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Lnallenges 10 Innovation
N Gontracting—and
How 0 Overcome Them

An analysis of the reasons why fostering innovation in
contract management is so difficult, and several ways we
can address these challenges. BY JAMES RICH, PhD
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nnovation has become the mantra of contract manage-

ment organizations that feel the need to change their

business processes, and to generally do so in a dramat-
ic fashion.

In general, organizations see innovation as an enabler.
It can help the organization scale to accommodate growth,
develop a value proposition that is a positive differentiator,
and create a work environment that attracts and retains top
talent. Innovation is seen as a strategic tool that helps organi-
zations become more agile, promotes better team dynamics,
encourages an entrepreneurial spirit, and allows teams to
more quickly identify customer needs and develop solutions.
With so much upside, you would think we would

see hives of innovation at every level across the contract
management community. But, while contract managers
generally agree that an incrementalistic attitude toward
change will not prepare us to address the challenges of
the 21st Century, innovation and implementing large-scale
change remain a challenge. Is this because the problems
associated with innovation are so large and intractable, or
are we not as committed to innovation as we think?
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“The very existence of
flame-throwers proves
that some time, somewhere,
someone said to themselves,
“You know, I want to set
those people over there on
fire, but I'm just not close
enough to get the job done.”

— George Carlin on innovation

Innovation Got Off to a Rough Start

One of the certainties of risk management is that there
will always be organizational pushback to introducing
risk associated with change, particularly large-scale
change. This is nothing new. In fact, this pushback has
been present throughout human history.

Benoit Godin, a Canadian entomologist and professor at
INRS (Montreal), notes that for a considerable period of our
history, innovation was a pejorative term that represented
heretical thought! — and for this particular period, being a
heretic had potentially serious consequences.? Innovation
was linked to contesting established norms of religion, pol-
itics, and social affairs. Innovators were viewed as trying to
fix things that, to the masses and those in power, were not
broken. Godin attributes the modern concept of innovation
to the work of Austrian economist Joseph Schumpeter who,
in 1939, identified the difference between invention —an act
of intellectual creativity undertaken without any thought
given to its possible economic import — and innovation —
which drives firms to craft invention into constructive
changes in their business models.?
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In his seminal work, Diffusion of
Innovations, Everett Rogers establishes
that innovation is not so much an
event as it is a process that operates
within the confines of a social system.*
Rogers’ theory identifies five categories
of “adopters” — people who, for their own
reasons, adopt (or don’t) innovation over
time. The orderly progression of adoption
and identification of the categories is
set out in FIGURE 1 on page 45.

The segments move from left to
right sequentially in order of adoption:
1. Innovators,

Early Adopters,
Early Majority,
Late Majority, and

ok W

Laggards.

The cohorts are generally distin-
guished by their openness to change
and innovation and to their risk tol-
erance. A unique characteristic of the
Early Adopters is both their willingness
to embrace change and, unlike the
Innovators, they are more mainstream
and typically have positions of au-
thority and thought leadership. Early
Adopters drive innovation because they
see the need for changes and they are
comfortable with adopting new ideas,
technology, and policies with the un-
derstanding that there is an estimable
risk of failure.

For anyone who has worked in a
contracting office and observed how
changes are adopted, this model should
appear familiar. Some groups are open
to change but want to see substan-
tial evidence that the innovation, or
policy change, will actually work. My
personal experience is that this is true
even when the change is issued as a
mandate by the leadership of the orga-
nization. Slow rolling a new policy or

innovation is common in organizations
that, while not resistant to change,
believe that purposeful delay is one
way to ensure someone else does the
trial and error. In Roger’s model, the
Laggards represent that segment of the
social system that will not buy in until
there is a thoroughly tested proof of
solution. By the time the Laggards have
bought in, the Innovators are on to the
next new disruptive idea.

We have come a long way on the
journey to embrace innovation, and
while we appear now to advocate for
innovation and transformative change,
there remains a lingering skepticism of
strategies that propose to do too much
too fast. That should not be surprising.
Innovation is risky and failure is to be
expected. So, is fear of failure why it is
so hard to implement innovation in a
contracting office?

This article focuses primarily on the
federal government’s contract manage-
ment model (because it is the largest
and, arguably, the most doctrinally ma-
ture), but the concepts, principles, and
problems examined should resonate
with contracting professionals irrespec-
tive of where they work.®

Contracting is a Rule-Bound
Professional Discipline

There is no getting around this. There
are a seemingly endless array of statutes
and regulations that shape the acqui-
sition environment. Notwithstanding
the advice that the Federal Acquisition
Regulation (FAR) is permissive if it does
not specifically prohibit an action, the
FAR systemn (to include agency sup-
plements) is plenty proscriptive,® and
attempting to innovate without regard
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to law and regulation is a risky venture
I would not recommend. Implementing
a truly game-changing innovation may
require a change in the FAR or a federal
statute —which, of course, is not easy.
And, advocating for change requires
time and patience, both of which are
usually in short supply in the contract-
ing office.

Those who advocate for innovation
often call for substantial and immedi-
ate change — the “go big or go home”
argument. Small scale change or half
measures, the incremental approach,
does not meet the moment. However,
that approach is inconsistent with the
way federal acquisition policy is made
and implemented. The FAR system and
the associated rule-making process
require that change be the product of a
deliberate process ultimately involving
extensive public notice, review, and
layers of approval.

The federal contracting bureaucracy
is subject to a good deal of criticism for
being unwieldy, slow, expensive, and
difficult to understand for those outside
government. While some of that criti-
cism is richly deserved, it is not like the
government has not tried to improve
the efficacy and efficiency of its acqui-
sition model. The Federal Acquisition
Streamlining Act (FASA)” of 1994, the
Federal Acquisition Reform Act (FARA)®
0f 1996, and the three-volume report
and recommendations of the Section
809 Panel® were all efforts to make the
contracting/acquisition process faster,
more efficient, and more transparent.”

However, when you look at the
substantial efforts over the past 40 years
to improve the way the federal govern-
ment contracts for goods and services
and the current status of the contract
management environment, it is easy
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rFicure 1. Rogers’ Diffusion of Innovation Curve
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to see why practitioners are looking for
innovative solutions to problems that
seem to resist all manner of efforts to
solve them. Unfortunately, every attempt
to solve such problems seem to result in
more rules and a new set of problems.

Why Must Contracting Organizations
Generate Change from the Top?
Where does innovation come from in
the contracting organization? In the
federal space, the answer is probably
at the top of the organization or from
a research group authorized by top
management to explore the issue. There
is nothing inherently wrong with that
model if the polices promoted by lead-
ership are monitored as each are imple-
mented to ensure they permeate the
culture of the organization. However, if
mid-level managers or are not on board
with the initiative, there will likely be
less innovation driven down and, more
important, none pushed up.

A serious issue for top-down models
is the fact that a small percentage of all
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employees will have input on initiatives
that are intended to shape the future
culture of the organization. Models that
drive change without regard to input
from the organization seldom succeed
in reshaping the collective values of the
culture. The top-down thinker generates
ideas that he or she consider sound, col-
lects evidence of the soundness of their
ideas by driving change throughout the
organization via fiat, and the new vision
is rolled out. However, evidence of true
cultural adaptation and change with
such a process may be hard to find.
Now consider another model. Imag-
ine that you are a leader with substan-
tial authority, and you want to trans-
form the culture of your organization to
embrace innovation. Do you take a top-
down or bottom-up approach? In 1999,
Dave Whitwarn, the chairman and CEO
of Whirlpool, wanted to increase the
focus of the organization on innova-
tion. Recognizing that relying on upper
management to inspire innovation was
not working, he issued a corporate goal

4%

LATE MAJORITY

16%

LAGGARDS

of “innovation from everyone, every-
where.” Not a small goal or simple task;
Whirlpool then had 68,000 employees
in 170 countries, but Whitwam thought
this was absolutely necessary if the
organization really wanted to harness
its employees’ intellect."

There is plenty of employee intellect
in the contract management commu-
nity, so why don’t we hear more about
great ideas for change coming off the
“plant floor” of the contracting office? I
think it has to do with what contracting
professionals at the lower levels see as
the “ceiling of the possible.” What inno-
vation can we advocate for that has a
reasonable chance of being approved?
Most innovators operating at the base
level of their organization have a sphere
of influence that allows them to effect
change within the parameters of their
influence — and that influence tends to
be more horizontal than vertical. Thus,
initiatives at the base level of the
organization tend to focus on data-
driven issues —i.e., process and the
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day-to-day mechanics of the bureau-
cracy. Still, employees at any level of an
organization can be key stakeholders
who, while they may not initiate
change, are essential to implement-
ing and sustaining top-down directives
that seek support for innovation.

It is hard to build momentum for
large-scale change that seeks to alter
core values of the existing culture.
Organizations may identify individuals
or business units to lead innovation,
but those leaders, unless they are given
the authority and resources to make
culture-shaping decisions, will likely
not succeed.”? High impact, complex
initiatives that require multiple waivers
do not emerge from the bottom of the
organization because they consume
a great deal of time and effort and
typically fail to make it to decision-
makers with the authority to approve
and execute the idea.

Change is easier to generate at the
top of the organization if for no other
reason than those at the top have the
authority to approve the deviations and
variances required to implement the
change. Often, it’s not the merit of the
solution proposed that leads to inno-
vation but who champions it —and the
bolder the idea, the truer that is.

Innovation Is All About Technology...
Isn’t It?

Innovation, unlike creativity or inven-
tion, requires an actionable plan that
offers new or novel solutions to meet
emerging requirements, objectives, or
goals of the organization. Though it
may be inspired by creative thought
or invention, innovation is an applied
science that has real outcomes and
consequences. It is not simply a new
way to think about or frame a problem;

it is the development and implementa-
tion of a solution to that problem — and
it must be a solution that works.

Generally, innovation is associated
with a process or product that not only
represents an improvement but is also
distinguished by its “newness.” A com-
mon and easily understood example of
innovation is the application of technol-
ogy to solve problems or boost produc-
tivity. (Think of a game-changer like the
smartphone, or the potential of Al and
robotics to impact the workplace.) How-
ever, technocentric solutions have led
us to believe that all innovation involves
complex technology. Unfortunately, the
assumption that innovation in the work-
place is the domain of those employees
with highly developed IT or digital
skills is both wrong and dangerous.”
The push to innovate should be both an
inclusive and empowering process. Em-
ployees who feel left out or left behind
are less likely to support innovation
initiatives they do not understand.

For many of us in contract man-
agement, innovation will not be all
about the impact of hardware or
software on the business model; it
will be the deliberate examination of
process and organizational structure
in search of a demonstrably better
way to do business. Other transaction
(OT) authority utilization is a current
example of process innovation.”* And
it’s a good example because it is nor-
mative in that it reflects the high risk/
high reward calculus that we have
come to associate with innovation.”
OTs are specifically designed to attract
businesses that typically do not do
business with the federal government
because of the complexity and high
transactional costs associated with
federal contracts.!®
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It’s safe to say that contract man-
agers will necessarily become more
familiar with Al Robotic Process
Automation (RPA), Blockchain, and
contract life cycle management (CLM)
because the digitization of the con-
tract process promises to add value,
reduce the touch time for executing
routine tasks, and convert contract
files to an online searchable database.

Striking examples of federal tech-
nology innovation initiatives, often
developed in conjunction with the
private sector, currently deployed in
contracting offices generally focus
on important but routine processes
that can be mapped and automat-
ed. The intent is to shift focus from
lower-value administrative work to
higher-value work requiring critical
thinking that will help contracting
professionals save time and make
better-informed decisions.

Consider the U.S. Army’s “Deter-
mination of Responsibility Assistant”
bot (DORA), which the Army estimates
will eliminate human touch time in
completing a contractor responsibility
determination and reduce time to
complete the formal determination
from one hour to no more than four
minutes with an error rate of zero.”
Another example is the Internal Reve-

3,

nue Service (IRS)’s “Procurement BOT,”
also developed in conjunction with
the private sector, which provides
contractor responsibility determina-
tions using RPA, eliminates human
touch time until the formal decision
needs to be signed by an authorized
official, and reduces determination
completion times down to the 2-4
minute range.®

It is clear that the insertion of tech-

nology into the contract management
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process is not going away. Technolo-
gy does not need any sleep, it is not
bound to a nine to five mentality and
it doesn’t get sick.” Plus — there is the
fact that there are a large numbers of
companies whose specific focus is the
development of a workforce of tech-
nology subject matter experts that are
available by contract. The challenge
for contract managers is not their abil-
ity or desire to become tech savvy, but
the ever present and real threat that
the function of technology insertion
will be outsourced.

Risk Taking Can Be Really Risky
The contracting community is not
a seamless web of risk-takers. Public
sector contract managers, in particular,
are typically characterized as conser-
vative when it comes to assessing risky
solutions. Procurement professionals
are accused of putting compliance to
regulations and avoiding any possibility
of challenge or dispute right at the top
of their priority list.* But, one could
argue this behavior is both rational and
to be expected. When you see careers
derailed because people took risks that
failed, you understand the unwilling-
ness of contracting professionals to
embrace risk and uncertainty. Notwith-
standing the islands of innovation in
public sector contracting that embrace
prudent risks and do not penalize the
well intentioned “fast fail,” contract
managers are generally cautious when
it comes to innovation. There is a good
deal of out-of-the-box thinking that re-
sults in within-the-box solutions. How-
ever, the good news is that enlightened
risk-takers may have simply defined a
bigger box.

An interesting aspect of the charac-
terization of the contract manager as risk
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averse is that it appears to be somewhat
sector specific. Public-sector contract
managers are thought to be more risk
averse and to exhibit less entrepre-
neurial spirit than their private-sector
counterparts —and evidence of this
alleged discrepancy is not hard to find.
For example, the 2018 Federal Employee
Viewpoint Survey found 60% of civil
servants feel motivated to come up with
new and better ways of doing things,
compared to 76% in the private sector.”

However, the data from studies
that have specifically examined this
alleged disparity are inconclusive. For
example, one such study® suggests
that public managers are not more
risk averse or anchored to the status
quo than private sector managers,
but the incentive structures in the
sectors differ sufficiently to suggest
risk-taking and entrepreneurial be-
havior may be rewarded more in the
private sector. That finding supports
the surge in public-sector initiatives
to reshape the organizational cul-
ture by incentivizing prudent risk,
business acumen, and entrepreneur-
ial behavior (i.e., the drive to become
more “businesslike”).

An excellent example of an
initiative that addresses the issue of
public sector risk management is the
Department of Homeland Security
(DHS)’s Procurement Innovation Lab
(PIL), implemented in March 2015. In
their words, “the PIL provides a safe
space to test new ideas, share lessons
learned, and promote best practices.”
The PIL aims to improve the efficiency
and effectiveness of procurements by:
» Lowering entry barriers — for inno-

vative, nontraditional contractors

to compete for DHS business
opportunities;

» Shortening time-to-award — thereby
delivering capability to the cus-
tomer faster;

» Encouraging competition — by pro-
viding interested vendors with a
greater understanding of the goals
and objectives for each procure-
ment; and

» Increasing the likelihood of suc-
cessful outcomes — by focusing on
evaluation techniques to obtain
the most qualified vendors.

DHS employs the PIL not as a deci-
sion-making body, but as an internal
consultant to decision-makers. Con-
tracting officers and program managers
choose to submit their project to the PIL
for review and recommendation.”

There are many best practices
associated with prudent risk manage-
ment, but contract managers would
like to know if there is some degree
of indemnity that comes with imple-
menting best practices. If you want
to kill prudent risk-taking, just punish
the prudent risk-taker whose initiative
failed. We can certainly improve our
training of contract managers on the
importance of contract language trans-
parency and how to assess risks, but
that training is wasted if the employee
returns to an organization that is deeply
committed to the status quo.

Procurement Laws Don’t Keep Up

with Technology

Procurement law is influenced

by many things — including rapid
changes in technology. However, the
development of public policy and law
is typically a reactive measure; policy
is promulgated and a law is passed to
respond to a signal from the markets,
the courts, or public sentiment that
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a practice needs to be regulated,
incentivized, etc. With respect to the
application of technology to procure-
ment practices, law and policy will
always be lagging indicators.

One policy example unrelated to
contracting, but one that dramati-
cally exhibits why policy always lags
innovation, concerns the autonomous
(self-driving) car. If a self-driving car is
involved in an accident, who is respon-
sible? The mature legal and policy
model that we have relied on for many
years is out the window. (What if two
driverless cars run into each other?) Is
the “driver” —who isn’t even driving —
still responsible, or is it the owner of the
car, who may or may not be driving?
Perhaps the manufacturer of the vehi-
cle will have legal responsibility, the

company that makes the sensors, or the
firm that wrote the software code for
the vehicle’s collision-avoidance/traf-
ficmanagement system?* Once we see
a critical mass of autonomous cars on
the highway, we will see a flood of leg-
islation, regulation, and lawsuits — be-
cause that’s the way the system works.
While the generation of new
procurement policy may necessarily
be reactive, it need not be slow. There
are times when the need to provide
guidance or extend new authorities
is so compelling the system responds
relatively quickly. Currently, the threat
of the United States losing technologi-
cal dominance to near peer adversaries
is a powerful motivator that has put
the focus on the ability of the system
to speed up the rule-making process
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and support partnering arrangements
between industry and the government.
Public procurement officials and
bureaucrats in general do not generate
policy. Policy reform is typically a task
for elected officials. Unfortunately,
procurement reform is a challenging
time- and resource-consuming activity
that does not generate the positive
and highly visible publicity that many
politicians seek. Thus, it is not easy to
find a political champion for something
as stodgy and uninspiring as changing
the rules of contracting. This is truer
for procurement reform at the state
and local level than reform of federal
procurement statutes, probably due to
the sheer scale of the federal spend. At
some point, how you spend $580 billion
annually gets a good deal of attention.®
From the standpoint of the con-
tract manager at any level of his or her
organization, it is easier to design a
policy “work around” than attempt to
fix the underlying policy. Hence, you
wind up with the written version of
procurement policy and the “way you
really handle this situation.” Interesting-
ly, “work around” rules, while not based
on official authority, become part of
the culture as an expression of organi-
zational habit and inertia. They may be
cultural lore, but to a new employee in
a contracting office the authority of lore
will seem every bit as powerful as pol-
icy actually generated from statute.®®

Do We Know What to Fix?

The contract management issues
addressed in this article, though they
occur across sectors of the economy,
are all domestic examples, but the in-
ternational data on public procurement
innovation is strikingly similar. The
Organization for Economic Coordination
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and Development (OECD) Survey on

Strategic Innovation Procurement, cov-

ering 35 countries, assessed the strategic

use of procurement for innovation in

OECD Member countries and non-Mem-

ber economies. A key finding of the

survey identified the most common
challenges countries face are related to
risk aversion, management, personnel
and skills capacity, and political sup-
port.” Sound familiar?

If we want to foster innovation

in contract management, we have a

pretty good idea what to fix, or at least

where to start. But the “how,” as usual,
is more problematic. Fortunately, there
have been a great many lessons learned
by those who have studied the role of
innovation in the procurement process.

I have tried to capture a few that I think

are well supported by the research and,

more important, are achievable with
good leadership and not necessarily
vast financial resources. The following
is a very short list of the many initiatives
that are underway in contract manage-
ment offices around the world, but you
can use these recommendations to do

a cursory self-assessment of how your

organization is currently managing

innovation and change:

» Build a staff that is open and pre-
pared to accept and operationalize
Innovation —This will take time and
resources, but you will need com-
petent, well-trained professionals to
transition to a future-ready office.

» Raise awareness by publishing best
practice cases, creating a dedicated
knowledge-sharing platform, and/
or hosting workshops and seminars
to share and build success — Get the
word out about what you are doing
and why.

» Have leadership support at every level

NCMA

of the organization that is committed
to sponsoring innovation — It is criti-
cal that innovation is owned by the
workforce, not only those in leader-
ship positions. Support technology
and innovation performance criteria
for all managers. It sends a positive
message about how seriously the or-
ganization is invested in innovation
and upskilling the workforce.
Encourage employees to be creative
and to not be afraid to bring their
creativity to work — Google famously
allows their employees to spend 20%
of their time working side projects.
That is not a reasonable goal for
most organizations, but there are
many ways to reward creativity
exhibited by the workforce. High-
lighting creativity and innovation

can be as simple as acknowledging
individuals and teams that bring
new ideas and alternative solutions
to the table.

» Do a Lean event to identify barriers to
creative thought and innovation —You
should not have trouble finding bar-
riers to innovation in a contracting
office. And invite the lawyers while
you are at it.

» [Encourage after-action reviews that
respect honesty and candor — There
will always be failures, but the real
problem occurs when failures don’t
become lessons learned. Hiding
failures ensures that someone will
repeat the failure; probably some-
one who was not associated with
the original failure.

» Innovation initiatives need to be
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considered as an important part of
the new culture — Formalize the
development and implementation
of innovation initiatives. Make
sure everyone in the organization
knows what the initiatives are and
what the associated goals are. Em-
ployees want to support positive
change, but generally disapprove
of secret agendas or pet projects.

» Train your workforce to understand
the difference between innovative
buying strategies and buying inno-
vation® — Both are important but
different and may involve different
skill sets.

» When it comes to researching
innovation, go broad — Look at
other agencies, different levels
of government, industry, and
international experience. You may
discover some new and exciting
ideas or you may learn that your
planned initiative has been tried
elsewhere and failed, which simply
means you can abandon the idea
or that you will be better prepared
to launch it once you go over the
lessons learned from the failure.

» Make sure you are innovating in
alignment with your organization’s
mission and vision —There is a big
difference between an employee
seen as a creative thinker and an
employee considered an irrespon-
sible maverick.

» Emphasize to employees that the
goal of good contracting is a quality
product and a happy customer, not
merely rigorous compliance with
regulation — Compliance is critical,
but a fully compliant contract with
terrible outcomes is not a win for
the contracting office. The work-
force that is best prepared to be

innovative is also the workforce
that is well trained and has an
excellent working command of
applicable law, policy, and regula-
tion. Do not allow risk taking until
the employee is prepared to assess
the risk in the context of a legally
compliant plan.

» Be honest about the necessity of
change and the turmoil it can cause
if not properly managed — Change
will happen whether you prepare
for it or not. You can’t future-proof
the organization by simply assum-
ing away the existence of looming
challenges.

Trying to run an effective con-
tracting office, encourage creativity
and innovation, and develop a robust
training regimen for employees is not
easy (and it will not likely get easier
or cheaper). Which is to say, if you are
not already working on those things
now, it’s a good time to start. If you are
an employee, now would be a good
time to prepare to be a highly qualified
member of the future workforce.

Since the outbreak of the COVID-19
pandemic, full-time teleworking num-
bers have skyrocketed. This was out
of necessity. However, pre-pandemic,
telework was on a significantly slower
track for adoption than had originally
been projected, the inertia attributed
to a sticky work culture and leader-
ship that was unwilling to invest in
the technology and management
practices necessary to implement and
sustain a telework environment.®
One outcome of the conversion to
a virtual work environment —embrac-
ing technology we may have once
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found daunting and unnecessary —is
that many of us are now able to do
things that we would have sworn
could not be done (pre-pandemic).

I would argue there is no going

back — at least, not all the way back.
This experience has expedited our
movement along Rogers’ “diffusion
of innovation” curve and shaped the
new normal. We are now more open
to technology insertion and new ways
of thinking about how we employ hu-
man capital because we were forced
to try new ways to do things and, for
the most part, they worked.

Once an employee (or manager)
learns he or she can be as productive
from home and forgo the three-hour-
a-day commute, getting him or her
back to the office is going to present
some challenges. And smart leaders are
thinking about how much money could
be saved if telework allowed them to
reduce the footprint of their leased real
estate and other pre-pandemic, “nor-
mal” expenses — money that may now
be reinvested in an increased/improved
telework infrastructure.

James Rich, MPA, PhD

» Faculty Program Coordinator, Pro-
curement and Contracts Management
Programs; School of Continuing & Profes-
sional Studies, University of Virginia.
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