ they coordinate and set policies. 

The one you are interested in. in the procurement side of the 
field, of course, is the Munitions Board. It consists of a ~hairman, 
who is a civilian appointed by the Presldent~ and three board members, 
a representative from each of the three services, who must be am 
Under or Assistant SeCretary of his service. The Munitions Board and 
its staff are supreme in the field 0f Industrial mobilization and in 
the field of cataloging~ they provide the guidelines on almost all 
business and industrial sidos of armed servlces procurement° As a rule, 

however, they do not operate° 

I might say, in passing, General Vanaman, that at theMunitions 
Board, as elsewhere in the Department of Defense and the services$ your 
graduates are very well placed~ And we are very grateful in the 
Munitions Board and in the services for the fact that our men have 
been to this college° My executive Officer, Colonel Smith~ graduated 
about two and a half years ago. The Chief of Staff of the Army ~iso 
is a graduate of the Industrial College. There are Admiral Ring of the 
Navy and General Lan@mead of the Air Force, top Munitions Board staff 
members. You will find that everywhere your graduates are doing 
extremely well and are very much sought after° And it is partly to 
pay back some debt that we owe you that I am here today° 

To come back to the practicalities of procurement, now that I 
have given you something of the history and background--procurement 
breaks up into two main categories~ advertised purchases, by com- 
petitive bidding; and negotiatedpurchases. Advertised purchases 
are the ones that should normally be employed, and that is recognized 
by the law and the regulation~ Negotiated purchases are the ones 
concerning which, when you find you have to go to them, you must be 
very careful, because they are generally the ones in which there are 

pitfalls° 

Now I would like to give a few of the characteristics of, first~ 

advertised~ and then negotiated, contracts~ 

~s to advertised contracts, it is assumed that, before you 
can advertise, the requirements have been established and you have the 
time necessary for advertising, because you cannot efficiently advertis 
and get the information out to the prospective bidders in less than lO 
days; and, as a rule, ~0 days is the period required for that~ 
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.Then~of course, you must be sure when you advertise that you 
get the advertisement out to as many of the people who might be 
interested in bid.ding as youpossibly can.. ~f you don~t do that, 
there~is no use in advertising. You must b@ sure tl~ you get the 
maximum competition° 

~n order to be able to advertise, you must be sure that you 
can.describe the Item well enough so that the different people who 
are going to put In bids will be bidding on the same thing. Other- 
wise there is no possibility Of evaluation of the bids when they come 
in. 

Having been told that an item needs to be procured, you look 
for it on the Federal Supply Schedule. If it is a typewrlter, or 
some such thing as that,.you will find it is li~ted on the Federal 
Supply Schedule~ and the GeneralServiees ~dministration procures 
that for all the governmen~ departments and agencies, oIvilian an~ 
military alike° If you find the item you want there~ all you have 
to do is put your order in through c..~nnels and forget about It~ 
because you know then that the Item~ the price, and so on, are going 
to be Just what you need. 

If the item is not on the Federal Supply Schedule, then you 
see whether you can advertise for it. If the factors X have mentioned 
a represent so th2t you ma~ - advertise, then it is your business to see 
that the advertisement is disseminated as well as possible. You have 
a continuing duty to see that you.have not left off the lists of pros- 
pective bidders you have in your offices, people who might very well 
be good bidders and add to the competition. 

You put out the advertisement and the bids come in. You will 
find a regular form for the Invi~atlon~o. bi~ . When the .bids are 
returned by~th 9 differentbidders, the problem of ~election, of which 
bidder to take, is what confronts you° 

You must be sure , first of all~ that the man has bid for the 
article for which you asked him to bid° so that when he delivers it 
and you ~rm i~ over to the user, the user will get the thing he 
needs6 • 

You will find on occasion that it appears ~hat one of the people 
who bid, when you check on him~ would .not be able to ~erform. One of 
the most difficult ~uties of the procurement officer is to turn down 
the low bidder~ after advertis@ment, on the ground that he ~ould not 
perform° You can see, without my elaborating, that when you do that 
you must besure of your ground because you can be sure~ otherwise, 
YOu will hear from the disappointed low bldder~ And it is in that 
kind of case that the ~uality .of the officer and whether he has the 

5 



-- ~~,::., ....... ~.--~,-~?~ .... ~'~i~.~---~ ~ 

courage of his convictions become very importanto If it seems wise, 
in the Sudgment of the indi$1dual passing on the bid, not to take ~he 
low bid because he thinks his service will be robbed if he does, he 
must turn down the low b~d and take the next lowest from a qualified 

bidder. 

I might say that you ~ave to go through certain protocol° The 

advertisement states that the bids will be opened at a certain time 
and place, and they have td be~ they may not be opened before the 
time stated, and you must go out in a public place where the bTdders 
can come in~ and you must open the bids and read them. That, of 
course, is to insure that a bidder who is in fact bidding lowest and 

iis qual~fied does not get left out or is not forgotten. 

After you have read the bids, you then evaluate them, and, as I 
say, the award goes to the lowest bidder by law, unless he is not 
qualified to make the article, In that case it goes to the next lowest 

bidder~ 

There are two wrinkles that come in there. If you have equal 
low bids and one of the low bidders is small business and on e in not, 
you must award to the small business concern--that is, a concern having 
500 or less employees, counting the employees of that concern and its 
affiliates~ Also, there are certain distressed areas certified from 
time to time by the Department of Commerce, which are areas where the 
unemployment rate is ~mdUly high; and if one of the two or more equal 
low bidders is from a distressed area, you must make the award to that 
bidder~ If there are two or more equal low bids and not one of the 
bidders is from a dlstrsssed area or is small business, you may then 

flip a coin, as I ~uderstand ito 

The second type of purchase is by negotiation. It is considered 
a rule that both the businessman and the Government will host be 
served by advertised competiti~ bidding, but there are exce~tions~ 
and those exceptions permit you to negotiate, The exceptions are 
right in the statute, and I will pass quickly over them. 

The first one applies in case the President or Congress has 
declared a national emergency. Whatever one's view on the matter 
may be, this is not now fGrmally a national emergency, so this 
particular exception is not s~.pllcable at the present time° But when 
higher authority, in its widsom, decides we have reached a particular 
point that is a national emergency, then any oontract,~ as I understand 

it, may thereafter be negotiated° 

The remaining exceptions under which you may negotiate if you 
find yourself in the particular situatio~ described are peacetime 

exceptions. 6 
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The first one is that the publie exigency will not admit of 
the delay incident to advertising. That is, in a way~ clear on 
its face. If you have tc procure a certain item by a given date 
and there i~ not time to advertise, get the bids in, and aval~te 
them, you may negotiate° 

I dontt need to tell you that it is advisable to have your 
record clear if you determine to negotiate under this public exigency 
clause~ because the minuSe you do not advertise somebody may be 
interested in trying to make trouble for youo He wonVt make trouble 
for you if youare doing the right thing and if you have such a record 
that you can prove it afterward. I cannot overstress the importance 
of that. You may do the best thing in the world, but if you cannot 
easily prove it by a writSen record six months or a year laterp it 
won:t do you any good. 

The next exception Is in case the aggregateamount involved 
does not exceed $I~000o That does not need any explanation. 

The next one is for personal or professional services, It is 
c0nsid~re d that human individuals do not like to bid against one 
another to see who will do a Job for the smallest amount of money. 
Consequently, it is recognized that when you have to hire somebody 
YoU may do it on a negotiated basis. 

The next exception has to do with any service to be rendered 
by any uni~ersity~ college, or other educational Ins%itutlon° 
Colleges fancy ~hemselves to be muchnearer individUals than 
business corporations, and they also are dlsi~clined to bid against 
one another to see who will work for the Government at the lowest 
price. They persuadedCongress to put in that exception. And, of 
course, they are rlght~ 

.The next issupplles or services to be procured and used outside 
the limlts of the United States and its possessions° If you have a 
ship in Palermo, or an air base in Dhahran, or an Army installation 
in Europe, it is not expected that you will send out advertisements 
throughout the United States to your possible suppliers. 

Medicines o~me~leal supplies.-.I am not able to give you the 
reason for that exception, but it may come in handy. 

Supplies purchased for authorized resaleo--That is the sort of 
thing you would put in a post exchange or shipVs store° 

Perishable subsistence supplles.~-That is certainly selfexplaining, 
You cannot wait to advertise and evaluate bids if you want to buy a 
perishable. 
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Supplies or services for which it is impracticable to secure 
competitions--There ares of course~ many things that I think are 
called proprietary items, such as medicines and other things of 
that sort~ that only One outfit makes. It obviously does no good 
to advertise. You had better gO to that outfit if you have to buy 
what it makes and beat its price down Just as far as you can. 

Now we come to the remaining few, and as to the ones I am about 
to describe to you, 0engross has restricted them to cases in which 
the agency head himself determines that it is net possible to advertise. 
As to the ones I have just described, you yourselves, or the officers 
under youl may dectde that the thing is worth less t~n $1,000, for 
instance, and therefore that you donlt have to advertise. But in the 
remainder I am going to give you, you will have to pass a paper up to 
the Assistant or Under Secretary of the Army, Navy, or Air Force and 
get him to sign that it is not feasible to advertise and~ therefore, 

a negotiation instead may be entered into~ 

The first of these relates to research and development. 

The second relates to items involving classified infor~nation 
or other things that should not be disclosed by a public adverti sement. 

The next is in connection with standardizations You dcntt want 
to advertise for parts or for Vehlcles if you already have a good many 
of a particular make. You donTt want to find yourself buying the 
cheapest vehicle on the market at the time, because then you will 
begin to find that you have about six different makes of vehicle~ 
withou~ interchangeable parts in the same c@tegory of vehicleso 

Then there is ~ the case where it is determined by the agency 
head that not one of the prices onblds resulting from advertising 
is reascnable~ That is a rather difficult one° But there are cases 
that arise~ either because the bidders are in collusion or for other 
reasons, where you don It think the Government is getting a fair deal 
for its dollar if it accepts the lowest bid~ Then you may negotlatee 

The next one is where it is determined by the agency head that 
it is necessary to negotiate with a particular outfit or few outfits, 
rather than to advertise, because you want to ~o business with one 
or another of that category; and you want to do business only with 
those finns because they are firms youwant to have in business wlth 
you so that, for example, in case of war their production line is se~ 

up to produce the thlng that you need~ 
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The last exception Is that you may negotiate ~hen otherwise 
authorized by law. 

Before coming to my conclusionl. I would like to say ,that, 
Whether you are advertising or negotiating, you have the same 
objective ~ sta~ed at the beginning--to ge5 the thing the user needs, 
by the time he needs it, at the lowest posslble price. So that when 
an officer is obliged to negotiate, he is forced to drive the hardest 
bargain that he can. 

And in that connection, for your o w n  sakes, let me remind you 
to bevery ~reful, as I have to be, too, not to take a cigarette 
lighter from such~and-such compsny. Asingle dri~; I don~t know~ 
but you have to be very careful about your relationships with possible 
suppliers. Somebody came in and left me a l~ghter one day. Before I 
knew what he was ~olng, he had walked out the door. But I got it back 
to him. 

I know you are going roger more detailed Information on these 
buying practices in later lectures, b~t I would like to take about 
four m~nutes, if ~ that isnot too much, General Vanaman, to dess~Ibs 
certai~o~her features touching on the procurement field. 

One, of couzse, is the ~tatutory words that it is important to 
keep small business going. It is part of the fundamental philosophy 
of this country that we don~5 want to end up with lO or 18 big cor- 
porations that are the only ones in businems. I think, in that event, 
the lack of competition would probably hurt us all. 

Also, it is not only in the stetute, but you will find that all 
individual Senators and Congressmen have friends, or at least constit- 
uents, who a~e :in small businesses, and you will be besieged by small 
businessmen. 

~ow, In many instances, you can do something for them~ For 
example,~when you negotiate, or when you put up your te~s of sale~ 
you can permit less than the whole quantity to be delivered by each 
of several bidders~ ~Thus, a Small concern that could not possibly 
supply the wholequantity you need can supply part of it, and another 
small concern another parto You will often get lower prices that wag, 
an~ you will certainly keep your skirts clean with respect to possible 
attack ~ater. 

There is also a "buy American~ provision, which says that when 
a supply is obtainable in the United States or its possessions you 
must buy an American product, unless the price differential between 
the foreign product and the American is unreasonable. So you have 



two outs on the "buy American" provision. One is a case where the 
article is not made in the United States, such as certain Swiss 
watches, let us say~ The other is a case wh~re the price differ- 
ential is unreasonable~-and, as a matter of administrative practi~e, 
a price differential of 25 percent is considered unreasonable~ 

There are certain other statutory Pro visions that have been 
passed.~-and will be passed from time to tlme~that ' you will have to 
know about, but I don~t hhink any of them are too important at this 

time~ 

So I would like to conclude by referring to fourtypes Of buying 
which are now done by the three servicem and then giving you my feeling 

as to how procurement is goinE now6 

There are four types of buying being done. There is so-called 
~ollaborative buying, which means, let us say, that the Army and the 
Air Force have adjacent offices in the same buildlng~ and although 
they process their own purchases, they keep in cons'~ant contact so 
that each one knows what the other has found out. They keep in step 
with each other~ That is a sort of voluntary affair~ a~d it works 
well in certain instances; as, for instance, in textile purchases in 
New York City~ in that case between the Army and the Navy° 

Then there is joint procurement, in which all three servlces 
create one agency, such as the Armed Services Medical Procurement • 
Agency, which does the buying for all ~hree services° ~h~ is something 
that is very feasible in a specialized type of item, like medical supplies, 
where, on the whole, the needs of the three services are apt to be the 
same, and the most efficient way to do the buying is to have one outfit 
do it, thus eliminating competition between the three servlces~ 

Then there is singleo~service procurement~ in which the Munitions 
Board, in its wisdom, decides that it would be in the common intere~ 
if one service did the buying of a particular commodity for all t~ree 
armed services° The Navy, for example~ purchases solid fuels for the 
Air Force and the Army; the Army pu~,cha~es most foods forthe other 
two serv~.ces; the Air Force purchases ~B6~ogz~l~c equipment for th~ 

Army and the Navy~ 

The last type, of course, is employed ~ when it i~ not feasible to 
have any of the three I have just described, and nature ~akes its 

course, as it did before uniflcatlon~ 

Now, there are some adjuncts, llke the Production Act of 1950~ 
with respect to controls~ Most of those are not in effect now, and 
there are no price controls° You will have to keep yourselVe~ alert 
to new statutor~ developments of that type if you are in t,he business, 
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and I imagine you will get more information on the Prod~ctlon Act as 
you go alcng~ The principle of it has been to make it available to all 
of us in the buying buslness--not Just the military, bu.~ of course, the 
military generally h~s prlorlty--so that scarcities can. be taken care 
of by price controls, when necessary, and by allocation or ratlonlng~ 

In conclusion, I would simply like to state my feellng~ after 
being dow~ here for some 16 months, that the standard of buying, of 
Procurement, in the military services is extraordinarily hlgh, We get, 
in our office, most of the "flaps," most of the cases where something 
has gone wrong, so that I see that side more than the good side. Never- 
theless, I think thatboth for integrity and in most cases forefflciency 
the procurement that is being carried out in behalf of the three services 
is of an extremely high standard, 

It is partly because you have a good statute and a good regulation 
to govern you~ 

It is partly because the three services produce officers and hire 
Civilians of very high degrees of intelligence and integrity. You can- 
not do it Just withlntegrlty, because somebody will fool you, and you 
cannot Just be smart--you must have bo,th intelligence and integrity in 
procurement. 

Finally, I think the reason why the procurement is going as well 
as it is, which is very well~ is that at such pleces a~: the Industrial 
College, and particularly this ccllege~ there is a science of procurement, 
a technology~ being built up, passed on, rationalized, dissemlnated~ so 
that most of the officers who are engaged in procurement know something 
about the theory as well as the practice, 

General Vanaman, that concludes my prepared talk, I will be glad 
toanswer questlons~ 

C~/ESTION~ Sir~ would you care to comment on the desirability o~ 
feasibility of establishing a central milltaryprocurement agency to 
do away with what little competition may remain between the services? 

MR. ALEXANDER~ Ye~ sire Based on what experience I have had 
here, I would be opposed to#that° I think that the services procure 
more efficiently, probably o the way they do now than If we had one 
huge, sprawling organization° 

That is a brief answer, I can go into details, but I wonlt@ 
I will talk to you about it afterward if you would llkeo 

QUES TI ON : Is that primarily because of administrative difficulties? 
° 
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MR, ALEXANDER| Partl~that, I am a~ng youare asking th~ 
question, 'if I'were Congress all by myself~ would I order it? Of 
course, Congress has not. Congress has specifically said we don~t 
want m~rger; we want unification, But even if I were Congress all by 
myself, I donlt think I would be for it, for the same reason that, within 
the Army, I am not in favor of having the Quartermaster, Ordnance, and 
the Signal Corps merged for procurement purposes. !,think it is better 
administration to keep differing types of procurement agencies somewhat 
separate:from one another, subject to the same general principles, but 
able to go about their type of business without too much interference. 

QUESTION~ Mr. Secretary~ you mentioned the fact that you, in your 
position, receive a lot of "flaps," criticisms, and abuses~ You did not 
mention the fact that ~ou are not supposed, to influence labor-manage- 
ment relations in any way. But suppose you let a contract with a company, 
it is an important contract, and then the plant is struck for a consider- 

able period of time. What do you do? 

MR. A&F.~D.ER~ On that sub:ect, in the last 15 months or so, that 
is the reason why I have been glad I am in th~ Army and not the Air 
Force° The Air Force had a couple of tough ones about a year ago° 

In the first place, I want to make one correction, if I may° I did 
not say~ or I did not mean to say, that ~ I have a lot of r~flaps," complaints, 
and troubles where I ~it. Nhat thereare, ~ apt to come there, but I 
think, relatively, %hey have been much smaller in number ~han I would have 

expected~ 

I would put it this way~ The primar7 interest of those of us whose 

business is procurement is to get the product out° We are not the 
guardians of the rights of labor~ that is, the Bepartment of Labor, At 
the same time, we are part of the Government of the United States, and we 
cannot break strikes or do things which the general public would consider 

antlsooial. So each case i~ a separate one~ 

I would say the average thing to:do if a plant from which you are 
procuring is struck is to try to see to it that the various labor 
mediation people and any ot~er appropriate government agencies, including 
the Department of Labor, are in there trying to solve the dispute° 

I ~em'~ knoW whether that is a satisfactory answer. I am sgainst 
ordering the Army in to break the picket lines~ or anything as drastic 

as that. 

QUESTION: Are you familiar with the way Mr. Symington entered 

into the Bell strike? 

MR. ALEXANDER~ AS a newspaper reader, yes° 
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I don~t know whether I have satisfied you. I would be glad to 
try~ I admire Mr. Symington very much, I think you have to be careful 
in enterlng disputes. I think tha~ the Air Force problem~and maybe 
the Navy's--is peculiar in that the Air Force has concentrated its 
production in a relatively few big companies--most of its eggs are in 
those few baskets--and it might well mean that, were I Mr~ 8ymington, 
I would move in; but being Alexander and in the Army, I wouldnlt. 

QuEsTION: Mr. Secretary, in mentioning the t~o small firms 
offerin~ equal bids, you said you would fllp a coin to decide which 
one to giwe the contract to. i wonder if there may not be certain 
circumstances that would make it better to decide in favor of one 
firm as against the other. One of the firms might be one that you 
want to foster because of future ~sefulnes~, or you might see labor 
troubles in the other f~rmo So can you decide in favor of one firm 
without flipping a coi~, and still be out of hot water? 

MRo ALEXANDER~ ~hen I referred to the ~wolowe~t bidders being 
equal~ I meant taking all proper factors into account~ 

I am sorry you brought in the labor dispute possibility, because 
~hat ties in with the preceding question, which was difficult° If the 
plant is struck, for instance, you would certainly have the right to 
consider that the lowest bidder whose plant is struck is not capable 
of producing, and I think you could rule him out for that reason. 

But the labor relations field is a terribly dangerous one for 
the military because it i~ not our business to know the rights as 
between capital and labor° Our business is simply to get the p~iuct, 

In addition to the fact that a plant is struck--or, perhaps, it 
has been officially ~ignified that it will be struck in l0 days--the 
past performance of a company, the fact that you see a flood coming 
down the valley towards its plant, and so on--all those things vo~l@ 
give you the right to say, "He is a low bidder, but he is obviously 
not q~lifiedo" 

QUEST!~ In some ~ase~ it is necessary toput the procurement 
in a large companyol I was wondering if there is any legal basis for 
our present practice of trying to Spread this procurement through 
subcontracting. Can we in any way, other than by persuasion, dictate 
that a contractor must spread that through expanding his subcontracting 
base? 

MR, ALEXANDER| Yes, indeed~ That is something we are studying ~ver2 
]~ur~.~n/.~h9 • Ar~y ~w-.-to make sure we are causing small business te 
participate through subcontracts, and also to see to it that there 
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is not undue concentration in one area and tha~ ~e have as many 
qualified suppliers ~s possible. If you are negotiating, you can 
go so far, in my judgment, as to put incertaln requirements on 
i~hls that the big company you are negotiating with must follow. 
Actually, almost all contracts with big business necessarily In~ 

Volve a good deal of subcontracting. 

Is that a sufficient answer? 

QUESTION: Is there any legal means by which, in an advertised 
procurement, you can say, "You will subcontract SO percent," or some- 

thing of that kind? 

MR~ ALEY~DER~ No. If you advertised, I don t t think you would 
have the right to say, "0nly those~ need make bids who are willing to 
subcontract S0 percent of the work." I doubt if that would be legal, 

although l would like legal advice On it. 

QUESTION~ My question has to do with the type of contracts that 
you let. The fixed-price contract induces efficiency in operation, 
but it is hard to tell your procurement officers how to place those 
contracts; whereas the cost-plus-a-flxed-fee contract more or less 
encourages inefficiency within a producing company. Would you ~are 
to discuss the advantag~and disadvantages of these two types of 

contract? 

MR. ALEXANDER: Yes,sir; I would be glad to. For certain fairly 
standard Items'on which you know a gooddeal about cost factors, the 
flxed-price contract is probably the best if you are negotiating. 

The cost-plus~a-percentage~of-cost contract, which used robe 
permitted but is absolutely out now, is a direct encouragement t~ 
inefficiency because the more inefficienta company is, the bigger 
its profit, as you can see from the mathematics of it. 

The cost~plus-a~fixed-fee contract iS very often necessary at 
the beginning of a dealing with an outfit~or as to a new product on 
which there is not a great dea! of back history, because, then, the 
fairest thing very frequently, to both the Government and the individ~ 
is to let him be paid costs and then a flat fee, not one which varies 

percentage~ise~ 

A further development, Which you ought to get toward when you 
can, in my judgment, is the incentive-type contract~ whereby you may 
start with a figure for the end item and then say to the contractor, 
"The more you reduce the cost, the greater will be your profit--but 
we want to share the profit with you." As, for example, if you say 
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you will p~y up to $i00 for an item, but you want his cost fibres 
after he has made ~he Items,;'and if it turns out that the cost is 
$50, then you ~ill payhim probably about $60~ and the Gcvernment 
will have made $40 in the process~ That is the type of contract 
one ou~h~to get toward as much as Possible, inmy Judgment, but 
it is~no~t possible on a new supplier or a new item because you 
cannot ~ix that $100 figure without some prior experience~ 

QUESTI(~I Mr. Secretary, in negotiated procurement, how much 
competition should be brought into play between potential suppliers? 

M/~. ALEXANDER~ That is an excellent question because~ among 
other things, it points up something that I had meant to say and did 
not sayearliero 

In negotiated contracts, in addition to driving the hardest 
!bargain yo~ can, you want to be sure that you negotiate with the 
maximum practicable number of suppliers. 

What you do is this: Let us Bay you have a llst of 20 ~plierm 
of a particular item. YOU decide that lO of them are mu.ch the most 
efficien~ :nd satisfactory° You write to that gr0up of !0 and invite 
Pr0P0sals. not bids--ahd ~they:Co~e in with proposals to si~pply the 
thing youwant~ You may declde ~Imt S of the lO are the m~st advanta~ 
geous, and then you really go to work with each of the ~ to negotiate 
the Nest deal you can among them° 

It is a selective p rOcess~ But it is very important tha~ you 
have considered as wide a field ef suppliers as possible~ both because 
you will get a better product az.d a better price and because it keeps 
your skirts clean for the future~ 

There is'also the element ;hat sometimes you will wish deliberately 
to steer a procurement away from or to~mrd a particular plantbecause, 
for mobilization purposes~ you ~ant to be sure you have several companies 
with the know-how permitting them to go Into quantity production quickly 
in~ case a real emergency came. 

QUESTION~ You started to touch on the .question ! am going to ask. 
In the laO~ 16 months how much have educational orders been employed in 
current procurement? 

MR. ALEXANDER: You say "e~ucational orders." I woul~ define that 
term to mean orders the purpose of which is not so much to buy some 
particular L vehicles as it is to get Some suppliers in shape so that 
they can produce i n quantity f~r you. 

S ~UE TI 0NER. Yes 
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MR, ALEXANDER: Speaking only for the service with which I am 
relatively familiar, i can say there have very definitely been some 

very important e~ucationa~ orders in the Army~ ., 

QUESTION'~ Mr. Sec.reCary, ..you touched on this question already~ 
and perhaPs I am going to.~hr~se it.in a way that may not be quite 
fa%ro In making a compari.sonof the procuremen~ organizations in the 
Army, AirForce, and Navy, I think you indicated that in the Army the 
Quarte~master~ ~Englneers, and Signal Corps each have procurement offices 
that buy supplies they want. The Navy follows more or less that'practice~ 
I am not too familiar with ths, to In the Air Force, we have one procure- 

ment offlce~ 

• m ~ You indicated a preference for.the-Army syste , that i~, each 
one buying the thing he knows most about, That must be a much more 
expensive way of doing it because you have a separate procurement 
office, or a separate procuring individual, on each base, buying that 
material° If you are in favor of it~ you must feel that the savings 
you effec't in that system more than offset the cost of the additional 
organization. Would you care to co'mment on that? 

M~.. ALEX&~DER~ Yes, I would be glad to, I favor the way.the Army 
i,s doEng it now for the ArroyOs job. I think I would not for the Air 
Ferce~s Job, I don~t know too much about it, except that the Air Force 
is blessed, in some respects,-with a less .complex ' procurement"., problem 
than the ~my and, I think, the. Navy have, because one Or the other of 
the other services is now procuring for you your food, vehicies~ and a 
good many other thlngs~ and t~e great bulk of your own procurement goes 
into things that will fly, And that procurement would be, let us say, i~ 
one technical service if it were in the Army. Do you see what I mean? 

We have made one modification in the Army, in that just before 
Korea, an order ~as issued that the Transportation 0orps would no 
longer be a procuring agency for the Army and that its supplies would 
be procured by another tec.hnical service~" Korea, inaddition to its 
other..disadvantages, suspende~ that action, and the Transportation 
Corps. still procures for Itse~f~ But that would reduce us to six~ 
And since medical procurementg, i's done Jointly, it isfive procuring 

agencies that we have° 

You can argue that yoh ~re going to have just the same number 
of bodies and pay the same amount.-of rent whether you have ~ five 
separate organizations or one, or you could argue that one ~ould 
cost less than the others. I don~t think that is the important 
thing, I think it is the va:ri'ety of types of activities that is 
important° If the activity Is mo:stly di.rected toward one main 
object,, you certainly ought to centralizeit, which.is Just what 

the Air Force has done.. '*" 
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QUESTION: Some months ago a directive was put out--I guess the 
Munitions £oar~ originated irwin effect restricting current procurement 
negotiation deals by a service to those plants for which that service 
had approved mobilization planning production allocations. I have lost 
contact with it since, but it was my feeling that it was going to cause 
a lot of confusion, certainly in the Navy, by eliminating as producers 
those people for whom we did not have approved mobilization planning 
production allocations. I wonder if that caused the Army difficulty, or 
whether you think the attempt to tie current procurement to industrial 
mobilization planning has been productive of more good than confusion. 

MR. ALF~E~ If the Munitions Board had done just that~ I 
think it would have caused the Army a great deal of difficulty° I did 
not think it had done Just that~ If it is the same paper I am thinking 
of, it said that, in so far as possible, or when feasible~ in connection 
with the stepped-up procurement that was going to result from the new 
appropriations after Korea, you will bear in mind theM-day plant 
allocations in negotiatlng for or purchasing supplies° I dontt think 
it restricted your ability to negotiate Jus~ to the companies for which 
you had firmallocations~ 

QUF~Ti0NER: This particular letter I am referring to had six 
paragraphs, I believe, and co~ered different deals. (~e specifically 
said that a service shall not procure items from plants not allocated 
to ito There were several other provisions along that llne~ 

Actually~ I never saw a signed copy Of Ito We were told we could 
comment on it. Then we were told comments weren:t wanted, that it was 
going to be implemented anyway° Then we had a formal notice that it had 
been i~plemented, although, as I say, I never saw the signed copy. 

MR. ALEXANDER: it is sometimes alleged that papers are issued 
out of the Munitions Board that the ~,lunitions Board members dontt 
kuow about° This may prove that; I donTt know. 

There are two points involved in the subject that you raise which 
I would like to me~tion~ if I may. One is that the increased procurement 
resulting from the increased appropriations subsequent to Korea has 
meant that all the services have a greater opportunity to get t~!e~ ~ 
up and try to do business with the companies wibh which we know we would 
do business if full war broke out. So all three services have stressed 
the desirability, other things being equal, of getting ourselves nearer 
to mobilization readiness by having had a contract with and production 
out of one of the plants that have been allocated to us for M-day pro- 

ductlon. 

The other point is tP~t~ in order to prevent poaching and end runs~ 
all three procurement Secretaries who are Munitions Board members got 
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passed a paper which sald~ in effeot, ~hat the Army wil~ not. negotiate 
a contract with a plant assigned to the Navy for M-day without, first 
having gotten the ~avy~s permission.° 

QUESTION~ Mro 8ecretary$ thlsis notexactly a procurement 
question, but it is closely related, It is b@tw~en procuremen~ and 
supply° Throughout your remarks and in 6ur-studies we havenotice~ 
that thereis a ~radual concentration Of assignment for centralized 
purchase. Hasn't there been a ConsiderabPe amount of movement for the 
expansion of local procurement and procurement on account for such items 
as ~ousehold items, affice supplies and equipment,~const~ruction supplies, 

and that sort of thing? 

MR: ALEXANDER: Procurement on account? 

O~PTAIN MILLER~ Is this what you mean? There is more or less 
decentralized procurement for household items and construction equip- 
ment, rather than centralized procurement? 

.. QUE$TIONER~ That is right~ I have this in mind: In the past 
the Quartermaster has bought office supplies, and never could one buy, 
at a local station, paper, stencils, and that sort of thing,.without 
having first gone to the depot~ A study that I saw showed there was 
actually a falsification of prices; that when we stopped to figure the 
Storage cOStS, transportation costs, and so on, probably supplies could 
have been purchased better locally. As a result, I understand from the 
last contact that I had,. we are expanding our authority for local 
purchase now even to other things to a considerable extent to eliminate 

those costs. 

Then there was also the proposal that we buy on account. Many 
times we go out and buy what we want for six months, when we have local 
authority to purchase, and we put the items in our stocks° But this 
procedure, was to permit buying these art lcles, as we neede& them, on 

the same procurement voucher. 

MR. ALEXANDER~ I don ~ t know if I really am qualified to answer 

that. I will try~ 

I think it is the rule still that an item like a typewriter~ which 
you-can get from the ~ Federal Supply Schedule, must be ~ough% that way° 
I would not be ~ur~rised if that is the case as to official sitationery, 

inclu&iug forms. 

,There is a great deal of local purchasing that is allowed, but 
it is :~generally in nonstandardized or perishable types of things or 
services~ I think the tendency still is--not overseast not in combat 
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areas, and not in special circumstances, but in general~that it is 
considered safer and better, and in the long run cheaper, that 
standardized types of things be gotten through the ~ame old channel. 

CAPTAIN MILLF_~ Mr~ Alexander, I think we could keep you here 
all day asking you questions, but the time has run out on us. 

As you know, this has been our first lecture in Procurement, and 
you certainly have given us an excellent base on which to build our 
course° 

On behalf of the Commandant, the faculty~ and the students, I 
thank you very, very much for a most excellent lecture~ 

MR. ALEXANDER.~ Thank you. 

(8 Jan 1951--650)S~ 
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