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PROCUREMENT BY INDUSTRY

3l Jamunry 1058

GENERAL HOLLIS: This morning we have san sxceptional prive
ilage. You are to listes to 2 epeaker who I8 8 distinguished soldier, a
distinguished sdwinistrator, and a highly successiul businesauan,

He had combat experience, as you know from his hiography,
in the sarly days of his career: and | was acased to lsarn iz reading
#t that he found himzelf in those days of slow promotion a firgt llevten-
ant in prectically no thue at all. But that waa only the beginning of a
vast ilst of sohlievements,

He wis the Chief Jusartermagier for the Panama Canal, under
General Goethals; snd, froo: what I am given to wnderstand, it was
something «f an achievement t0 Bave held that biilet for a long period
at that thra. He wes the Director of Purchase, Storage snd Traffic in
World War 1, a job roughly asalogous to that held by General Semervell
in Wobkld ¥ar 0.

Flomlly, he bas proven to be an sinently successial businessman
snd a pioneer thare $00. From what I bave read in "Tims, " it took some
peremasion to establish the principle that this large mall order house
should go inte the retail business. But ke ssems to have had the powers
of persuasicn requisite to that.

nmammmrmtuammwmmmmw
Hobert E. Wood.




GENERAL WOOD: 1 {eel very much honored by Generel Bollis'
invitation to addrens you gentiemen, Though I bave beas in busicess
life and ot of the service for 36 years, cxcapt for the two yoars that
1 aerved in World War & under Genevsl Awunid, I value two things most
groatly--first, that I am » graduste of the United Mates Military Acad-
emwy: sod, iscond, thet i was an officer of the U, 5, Army for 12 years.
Moat of the nen of wy time are dead or retired, but I still have & very
strong sitachioent 0 the service,

1 apent ten years of my Army service, 18056+1315, on the construc-
tion of the Panams Cannl, For five years } bad charge of the digtribu-
tion of all sonterial, ieccal procurement, snd the preparstion of requis
sitions for the Washington buyiog office of the Inthmisn Cmsal Commission,
IWWW'WMWW.umw
Hollis intimated, everything in my life has seemed easy since that
time.

In March of 1918 I was brought back from France (where T had
goue with the Raisbow Division) to becorme Acting Cuartermaster
Genereld of the Army, and as such had the procurement and distribylion
of that departient. Later | was appoinled Dirsctor of Purchase, Storage
and Traffic, the organizstion set up o consclidste the procuremont of
the entire Army. However, thal was terminated in twe mondhs by
the Armistics. There hadn't brea time to properly work it cul. The
arganisstion perished after the war,

In 1915 1 retired frow the Army and became vice president in Chasgeof
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merchandiging at Mountgomery Ward & Company; and ap such headed
their procurement or buying orgauisetion fo¢ five years. Thea l
shifted to Sears, Roebuck and Company in 1084, became vice presideat,
then president, and then chairman of the board. For the slevéd yoars
thet I served as president, 1 parscasily supervised, thromgh wy vice
praaident in charge of merchandising, the cperations of the buying
ferce.

S0 1 have had a pretty long experience in procurement, I ought
to know my subject. At lesst I bope ] do.

In World War LI I served as consultant on supply to Genaral H.,
H. Ammold of the Army Air Forces.

To any grest distridutor like Sears, the quality snd the {ntegrity
of the baying farce are the foundation of its buniness success. A store
manager, a plant menager, or a factory manager can nake mistakes,
but their effact is purely local, But if the buyers make mistskes, the
aftect of such mistakes is felt throughout the whole organisstion. The
best store mansger in ihe world cansol matntain 8 successiul store
unless the buying force farnizhes hion with the values to predert to
the custorners,

To kandie the procursment of s baziness doleg over three billion
doliars & yeur recessitates o large and complicated buying orgenisatica,
There are 48 buying departments in Sears, sach hended hy & supervisor
who is a specialist is the particular departicent of which he Li the head.
Seven of these departments do from 188 million to 360 million dollars
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worth of busineds a yeer. The supervivors are the highupt-paid men
in tive business, with the sxception of the officers of the company.
Not coly 90 they roceive high salariex and bigh bonuaes, but they are
in the profit~-sharing fund, recsive stock oplions, and Uberal peusions.
Un their judgment snd ability depend the progress and profits of the
Company.

Sexrs kas po fravchise, no patents, and no concemsions of sny
kind. 1 belongs to no cartels. .t hax to compete every day, in nearly
svery toum or city of any aize in the United Siates, fn sii the rursl
districts, with every known form of distribetions~with the sativaal
chains of departiuent stores, the indepandent retailers, the anufec-
turers! chaina, with house-to-house selling, s success {5 due to
m:&wmmasmw&wﬁumdmm“amm:
et up~~to give value to the American people; and to accemplish thet,
it is necenssry to bave a very superior corpa of buyers.

mmmmaﬁMMMdmm.m
tach sapervizer bas & corps of buyers and assistant dbuyers who are
speclalists in their particalar lines of merchandise. Altogether,
mm&reammum.mmmmummy
§35, 000, 000,

The buying or procurensent function of the huainess is the only
part that 15 centralived. ALl othey foncticns—distribution, operating,
retail advertising--are kighly decestraliaed. There is » buying office
in New Yark City for the women's wear depariznont, & buying office
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in Los Angeles for the Pacific Consts there are foveigs buying offices
ia Frenkfart, London, Puris, and Tokio; and buying repressntatives
in Dailss and Atlante. All are uoder the direction and control of the
vice president in charge of nerchandising in Chicago.

A3 » metter of fact, probably $9 percont of the tetal purchases
of ths compaxy are wade by the central buyisg office in Chicage. The
700 rotail stores snd 11 mail srder plants draw on the contracts made

by the Chicago buyers, some of the goods going direct from the scurces

to the stores, othars being shipped irem the mail order plasty, whx;.h
act ak wholesniors or jobbers to the retail stores,
While the fundamontal principles of procurement are baaic,

their application 1o the various departments varies widely. Masa

bsying on articies lkn tires, baiteries, scd waahing mackines iffers
om&y&mﬁumwsam'smm whare aalec~
tion sad atyle are the main factors, or s department flied with scall
itemy of small value, such as notions. Some exemples follow,

Taking spplisnces as s exampie of maas buying, they are ususlly
parchased fron oue ssarce, whick i sometimes partinily or totaily

contralled by Sears. The pavent buying department i makiny its plans

or decisions will contract with the factowy for » quarter aksad for the

manafacture of a apecified quamtity of each model, to be avallable for

shipment on an sgresd-wpon schudnle, & production schedule, in other

werds. Reports of unit saiss and inverdery sre received from the

stores month by month, snd the latest selys treads and stock coad~
1



tiona are waed i plamning when the thzs comes to specify the production
schedule of the subsaguent quarter. Usual seasonal chatactaristics
are taken into congidevation; thet is, the preduction for guarter two
will st be schethaled at the same isvel as guarter oneif sxperience
indlcntes that there is uswally a 2§ percent falling off 1s dewmand
belween the twe quarters.

In highly sesgsonable items another type of problem is represented
ky iterca with a Umited aeliing soason; for axample, ahotguns, where
sbout 80 percesnt of the year's sales iakes place In aix woeks during
the fall. o shelis, for instascs, more than in any other civil organ-
izmtion in the world, 1t is very Importmt to us that all the husters in
the United Stautes buy from wa. To secure the most economical pro-
duction cost, such items must be masufpctured on & ysar-round
baatz, permitting even production morth by woith throughount the yeer.

The first step ik to abiain the record of sales ard eading invertory
for each modal for the ssason jus cloaed. This information is secured
either by reports from all stores; or, frequently, fron: the so-called
"merchandise survey storss, ' 8 growp chosen to he & good stetistical
eroas ssction, from which all store estimates can be made with ress-
onxbie accuracy st considersble saving of tie and cost.

From this informetion the buyey delerraines which itwma ware
the pupuisr seliers, which the laggards. He takes into censideration
sny sew models planced for the coming yeur, and the factory starts
produciug is the savly months of the year for goods which wiil pot be
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shipped end sold until six o nine or wore montha Inter. Cpersting
in this meuner requires the factory to tie up consdderakie amounts
of capitel in finished goode inventory for many morths. This ig teken
mmmmmmmmmmmum
and Besve.

5till another category 15 ssascoal apperel lines, whave the selling
sesnon s somewhet longer than in the instance just described, hut
whers & muitiplicity of stock numbers is involved becavaw of sive
and color problemas, Froquantly as muany as thirty to forty steck-
keeping wnits may he regquired for cze merchandisze number in ordar
o cover the yange of cusicmer dexmand, ¥For merchendise of tia
type the buying departments must pisce coniracts with masufacturers
well in adwvaace of the sesson.

ummummmm.Mcmmm
hqmﬁﬁelmbythemm.mmwnmmmn
production, Also well in sdvence of the season, the buyer will obtain
mwmmmfaummmmm
fortheowing senson's reguiresents. The stores take imte consideration
the previous year's sales of tha lins in geeking their eetimates, allow-
ing for good sellers, poor seliera, inventories carried over of Hems
#Hmilar to those to be offered, sad so forth,

This loformation 1S chtained for the buyer aad scresned against
the contracts. Coutrects then are adjustisd so that production on items
in heavy deward by the stores cas be steppad up in time to take care

7

H
)




of re-crders frem the stores, while Hems proving to be oot popular
can be curintlod sarly iu the seasue, thus avoiding, insofar as is
podsihie, the bullding of inventory for goods whick will probably require
wark-~downs and depretistions befox-final disposai,

Many seasonsl goods, bolh fo apparel, as jwnt described, and
in swall-ticket herd goots, require masuincturers to build and hold
inventory for a longer time ther thweir financial means will permit.
in these cames, resort i freguently had to fisld warshousing. THis
is an arrangement which peymits manatscturers to borrow on fnished
goods stocks wikich remain on their premises and to which they retain
title antil ahipped to Sears. By virtus of the contract with Sesrs to
puarchase thate goods by & apecified dute, banks will Joxn as kigh ax
38 percent on such werchamdlse.

I origiet say that nothlayg hac ﬁmu;mmtmmmym-
neks carger than this Sem of spparel. You knciva West Folnt educa~
tics is not exactly conducive to picking styles, or 10 denling with delnys,
In the twenty-tive dapariments of Wards, I got all bat one making
profite, and apparel was that one. For years it was not o SuCCens.
ful at Sears. I fisally pot it i the hiack,

Macy staple lines, both in sppurel snd other categories, require
the spacing of contracta. These goods, such s men's dvese shirte,
are sold on 4 yenr-round basis. The rate of aale, however, varies
with the ssason of the year. With suck merchandise it is a reisiively
slmple yoatier to piace contrects for subrequant quartors, taking inte
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conatderstion the good or poor demand for the various items 1 the
preceding quarter. Production retes will be pixcaed 2o as to baild or
reduce icventoriss in kesping with the seasonal rate of saie. We bailt
ap one factory in the littie town of Andalusia, Alakams, to where it is
now the largest sbirt inctery in the country. I fhink they sell abows
twelve wiilion dress shirts & ysar. It may be bigger then that,

All of the faregoing hes been in tarms of the requirements af
warious clasdes of merchandise. Thore may be tizes, however, when
overriding considerstions, aifecting sil types of goods, will diciats
wodifications of baylng pelicy. In perinds when the sconomy of the
country indicstes sizaable inventory acommulation at varicus lavelse-
mmmmmwmm-mmanm
phencinend of rising benk losns, rising prices, delayed doliveries,
Me&umﬁmmummm
the General Merchandise Office will advisw and inatruct the buylng
departnents to curtall purchases, so &s to ride through the crest of
the busiuess cycie without accusenlasling excessive and generaily

Mzh-lorred  inventories,

Such periods are suiveraely difficull, because & cortain amouwrt
of goods must be costraciad for wall in adwance, in ordsy to have
needed mrerchandiss in the atores regerdiess of the state of the businees
cycle st the time the goode sre delivered. Various information is used
to evalumte bustness conditions, inedwdtng dats on production, sales,

invertories, prices, sic., 58 relossed by the Federsl Ressrve Board,
a




mwww.mm&m.m«:mme
agencies. Considersble relisnce is pinced upon the relaticuship of new
production of finished geods t5 retsil saiss of such goods.

in ather words, in times of decliving sales we try to have just
eamgh stock io carry us Harough, and to hald ap our buying comtyents
wtil the sarket hresks. We are gawbling in that respact, but we have
been very successful gambiars for soae thirty years,

Our Genersl Merchargiise Office has devaloped indexen of produce
tion and consumption of both dursbie goeds (spplisnces, honve furnishe
ings, and othar hard goode) and non-durabie goods (wearing spperel,
honsabold textiles, shows). Thess show cisarly periods of development
of sxcessive inventories, which indicats the need for castion in piacing
Comtracts, s well as peripds of supbelsntial inventery liguidstion, when
wore liberal placing of contracts will be warranted. While these goa-
eral dets velating o two broed clsssss of goods are made available
to all the duying dapsrtments, each buying department roust synluste
the information ohtsiaed in Lerms of ite detaiied knowledge of the
sappiyldemand conditions confronting #e own lines of merchandise.

We give the widest poasible Istitude to our bayers, iu fact,

1 think it is the only conecern where the buyers can piace contracts
imvolvizg mililons of doliars without petting the spproval of the offs-
cers of the conpany.

Seasounl bdgets of anticipated swies, tuvestories, and goods on
order ave prepared by the fisld orgeaiustion, that is, the retail stioves
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and the mell order plants, ns weil as by the parent buying deparicents.
A weekly report measures devistion from the budget and permits taking
quick actics should any sector indicate the cesd,

Proper control of procurement depends on thyes factors: smout
or hand (nvestory), sales or issuss, and commitments. A consolideted
report ia ;made up waekly showing the positicn of the company. 1 bawe
& few specinens Aere covering the week ended Januury i, 1858, which
I will be giad te tarn over {0 General Hollis and the stal¥ for their
information,

The normal posttion of the compeny will avernge nbout & billion
dullars, divided roughly 300 miilion in inventory and 586 mdilico in
commitments. B will wary ap and dowsn froce thet by 50 or 7§ millica
dollsre i diiferert seasona of the year; but those reporin, which are
only setiamtes, hive bees very sccnrsts. 1 would aay that the ordinary
wargin of evror i3 5ol over twe percenld.

Thet report was iny Bidie. Hefore I retived, 1 used to have that
report fallow me wherever 1 went in my very freguent shesnces from
the office in Chicago. R was through fhst report thiat I regulated the
commitmenta, If [ saw sales falling off, pouwsibly & decline in prices,
I tightenasd up v the buging force. If, on the othay dand, I saw sales
going up, or coxumodily prices golug wp, I wounld turn them lovee.

Coe of the grestast fests in my businesy carcer was in 1933.
Some of you waAy remensber thint in Merch of 1533 banks were closing
and businusges vare failing, We wore losing a3 hundred tionsand
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deliars s day. I made wp my mind then that it couldn't heep on going
dows: oo & grand scals. So | ordevad my huysrs te buy everything in
Mght. They bought over & hundred million dollare worth of merchyv-
dise frox: benkrupt buiinesses, forced sales, and thiogs like tht.

I knew that things couldu’t ge any further or sverything would go busted.
There was only one way that they could go, and that was up.  They did
go up. Ve made the largest profit in the fall of 1939 in percentage that
we had ever made bifore aud erased all of vur losses. But you have
1o have a guide, o that you know whers you stand all the tiae,

K ia chwicus that industrial procuremeat s vastly different from
procurement io the services. In the one case the finel objuctive ia
the purchase or diatriation of goods for a profit; in the gther case
the oljective ia the ascurity of the country.

Howaver, the iaventories of the services are excesxive: and the
Ickin cause for the sxcesns inventories is the system of requirements
dravwn WP by the Jaint Chiefs of Stafl, cn which purchase cootracts are
based, and sxu the systen: of reserve requirements by which exceas
atocks {stocks in excess of the normal stocks requived by the posts
and bhases) sre accumulated.

i beliave the Americen pecpie are practically usanimous in their
desire for o strong defsuse. But they believs, and I think jusly, that
we car buy & strong defense for less maney than we are spending at the
presect time.

I think it i3 very imporiant thet officera of the services atudy
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the Moover Report, that portion that relates to the Armed Services.
wWhile I de not agree » hundred parcest with avery recommandation
of the task fovces, ii is my opinion that at least 30 to 85 percent of
the recommendations are sound: und thet, if the services cooperate:
in putting them into effect, it will wene savings of millicns of dollars
8 YERE.

I worked cn the task forces of hoth Hoover Commiasians, and
on the second commiasion was cheirman of the commitiee covering
the Arosed Forces inventories and stocks. B was dimappointing to
find oat in 1854, five years after Congress hed passed a law requiring
the Armed Forces tu take invateries, that there were oo compiete
inventories werthy of the name, 5or vy rellable or accwrste figures
on these maderials, in sxy of the sevvicen,

The Arwy, Nary, and Air Force still tave wuch to lasrn about
stock comral, proper keeping of stock records, and recswd of \ssnen,
mewmmmmﬁm.hum
ammmmhumw&mmmydmx-
imately 68 billlon dollars, half of which may be estinaied as surplos
or dend stock. And this does not Inchule lavenstory of plant Hems,
such as planss, ships, tanis, and resl amtate.

The tirst objective of every officer--Navy, Alr, Army--is
the security of the comatry. But all of you officers are alsc citizens
of the Iinited States; aud i1 is your equal duty to try to sveid the waste

achiaved in past avd presmnt practicas sud thaveby grant to fourtellow
13




citixens some relief from the presest tax lond, retain the brtegrity
ﬁmamm.mmymnemmmw
deht.

Now, ithm&tmetn‘twmhnmauw
mmmmmmmwmwmm.mwmmmm
You can't cover the subject, md 1 prefer to just give you, aa | have,
ammamammm.mmmnmm
hn&m«»m,whuhivmuytt:mmuuuulm. for
the purpose of sngwering what you ave teterasted in, 1 would be giad
o give you ciore inforpustion subseguently,

COLONEL SMITH: Centlemen, Gesersl Wood is resdy for
your quantions.

GUBETION: General, I muy hnve missed this in your talk, but
mummm«mmummmm.mu.
buying your merchandise where your steres are located ss against
procurement froos the factory”

GENERAL WOOD: vyephoten, - Cr stores sre not aliowed 1o
buy anythiag, with the possibie exception of what we call pick-aps,
Mummmmmmﬂmiﬁmmdwpmm
seut glore and buy. But in geoerad they sre fordidden 1o do it, wnd
the amoet of loesl parchases i3 vory small.

LGUBETION: Genavsl, in connection with yowr opsrstious ia
South Amarics, which I anderatand sve becoming more extansive, I am
interested in dow you handie your purchase and supply éistrtintion
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for the sumamer verans winkar el i view of the fuct that when it
i samwer Neve H is wintey down thers,

GERERAL WOOD: That is & very intovewting guestion. X i3,
uafortmetely, o thet we davin't solved completely.
roughly 0 poverst of cur geods from the Unfted Siates wnd buy 40
percent laoally,  But for twe yosvs w kivven't been abie to slip s
doilnrts worth of werchanillie down 40 Beanil, R fis hoen i1 loenlly
bought,

I tae taaitle end of the busisens 1 works ol ali »ight, because
they have soceniidag that (s penctically fust wr goud ao ours, Ty
have guod taxtile menufaciuring, But with insial goods they sre awfully
poer, 1 would be sebmmid to offer what we offer in Rrasil in our
Uaited Bintos steres. The only thing wit can sy ts Hed our prices
sve bower thim the other foltow's. B fe powr whetf,

When we firnt went down to Mexice, we were abils o ship tn
& good many Thited Natew govds. Todny they have tightened up on
the tariff. Tetwom the quniity wet the tarif¥, 1 don't think we s in

We Imve hat to devalop onr owne Baytng sourcss in Lotin Awmerios.
Put hying down there is vory @iffevest tam it ts in e Thited Staiws.
WWMQMWMMW&MM.
in Latin Americs, whireus they hxve 3 Jurchasing power uf 18 to 80
mifilen & your beve. 5o fhey haver't the sdvmtages down there thet
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50 tv avold thet, we bhave acquired an interest in all the manufac-
turing conspanies where we have tremepdous voiume, We have atock
Boidiaga in them. They can™t leave us and we can't lseve then., Ve
have our sws engiasers and designers in those factoriss. Ve ayre with
thode modals for keepa,

QUEBTION: You stated that procurvment was centralized in
Sears, and yet &t the smre time you asid the buyers had & wide lati-
inde or wide discretion, 1 wonder huw that ls reconcilable with the
situstion in the Heover Commisaion Raport, wheve they reconrmend
ceatralised procurement for a builiess that is ten o fifteen thnes as
large as Sesrs’, Cwmmucmammmmmmn
up 9n your bayers if you had {0 do the buying for diverse sutiets such
s we do?

CENERAL WUOD: Well, I dun't remember the exact recon men-
dations of the Huover Commismion. In Werid War § all the subaigtence
mmmmmmmmmmmwmmsm.
undor genersi sfficers who really worked lndependently of the Washe
ington office. The centralisation of parchasing is sccom:plished by
reducing the amcunt of buying done in such decentralizsed offices once
wehwﬁwnmmwemaww@ scwie. But they are
alroady doiug that at Chicago.

QUESTION: As [ undersiand the recommendution of the Hoover
Commiasion, # i to centralive the finml policy and vperation in one
Washingion office. Dossn't that remove the central responsibility
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from the procurer dows to the nitimate conyamer?

| SENERAL wOOD: No; 1 don't think it does, I said that our pro-~
curement 1s highly centralisned. It {s, and it requires control, We
bave the Pacific Conet buying, which ia veparets; aud the foreign buying,
which iz segarete, We bave gradually beeu buildicg ap sur southers
buying alao. Bt it is all under one con trol and direction,

Now, nsta&aa&arpmafmqmuan.mmﬁum
m:ail trder house sud retail store are entirely o the haads of the Local
maniger. He can idre and fire, The retail nanager can make his
Mremmgeﬁemmurmmmd&thdrmwmng. ¥e
Miwﬂgabythmsukmmmmmammam”n. They
can't get awny frov: that bottorns line,

“UESTION: General, one of the Army'a problems is haviag a
large part of thelr inventory ted up In the pipeline«<in storage 1n wars-
hovses and other places. Will you tell us a little more shout the tech-
Esimaymmmwdmiagmmmm?

CENERAL WOQD: | did make a very brief referencs to that.
mmmum«.uimn&mmxwmﬂmwmammﬂw
General, mmfmwmxmmmmuw. is thet you astert

in the Arm.es Services from the top with your requirereats. In commgre

ciad life you start sl the bottom, with epiimates from the won who igsus
the goods, it &3 on their cstimates that our contracts are based,
ztmamﬁwpﬁnczp&cmmmnmtmmwu

wmmuwwumemwwwwm
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mall order rwasager having requinitioned 1t. Nobody onn ship in &
dolisr's worth of staff thad hagu'’t been ardered, But in the Arwved
Services--the Army, Kavy, and Air Coarps--you have hndreds of
villions of dollars werth of merchandise coming In at the locsl station
& depot level that the commander nover ordered. R s done on a
theovetical requirements basis.

1 can remember & caipeei hkye toid this many times~«that hap-
pened when { was Quartermmaster Ceneral of the Arey. 1 bad just gotien
in frem France, and one of the first things I caw was & requisition an
wy desk for 400,000 horse coverings. I inew, of couras, thut the horse
was Aot yet obsolste in World War 1, but I didn*t think we needed that
meny coverings. 5o I went fo & good deal of sffort and found cut thai
they ad & young first lieateasnt io the Bequirements Diviglon who had
figured out this requiremert. 1 saked him for his reason, He aaid:
“Genaral, every division haa 27, 900 men snd 18, 808 horses. One horse
covering for every horan.” Bei we bad only three thousacd horses in
the Army at that tioe, and two thivds of thexs were in sosthern climaten,
where thay dlda’t need covers.

You have those Oyed requivenents, Just ap it saya in the Boover
Beport. When | was with the Bcover Commission, we were osut at gpeme
fleid and they told us that in figuring their reserve requirements they
never woaid put in stock to cover their normal requiremants. They
wonld have an elevenevesr supply in escess of that. How, thet may
be sli vight with Mghly technical stuff; but i you {ske oloven yaars'
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suapply of nuts, bolts, and hardware, which you cac always get in tise
of peace, it would result in many caaes in the equivalent of 8 hundred
years' supply based on sny normal issue. And then, of course, &
iarge part of both the Army and Kawy sarpilus miaterials und spars parts
were clain.ed to have besn ohsolete and to have besn superseded by
later modela.

Thwt can't be avoldad, Une bad teing sbout it 1a that it takes ap
roow. I takes up over a wmillion squere feet of warehouse space,
costing sn awful lot of money. The best thing t0 do with that staff iz
to welt it up into scrap and get rid of .

RUESTION: To what extent has the auccess of your cormphay
been dus to your personnsi policy, which 1 understacd is considermbly
mors enlightened than that of Montgomery Ward?

GENERAL WHOD: Well, we think i has a grest deal to do with
it. 1 was telling Cenarsl Wollis that as & youngwisr at an old frontier
post, Fort Assinibolne--this ia now 42 years ago--1 used to figure ot
Ty prospects. 1 flgured that with good huck I migt be a eslonel at
s:lsty-tm i didn't know when ] would be a captain, 1 saw the slow rige
of 8 young &R in the Army 8t thet time. 5o | made up ony mind that i
evar [ got in a position of awtharity, | wiaid give the young men o
chance, 1 would do it, firet, by getting in amart young meu frou
e colieges and sc forth; mnd, secund, after they got in, I would
aez to it that they got 8 chance to get a promotion; and, third,
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I woustld give thews as rapld promotion as I could, dHo in Searg, thanks
to our poiicy of cxpension, we Mave been abis to give our young men
more rapld proagotion than in many other corporations in the countsy.

The record on that in the cowdry is protty gesd. Since my
retiremest I have sslimated that the investment in that amounts to
2350 million dollars a yeur. The resull is thet our e and women who
have bad 25 or 50 yoars service are all going out and finding other jobs.
Our track drimamlunﬁrmzwa;‘mﬂ,m. We dou't give
thew: & pension. We give them a chech.

f tink owr personnel paliciss have & grost deal to do with cur
succens. There is an enormons differsnce betwer: people who are
Just working for a pay check and the men and women who give their best.

RSUBSTION: My guestion is slong thet same lins. CUne of the prob-
lems in the precurement fledd, or in say other fleld of the military,
is the fnct that officers must rotate every three or four years., It
aaemas 1o we that, espeacially s procupeament, that is one of our big
problemz. Do yor have any comment on how we might solve that one ?

GENERAL WOOD: Weill, I thick thwt the Hoover Commiscion
goas ixto that quite a good dexl. One of the grentest wesknesses we
sew was the fact thet in many of the services you hwve natural talent
in scme line, somecne who is interastad i that line; bist be is cever
allowed to stay with i, or very sarely. As soon 8s sormeons has just
about gotten on to iz job, be is votated xway. Now, it is for the ser-
vices finally to solve that, not an outaider.
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QUEESTION: General, I believe that consciously or sabeonecionaly
the American pacple compare Hears Roebuck and Montgomery Ward
S8 two companiss that have expanded from original ly mail order houses
te the retuil business. In 3esrs Roebuck { believe your volumehas
gone way ahoad of Montgomery Ward's., Cn the other hard, they have
built up m large cash reserve. ! was wondering if you would please
autline some of the policies that have allowed you {0 go forwierd with
your fremendous voinms in the prooarement fleld privarily.

GENERAL WGOR: The asgwer ia very simple, Pregidact
Avery of Moontgomery Vard is a peraonal friend of wine., We beloug o
the semwe clubs--the same bost club, tie same flehing club--but ouy
idens about hualness are radically different. We remain good {risnds
by never discumsing business. But wp to Vi-Day Mr. Avery--1
azbed him to be very frank with me and | was very {rank with hive-
f2lt that there was a tremceundous depreasion coming on, that it
always came or afller 3 war; and ] felf just the opposite. 1 had been
comparing supply and demand, and 1 felt that there was a huge
wnastisfied dexand, Well, | goesaed vight about it and he didn’t
guons right.

QUESTION: Would you cars te comment As to what extent Sears
ayes edvertised blds, st all? The resson for wmy questicn ia sbviouns.
I is direclad st the profarred method of procurement {or the Armed
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GENTRAL WUUD: We don't uze sdvertised bids xuch. In
other words, cur policy {s thaf, if we use them at all, it is oo thiugs
iike men's clothing, whers we buy the sameo things year aiter year,
But 1 would say that for the services your advertised bid 15 your best
bet, In: other words, .y policy as chairmen of Sears and as chiel
guartermaster would be radically different.

SHUESTION: You mestioned in your talk that the military has
Aot learned yut the proper way of supplylng snd distributing their
srganization. 1 was woadering if by that you meant thai ths aystem
that the military uses was not a good syster, or whether It was the
racalt of the peresomnel policies on rotation.

GENERAL WOt | think this: thet quite & 1ot of pecple can be
fitted ir, but nut all, I remewber down io Ban Antowmic thet meat of
the record cleris were sx~cowbuyi. They didn*t know office work.
it was imposaible for them: to keep records preperly. I found In
these gir deputs in recent years that it ig atill a problem to tradn and
aducate your record clerks to keep pruper records. In the oid air
depota 1 would say there weren’t 40 percent of the stock cards that
were accurite it any way. ls & cusssercial organization they have to
be accurale, because their life depends o it the profits depend on it.

Then, tow, it i on thosa records that you watch your dead or
surpius stock, I used to have u aaalysis of the whole loventory every
year., i iz my thought that if the proportion of stock that is over oue
yoar ald esceeds one percent of the inventory, you should aell it,
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Somebody was always puniahed for it.

Yr.au. in the services have 50 parcant of yoar stock in desd stock.
That izn't due entirely to the service. In other words, il you have a
plane and then a better plane comes along, you have to munafacture
that second plane and the spare parts for the first which ia cbhaclete.
That 12 just & developunent of the air industry, No cae person can be
held reeponsible for it. But at the time I was with General Arnold
of the Air Force, the base con:mander had no knowledge of his stocks.
1 have no doubt the situstion has been vastly iniproved since, but it
wasn't thers,

QLUESTION: I would like to fallow that up, £ 1 may. How about
the systems that the services bave un the ssswrption that psople kuow
thelr systews? [k you have any commmnts with cegard to thet?

GENERAL WOOD: Cn the system of distribution I can't fell
you, because [ haven't any recent knowisdge of it. Cn your eyuten u
of requirenients for procurement, I think there are grest holes in
that, beckusa they are not based on issue and sales records, They avre
based on theoretical requirements drawa up originally in the Joint
Chiefe of Stufi's office.

The main differvace is that sur sstic.etes come frem below,
fromw the men who are actuaily issuing the goods. In the Army, Navy,
and Air Corps they come from above. There ought to be some scheme
in sear:e way there of correcting these thecretical requirements.

S UESTION: 1 would ltke you to forget for the moment the
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Hoower Commission recommendsaticns and draw on your wast experience,

plus your esperience with the Hoover Cernmission. Do you perascngily

feel that the Arsed Forces can benefit by unified procurement in a

Zeneral senie, recogniziug thit s.aybe certain specific itew:z or cinases

wight have to ba, shall we say, service-procured? CGenerally can we
bazefit by a unified procurement systen: * If so, is the single manager
coucept, thul wa seer: 1o be getting into now, an adequate solution to
unified procuren. eat ?

GENERAL wOOL: Well, frankiy, I don't believe it is., When
they put in the unified purchese systex toward the end of World War I,
it had the shjective of unifyiag procurement for the Army. | toid
General Goethals it woulde't work, becsuse the same feilow can't buy
uniforma and medical suppliss and engivecring supplies. They are
just a0 different that it dossn't werk, Of course, be never had an
opportanity (o try it out in the Aray, because the Armistice came
within two mouths after he started thisg, and it just dled out.

But | don't thiok you can have unifisd procurement fer such
diverae lines as plases, ships, ship m:u.;::tﬂtmaﬂtr supplies,
in certain lines in the Navy, Army, and Air Force you can have
unified procurensent. But to lump their procurement all together,

1 doa't balleve it will work out,

GUESTION: I would iike to get back agein to this matter of

determining requirenents. I belleve you stated that regquirements
33



should he determined ot the user leval and not at the Joint Chiefs of
staff level, 25 we do it in the military. 1am not gure I gquarrel with
that necessarily, but I think--and thiv is prinvipally & comment and
not a gueation«-that the Joint Chiefs of Staff do nut have coatrol of ail
the factors that go intc the deterv: ination of requirewents, 1 would
like to point this sut: that they are governed somewhat by national
pulicy, azd that the national policy fluctuates, and to a ceriain extent
is beyond the JCB's control. i think much can be doie ot that ievel
in adjusting ouY requirements {0 cur mstional policy, and that that is
bound to flavor the veports that you get from the and uaers. [ think
that is one of our big probiema.

GENERAL %GW Thad ia true. Vee have to adjuat to the
anational policy of the United Sthies.

tia the other hand, when you come down to practical queations,
when you transiate the policy into comtracts and urders, you have to
get the viewpoint of the fellow who is going to distribuie theee require~
rw-ente, 80 that you don™t deo as was done in the case of the horse covers,

QULSTION: | would like to return to the local purchasing poilcy.
In the Air Force we found cut that it was a good thiug to allow mauy
more iocal purchases by the base commander. So we becgme good
customers of Sears Roebuck. n cost comparisons, we found that we
couaid get things like brovwm.s, shovels, and nails for our depot at
fos Angeles in Callfornia iwuch chesper locally: thet by the time we
got a keg of nails out there, we comld buy it much cheaper locally.
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S0 that became our palicy preference,
mmmm@mmﬁwcam::unmmw.
Besides, it built up & great deal of good will in the cormmunity, since
we bave become good custoners, and i we paid our Lills, it gave
the statlos commander a groat masageuent tool that e could uae to
avid sonie of these sutomatic weaknesses that you menticuned before,
Bow, a8 opposed to your policy of no local purchases, suppose
that naile can be bought we much chesper locally that, if you got then:

frow Chicago, you would have to gell themr at more than the logai
price o eake a profit. In such a case would you sell your nails at
u loss in that area?

GENERAL WOOD: You have poaed a very sensible guestion,
When [ say we don't aliow the atore to buy saything locally, I should
explain that we ddn't pat that policy into effect until we hand covered

the nited States with cur datribution system:, 30 we wouldn't have
is pay freight on long hamis. For inatance, on the Pacific Const,
California 13 our biggewt state. Uut there 25 years ago, only 5 percent
of the goods was bought frem the Pacific Coast n:anulacturers and 8%
percamt was shipped in from the Middlie Weat, the East, and the South,
Taday 50 percent of the goods 3old on the Comst are bought frow the
racific Const manrufacturers.

Of course, it had to be that way, becaunss the principsl reasen
tm!wﬂparchuingiatheﬂndwemhun&edwwmw
rates. Yo can't afford to haul gooda all ever the country any more. !
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We have set up local sources o every part of this country, and we |
auperviee thenm. Our contractiog is more and more going to regional |
buying. Every section of the country--the South, the Prcific Coast,
the Middle West, the East--are all aanufacturers of the goods ne
require, whereas 50 years ago New Eaglend and the Middle Atlantic
states were the chief aource for them: snd were shippiag goods all
ovar the countey., Today we buy cur Pacific Cosst goods on the Pacifie
Coast, and therefore there inn't the need to make iocal purchases like
there woed to be.

GUESTION: Soveral times you have referred to a kindly fealing
for the stere wanuger who shows & good black figure at the hottom
of the page. Cue of the problems in the military is that we can't ahow
a black ligure at the boltom of the page, Would you dlscuss the rels- |
tive importance of this as for as the military is coneerned and what l
we wight use aa a substitute 7

GENERAL wOOD: You have asked a very perticent question.

After all, the big difference batween goverament operation and private
operstion 15 that in private operation you have a standard. In governe
went cperstion you don't have a standard. In private operstion you
have the cruel standard of the balance sheet and the profit and loss
sheet. They revesal the true situstion. You can't get away from: them,

In government operation a man can wake a mistake that may
coat e citizens of thiz country willicns or even hundreds of mililons
of dodises, but there is nothing that sbows it. Coaversely, when he
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does & good buying job, nothing shows that either.

Now, how 1o do that, | mean, how to set up sowe form of stand-
ard, not neceasarily a profit and lozs sheet or a balance gheet, how
to set that up for the services, I say frankly, I don't know,

FUBSTION: I am sure that Sears 15 just ag much interested
in quality control as the mervices are for the things they buy. lam
a little appalled ag to how to control gquality with the type of procure-
maent that you describe. 1 would assume that Sears probably buys
on specifications somrewhat the same way the services do, But how
e you handie the inspection of all thepe varied gources to insure
compliance with the specifisationg?

GERERAL WOOD: First, Sears wan the first retailer to put in
a taating laboretory, Ve spend about two and & balf millicn doliars a
year on that laboratory. We use it for the testing of new products,

O the other part of your question, after all, the manufacturers
of the United States, the overwheiming majority of thenx, want to
stand by their products. Over the years they ars honest. They are
witching thelr guklity even more than you are,

How, thare are exceptions to that, The germent trade in New
York City hes no such ides. Thelr tdea {2 to just gut by, Therefore
wosnen's apparel is the only line of merchandise where we inapect
one hundred percent,

We have developed now zome sources of women's clothing oute
slde of New York, We have a big Iactory in Little Rock, Arkanass, and
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another in Talsa, We doa'l have to Inspect thair products, They are
honest. They =tand behind their werchandige. For the New York
manutacturers, you watch every iterm, but for the rest you can depend
on the manufacturer. For lnstance, with General Slectric, Westings
house, and such manufacturers it is just a question of sesing that you
get what yox order, without worrylng about whether it comes up o
the epecifications.

COLONEL SMITH: General Wood, this morning you have besu
giving ue a very interesting talk, and heve made a real contribation
to the Procurermcent Unit, snd, I suapect, the Requirerenis Unit as weil,
S beimlf of the College, may 1 thank you for comiag and being with
a5 today.
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