


ABSTRACT

PURCHASING RESEARCH IN
AMERICAN BUSINESS

by Harold Edward Fearon

This study provides new information on staff purchasing
research within large American industrial firms. Previously,
no extensive data have been available on the use of staff for
purchase research, although purchases constitute the largest
dollar control element of industrial firms. Staff purchasing
research was defined in this study as systematic investigation
and fact-finding, by full-time specialists, to improve
purchasing performance.

The major hypothesis of this study was that staff purchasing
research is an emerging managerial function, exercising an
increasingly important influence on materials decisions, and
becoming established as an important area of activity within
the purchasing department of major industrial corporations.
This was substantiated by data from: (1) interviews with ten
large firms with staff, and (2) questionnaire responses from
304 of the 500 largest United States industrial corporations.

This study presented detailed data on prevalence of staff,
historical growth, objectives, topics researched, benefits,

personnel involvement, related administrative activities,
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research administration, data sources, personnel background
and compensation, and future growth. Comparisons were made
between companies with and without staff, industrial classifi-
cations, and company sizes. The literature search revealed:
(1) significant, unrecognized early writings (before 1900) on
purchasing; (2) two 1928 books emphasizing use of purchase
research staff; (3) magazine articles describing company
staff purchase research programs were first published in
1946, and have appeared with increasing frequency since then.

Major findings: (1) Purchasing research staffs were used
by one-third of the surveyed companies; more durable manu-
facturers (40%) had full-time staff than non-durable manu-
facturers (21%). (2) Utilization of staff increased with
increased company size. (3) Establishment of staff purchasing
research is largely a post-World War II development--87% of
staffs were established since 1949; however, one firm estab-
lished staff as early as 1900. New establishments have
approximately doubled every five of the last 15 years. (4)
Number of staff research personnel increased with increased
number of purchasing personnel, and averaged 7.5 persons per
company. (5) Companies with staff researched 1.75 times as
many topics as those without staff; each of the 38 topics

studied was researched by more companies with staff. (6) Most
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worth-while results were achieved on 1.8 times as many topics
by companies with staff. (7) Research by staff produced
greater results than research by buyers or administrators.

(8) staff was involved in one-half of topics researched. (9)
Staff reduced the percent of topics researched in which

buyers and administrators were involved. (10) Staff assisted
in purchasing administration. (11) Data sources used by
companies with staff were more technical and more numerous.
(12) sStaff researchers generally are well-educated. (13)
Companies with staff evaluated purchasing research more highly
and indicated the major benefit was a better buying job. (14)
Most companies predicted growth in importance of purchasing
research, although those with staff evaluated the future
potential slightly higher. Many companies plan to establish

a purchase research staff in the future.

In summary, a company properly utilizing a purchase re-
search staff probably will: (1) perform more research, (2)
utilize more and better data, (3) improve research results,

(4) advance purchasing administration. Evidence collected
and analyzed in this study shows that purchasing research
staffs are playing an increasingly important role in improving

purchasing efficiency.
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CHAPTER I

OBJECTIVES, NEED, LIMITATIONS OF STUDY

Introduction

The purpose of this study is to provide new information
on the staff purchasing research function within the pur-
chasing department of large American industrial firms,

The industrial purchasing function occupies a position
of extreme importance and influence in the total operation
of a firm, for the average large industrial firm spends
approximately fifty percent of its sales dollar for goods
and services purchased from others.1 The purchasing function,
the securing of necessary raw materials, supplies, and ser-
vices to support operations, and the provision for capital
equipment acquisitions where deemed necessary, is performed
almost universally by personnel within purchasing or procure-
ment departments in all but the smallest of industrial firms.
Decisions made in this area, by purchasing executives, deter-

mine the direction and flow of a majority of the firm's

1A survey of the disposition of receipts by the one hundred
largest United States non-financial companies in 1958 showed
that fifty-four percent of the total receipts from sales in
these firms was spent for goods and services purchased from
others. In contrast, only twenty-seven percent of sales re-
ceipts was spent for wages, salaries and labor benefits.

First National City Bank Monthly Letter: Business and Econ-
omic Conditions (.New York, September,1959), p. 105.



financial resources and significantly affect the firm's
profitability.

In many firms, purchasing represents the largest single
dollar control area with which management is concerned. The
efficiency with which this department operates, and the
resulting effectiveness of its decisions ,easily can mean
the difference between a firm's ability to prosper within a
competitive economy, or to operate with only a minimum of
financial success, or even to cease existence entirely.

The basis for the purchasing executives' decisions on
purchased commodities and sources of supply, as well as those
pertaining to internal department operating procedures, is
information about possible alternatives and calculated con-
sequences. When purchasing raw materials and products the
purchasing executive's decision will be based on estimates
and information on such aspects as various suppliers' ability
and willingness to deliver a satisfactory product, suppliers’
probable production costs and amount of competition existing
between potential suppliers, various suppliers' marketing
strategies and goals, present and future supply availability
and competing demands for the materials, likelihood of dis-
ruption of supply, relative transportation advantages, and

possible material alterations or substitutions.



The final raw material purchase decision is based on a
complex of factors, and the more and better information the
purchasing executive has available, the more likelihood there
is of reaching an optimal decision. This same reliance upon ,
and determinancy of., reliable information as a basis for
decisions exists for the other purchase categories with which
the purchasing executive is concerned. Additionally, the
efficient administration of the internal operations of the
purchasing system depends on information, analysis, and evalu-
ation of possible alternatives, their repercussions on other,
related functions of the firm, and their overall potential
costs and benefits.

The scope of the decisions made by the purchasing execu-
tive demands personnel with an analytical ability and a
management perspective, if full potential is to be realized
from the purchasing function.

The efforts made in acquiring adequate information, and
the subsequent analysis of such information as is necessary
to allow proper selection from alternative courses of action,
may be termed purchasing research. Undoubtedly, each buyer,
or purchasing administrator, should in the course of each
day's work spend time in gathering and analyzing facts, as a

basis for decision making.
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Within recent years a trend seems to have been developing
toward the establishment of full-time specialists within the
purchasing department to perform a staff function of collection
and analysis of data pertinent to purchasing decision making.
Ford Motor Company was the first company to receive consider-
able amounts of publicity on their method of staff organiza-
tion to do purchasing research, when in the late 1940's they
established a Purchasing Analysis Section within their pur-
chasing department.2 General Electric Company established a
staff Value Analysis Department in 1949,3 and a Purchasing
Research Department was established at United States Steel
Corporation in 1952.4 Conversations with industrial purchasing
executives indicate a growing interest in, recognition of, and

establishment of, the staff purchasing research function.

Need for Study

The use of staff personnel within an organizational struc-
ture to facilitate the work of the line personnel in performance

of the primary duties of the organization is a well accepted

2Albert J. Browning, "Purchasing--A Challenge and an

Opportunity, " Purchasing, XXIII (December, 1947), pp. 99-101.

3"Value Analysis . . . a purchasing technique that is
saving hundreds of thousands of dollars each year for the
General Electric Company," Purchasing, XXVIII (June, 1950),
PpP. 94-101.

4J. B. Delaney, "Purchasing: Research Gets Staff Status
in Broad Program of U.S. Steel," Iron Age, CLXX (December 11,
1952), pp. 95-96.



practice. A considerable body of literature exists on the

use of staff personnel within an organization.5 One of the
frequent uses of staff personnel is to perform various research
functions. The staff research function as one of three pri-
mary uses of staff personnel was commented on by one author

as follows:

Because of its technical research nature, this group
of staff services usually has its contact with a special
aspect of the management process. Research in materials,
products, facilities, and people, both basic and applied,
are included in this group. Examples are plant develop-
ment, product development, materials analysis, and social
science and market research.

Studies have established that staff personnel frequently

are used for performance of research in such functional areas

as marketing and personnel,7 but no comparable studies have

5See,for example, Ernest Dale, Planning and Developing the
Company Organizational Structure, Research Report No. 20 (New
York: American Management Association, 1952), pp. 67-83;
Improving Staff and Line Relationships, Studies in Personnel
Policy No. 153 (New York: National Industrial Conference Board,
1956), 99 pages; Organization of Staff Functions, Studies in
Personnel Policy No. 165 (New York: National Industrial Con-
ference Board, 1958), 104 pages.

6Robert C. Sampson, The Staff Role in Management (New York:
Harper and Brothers, 1955), p. 45.

7See,for example, Richard D. Crisp, Company Practices in
Marketing Research, Research Report No. 22 (New York: American
Management Association, 1953), 63 pages; A Survey of Marketing
Research: Organization, Functions, Budget, Compensation (Chica-
go: American Marketing Association, 1958), 92 pages; James
Graham Jones, Jr., "A Situational Analysis of the Scope, Organi-
zational Structure, and Function of Personnel Research in the
Manufacturing Industry" (unpublished Ed.D. dissertation, Wayne
University, Detroit, 1955), 147 pages.




been done on the employment of such staff personnel in the
functional area of purchasing. There is a need for infor-
mation on this important aspect of the performance of the
purchasing function within industrial firms.

Available information on the staff purchasing research
function consists largely of magazine articles scattered in
the trade journals. These articles have appeared with increas-
ing frequency in the last five years but, although useful in
presenting information on purchasing research practices in
specific companies, do not attempt to assess the prevalence
and activities of the staff purchase research function in any
large segment of American industry. Little information of an
aggregate nature is available on staff purchasing research
practices.

The purchasing function is, justly, receiving increasingly
greater amounts of attention by both business managers and
business scholars. One indication of this attention is the
number of publications on purchasing and materials management
released in the last three years by the American Management
Association--more than published in all prior years combined.
Additionally, a formal Purchasing Division was established
within the American Management Association in 1961.

The reasons for giving increasing attention to various

aspects of improvement of purchasing efficiency within the firm



are many. It is difficult to realize that the purchasing
function has not received more attention in the past, when
one considers the influence that the actions of industrial
purchasing executives have on the overall efficiency of the
firm and the economy.

Considering the importance and potential contribution
of the purchasing function, it is one of the last relatively
unexplored frontiers in industry's quest for greater efficiency.
Advances in our knowledge of this function, its performance,
and potential, portend sizeable benefits to industrial con-
cerns, through increased efficiency; to consumers, through
provision of better products at lower prices; and to the econ-
omy as a whole, through more efficient utilization of our
natural and human resources. It is felt that the information
this study will present on the staff purchase research function
will provide a contribution to the advancement of purchasing

knowledge.-

Definition of Staff Purchasing Research

For the purposes of this study, staff purchasing research

is defined as systematic investigation and fact finding, by

staff specialists, undertaken to improve purchasing performance.

These staff specialists doing research on the purchasing
function are located, organizationally, within the purchasing

department and devote the majority of their time to the



provision of data required by buying and administrative
personnel performing the purchasing function. While staff
personnel doing work of a purchasing research nature may be
referred to in different organizations by such titles as
"Purchase Researcher," "Value Analyst," "Purchase Analyst,"
or "Purchasing Consultant," the important qualification for
this study is that they are full-time employees within the
purchasing organization, devoting the majority of their time
to duties of a research rather than a buying or administra-
tive nature.

While it is recognized that much purchasing research
might be done by buying or administrative personnel within
the purchasing department, this study will concentrate on
an analysis of purchase research work done by specialized
staff personnel. Some data will be presented on purchasing
research done by buyers or administrators, but this is not
the primary purpose of this study. The data on purchasing
research performed by buyers or administrators is presented
mainly to permit comparisons of research done by companies
with staff and that done by companies without staff, and to
compare results of research done by staff personnel with
results of research done by others within the purchasing

department.



Hypotheses

The major hypothesis of this study is that the staff
purchasing research function is an emerging managerial func-
tion, exercising an increasingly important influence on
materials decisions, and becoming established as an important
area of activity within the purchasing department of major
industrial corporations in the United States.

To substantiate this general, overall hypothesis, the
following more specific hypotheses will be tested by this
study:

1. The staff purchase research function has been estab-
lished in a substantial number of the 500 largest United
States industrial firms.

2, The utilization of a purchase research staff is related
to company size.

3. The staff approach to purchasing research has been
largely a post-World War II development.

4. The number of personnel in a staff research capacity
within the purchasing department is related to the total num-
ber of personnel within the purchasing department.

5. Companies with a staff purchase research function do
more research and produce more worth-while research results

than companies without a staff purchase research function.
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6. The results of research done by staff purchase
research personnel are valued more highly than research
done by buyers or administrators within the purchasing
department.

7. In companies with a purchase research staff, that
staff alone does the complete research on many of the sub-
jects researcbed.

8. The utilization of a purchase research staff assists
buyers and administrators, by relieving them of certain
research duties.

9. Frequently staff purchase research personnel are
involved in activities of an administrative nature, in
addition to research duties.

10. Companies with a purchase research staff employ a
larger number of data sources in developing information
necessary for purchasing research, than are employed by com-
panies without a purchase research staff.

11, The individuals employed in a staff purchase research
Capacity represent a high level of educational achievement,
in terms of numbers holding college degrees.

12, cCompanies with a purchase research staff evaluate the

general benefit received from all types of purchasing research

more highly than companies without staff.
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13. Companies with a purchase research staff evaluate the
future growth potential of purchasing research in their com-

panies more highly than those companies without staff.

Objectives of This Study

The purpose of this study is to establish, based on evi-
dence gathered by personal interviews and a mail questionnaire,
the position, scope, and benefits of the staff purchasing
research function within the 500 largest United States indus-
trial firms. In order to test the hypotheses of this study,
information will be presented on the following aspects of pur-
chasing research in major industrial firms in the United States:

1. Prevalence of the staff method of organization for
performance of purchasing research.

2. Historical growth of staff purchasing research.

3. Numbers of personnel employed in a staff purchase
research capacity.

4, Reasons for establishment of staff positions, and the
stated objectives of the staff purchase research function.

5. Subject areas in which research is done.

6. Evaluation of results of purchasing research.

7. Procedures used to administer the staff purchase
research effort.

8. Data sources used in purchasing research.
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9. Methods used to calculate benefits from staff pur-
chasebresearch activities.
10. Background and compensation of personnel employed in
staff purchase research positions.

11. Future growth of staff purchasing research.

Limitations of This Study

1. Only Large Industrial Firms Included: Data have been
gathered on the purchasing research practices of only the 500
largest United States industrial firms. No information is
included on small or medium size firms' purchase research

Apractices, or on purchase research practices in utilities,
transportation concerns, government agencies, or financial
concerns. The results of this study should not be accepted
as typical of American industry, but only of large industrial
firms,

2., Interview Sample: Most of the data on research method-
ology, operating procedures, specific research projects,
methods of organization, methods used to evaluate results of
research done, and backgrounds of personnel employed in staff
research positions, were obtained from the ten companies per-
sonally visited. The companies interviewed were not randomly
selected from the 500 largest United States industrial firms,
but instead only firms which utilized staff purchasing research

personnel were interviewed.



13

3. Confidential Nature of Data: Information on speci-
fic company practices cannot be as complete as the reader
might wish, due to the confidential nature of the data. The
identity of specific companies has not been disclosed, and in
some instances minor alterations have been made in the de-
scription of specific research projects to preserve the
anonymity of companies furnishing data. No substantial changes
in the content of the data were made.

4. No Evaluation of Specific Companies: While an attempt
will be made, based on the results of the questionnaire, to
evaluate the results achieved through utilization of a re-
search staff, no attempt will be made to evaluate, in terms
of desirability or adequacy, the efforts and methods used by

the specific concerns interviewed.

Organization of Study

Chapter II presents an examination of early literature
on the purchasing function, undertaken to provide a background
for this study. Chapter III surveys the available literature
on the use of staff personnel for the performance of purchasing
research and indicates information on this subject which is
available from other studies. The description of the method-
ology used to gather data upon which this analysis of staff
purchasing research was made is discussed in Chapter IV, and

the limitations of these data are pointed out.
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Chapter V presents information on the prevalence of
the staff purchase research function, its historical evolution,
and the number of personnel engaged in this function.
Additionally, information on the organization of staff
purchasing research in the companies interviewed is presented
in this chapter. Chapter VI presents a summary of the findings
from the mail questionnaire on research done, the evaluation
of research results, and the involvement of personnel in
research in the 500 largest United States industrial firms.
Chapters VII, VIII, and IX present, respectively, a detailed
analysis of the major categories of Research on Purchased
Materials, Products, or Services; Research on Vendors; and
Research on the Purchasing System. Examples of specific
research projects in the companies interviewed are presented
as illustrations of the research on the specifis topics
in each category. Chapter X presents .an analysis of related
activities performed by staff purchasing research personnel and
the data sources used in the purchasing research.

The methods and procedures used in administration
of staff purchase research activities in the companies inter-
viewed are presented in Chapter XI. Information on the
educational background, experience, and compensation of
staff reseach personnel in the companies interviewed is

presented in Chapter XII.
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Chapter XIII presents an analysis of the benefits, dif-
ficulties, and future of the staff purchasing research function,
and Chapter XIV presents the the summary and conclusions of this

study.
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CHAPTER 1II

HISTORICAL DEVELOPMENT OF PURCHASING

Introduction

As a background for the study of the staff purchasing
research function, an examination of early literature on the
purchasing function was undertaken. An attempt was made to
document the development of early literature on purchasing,
to determine the concepts of early authors on the subject of
purchasing, and to highlight the types of problems, and
recommended courses of action, pointed out in this early
literature. Although the popular current textbooks indicate
that interest in the purchasing function is thought to be a
twentieth century development,l this was found to be contrary

to fact.

lror example, following are quotations from three of the
current textbooks:

"Only during the last fifty years has purchasing come to
be recognized as a separate and important sphere of business
management . . . . The first book devoted specifically to the
purchasing function was published in 1911 . . . . Even in this
book purchasing did not receive full recognition since the
author . . . entitled his book The Supply Department.

"At about the same time occasional articles began to
appear in some of the technical trade publications dealing with
some of the aspects of purchasing." J. H. Westing and I. V.
Fine, Industrial Purchasing (2nd ed.; New York: John Wiley and
Sons, Inc., 1961), p. 3.

"A recognition of industrial procurement as an important
bisiness function was first forced upon industry during World
War I." Howard T. Lewis and Wilbur B. England, Procurement:
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This section presents, chronologically, the early writings
which were found on the subject of purchasing. Magazine arti-
cles are reviewed through the year 1910, by which year such
articles were appearing rather frequently. Books on purchasing
are reviewed through 1928, in which year two books appeared
which made strong recommendations for the establishment of
staff research personnel within the purchasing department.

This search of early literature on the purchasing function
was not exhaustive, as this was not the primary purpose of
this present study. The early literature does point up that
the purchasing function was established as an important area
of activity, and was being written about, much earlier than
is commonly assumed. Further research on the historical

evolution of the purchasing function is needed.

Literature Prior to 1900

One of the early classic books in management provides

evidence that purchasing was established as a separate function

Principles and Cases (3rd ed.; Homewood, Illinois: Richard D.
Irwin, Inc,, 1957), Preface.

"Procurement has only recently become an important and
correlated function of management. It was unusual indeed,
Prior to World War I, for purchasing to be ranked as an inde-
Pendent activity . . . . World War I forced top management's
attention to the buying function . . . . World War II really
established procurement as a major function of management."

Henry G. Hodges, Procurement: The Modern Science of Purchasing
(New York: Harper and Brothers, 1961), p. 1.
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over 100 years ago. The second edition of Charles Babbage's
book, On the Economy of Machinery and Manufacturers (1832),
made reference to the purchasing function in two places. In
discussing the organization of duties for a mining concern,
one of the ten officers responsible for governing the opera-
tions of the mines was "A materials man [who] selects, pur-
chases, receives and delivers all articles required.“2 Later
he mentioned, "It will have been found necessary to establish
an accountant's department . . . and this department must be
in communication with the agents who purchase the raw pro-
duce . . . ," and in describing the importance of the division
of labor he further noted that "a great reduction in the cost
of the article which is brought to market" can be accomplished
by utilizing "the precise amount of skill . . . necessary for
the execution of each process . . . [and] throughout every
stage . . . from that in which the raw material is procured,
to that in which the finished produce is conveyed into the
hands of the consumer . . ."3

Another of the references made to purchasing before the
turn of the century was in an 1870 trade magazine article

entitled "Purchasing Building Materials," which pointed out

2Charles Babbage, On the Economy of Machinery and Manu-
facturers (2nd ed.; London: Charles Knight, 1832), p. 202,

31pid., p. 216.
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that through judicious purchasing a firm may be able to
effect substantial savings in total production costs:

After a bill of the necessary amount of lumber has
been prepared, it will be found an economical practice
to communicate with lumber dealers in various parts of
the country, for the purpose of determining the price
for the kinds of lumber required. In this way a shrewd
and judicious builder or buyer may often save from twenty
to fifty per cent in the price of his lumber. For exam-
ple, if an elegant suburban villa were to be erected in
the vicinity of New York City, and it were desirable to
procure first-rate lumber at the lowest cash price, it
would be well to communicate with dealers of lumber in
Maine, Georgia, Virginia, or other localities from which
the market is supplied with cheap and choice lumber. By
addressing postmasters, editors of certain papers, or
some other persons in those localities where large quan-
tities of lumber are sawed, it will not be difficult to
come into communication with reliable dealers, who would
respond to a bill of lumber with satisfactory promptness.

It appears that interest in, recognition of, and writings
specifically about the purchasing function in the area of
railroad management preceded the same interest, recognition,
and writing in the industrial field. This early interest in
railroad management can probably be explained in part by the
fact that railroads were among the largeét types of business
organizations in the latter half of the nineteenth century.

The first book found devoted exclusively to the purchasing
and materials functions was written by Marshall M. Kirkman,

Comptroller of the Chicago and Northwestern Railroad, and

4"Purchasing Building Materials," The Manufacturer and
Builder, XI (February, 1870), p. 57.
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appeared in 1887. This book, The Handling of Railway Supplies--

Their Purchase and Disgosition,5 was concerned with the pur-

chasing functions of railroad organizati ons.

In introducing this book, Kirkman emphasized the impor-
tance of the purchasing function to the management of a rail-
road, and the lack of knowledge on the subject as follows:

The intelligence and fidelity exercised in the pur-
chase, care and use of railway supplies, influences
directly the cost of construction and operating, and
affect, therefore, the reputations of officers and the
profits of owners. Accounting officers are also interested
in the subject, as it is connected with the details of
their office. To many (perhaps the bulk of railway offi-
cers) the handling of railway supplies is an unknown
quantity. The subject needs elucidation on many accounts.

Kirkman advocated that a purchasing agent be employed, if
a railroad was to most advantageously perform the purchasing
and materials functions, and pointed out the difficulties which
arose when the purchasing function was not centralized under
one individual, as the following quotation shows:

The purchase of goods embodies many varied talents
and experiences. The ability to buy advantageously,
depends largely upon the knowledge of men possessed by
the purchaser and his skill in taking advantage of this
knowledge. His value will, moreover, be dependent upon
the discretion allowed him, and his judgment in exercising
it. The position also requires technical skill. The
person filling it must be experienced, otherwise his acts
will not command the confidence or respect of his associates.

5.

"Marshall M. Kirkman, The Handling of Railway Supplies--
Their Purchase and Disposition, (Chicago: Chas. N. Trivess,
1887) , pp. 223.

®1bid., Preface.
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His wisdom and fairness must be such that if he selects
material contrary to the requisition made upon him, the
person thus over-ruled will tacitly acquiesce therein and
abide by the demonstration of its wisdom afterwards.
Unless the operating officer has this respect for the pur-
chaser, he will quite likely not use the article thus
bought, or, if he does, will not give its advantages fair
expression.

The assistance that an experienced purchasing agent
can extend to his associates is hardly to be estimated.
His duties not only familiarize him with all new devices,
but his observation enables him to point out those most
likely to_lessen expenses or add to the efficiency of a
property.7

Kirkman indicated that not all railroad organizations had

seen fit to centralize the purchasing function under a pur-

chasing agent, and commented that only with the services of

a purchasing agent will the purchasing function be efficiently

discharged, as the following quotation shows:

The practice of designating a particular person to
buy the supplies that a railway company needs, is not
universal, though more prevalent than formerly. At one
time it was the custom to permit the various heads of
departments to buy. The practice was based upon the
presumption that they knew better than anyone else and
that their knowledge of the technicalities connected with
the thing they wanted made them especially fit to buy
advantageously. The argument was, however, fallacious
e « « o It was found, moreover, that when purchases were
thus distributed, those making them were in many cases
constrained to look upon the act as merely an incident
of their office, something in the nature of a perquisite
which they were at liberty to avail themselves at pleasure.
It resulted from this that excesses grew up where pur-
chases were not supervised by an alert and trustworthy
manager. There was, moreover, enormous waste of material

7Ibid., p. 40.
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through excessive purchases and duplication of orders,
while prices became greatly inflated through the ignorance
and veniality of purchasers.8

Kirkman also commented on the lack of attention often
given to the selection of personnel to fill the position of
purchasing agent, and deplored such casual selection of per-
sons for such an important position:

The great benefits that accrue to a railroad from a
good purchasing agent are not so generally esteemed as
they should be. Judging from the changes that occur,
continuance in office is not thought to be a matter of
especial importance . . . the place is too often looked
upon as one that any man with ordinary intelligence can
fill acceptably; a position at once agreeable and meas-
ureably lucrative, but not of great importance. No
greater mistake could be made . . . . To be able to buy
its supplies at the lowest possible figure is of enormous
value to a company, and a capable purchasing agent, it is
probable, can save his employer a greater sum through the
exercise of experience and intelligence, than any other
officer of like grade.

Further indications of this early interest by railroad
organizations in the purchasing function are provided by trade
journals in the railroad field. In 1890, three issues of The
Railroad Gazette contained articles oﬁ the purchasing function,
which discussed the organization of the purchasing function and
the duties of the purchasing agent, benefits of standardization

and determination of amounts of materials and supplies to stock,
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and the disposition of surplus.lo The 1898 volume of this
same journal contained no less than seven articles, or letters
to the editor, on the subject of purchasing. One article con-
tained abstracts from a paper by the Purchasing Agent and
Superintendent of Tests, Long Island Railroad, presented at
the October 1898 meeting of the New York Railroad Club, which
indicated that the purchasing job should not be a clerical
function. The duties and qualifications of the position were
stated as follows:

The Purchasing Agent should be something more than
a mere price clerk . . . he should, before he is compe-
tent to hold this responsible position, become familiar
with the different classes of supplies used in all de-
partments . . . post himself as to the different kinds
and qualities of railroad supplies on the market, with
which object some study of the processes of manufacture
at the mills and factories is of great advantage, so
that he may be able to select his supplies with some
judgement, and_not make the selection depend solely on
price . . . Al
The following statement regarding the problem of buying
tools that appeared in an 1892 issue of one of the engineering
publications might still be applicable to some firms today:
If a person, when he wants a machine tool, could wait

six months for it, until he could examine all that are
made of the kind he desires, he would then be able to

10“Purchasing and Care of Supplies," The Railroad Gazette,

XII (February 14, February 21, March 14, 1890), pp. 105-06,
126-27, 172-73.

11“The Purchase and Inspection of Railroad Supplies," The
Railroad Gazette, XXX (October 28, 1898), p. 777.
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select the best, if his judgment could be trusted to tell
what is best after so prolonged a siege. Now most tools
are selected quickly, because they are needed at once, and
what appears to be the best is taken and set to work.
Hence many poor tools are got where better ones could and
would be taken if more time for investigation were had.
There are of course establishments where the most suitable
tools are selected and recommended by experts, and a few
of these deserve all praise for candor and fairness, but
many of them do not push forward the best tools, but advo-
cate instead those most profitable to them as dealers, and
if a buyer falls into the hands of such he may suffer for
it. There seems to be a need of a more perfect means by
which buyers can be made to know the comparative capacities
and value of machine tools, so that when they need such
tools they may not be in ang great doubt as to that which
is nearest to their wants.l

The following two quotations from the early 1890's pointed
out the importance of the buyer's position within an industrial
firm and the misuse of this position:

I don't know what the machine business is coming to.
Generally when a big company is formed, a favorite or a
relative of some member is made buyer, and the drummer
who can talk the smoothest sells his goods. I tell you,
sir, if there is one place more than another in a large
concern that requires an honest, shrewd, experienced,
practical man to make money in, it is the buyer's.13

The greatest fault practiced by impractical buyers is
that of initial cheapness. To such a person oil is o0il
and coal is coal, irrespective of the quality or the source
of the product. The cause of their being impractical
buyers is that old cause, "talk is cheap," and the fluent
person often gets a position he is qualified by neither
nature or experience to £i11,14

12"Machine Shop Notes," The Engineering Magazine, IV (De-
cember, 1892), p. 477.

131pid., p. 478.

14“Machine Shop Practice," The Engineering Magazine, VI
(October, 1893), p. 114.
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J. Slater Lewis, in his book The Commercial Organization

of Factories which appeared near the close of the century, pro-

vided some useful ideas on the organization of industrial

establishments. In his "Staff Organization Diagram" he in-

cluded the position of a "Suppliers Order Clerk" reporting to

1 . .
the "General Manager." > The importance of proper attention

to purchasing in the successful administration of a factory

was shown by the following comments:

The Manager, too, must know the best markets for
purchasing materials, and be fully alive to all the tricks
and dodges of each class of trader.16

The economical purchasing of stores is one of the
most important factors in the successful administration
of a manufacturing establishment . . . . Stores cannot,
of course, be purchased advantageously without that par-
ticular shrewdness which is characteristic of a successful
buyer; and no system of bookkeeping, however complete, can
possibly dispense with that personal quality. But at the
same time a complete record of prices and tenders received
from time to time, and an orderly and methodical system
of requisitioning . ._, are essential to the economical
purchasing of stores.

The lowest price is not by any means always the
cheapest, and this remark applies not only to heavy goods,
but to the lightest possible articles. For instance, a
crank forging may be offered at such a low price that the
buyer is tempted to give the order. He discovers, however,
when the forging arrives, that in consequence of its
rough and lumpy conditions he not only has to pay more for
the forging per se in consequence of its unnecessary and

15J. Slater Lewis, The Commercial Organization of Factories

(London: E. & F. N. Spon, 1896), pp. 474-75.

161pi4., p. 8.

171pid., p. 54.
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abnormal weight, but that the extra labor involved in
machining down to dimension is out of all proportion to
the benefits accruing from the supposed bargain in first
cost.18

Many of Lewis' ideas are still appropriate today. The
development of specialists in purchasing did not, however,
seem to be as highly developed as it is today, for Lewis
pointed out:

The Works Manager should be consulted in regard to
the purchase of all material used in the works. In some
instances the whole of the purchasing operations may with
advantage be left to him . . . . It is, nevertheless,
very important that the authority for purchasing be kept
within strictly defined lines, and only exercised by
officials who have been duly authorized, and who clearly
understand what they are doing.19

Literature, 1900-1910

Around the turn of the century articles specifically on
the industrial purchasing function began appearing in some
of the engineering magazines. As already noted, articles on
railroad purchasing had appeared earlier in some of the rail-
road journals.

Hugo Diemer, a professor of engineering and a prolific
contributor to various engineering publications, in 1900 wrote
an article entitled "Functions and Organization of the Pur-
chasing Department," in which he made several comments con-

cerning the functions of this department, the qualifications

181pid., p. 108.
191pid., p. 132.
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personnel in purchasing positions should possess, and the
paper work to facilitate performance of the function.2
Regarding the qualifications necessary for performance of
the purchasing job, and selection of buyers, Diemer commented:

The successful accomplishment demands that the pur-
chasing agent shall be a man who has a working knowledge
of the particular industry for which he is to buy
material . . . .

To salesmen, the ignorant, affable young clerk who
has been promoted to the position of purchasing agent is
a familiar type. He is frequently the cause of a sales-
man's prolonging his stay in a city several days, until
finally he sees the man with whom he can have an intelli-
gent conversation. It is quite evident that, where this
is the case, the young man is a hindrance from an economic
standpoint, since the additional cost of sales departments
on account of prolonged stays is sufficient to increase
materially the unnecessary expense connected with the
placing of an article on the market.

The securing of the most desirable delivery involves
a knowledge of business methods and forms in which, un-
fortunately, purely technical or shop men have generally
had but little training; and this fact is the excuse for
the common practice of appointing, as purchasing agents,
clerks who have had but little technical or shop knowledge.

On the subject of price, Diemer commented:

As to the third function of the purchasing department,
that of securing good terms and low prices, much depends
upon the shrewdness and tact of the purchasing agent.
Courteous attention to salesmen is always desirable, and
can be accorded without loss of time if nothing but strictly
business conversation is indulged in.22

———

20Hugo Diemer, "Functions and Organization of the Purchasing

Department, " The Engineering Magazine, XVIII (March, 1900), pp.
833-36 .

2l1yi4., p. 833.
221pid., p. 836.







28

Diemer concluded his article with a statement of the
buyer's workload, which by today's standards might be con-

sidered excessive, if the buyer was doing a thorough, analy-

tical job of purchasing:

All of the above systems can be successfully conducted
by a purchasing agent with a competent stenographer as
assistant, and he will need no other help if his orders
do not exceed fifty or sixty a day.23

The importance of material specifications to the deter-
mination of total production costs was the subject of certain
short articles which appeared around the turn of the century.
These articles concentrated mainly on the engineer's respon-
Sibilities in specifying materials, and contained many of the
Suggestions found in today's literature on value analysis. The
following quotation is typical of these early writings on

Mmaterial specifications:

Good judgment and common sense are matters of primary
importance in drawing up an engineering specification.
The purpose of such a document may be said to be the
attaining of a certain result for the least amount of
money compatible with proper execution of the work in-
volved; but curiously enough, the stipulations sometimes
made in a specification, defeat that very object. An
excellent illustration of this point was given recently
by . . . [who] told of a specification for an engine
received by his firm some time ago which was so overloaded
with what might be called fads, or, at any rate, with what
might quite well have been dispensed with, and consequently

—

231pia.

24See, for example, "Current Topics," Cassier's Magazine,
XXIV (June, 1903), p. 176; and XXVI (September, 1904), p. 507.
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contained so many names of persons who were to supply
particularzgieces, that the price was enormously

increased.

An article, in part concerned with the purchasing function,

6‘I‘his article

. 2
appeared in The Engineering Magazine in 1903.

was largely concerned with systems necessary for the account-
ing of, and payment for, materials entering the factory, and
viewed the authority of the purchasing agent as quite limited:

The volition and discretion of the purchase agent
extend only to an examination of sales agent's samples,
and a recommendation of them if satisfactory to him. If
satisfactory also to the department of the plant, then
the quotation goes on the proper card, and the purchase
agent can select his vendor, unless he is directed where

to place the order. 27

In 1905, in introducing another article on purchasing, the

€editors of The Engineering Magazine said:
The Engineering Magazine has been the source of much

of the existent literature dealing with the organized
study and management of two of the great elements in the
economy of manufacturing-- labor and general expense. We
believe it will be of interest to supplement these with
a further study of the application of scientific business
methods not only to the internal handling, but also to
the supply, of the third prime factor in manufacturing--
materials-- The Editors.Z28

——

D 2S"Current Topics," Cassier's Magazine, XIV (April, 1901),
. 5080

26Horace L. Arnold, "Purchase by the Organized Factory,"
The Engineering Magazine, XXV (June, 1903), pp. 399-408.

271pid., p. 402.

28 .. .. . . .
8WJ.llJ.am D. Ennis, "The Relation of Purchasing to Produc-

tion, " The Engineering Magazine, XXIX (July, 1905), p. 519.
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This article, although largely concerned with the forms
and records used to facilitate purchases, took a somewhat
larger view of the purchasing function and the responsibilities
and work of the buyer than the 1903 article previously quoted.
Appropriate quotations on the responsibilities of the buyer

follow:

Assuming that the works superintendent is responsible
for the consumption of materials per unit of output,
while the business manager is accountable for the cost
thereof, there appears a necessity for a third element in
industrial organization, having jurisdiction over the
prices paid for materials. This is the function, as
usually understood, of the buyer. He is technically dif-
ferentiated from both superintendent and manager, bearing
no formal responsibility regarding the consumption of
materials, either absolute or in proportion to production;
nor, usually, regarding the costs per unit of production,
so long as the prices paid are low. This strict limita-
tion of the accountability of the purchasing department
is, and should be, never adhered to. Properly considered,
buying has other relations intimately associating it with
considerations of production-intensity and profit, the
nature of these relations, and their utility, depending
upon the kind of industry and its mode of organization.

Ennis also referred to the need for price knowledge and

determination of price by the buyer, as follows:

. « . there should be intelligently designed records
showing the variations in prices of the principal supplies
purchased, accompanied by thorough analyses showing the
reasons for the variations. Any opportunity for compari-
sons of prices with those paid for the same materials by
others should be taken advantage of, and the facts recorded.
To be most familiar with the markets, the buyer should be
supplied not only with his own trade papers, catalogues and

291pid., p. 519.
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other publications, but also with the trade papers cover-
ing the markets he most often enters.30

Ennis also referred to the need for specialization within
the purchasing department, and recommended:

Where the organization is large, so that the personal
attention of the buyer cannot be given to the details of
all purchases, the materials should be grouped in general
classes and each class handled by one subordinate. Special
knowledge %ﬁ just as essential in purchasing as in manu-
facturing.

He also commented on the organizational centralization of
the purchasing function in large, multi-divisional companies:

In the recent "integrated" mode of organization of
many industries, involving the combination under one
direction of a number of geographically separated plants,
it has seemed wise to form a new basis for buying, con-
sisting in the establishment of a central purchasing
department, which takes direct charge of the buying of
the larger and repetitional items, supervising at the
same time the local purchasing of smaller items at the
various plants . . . .32

The lack of attention given by some managements to pur-
Cﬂlasing was pointed up by another 1905 article. Before dis-
Cusging the necessity for system and records in purchasing,
the author commented that the purchasing department

. « . is usually the last to pass from under the personal
control of the proprietor of the firm.

Ibid., p. 528.

311pia.

321bid., p. 539.
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There are many concerns that have found it necessary
to secure experienced men from outside for their manu-
facturing and sales departments, and yet are satisfied to
run their purchasing department in the same old way . . . .
These things show that the mass of business houses have
not yet discovered the fact that their purchasing depart-
ment needs the application of modern methods of business

economy . 33

In 1905 the second book specifically devoted to the pur-
chasing function, and the first book on other than railroad
purchasing, was published, as one of the volumes in a home
study series. Book on Buying contained eighteen chapters,
each by a different individual.34 The first part of the book
(pp. 1-80) was concerned with the "ﬁrinciples" of buying,
while the second part (pp. 81-216) consisted of eleven chap-
ters describing the forms and procedures used in various
COompany purchasing systems. This book was introduced by the
Statement that too little attention had been paid to the pur-
Chasging function in the past:

But little attention has, up to this time, been paid
to the science of buying; this too, in the face of the
fact that there is no department that contributes any

more to the success of a business than that concerned
with the purchase of material, stock, and supplies.

33Harold A. Wright, "The Fine Art of Buying," The World's
Work, X (July, 1905), p. 6439.

34H. T. Kett, et al., Book on Buying ("The Business Man's
Library," Vol. V; New York: The System Company, 1905), 216
Pages.
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When it is considered, that buying requires not only
keen, shrewd, business judgement, but also a vast amount
of technical knowledge compactly arranged, it is evident
that the systematization of the department of purchasing,35
too, is worthy of careful research, study, and treatment.

Book on Buying makes several comments on the effects of
the performance of the purchasing function on the success of
a business, two of which follow:

The secret of the great importance of good buying lies
here: The buyer looks always to the profits of the con-
cern which he represents . . . . Here is the first place
at which profits may be made. Here is the first place in
business organization that ability may be shown, 36

In every line of business dependent upon selling, the
importance of godd buying is adequately recognized. While
there is a tendency on the part of the salesman to define
his work as that of the man "who keeps the smoke coming
out of the factory chimneys," and to always carry the idea
that he is on the end that brings in the money, yet the
relative importance of selling and buying is no more
clearly shown than by the fact that incompetence or in-
ability on the part of the salesman may bankrupt his firm;
on the part of the buyer it is sure to.37

In discussing the knowledge and skills required to do an

ac'lequate purchasing job, Book on Buying gave much emphasis to

What it called "knowledge of the market":

Nor is knowledge of prices more than a beginning of
knowledge of market. The mere fact that a certain price
rules is no sure guide. The shrewd buyer must look be-
yond the mere price and must reach into the causes which
have made that price, and those that are material in its

remaining at that point, or in causing its fluctuation
up or down. 38

—

351pia., p. 3. 361pia., p. 23.

371pi4., p. 32. 381pid., p. 12.
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This book emphasized the advantage to the buyer of
knowledge of production processes, and suggested means by
which the buyer might keep himself current on this subject:

A knowledge of the various processes of production--
particularly for the buyer of a special line--is at all
times of importance. Owing to the great number of pro-
cesses to which even the simplest products are now often
subjected, it is not possible for the general buyer to
keep himself thoroughlyposted on this important require-
ment. But the buyer of a restricted line can at all
times inform himself through the traveling trade or
technical journals, and from other sources as to the
present day methods and processes.39

The concluding chapter introduced the possibility of
combining several of the materials functions under the
responsibility of the purchasing agent, which is similar to
the materials management concept so widely discussed today:

It is now the common practice in by far the larger
percentage of manufacturers and works to keep separate
the purchasing agent's duties as follows:

(1) Purchasing of raw material.

(2) sStoring of raw material

(3) Stocking of finished components.

Where conditions are as have been treated before in this
article, it will be found that by combining in one depart-
ment these various functions, that not only will factory
organization be furthered but the resulting benefits of
good factory organization will accrue.

Other articles on the subject of purchasing appeared
After 1905, in the various engineering journals. The

Engineering Magazine (which in November 1916 was re-titled

—

39
Ibid., p. 29.

401pia., p. 195.
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Industrial Management) appears to have carried the majority

of such articles.41 These articles were primarily concerned
with the forms and records which made up the systems used in

purchasing.

Cassier's Magazine first published an article specifically
on purchasing in 1908,42 which described the effect in one
company of changing the responsibility for supervision of the
purchasing function from clerical to engineering personnel,

and concluded:

The purchasing agent alone determined where the
orders were to be placed for all goods, which discretion
he exercised to the best of his ability, having absolutely
no friends to please in the trade, and being under no
obligations whatever to favor anyone more than another.
Nor did the foremen or heads of departments undertake to
specify when making out their requisitions whose make or
brand of goods should be used.43

In 1908 The Engineering Magazine began a series of articles
»°r"the organization for production of manufacturing companies.

From these articles the organizational level which the
\

c1 lThe Engineering Magazine contained the following arti-
Dees= J. Cecil Nuckols, "A Complete System for the Purchasing
pupartment,“ XXXV (April, 1908), pp. 26-32; A. C. Ward, "The
YChasing Department of a Manufacturing Organization," XLVI
(DQCember, 1913), pp. 349-55; Herbert R. White, "Records for
he Purchasing and Supply Department," XLVI (January, 1914),
.pp. 571-76; William H. Morse, "The Purchasing Agent and High
Class product,” XLIX (June, 1915), pp. 333-35; H. B. Twyford,
éggndamental Requisites in Purchasing," LII (March, 1917), pp.
-05.

2James M. Cremer, "The Engineer as a Purchasing Agent,"
Cassier's Magazine, XXXIV (August, 1908), pp. 322-32.

431pid., p. 332.
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purchasing function had achieved in some companies soon after
the turn of the century can be readily seen. The first such
article concerned organization of the Lynn, Massachusetts
works of General Electric, and contained an organization chart
showing the "Purchasing Agent"” on a level with the "Mechanical
Superintendent,” and "Superintendent of Production," and the
"Factory Accountant." All these positions reported to the
General Manager, who in turn reported to a vice president.44

Also in 1908, the organization of the Westinghouse Elec-
tric and Manufacturing Company was discussed:
Under the plan of organization of the Westinghouse
Electric and Manufacturing Company there are six depart-
ments directly concerned in production, viz: 1. The
Correspondence Department, 2. The Engineering Department,

3. The Purchasing Department, 4. The Manufacturing
Department, 5. The Raw and Finished Material Stores,
6. The Shipping Department. The heads of the first
three report directly to one of the vice-presidents
while the last three are in charge of the manager of
works who reports also to a vice-president.45

Books on Purchasing, 1911-1921

The third book devoted to the purchasing and materials

f‘~-'lnctions, The Supply Department, published in 1911, primarily
——

4George F. Stratton, "The Management of Production in a
Great Factory: Division of Responsibility and Authority in
the General Electric Company's Shops," The Engineering Maga-
2ine, XXXIV (January, 1908), p. 572.

45H. M. Wharton, "The Production System of the Westing-
house Electric and Manufacturing Company," The Engineering
Magazine, XXXIV (March, 1908), p. 891.
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. . . . 4
concerned railroad purchasing and materials practices.

The author, H. C. Pearce, General Storekeeper of the Southern

Pacific Company, stated that supply departments were estab-

lished and maintained on some railroads

. « . as long as 25 years; notably the Chicago & North
Western; the Chicago, Milwaukee and St. Paul; the Union
Pacific; the Burlington; and the Great Northern. The
last ten years have brought great consolidation, new
methods and economies, particularly as to the system of
buying from manufacturers on specifications. This neces-
sitated a more thorough and complete supply organization,
and today, with one exception, there is not a system of
any importance that has not a supply department, the
business of which is to provide, distribute and account
for all materials.

Pearce advocated a type of materials management organiza-

tion in which there was an "officer in charge of materials

And supplies," to which a "Purchasing Agent," "Fuel Agent,"

" General Storekeeper," and "Engineer of Tests" reported,and

Saiqd:

On properties which the amount of materials used does
not warrant an organization of this kind there should be
a supply agent who would be responsible for both the
buying and distribution. On larger systems, however, un-
questionably the proper organization is an officer in
charge of both purchases and distribution, with a subhead
to do the buying and another <ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>