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PROCUR~N~NT PRACTICES 

8 January 1951 

CAPTAIN ~ILLER: In presenting our course on procurement, an attempt 
has been made to tell you about procurement from various viewpoints. We 
have already heard about procurement from the viewpoint of the military. 
Next week we are going to hear about procurement from the viewpoint of 
industry~ But this morning we are fortunate in having with us a man from 
the field of education. He is going to tell. us, from the educational 

viewpoint~ about "Procurement Practices." 

Our speaker this morning is Professor of ~[arketing at the }~rvard 
Graduate School of Business Ad~linistration; he conducts a course there 
on industrial procurement. 

It. is a pleasure to welcome back to the Industrial College, Professor 
Howard T. Lewis. 

PROFESSORI~YlS: I have been asked to discuss with you this morning 
certain aspects of industrial prpcurement, a temn which I understand to 
mean the acquisition by manufacturers of such items as raw or sen~processed 
materials; component parts; maintenance, repair, and operating supplies; 
and equipment--all of which are to be used in the production of what is, 
for the curricular n~nufacturer in q,lestion, a finished product for sale. 
This assignment, by definition, relieves me of any consideration of military 
procurement. With perhaps somewhat less justification, I shall also exclude 
the purchasing problems of industrial distributors of one kind or another 
who purchase for resale rather than for manufacture. Finally, I should say 
at the outset that I am not going to talk about the details of industrial 
purchasing organization or procedure. Though the importance of such matters 
can very easily be underestimated, we are concerned this morning with some- 
what more fundamental problems. 

The assignment thus given me is one I am most happy to accept. It 
must be apparent to every thoughtful officer present, w~mtever may be the 
nature of his irmediate responsibility and interest, that to the manufacturer 
on whom the military must depend for materiel, sound and efficient procure- 
ment is every bit as important a factor in his ability to serve the defense 
effort as it is to the armed forces in the performance of their mission. 
The effectiveness of both is quite as much determined by what they can get 
and the efficiency with which they get it es it is by the skill with ~]ich 
it is used when once acquired. 
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Furthermore, for the contracting officers in the ~rmed services, 
there is an immediate reason ~or fa~Lliarity ~ith the essentials of 
industrial procurement. A ct~rre,~nt form of the cost-plus-fixed-fee 
contrac~ contains the proviso that ~'the contractor shall to the extent 
of its ability procure materials and services in the manner most 
advantageous to the Goverrm~ent, price and other factors considered~" 
a clause ~hich clearly becomes meaningless unless the contracting 
officer is himself in a positSon to j~,dge as to whether or not the 
contractor's procuremen~ is sound arid efficient according to industrial 
standards, it certainly does not mean a me~'e auditing of the supplier's 
invoices in order to be sure ~, ~ald tb~ price he claims to have paid. 
The contract also provides, la a ~ectJ.~n ~aling with subcontracts~ that 
"unless the contractor~s~rc~iag ~ m  shall have been approved by 
the Contract~~, contractor shall not, ~±thcut th~ ~ritten 
approval of the Contracting OffJ.cer, ~k~ any contract with any other 
party for furnishing any of the completed or substant],ally completed 
articles, spare parts, or work herein contracted for." Sim~l~rly, a 
fixed-price contract provides, with r~.fereace to subcontracts, that 
"no contract shall be m~de by the cont~'actor with any other party for 
furnishing any of the completed or substantially completed articles 
spare parts, or v~'ork herein contracted for ~ithout the written approval 
of the Contracting Offic~r as to so_~.~q!~;and if this contract contains 
a price redeter~ination clause, no such contract shall be made for an 
amount which exceeds 25,000 or i0~ el ~ the amount of this contract 
(whichever is less) without the v~ritten approval el ~ the Contracting 
Officer." (Note that the latter does no~ restrict the required approval 
by the contracting officer co ~ource alone, and the j[~taposition of 
these two in the same subsection is significant.) 

The contracting officers, therefore~ have a very special responsi- 
iity for familiarity with industrial procurement practice. But I hasten 
to add that i am not addressing myself to such officers alone, for in the 
words of a prominently displayed p].ac~rd which I am sure n~ny of you have 
seen, "Procurement is Everybody's Business. '' 

With these genercl introductory thoughts in mind, What is the basic 
nature of industrial procurement? i think ~e should all agree it is to 
get what is neeced, when it Ls needed~ delivered where it is needed~ and 
at the best price. Or, for the sake of perspective, let us put the same 
idea another ~ay. 

The basic job of e~ production department is to produce at as ]o~ a 
cost as possible certain finished products, these products being designated 
by sales, engineering, and production jointly. These products will (it is 
hoped) then be sold at a ~rofit over arid above cost. In the processing of 
this end product, the production department, of necessity, uses certain 
raw or semifinished material and component parts. }~laterial~vise, therefore, 
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its requirements demand the proper grade or q~lity, in sufficient amounts to 
maintain operations at as low a price as possible. The production department 
itself is not responsibile for the price paid for these materials, nor does 
it acquire them. The amounts of such commodities in stock and on order at 
any given time need not concern it, provide~ the r~aterials are on hand for 
use as required by the plant. Provided the quality is right, the source 
from which they are obtained is not its concern. The procurement of these 
materialslis, or should be, in the hands of some one person (or more persons) 
whom we may designate, for lack of a better name, the "buyer." 

Put this way, it all sounds fairly simple. But, so far as industry is 
concerned, the more we exanine this somewhat eienmntary statement, the more 
involved does its application become. And I know of no better way of 
bringing out the nature of these complications than to indicate some of the 
major trends that, to me, at least, appear discernible in this extremely 
important area of procurement. 

There are five such trends to which I should like to refer briefly. 
They may be summarized as follows: 

i. A growing recognition of th~ integral interdependence of design~ 
production, amd supply in determining proper quality. 

2. A growing awareness of the essential nature of inventory control, 
so far as production materials are concerned. 

3. A corresponding organizational trend to consolidate the several 
phases of procurement into one executive department under some such title 
as that of "materials £mn~gement." 

4~ An increasing concern over the need for acquiring and developing 
the right type of procurement personnel. 

5. A growing recognition by top management of the basic importance 
of procurement as one of the major functions of business. 

These five interrelated trends seem to me to be fundamental. Others 
might place the emphasis elsewhere, and ad~&ttedly the list is not complete. 
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. 
Procurement techniques are being in,roved upon, az~d these "tools of the 
trade" are being used ~uch more effectively. All these,and morc, belong 
in the total picture, but the five which I hove en~nerated would appear 
to be the most fundamental. 

The first of these trends--a growing recognition of the integral 
interdependence of design, production, and supply in determining proper 
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quality--brings into play coasiderations of price and availability equally 
with those of engineering and design. Put rather bluntly, this means that 
when a design or development engineer finally emerges from. his ivory tov~er 
with, "This is it and nothing else will do" or the production nmnager says, 
"We have always used this particular brand and have no intention of changing," 
his words no longer carry the comviction they once did, nor do they go 
unchallenged. Fbr in the progressive .company--and tlmt is the kind we are 
talking about--the procureaeat officer himself as a member of management hes 
not~only the right, but the responsibility, of challenging these tentative 
decisions if, and when, he sees good reason for so doing. Or to put it in 
another way, the engineer and production manager have learned the velue of 
seeking the collaboration of the procurement officer before exercising 
their unquestioned right of making the final decision. 

~That is the thinkir~ behind this development? The clue is to be 
found in recognizing the true meaning of qt~lity. Quality is that which 
fits a product to a given use. A given product or grade of material is 
not simply good or bad; it is good or bad for a specific purpose, and the 
word "quality,, is meaningless apart from the use in view. 

To this thought must be added another; namely, that "quality" is 
a combination of characteristics, not merely one characteristic° Further- 
more, the specific combination finally decide-/ upon is almos'o al~ays a 
compromise, since the particular aspect of quality to be stressed in any 
individual case depends largely upon circumsDances. In some instances 
the primary consideration_ is durabii.,~ty. In other instances the lifetime 
of the item of supply is not so im~portant; absolute dependability in 
operation becomes more significant. Certain electrical supplies will 
suggest themselves as illustratiolls of the lat~er~ while a long life is 
desired, it is more important thab the materials always function during 
such life as they may have than that they last indefinitely. 

Assuming dependability in operation and a reasonable degree of 
durability, the ease and simplicity of operation may become the determin- 
ing factor. For instance~ it is not essential that a typcwriter last 
indefiniteiyj end the sr, mchanism of. the modern type'~vriber is such as to 
make it de~endabim un,~.er all ordinary usages. Give.n tY~ese two character- 
istics of reasonable lii~e and dependability which are more or less 
standardized among all the various types of machines~ the determining 
factor is ~he eaa~ with which the machLne can be o~erated. 

All this adds up ~o the fact that what constibutes a satisfactory 
quality depends largely uoon what a user is seeking in a particular 
product, 
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"Best quality," technically speaking, is that combination of 
physical and chemical characteristics which is best suited to the 
intended use. But it should be equal!y clear that mere technical 
perfection is by no means the whole story. No matter what degree 
of technical perfection for a given use an item may have, it must 
be reasonably procurable; otherwise it is senseless even to discuss 
the possibility of using it. Or if the cost is so high as to be 
beyond the bounds of reason, one must sacrifice something in technical 
quality and get along with an item that may ideally be somewhat less 
suitable. Or if, at whatever co~t or however procurable, the only 
available suppliers of the technical}@ perfect item lack adequate pro- 
ductive capacity or financial and other assurances of continued business 
existence, then, too, it must give way to something else. 

Solder provides another example. Various combinations of lead, 
tin, zinc, cadmium, and silver c~ be used to produce a thoroughly 
satisfactory solder. In all suc~ cases, where various alternative 
materials are suitable for an intended use, or where various combina- 
tions of materials can be varied and still give substantially equally 
satisfactory performance, it is no more than co.~mDn sense to say the 
decision as to which to use should depend upon relative cost and pro- 
curability. 

Obviously, also, frequent reappraisals are necessary even when 
a workable balance between technical ~mlity and economic quality has 
once been established. If, for example, copper rises from iA cents a 
pound to 25 cents or more, while magnesimn drops from $]..25 a pound 
to 20 cents, and if aluminum, over the years, drops substantially in 
price, the proper balance to which we have referred needs re-examination. 
The experiences of World War II are still too fresh for us to forget the 
fact that many an item, a component, or even a finished product rated as 
"essential because theoretically superior" had to give way to one techni- 
cally "less ideal but procurable." 

Now, procurability and cost (bearing in mind that we are talking 
about ultimate cost, not lowest unit price) are scarce]@ amtters with 
which technical men, however expert in their own field, can be expected 
to be thoroughly familiar. These matters lie peculiarly within the 
area served by the procurement officer. 

So one is forced to the conclusiofl that in any manui~cturing organiza- 
tion, neither the purchasing officer nor the technical expert is likely 
to be familiar with all the factors that are involved in determining the 
"best buy." ~oreover, in the large-scale organization--and this includes 
the ~litary--there is a definite tendency for specialists to act independ- 
ently and to fail to consider the effect of their actions either on others 
or on the total res,~lt. The continual development of, and insistence upon, 
spe.cial, nonstandard, or obsolete specifications .in lieu of equally 
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acceptable, up-to-date, .standard, commercial specifications are examples 
of the sort of things I am talking about. So, too, is the extent to which 
some using dep~rtments, through inertia, lack of imagination, or a ridicu- 
loms attit, ude of infallibility, waderteke to. restrict purchasJ.ng officers 
to"~ingle source suppliers." 

To illustrate somewhat more specifically thethoroughness withwhich 
the so-called "product value analysis division" within the purchasing 
department of .one major company attacks its problem, let me list the points 
on which it challenges at one time or another every part and each material 
it is asked to procure: 

Does i~ use contribute value; and, if so, how much? 
Is its cos~ proportionate to its usefulness? 
Does it need all its features or can it be simplified? 
Is there anythi~g better ~or the intended use? 
Have we checked against unus~l but av~ilab!e forms of raw material-- 

preplated steel, clad metals, and so forth? 
Can we use a lower-cost material which will perform equally well? 
Can we use a higher-cost m~terial which by nature and properties will 
.... afford a simplified design ~nd a lower-cost product~ 

Can a usable part be made by a lower-cost method? 
Can a standard product be fo~d which will be usable? 
Is it made on proper tooling, considering quantities used? 
Do materi~l, reasonable labor~ overhead, and profits total its cost? 
Will another dependable supplier provide it for less? 
Is anyone buying it for less? 

Note that this approach places prima~ry emphasis on the responsibility 
of the industrial buyer to get ~mterial acceptable to the user and adapted 
to the use intended at the lowest cost consistent with these underlying 
objectives. 

And m~y I digress for a moment to inject another thought concerning 
the industrial purchaser's attitude toward this matter of price analysis. 
~Th~tever may be the situation within the Goverr~r~ent, in indu.stry, when the 
buyer analyzes a Drice~ he is vastly more concerned about q~stions of 
basic cost analysis then he is about p~'ofit analysis. Certainly, he wants 
his suppliers to m~e a profit, and just as surely he does not want to have 
to pay a ~rice which yields an exorbitant, profit if he can help it. But 
the fundamental factor in all this analysis is cost of prod~ctJon and sale. 
So the buyer tries to dissect suppliers' costs with the utmost care. After 
all, such costs do constitute the largest psrt of the final price, and just 
as surely no analysis of profit has any significance except in terms of 
cost. With this fundaa~ental and very important principle in mind, the buyer 
must either be a cost accountant in his own right (note I do not say merely 
an accountant, for the ordinary auditor or financial accountant, good 
though he may be in his oven field, will not full~F qualify in production 
cost analysis) or he must have the services of such an expert in cost 
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analysis at his disposal. The cost accountant need not be the negoti~.tor 
but the negotiator badly needs the expert technical advice he can give. 

But to return to our ~min theme---clear!y, since suitability for the 
intended use is one prime essential of proper quality, and since final 
decisions on suitability are peculiarly, within the province of the tech- 
nical expert or the engineer, a very difficu].t problem, procurementwise, 
constantly arises. If specifications are to be set first and finally 
by the engineer, then the purchasing agent either has to accept them 
without question "as is" and do what he can to get a good price, or he 
has to reserve the right to challenge the specifications or to refuse 
to buy until an ~greement has been reached. His problem is made none 
the easier by the fact that often the amount required and the time the 
item is needed are also specified in such a way as to give him little 
opportunity to maneuver. 

The answer to this dile~am is by no means sin%ple, but it is not a 
reasonable solution to assert that technicians are never to be challenged, 
any more than it is reasonable to say that the procurement officer should 
decide questions of suitability. Industry, under stress of competition, 
is finding a way to reconcile such differences of opinion through cooperationT 
One step has already been made by advanced management when it recognizes the 
true nature of what we call ,quality." It is definitely making progress 
toward the second step--that of securing that reasonable measure of cooperatio~ ~ 
so essential to success. 

The second trend--a growing awareness of the essential nature of inventor~ 
control~ particularly so far as production materials are concerned--is based 
on the fact timt the most difficult problems in this area are related to 
purchasing and not to production. Whatever may be true of governmental 
procurement, in the private, industrial organization serious doubts are 
increasingly being raised as to inventory control being basically a matter 
for either the design engineer or the production manager to deter~nc° 

These doubts as to the soundness of piecing inventory control wholly 
in the bends of production personnel rest partially on experience and 
partially on rational analysis. Experience seems to indicate that a pro- 
duction man is far less concerned with a reasonably balanced inventory, 
or even properly timing his purchases, than he is ~vith heing certain 
that he never~ under any circumstances, runs short of supply, with the 
result that he is very prone to overstock--sometimes to a fantastic 
extent. The real dangers in the inventory area are not shortages but 
overage s. 

The rational basis for divorcing inventory control from production 
is found in the realization that management of inventories constitutes 
a wholly different type of problem from that of machine operations, 
plant layout, or the treatment of labor. Thus, to argue that boca[Lee 
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the production deoart~.tent actually processes the materi~l~ it therefore 
knows best when and how much to buy~ m~kes no more sense than to s~y that 
because the production department uses a commodity, it therefore should 
actually buy it. In virtually all up-to--date n~xnufecturing compenies, 
this latter concept hes given way in favor of an independent centr~lized 
purchesing department. It is the production department's job to determine its 
requirements, to set up a producti6a or usage schedule, to deterfaine 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 wh~t it needs 
when needed, there is no occasion for it to worry. 

The real problem of inventory control, however, 'only begins at that 
point. ~fith a minimum in mind, under ordinary circumstances, the question 
then becomes one of how far to buy ahead, when to go into the m~rket in order 
to take advantage of the "soft spots" pricewise, and how fast to move the 
material into the plant. This calls for a different type of experience, 
a knowledge of a different set of fects, and a different form of judgment. 

It is on the b~sis of experience end analysis, therefore, that there 
has developed a tendency to set up an in,dependent unit in charge of inven- 
tory, or at least to olace its management in bhe hands of a procurement 
officer ~ather than a production, financial, or accounting executive. And 
this~ I believe~ is in line vd.th, and perfectly consistent with, a trend 
towerd looking upon inventory acquisition not as a source of so-c~lled 
inventory or speculetive orofit but essentially as a means of keeping 
material costs (~nd hence oroduction costs in so f~r as they ~.re based 
on material costs) as low as possible. 

This is not the piece to discuss this ~'~hoie m~tter of soeculative 
profits as related to re~' materi~! purchases, i can only sty that there 
is an increasing skepticism about the soundness of • manufacturer's 
seeking to increase his profit through commodity speculation. In f~ct, 
there are many people--and~ in genera):,l am one of them--who doubt the 
very existence of such profits .on production inventory, the arguments 
of some accountants and legislators to the contrarynotwithstanding. 
In any event, my nmin thought is, i trust, clear. Inventory control 
is a top,~nagement procurement job insep~.rable from purch~.sing. 

The third trend--it is closely releted to the preceding one. P~r~ly 
as a result of the thinking on this matter of inventory control, there 
seems to be, at least in the larger companies, an organizetional trend 
toward placing the several aspects of this major ~unction of procurement 
(including inventory control~ ptlrch~sing, receiving, stores, and in some 
instances even inspection) into one executive department for purposes of 
coordinated administration--a department known by some such tiLle as 
"materials management." 
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On this point it is necessary to proceed with somewhat less assurance, 
for the emerging pattern is bY no means altogether clear. Yet the need for 
reasonable coordination of thes~ various activities becomes increasingly 
obvious. 

There are many ways in which this need shows up. It has already 
been pointed out, for example, ho~ intimately the questions of price, 
quality, and selection of suppliers are related to that of quantity. 
The inventory problem just discussed~ however, provides the clearest 
illustration. 

Of course, from the production planning ~epartment must come not 
only the essential data regarding the kind ~nd quality of process 
material, component parts, and supplies needed but s].so the production 
requirements schedule. But ~hst company wa~%s its procurement policy 
restricted to meeting minimum s~terial operating requirements? Immedi- 
atelywe are in the area again of questions about advance commitments, 
most economical buying amounts, reserve stocks, and so on; these and many 
similar questions are essentially inventory control problems, but answers 
cannot be had except as related to strictly purchasing decisions any more 
than purchasing decisions can be decisive without regard'to questions of 
quantity and quality. 

Indeed, the negotiation ~nd inventory control (and~ I amy add, very 
often that of physical storage a~%d issue as well) aspects of procurement 
are so integrally related that as a orobiem in administration they can 
best be handled, under ordinary circumstances, as parts of the same 
organizational unit. The needs of administrative efficiency, only under 
unusual conditions, can best be served in any other way. And this con- 
clusion is no~ vitiated by the fact that negotiation, on the one h~nd, 
and inventory control, on the ot~er, esch calls for a somewhat distinctive 
type of personnel to formulate judgment on some~shat unlike sets of values. 

The fourth trend--an increasing concern over the need for acquiring 
and developing the right type of procurement personnel--impl~es the need for 
men qualified to measure up to the higher standards of performance recognized 
as imperative under modern, compe~,itive conditions. No concept of procure- 
ment however sound, and no plan of organization however ~ttractive on p~per, 
is workable unless the men who do the actu~l work ~re qualified for the 
responsibilities placed upon them. 

There is nothing new in all this. But I should like to stress the 
fact that just as there are trends in industry to~,serd placing the function 
of procurement in its proper perspective, so, too~ is there an increased 
and persistent effort to find and to train ~en to perform that function 
adequately. Thus, it is not surprising to learn that some re~!ly con- 
structive as well as crltical thinking is being done in this ~re~. 
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Because there are very real differences among individuals with 

reference to their fitness~f~r particular kinds of jobs, and because 
procurement is essentially unlike pro~uctior~, engineering, or any 
other major function, thi~, kind of responsibility calls for a type 
of personnel with training, experience, and personal qualities unlike 
those required for other executive positions. 

The responsibility for purchase negotiation ~sone fundamental 
characteristic of the industrial proc~n'ement function. It is the 
requirement of the ability to negotiate objectively, plus a knowledge 
of trends in products and processes, the% makes industrial procurement 
basically distinct among the fm~ctions of business administration. 
Moreover, although proc~remer~ respcnsibi]ities should, of course, be 
discharged in coooeration ~ith the other functions of a business, this 
does not mean that they should not also be discharged positively, con- 
structively, ~nd at times even ~ggressively. These facts determine 
the type of men who are needed. 

The desirability of a pecuii~r interest in this type of work, 
and of enthusiasm for it~ should be clear. Furthermore, if it is 
true that the basic personal q~alities of integri~y~ vision~ willing- 
ness to cooperate, judgment of valises, end the like, are not fundamentally 
different from those called for in any g~zod executive, a% least they are 
required in a very high degree and with emphasis upon certain traits not 
required .~ quite the sa~ne propor$ion elsewhere. 

This is not to say that men ~re necessarily born with inherited 
traits that make them good procurement officers (or, for that matter, 
sales managers or engineers). Assuming that a~v young .~an is intelligent 
and adaptable, he may well become a specialist in procurement or in 
almost 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. 

V~hen management looksupon procurement as an imoortant function, 
chooses intelligent and adaptabie persom~el, and gives them responsi- 
bility an~ encouragement, then new and old alike 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 himself will have a 
most difficult time convincing a management ~hich is illiterate procure- 
mentwise of the fact that the function has any broad significance, ar~ 
such a management, in turn, ~il! have difficulty in persuading capable 
young men to enter its employ. 

The significance of all this, so far as the ~ctuol recruiting ~nd 
developing of procurement personnel ~r~ . . . . . .  e concerned~ is just this; 
Industry is becoming increasingly aware that unless procurement men 
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at whatever level are well selected, properly trained, adequately paid, 
and imbued with a proper understanding of and attitude toward their 
responsibilities, little can be hoped for in the way of sound procure- 
ment. On the other hand, when this admittedly high standard is reached, 
there is almost no limit to what such men can accomplish for their company. 

There is much to be done before this goal can be reached. For while 
there are thousands of superb procurement men doing yeoman service in their 
chosen field--men who are alert, keen, capable--yet there are thousands 
more who fall far short in their performance. They operate as mere clerks, 
with li~ted or no vision; they seek to avoid rather than to accept respon- 
sibility; they have little real interest in their jobs ~nd are quite content 
to operate within the narrow scooe of an assigned task r~ther than to 
develop any real understanding of orocurement. 

Ma~ing said tig, I~mstcnto add that real progress is being made. 
Without taking your tL~e to prove ~gy point, I shall simply s~y that never 
in the history of business has there been so much interest in the study 
of procurement prcblems or so many qualified men vigorously attacking these 
problems. Of ~ii the trends I hrve mentioned, none is more pronounced th~n 
the stress on procurement capacity and training. 

Finally, the fifth trend.-a ~ro~;ing recognition by top management 
of the basic importance o£ procurem~ent as one cf the major functions of 
business--would ~mke procurement coordinate with and not subordinate to 
sales, engJ~eering~ or production. 

Note that the statement reads "a growing recognition." This implies 
three things: That such 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 the careful student of 
business, this is not surprising but, on the contrary, inevitable. 

The thinking that lies behind this starts with the conviction that 
the first responsibility of the management of any business seeking to 
keep our economy ;dynamic, and at the s~mle time reasonably stable, is to 
operate that business profitably--a responsibility it owes to its stock- 
holder's, its worKed,and the public. Unless management csn m~ke e profit, 
it can accomplish little else, and sooner or later it will be rated a 
failure. 

But just whom do we mean by "mar~gement"? Is it the bo~rd of 
directors, the president, the executive committee, or the general 
manager--the chosen few who treditionaily have arbitrarily decided 
both the policy and the method of carrying it out? There ~re still 
companies today, many of them, operating on this basis--and, it must 
be added, with at least apparent success. ~5oreover, in any company some 
one person must in the last a~iysis assume final responsibility for n~king 
decisions. 
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Nevertheless, the experience of business in this complex society 
of ours is demonstrating that, except in--abnormal cases of rare manage- 
rial genious, and even then over only comparatively short periods of 
time, the pooled judgment, initiative, enterprise, and ideas of an 
entire organization produce better results in terms of profit and of 
progress th~n does the autocratic administration of one man. In other 
words, pooling the judgment of those in a company qualified to contribute 
and then channeling that judgment through a capable administrator is the 
most likely way of insuring that business will meet its responsibilities. 

This" pooled judsnent~ specifically, means the combined judgment of 
those persons particularly qualified to oerform the essential basic 
functions of a business-~hechief engineer, the production manager, the 
sales manager~ and the procurement officer. The last of these is now 
being put on the "first team,'! and be is being put there because of the 
conviction that a manufacturing compa~fy cannot make and sell a product in 
a competitive market unless the materials and component parts out of which 
it is fashioned, and which represent 50 to AO percent of its manufactured 
cost, are procured efficient!~. In short, the qualified procul-ement officer 
himself constitutes an integral part of whtt we term "management." 

This means that the procurement officer is no longer a mere clerk, 
nor is he a subordinate reporting to a production chief; rather, he is 
an officer of first rank in his own right, so recognJ.zed because of his 
knowledge of maserJ_als, sources, markets, prices, and negotiating practice, 
a knowledge and experience possessed to an equal measure by no one else 
in the organization. This recognition comes aboub not. by virtue of organ- 
ization c~mrts, executive directives, or mere definition of responsibilities, 
but rather because the procurement officer actually h~s shown that he con- 
tributes something of significance to the "jud~aent pool." It is the 
gradual penetration and ~i!ling acceptance of this fact throughout the entire 
organization that has led, as I put it earlier, to a growing recognition 
of the basic importance of procurement as one of the major functions of 
business. 

I cannot close my comments on industrial procurement without making 
a brief reference to one of the most perplexing problems that confront 
management in this area. I refer to the cuestion as to how to evaluate 
the efficiency with which its procurement activities are being handled. 
Even with a clear conception of the true nature of a particular function-- 
in the absence of which it is obvious that no progress on this front can 
be expected--it is still a very difficult task to appraise just how well 
the specific organization charged with the responsibility for part or all 
of its performance~is measuring up to that responsibility. And this is 
true regardless of the particular fLmction in question, whether it is the 
legal department, sales, advertising, accounting, or production. 
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Take the production organization as an example. One can scarcely 
say that the standard of performance is to be simply volume of output, 
or actual unit costs of proS uction, or rate of labor turnover, or the 
percentage of finished units rejected, or the nmnber of d~ys a shop 
is not ~orking. Again~ the nu~er of tangible, measurable items which 
one would like to have for check purposes are many and usually avai!able. 
But how these data are combined, interpreted, and evaluated is of first 
importance. And beyond them--.or, perhaps better, as a part of them,-are 
the many intangible factors ~d~ich it is proper never to overlook in 
deciding on just ho~ efficient a given department can be said to be. And 
when one goes on to attack the same problem with reference to engineering 
and design, or to research, the handicaps to any exact measurement are 
equal].y obvious. 

in the area of procurement, the dif£icu!ties of. e~aluation appear 
to be, if anything, even grea'~er than in the other de~art~.ents. For 
one thing, there ~re still business r~'~anage~'~nts ~hich lack any clear 
concept of just ~hat procuremen~ is or ho~ it is related to the other 
functions of business. For another th~.ng, the entire procurement function 
is seldom the responsibility of one department; steres, incoming traffic, and 
inspection of purchased m~e~ials~ for instance, ~re more co~.~.only than not 
divided among various ether departments, whereas the sales, production, and 
legal functions are very generall.y fully centralized and definitely segregated. 
Furthermore, there are many i~portant intangibl~ contributions to be expected 
from a well-conceived, properly a&niniste.-ed procurement department, and they 
are at ].east as difficult to ~easure as those m~de by any other division of 
a business. 

Yet despite all these difficulties to a measurement of department~l 
efficiency, something does need to be done. Of course, some sort of ~n 
evaluation is, in fact, ~de ~ every c~se. The question is merely one 
of whether the judging ~hat does take place is done consciously or 
unconsciously, ~ith or ~ithout adequate basis° The unfortunate thing is 
that too often it is done neither ~isely nor well. 

What we are after is somet}J:ng which is ,~orth while beck, use it is 
practical, concrete, and usab].e. The need for realism c~.n be emphasized 
in anocher w, ay. There ~re thousands of i~istances in ~,hich companies h~ve 
called upon consultants of one sort or another for ~dvice with reference 
to their proc~irement dJ_vision. R~rely, if ever~ d:i.d the seeker for help 
~sk for a m~thematical index of measurement; and even more rarely, if that 
be possible, did any consultant ever undertake to set up or to use one. 
~.~lhat management does say is: 'r~f.~ll you take a look at our procurement 
dep~rtment ann see ~ha~ you think of it? Is it doing as v~ell as we have 
a right to expect? Have you any suggestions concerning ho~ it eould be 
improved?" If consultants, ~hose business it is to evaluate, have made 
no use of specia].ly devised standard cost~ budgeting, and other indexes, 
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neither have internal auditors, whose functZon is likewise to check 
and to evaluate, used these devices. In this cohnect~on, too, it is 
interesting to note that, in spite of all the discussions held under 
the auspices of the National Association of Purchasing Agents over 
"yardsticks for the measurement of performance," never, to my knowledge, 
has any effort been devoted to determining ~m6t~y how such yardsticks 
are to be used once they have been devised. 

Granting, then, the futility of attacking the oroblem through 
statistical formulas or indexes, our task is the simpler one of trying 
to determine by practical means whether we can be$~er the performance 
of those particular responsibilities that h~ve been ~ssigned to the 
department by the company's management. If we do not thereby come ou% 
with something quite as for~listic and comprehensive as some people 
might hope for~ we shall at least have made some definite progress toward 
understanding departmental operations. 

}?here do we start, and what should we look for? 

Clearly, in the tSme at my disposal, it is not possible to do more 
than hint at the answers to these questions. The first prerequisite is 
that the man who is to make the evaluation really understands from. 
experience and observation what good procurement perfor~ence really is. 
One seldom finds a ,man whose priory interest and experience has been 
in accounting, or finance, engineering or sales, who is able to measure 
sympathetically an~ conssructively the stature of a purchasing organization. 
Nor ~re all purchasing ~n qualified for the task, for its successful 
accomplishment calls for sound administrative judgment, broad vision and 
co,mr, on sense, and a proper sense of values; all purchasing men do not have 
these qualities. A good negotiator is by no means always a good evalaator. 

Given the right kind of man, What will he look for? ! venture to 
suggest that he will want reasonably satisfactory answers to the following 
questions: 

i. Starting v~ith the presidenD of the colapany, What is the scope 
and responsibility of the department as the president himself understands it? 
Does he personally assume responsibility for the determination of orocume-- 
ment policy~ or is this se~ by some inner council of executives~ and, if so, 
is the purchasing officer a member of this group? 

2. Is the purchasing officer himself possessed of the character, 
technical qualifications~ and administrative ability required for properly 
handling a progressive purchesing department? 
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3. Is the organization of the department based on sound principles? 

4. Is there a reasonably well-defined procurement policy that is 
accepted by the president as well as by other top executives, such as 
sales, production, and engineering, and that is actusliy followed within 
the purchasing departmei~ itself? 

5. Are the procedures reasonably adequate? 

6. What sort of a personnel, policy does the department have with 
particular reference to their qualifications, selection, tr~ining~ pro- 
motion, and compensation? 

7. In so far as the department is responsible for inventory con- 
trols, Whet are the inventory policies and conbrols, a~d are the inventory 
and purchasing policies properly integrated? 

8. What is the record of the department with respect to prices 
paid and to deliveries? 

9. What is the attitude of ether departments toward the purchasing 
department, and what is their geoling concerning its efficiency? Does 
the purchasing department have the reputation of being capable, alert to 
its opportu~lities and responsibilities, and helpful? And in this same 
connection, How does the purchasing department rate with the company's 
principal suppliers? 

Here, then, ~e some of the areas for checking which point in the 
direction of efficiency or its lack. Out of a study of them will gradually 
evolve a fairly definite picture of the denartment's performance to one 
who knows purchasing principles and is f~m~..liar with ptmchas~.ng departments 
of other companies. True, no nmthematical index is compiled, end the 
judgment becomes an expression of the relative values of a substantial 
number of both tangibles and intangibles, but the effort wall have been 
worth while. 

If my comments this morning seem to you to be unduly opt4.n~stic, 
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 s~.~id <? at the outsetj namely~ 
I h~ve been talking about trends toward a p~ttern, perhaps a goal. 
This emerging pattern is far from being "set" or crystallized. I have 
attemped to point the direction in which procurement policy, organization, 
and practice are moving, rather than to draw a picture of where they 
stand today. 
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To those of you who may be called upon to evaluate the purchasing 
organization of contractors, may ! add a word of caution. I h~ve been 
talking ebout certain trends in the ~rocuremeat activities of our more 
progressive ~anu~actu~'ers. Being trends, it must be evident that they 
do not in all particulars characterize the average firm; therefore, in 
making any ~ppraisal reasonable ai]ow~nce-m~.st be made for that fact. 

Finally, I h~ve deliberately avoided .one question which, faliing 
within the sphere of government activity,.l ~m not called upon to ~nswer-- 
that is, what should be done by a contracting officer when he h~s reason 
to think that an actual or potential supplier does not have as efficient 
a procurement organization or policy as he should ~mve? Should he insist 
upon certain changes being made therein? Should he, as ~ penalty for 
inefficiency, make an adjustment down~ard in the profit allowed sucha 
contractor? Should he overlook the fact altogether in the interests of 
getting needed products~ in spite of ~he probably higher costs? 

These questions, fortunately for me this morning, are for you to 
answer, and I close by tossing them int@ your lap. 

Thank you. 

COLONEL JO~SON: Professor Lewis, on behalf of the Commandant, 
the faculty, and the student body, i wish to thank ~:ou for a very 
informmtive lecture. 

(? ~eb 1951--350)S. 
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