CHICAGO URBAN LEAGUE

Building Minority Businesses

Part One
The Structure of Corporate Purchasing

James H. Lewis

Department of Research and Planning
Chicago Urban League

Thies repesadch was supporied by grangs from
ATET and the Polk Bros. Foundation

_



Chicago Urban League
Board of Directors

Officers

Chairman
Jacoby [ Dickens

Vice Chairs
Edward G, Gardrer
James R. Kackley
Lo F. BMullin
James J. ("Connce
Willkam A, Osborm

Secretary
Johin WL Rogers. Jr.

Directors

Lazcelles Anderson, Ph.D,
Andreve C. Barrett

Frank L. Biskny

Barbara L Bowles

Frank B. Brooks

Jarmis L Buckner, DOLS
Thomas J. Burrell

Joseph &, Carl, Jr.
Anthory Chaitin

Davd E. Chambeers, Jr. P
Michelle L. Collins
James W, Comptan
Drolores E. Cross, Ph.D
Jacoby 0L Deckens
Ecward . Gardner

J. Brisce Heasch

hehan C. Hopson

Assistant Secretary
Clyde E. Proctor

Treasurer
Barbara L. Bowles

Member at Large
Charles & Tribbett |1

President and CEQ
James W. Compton

George E Johnson
James R. Kackley

Paul Kleppner, PhD,
Laster H. MckKaewer, Jr.
Lec F. Mullin

James J. & Connor
Stuart 1. Ciram

Sad Ordoneer

William A, Osborn
hhron J. Resnick
Jahn W, Rogers, Jr
Robert T. Simpson, Jr.
Mettie F. Smith
Fichard A, Stein
Charles A. Triboett I
Wihlliam . Wiksen, PhD,
Jamas L Wright



(= CHICAGO URBAN LEAGUE ©

Building Minority
Businesses

Pt Chiras
The Structure of
Corporate Purchasing

James H. Lewis
Department of Research and Planning

Chicago Urban League
4510 South Michigan Avenue
Chicaga, llinois G0E53
773285 5800

1997

This reseanch weas supparted by grams fiom
ATET and the Polk Bros, Foundation

r___.—



Table of Contents

Acknowledgments

Executive Summary

Introduction

Underdevelopment of Minority-Owned Manufacturing and Whaolesaling
Structurdl Change and Procurement from Minority-Owned Businesses
Large Firms Are Reducing Their Suppliers

Corporations Increasingly Rely on Preferred Suppliers

The Size of Contracts Is Increasing

Corporations are Demanding Just-In-Time Delivery of Materials

Use of Electronic Data Interchange Is Increasing Slowly but Surely

The Importance of Quality 13 Increasing

Why Strategic Changes Can Cause Problems for Minority-Owned Businesses
What Is the Impact of These Conditions?

Developing Minority-Owned Firms in the Supplier Base

Data Sources

Notes

ONE & CORFDAATE PURNCHARING



BAFLIMNG MIMORITY BUSINESSES

Acknowledgments

Members af (he Execulive Service Corps who conducted firm interviews and assisted with
survey developmen! included:
Clyde Brenner » Bill Davidson « Herb Gordon « Ron Holmberg « Ray Hoffman « Frank
Kreuz » Ermst Kaufmann « Henry Kusher « Burt Lasko « Ann Markowitz « Mark Pollack
« Alan Stome « Jim Weiss

Lou Lampley assisted with survey development and firm interviews.

Chicaga Urban League project staff also included:
Mik Thesdore « Anthony Williams « Cynthia Jordan-Hubbard « Mary Ann Manning




Executive Summary

Im the Chicago area, only a small percentage of manufacturing and wholesaling firms are
owned by African Americans, These firms tend to be substantially smaller on average than
white-owned firms. Both the small size of firms and lack of African-American ownership of
firms in these industries contribute to the lack of wealth and high levels of unemployment
in many Chicago neighborhoods. Manufacirers and wholesalers engage primarily in busi-
ness-to-business transactbons. Thelr sales bring money infto 2 community through profics
and wages, rather than recirculating money within a community, which is the produwet of
amall retail firma that primarily rely on local markets,

During the past two decades there has been a growing presence of African Americans in
the construction industry and in services, but the relative absence of minority-owned firms
in manufacturing and wholesaling means that African Americans are largely outside a ma-
jor portion of the 1.5, and local economies that consist of business-to-business transsc-
tions.

Thers are many reasons for the relative lack of minority-owned firms, their small mum-
ber of emplowvees, and relatively low levels of sales.

1 Large firms are reducing the number of their suppliers.
A survey conducted by the Chicage Urban League shows that:

85 percent of minority vendorss in the Chicago area feel that sup-
plier reduction has made securing or maintaining sales relation-
ships more difficult.

National studies, corroborated through evidence from Chicago, show that most large
firms are currently seeking 1o reduce their number of suppliers as they seek to strength-
en quality assurance, reduce inventories, utilize electronic communication, and re-
ceive fupplies and materials flexible to their needs.

2 Corporations increasingly rely on preferred suppliers.

B4 percent af minority vendors reported that lack of access to con-
tract opportunities or specifications sometimes or often makes se-
curing and mainiaining sales difficult,

As corporatbons seek to reduce the number of firms with which they contract, they
rely more heavily on relatively few firms with which they develop close relationships.
Use of preferred suppliers reduces quality assutance costs, particularly when pur-
chazed items require certilication or have narrow specifications. Only 21 percent of
minarity vendors reporied a perception of increasing corporate openness to buying
from mew firms.

3 The size of contracts is increasing.
As corporations purchase more from fewer firms, average contract size increases.

Orwer 50 percent of minority vendors surveyed in the Chicago area
have experienced difficulty securing contracts because of the vol-
ume of product or services required.

ONE & CORAFORATE PURACHASING



BWILOMNG MINCRITY DUSINESSES

4 Corporations are demanding just-in-time delivery.

A major new trend in manufacturing is toward highly coordinated production pro-
cesses that require inventory to arrive for processing *just-in-time™ (ITT),

54 percent of minority vendors surveyed reported having o take
greater responsibility for holding inventory.

Suppliers also report greater responsibility for shipping. Increased wse of JIT, with its
requisite high level of communications and flexibility, reinforces the trend roward
preferred suppliers and reduced numbers of vendors.

5 Use of electronic data interchange is increasing.

Increasingly, corporate buyers are requiring suppliers 1o communicate with them by
computer for bidding, ordering, inventory control, shipping, inveicing and payment.
These developments favor well-capitalized firma that can invest in computer-based
communications, They require that the small vendor have expertise not only in his;
her product ling, but also in managerial sysiems.

6 The importance of quality is increasing.

For mamny purchazed items, quality has supplanted price in determining which supphi-
er will recelve & comtract, Increased insistence on guality by buvers can mean inten-
sive product certification processes and expensive measures 1o comply with buyers’
standards, not enly for the quality of the product itself, but with regulations for how
it should be produced. While quality in itself 1s not a barrier for minarity-owned
firms, extensive certification requirements can make it harder for many smaller mi-
nority-owned firms to compete.

42 percent of minority vendors surveved reported that changing
quality standards have created difficulty in securing sales at least
somi of the thome.

65 percent of minority venders surveyed reported that buyers®
wanting a longer track record has created difficulty in securing
sales.

7 “0ld boy” networks are important.

Because of the importance of personal relationships in doing business, minarity-owned
firms surveyed report difficulty entering established supplier networks, thereby los-
ing opportunities tor which they may be qualified.

74 percent ol minority vendors surveved believed that a corporate
“old boy” network continues to operate in purchasing,

71 percent ol minority vendors surveved belisved thal overly nar-
row bid specifications had cost them business.
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8 Size has an effact.

The small average size af minority-owned firms makes it difficult for some 1o accom-
modate the supplier reduction programs that result in larger confracts fo fewer flrms.

Larger minority vendors surveyed had greater management, pro-
duction, and sales capability, reported less difficulty communicat-
ing with corporate buyers. and were less likely to consider dis-
crimination to have hurt them.

9 Financing is a problem.
Lack of financing continues to be a major problem.

73 percent of surveyed minority vendors reported that cash flow
problems had cost them business.

45 percent reported difficulty obtaining financing for cash flow.
33 percent reported difficulty obtaining financing for expansion.
47 percent reported dissatisfaction with their bank.

#s with production, problems with financing were correlated with firm size.

10 Affirmative action programs remain essential.

Mational surveys show that large corporations place from 2 percent to 5 percent of
thelr purchases with minority-owned firms, While minerity vendors clearly benefit
from both public- and private-sector affirmative action programs, many are skeptical
of corporate commitment 1o these programs, Corporations purchase relatively little of
their raw or manufactured materials from minority vendors.
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Introduction

The relationship of minority-owned
businesses 1o the process of corporate pro-
curement is rarely the subject of discussion
when the topic is how to grow and expand
minority-owned businesses. However, a
large wolume of economic fransactions oc-
curs not between individual consumers and
sellers, bui between businesses that sell
large volumes of products or services to one
ancther Because of the limlied purchasing
power of consumers in low-income neigh-
borhoods, the best strategy for economic
revitalization of those neighborhoods is no
inwestment in small retailers serving local
miarkets, but development of firms that “ex-
port™ goods and services from those neigh-
borhoods through manufactures and ser-
vices that will be purchased by others
Because minority firms have so little pres-
ence among the nation's manufacturers,
wholesalers, and producers of raw materi-
als, they tend not to exploit markets out-
side their neighborhoods. The lack of mi-
nority firms in manufacturing, which has
historically provided many of the living-
wage, entry-level jobs in central cities, has
been one of the root causes of the high lev-
els of inner-city unemployment.

While the Chicage Urban League fully
expects policies that result in minority buasi-
ness development such as affirmative
action, neighborhood-level business dewvel-
opment, and government loam programs
to continue, two things are clear 1o us:
{1} there is a vital need to siimulate minoer-
ity business development in industrial sec-

tors where the business-to-business trans-
acthon 18 dominant, and (2] both the pri-
wale seciof and the general public would
welcome strategies 1o accamplish this that
are based in the private sector,

The research described in this repost
examines major impediments facing minor-
ity firms as they pursue business-to-busi-
ness transaciions and the extent to which
these impediments are a product of long-
term, structural changes in the way corpo-
rations efganize their procurement fune-
tions

The research tends to describe the rela-
tionship of relatively small minority busi-
messes to large corporate buyers, This is
lbecavse, for the most part, minority busi-
messes can be classified as “small™ busi-
nesses, because scholarly research on pur-
chasing has focused on large corporations,
and because large corporations track their
purchasing records with minarity firms. The
thres major sources of nformation for this
study are a survey conducted by the Chi-
cage Urban League of 128 minarity firms
operating in the Chicago area, in-depth in-
terviews with managers in seven large cor-
porations, and a review of other studies that
analyze corporate procurement practices
that helps us place the Chicage experience
within a national context. This range of data
sources provides ample evidence with
which to document majpor changes taking
place in the structure of corporate pracure-
ment and its impact on minority business-
e,




Underdevelopment of Minority-Owned
Manufacturing and Wholesaling

Minority individuals own disproportion-
ately few businesses in the United States.
Recently released figures fram the U.5. Cen-
sus show that, while African Americans
comprise 12 percent of the LS. popalation,
they represent only 2 percent of the owns
ers of businesses with paid emplovees.!
The bureau’s report excludes Subchapter
C corporations, which tend to be larger
companies.

Minority firms are also on average much
smaller than firms not ewned by minaori-
ties. Mationally, non-publicly owned, black-
owned firms with employess average only
5.4 employees per firm while non-black-
owned firms average 8.9 emnplovess ® In the
Chicago ares, black-owned firms average
fewer than eight employess per firm. In
some major indusiry areas, the disparity
in number of employees exceeds two to one
{see Table 1). Mon-black manufacturing
firms average more than three limes as
many employees as black-owned firms.
mon-black mining and transpontation firms
average twice as many employees as black-
awned firems in those seciars.

Black-owned firms are found dispropor-

tionately in service industries and are highhy
underrepresented in manufacturing; whole-
gale trade; and finance, insurance, and real
estate. Table 2 illustrates the distribution
of black-owned and non-black-owned firms
across nine industrial categories,

The problem of the shertage of black-
owned firms in manufacturing and whale-
saling also exists in Chicago. Excluding
Subchapter C corporations, the Bureau of
the Census counted only 43 black-owned
manufaciuring firms and 53 black-owned
whaolesale trade firms in the Chicago area
im 1992 (see Table 3], Those firms (hal were
reporied are small. Manulaciurers averaged
aboul 25 employess and wholesalers aver-
aged aboul en*

The list of businesses cerlified with the
Chicago Minority Business Development
Coungil also indicates the scope of the mi-
nority business community in the Chicago
area. The council's 1996 list for all mimeri-
1y groups included more than 300 manu-
facturers, over 100 transportation (iFms,
awver 200 wholesale trade firms, and almost
530 firms in service indusiries.

Cerification lists include only business-

Table 1
Employees Per Firm Nationally*

employees per firm

black- non-black
industry owned owned
agriculture, forestry, fishing 26 4.7
mining 5.7 12.5
construction 3.2 48
manufacturing 6.6 22.1
transportation and public utilities 5.0 10.7
wholesale trade 5.7 10.1
retail trade 6.9 9.7
finance, insurance, real estate 5.5 13
services 5.6 8.4

*Sole proprietorships, partnerships, and Subchapter S corporations.

OMNE » CORAPORMATE PURCHAESIG



BUILDING MIGRITY BUSINESSES

5 that voluntarily requested certification of government and some corporations.
of mimority ownership so that purchases These statistics are, therefore, conservative
from them could be counted towards mi- counts of the total firms in an indusirial
nority contracting goals esizblished by units calegory.

Table 2

Distribution of Black-Owned and Non-Black-Owned
Firms by Industry Nationally*

proportion

black-owned non-black-
industry firms owned firms
agriculture, forestry, fishing 2.4% 2.6%
mining 0.1% 0.4%
construction 13.9% 15.6%
manufacturing 3.1% 5.3%
transportation and public utilities 6.4% 3.7%
wholesale trade 2.4% 5.6%
retail trade 19.1% 23.3%
finance, insurance, real estate 5.0% 7.8%
services 476% 35.8%

*Sole proprietorships, partnerships and Subchapter S corporations.

Table 3
Black-Owned Businesses in the Chicago MSA, 1992°

number of number of

black-owned employees,

firms with black-owned
industry employees firms
agriculture, forestry, fishing, mining 43 N/A
construction 166 551
manufacturing 43 1,092
transportation and public utilities 149 1,516
wholesale trade 53 572
retail trade 537 4,784
finance, insurance, real estate 209 1,705
services 968 5,909

*Sole proprietorships, partnerships and Subchapter S corporations.
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Structural Change and Procurement from
Minority-Owned Businesses

Change (s constant. Sorme changes are rece-newtral in intenr, bt
most changes impact biock MBEs becanse of the stractore of things
sach as size, insurance. and neenory.

Minority-owned firms that wish to sell
and corparations that want to buy mest in
the pracurement process. We believe that
a major transformation 18 taking place in
the structure of procurement in major cor-
porations and thai this transformation is
reducing the ability of minority firms to sell
to corporations undergoing these organiza-
tiomal changes.

In their pursuit of greater efficiency in
the preduction process, lower prices, and
greater assurance of quality, corporations
are underiaking new organizational pro-
curement strategies.* These include (1) re-
ducing the mumber of venders, (2} form-
ing longer-term relationships with vendors,
(3) centifying vendors for quality, (4) de-
manding increasingly precise delivery
schedules for materials, and (5) utilizing
computer-based communications with sup-
pliers

According to a recent study, during the
19805 the most impertant supplier infor-
mation for purchasing professionals be-
came the supplier's quality and delivery

— Blzck Business Choner

performance, lead time to the purchasing
company, past prices, and service capabil-
ities. Supplier guality and delivery perfor-
mance moved from rankings of thirteenth
and eighth most important respectively in
1981, 10 first and second in 1989.% When
firms conduct capability surveys of their
suppliers, they now focus on the supplier's
in-process quality control, praduction
scheduling, subcontracting policies, and
manufacturing processes ®

These changes affect corporations and
minority-owned firms in different ways,
sometimes making it harder for corpora-
tions to work with minority-owmned firms,
Smaller and less well-financed on average
than majority-owned firms, many minor-
ty-cwmed businesses find it hard 1o adapt
o these changes in the siructure of corpo-
raie procurement.

The following sections detail how these
major structural changess make expansion
of the minority business community in-
creasingly diffiouls.

ONE &
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Large Firms Are Reducing the Number
of Their Suppliers

Sometimes we have been fold that even thongh a manager warnts (o
1258 QUF EOMPARY, We cannot gef @ conirac! bécause they ane reduc
ing the number of vendors. Comparnies are closing the opporianities
rhat existed for nog companies, especally minonty businesses, o
Lot ey covthnacts,

— Minarity Firm

Figure 1
Buyers reducing number of vendors has created difficulty for my company:

securing sales (N = 88) maintaining sales (N = 73)

often

sometimes

never

100% 75% 50% 259% 0 ) 25% 50% 75%

|
100%




As Figure 1 shows, most minority-owned
firms surveyed believe that corporations re-
ducing their number of suppliers may have
cost them business. (The source for this
and all subsequent figures ks the 1995 Chi-
cago Urban League survey of minority-
owned businesses.) Evidence from inter-
whews with firms and other rescarch studies
suggests that this problem may grow worse
rather than better

Large Chicago-area corporations inter-
wiewed by the Chicago Urban League re-
parted implementation of sirategies o pe-
duce their number of suppliers. One major
pharmaceutical firm claimed 1o have re-
duced by 50 percent [ts number of suppli-
ers over about three years, Another major
firm reduced fis suppliers {rom approxi-
mately 5,500 in 1990 to about 1,800 in 1994,
A Chicago-area food producer reported that
it had reduced the total number of its sup-
pliers and the number of its minority sup-
pliers in récent years but that the dollar
value of business with its corment suppli-
ers had risen.

What we have observed locally is pan
of a national trend. An analysis of studies
of 27 different industries conducted by the
Center for Advanced Purchasing Studies
found that in almost every instance, the
average firms responding 1o the studies had
reduced the number of suppliers from the
previous year” In 46 of the 54 industries
looked at, firms surveyed reported averag-
ing fewer vendors than in the previous year.
Many of these reductions were substantial:
37 percent in the number of suppliers by
aercspacedefense equipment firms repon-

ed in 1995; 10.5 percent by aerospace,de-
fense confractor firms reported in 1993; and
18.5 percent in electrical equipment firms
reported in 1993, A 1993 study found that
purchasing managers predicted that the cur-
rent trend of reducing the number af sup-
pliers would continue through the year
20008

Monezka and Trent found that the twa
purchasing sirategies with the most impact
on procurement effectiveness in the last five
years were the continued intersst in cadt
reduction and the pursuit of guality im-
provements.®* However, the next four items
all reflected efforts by corporations 1o con-
centrate their purchasing with relatively
few, high-quality suppliers — reducing the
number of suppliers, develaping longer re-
latienships with longer contracts, and sin-
gle sourcing, Monczka and Trent found a
35 percenl increase in the ratio of longer-
lerm 1o total contracts with a commensu-
rate increase in the dollar value of those
purchases. The average buyer has seen the
number of firms he/she works with decline
from 126 in 1990 to 46 in 1993,

Purchasing agents can be heavily bur-
dened, and firms are continually under
pressure to reduce overhead and adminis
tration such as purchasing. They therefore
will take paths of least resistance that still
vield price and quality. This will mean
greater coniracling oppportunities for sup-
pliers with whom buyers are familiar, in-
creased use of electionic communications,
and reliance on suppliers that buyers have
certified,

ONE & ©
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Corporations Increasingly Rely on
Preferred Suppliers

Figure 2a
In the past five years, you have found increased openness
to buying from new firms:
N=1M

19%

yes

Figure 2b
Lack of access to contract opportunities or specifications
has created difficulty for my firm:

securing sales (N = 98) maintaining sales (N = 77)

often

sometimes

never

100% 7% 50% 25% 50%

100%
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Carporations are increasingly utilizing
“preferred suppliers" in an effort to guar-
aniee quality materials while cutting down
on their own inspection costs, 1o Secure
flows of materials that will be responsive
1o production meeds, and 1o Hmit the ad-
minkstrative codts of dealing with muliiple
suppliers. This wend tends 1o close contrac-
ing oppartunities to new and smaller firms,
a problem experienced by minority firms
that have had difficulty accessing business
opportunities or contract specifications.

Typically, preferred suppliers provide a
large proportion of a corporation’s inpuls
in a particular category of material and
undergo an extensive certificalion process
in arder for the purchasing corporation to
b2 able 1o rely on thekr guality. One majar
corparation interviewed noted that it (5 not
uncommon for it 1o conduct on-sie inspec-
tions of vendors in order 1o verily the pro-
ceases they willize, However, surveillance
of preferred suppliers is less, which is one
of the ressons they use a preferred suppli-
& Syslem,

While mest large firms routinely seek
competitive bids for purchased items, pre-
ferred suppliers may not have 1o bid, Some
firms will redy heavily on a preferred sup-
plier for a high volume commodity or ma-
terial, but also purchase occasionally from
smaller suppliers as a form of security and

to maintain at least some pressure for com-
petitive pricing. Once a preferred supplier
is “lecked” ime a long-term relationship
and processes and standards have been cre-
ated, incentives for competitive pricing can
be bost,

The move toward more contracts with
preferred suppliers has led 1o longer con-
tracts. A major Chicago-ares 1elecommu-
nicatlons flem reporied increases in the
average length of coniracts from one year
in 1992 ro three years in 1994, Kolchin and
Ciunipero found that purchasing manag-
ers expected the current trend toward more
single sourcing of supplies and services 1o
increase through the year 200022

[1i5 rare to find minority vendors among
a major corporation's preferred suppliers.
Corporations tend to utilize preferred sup-
pliers for production items and for items
that tend to be most complex.™ Typically,
a large corporation will have from 20 10 40
such suppliers. They provide either raw
materlals or equipment in areas where
large-volume orders aré expected over a
period of years, and the firm does not wani
10 be burdened with ongoing monitoring
of quality. The overall lack of large minor-
ity-owned firms in indusiries such as raw
materials, manufacturing, and wholesaling
has limited the number of minority ven-
dors who are preferred suppliers.

ONE &
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The Size of Contracts Is Increasing

Figure 3a
In the past five years, corporate buyers have demanded
larger volume contracts:
N =101

no
60%

Figure 3b
Volume of product or services required
has created difficulty for my firm:

securing sales (N = 85) maintaining sales (N = 71)
often

sometimes

never

100%  75% 50% 25% 0 ) 25% 50% % 1009
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The corporate trend toward preferred
relationships with fewer suppliers has in-
creased the size of confracts, Many minor-
ity firms have observed this trend and have
found bt difficult to secure or maintain buasi-
neds relationships. One major Chicago-anea
corparstion reported that over a recent four-
year period, the number of African Ameri-
can suppliers it utilized had decreased by
approximately 30 pencent. Al the same time,
total purchases from remaining suppliers
increased by almost 50 percent. Thus, the
average comtract per African American sup-
plier approximately doubled over the peri-
od. Generally, however, a substantial in-
crease in the size of contracls causes
problems for minority-owned businesses,
which may lack the size or financing 1o
gepvice such contracts. A typical situation
is the case of a local, minority-owned of-

fice supply company that loses business be-
cause carporations choose o wilize a sin-
gle natlonal, full-service, catalogue firm

While small contracts do continuee to be
let in maost industries, the average amount
of purchase per supplier can be quite large
for fmajor corporations, '2 Large food man-
ufacturing firms average over $2 million per
year in purchases from individual packag-
ing suppliers and over 3] million pér year
in purchases from providers of food ingre-
dients, Automobile makers average more
than £1.5 million in purchases from each
of their suppliers. Others are smaller. In
1983, textile/apparel manufacturers aver-
aged only about $25.000 in purchases per
supplier. Clearly, large corparations reguire
higher valume purchases than do smaller
Companies,

ONE & CORPORATE PURCHASING
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Corporations Are Demanding Just-in-Time

Delivery of Materials

Figure 4a
In the past five years, corporate
buyers increasingly have required
you to hold inventory:
N = 46

yes

o no

Figure 4b
In the past five years, increased
responsibility has been placed
on you for JIT shipping:
N =46

Yos

securing sales (N = 75)

Inventory or shipping requirements have
created difficulty for my firm:

maintaining sales (N = 69)




To keep production casts down, corpo-
ratkons are increasingly pressuring suppli-
ers lo warehouse inventory in anticipation
of future purchases. Minority-osmed busi-
nesses surveyed report increased pressuse
to hold inventory and to provide just-in-
time (JIT) shipping. As Figure d¢ shows,
approimately ene-thisd of the firms sur-
veyed report that these demands have
cauged problems for them.

Through JIT sourcing systems, buyers
amempt to coordinate the arrival of a pro-
duction input at the factory closely with
its processing. Kolchin and Giuntpero found
that nationally, purchasing managsrs ex-
pected the current trend toward shorter
cycle times to continue through the year
Z000."* This trend puts an increasing bur-
den on suppliers to either maintain larger
inventory themselves ar better anticipate
the product needs af their buyvers. Chica-
go-area firms interviewsd indicated consis-
tency with this trend, One firm noted that
it expected 1o furn over its inventory on &
monthly basis, Another noted that it in-
creasingly expecied suppliers o be respon-
sible for holding materials untll the firm
wg ready to process them.

Gentry found that the mest influential
factor for U5, firms in selecting carriers

was their ability to deliver on time. Rates
charged were a distant second. ™ Corpocate
selection of the mode of iranspartation was
most stronghy determined by the required
delivery date, with cost of service, reliabil-
ity, and quality of service a5 secondary con-
slderations.

Evidence already exists that increased
uge of JIT systems can increase the use of
preferred suppliers, with & resulting de-
crease in the number of suppliers utilized
by a firm. When Xerox Corporation imple-
mented a JIT system, it reduced its suppli-
ers from around 5,000 to only 300.1% While
it is hard to say exactly how fast, it is fair
to say that use of JIT systems is growing.
The combined aerospace/defense indus-
tries handle approximately 15 percen: of
line items on a JIT basis. ™ Major comput-
er and telecommunications eguipment
firms réporl managing ower 30 percent of
their supphy base with JIT systems,

Ter the extent that corporate implemen-
tation of JIT requires expensive technalo-
gY, increases the wse of preferred suppli-
ers, and reduces the number of vendors
while awarding larger contracts to those
wha remain, JIT could make it harder for
smull firms 1o do business with largs cor-
poralions,

ONE & CORPOHATE FURCHASING
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Use of Electronic Data Interchange Is
Increasing Slowly but Surely

Figure 5a
In the past five years, increased computer or communications
technology is required for interaction with clients/buyers:

N=15
yes
88%
no
Figure 5b

Data transmission/computer requirements related to areas such as
billing, shipping. inventory, or others have created difficulty:

securing sales (N = 75) maintaining sales (N = 61)

sometimes

never

100%  78% 50% 25% 0 ) 25% 50% 5%

100%|




s Only 20 percent of minority firms
surveyed are directly linked 10 cor-
porations by comguter for invoic-
ing.

» About one in four (23 percent) mi-
nority firms i linked directly by
computer 1o a buyer for the pur-
page of receiving orders,

In order to reduce administrative over
head and to facilitate speedier turnaround
of supplier transactions, corparations are
increasingly favoring suppliers who can
communicate with them electronically. In-
creasing requirements for electronic data
interchange can b a burden on smaller,
less-capitalized firms, About one in three
minority-cwned firms surveyed found comy
puter requirements problematic for either
seCuring or maintaining sales.

Electronic data interchange (EDI] in-
volves the utilization of computer-based
communications systems 1o transfer busi-
ness information. Information can include
specifications, requests for bids, bids, pur-
chase orders, inventory information, ship-
ping information, invoices, and payments,
Increasingly, firms are relying on a slan-
dardized set of decument formats devel.
oped by the American National Standards
Institwte theeugh the Accredited Standards
Committes in 1979, These standards are re-
ferted 1o as the ANSI X12 standards and
were first published in 1983, They are re-
viewed, updated, and supplemented regu-
larly. Computer software available from a
number of different manufacturers carries
and communicates these formats. It i3 help-
ful if two pamies trying to commuRicate

through ED use the same software svstem;
howewer, differences can be surmounted by
uskng a value-added netwark, which trans-
lates messages from one system 1o anoth-
er. It hae been estimated that by the year
2003, 70 percent of 1.5, companies will be
participating in EDLY

Review of studies of major U5, indus-
tries by the Center for Advanced Purchas-
ing Fudies suggests that EDN has wet 1o
become a requirement for doing business
with large corporations. The one clear ex-
ception is the awtemotive industry. Aute
makers reported that 79 percent of their
total purchase dellars were processed
through EDL" From 1991 to 1993, airline
use of ED] increased from 12.4 percent to
1% percent, and motor carrier use from .6
percent to 33.7 percent.’ Maost industries,
however, still process less than 10 percent
of purchases through EDI,

Major trading parimers may have very
specific ED] requirements, and, in the
waords of Richard Bort and Gerald Blelfebd:,
authors of the Handbook of EDI, “To resis
accommaodating these trading pariners of-
ten k= folly. ™™ ED] tends to be most com-
man in corporate relationships with pre-
ferred suppliers, alihough one major
Chicago-area firm we interviewed felt that
some potential vendors had been eliminat-
ed from bidding processes because they
couldn't work with the firm's EDI system,
particularly in the areas of order eniry and
fund transfer. Another major firm sought
EDI for purchase orders, invoicing, and pay-
ment and would accept & potential suppli-
er who could interact electronically on ene
of the three and was willing to work on
implementing the other 1wa.,
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The Importance of Quality Is Increasing

Becgusze of the narere of bustness, the cliens will choose qualiey first
ard foeremost, regardiess of any mandages,
— Minority Firm

Figure 6a
In the past five years, industry product or service
quality standards have become higher:
N=14
yes
65%
no

Figure 6b
Changing quality standards for your products or
service have created difficulty for:

securing sales (N = 75) maintaining sales (N = 73)




Minarity-owned firms have observed
higher quality standards and aboui one in
three has found changing quality standards
a barrier to securing or maintalning sales.

As with the other trends observed, qual-
ity promises to become increasingly impos-
tant in the future. In a national study of
capability requirements for suppliers of
large corporations, Monczka and Trent
found that gquality wasz no longer a major
determinant of which supplier would re-
ceive an order, for the simple reason that it
wias now assumed, High quality s now es-
sential merely to compete and other sup-
plier capabilities determine who receives
orders. ¥ Monczka and Trent also found in-
creases in the utilization of systems o mea-
sure supplier performance. Businesses also
expressed increased willingness 10 under-
take activities directed ac developing the
capabllity of suppliers.

The search for quality, as well as for ow-
er costs, has led many corporations to adopt
global sourcing strategies. The willingness
of corporations to purchase and produce
materials internationally has led 1o a sig-
nificant reardering of supplier relationships
in many industries and has resulted in loss
of vending opportunities for many domes-
tic firms.

Cusality Systems

Corporations utilize a variety of tech-
niques 1o assure supplier quality. Quality
becomes of increasing importance as mar-
ket competition expands worldwide, as
product liability becomes an increasing con-
cern, a5 products such as computer tech-
notogy and chemicals are made with greater
complexity requiting higher standards of
tolerance, and as buyers from corporations
require quality from one another i tuemn.

Certifization Systems

Compantes operating in fields with ex-
trermely low tolerance far erfor operate so-
phisticated certification systems designed
to establish the quality of a supplier’s prod-
uct to their buyer's standard and often o
the U.5. governmeni’s. The chemical indus-

iry requires perhaps the most stringent ad-
herence 1o quality and certification as new
drugs and their component chemicals can
requine years of testing and approval by the
.5, Food and Drug Administration.

Suppleer Rating Systerms

Formal supplier rating systems have be-
come extremely common among the na-
tion’s large corporations, For instance, ap-
proximately four-filths of large food
manufacturers, nearly all major semicon-
ductor producers, nearly three-quarters of
large computer and telecommunications
equipment manufacturers, and almost two-
thirds of electrical equipment manuwfaciue-
ers utilize formal supplier rating systems.

150 000

While it i3 not ver the norm across in-
dusiries for & company to require 130 2000
certification of a supplier, this quality stan-
dard is being used increasingly [as are sim-
ilar systems such as Q5% in the auto-
maotive industry). Approximately 11 percent
of suppliers to large transportation fiems
and 48 percent of direct materials suppli-
e7s 1o semiconductor firms are certified. 2
Eighteen percent of computer and telecom-
munications companies require their sup-
pliers 1o have 150 9000 cenification ® As
major corporations increatingly choose 1o
certify themselves, it becomes a growing
requirement of their suppliers,

On-Sie Review ol Suppliers

By 1995 major firms producing semicon-
ductors commanly conducted on-site au-
dits of their suppliers. In a 1995 survey of
major semiconductor producers, 100 per-
cent of companies conducted on-site au-
dits of their direct material suppliers, 67
percent audited their capital equipment
suppliers, and 71 percent sudited their in-
direct materials suppliers. ™

The proliferation of these systems re-
quires new firma to ake extensive measures
to guarantes the quality of their products,
as well a3 be prepared for potential intru-
sion inte the operations of their firm by
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buyers. Corporate evaluation of suppliers
can be gquite detailed. Suppliers may be
asked to explain their own intérnal man-
apement systems and provide detail on their
production processes, quality assurance
processes, financing. records retention, and
processing and storage facilities. One cor-
porate guality assurance guesticnnaire
seeks information regarding the adequacy
of a supplier company’s bathroam facili-
ties. Corporate apecifications tend 1o be
much more rlgid for direct than indirect
purchases,

Increasingly, 100, purchasing corpora-
tions expect suppliers to engage in engi-
neering and research and development re-
lated to the product. Many expect suppliers
to be making continuous imprevement 1o
materials that will be integrated into the
purchasing firm's production process.

These expectations can become a prob-
lem for minority firms. Those firms sur-
veyed were convinced that many corporate
buyers did not sufficiently understand their
capabilities, theraby underestimating their
patential for performing quality work. Al-
most twa-thirds (62 percent) of minority
firms stated that corporate buyers believed
thal minority businesses in general have
inefficient production processes. Black-
awned firms were parficularly likely to feel
that corporate buyers consldered them in-
efficient.

‘Yet the majority of minority-owned firms
believe that they have adequate capability.
Sixiy-eight percent consider themselves (o
harve highly trained managerial personned,
7% percent are satisfied with their capacity

to process documenis, and Bl percent are
confident of their ability 10 handle large
orders.

For the most part, minority firms in the
survey believe that they, and minority firms
in general, are gualified 1o make addition-
al sales 1o corporations, In some cases,
these perceptions are conirary io impres-
sions held by major carporations, many of
which feel that lack of minority firms in
key areas inhibits their ability to identify
minority firms

= 65 percent of surveyed mimarity
firma feel that iv is not ditficul ta
maich their skills with a purchas-
ing corporation's needs

= 66 percent of surveyed minority
firme fesl that their track record
should satisfy corporate huyers,

= B0 percent of minority firms do
nod feel that they need particular-
Iy long lead times to make adjwst-
ments to their produwcts that might
ke desired by corporate buyers, al-
though 40 percent expressed somse
reservatbons abowt thetr ability 1o
alter their products oF sefvices to
meel changing carporate needs

While minority lirms may consider
themselves to have adeguate track records
in their fields, corporations are more and
more locked into relatively fewer contracts
with companies with which they have long-
standing relationships.




>

Track Record
Figure 6¢
Buyers’ wanting firms with a longer track record
has created difficulties for my company:
securing sales (N = 92) maintaining sales (N = 77)
g often
sometimes
never
100% 7% 50% 25% ° 0 25% 50% 5%  100%

w Firms reporting that they had dif-
ficulty securing zales often be-
cause of track record averaged
seven years in business.

Track record is important because it may
serve in part a8 an indicater of potential
guality in the mind of the purchasing cor-
poration. The survey indicated that for mi-
nority firms, one of the major determinants
of the ability to secure sales 13 the age of s Firms reporting difficully some-
the firm rimes or never averaged over 14

years in business

Corporate Demand for Quality Creates Specialty Opportunities

Figure 6d
In the past five years, corporate buyers requested
smaller quantities of more specialized items:
N =42
yes

56% no
447%

The trend toward greater oulsourcing of
supplies and services does have some po-
tential benefits for small, minerity firms,
Small firms specializing in a particular

product or service will have greater oppor-
tunities to exploit niche markets and, in
those cases, may nol have to compete with
larger companies.
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Why Strategic Changes Can Cause Problems
for Minority-Owned Businesses

Introduction

As the sirategic changes in corporate
procurerment described above take place,
minority-owned businesses find thamse|ves
in a vulnerable position for a number of
reasons. Because of the imporiance of per-
sonal relationships to doing business, mi-
nority firms may find themselves shut out

of many opportunities. The small average
size of minority firms makes it difficult for
them to accommadate the reduction of sup-
pliers, and problems with financing make
adjustment to changes in inventory and
delivery systems challenging.




The Problem of Size

Very often, becanse we are not large enough to carry a number of
new employees, potenitial sales are dosl to larger companies that can
afford to wait for poyments over a 90- io 1 20-day period

Ome of the biggest problems facing many
mminority businesses as they pursue com:
tracts with corporations is that such firms
tend 1o be small. Among the minority busi-
nesses in the Chicago area surveyed, the
size of minority businesses s 2 statistical-
Iy significant {actor in determining how the
firm will view its opporiunities to secure
contracts with corporations and what im-
pediments it will face,

Size is the biggest obstache 1o being able
to deliver high-volame orders and provide
a wide array of producls or services that
the buyer increasingly demands of a “full-
service” supplier. In search of administra-
tive efficiency, buyers seek 1o establish
lang-term relationships with relatively few
suppliers who can provide them with a
wide range of services. Smaller firms also
tend 1o be less well-capitalized and report
less access Lo financing, Financial limita-
tions can be a serious problem when {irms
are asked to deliver services prior 1o pay-
ment, nun inte cash-flow problems, or are
uwnable to expand guickly enough to cap-
tupe larger wolume orders.

Size alse can affect the perception of
quality, Larger firms may be mare likely to
inwest in 150 2000 certification or ED] ays-
tems. The presence of these certifications
and capabilities makes a company more
attractive to corporate bauyers.

= Minority Firm

Capacity

The Urban League survey clearly indi-
cated a correlation between the size of the
firm and its self-assessed capabilities. The
larger the minority-owned firm surveyed,
the more favorably it viewed its own ca-
pacity.

Larger minerity firms are more likely
than smaller firms to believe:

s They are sufficientiy capitalized.

= They have sufficlent management
SYSIEms

s« They have sufficient production
capability.

» They have adequate ability to ad-
vertise.

» They have a sirong track recond.

s They receive access to large or-
ders.

s They will get opportunities Tor
long-term contracts.

Communication

Larger firms report fewer problems than
smaller firms communicating with poten-
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tial buyers, This was refiected in better un-
derstanding of quality standands, better per-
ceived ability te bid and negotiate, and
greater perceived knowledge of bidding
oppartunities.

Larger minority-owned firms are signif-
lcantly more lkely than smaller firms o
believe thar:

= Corporations adwertised bidding
opportunities sufficienthy.

» Corporations communicated their
quality standards adeguately.

Corporations provided sufficient
lead times for bid response.

= Minority-owned firms could ne-
gotiate favorsble contract terms.

Size, Race, and Contracting

Larger and presumably more successful
businesses are less likely than small barsi-

nessed 10 express eynbcksm on contracting

igsues thal potentially concermn race,
Larger minority-owned firms are more

likely than smaller firms 1o believe that:

s Discrimination does not limit thedr
business opponiunities.

Cultural misunderstandings had
cost them business opportunities,

« Corporate buyers apply regula-
lions inconsistently.

Minority-owned firms often believe that
the inconsistent application of regulations
or standards is edther indicative of or a cover
for favoritlam bazed wpon race, Owners of
minority businesses of all skzes believe that
racial barriers continue 1o exist in the pro-
curement process, [t should not be surpris-
ing that the more successful (i.e., larger] a
business is, the less it is likely to consider
race a barrier 1o success,

28



Financing

Access to SBA or bank financing of receivables {5 next to impossible

T get withowt morigaging your life

One of the major factors thar affects the
ability of minority businesses 1o secure con-
tracts and to expand i access to financing.
Financing ia important not only for star-
ing & new business, but also for develop-
ing the capacity 1o meet up-front costs on
new contracts, (o expand o mest velume
requests, and 1o address a host of other
business needs related to expansion.

Minarity-osmed firms surveyed repon-
ed significant problems with financing that
had an impact om thedr abiliy 1o secure new
confracts.

Cash flow requirements have kept
73 percent of minority firms sur-
weyed from securing business,

= Cash flow requirements have kept
4 percent of fitms surveyed from
maintaining existing sales rela-
tionships.

Money for cash flew i3 important be-
cause contracts often require work (o be-
gin prior to payement, In some cases, par-
tlcularly in construction, subcontractors
must begin work and receive payment be-
fore the general contractor réceives the first
payment.

— Minority Birtingis

Beyond the problems of start-up, receiv-
ing payment for orders can be problemai-
ic.

w &2 percent of minority firms sur-
veyed reported difficulty receiving
payment for orders or work in a
timely manner,

Mearly hall of minority firms surveved (44
percent) felt that they were undercapital-
ized. Of the 128 firms surveyed:

= 14.1 percent reported difficulry re-
ceiving financing for filling or-
ders.

& 336 percent reported difficulty re-
ceiving financing for expansion.

w4535 percent reported difficulty re-
eeiving financing for cash flow.

Omly 41 percent of firms reported having
what they considered to be sufficient lines
of credit. Forty-seven percent were dissat-
isfied with the relationship of their firm
with the bank.

Firms across all indusiries indicated
problems with financing. but problems ap-
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peared most severe for service firms, Fifty-
two percent of business service firms and
62 percent of professional service firms felt
that they are undercapitalized. The prob-
lem may be a result of lack of fixed assets
available for collateral.

Firm satisfacticn with financing varied
significantly across different racial groups.
Black-owned firms surveyed were signifi-
cantly less satisfled with their relationship
with their bank than were ficms owned by
members of other minority groups. Only
43 percent of black-owned firms expressed
satisfaction, againsi 69 percent of other
minarity-owned firms. On the other hand,
Hispanic-owned firms expressed signifi-
cantly greater satisfaction; 75 percent of
Hispanic-owned firms reported satisfaction
with their current relationship with their
bank.

Hispanic-owned firms have the most
difficulty getting paid on time. Fully 80

percent reported difficulty getting paid in
conirast with 63 percent of other minogity
firme,

The size of the firm also contrituted to
whether it experienced problems with fi-
nancing (Table 4). Large firms had signifi-
cantly less difficulty obtaining financing for
fllling orders and for expansion. However,
they reported less satisfaction with their
relationships with their banks, and were
=3 IEkely to have what they congidered sui-
ficient lines of credit,

Majar corporalions in the Chicago area
interviewed for the study routinely consid-
et the financial condition of potential sup-
plier firms. Financial condition is impor-
tant, particularly in consideration of
long:-term contracts, because buyers want
assurance that the firm will be able to de-
liver key materials or services both imme-
diately and over the long term.

Table 4
Percent of Minority-Owned Firms Experiencing Difficulty by Size of Firm

filling orders
expansion

cash flow
timely payment

lines of credit

relationship with bank

small large
18% 3%
40% 19%
47% 47%
66% 53%
47% 2%
3N% 66%

Source: 1995 Chicago Urban League Survey of
Minority-Owned Businesses.
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Access to the Inside Game

Often contracts are intentionally narmouwly defined 50 as to exclide
all but preferred bidders, whe may kave heiped write the specifica-
eiove, Severad clients told ws thar this 5 o regelar practice and that
knoadedge of sich practices rarely gets owt fnto the world,

— Mingriry Consulling Firm

Figure 7
Overly narrow specifications for bids or products
have created difficulties for my company:

securing sales (N = 84) maintaining sales (N = 65)
often

sometimes

never

100%  78% 50% 25% 0 ) 25% 50% 75%  100%

It is next to impessible o make inrpads into any company unless
you hawe personal contasr
= Minority Firm

Figure 8
In the past five years, your firrn has {ownd increased
opanress 1o buying freem minarity firms:
N=az

yes

[
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Ome of the historical complaints of mamy
minority businesses that have felt exclud-
ed from the “old boy® network was that
buyers and suppliers would collaborate to
create caniract specifications o fit the ca-
pabilities of a preselected business partner
whe already had a relationship with the
coniractor. Because of the history of dis-
crimination against minorities in the Lmnii-
ed States, many minority-owned firms re-
main cencerned that they will be denied
all-impartant access o contracting oppor-
tunities because they remaln outside long-
standing nerworks of buyers and preferred
suppliers,

Minerity firms believe that much of the
purchasing process confinues to revolve
around insider relaticnships between buy-
ers and suppliers, to which they do not have
3CCESE.

74 percent of minority-owned
firms believe that corporate buy-
ers continwe to rely on the “old
boy " metwork.

« 62 percent of minority-owned
firms do not think corperations
pravide enaugh information abowt
business opportunities,

The insider network is perceived differ-
ently in different indostries. Professional
service firms, in particular, felt that it was
hard to get their foot in the daor with cor-
poraie buyers (71 percent sirongly agreed)
as opposed 1o wholesale and retail trade
tirms, which were ambivalent. Likewise,

both professional and business service
firms felt that corporations were not goad
about circulating word of bidding oppar-
tunities {77.8 percent and 70.4 percent, re-
spectively, strongly agreed) while only
about one-third of manufaciorers and con-
siruction firms strengly agreed,

Minority firms were divided over wheth-
er discrimination had limited their business
opporiunities: 40 percent believed that dis-
crimination by buyers had hurt them, and
46 percent believed that discrimination
continued io limd: opportunities for minor-
iy firms in general. Whether a flem con-
sidered discrimination a factor in s abili-
by do secure contracts varies stronghy by the
race of the firm. The historical discrimina-
tion against African-American firms in the
construction industry by local government
has been extensively documented and
many African-American-owned firms think
they continue to experience discrimination
im the private sector.

Indeed black-owned firms surveyed
were significantly more likely than other
minoriy-owned firms (o believe that dis-
crimination had hur them and other mi-
narity-owned firms in general, Black-owned
{firms were also significantly more likely 1o
believe that cultural misunderstandings had
hourt their cwn firm.

Longevily and success seem o moder-
ate the fear of discrimination. Firms that
reported increased openmness 1o buying from
minerity vendors had been in business
longer than those that reported less open-
ness, averaging 17.4 years, againsl 12.6
years




What Is the Impact of These Conditions?

Two major observations can be made
about the utilization of minority business-
85 a5 suppliers in the private seclor:

1. Evidence suggests that uiilization
is increasing.

2. Private-sector wtilization is low
comparad touilization by govern-
ments of jurisdictions with sub-
stantial minarity populations.

We believe that in large measure, the
corporate utilization rates are & product of
the structural changes in the procurement
process that have been cocurring during the
19803 and 1990% and that these changes
threaten 1o place an effective ceiling on bew-
els of minority business utilization.

Minority Business Enterprise
Programs

Among the nation’s larges companies,
it is now unuswal not to operate a formal
program for minority business utitization,
A formal program includes dedicated pro-
fessional management, corparate palicies,
tracking of purchasing., and accountability
systems. Highly developed programs in-
clude a director of minority purchasing who
reparts 10 the vice president of purchas-
ing. Purchasing agents or division heads
have goals for using minority vendars that
are monitered in their annual perlormance
evaluation. Companies may utilize crass-
departmental ieams to develap stralegiss,
as well as advisory committess consisling
of representatives of minority vendors, All
of the major corporations with which we
conducted interviews operated a formal
Program.

Clearly defined minogity business pro-
curemeni programs are far less prevalent
among midsized and small businesses.
Membesship in the Chicage Minority Busi-
ness Development Council, which assists
corporations in locating minority-owned
firms with which 1o do business, includes
onby a few of the Chicago area’s midsizad
firms. Mone of the three midsized business-

es that this project studied or solicited for
study operated a formal program, dedicat-
ed staff for minority procurement, of kept
minority utilization statistics,

Our interviews with corporate manag-
era indicated that in some cases there is a
sende that the effectiveness of the corpora-
tion's minority business development pro-
gram depends more on the initiative of &
lzad staff person than on institutional com-
mitment, which is probably weaker in this
area than in most others of the business's
functicns, Development of minorty busi-
nesses kg clearly not the priority of most
American businesdes. Across the range of
4 corparation’s many core functions such
as research and development, production
or service provision, marketing, and fi-
nance, targeling purchases 1o minority ven-
dors is a low priority.

Goals for Minority Business
Utilization

One of the strategies that business and
governments utilize is to set goals for the
percentage of their total purchases that
came from minority or women vendors. [t
i= ot unusual for & local government such
as the city of Chicago o have goals of 25
percent or higher for minority contracting.
Current contracting goals for the city of Chi-
cago are 25 percent for minority-owned
firms and 5 percent for women, Cook Coun-
ity has goals of 30 percent for minorities
and 10 percent for women.

Major corparations interviewed for this
study would net, for the most part, reveal
their specific goals. In some cases the cor-
poration's goal was for the company as a
whole and for individual managess 1o in-
crease their minority firm utilization from
ane year o the next. One firm interviewesd
expressed a goal of 6 percent each for mi-
norities and women. Another firm report-
ed 5 percent

A major Chicago area manufacturer/dis-
iributor has set as a goal to go from $173
millkon to 5250 milkion in minarity purchas-
es by 1998, a goal that requires a 20 per-
cenl annual growth rate in purchasing from
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minarity fiems. Over the past five years this
firm had averaged growth in minority-firm-
utilization of 16.8 percent.

Utilization of minerity firms by govern-
ment tends ta be higher for 1wo reasons,
First, gowvernments are far more vulnerable
to polifical pressure from racially diverse
constiluencies thay advocate atilization of
buginesses owned by meambers of their ra-
cial or ethnic group, Second, governments
procure large volumes of construction, an
area that has proved conducive ta minori-
1y business development

Private-Sector Utilization Rates

Large corporations generally report mi-
nority-firm utilization rates of 5 percent or
less, The Center for Advanced Purchasing
Siudies observed 48 utilization percentag:
ea for 27 different industries in studies of
lapge firms in major industries conducted
from 1989 throagh 1995, The largest firms
in 32 industries benchmarked between

1999 and 1995 averaged betwaen 2 percent
and 5 percent minority business urilization
(see Table 5] %5

Large corporations understand the pro-
curement function as consisting of direct
and indirect purchases. Direct purchases
include the matertals willized in the pro-
duction of the praduct sold by the firm.
Indirect purchases include the equipment
and services needed to operate the firm or
for production.

One of the major problems with corpo-
rale minority business development pro-
grams i% (hat the bulk of procurement from
minarity-owned firms consists of indirect
rather than direct purchases. More minari-
ty firms operate in the indirect areas. Qual-
ity certification seems generally 1o be less
rigorous for indirect purchases, meaning
that there are more open contractling op-
portunities than in direct materials, The
overall record of one Chicago-area lirm 5
instructive in this regard (see Table 6).

Table 5
Average Utilization of
Minority-Owned Firms*

number of
utilization rate industries
less than 2 percent utilization 8
2 percent to 5 percent utilization 32
5 percent to 13 percent utilization 8

*Selected large firms from meta analysis of CAPS

studies.

Table 6
Purchases from Minority- and
Woman-Owned Firms for a
Major Corporation in
the Chicago Area

percentage
purchase category of purchases
real estate 20.0%
automobile 14.3%
construction 9.8%
temporary services 9.1%
outsourced: plant 8.0%
materials 78%
training and consultants 4.4%
equipment 0.2%
computer 0.2%




In six of the nine purchase categories
the participation of minorities and women
exceeds 7 percent. However, the two areas,
equipment and computers, where partici-
pation is less than 1 percent, account for
approximately half of the firm’s tolal pur-
chases.

One large chemical manufacturer in the
area utilizes a certification process that is
extensive and expensive, and the firm has
& strong interest in mainfzining relatively
few suppliers over long periods of time.
Although this firm did have (wo prefermed
minarity suppliers, nonetheless one man-
ager termed its direct purchases as “unp-
1ouchable” in ender 1o underscore the dif-
ficulty of becoming a preferred supplier.

Ancther major corparation inlerviewesd,
which reported an overall wilization rate
of 1.3 percent, had a rate of over 10 per-
cent in wtilizing minority firms in its pur-
chase of marketing services and over 30
percent in adhesives. Relatively few minor-
ity firms preduce or sell the raw materials
that make up the bulk of the firm"s direct
purchases.

Firms vary in their approaches 1o pus-
chasing direct materials. One Chicago-area
food processing firm distinguishes bepwesn
materials that are highly sensitive to con-
sumer taste and those that are not, For com-
moddities that will be used in large quantity
and whose quality is unlikely to vary sig-
nificantly between suppliers, the firm
makes purchases almost salely on the ba-
sis of price. However, in Instances where a
relatively unlgue ingredient ks required for
the production process, price becomes far
less impertant. The firem will purchase from
whoever can deliver the particular product
with high quality on a timely basis.

Government requirements sre impariant
far generating the utilization of minority
businesses. Major construction firms frack
minarity-firm ulilization on a projeci-by-
project basis, adopting those goals set by
the client. 1t is also clear that affirmative
action Tequirements for firms doing busi-
megs with the federal government influence
corporations to contfact with minority-

owned firms. However, such corporations
may hawe overall minority-firm utilization
rates below 5 percent.

There is an interest in buying from
mintarity firms bur the standards,
specifications, and cost all have o
glass ceiling effect.

— Minarity Vendor

Many minority firms surveved gues-
tioned the effectiveness of minority buosi-
ness development programs run by corpo-
rations and the corporate commilment to
those programs,

= &6 percent of minority-owned
firms surveved belisved that cor-
parate buyers do not have suffi-
cient incentives fo make minority
business programs work.

s 57 percent of minority-owned
firens did not think corporations
were committed to making minar-
ity business programs work.

The extent to which minerity lirms took
seriously cotporate commitment 1o minar-
ity business enterprise programs varied
with the industry they were in. Construc-
tion firms, which tended to trust the cor-
porate commitment, differed significantly
from minority service firms, which did not
believe in a corporate commitmment. More
than 70 percent of service firms surveyed
strangly agreed thal corporations lacked
commitment to minerity business develop-
ment programs. Only 11 percent of con-
struction firms stromgly agreed.

Consistent with thelr cynicism regard-
ing the motivations behind minoriy busl-
mess programs, minorily firms expressed
ambivalence about their effectiveness. Ser-
vice firms were significantly less likely 1o
believe that minerity business programs
had assisted them in securing comtracts
than were wholesale and retall firms. Over
50 percent of service fioma sirongly dis-
agreed that minority business enterprise
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programs had helped them secure con-
tracts. Service firms, therefore, tended to
doubt both corporate commitment to and
effectiveness of these programs.

Major corporations interviewed aupport
increaded urilization of minority businesa-
es but will not compromise etficiency v
do so, Progressive companies require doc-
umentation of minority bid solicitation on
large contract amounts and reguire state-
ments from buyers explaining why minos-
ity firms were not included if none were

considered in the bidding process. Corpo-
ralions may reguest majar eonlracions o
include minority subcontractors among
their supplisrs. Unless the corporation has
a government cliznt, however, these strate-
gies are generally voluntary. In general, cor-
porations were interested in helping minor-
ity-cwned firms develop into stronger
companies but did ne conslder minority
status sufficient reason Lo direct business
ta & firm.




Developing Minority-Owned Firms in

Supplier Bases

Purchasing from minority-owned busi-
nesses helps build a stronger Chicago com-
munity. Minority-owned firms are an im-
poriant source of jobs for people living in
inner-city neighborhoods. Private-sector
purchazing utilizes the competitive market-
place to diversily weslth acroas all types of
communities

In order to accommodate the many
changes taking place in the procurement
environment, corporations can do a num-
et of things that will lead to expansion of
minarity business while developing high-
gquality, cost-efficlent suppliers:

= Utilize organizations such as the
Chicage Urban Leagus, the Chi-
cago Minority Business Develop-
ment Council, and the Cosmaogol-
itan Chamber of Commerce ta fill
gwailable contracting opportuni-
tes.

Develop small but growing firms
through utilization of mentor/pro-
tégé contracting arrangements (o
expand their capability.

Encourage srall Hrms with com-
plementary anributes (o enter into
supplier contracis as pariners,
thereby expanding their capacity,

Assist gualified firms to develap
any required EDI capacity and
certifications as well as to obtain
financing.

Encourage or réquire major sup-
pliers to wtilize minority business-
(=3

Look beyond established supplier
relattonships for highly motivat-
ed, new entreprensurs
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Data Sources

Survey

The Chicage Urban League utilized a
miail survey sent to approximately 800 firms
identified as minority owned through cer-
tification with the Chicago Minority Busi-
ness Development Council in the fall of
1995, Distribution of the survey was limi-
ed to companies that would be expected 1o
engage in large volumes of business-to-
business transactions. Therefore, most re-
tail firms were excluded. The distribution
also excluded most of the area's minority
firms engaged in construction because ihe
League has extensive experience with the
construction industry and wished 1o focus
this research on firms in other Industries.
The League received 128 usable surveys.
The survey was developed by staff of the
Chicago Urban League, the Execulive Ser-
vice Corps, and the Chicago Minority Busi-
ness Development Council, One section of
the survey is comparable 10 a survey uli-
lized by Dallinger and Daily in a study of
the problems corporations encounter when
they purchase from minority business en-
terprises, ™

Businesses responding to the survey had
the following characteristics:

Race
African American &80.2%
Latina 19.5%
Atian 18.8%
Other 1.6%
Number of Employvess
lio 10 56.5%
11 o 20 17.7%
21 to 40 12.1%
41 and over 13.7%

Industry
agriculiural services i
consiruction ?
manuiacturing 25
Iransporiation -3
redail trade 26
real estate 1
SErvices 58

Year Started
1945 to 1969 10.4%
1970 to 1979 19.2%
1980 to 1989 47 2%
1990 it Presant 13.2%

Corporate Interviews

Project stafl conducted formal inter-
views with purchasing department manage-
ment and buyers in seven national corpo-
rations operating in the Chicago area.
Corporations selected represent major in-
dustries such as technologles, chemicals,
manufacturing, food, and professional ser-
vices, Because several of these companies
shared proprietary informatbon with inter-
viewers, the Urban League agreed (o in ne
way reveal the identity of corperations pro-
viding information. Maenproprietary infor-
matkon oblained from informal interviews
with seafi of three additional companies
thal chose not to participate formally in the
sty is also utilized in this report.

Fropect staff also conducted tweo focus
groups with managers and owners of mi-
nority firms to discuss esues related 1o
minority business growth and develap-
menl.
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