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SENATE RESOLUTION NO. 195
Submitted by Mr. O’Mahoney

IN THE SENATE OF THE UNITED STATES,
November 13, 1941.

Resolved, That the Office of Production Management is hereby
requested to submit a report to the Senate as soon as practicable with
respect to (1) the general policy which has been established for the
Office of Production Management in connection with the administra-
tion of section 2 of the Act of June 28, 1940, as amended (relating to
assignment of priorities), (2) the methods and plans which have been
adopted or are contemplated for the allocation or distribution of
materials to which priorities have been assigned pursuant to such
section 2 under contract arrangements or otherwise, and (3) the
program which has been formulated or is being followed by the Office
of Production Management for the purpose of protecting to the fullest
practicable extent the various business enterprises the operations of
which are interrupted or interfered with because of a shortage of
materials to which such priorities apply, and for relieving the hard-
ships caused to small-business enterprises by the application of a
priorities or allocation system to materials deemed to be essential for
national defense purposes.

Resolved further, That upon the receipt of such report the Secretary
of the Senate is hereby directed to transmit a copy thereof to the Clerk
of the House of Representatives.

Agreed to November 17, 1941.
Attest:

SECRETARY U, S, SENATE




LETTER OF TRANSMITTAL

War Propucrion Boarb,
Washington, D. C., February 2, 1942.
The Vice PRrRESIDENT,
Unated States Senate.

Drar Mgr. Vice PresipEnT: In accordance with Senate Resolu-
tion 195, Seventy-seventh Congress, first session, I am submitting a
report on the general policy, methods, and plans of the Office of
Production Management for the allocation or distribution of materials
to which priorities have been assigned and the program which has

been formulated by the Office of Production Management for the
protection of business enterprises, the operations of which are inter-
fered with because of shortages of materials.

Respectfully yours,

D. M. NELSON.
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Introduction

Senate Resolution 195 presents a welcome opportunity to report
on one of the most vital problems that confronts this country in its de-
termination to crush aggression. The American people not only have
the right to know the policies and methods that have been adopted
to control the flow of materiais to the nation’s war effort jbut their
understanding and cooperation is essential to ultimate success.

Between this country and destruction stand the armed forces, the
production lines, and the workers of the nation’s factories. On the
speed with which planes, tanks, ships, and guns are turned out rests
the national safety. This is a war of materials and machines. Vast
quantities of both will be needed to defeat the aggressor nations.

The demand of modern war for materials, particularly metals, is
tremendous. It is so great that this demand and that of the normal
civilian economy cannot both be met. There are not sufficient
quantities of certain materials to go around.

The power of priority is the mechanism which directs the flow of
these materials so that the most essential needs are filled ahead of the
less essential.

In general, this flow of materials to the most essential uses is con-
trolled either by preference ratings which assign to specific articles
the order in which they get materials or by allocation which assigns
materials directly to specific purposes. The methods and plans for
handling this vast problem are, of necessity, complicated and de-
tailed, and a full description is given in chapter 11T of this report.

The entire report is divided into four main sections:

1. A high-light review of the situation as regards the supply of scarce
materials and the demands for them. An understanding of this is
essential, for the policies governing the administration of the priority
power are based on these facts.

" 2. A statement of the general policies that guide the administration
of the priority powers.

3. A description of the methods and plans that have been adopted
to put these policies into effect.

4. A review of what is being done to aid business, particularly small
business, where it is affected by the shortage of material.




This report, and all the policies and activities it covers reflect
one primary aim:

Until final victory is achieved, all of this nation’s vast resources of
men, materials, and machines must be directed to the production of
an ever-increasing quantity of war materials at an ever-increasing
speed. There can be no compromise with the achievement of this
objective. Everything else is secondary to this purpose.
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Chapter 1

A Brief Review of Certain Metals and Strategic
Materials Required by America At War

To understand the effect upon civilian life of an American war
program, facts and figures are needed on (1) the relationship between
raw materials and war production, and (2) the impact of all-out war
production on the civilian economy.

This section, therefore, gives, as a foundation for the study of this
report, a brief exposition of a few important figures on'the connection
between the nation’s war and civilian demands and available supplies
of certain important critical materials.

Briefly, these figures show the following facts:

1. Supplies—so far as domestically produced materisls are con-
cerned—will be much larger in 1942 than in any recent year.

2. But war demand is stepping up even more rapidly than supply.
This increased war demand, plus a big increase in civilian demand,
will make shortages worse in 1942.

3. While all these things would be true even under the militéry sched-
ules made prior to war, any program of the size necessary to be truly
called a war program will make unprecedented additional demands
on supplies.

4. The outlook, therefore, with this country devoted to a tctal war
effort, is for an economy in which civilian uses of critical msterials
must be cut to the very limit.

This country is more self-sufficient than any other modern hdus-
trial nation, but this fact, considered alone, is likely to be mislealing.
For it is also a fact that it depends on imports to a very large exient
and that some of these imports coming from the Far East are tow
threatened seriously by the outbreak of war in the Pacific. Evenin
the case of Latin America, which is usually regarded as being quite
accessible, there are limitations on production and also shipping diffi:
culties which hamper the supply lines.

Although many different materials are involved in this war effort,
the nature of the outlook may be illustrated graphically by one mate-
rial—copper—which is vital for both military and civilian purposes.

The available facts and figures on copper indicate that in the year
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1940—substantially a pre-war year so far as production was con-
cerned—this nation actually consumed 1,002,000 short tons.

In the year 1942, if all goes well, there should be a total supply of
copper estimated at 1,752,000 short tons. 'Fhis supply is far greater
than the largest year’s consumption in the country’s history.

On the basis of these two figures, the outlook would appear to be
good. But this is not the case. For direct and indirect military
requirements have stepped up to such an extent that, even without
expanding to a true war program, the amount of copper remaining
for purely civilian purposes in 1942 will be considerably less than that
consumed in 1940.

A more realistic way of analyzing the supply-and-demand picture
is to compare 1940 consumption with the amount of material that
will be available in 1942 for requirements other than those bearing
preference ratings in the A-1 to A-10 class. Such ratings are re-
served for milisary and essential production requirements, considered
as a part of defense.

Analysis of the figures from this point of view (see table at end of
this chapter) shows that if the allocation of copper for A-1 to A-10
ratings were carried out in 1942 at the rate which prevailed in Novem-
ber 1941—Dbefore the outbreak of war— it would be necessary to allo-
cate 1,708,000 tons of copper for orders rated as defense by military
officials and OPM. This would leave only 44,000 tons for all other
orders.

This would mean that in 1942 the copper available after defense
requirements were met would fall short of 1940 consumption by more
than 95 percent.

One reason why the analysis from this point of view looks so bad
is that, under the preference rating system, a number of important
orders, which are not directly for military equipment but are indis-
pensable for its manufacture, such as machine tools or the main-
tenarce of civilian health and morale, have necessarily been granted
ratirgs in the A class. The deficiency of more than 95 percent,
therefore, is not a total deficiency for all civilian purposes but shows
the very considerable extent to which orders, essential to the conduct
of war, have preempted the available supply.

It should be noted that these illustrations do not take into account
she additional impact of a full war program.

While the details of a war program have not been entirely settled
at the date this report is written, preliminary estimates indicate a
situation much graver from the civilian viewpoint than that indicated
previously.

Under such circumstances, even the military requirements must be
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reconsidered and reduced, with possibly serious consequences to the
war program. It is clear, when faced with such necessities, that no
copper can be used except for the most essential of nonmilitary pur-
poses. Krom every point of view, the supply situation in copper com-
pared to the over-all demand is serious.

The figures also show that in a number of other matériels under
allocation very substantial proportions of the supply have to be
allocated for defense, thus drastically diminishing the supply available
for purely civilian purposes. Figures for certain other critical
materials may be found in the table at the end of this chapter.

In most cases the accumulation of reserves against the grave days
which lie ahead must involve even further curtailment of less essential
civilian uses. The grim fact is that any concessions to a natural
desire to prevent some present suffering and hardship may well have
to be paid for by intensified suffering and loss of life at some later date.

Comparison of 1942 supply for other than A1 to A—10 ratings with 1940 consumption —
selected commodities !

1942 estimates 1942 nonde-

fense supply

other than A
Allocations ratings to
Commodities oais to A-1— | Remain- | 1940 con-
SR A-10rating| der for sumption

Snol at rate of other percent over

PPYY | November | ratings | (+), percent
1941 short (—)

Copper (refined) .| Thousand short tons____ 1,002 4 1,708 —95.6
Jistid e s --| Thousand short tons____ 782 2 694 —54.0
Nickel _ S A5 Million pounds 152 : —86. 2
Rubber___ -| Thousand long tons_____ 618 ) (4)
ZincHe TR RE ST N I hotisand short tons i 719

! In this table the commodity shortage problem is approached from the standpoint of allocations. The
rates at which allocations were made to the A-1 to A-10 rating groups in the month of November 1941 are
applied to 1942 supply with the effect of estimating the continuance of the November 1941 rate through 1942.
In November 1941, 97.5 percent of the allocable copper went to ratings A-1 to A-10. If this rate continued
through 1942 the total copper so allocated as shown above would be 1,708,000 short tons. After deducting
this from supply the remainder is below 1940 consumption by 95.6 percent, or is, in other words, only 4.4
percent of that amount. )

2 Total requirements bearing A-1 to A-10 ratings as reported to OPM for December allocations. The
companies reporting represent approximately three-quarters of the industry.

3 Includes scrap. 3 4

4 The cffect of the war on the supply of this commodity has been to render all previous estimates useless.

5 These data not comparable with that of other commodities. Of the part (27 percent) of current zinc
supply allocated, 280,000 tons went to A-1 to A-10 ratings in November. The apparent remainder of other
than these ratings was 97 percent of the 1940 supply.




Chapter 11

The General Policies Which Guide the Administration
of the Priority Power

The primary objective of the Office of Production Management
is to aid the armed forces to win this war—to win it as quickly and
efficiently as possible, but in any case—to win the war.

The demands of the armed forces must be met in full so that United
States soldiers and sailors and those of our Allies get the planes, tanks,
guns, and ships which they need. This is the basic policy which is
followed in determining the flow of scarce materials—military require-
ments come first.

So closely allied to the military demands as to be almost indistin-
guishable is the necessity for maintaining the basic civilian economy
in efficient running order.

To meet these twin demands—and both must be met—it is major
OPM policy that production must be increased and scarce materials
must be conserved to the fullest extent possible.

Less essential civilian uses of scarce materials can be filled only
after these more important demands have been met. This means that
these less essential needs must be curtailed or cut out completely
if full war potential is to be attained. The Office of Production
Management realizes that it has a responsibility to do what is possible
to alleviate hardship and cushion the effect of this all-out effort that
is necessary for victory.

No agency of government can do this job alone. Industry also
must accept its responsibilities. It must expand essential produc-
tion to the limit of capacity. It must develop substitute materials.
It must find ways of using less material. It must simplify its pro-
duction, and assist in converting nonessential production to military
and essential civilian needs.

These statements of policy and objective are not presented here as a
record of accomplishment. It is realized that they have not been
fully attained because of the complexity and magnitude of the prob-
lem. This chapter, however, does state the aims for which the OPM
is striving and sets forth in detail the policies which guide its actions.




There follows an amplified statement of these policies, including
the related minor policies:

WAR AND ESSENTTAL CIVILIAN REQUIREMENTS COME
FIRST AND MUST BE MET

In addition to the war program indirect war and essential civilian
requirements must also be met by directing the flow of materials avail-
able for necessary civilian use primarily to transportation (including
land, sea, air, and inland waterway), public utilities including com-
munications, health services of all kinds, food production and preser-
vation, fire and police protection, and to the maintenance and repair of
all facilities and equipment which continue to be used.

PRODUCTION MUST BE INCREASED TO THE FULLEST
EXTENT POSSIBLE

Production must be expanded to the limits of the nation’s re-
sources. The war program urgently requires a volume of materials
and equipment far beyond that now being produced.

To achieve this expansion it is OPM policy—

1. To convert plants engaged in less essential civilian production
to war or essential civilian production.

2. To increase productive capacity by building new facilities wher-
ever existing facilities are inadequate and where the need cannot
be met by conversion of plants; and to expand productive facilities
for basic essential materials to the extent necessary, even at the cost
of diverting some current supply of scarce materials.

All plants engaged in less essential civilian production must be con-
verted to war or essential civilian production to the fullest extent
possible. This is necessary both to meet the requirements of the war
program and to enable such plants to continue in existence.

Subcontracting should be promoted and stimulated wherever
feasible and should become a recognized part of procurement practices
in the armed services wherever possible. Provision for subcontract-
ing and for the increased cost thereof should be included in prime
contracts.

Army and Navy supplies should be purchased where appropriate in
small units from a large number of firms in many different localities.

Contracts should be let by negotiation, instead of by competitive
bidding whenever helpful in adjusting firms to war production.

Higher prices may be paid, where necessary, to concerns with higher
costs or not familiar with war production, in order to increase partici-




pation in war production, and educational orders should be placed
where necessary by the armed forces.

The organization and use of local industrial defense production
associations should be stimulated.

Specifications should be relaxed, to increase the number of partici-
pants in war production where this can be done without lowering
quality below satisfactory performance levels.

Contract terms, including terms of advance payments, which un-
necessarily discourage participation in military production should be
liberalized and provision made for subcontractors to secure advance
payments where necessary.

An adequate and trained labor supply for war production must be
provided.

Maximum use of existing productive facilities and tools should be
obtained by advising manufacturers of specific ways in which their
facilities and tools may be utilized in war production and by inform-
ing them about the procedures and practices of the various Federal
procurement agencies.

Necessary financing should be facilitated for prime contractors, sub-
contractors, and local industrial defense production associations
through the regular commercial banking channels, the Reconstruction
Finance Corporation, and the Federal Reserve Banks, and additional
financial procedures or machinery should be recommended as required
to insure maximum utilization of existing plant and tool facilities for
war purposes.

CONSERVATION AND CONTROL OF SCARCE MATERIALS
IS ESSENTIAL

Central control of the distribution and conservation of scarce mate-
rials is necessary if essential demands are to be met.

It is OPM policy to make the most just and equitable distribution
of scarce materials that is consistent with supplying the requirements
of war and essential civilian activity.

Demand has increased to the point where priority ratings alone can
no longer control adequately the flow of scarce materials in all cases.

It is the policy of the OPM, therefore, to increase the extent to
which these materials are controlled by allocation—definite amounts to
definite uses. This requires building up the production requirements,
company by company for each industry, and also building up the
detailed over-all requirements of the Army and Navy, other defense
agencies, and allies. The control of materials for war, essential civilian
and less essential production will improve steadily, as OPM obtains
more information about supplies, requirements, and use.
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All less essential civilian uses of scarce materials must be curtailed
or eliminated.

Unnecessary military use of scarce materials, especially importec
materials, must be cut out and every effort to find satisfactory substi-
tutes must be made.

Priority for acquisition of new machine tools and heavy equipment,
even for military production, should be withheld where the necessary
tools are already available.

Uses of scarce materials should be curtailed where demand is post-
ponable. This applies particularly to consumers’ durable goods.

Ways and means of making more end product per unit of scarce
material should be devised. '

Substitutes must be sought for all scarce materials, and preference
ratings should be refused where plentiful materials can be substituted.

All efforts possible should be made to reclaim scarce materials.

Simplification of products both for war and civilian purposes should
be sought wherever possible.

Expansion of civilian production should be prevented where the con-
struction would use scarce material and where it involves serious
direct conflict with military requirements.

Civilian and governmental building for other than war purposes
should not be permitted unless essential to public health or safety.

Delivery should be scheduled so that material or equipment are not
received sooner than required by the production or the delivery
schedule.

Military requirements must be ascertained and scheduled so that
they can be served effectively without unnecessary diversion from
civilian needs.

Civilian requirements should be ascertained and scheduled so as to
distribute materials most efficiently.

THE SUPPLY OF SCARCE MATERIALS REMAINING AFTER
SERVING WAR AND OTHER ESSENTIAL NEEDS SHOULD
BE ALLOCATED AS ADVANTAGEOUSLY AS POSSIBLE *

Distribution of the supply of scarce materials remaining after serv-
ing war and other essential requirements must be controlled in the
public interest. The following policies guide OPM in this respect:

Residual amounts of scarce materials should be allocated to civilian
industry in such manner as to minimize the burden of shortages on
labor, consumers, and industry.

The residual supply of material should be allocated, where possible,

1 Examples of how these policies have been put into action may be found in Chapter IV.—The Program
for Protection of Business Enterprises Interfered With by Shortages of Material.




to industries supporting a large volume of employment with small
quantities of material. _

Where consistent with war production and military strategy, geo-
graphic decentralization of war industry should be facilitated.

The availability of alternative employment in related areas or
occupations should be considered in both curtailment and allocation
of residual supply.

Community situations should be taken into account and, where
necessary, special allocations should be made to communities threat-
ened with excessive unemployment due to lack of scarce materials.

Small “hardship reserves’” should be set aside from which small
allocations can be made to relieve exceptional hardship.

Temporary and limited aid should be given to tide over less essential
producers, particularly small business, until conversion to war or essen-
tial civilian production can be made or until substitute materials can
be found.

In limiting the use of scarce material or curtailing less essential
production, differentiation should generally be made in favor of small
firms as they are less easily absorbed in the defense effort.

All inventories for war and other essential production should be
reduced to practicable working minimums.

Supplies should be redistributed so as to spread them equally to
those who produce similar essential products but who are unequally

supplied as a result of curtailment.

STOCK PILES MUST BE BUILT UP

To be prepared for emergencies where supplies are dependent on
sea lanes, it is the policy of the OPM to build up a supply of strategic
materials which must be imported, even at the cost of curtailing current
use. To accomplish this and to relieve shortages as far as possible,
imports of vital raw materials must be maintained at the highest

possible level.
PREFERENCE LIST

The following list indicates OPM policy as to the approximate
relative importance for certain domestic (not Lend-Lease or foreign)
uses of scarce materials and is based largely upon the preference rating
orders (P-orders) that have been issued to date.

A-1-a to A-1-j

Military items—see current Army and Navy Munitions Board Directive.
Merchant ships—production of (P-7).1
Cutting tools—production of (P-18-a).

1 The numbers refer to the number of the P-order involved.




Experimental defense research supplies—manufacture of (P-24).

Foundry equipment—production of (P-31).

Metal working equipment—production of (P-11-a).

Cranes—production of (P-5-b).

Heat-treating furnaces—production of (P-74).

Welding machines—production of (P-39).

Machine tools—rebuilding of (P-77).

Resistance welding electrodes—manufacture of (P-85).

Iron and steel mills—emergency repairs for (P—68).

Smelters and refiners—emergency repairs for (P-73).

Mines—emergency repairs for (P-56).

Commercial (excluding home) and military radio receiving, transmitting, and
directional equipment—manufacture of (P-16).

Radio sondes—manufacture of (P-38).

Electrical relays and solenoid assemblies—manufacture of (P-15).

Lift trucks—manufacture of (P—40).

A-2 to A-5

Research laboratory supplies—manufacture of (P-43).

Fire apparatus—production of (P—45).

Air transport—operation of (P—47).

Freight cars—production of.(P-8).

Locomotives—production of (P—20).

Locomotives—repairs for (P-21).

Trucks, trailers and busses for war purposes—production of * (P-54).
Mining machinery—production of (P-23).

Conveyor machinery—production of (P-78).

Elevator and escalator repair parts—manufacture of (P-72).

Mines, essential equipment for, as specified (P-56).

Iron and steel mills—maintenance of (P-68).

Smelters and refiners—maintenance and repairs for (P-73).

Marine paints—manufacture of (P—65).

Containers, steel—production of (P-76).

Laboratory equipment and reagent chemicals—manufacture of (P-62).
Containers, non-metal other than wire—production of (P-79).

A—6 to A-10

Farm machinery—production of (P-33).

Mines—all other maintenance and repairs for (P-56).
Containers, wire—production of (P-79).

Health supplies—manufacture of (P—29).

Civil aireraft for essential purposes—production of (P—6-A).
Industrial explosives—manufacture of (P-86).

Defense supplies—manufacture of (P-6).
Utilities—maintenance, supplies and repairs for (P—46).
Textile machinery—repair of (P-53).

Automobile and light truck parts—manufacture of 2 (P-57).
Insecticides, germicides, fungicides—manufacture of (P-87).
Farm machinery—repair of (P-32).

Repairs, maintenance and operating supplies (P-100).

2 Also subject to Limitation Order.
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Chapter 111

Methods and Plans, Adopted and Contemplated

SECTION I. METHODS USED FOR CONTROLLING DISTRIBU-
TION OF SCARCE MATERIALS

The procedures followed in the distribution of material under
priority control are divided into three general groups:

A. Preference ratings.

B. Distribution of raw materials through allocation procedure.

C. Limitation orders which restrict the use of materials for certain
less essential uses.

Preference ratings which are statements of the relative importance
of purchase orders may be characterized as working from the top down
(considering the most highly processed and finished products as “up”’
and basic materials in low processing stages as “down’”). The rating
is supplied first to the finished item or to the Government’s order
placed with the prime contractor for finished goods. This rating is
then passed down to subcontractors, to sub-subcontractors, and so
on down the line to the raw-material suppliers at the bottom of the
production ladder.

The raw-material allocation orders reverse this process by taking
control at the raw-material level, and so direct the flow of the material
up the ladder that the defense and essential civilian needs receive
the necessary raw-material.

The limitation orders are designed to simplify the task of the prefer-
ence ratings and the allocation orders by limiting the demands of the
less essential uses, to bring demand down to the size of supply. For
example, when the automobile-limitation order restricted the output of
that industry to one-half of last year’s output, the demands of that
industry on the raw materials concerned were necessarily reduced
by 50 percent.

The several kinds of instruments used for extending preference rat-
ings will be described in detail on the following pages, but it should be
noted that the current aim of the Office of Production Management is
to reduce the number of methods and to concentrate on the ap-
proach used in the Production Requirements Plan, described later.
Under this scheme it is necessary for the producer to show specifically,
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for his entire operation, how much material he needs after allowance
for inventories and when he needs it. His rating on that amount is
based upon the place his products occupy in the preference list and
the amounts of materials available. This procedure is a device with
which to make the transition between preference-rating controls and
allocation. Once industry requirements are clearly ascertained, the
task of allocating specific amounts to particular industries will be
greatly simplified and a specific allocation of all materials can be
made in place of the preference rating which is assigned currently.
The process of making such a transition will be greatly facilitated
by the request made that the Army and Navy furnish statements of
their requirements in total. When these statements have been
received, it will then be possible to approve the total proportion of
each scarce material to go to the military and to the civilian economy.
The detailed decision as to the amounts to each company, whether it
is producing civilian or military goods, will be made on the basis of
the statement presented by that company on the Production Require-
ments Plan application in compliance with any announced policy

decision.
PREFERENCE RATINGS

There follows a description of the most important kinds of prefer-
ence rating procedures. '

1. Army and Navy preference ratings.—When a contract is placed by
the Army, the Navy, or certain related agencies such as the Maritime
Commission, the Coast and Geodetic Survey, etc., a preference rating
may be assigned to it by the designated officers of the armed services.
The system followed is coordinated by the Army and Navy Munitions
Board but is actually administered by the field officials of the Services.
The system rests upon the Priorities Directive, which is a statement of
the relative importance of finished military items, that is, the rating
assigned is determined by the place of the finished material in the
current Priorities Directive.

If, after the rating has been assigned to the contract for purchasing
the finished item, it is necessary that the rating be assigned to certain
of the component parts or materials necessary to manufacture that
finished item, the contracting officer fills out a similar form extending
the rating which had been assigned to the prime contract to any of
the component parts necessary to manufacture the finished item. In
practice the manufacturer generally fills out the extension form him-
self and simply obtains the countersignature of the Army or Navy
field officer, which signature certifies to the fact that the amounts of
materials are not greater than actually needed to complete the military
items ordered under the prime contract.
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2. Indwidual civilian applications.—When a manufacturer requires
priority assistance to obtain materials needed to produce important
civilian or indirect war products, unless he is covered by a blanket rat-
ing order as described below or applies on the Production Require-
ments Plan, his recourse is to the “PD-1" application. This appli-
cation is a request for priority rating on a particular purchase order
of material to be used for a specific purpose. This form of application
may be characterized as a catch-all, since any request for priority
assistance may be made on it so long as a specific amount is requested
for a specific use.

PD-1 application forms are received by the Priorities Division, and
after being recorded are immediately forwarded to the industrial
branch which has jurisdiction over the product for which the material
is required. That is, an application for brass to manufacture electric
power equipment would be sent first to the power branch. After the
branch has considered the application and, in many cases, has checked
other industrial branches interested (in the example above, the copper
and brass branch) a recommendation is made to the Priorities Divi-
sion. This recommendation passes through a rating and review sec-
tion in the Priorities Division, which is to insure coordination of the
activities of other branches so that uniform ratings may be given to
activities of similar importance. After the form has cleared the rating
and review section, the application is converted into a priority cer-
tificate by stamping certain conditions on the face of it and obtaining
the signature of the Director of Priorities. Several thousand of these
applications are handled every day.

3. Blanket preference ratings (‘‘P” orders).—In order to reduce the
volume of work involved for manufacturers in making applications
for each individual amount of material needed, certain essential indus-
tries have been placed under a form of blanket order which grants
them priority assistance to obtain the materials which they need to
continue uninterrupted manufacture. In every case this rating is
limited to some extent, generally by the provision that the rating may
only be applied to material entering directly into the production of
the end product concerned.

In this form of order it is only necessary that the rating form be
extended once to each supplier of the recipient of the order.

To apply the rating to subsequent purchase orders it is only neces-
sary to certify on the ordinary purchase orders that the materials
concerned are covered by the terms of the preference order which
has previously been extended.

A list of the industries covered by this type of order to date
follows:

12




BLANKET PRODUCTION RATING (“P”) ORDERS

Air bases (P—41).1

Aircraft accessories (P-52).

Aireraft, civil (P—6-a).

Airframes (P-3 ) (P-13).

Airplane engines and propellers (P-4).

Aluminum scrap (P-12).

Automobile and light truck replace-
ment parts (P-57).

Bombers, heavy (P-9).

Canning machinery (P—42) (P-51).

Containers, nonmetal (P-79).

Conveyor machinery (P-78).

Copper mines (P-58).

Copper scrap (P-61).

Cranes (P-5-b).

Jutting tools (P-18-a).

Electrical relays and solenoid assem-
blies (P-15).

Electrodes, resistance welding (P-85).

Elevator and escaldior repair parts
(P-72).

Experimental research work (P-24).

Farm machinery (P-33).

Farm machinery, repairs (P-32).

Fire apparatus (P-45).

Foundry equipment (P-31).
Freight cars (P-8).

Furnaces, heat-treating (P-74).
Health supplies (P-29).
Laboratory equipment (P-62).

Lift trucks (P—40).

Locomotives (P—20).

Locomotives, repair (P—21).
Machine tool rebuilding (P-77).
Metal-working equipment (P-11-a).
Mining machinery (P-23).

Paints (P—65).

Radio equipment (P-16).
Radiosondes (P—38).

Research laboratories supplies (P—43).
Ships, conversion (P-10).

Ships, merchant (P-7).

Shipways (P-14).

Steel for containers (P-76).

Tackle blocks (P-75).

Tanks, light (P-25).

Tanks, medium (P-26).

Trucks, trailers, and busses (P-54).
Vehicles, half-track (P-35).
Welding machines (P—39).

4. Ratings for construction (project ratings).—Another important

form of the limited P orders are the so-called project ratings, which

are assigned to construction projects. These ratings are issued on the
basis of a special application received from the individual who wishes
priority assistance in some construction activity. The applications are
received by a special section of the Priorities Division known as the
project rating section, and are then forwarded to the branch having
jurisdiction over the product to be produced in the finished plant.
For example, a request for project rating for an aluminum plant would
go to the aluminum branch; for a power plant, to the power branch.

The branches receive the application, pass upon the merits of the
claim, and then after checking with other interested branches, make a
recommendation that a rating be issued. This recommendation is
cleared through the rating and review section of the Priorities Division
in a manner similar to that followed for the individual applications,
but if the project amounts to more than $50,000 the application is next
reviewed by a clearance committee composed of representatives from
the Priorities Division, Materials Division, Labor Division, Division
of Civilian Supply, the Army, the Navy, and the National Resources

1 These numbers refer to the preference order controlling the industry in question.
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Planning Board. After the project has been reviewed by this com-
mittee, a rating is assigned by the Director of Priorities, and an ex-
tension procedure similar to the other limited blanket ratings is
followed. :

5. Repair, maintenance, and operating supplies.—In order that it
shall not be necessary to make individual applications for every small
amount of material needed for a repair part or operating supply, a
general order has been issued which automatically assigns a rating of
A-10 to all material which is to be used in repair or maintenance of
a plant, or as an operating supply in the production process of all
manufacturing industries, government units, communications and
other important civilian activities. To apply this rating the user
must endorse a statement on the purchase order to the effect that the
materials concerned are being ordered under the terms of the repair
and maintenance order, and that he, the manufacturer, fully under-
stands those terms which include limitations on inventories and kinds
of materials to be purchased.

It is expected that industrial branches of the OPM will devise
special maintenance and repair orders for each of the important
industries; that is, special orders more directly adapted to the require-
ments of particular industries. In most of these cases, because of the
fact that the orders would be for important industries specifically
designated, a higher rating could be applied.

If an industry is brought under the Production Requirements
Plan as described below, the repair, maintenance, and operating
requirements will be covered by that plan.

6. Production Requirements Plan.—The Production Requirements
Plan is a recently developed device (although it takes the place of a
somewhat similar one now proven by 6 months’ trial to be a sound
approach) which grants priority assistance to a manufacturer on all
his material requirements for one plant. Although the questions
asked in the application are more detailed, the plan—reduced to its
simple terms—is as follows:

A company or plant or department of a company gives to the
Priorities Division a statement of its requirements of scarce materials
for the ensuing quarter, backed up by an analysis of its consumption,
inventory, preference-rating orders, and its proposed production. On
this showing the Priorities Division, after taking into account all
announced policy and the inventory situation shown on the applica-
tion, will grant a preference rating to specific amounts of the scarce
materials listed on the form. The manufacturer is then authorized
to apply the preference rating in ordering materials, but is limited by
the amount of each material which had been certified on the form.
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This plan has the double advantage of putting the manufacturers in
the position of having to apply for a preference rating only once in
3 months; and of bringing together at one time a specific statement of
what the manufacturing units expect to use in the way of scarce
materials. The accumulation of these statements of requirements
will enable the OPM to get a definite picture of how much material is
needed by specific industries, and by matching this fact with known
production of the scarce materials concerned, a definite basis for
allocation is obtained.

In general, it is expected that the Production Requirements Plan
will be emphasized by OPM as the means of covering the require-
ments of all users for basic materials for production and mainte-
nance. It is expected that individual preference ratings will continue
to be assigned to finished products ordered by the Army and Navy,
as well as important fabricated and semifabricated products ordered
by industry in the production of other end produects, but that indi-
vidual preference ratings will be used less frequently as the means of
granting priority assistance for obtaining materials for regular pro-
duction and maintenance.

It is also expected that a simplified version of the Production-
Requirements Plan will be issued for use by small businesses not in a
position to supply the more detailed facts called for in the current plan.

DisTRIBUTION OF RAw MATERIALS AND CERTAIN Propucrtion EqQuip-
MENT THROUGH THE MATERIALS ALLOCATION ORDERS

Materials under the control of the Office of Production Management,
through specific orders issued by the Director of Priorities to date, are
listed below:

MATERIALS UNDER CONTROL OF DIRECTOR OF PRIORITIES

(“M” & “E” General Preference Orders)

Aluminum (M-1).1 Cotton linters (M-12).

Calcium-silicon (M-20). Formaldehyde, paraformaldehyde,

Chlorinated hydrocarbon solvent hexamenthylenetetramine, and syn-
(M-41). thetic resins (M-25).

Chlorinated hydrocarbon refrigerants Iron and steel scrap (M-24).
(M-28). Lead (M-38).

Chlorinated rubber (M-46). Magnesium (M-2-b).

Chlorine (M-19). Manila fiber and cordage (M—-36).

Chromium (M-18). Methyl aleohol (M-31).

Cobalt (M-39). Nickel (M—6-a).

Copper (M-9). Phenols (M-27).

Cork (M-8-a). Phosphorus oxychloride (M-35).

1 These numbers refer to the preference order controlling the material in question.




Pig iron (M-17). Synthetic rubber (M-13).
Polyvinyl chloride (M-10). Titanium pigments (M-44).
Potassium perchlorate (M-32). Toluene (M-34).
Potassium permanganate (M—33). Tricresyl and triphenyl phosphates
Rayon yarn (M-37-a). (M-16).
Rubber (M-15). Tungsten (M-29).
Sheet steel for drums (M-45). Tungsten in high-speed steel (M—14).
Silk (M-22). . Vanadium (M-23).
Silk waste, silk noils, and garnetted or Zinc (M-11).
reclaimed silk fiber (M-26). Machine tools (E-1).
Sperm oil (M—40). Cutting tools (E-2-a).
Steel (M—21).

The degree of control varies considerably between the several prod-
ucts. In general, nearly all of the orders may be characterized as
falling under one of five kinds of control:

1. The mildest control is a general inventory restriction and an
order that war orders must be filled first.

2. A somewhat more stringent control involves, in addition to in-
ventory restrictions and the requirement that war orders be filled
first, a special preference list of uses established by the order; that
is, for example, producers are told to fill orders for public and industrial
heating before filling orders for tables and kitchenware.

3. The next degree of control is to have all purchase orders placed
on a schedule of delivery which is filed by the producer with the Office
of Production Management and checked. In some cases a pool or
“Kitty” is set aside to meet emergency war requirements. The lead
order is an example of this type.

4. The next degree of control is the case where the producers report
just how much material will be available, the users indicate what their
requirements will be for the material during the period of one month,
and the OPM branch having jurisdiction over the product makes an
allotment of a specific amount of material. The neoprene order is an
example of this type.

5. The most detailed form of control is that of complete allocation,
as in the step above plus control of the production activities of the
industry using the material. The cork order is an example of this
type.

(Appendix “B”’ attached to the report is a detailed statement of the
control exercised under each of the orders.)

Contemplated changes.—The degree of control is expected to move
from the very mild types to the more complete allocation procedures
similar to those employed for copper, cork, etc. It is expected that
the tendency to do the allocation jobs in terms of a single material
will give way to an allocation procedure based on a statement of
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requirements similar to that described for the Production, Require-
ments Plan mentioned above—that is, a firm or an industry will
state its requirements of all kinds of materials for a 3-month period,
and the decision will be made at one time as to the amount of each
material which should be allocated to them. This will insure coordi-
nation of the allocation procedure so that a concern will not find itself
with, for example, plenty of steel but no copper to carry on its oper-
ations.

It should be mentioned at this point that a simplified allocation pro-
cedure is being developed for small users which will be the same in
principle as the contemplated procedure described above, but which
will provide for a simplification of the paper work.

Limiting Less EsseNTIAL Uses oF MATERIALS

The Director of Priorities has issued orders limiting the production
of final goods or consumption of scarce materials by various civilian
industries. In certain orders the use of a scarce material in specified
nonessential uses is entirely prohibited. A summary of the major
provisions of the limitation orders which have been issued to date is
presented in the tables on pages 23, 24, and 25.

TYPES OF LIMITATION ORDERS

(@) Limitation of a particular industry.—The most important type
of limitation order restricts the use of scarce materials by producers
in a single industry, limiting their output or material consumption to
a given percentage of output or material consumption in some base
period.

The domestic mechanical refrigerator order (L-5) is a good example
of this type of order. The production of each refrigerator manufac-
turer is limited for the 5 months August—-December 1941 to a speci-
fied percentage of his average sales in a base period—the year ending
June 30, 1941. The percentage varies according to the size of the firm,
as measured by sales during the base period. Large firms are limited
to 55 percent of average base period sales; medium-sized firms, to 63
percent, and small firms to 71 percent.

Alternatively, the order may restrict not the output of a given
product but the consumption of steel or other scarce materials in its
manufacture. An example is the order (L-13) curtailing the use of
steel in the production of metal office furniture and equipment. Each
manufacturer is restricted to a certain percentage of his use of steel in
making these products during the base period—the year ending June
30, 1941. This percentage varies according to the size of the firm and
the product manufactured.




There is no fixed policy in favor of limitation of the output of final
goods rather than the input of materials, or vice versa. The method
of limitation which is administratively the more convenient and fits
the circumstances of the individual industry is chosen. In many cases
limitation of output is the only feasible method of control.

The chief advantage of limiting the output of an industry, rather
than its consumption of scarce materials, is the administrative sim-
plicity of this method of control. Control of the output of the final
product more or less automatically limits the consumption of a wide
variety of scarce materials, both by the producers of the final product
and by all their parts suppliers. For example, restriction of the out-
put of washing machines necessarily reduces the consumption of steel,
copper, aluminum, chromium, nickel, rubber, and other scarce ma-
terials. Limitation of output is also the more effective way of divert-
ing plant and equipment and managerial and technical skill to defense
production; and this diversion is often a primary consideration. On
the other hand, this type of limitation provides no incentive to achieve
maximum production from available materials or to conserve scarce
materials by substitution or by the elimination of nonfunctional parts
and deluxe models.

The outstanding advantage of placing the ceiling on material con-
sumption rather than on production is that it enlists self-interest and
competitive rivalry in the conservation of scarce materials while put-
ting out the greatest amount of finished goods. Because of the
possibilities of using wood in the production of ice refrigerators, the
limitation order (IL.-7) restricts the use of steel rather than the number
of units produced. A similar type of limitation has been ordered for
the stove and range industry, because of the possibilities of saving
steel by eliminating nonessential parts.

In some cases a limitation order of this type is accompanied by a
preference rating order. This combination is appropriate for prod-
ucts where some output, although restricted, seems desirable. Pro-
duction of medium trucks and busses during the 3 months ending
November 30 was limited to 50 percent of production for the first 6
months of 1941, and the production of replacement parts for medium
trucks and busses was restricted to 60 percent of production during the
same base period. At the same time, a preference rating of A-3 was
given for materials necessary for this production. A similar combina-
tion of limitation and of preference rating has been employed in the case
of repair parts for automobiles and light trucks and is contemplated
for agricultural equipment.

In general, however, a limitation order sets a ceiling to production
or material consumption and does not guarantee the delivery of mate-
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rials necessary to reach the ceiling. When information concerning
supply of scarce materials available to civilian industries is adequate,
and when our coverage of industries is more uearly complete, it is
contemplated that ceilings can be converted into definite allocations.

(b) Prohibition of certain wses.—Another type of limitation order
prohibits entirely certain nonessential civilian uses of a given scarce
material or service. For example, the use of foil in packaging a list
of civilian articles is prohibited.

(¢) Limitation of most consumers of a gwen product.—Certain
limitation orders restrict not merely a single industry but all con-
sumers of given scarce materials or services. In the East all pur-
chases of waste paper for making paperboard or roofing are curtailed.

(d) Lvmatation of quality grade obtwined by wusing scarce mate-
rials.—A fourth type of limitation order is exemplified by the order
restricting the use of chlorine in bleaching paper (I.-11). This order
establishes maximum grades of brightness for various types of paper
and pulp, but makes it possible for producers who can exceed these
standards without use of chlorine to appeal to OPM for permission
to do so. This method of control was adopted because it was con-
sidered the most effective and enforceable method of restricting the
use of chlorine by paper manufacturers while maintaining the produc-
tion of usable grades of all types of paper.

PURPOSE OF LIMITATION ORDERS

The purpose of a limitation order is to release materials, facilities,
and skilled personnel needed for war production. The automobile
industry, for example, uses large quantities of steel, nickel, chromium,
copper, rubber, and other scarce materials required in the war pro-
gram. It also possesses plant and equipment and technical and man-
agerial skill which can make a major contribution to war production.
The order limiting automobile production was designed to release
these materials and facilities.

The requirements of the war program have left a supply of ma-
terials for civilian use totally inadequate to the demands of civilian
consumers. One purpose of the limitation orders is to prevent large
and powerful civilian consumers from getting a disproportionate
share of these limited supplies of materials at the expense of small
purchasers. The limitation of automobile production gives other
civilian producers, many of whom fill more essential needs, a better
chance to get steel. As more and more industries are covered by limi-
tation orders, the excess of demand for steel and other materials
over supply is reduced and every civilian purchaser can plan ahead
with a greater expectation that his order will be filled.




Similarly, the curtailmeut of waste-paper consumption in the Fast
assures all users of a fair share of the limited quantities available.

SCOPE OF LIMITATION ORDERS

So far, the major limitation orders have dealt with the consumers’
durable-goods industries. These industries are big consumers of scarce
metals, and the war boom has greatly expanded the demand for their
products. It is contemplated that limitation orders will be eventually
extended to all civilian industries which use significant quantities of
materials, equipment, or labor needed by the war program. There
is, of course, less need to prevent expansion of the production of goods
which depend wholly on materials that are not scarce such as wood,
glass, and cotton.

FACTORS DETERMINING THE AMOUNT OF CURTAILMENT

The heart of a limitation order is the extent of the limitation. Of
course, the over-all curtailment of civilian industry is governed by
estimates of the shortages of materials, but every civilian industry is not
necessarily curtailed by the same percentage. Certain general criteria
have been developed to guide the appropriate degree of curtailment:

(@) Employment—In the first place, attempts are made to mini-
mize the unemployment which will be caused by the shortage of basic
materials. A pound of steel or a pound of copper may give employ-
ment to a much larger number of workers in one industry than in
another. The policy is to order less curtailment in the industry which
gives greater employment with a given amount of scarce materials.

In estimating the impact of curtailment on employment, such figures
are not the only factor which must be taken into aceount. In addi-
tion, the availability of alternative employment in the relevant areas
and occupations must be considered. For example, many washing-
machine factories are the main sources of employment in small middle
western towns. The automobile industry, in contrast, is largely located
in large industrial areas which are rapidly becoming centers of war
activity.

() Conversion to war production.—The possibilities of converting the
facilities of an industry to war production are a major consideration
in deciding the extent of curtailment of civilian production. Conver-
sion to war production is, in the last analysis, the best method of
avoiding unemployment and of keeping firms in business. In any
case, the war effort needs the services of every civilian plant which can
possibly be mustered. Some industries are better equipped than
others to undertake war work now, because of their machine tools or
because of their managerial and engineering personnel. Other things
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being equal, the civilian operations of these industries are the more
severely curtailed. The automobile industry is the best example.

(¢) Consumer sacrifice.—An attempt is made to minimize the sacri-
fice which the shortage of materials imposes upon civilian consumers.

(d) Avarlability of substitutes.—The availability of good substitutes
which do not use scarce materials is a consideration in favor of sub-
stantial curtailment. For example, wooden desks, chairs, and tables
can be used in place of steel furniture. Consequently, the use of steel
in these items of metal office furniture and equipment was severely
restricted. (From 40 to 60 percent, depending on the size of the firm.)
On the other hand, metal must be used in certain essential items—
insulated files, safes, and visible-record equipment. A much smaller
curtailment of the use of steel in these items was ordered. (From 10
to 30 percent, depending on the size of the firm.)

(e) Postponement of consumer demand.—The existence of a large
stock of durable goods in the hands of consumers indicates that cur-
rent production can be reduced without causing consumers great
hardship. There are, for exzmple, over 30,000,000 automobiles and
over 18,000,000 refrigerators now in existence in the United States.
Replacement of most existing automobiles or refrigerators can be post-
poned until after the emergency.

(f) Need for product.—Some products are manifestly less essential
to the war program and to civilian health and safety than others.
Furnaces are more essential than juke boxes, and farm equipment is

more important than slot machines. Considerations of this type
necessarily play a large part in deciding the extent of the curtailment
embodied in a limitation order.
The extreme shortage of certain materials may compel complete
" prohibition of uses where they serve no functional purpose.

TIMING OF CURTAILMENT

So far as shortages of materials permit, the curtailment of a civilian
industry is made gradual over time, in order to permit transition of
labor and management to war production. On this theory the
curtailment in automobile production increased over the year; other
programs follow the same pattern.

In applying this policy, it is necessary to make allowances for the
usual seasonal fluctuations of the industry. For example, the produc-
tion of passenger cars and of refrigerators normally declines sharply
in August and the succeeding months, while the production of washing
and ironing machines is fairly uniform throughout the year. The
same percentage cut for the period August through December would,
in reality, be a much more severe cut for the washing-machine pro-
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ducers. This was one of the reasons that the percentage cut of wash-
ing-machine production for this period, compared to the year ending
June 30, 1941, was less than the cut in other durable goods industries.
It is contemplated that washing-machine production will be further
reduced in1942,

PROCEDURE IN FORMULATING LIMITATION ORDERS

In the process of formulating a limitation order, the advice of the
appropriate Industry Advisory Committee is usually sought, and,
before it is finally issued, the order is submitted to the industry
representatives for comment and criticism.

In the case of each of the limitation orders concerning mechanical
refrigerators, laundry equipment, metal office furniture, ice refrigera-
tors, and vacuum cleaners, members of the industry were invited to
a preliminary meeting. At this meeting the general necessity for
curtailment and the impact of shortages on the industry was discussed.
Later, a second meeting with a panel of the industry—chosen so as to
represent all geographical areas and all sizes of firms—was held, at
which a tentative order was presented in order to obtain the advice and
criticism of the industry. All firms were invited to submit written
briefs stating how they would be affected by the proposed order. In
the light of the verbal and written suggestions of the industry, the
order was reconsidered and, in some cases, revised.

Labor representatives were present at these industry meetings and
were also consulted separately in the course of drawing up the order.
The advice of the Labor Division and the Division of Contract Dis-
tribution concerning the impact of curtailment on employment is
obtained.

CONSERVATION ORDERS

A certain type of “M’’ orders is sometimes referred to as ‘““a con-
servation order”. This type of order is very similar to the limitation
orders just described, except that it prohibits the use of a specific
material in the production of many civilian items and reduces the
amount of material which can be used in all civilian activities. For
example, the copper order prohibits the use of copper after a certain
date in andirons, jewelry, etc., and directs all manufacturers using
copper for items not appearing on the prohibited list to reduce their
consumption of copper to 70 percent of the amount used during a
similar period in the previous year. It only differs from the limita-
tion orders in that the manufacturer can continue production if he
can substitute other materials for copper.
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TaBrLE I.—Limitation orders issued through Dec. 1, 1941

Number of

Product affected

Form of limitation

Date issued

|

Date of expiration

Period of operation of
specific order

Medium trucks and replacement
parts.

Passenger automobiles

Replacement parts for passenger
automobiles and light trucks.

Domestic mechanical refrigerators. __

Domestic laundry equipment
Domestic ice refrigerators

Motor fuel

Chlorine

Metal office furniture and equip-
Waste i)aper_ b

Electric power

Vacuum cleaners

Cellophane
Tin and lead foil

Curtailment of production

Limitation on production

Prohibition of bright work in production of new pas-
senger automobiles.
Limitation on production

Prohibition of bright work in production of new light
trucks.
Limitation on quantity of replacement parts produced

Limitation of output

do

Limitation on quantity of steel contained in finished
product.

Limitation on delivery of motor fuel on Eastern Sea-
board.

Curtailment of use in manufacture of pulp, paper, and
paperboard] by setting maximum standards of
brightness.

Limitation on quantity of steel contained in finished
product.

Limitation on purchase or receipts for consumption by
paperboard and roofing mill plants in the East.

Limitation upon consumption of electric power in the
Southeast.

Limitation upon production

Prohibition of use in certain categories_ .. _____________
Curtailment and ultimate prohibition of manufacture
or delivery for certain uses.

. 13,1941

27, 1941
. 13,1941
. 14,1941
. 20,1941
. 30,1941

29, 1941
28, 1941

. 30,1941
. 15,1941

7,1941
24, 1941
31,1941

. 27,1941

8, 1941
24, 1941

Dec. 24, 1941
Oct. 30, 1942

Indefinite

Aug. 1, 1941, to Jan. 31,
1942.

Sept. 15, 1941, to Dec.
31, 1941.

Aug. 1, 1941, to Dec. 31,
1941.

Do.
Sept. 1, 1941, to Dec.
31, 1941.

Sept. 1, 1941, to Dec.
941.

ol

October to December
1941.




TaBLE II.—Limitation Order Terms

Number of

Base period

Jan. 1, 1941, to June 30, 1941____

Aug. 1, 1938, to July 1941 ______

Jan. 1, 1941, to June 30, 1941 ___.
July 1, 1941, to June 30, 1941_.__.

July 1, 1940, to June 30, 1941 .___

May to June 1941, inclusive__-

July 1, 1940, to June 30, 1941_____

Percentage of base period permitted

Prohibition

New trucks—100%, of average monthly
production in base period. Replace-
ment parts—1209 of average monthly
production in base period.

“Large’’ production, 60%, of average pro-
duction (3-year base). ‘‘Small”’ produc-
tion, 85% of average production (3-year

Production must not exceed 60% of base-
period factory sales.
(Percent of average monthly factory sales
during base period:)
ClassA B C Ent. Ind.
55 63 71 56. 7

D

100 80 84 88 82.7

65% of average monthly consumption
during base period for all firms.

For October, approximately 90% of aver-
age monthly consumption during base
period, percentage varying with the
State.

(Percent of average monthly steel con-
sumption during base period:)

BaC

80 90

65 75

50 60

Group I products
Group II
Group IIT

After Dec. 15, no ‘bright
work’’ may be used in pro-
duction of new automobiles
(suspended until Jan. 1

. 15, 1941 (sus-

pended until Jan. 1, 1942) no
“bright work’’ may be used
in production of new light
trucks.

Relevant “P’’
order

General

P-54 (A-3)

Quotas assigned monthly.

Do.

Plating parts in inventory
may be used if plating
value is destroyed.

Quotas assigned monthly.

Revoked Oct. 24, 1941.
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3 Alternatives

a. Consumption in 5 peak weeks
of 10-week period ending
October 4.

b. For producers who produce
for a period less than &
weeks within 10-week peri-
od—average consumption
of weeks producing.

¢. For producers who did not
produce during 10-week
period—average consump-
tion during peak period.

Billing month ending between

Sept. 15, and Oct. 14, 1941.

July 1, 1940, to June 30, 1941

90% of weekly average

70% of base period consumption for con-
sumers of certain power companies, 95%
for consumers of other companies.

Large manufacturers—90% of average
monthly sales in base period. Small
manufacturers—100% of average month-
1y sales in base period.

a. Until Jan. 15, 1942, manufacture limited
to 33%4% of base period.

b. Effective Jan. 15, 1942, manufacture
and delivery for certain uses prohibited.

¢. Effective Mar. 15, 1942, these uses pro-
hibited.

Complete prohibition of cer-
tain uses of electric power.

Order is effective immedi-
ately, but processed stocks
and inventories may be dis-
posed of within 60 days.

Essential users and con-
sumers of less than kwh.
per week exempted. In-
definitely suspended.

Order suspended for thirty
days on Nov. 28, 1941.




It is expected that more orders of this type will be issued for the very
scarce raw materials.

OTHER LIMITATIONS

In addition to the priority orders limiting the use of materials in
certain civilian fields, certain other activities have been undertaken
outside of the priorities program to curtail the use of scarce materials.
One of the most important of these is the work of changing specifica-
tions of military materials so as to eliminate the use of scarce mate-
rials for nonessential purposes within the Army and the Navy. For
example, although aluminum is very desirable for Army furniture, it
is hardly essential—yet it is essential for airplanes. Therefore, the
specifications have been changed so that Army orders for furniture
do not require aluminum. This work has been carried on with the
complete cooperation of the Services for many months. Through
these activities a great deal of material has been released for use in
essential military production.

Another form of limiting less essential uses of material is through
the conservation efforts of the Bureau of Industrial Conservation and
the individual industrial branches of OPM in cooperation with volun-
tary changes in design and specification by industry. For example,
the thickness of tin plate used for cans has been reduced in order to
conserve tin. This type of limitation has also resulted in making
large amounts of material available for war production.

SECTION II. REQUISITIONING OF PROPERTY REQUIRED
FOR NATIONAL DEFENSE

Pursuant to Executive Order 8942 of November 19, 1941, the
Supply Priorities and Allocations Board established on December 8,
1941, policies and regulations governing the requisitioning and dis-
posal of property under the act of October 10, 1940 (Public, No.
829, 76th Cong.), and the act of October 16, 1941 (Public, No. 274,
77th Cong.). The Office of Production Management created on
December 9, 1941, an inventory and requisitioning section and dele-
gated to this section the functions and responsibilities involved
in requisitioning and disposing of property required for national
defense.

A detailed description of the procedures to be followed in ad-
ministering these requisitioning acts is given in appendix B. In gen-
eral, however, they provide that the Secretary of the Treasury, the
Secretary of War, the Secretary of the Navy, the Secretary of Agri-
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culture, the Chairman of the United States Maritime Commission, the
Executive Director of the Economic Defense Board, or the head of
such other agency as the President may designate from time to time,
may initiate action for the requisitioning of property by submitting
proposals of requisitioning and disposal of such property to the Office
of Production Management, if the property is of the type which may
be requisitioned under the acts and if such property is needed for the
defense of the United States.

In addition, it is proposed to establish within the inventory and
requisitioning branch of the Office of Production Management, an
information and investigation unit which will, in cooperation with
the Bureau of Research and Statistics, organize to obtain on a Nation-
wide basis, current reports on existing and anticipated shortages of
materials at individual plants engaged in defense or essential civilian
production. This unit will obtain, similarly, current reports on in-
ventories so as to locate excessive inventories of various materials, and
inventories which are intended for nonessential civilian uses. The unit
will also seek to locate hidden, lost, and frozen inventories which have
been accumulated outside of normal trade channels. The work of
obtaining information regarding shortages and surpluses will be car-
ried on to the fullest extent possible through existing field services
of the Office of Production Management, the Office of Price Adminis-
tration, and other Government agencies.

In the event that surplus stocks are located as a result of the sur-
veys, appropriate checks will be made with the materials branches
of the Office of Production Management, and if the conclusion reached
is that the material should be requisitioned the inventory and requisi-
tioning section will proceed to secure the particular surplus in accord-
ance with the official regulations. Inasmuch as no funds have
as yet been provided to the Office of Production Management for reim-
bursing the owner of any property seized, all such purchases and
seizures will have to be handled through subsidiaries of the Recon-
struction Finance Corporation and other government agencies.

To insure complete equity, a hearings and appeal unit will be created
for the purpose of planning and conducting all hearings in connection
with appeals for release of seized property and appeals for the
establishment of a higher valuation on such property as may be seized.

SECTION III. EXPLANATION TO THE PUBLIC

The Priorities Division has always pursued a policy of making
public all actions taken. Orders of wide general interest or other
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important actions of the division are printed in the Federal Register
and in most cases are also announced in the form of press releases, to
which are attached exact copies of the document concerned. Book-
lets describing the system in detail and copies of Priorities Reg. No. 1
have been distributed by the tens of thousands to anyone interested.
This work is carried on by the Division of Information of the Office
for Emergency Management.

In addition to recording publicly and officially all its actions, the
Priorities Division has undertaken to insure complete understanding
of its procedures through the establishment of field offices. Over forty
of these offices exist at the present time, in all sections of the country,
and staffs of trained employees are available to businessmen for dis-
cussion of priority practices and procedures. The offices do not make
priority decisions, but have available all forms and information
necessary to a businessman. These offices are very closely coordi-
nated with the offices of the Division of Contract Distribution, so
that in cases where it is obvious that a manufacturer is going to have
trouble obtaining materials for his civilian activities he can be referred
to the Contract Distribution Office for assistance in converting to
war production.

Another activity of the division in making information available
has been to hold meetings in various sections of the country to which
all interested individuals in the district have been invited. At these

meetings a complete explanation is given of the various aspects of
the priority program, and detailed information as to the proper ways
of complying with the several priority procedures.

CONCLUSION

In conclusion, it should be noted that the methods outlined in
this chapter which are needed to distribute the scarce materials in
order to insure the fulfillment of the war program and at the same
time provide for the civilian economy in the most equitable way
possible, are all merging into one type of system. This system will
require that users of scarce material, whether they be civilian or mili-
tary, make specific over-all showings of the amounts of material
required, of inventories, and the periods in which those materials
are required. The immediate procedure will be to assign a preference
rating to this statement of requirements, to the extent approved, but
it is expected that the transition can be made gradually to a system
whereby allocation of specific amounts of material can be made on
the basis of the same statements of requirements. It will take time
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to make the transition because it is necessary to gather together the
requirements of many industries before accurate decisions can be
made as to the total demand.




Chapter 1V

The Program for Protection of Business Enterprises

Interfered With by Shortages of Material

This chapter of the report sets forth what is being done by OPM to
carry out its general policy of alleviating hardships and assisting
business, particularly small business, in meeting the changed condi-
tions caused by the war.

The program is widespread. Activities and methods directed to
this end may be found in all divisions and plans of OPM, and certain
divisions of OPM have this problem as their primary responsibility.

The fundamental basis of this program is the vital necessity for
converting every possible plant and worker to production for mili-
tary and essential civilian needs. These have to be met, and it will
take all of America’s resources and energy to do it. Besides this
essential principle, the program has been guided by the obvious de-
sirability of allocating what scarce materials remain after essential
demands have been met so that maximum employment is obtained
per pound of material allocated and the greatest distress averted.

The activities designed to accomplish this fall into certain broad
classifications:

1. Aid to business in converting from nonessential civilian uses to
war or essential civilian production.

2. Subcontracting and relaxation of contract terms.

3. Efforts to cushion the effect of the curtailment of scarce mate-
rials by temporary assistance to affected industries and communities.

4. Efforts to find substitute materials.

5. Provision to enable all business to obtain necessary materials
for maintenance and repair.

6. Provision for appeal where an order works an unusual hardship
or where it causes unemployment unreasonably disproportionate to
the materials saved.

7. Provision for less curtailment of scarce materials in the case of
small business than in the case of large business.

8. The establishment of a “hardship pool”” and the organization of
a section to handle individual requests of small business—the Limited-
Allotment Plan.
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9. The establishment of a simplified Production-Requirements Plan
for small business.

HOW BUSINESSMEN CAN OBTAIN INFORMATION
CONCERNING PRIORITIES

To the businessman seeking to know what to do about the many and
often overlapping priority requirements, two major channels of
information are open:

1. Detailed printed material and public meetings designed to give
complete coverage to all actions;

2. The Priorities Field Offices.

The field office force of the Priorities Division should be considered
as consultants to the businessmen of the community. When in
doubt as to a particular procedure, the businessman should write,
telephone or call on the nearest field office.

A trip to Washington in person should be a last resort, but arrange-
ments also have been made to handle businessmen who find it neces-
sary to do this.

PRINTED INFORMATION AND MEETINGS

Press releases, available not only to the working press but also to
anyone else who is interested, announce any important action taken.
In the case of formal priority actions, a copy of the order is generally
attached to the press release.

To make these formal statements of policy, action, or procedure more
easily available to the average businessman, a weekly publication sum-
marizing all releases is published by the Division of Information of the
OEM. This publication, formerly called “Defense” and now called
“Victory,” is available to any individual, corporation, or organization
caring to subscribe at the rate of 75 cents a year. At the time of
writing, about 55,000 copies of the magazine were being distributed
weekly. A supplement to this magazine is issued which gives the
details of the orders issued.

In addition to the published information handled through the
Division of Information of OEM, the Priorities Division has at-
tempted to convey the facts about the system through the medium of
public meetings. These meetings are organized either by inviting all
representatives of a particular industry to a meeting in some central
location, or by inviting all manufacturers or other interested indi-
viduals in a particular community to attend a meeting in that com-
munity at which experts in the various kinds of priority control ex-
plain the orders and answer questions.




Fierp OFrFICcES

In the event that the small businessman does not have access to or
does not understand the general explanations of the system as de-
scribed in the press and through large meetings, the Priorities Division
attempts to assist’him through field offices in 44 cities. These offices
are staffed by competent businessmen recruited from the local com-
munity and trained for several weeks at a special school in Washington
in the detailed operations of the system. The field offices, which are
kept up to date on all orders and other actions, handle thousands of
telephone calls and interviews weekly, in addition to distributing
copies of orders and forms.

It has been the policy to locate the offices in close physical proximity
to the Contract Distribution field offices, so that when the analysis
of an individual’s case indicates that he cannot expect much help
through priorities because of the character of his product, he may
be readily referred to the Contract Distribution office for assistance
in obtaining war work. The field officers of the Army and the Navy
In many instances have also served as a useful source of information
to the businessmen of the community.

CORRESPONDENCE AND PERSONAL Visits To WASHINGTON

If information must be obtained from Washington, the best method
is to write to OPM, Washington, D. C., where arrangements have been
made for handling inquiries through the creation of a Correspondence
Section. This section handles 300 to 400 general inquiries a day,
while the several thousand other inquiries which are more specifically
concerned with a particular order or material are referred immedi-
ately to the commodity or industrial branch having jurisdiction over
the subject concerned.

Arrangements have also been made for the businessman who comes
personally to Washington (a procedure which is not recommended
in most cases). All who do come to Washington can be guided to the
appropriate place by the Special Inquiry Section of the Administrative
Division of OPM on the first floor of the Social Security Building.
This has been recently enlarged and strengthened.

The officials in this section are in a position to discuss the business-
man’s problem and to route him to the proper commodity or industrial
branch. In the event that the problem requires no special or detailed
handling, the Special Inquiry Section can furnish the answer and save
the businessman another call.

In general, it may be said that the objective of all these efforts is
to make all necessary information available to the businessman in
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his own community, through wide publicity and through the creation
of field offices; and that when it is necessary to visit Washington, a
procedure has been established for central handling to avoid waste
motion.

THE DIVISION OF CONTRACT DISTRIBUTION

This division is directly engaged in the effort to give concrete
assistance to those enterprises interfered with by the application of a
priorities and allocation system to materials essential to war purposes.

The division was created by an Executive order of the President
on September 4, 1941, to take the place of the defense contract service.

Although the Executive order did not vest the director of the newly
created division with power to compel the armed forces or other
departments of the Government to distribute their orders for materials
more widely, it did, nevertheless, vest the director with the responsi-
bility of recommending, promoting, stimulating, and urging changes
in procurement practices to bring about these ends.

The division at the outset faced two major problems: One, to devise
some plan that would quickly, if possible in the next few months,
solve the problem of the smaller enterprises that could not be easily
converted into the defense picture; the second, to devise an organiza-
tion that would efficiently and quickly convert into war production
those enterprises which could be converted. A plan was devised
providing for the setting aside of certain scarce materials in an amount
to maintain small business in being and thus permitting the division
to concentrate on the conversion of the intermediate and larger plants.
Following presentation of the program to the Supply Priorities and
Allocations Board, this body endorsed the major principles of special
aid to small business, but did not accept the plan in detail as presented.
An alternative program, primarily designed as aid to hardship cases
rather than to small business as a whole, was approved.

CONVERSION PROGRAM

An advisory committee of engineers was created to advise and
assist this division in converting industry to defense production.
Similarly a committee of small businessmen has been created repre-
senting various sections of the country and various small business
enterprises.

In order to utilize all the facilities available for the production of
implements of war, two fundamental undertakings had to be
accomplished.

(@) It was necessary to obtain a detailed description of the types of
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articles required by the armed forces. These had to be reduced to a
simple catalog showing not only the articles needed but the component
parts of those articles.

() The complement of machine tools required for their production
had to be cataloged. This is now being done. Representatives of
this division are working with the Army, the Navy, and the Maritime
Commission, carefully preparing such a catalog and, at the same time,
are attempting to get it out in sufficient time so that the prospective
manufacturers of those requirements may be in a position to organize
themselves to produce these articles.

The next task was to inventory all the available tools, facilities,
and manpower existing in the country which were capable of filling
the requirements of the armed forces but which are not being utilized.
Data with respect to 47,000 plants are already available and are being
added to daily. It is contemplated that the division will have syste-
matic and centralized information with respect to all available but
unused facilities throughout the Nation capable of participation in
defense production.

ORGANIZATION

In every State in the Union this division has one or more offices.
These offices are staffed with practical businessmen, engineers, Army
and Navy officers, representatives of the Labor Division, and other
personnel whose job it will be to render every possible assistance to
businessmen—especially the smaller businessmen—who desire to
participate in war production. Through this State-wide organiza-
tion it will not be necessary for the smaller businessmen to come to
Washington to ascertain what the armed forces require.

In addition, through these field offices the division’s production and
management engineers will be able to render assistance to businessmen
who desire to convert their facilities to defense production or who may
need other technical assistance in connection with subcontracting and
prime contracting or other production problems. Additional offices
are being opened almost daily. Additional personnel is being added
to these offices. Information is being forwarded to these offices both
from the Washington office and from the armed forces.

At present there are 913 persons employed in 100 field Offices of
the division.

Behind these field offices there has been created in Washington an
organization to supplement the field work and devise ways and means
of encouraging and stimulating effective plans to bring about the
purposes of the President’s Executive order. This organization con-
sists of 532 people.
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ExHIBITS AND MEETINGS

Permanent exhibits of “bits and pieces” throughout the country
show the prospective manufacturer of war goods in a very simple
practical way the parts and components which are needed. Com-
petent personnel is attached to these exhibits, answering all questions
and making all necessary explanations.

Traveling exhibits have been utilized to reach places where it is
impractical to establish permanent exhibits. In this connection, three
trains, consisting of five cars each, representing the requirements of the
various branches of the armed services and the Maritime Commission,
were dispatched to various parts of the country. Each of these trains
had representatives of the several procurement establishments and the
several divisions of OPM.

Business clinics are being held throughout the country. At these
clinics the small manufacturer meets the large manufacturer. The
large manufacturer exhibits to the small manufacturer blueprints and
other descriptions of the products which the large manufacturer is
making. Subcontracts are entered into at these clinics between the
small and large manufacturers.

PoorLine or FACTORIES

The pooling of factories in a given industry, or in a given com-
munity, is being stimulated. A competent engineering organization

is being set up both in Washington and in the field offices which will
help organize pools of scattered machine shops or units of an industry
to take on defense work. Thus, by pooling various units of an in-
dustry or a community into one aggregate, many firms are able to
undertake jointly what they are unable to do singly. Several hun-
dred pools have already been organized. Fourteen are now engaged
in defense production. To illustrate the work of these pools we cite
the case of the organization of the washer and ironer industry pool:

A committee representing the industry met with a representa-
tive of the division on August 1, 1941, for a preliminary exploration
of its problems resulting from a shortage of raw materials due to
priority applications and a curtailment order as announced by the
then Office of Price Administration and Civilian Supply. The in-
dustry is composed of relatively small manufacturing units, no one
unit employing as much as 10 percent of the total pay roll of the
industry. Units of the industry are located in 20 cities and in 11
States, principally in small Middle West communities where the
particular plant is in the main the principal source of employment.
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Following this first exploratory meeting, the industry was requested
to appoint a technical committee of three of its most competent
engineers to begin the necessary engineering studies in cooperation
with an engineer assigned to the case from the Division of Contract
Distribution.

This joint committee undertook a detailed analysis of the ma-
chinery, facilities, manpower, engineering, and tooling facilities of
cach of the plants in the industry. A “shopping list”” of defense items
capable of being produced by the industry’s facilities was then pre-
pared. The list, consisting of 17 items, ranged from bomb-fuse
assemblies to anti-aircraft-gun mounts.

Tn selecting these 17 military items careful consideration was given
to striking a balance between machine man-hours and assembly
man-hours, so as to conform as nearly as possible with the civilian
manufacturing practices of the industry. The items on the list
ranged from 10 to 500 components.

Having ascertained from the “shopping list” the possible range of
items which could be produced with the existing facilities and equip-
ment of the industry, the next step was to organize these facilities
into a pool around one particular item—an anti-aircraft-machine-gun
mount.

Specifications and drawings of the item for analysis as well as an
actual gun mount for inspection were then obtained. Through the
cooperation of the Chicago Ordnance District a typical mount was
made available from the Rock Island Arsenal. The mount was then
“exploded” into its constituent parts and components, and the engi-
neering and production staffs of the entire industry were invited to
be present for an inspection. After a careful scrutiny of the blue-
prints, as well as the parts and components of the sample mount, it
was the consensus of opinion of the assembled engineering staffs that
the job presented no particular production or technical difficulties.

Three of the units of the industry agreed to act as prime contractors
and the industry indicated its agreement to their serving in such
capacity on any awards which might be made by the War Department.
A schedule was then prepared of the man-hours which the three prime
contractors agreed to subcontract parts, components, and subassem-
blies to each plant in the industry.

Pursuant to an understanding between OPM and the War and
Navy Departments, the industry was “certified” to the Secretary
of War on September 29th, and it was recommended that a con-
tract be negotiated with the three prime contractors acting in behalf
of the industry. On October 21, the War Department announced
the award to the industry pool of a $12,500,000 contract.
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In undertaking the production of this military item, the industry
determined that its pooled production operations would be aided
materially by having each of the prime contractors assume certain
responsibilities in behalf of the entire pool. Thus, one prime con-
tractor is in charge of all phases of tooling; another handles all aspects
of production and inspection; and the third is in charge of the purchase
of raw materials. Each of the three prime contractors supplies to the
industry pool a complete staff to handle the respective operations
assigned to it. In addition, the pool has engaged an engineer from
outside the industry to serve as a coordinator. He is in charge of the
entire administration, and makes all decisions with respect to alloca-
tion of work, tooling, purchasing of materials, inspection, and so on.

CERTIFICATION OF DISTRESS AREAS

A method of certifying distress areas and distress communities has
been worked out. Recognizing that the impact of priorities and raw-
material shortages would cause serious dislocations tolabor and indus-
try, a committee was appointed early last summer, consisting of staff
members of OPM to prepare recommendations for dealing with the
problem of “priorities unemployment.”

Among the recommendations of this committee was the program
of certification adopted by the council of the Office of Production
Management on August 19th (and embodied in the directive of the
Under Secretary of War to the chiefs of the supply arms and services
under date of September 5, 1941, a copy of which has been spread in
the records of the committee) by which communities threatened with
priority unemployment may be certified by the Division of Contract
Distribution to the armed services for special consideration in the
award of contracts.

The certification of communities or industries is the joint under-
taking of the priorities branch of the Labor Division (OPM) and the
Division of Contract Distribution. At the request of the priorities
branch of the Labor Division or upon its own initiative, community
surveys are made by the Bureau of Employment Security. The
completed surveys are transmitted to the priorities branch. If the
community is certified, the priorities branch transmits copies of the
community survey to the Division of Contract Distribution together
with a letter of certification. Through its engineering and technical
staff, the Division of Contract Distribution analyzes the defense po-
tential of the plants or industries involved and recommends a remedial
program to the armed services.

Ten areas, including more than 75 plants, have been certified by the
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Division to the armed services. The total of contracts awarded under
this plan amounts to $28,337,099.

Under study at the present time are some 100 areas which face
potential distress from priorities unemployment.

LEcIisLATION

In order to overcome certain of the disadvantages which confronted
the smaller business enterprises in their desire to participate in the
defense effort, it was the opinion that legislation was essential to over-
come certain legal impediments which stood in the way of the armed
services carrying out the terms of Executive Order No. 8891, of Sep-
tember 4, 1941. Experience had amply demonstrated that the average
business concern—especially the smaller unit—is generally unable to
estimate the cost of production for military items on the basis of com-
petitive bidding. Certain laws, for example, make it impossible for
the Navy to award a regional contract if there is a responsible low bid
from outside the region. Further, bonding requirements have also
served as a deterrent to the participation of the smaller enterprises
despite the fact that the armed services have endeavored to the fullest
extent possible to liberalize their requirements. These and similar
procurement practices it was believed, if eliminated, would aid ma-
terially not only the smaller enterprises but the armed services as

well. Legislation to accomplish this purpose was included in the
First War Powers Act which became law on December 18, 1941.

FINANCIAL AID

The impact of national defense upon the smaller business enterprises
has not served materially to ease their credit and capital problems.
Some months ago the financial section of the Division of Contract
Distribution made a study of the financial position of several hundred
subcontractors participating in various phases of defense production.
It was found that 40 percent of the subcontractors had a submarginal
credit rating, and would, therefore, experience difficulties in obtaining
credit from the normal banking channels. Tt has subsequently been
found that a considerable proportion of these subcontractors has, in
fact, been inadequately financed.

Executive Order No. 8891 states that the division is to provide
through the regular commercial banking channels, the Reconstruction
Finance Corporation, and the Federal Reserve Banks and their
branches, the necessary financing facilities for prime contractors,
subcontractors, and local industrial defense production associations
as well as to “recommend from time to time such additional financial
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procedures or machinery as shall be required to ensure maximum
utilization of existing plant and tool facilities for defense purposes.”

This policy is being carried out by the financial section of the divi-
sion. Between 400 and 500 inquiries are being received in the Waskh-
ington and field offices each month regarding the availability of
working capital alone.

The maximum of cooperation has prevailed between the division
and the private and governmental agencies of finance. The policy
of the division has been to direct all possible credit inquiries to the
commercial banks in the first instance. When these channels have
been unable to meet the needs, recourse was had to the Reconstruction
Finance Corporation, the Federal Reserve Banks or to the 30 percent
advance payments made to prime contractors by the armed services.

A summary of the division’s experience with respect to the adequacy
of the existing sources of financing follows:

1. Both governmental and private banking channels appear to have
exercised to the limit of their authority and responsibility the financ-
ing to the smaller enterprises as prime contractors and subcontractors.
However, neither the public nor private agencies are able to justify
risking the funds of their depositors, noteholders, or appropriations
by the Congress in the case of the submarginal contractor.

With a vastly augmented production load scheduled for the coming
year, the financing of the submarginal enterprise whose facilities are
required will present a serious problem.

2. The 30-percent advances to prime contractors by the fighting
services are customarily made promptly and without undue delay.
However, experience has shown that it is extremely difficult to induce
the prime contractor to permit these to percolate down to the sub-
contractor where there is generally a pressing need for working capital.
It is the considered opinion of the financial section of the Division
of Contract Distribution that this indirect method of financing sub-
contractors by making advances through the prime contractor is not
only cumbersome but inadequate for existing needs.

The division is now preparing a comprehensive report on the entire
problem of financing and conversations are now taking place between
representatives of the division, governmental officials and private
banking executives to the end that a practical, remedial program
may be evolved.

REALLOCATION OF PRODUCTION

Studies are being made to reallocate the manufacture of civilian
goods where manufacture must be continued for the requirements of
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the civilian economy. In this connection, the division is endeavoring
to have those companies which have the machinery to manufacture
implements of war (but are now engaged in civilian production) turn
over their civilian production to those concerns whose machine-tool
complement does not permit of participation in war work.

SUBCONTRACTING

Shortly after this division was formed it requested the larger com-
panies to adopt as their individual policy the President’s policy of
spreading defense work widely through subcontracting. To the extent
that these concerns had not already adopted adequate arrangements
for subcontracting, they were requested to do so. Moreover, each
company was requested to designate a top executive who would
become the liaison officer of his company to the division just as the
Army, the Navy, the Maritime Commission have delegated ranking
officers for this purpose. KExcellent response from these corporations
has been received. Most of them have declared their adherence to
the policy of spreading defense work widely.

Conferences have been held with specific companies on the need
for wider subcontracting. All phases of existing subcontracting, or
the absence thereof, by the large holders of defense contracts are
being explored.

SPECIFICATIONS

To overcome a frequent criticism by manufacturers that specifi-
cations frequently require too close tolerances for certain types of
work, an engineering committee has been appointed which is now
exploring this problem with the armed services.

THE LABOR DIVISION

The Labor Division has developed a program for helping to main-
tain working forces intact and to prevent the disruption of effective
working units. This program has involved efforts to preserve business
enterprises, including small firms, and to help solve the problem of un-
employment arising from shortages of materials under priority orders.

GENERAL PriNciPLES FoLLOWED

In connection with this program the following seven general
principles have been adopted:

1. Special consideration in the allocation of materials for employers
who are shifting to war production so that they may retain their working
forces intact during the period of conversion from mondefense to war
production.
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A few selected cases upon which action was taken after recommenda-
tion by the Labor Division will illustrate this policy.

A New Jersey firm with 1,100 employees, of whom 400 were on
Navy contracts in September with the number increasing to 650 in 3
months on completion of retooling, was granted additional zinc (its
total zinc usage for 1941 was well below that for 1940) in order to
retain its working forces and to complete its products which were
already more than 95 percent completed.

Sufficient steel was obtained for minimum employment of 420
workers in a Wisconsin firm in a distressed community during the
period from December 15, 1940, through January 30, 1941, when the
concern was retooling its plant for defense work and seeking additional
defense work.

2. Consideration in the allocation of materials of the effect of such alloca-
tions upon employment, including less restriction on users of small amounts
and allowance for the ratio between the amount of materials and the volume
of employment.

Both Copper Order M—-9-a (dated August 2, 1941) and Nickel
Order M—6-a state that the Director of Priorities may “* * * take
into consideration the possible dislocation of labor and resulting un-
employment * * *’ One of the grounds for appealing for relief
from Conservation Order M—9-c is where compliance with the order
twould result in a degree of unemployment which would be un-
reasonably disproportionate compared with the amount of Copper
conservied iRt

Under the above provision of Copper Order M—9-a, firms in the slide
fastener (zipper) industry have received monthly allocations of copper
alloy at a rate of about 50 percent of their normal usage not only be-
cause of the large direct displacement of labor compared with the
amount of copper consumed but also becauseof the indirect displacement
of labor in industries using zippers, such as clothing and leather goods.

The Labor Division was instrumental in having approximately
15,000 additional pounds of freon granted to a refrigerator con-
cern in Massachusetts, thus preventing the lay-off of 1,000 em-
ployees in September and October 1941, before the concern could
convert to a substitute material.

3. The principle of communaty allocations, which takes into account
employment conditions within the local labor market and which may
include special allocations to communities threatened with excessive or
undue priority unemployment.

Upon the initiative and recommendation of the Labor Division,
the quotas for medium and heavy civilian trucks were raised in
certain Michigan communities where displacement of workers were
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expected to be most severe during the first half of 1942, so as to al-
leviate distress and maintain in these auto communities a labor supply
adequate for ‘“all out” war production. The Labor Division has
also recommended that a large proportion of the forthcoming orders
for military trucks and armored cars be placed with companies having
plants in these distress auto communities.

Additional allocations of materials for a month or two, upon rec-
ommendation of the Labor Division, have also been obtained by
certain concerns in communities certified by the Office of Produc-
tion Management to the armed forces as areas experiencing or threat-
ened with serious priority unemployment and subject to special
consideration in the letting of war contracts.

4. The setting aside of small “hardship reserves” or “kitties”, from
whach allocations can be made for exceptional and hardship cases.

Under the system of pig-iron allocation, a percentage of the pig
iron produced by each blast furnace is set aside for the purpose of
correcting inequities or meeting emergencies in connection with cur-
rent allocations. While this pool has been used primarily to prevent
the interruption of direct war work, some use has been made of
it to relieve temporary situations of community distress resulting
from inequities in actual pig-iron shipments. For example, shipments
of material to a boiler and foundry concern in Michigan were increased
in October and November, upon recommendation of the Labor Divi-
sion, because of priority unemployment in the community and the
company’s special problem in securing adequate supplies of scrap.
In another case, additional material for November was granted to an
Ohio stove company that was forced temporarily to lay off 200 of its
1,400 employees because of an interruption in the operations of the
company’s normal supplier.

A representative of the Labor Division makes recommendations
regarding these allocations.

b. The Labor Division recommends the inclusion of appeals clauses in
all priority orders.

All important materia's orders contain provision for appeal. Upon
the recommendation of the Labor Division, the italicized clauses were
added to the standard appeals clause in the case of the first Conser-
vation Order M—-9—c:

Appeal—Any person affected by this Order who considers that
compliance therewith would work an exceptional or unreasonable
hardship upon him, or that it would result in a degree of unemployment
which would be unreasonably disproportionate compared with the amount
of Copper conserved, or that compliance with this Order would disrupt
or vmpair a program of conversion from mondefense to defense work,
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may appeal to the Director of Priorities. The Director of Priorities
may thereupon take such action as he deems appropriate.

6. Gradual curtailments in order to avoid sudden displacement of labor
and to allow sufficient time for orderly adjustments.

Rubber Order M-15 provided that between the months of July
and December 1941 the industry will be permitted a decreasing
amount of rubber each month in order to permit the building of
an adequate stockpile. The purpose of this gradual curtailment
was to enable the industry to adjust itself to the new conditions
of supply.

This policy has been applied very consistently in the allocation
of nickel.

The following individual cases indicate how this policy has been
applied in line with recommendations by the Labor Division: arrange-
ments were made for a firm with plants in Connecticut and New
York to receive a diminishing supply of steel to permit the company’s
600 workers to find reemployment because of the necessary drastic
curtailment in production of steel frames for ladies’ handbags. The
same procedure was applied to another Connecticut firm making
similar steel frames.

Limited quantities of steel were secured to enable a Tennessee
company to adjust to curtailed operations, to secure additional
war work, and to enable displaced workers to find employment
in expanding defense plants in the area. The company employed
1,000 men, and a considerable proportion of them faced lay-off
through curtailed production because of shortage of materials.

7. “ Minimum subsistence’’ allocations of scarce material to civilian
industries in the making of whose product the material is an essential
component and for which there is not a readily available substitute; where
substitutes can be developed, some allocation during a reasonable change-
over period.

This policy is applied in the allocation of nickel, for example,
by means of monthly industry-wide allocations and “special case”
allocations to individual concerns. The industry-wide allocations
are made to those industries for which nickel is an essential and
nonsubstitutable component material. Among the more important
examples are electrical cooking and heating appliances, spark plugs,
and heat-resisting enamel. Where substitution is possible, as in the
case of electric-light bulbs, the allocations will be discontinued as
soon as the change-over to the substitute material has been effected.

In every instance, an attempt has been made to establish industry
allocations at & minimum amount, taking account of the country’s
need for the product and the necessity of avoidiag undue dislocation

43




of labor and business enterprise. The total industry-wide allocations
during the past two months have amounted to less than 8 percent of
the available nickel supply.

The “special case” allocations are made from time to time during
the month to individual concerns which face undue hardships as a
result of the diversion of nickel to war production. The basis of
such allocations may be any one, or a combination, of the seven policies
enumerated above.

REPORTS AND PROCEDURES

In connection with its program for protecting employment and
business enterprises against the effects of material shortages and for
relieving hardships caused by the application of priorities, the Labor
Division has developed a system of reports; various procedures for
assisting firms, industries, and communities adversely affected by
priorities; and arrangements for labor advisory committees.

UNEMPLOYMENT REPORTS

The Priorities Branch of the Labor Division receives each week
more than 500 ES-223 forms, which are available in the 1,500 local
employment offices, and are filled out for individual companies that
have either experienced lay-offs because of shortages of materials and
priority orders, or that are expecting to lay off workers in the future
for such reasons. In addition, information regarding present or
prospective priority unemployment is obtained through community
surveys made by the State Employment Services either upon request
by the Priorities Branch of the Labor Division or upon the initiative
of the State Employment Service or the Regional Labor Supply officer.
Over 100 such surveys, running from 3 to 20 pages, have been made.
Additional material on priority unemployment is also obtained through
correspondence, personal visitations, the various forms used by
the Office of Production Management, and material submitted by
the Bureau of Labor Statistics.

As soon as the ES-223 forms are received by the Priorities Branch
of the Labor Division they are studied by one or more persons in that
branch to see what, if anything, can be done to remedy the existing
priority unemployment or to prevent prospective priority unemploy-
ment. The same procedure is followed in the case of community
surveys which analyze the situation in those firms in a community
that are likely to be affected by priorities. The following cases illus-
trate the various types of action that may be taken to assist firms
whose situation has been brought to the attention of the Labor
Division by the reports from the Bureau of Employment Security:
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On October 21 it was reported that a furniture company in Vermont
would probbaly have to lay off 122 employees within a few weeks be-
cause of inability to secure steel knives for a Yates jointer. This firm
was immediately informed that it was entitled to a priority rating of
A-10 for material needed for repair and maintenance of present
equipment. On October 28 the president of the furniture company
wrote that they had obtained the knives without which the company
was faced with a possible shut-down. Numerous other cases have been
handled in the same way where firms did not know the ratings to which
they were entitled under various priority orders.

An Illinois stove company was forced to reduce its employment
from 1,500 in April 1941 to 800 in September 1941 because of material
shortages. This company, the most important source of employment
in the community, was preparing for a contract for shell cases, pro-
duction to begin in September. Upon the recommendation of the
Labor Division steel was obtained for this firm to permit operations
through November and December at 60 percent of normal levels in
order to relieve the critical employment situation in the community
and to give the firm an opportunity to shift to defense work.

The following cases are representative of those that arise through
correspondence or personal visits to the Priorities Branch of the
Labor Division:

An Ohio firm making vacuum cleaners, upon recommendation of
the Labor Division secured in October a small allocation of aluminum

in order to permit the completion of a program of substitution to
bakelite. :

Another Ohio firm with 800 workers in an area certified to the armed
forces as one threatened with serious priority unemployment, obtained
a small amount of aluminum in September in order to permit the firm
sufficient time to convert to defense and to substitute materials.

COMMUNITY SURVEYS

The Priorities Branch of the Labor Division maintains a file, by
communities, of data pertaining to labor displacement—past, present,
and prospective—arising from priorities and production curtailment
orders. The data are obtained chiefly from the material submitted by
the Bureau of Employment Security and the Bureau of Labor Sta-
tistics. This file is used to determine the employment situation in
the community. The community file of labor displacement is used
not only in connection with the certification of distressed communi-
ties to the armed forces for special consideration in the letting of defense
contracts but is also consulted by the staff of the Labor Division when-
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ever a question arises as to the situation in any community. It is
used in connection with the decisions of the Plant Site Board as to the
location of new plants and also in connection with various other ac-
tivities of the Office of Production Management involving questions
of labor displacement, labor supply, and labor demand.

The material flowing in from the Bureau of Employment Security
and the Bureau of Labor Statistics, and accumulating in the com-
munity file on labor displacement, gives a good indication of the firms
and industries that are being affected by priorities and the particular
materials or priority orders that are causing the most labor displace-
ment.

On the basis of community surveys received from the Bureau of
Employment Security, the priorities branch of the Labor Division
has certified 20 communities for special consideration in the letting
of war contracts, which consideration may include the allowance of up
to 15 percent above current prices. This program of certification was
adopted by the council of the Office of Production Management on
August 19, and embodied in Army and Navy directives early in
September. It is designed for communities threatened with serious
priority unemployment, which in most cases means that there has been
or is likely to be a net volume of unemployment in the community
amounting to as much as one-fifth of the community’s total manu-
facturing employment.

Although the certification procedure is not designed specifically to
assist small business, it has helped to preserve business enterprises and
has operated to the benefit of a substantial number of small business
concerns. For example, in the first 11 communities certified, well
over half of the companies surveyed employed less than 200 workers.
Five of the communities certified by the Labor Division have less than
6,000 inhabitants.

In addition to the assistance under certification the Labor Division
has helped concerns and industries to maintain employment by assist-
ing them in converting to defense work.

The Labor Division has helped other industries whose employment
was being curtailed by priorities to convert to war production. In
June 1941, when aluminum was no longer available for the manu-
facture of civilian cooking utensils, the Labor Division investigated
the possibility of converting facilities used for rolling soft aluminum
sheets and for stamping cooking utensils to the rolling of cartridge
brass and the drawing of cartridge shells. A number of aluminum
cooking utensil plants have already shifted part of their facilities to
such brass cartridge work under war contracts, in line with the pro-
gram suggested by the Labor Division.
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LABOR ADVISORY COMMITTEES

Labor advisory committees have been established in a number of
industries to consult with and advise the industry branches of the
Office of Production Management. These labor advisory committees
represent the interest of the workers in each particular industry or
commodity. In certain cases these labor advisory committees have
played an important part in establishing systems for the allocation of
materials such as rubber and silk, which have already been discussed in
this report. These labor advisory committees are of course interested
in maintaining employment in their respective industries so that their
advice and suggestions generally look toward the maintenance of exist-
ing business enterprises.

OTHER ACTIVITIES

The Labor Division is consulted in the drawing up of priority orders
and in the policy of administration of such orders. It has been espe-
cially watchful to see that small concerns are not put to disadvantage
under priorities. The case of every small manufacturer who reports
his situation to one of the 1,500 local employment offices is given
personal consideration by the labor consultant in the industry or
commodity branch involved. This same labor consultant who
receives the individual complaints regarding the effect of priovity
orders upon employment is the person who, in the first instance,
participates in the drawing up of priority ovders and also advises
regarding policy in the administration of priority orders.

In connection with the appeals filed under Conservation Order
M-9-¢, the Labor Division has, for example, taken into consideration
the percentage of the firm’s employment that is engaged on one item
restricted by Order M—9—c and also has taken into consideration the
fact that small firms have been at a disadvantage in accumulating
large inventories. Pursuance of such policies in connection with
appeals has tended to favor small business firms.

THE PURCHASES DIVISION

The Purchases Division has had as its objective advising the armed
services on how best to procure what they need when they need it, at
reasonable prices, and with as little adverse effect upon the civilian
economy as is possible, consistent with the military necessities of the
situation.

In carrying out the objective of the functional activities of the
division, i. e., to advise Government procurement agencies on the
quantity and timing of purchases, on quality and specifications, on
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price, and on terms and conditions, a number of steps have been taken
which now make easier the task of helping firms adversely affected by
material shortages to make the necessary adjustments.

Very early in the defense program the armed services were assisted
in developing a program of negotiating contracts and of splitting
awards among a number of bidders in contrast to the normal pro-
cedure of making awards to the lowest bidder. This development
now makes it possible to take into consideration factors other than
those of price and delivery terms in making awards. Examples of the
use currently being made of this procedure appear at a later point.

Two pieces of administrative machinery, one assigned to the Pur-
chases Division by OPM, and one developed within the division, also
contribute to making easier the task of helping fi<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>