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PREFACE 

Every economic entity, whether it be a family, a business, or a government, 
frequently must decide whether to make or to buy the things it needs. This 
thesis considers in detail the business problems faced by manufacturing busi
ness organizations when deciding whether to make or to buy the things they 
need. 

The arguments of the treatise are based in part upon info,mation received 
by the author in personal interviews with business executives of companies 
engaged in many manufacturing activities in widely separated geographical 
districts, reaching from Boston and Providence in New England, to Rochester, 
New York, and Pittsburgh, Pennsylvania. Twelve specific problems faced by 
these companies were written up by the author as business cases and appear in 
the treatise; many other business experiences, while not formally written as 
cases, are cited as examples; in addition to the material thus collected, extensive 
use was made of a large number of other cases already prepared as part of the 
general research program of the Harvard Business School. In order to facilitate 
reference by the reader to the cases and examples cited, there is included at the 
end of the thesis an alphabetical list showing the names, the numbers of the 
pages where reference is made to them in the thesis, and source references. 

Since most business decisions and business problems inevitably are influ
enced to some extent by the current conditions extant in the world at large, it 
is necessary to recognize such influences- whether they be, for instance, the 
overoptimism of the 192o's or the overpessimism of the 193o's- when making 
any study based upon actual business experience. Few of the problems used as 
the basis for the argument in this study were dated prior to 1930, and the 
intensive field work was done in 1939 and early 1940. Thus, much of the 
argument is based upon experiences set against the background of the business 
psychology and business conditions of the 193o's. Specifically, for example, in 
sharp contrast to the later 192o's, overcapacity was almost universally present 
after 1929 and wrought important changes in the way in which businessmen 
approached and thought about their problems. 

Consequently, recognition of the existence of unused capacity and its effect 
upon decisions to make or to buy was inevitable. Yet, there was no reason to 
assume that such conditions would prevail forever. Since any analysis based 
upon temporary conditions would be only superficial, the attempt has been 
made throughout this thesis to segregate the fundamental aspects of the prob
lem from those accidental aspects which change with changing conditions. 
These accidentals, it is true, are extremely important and cannot be overlooked; 
it is necessary, however, that they be kept in their proper perspective and be 
given the proper emphasis. 

A dramatic example of the way changing conditions require a change in 
the emphasis placed upon various aspects of a make or buy problem is found 
in the impacts of America's effort to rearm. The national defense program of 
the United States has given new emphasis to some of the arguments which 
might induce a company to make or to buy the things it needs. The funda-
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mentals of the problem of make or buy remain the same, but the circumstances 
of the times make necessary the reconsideration of those fundamentals in a 
different light. For example, in any business producing national defense goods, 
the procurement problem remains, as always, one of getting the things that are 
needed, when they are needed, and at reasonable cost. The concept of what is 
reasonable cost may well have changed under the present pressure .to produce, 
since the most important objective of procurement. has probably become that 
of getting what is needed. Making and buying offer alternative methods of 
attaining the objective and the correct alternative can be decided upon in 
exactly the same way as in other circumstances, by examining the fundamentals 
and interpreting them in the light of existing conditions. 

Because the war production program has not destroyed the logical basis 
upon which the argument of this thesis was built, rewriting the main body of 
the argument t~ show its specific connection with the problems of businesses 
engaged in war work was deemed unnecessary and even undesirable. Since any 
analysis of the fundamentals is more important than their application to tem
porary and unusual circumstances, little but timeliness would have been gained 
by changing the point of view to one embracing the specific make or buy issues 
arising out of the total war effort. In certain instances, however, where the 
argument as stated in the text was clearly inapplicable to conditions of the 
emergency, footnote comments have been added to the discussion. 

I wish to express a debt of gratitude to the businessmen who so freely co
operated in giving me the benefit of their experience; to former Dean W. B. 
Donham~ whose help has been indirect but essential; to Professor H. T. Lewis, 
whose help has been ooth direct and indispensable; to Professors E. P. Learned, 
C. A. Bliss, and Richard Donham for words of encouragement when they were 
needed most; and &nally to my wife. 

SoLDmRs FmLD 
BOSTON, MASSACHUSETTS 

DECEMBER, 1942 

]AMES W. CULLITON 



CONTENTS 

CHAPTER 

I. The Problem of Make or Buy . 

II. Some Notes on Cost . 

III. Calculating the Cost of Making and of Buying 

IV. Quality 

V. Quantity 

VI. Cost in Relation to the Business as a Whole 

VII. External Conditions Affecting Make or Buy Decisions . 

VIII. Miscellany 

IX. Generalizations 

Appendix 

Alphabetical List of Cases and Examples 

Bibliography 

PAGE 

I 

7 

20 

55 

105 

128 

130 



BIBLIOGRAPHY 

Lewis, Howard T., Industripl Purchasing, Principles 
and Practice, Chap.' XI, "Procurement by Manu
facture," Chicago: Business Publications, Inc., 
1940. The following sources are given in the 
book's bibliography, page 549: 

Eidmann, Frank L., Economic Control of Enginrer
ing and Manufacturing,. pp. ~39-349. New York: 
McGraw-Hill Book Co., Inc., 1931. 

N. A. P. A. Handboo~ of Purchasing Policies and 
Procedures, Vol. I, pp. 197-203. New York: Na
tional:"H.ssociation of Purchasing Agents, 1939· 

Factory and [nd1:f;strial Management (now Factory 
Management and Maintenance), January, 1928, 
"Will It Pay to Produce Your OW11 Power with Oil 
Engines?" by E. J. Kates, pp. 55-58. 

--, January, i928, "'Cost Reduction by Applied 
Psychology,'1 by·;£'. R. Hough, pp. 66-67. 

--, March, 1929, "Why We Make Our Power," 
by J. M. Butler, p. 476. 

Factory Management and Maintenance, August, 
1933, "Buy or Make Replacement Parts," p. 335; 
Septembe£, 1933, pp. 374-375; October, 1933, 
p. 427. 

Harvard Business Review, January, 1928, "Manu
facturing versus Purchasing," pp. 23o-239. 

Industrial Management (now Factory Management 
and Maintenance), April, 1927, "Practical Uses 
of Industrial Cost Accounting," by P: M. Atkins, 
p. 212. 

Mill & Factory, September, 1936, "Operation of 
Printing Plant by Manufacturer," by H. T. 
Lewis, Part I, pp. 49 ff; October, 1936, Part II, 
pp. 54 ff. 

Lewis, Howard J,;., Problems in Industrial Purchasing, 
2d ed., pp. 373-426; New York: McGraw-Hill 
Book Company, Inc., 1939. The following sources 
are given in the book's bibliography, page 636: 

130 

:folts, F .. E., Introduction to Industrial Manage
ment, 2d ed., Chap. IX, "Integration," pp. 162-
189; New York: McGraw~Hill Book Company, 
Inc., 1938; 

McManus, George, et al., Vertical Integration in 
the Textile Industries, Philadelphia: Wharton 
School of Finance and Commerce, 1938. 

Mill & Factory: , 
May, 1933, "Shall We Make These Parts or Buy 

Them?'' by B. C. Reber, pp. 32-33 ff. 

The following are earlier sources which are given in· 
the bibliography; p. 474, of Howard T. Lewis, Indus
trial Purchasing (New York: Prentice-Hall, Inc., 
1933): 

Library of Factory Management, "Materials and 
Supplies" (1915), Chap. V, Make or Buy. See 
also miscellaneous literature on the "integration 
of industry." 

Detroit Purchasor: 
Mar., 1932, "Shall We Buy- Or Do Our Own 

Printing?" by R. C. Schumann, pp. 54-57. 

Philadelphia Purchasor: 
July, 1932, "Is a Private Printing Plant a Lia

bility or an Asset?" bY: John Y. Bunn, pp. u ff. 

Purchasing (Until July, 1932, Purchasing Agent): 
May, 1929, ''The Trend toward Price-fixing," by 

L. F. Boffey, pp. 513-514 ff. 
Sept., 1929, ((Responsibilities and Opportunities 

for Buyers in the Aircraft Industry," by John 
F. Hardecker, pp. 1013-1015. 

Feb., 1930, "The Modern Conception of Purchas
ing, Part I," by Willis Wissler, pp. 138-142 ff. 

June, 1931, "Rubber," by F. A. Seiberling, pp. 
528-529. . 

Feb~, 1932, uThe Purch1,l5e of Printing," by Fred c 

W. Lingley, pp. 99 ff. 



BUREAU OF BUSINESS. RESEARCH: EARLIER BULLETINS 1J PRINT 

r,l11.LDING MATERIALS 

" !'\o. 81. Operating Expenses of Building Material Dealers in 1928 
Operating Expenses of Building Material Dealers: 1927, No. 75; 1926; N~.' 64 · .' .' .' .' .' .' .'; .' .' .' .' .' .' .' .' .' .' .' .' .' .' .' .' .' 's'o' ~~~t~~e1~~~ 

GROCERY- RETAIL (See also CHAIN STORES) 

Operating Expenses in Retail Grocery Stores: 1924, No. 52· 1923 No. 41· 1914 No 5 50 t h 
No. 13. Management Problems in Retail Grocery Stores C1918) ..... : .... : .. .' ... :::::::::::::::: ... ~e~Osc:~ts 

GROCERY- WHOLESALE (See also CHAIN STORES) 

Operating Expenses in the Wholesale Grocery Business: 1919,•No. 19; 1916, No. 9 ................... 50 cents each 
No. 8. Operating Accounts for Wholesale Grocers (revised edition -1920) . ·• .... !1 .• ~ ••...••.•.... Out of Print 

GR.OCERY- MANUFACTURERS 

No. 79. Marketing Expenses of Grocery Manufacturers for 1927 and 1928 ........... !'! ................... $1.00 
No. 77. Marketing Expenses of Grocery Manufacturers for 1927 . , ......... , ...... : . ..... ! ; . . . . . . ... 50 cents 
No. 69. Marketing Expense Classification for Grocery Manufacturers ( 1928) ................ , .... ~ .. 50 cents 

I 

JEWELRY- RETAIL -
Operating Results of Retail Jewelry Stores: 1927, No. 76; 1926, No. 65; 1925, No. 58; 1923, No. 47; 1922, No. 38; 

1919, No. 23 ............................................................. • .... 50 cents each 

PAINT AND VARNISH WHOLESALE 

No. 66. Operating Expenses in the Wholesale Paint and Varnish Business in 1926 50 cents 

PLUMBING AND HEATING SUPPLY- WHOLESALE 

No. 72. Departmentizing Merchandise and Expense Figures for Plumbing and Heating Supply Wholesalers ( 1928) 
50 cent& 

No. 71. Operating Expenses of Plumbing and Heating Supply Wholesalers in the Central States in 1927 •... 50 cents 

Pu"BLIC UTILITIES 

No. 68. Interstate Transmission of Power by Electric Light and Power Companies in 1926 . • • . . . . . . . . . . . . 50 cents 

SHOE-RETAIL (See also CHAIN STORES) 

Operating Expenses in Retail Shoe Stores: 1922, No. 36; 1919, No. 20 ............................. 50 cents each 
No. 10. Management Problems in Retail Shoe Stores ( 1913-1917) •...............•.................. 50 cents 

SHOE- WHOLESALE 

No. 6. System of Accounts for Shoe Wholesalers (1916) •........•...... · · · · · · · • • · · · · · · · · · · · · · · · · · · · 50 cents 

TEXTILES 

No. 17. International Comparisons of Prices of Cotton Cloth- January, 1919-March, 1920 • · · · · · · · · · Out of Print 

MISCELLANEOUS • 
No. 82. Distribution of Hard Fibre Cordagll (1927), by Howard T. Lewis · · · · · • · · • · · · · · · · · · • • · · · · • • · • · 50 cents 
No. 73. Operating Expenses of Wall Paper Wholesalers in 1927 • · • · •. · · · · · • · • · • • · · · · · · · · · · · · · · · · · · • · 50 cents 
No. 62. Operating Expenses of Private Schools for the Year 1925-26 · · · · · · · · · · · · · · · · · · · · · • · · · · · · · · · · · 50 cents 
O;>erating Expenses in the Wholesale Automotive Equipment Business: 1924, No. 51; 1923, No. 42 • · · · · 50 cents each 


