FOSTER COMPETITION

WHY DoD SHOULD MOVE
TOWARD COMMERCIAL
PRACTICES

A Disparate View

it people miss the central point
of why Department of Defense
(Dol) acquision must move
toweard a more commercial-like
cnviromment. Our present focus
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achieve those one-time, per-
cent savings which might accrue if we
can achieve legislative reform (the
800 Panel Recommendations) allosw-
ing Dolr 1o design and bulld hand-
ware o commercial standards. How-
gver, this ks not the best of reasons o
move toward commercial standards.
What we really should focus on is buy-
ing into the commercial competitive
process where confinuous agpressive
Commpetition drives down initial prod-
uct sales peces and provides stimulus
for continued product improvement and
cost-performance  benelit,

The Dol has an opporunin o gel
the same environment that
brought the prices of cellular phones
down and thelr pedformance up. We
in Dol peed to benefit from the way
of conducting business that has im-
proved CAMCORDER performance
while habving their price. We need o
use the system that in just a few years
has made home computers afford
able and indispensable.
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The mew constralned fiscal envi
ronment in which Dol? finds iself will
require noew ways of acquiring equip-
ment. Most will delay or defer capa-
bilities the Services would prefer o
acguire more quickly. Decisions will
have o be made as o whether a
number of different capabilities should
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be simultancously introduced into

only portions of the force as opposed
to our current intent to fully outfit all
combat elements. This direction, plus
an added emphasis on broad retrodit
of forces vice new platform procure-
ment, will completely change the na
ure of Dol procurcment.
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Thouwgh it offers diificult challenges,
this new environment also may offer
new opportunitics. In changing fmom
a needed rapid response o Sowviet
capabilities not influenced by budget
constraints o a long-term, budget-
constrained modernization program,
we may be mimicking the business
world of LS. high-technobogy indus-
try more closely than ever. The latent
advantage in adopting a strategy mone
closely to the commercial world is
being better able o adopt the busi-
ness methods which have so strik-
ingly reduced their product cost and

increased their product capability.

It is not the 10-15 percent cost-
performance improvement from speck-
fication chanpes that we should seck.
Rather, our objective should be to get
the larger incremental cost-perfor-
mance improvements typleal of the
competitive, high-technology, com-
mercial world, ‘We should strive to
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achieve a stranglehold on our military
marketplace with low-cost, high-per-
formance products — like the Japa-
nese did to us in the consumer elec-
tronies field and we have done recently
to strike back in the semiconductor

MICTOPROCESSOr arena.

These consumer product advances
have come not at the expense of the
supplier industries; rather, they have
expanded and strengthened them.
Continuing competition in the mar-
ketplace Is what has made it happen,
not bending the rules on how to build
things. If we want to build a strong
DoD Industrial base, we should emu-
late competitive Industry practice.

The real DoD issue, In my opinion,
should be where procurements are
required to be more like the forms of
competition seen in the commercial
marketplace, rather than limited to
promoting a DoD “specification-free
environment” to what will be, in an
era of reduced new systems, a bess-
and-less competitive industry.

This different type of focus has not
been discussed greatly. Perhaps this
is because such a marketplacc may
not be to the advantage of those who
give advice on the defense Industrial
base — namely, those who are in it
now and might benefit from a change.
The industry mow by DoD
admittedly has performed well in the
past as seen by the results of Desert
Storm. However, it has been good at
what we have asked it to do during the
past decades — because of Soviet
pressure, to emphasize performance
and not necessarily economy. As a
result, being scrupulously cost con-
scious is not something we would, in
our wildest dreams, attribute 1o our
current defense industry.

In the following, | hope o develop
the ratlonale that there should be a

substantial shift in emphasis in what
we are trying to accomplish by acqui-
sition reform, one skewed more
heavily toward increased competition
ar all levels.
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Key Issue

In my view, the real reason DoD
should move to commercial standards
is to be better able to permit continu-
ing commercial-like production com-
petition throughout the lifetime of s
military products. The threat of con-
tinuing commerclal price competitlon
is what drives commercial suppliers
to use their best people on design for
low cost In the first place, and then to
continue putting as first priority fur-
ther reduction of cost and increased
performance downstream. The same
should be a DoD objective.

Suppliers in commercial industry
know they cannot sit on thelr hands
once they introduce a product. They
knowwe & they are successful in intro-
dugcing a new, "hot* sales ltem, it will
be reengineered quickly by their com-
petitlon, which is anxious 1o take over
that market. We should facilitate thal
continuous commercial-like compe-
tition.

However, as things stand, that is
not how we motlvate our contraclors,
The best of our contractor designers
— the ones responsible for cost/
pedformance optimization — having
once helped their companies win a
contract, now shift immediately 1o
new competitions yetl © be won.
One can hardly blame these contrac-
tors; that is where their greatest
rewards lie.

Conversely, government efforts 1o
support commercial practice should
not be oriented principally toward
helping selected contractors shave
small percentages of cost from prod-
ucts no longer subject to continuwing
competition, That is not where the
biggest savings are 1o be found.

If we are o break our pick on a
tough rock, it cught to be a rock that
has real gold in It

Raison 'Elre

Numbers taken from an Office of
Technology Assessment report in pro-
cess of publication show the differ-
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ences. With their permission, 1 In-
clude them in Figure 1.

Today, almost everyone quibbles
over whether savings by speclilcation
and other reliefl can be as high as 10or
15 percent. Howewver, the bombshell
of momentous proportions contained
in the referenced chart s that the
differences in costs for equivalent
military and commercial items actu-
ally purchased in the marketplace can
range from 500-900 percent. Linusual
about all this Is that it isn't very sur-
prising o amyone who sees the numbers,

Clearly, not all cost differences are
due o competition. Some differences
are connecied with different volumes;
some, perhaps, to lesser environmen-
tal requiremenits, although there Is a
bulk of Mavy experience that shows
commerclal equipment can be repack-
aped easily to work In the milltary
environment of ships and aircraft.

Further, 1 believe this concept of
continuing competition in military
goods can be achieved straightfor-
wardly and. in fact, is aided by our
curment budper woes, Also, | suspect
these ideas will experence far less
difficulty than will an assault on the
eaches of 800 Panel Acquisition Re-
form. Subsequent paragraphs illus-
trate how to accomplish the proposed
continuing competition. Lasthy, along
with the cost reduction continued
competition brings, can come a level
of rellability and performance better-
ment mot otherwise achicvable.

The Enwvironment
We Wish to Create

[n my mind, this proposal is the
“Mavytap repairman” argument in mili-
tary clothing, In its simplest form, we
wish to force ourselves and our sup-
pliers into the equivalent of the Maytag
environment. Maytag sells s prod-
uweis by convincing the public that
they have a competitively priced prod-
uct: s competitive performance im-
proves constanth; and its products
never need repair because reliabllity
& their greatest concermn. To make
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that claim “stick” through the years
with department store customers,
Maytag has tremendous incentive to
imvest its profiis and use its

best people to improve its

product continuously. There
is no eguivalent “life-or-
death” reason for Dol pro-
gram mansgers or thelr mill-
tary contractors o make the
same comsequential effort.
Meither is the gain to do so
high, nor is the perl of not
doing it consequential, That
being the case, any contrac-
tor, military or commerclal,
can be expected to put his
best product design talent into
completely different product
development because that s
where their money would lie.

Why Address this Issue?

The issue of alfordable
military products 1s more Im-
portant today than ever be-
fore. Surprisimgly, It may be
casier to implement now than
earlier. These condi-
tions are tnue because:

— Force  structure
demands, driven by
miultiple war scenaros
and smaller budgets,
inevitably are going to
make acquisition ac-
counts smaller and
smaller, thus empha-
sizing even mone the
need for reduced prod-

Ut Coslis,

— Products introdwced in the nesxt
decade will be used far longer than
previoushy. Product improvement in
the bong term will be the order of the
decade rather than new platiorm in-
troduction. 1t is plausible o beliewve
bullding factory improvements Is maore
economical {even without arguments
based on competition) than having
them installed in the field by retrofit.

= BMobilization potential becomes
mone important. because we will not
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maintain, for budget reasons, a force
that can ride out all foreseeable cri-
ses. Therefore, we will be obliped o

design for rapid increase equipage of
our force, not knowing when it will be
needed. To meet that need, our only
option appears to be an active warm
base from which to accelerate.

That, in mm, will drive us in-
evitably to build our new products ai
a low rate so we can keep our lines
hot. We cannot allow the kinds of
problems we have now (Abrams tank
line, which will soon be dead) where
many of our material items now out of
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production have stari-up times not
within the envelope of anticipated
crisis waming times. These longer
build-pat times will be permitted by
the threat of the next decade; whereas,
the threat we had formerby would not
Critical to remember is that times have
changed. In the old days of Sowviet
confrontation when they introduced
a new capability, we needed immedi-

Contracior phale released by DoD

A Soldier holding a Shinger scans the horizon.

FIGURE 1. MIL-SPEC vs. Commercial Comparisons

(for similar quantities)

MIL-SPEC to Commerical Ratio

i Cost
Sony Color Monitor BX
Data Processor (classified) 89X
Guardrail VIV 2X
Secura Phone X
STU I/ STU NI

STU N 4%
Computer PDP 11/44 ax
Remota Sensor 4.5%
Inertial Mavigator 1.7X

CarousaldsN 132

Source: U.5. Depariment of Delense, 1387,

ate, full response. Now, the threats
are of lesser numbers and probably
can be satisfied by a more dram-out
modernization program.

— Through this more drawm-out
procurement cycle we need to main-
tain technological superiority, not al-
lowing a protracted period of con-
stant capability product. In DoD, we
need the same Incremental improve-

Phata courtasy of McDonnall Deuglas

B&C. A zequence of photographs showing o GELU-15 bomb on tangel and on Impact during @
weapons demaistration, December 12, 1978, af White Sands Missile Range, New Mex(oo.
DA pardr of LIS, Marfnes accurately determtine Mt locatkon duringy desert ERpRIRG EXETCIses
wsimgy the Posilion Loceton Reporting System (PLRS), The Hughes system allows Marines in
the freld o communicate with commanders by using a dighiel manpack radio thal provides
focation, prvigation and shart messages through a hand-Beld readout device

E. Alr-to-air view of an FAA-18 Hosmef sirtke fghfer aircraf from Maelne FighteriAtrack
Sgumdron 314 (VMFA-314) fidng an AIM-2 Sidewinder air-to-air missile durmg an opem
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Acao Tme Reusenmy  SzE

Similar Same
X Worse 1/6
2% Similar Same
45X - i1
1.5X Similar Larger
= Worse(11X) 1/8
— Similar 1/4
—_ Worse(5X)

ment that is typically poing on in the
commercial marketplace every day.
With that Improved performandce, we
also would need the decreased costs
seen in any evolving commercial mar-
ketplace. The best examples of what
we wish for the milltary is what is
going on today In the high-technology
commercial electronics businesses.
Tebevision, CD, computer. long-haul
communications and cellular car
phone businesses all give speciacu
larly better value as each year goes
bw. To give added hope that we can
gain for the military what the chvilian
buver already has. those products jusl
discussed are almost exact overlavs
of what the military will buy in the
next decade,

Furthermore, | see no reason why
we cannot give the military buyer the
same bargains we have available In
our home electronics products, as long
as we can achieve continuing produc-
tion competition throughout the life
time of military production runs.

Technigue for Achieving
Continuous
(Commercial-like)
Competition

To achicve the continuous compe-
tition tvplcal of the commercial mar-
ketplace, several characteristics of that
marketplace must be satisfiad,
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1. Reasonably long procurement
cyeles for our products, In order 1o
make plausible competitor investment
in reengimeering and tooling for lae
market entry. (Predicted by this ar
ticle to be the way the military pro-
curement will have to respond, for
reasons other than cost, to the new
budget environment.)

2, Freedom to champe detailed de-
sign and 1o change any parts as long
as the completed product can demon-
strate form-fit and function compli-
ance with the Inltial design, and pass
companion environmental and lot
sample tests. (An existence theorem
has proved that such a process can
work. We already allow in-produc-
tion changes for the advantage of the
povernment, subject to similar quall-
fving tests. Also, on a complete prod-
uct basis, it was already wested sue-
cessfully by the Army In its Gulf War
GPS receiver procurement.)

3. Willingness to accept vendors ac-
counting systems and plant proce-
dures. [Again, already successfully
tested by the GI'S experiment. Also
probably easily accepted as long as
these competitions include several
commercial  contestants  and
recompetitbons ane freqguent. )

4. Willingness to no longer depend
on military maintenance for these
kinds of procurements. Rather, there
must be agreement to follow today's
commercial pamern of neum o ven-
dor for replacement or repalr (albeit
the commerclal vendor may also be in
the field, if mecessary). (Partially be-
img done now for many products we
buy. Clearly acceptable for most
consumables ordnance like Stinger,
Sidewinder, GBLl bomb kits and the
like, for raining systems, for logistic
support equipment, and for most com-
plicated electronics net normally
in Immediate contact with the en-
emy.)

5. Agreement through contractual

instruments that the designs paid for
by the government, when produced,
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belong to the government and that
these designs can be revealed to pro-
spective bidders at the time of
recompetition, (The way many com-
mercial subcontractors now work.
Equivalent to the common comrmer-
cial practice of buying buying a com-
petitors procluct and seeing what's in
it and how it works.) Mow practiced
by the povemment in second-source
procurements.

&, Further, agreement that nothing
unspecified as company proprietary
at the time of original contract award
can be claimed later as company
propretary without agreement by the
government. (A requirement not
dissimilar from standard, long-ac-
cepted military second-sourcing pro-
cedures, and now frequently used in
second- and third-tler contracts by
primes.)

7. Producis intended for long pro-
duction runs {e.g., ar least gix years or
more) during the competitive produc-
thon period subsequent o initial pro-
duction, will be considered to meet
the stafuie requirements of MNon-De-
velopmental Ttem (NDI) legislation.
(What isproposed already may be an
allowable Interpretatlon of current
statutes, though probably this appli-
cation will need co al affir-
mation. Such affirmation may be
agreeable o the special interests sup-
porting existing regulations because
of its comparatively limited applica-
tion compared to blanket 800 Panel
approvals.}

Summuary

The Dol should try to emulate
commercial characteristics which fos-
fer continuous commercial-like com-
petition over the lifetime of its future
procurements. Threat of such oon-
tinuous procurement competition,
when occaslonally exercised, can
force intense supplier effort on cost-
performance In thelr Inltal designs,
in order to make more difficult Later
market entry by a competitor. Contin-
ued viporous cosyperformance em-
phasis also can be expected for the
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same reason — the desire to prevent
competitor market entry at anytime in
the extended product production
cycle. The whole 1dea is for the pow-
ernment to prevent noncompetitive
equipment belng bullt amytime dur-
ing the production span of its pro-
prams. From examining commercial
high-technology parallels, 1 believe
that is whene the biggest potential for
savimgs exists for the buyer,

A program o easily achieve these
incentives is proposed in this amicle.
Work 1o relieve government procune-
ment restrictions as proposed by the
B0 Panel should also be pressed
with vigor, since not all DoD products
can meet the criteria for continuing
competition as outlined above, How-
cver, our acquisition community must
understand it is continuing commer-
cial-like competition, not specifica-
thon change, that holds the greatest
opporunity for significant Dol sav-

Ings.

In sum, as a way to look at things,
it Is our Maytag problem we wish to
sobve. Would we rather have the re-
palmman come out (at SXX per hour
and charge retail parts costs) or would
wet rather have the improvements built
in at the factory at a fraction of the
cost and, when we can buy a new one,
give the old cne to the kids (in the
DoD case, to war reserves)? If you
don't like the Maytag equivalence, try
the comparable Motorola lange-screen
television parallel. In this instance,
you probably do not want a planned
product Improvement program Lvolv-
img your kocal repairman implement-
Img It Im wour living room. but may
prefer to buy a new version when the
price comes down a bit and new per-
formance becomes lrresistible, at
which time vou put the old one in the
puest house (training base),

The kssues in this article are paten-
tially extremely Important. They are
sufficlently different from popular
thought to mert major vetting and
consideration. | hope the article sthmu-
lames investigation and concern.
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