MATERIALS AIIOCATION AND pRICRTTI“O
2L February,l?AS

'COLONEL HOEFFER: During the war there were shortages of materials in
the United States and at times those shortages led to serious delays in
production, Sometimes materials went to the wrong people and sometimes
there just was not enough to go around, Time and energy were spent hunting
for matérials rather than upon production. 'As a result the regulation of
materials became a necessity, S

.. - We are very fortunate today in having a speaker who not only helped te
write the regulations for control of materials but subssequently sold the

.. idea of these regulations to industry and helped administer them, Since

the war he has been studying the problem of materials control. I take

great pleasure in presenting Mr, Groce of the Vunltlons Board to the College.
. ¥r. Groce, . »

¥R, -GROCE: ' Thank you, Coleonel Hoeffer, Good afternocn, ladies and
gentlemen, : ) - -

During the days Just before and after Pearl Harbor there appeared on
the office walls and desks of many WPB executives a motto or. slogan which
read substantially as follows-. "In time of .emergency it is better 'to do
any intelligént thing quickly than to sedrch: h3s1tat1mglv for the ideal.®
- When the desparate urgency of the situation- creéated by our national un=
preparcdnbss, both militarily and ind ustrlally, is ¢onsidersd, thers can
be little quarrel with the phllmsonhy‘whloh found expression 1n this slogan,

The exscutive staff of WPB had tc establish pollc1es and make far-
reaching polidy decisions without. adequate information or experience on
which to base them and without adequate personnel, both in number and kinds,
to carry out these policies and decisions under conditicns of almost intol-
erable pressure from inside and outside the agency, coupled with the neces-
sity for the utmost speed, At the same time and in the same stmosphere,
ways and means had to be devised to get adequate information on which to
base intelligent policy decisions, and equally 1mport :nt, to exscute those
decisions once they were made, A

Under such circumstances, it is little to be wonderzd at that some of
the actions taken by the WPB, particularly ‘during the early stages of the
war, represented improv1s@tlons, expedients--often caused by internal organ~
izational or personality conflictse-piecemeal experimsnts not far removed
from sheer trial and error, measures frankly exploratory in nature designed
to provide basic data necessary for more adeoguste and intelligent planning
and control, or palliatives designed to remedy specific conditions as they
became so critical that the symptoms could no longer be ignored.
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Only when the proposed programs of the various claimants have been
received and accepted or modified in the llght of realistic estimates of
the anticipated supply of limiting materials or products (1nclud1ng com~ -
‘ponents and subassemblies), and only when a feasible balanced national
production schedulé has been determined and °anboo°d in terms of the rel-
ative importance of each segment, with stated quantities to be delivered
over specified time porlods, can the control system take held to see that
this schedule is met,

In fulfilling its over-all. functlon of meetlng tne national productlon
scheduley the control system must be successful in reaching a number of
Vmore detailed objectives. Some of these are:

1. To insure balanced production of essential items;

2. To speed conversion from peace to wartime use of fabiWities,
and to insure the distribution of machine tools and other equipment for
the most efficient use of- avallable resources, including labor and manage-
ment "know-how;"

3., To see thét the total allocation or apportionment of each
scarce material in each time period is in balance with the total probable
“supply of that matérial for that periods

L, To carry this through so that there is a baLanC° in the amounts
of different and oomolomentarv supplles avallable to each pcrmltt“d user
in each perlod

5. To prevent lsakages of scarce materials into cxcessive inven-
tories and to prevent the 1mmob1leatlon of inventories while, at thc same
time, assuring the malntenance of mlnlmum and reasonably balanced working

lﬂVthOPlBS'

6. To insure that approved users of scarce items do, in fact, gst
them at the places and times required; : : o T

7. To conserve vital resbéurces, by cncouraging ths preparation of
specifications and contract placement by procuring sgencies in such a way.
as' to make the most of the Wation's production potential, by curtqlllng
or prohibiting less essential or nonossentlal uses of scarce materials and
the manufacture of less essential or nongssential products;

8. To provide channels through which adequate current information
can be collected and made available to those responsible for moking poliey
decisions, ' ’




Finally, when Pearl Harbor forced upon the Nation the realization of
the necessity for all-out war production, the OPY gavs way to the War Pro-
duction Board in January of 1942, With complete and clearly defined au-
thority vested in its Chairman; the WPB proceeded rapidly to organize for
the job ahead. Its initial primary preoccupation was with the complex
problem of eliminating or curtailing unessential or less essential produc-
and construction and converting or diverting these facilitises to war produc-
tion, It immediately strengthened and expanded its industry divisions and
charged them with the responsibility of expanding, maintaining, or reéducing
the rates of production of products under thelr jurisdiction and with general
supervision over the operations of these indﬁstries. In general, the WPB
adhered to the end to the basic framework of organization establlsned during
its first few months of onnratlon.

: Th” oriﬁin of the preferende rating system has bsen commented upon be-
causc, although subsequent actions  of the WPB ruplaced the use of the pref-
erence rating in certain areas, . supb3em9nt»d it in others, or prescribed

special rules for its use in certaln cases, the preference rating continued
throughout the emergency period to be the 31ngl° most pervasive priority
device used to indicate to suppllers the ordur in which to make deliveries
to thclr custeomers,

The preference rating system needs very little comment. It started out
under the ANMB Priorities Committee with rating bands of A-1 to A-10, By
mid 1941 ANMB had introduced a top series of ratings, A-1-A through A-1-K.
By .mid 1942 this had been ruolaced by still "another rating serics, the AA-1
series, identified as AA-1 to AA-5, Those three changes in the priorities
rating system almost speak for themselves in térms of degree of inflation
that happened during the period of the preference rating system!s beginnings
and early dcvelopmﬁnt

) It also seems quite curious at this point to sce that in the carly days
ten rating bands were used. When the A-l-A series was introduccd there were
eleven top rating bands, It seems difficult to belisve that the relative
urgencies could possikbly have had any meaning, It is l*ttle to bz wondered
at that ratings become so highly inflated by leap—rroggl » and conceantration
in high-rating bends that it was necﬁsSury thiree times to %t.rt all over
again and issue a new set, By the time the AA-series become effwctive, how-
ever, in mid 1942, the situation was falrly well undnr control through other
mutnods, and that series no;d to thv end of the W :

I WOn't spcnd any time on- thr5 prlorltlcs rbgulatlons or thi CXP regula—
tions, except to say that the rpgul tions set down gynrr?¢ ground rules for
.the. operotlon of the prlorlty systpm. e

After the prblcrenc ”Ptlﬂg, the next series to make its appearsnce was
the P order series., When it was determined that it was impossible in many




establlshed to effect this: transltlon is: 1t p0331b1e to see in proper
‘ perspectlve the reasons and reasonlng behind.the step by step evolution
of the "priorities and allocation system" and to condone many actions
which in retrospect seem to be serlous errors of omissien or cemmission,

When the President establiéhed”the National Defense Advisorj Gouncil
in May 1940, Europe had been at war something over eight months; Relglum
has just surrendered, and.the:evacuation at -Dunkirk had begun. The sarious-
ness of the situation abroad was obvious, but although we were committed
to a program of assistance to. those nations resisting the Nazis, there was
little thought or expectation that we woluld become actively involved in
the war; and further, there was a considerable body of isolationist thinking
in this country at that time, both inside and outside of Congress, There
was in existence no legislation which gave the President authority to compel
the acceptance and filling of "defense" contracts chead of or in preference
to other orders, and he was apparently unwilling to approach a still psace-
minded Congress with a request for the broad powers which were subsequently
granted in the War Powers Act$, The NDAC was, therefore, as its name im-
plies, a purely advisory body which relied on consultatlon, negotiation,
and persuasion, but with no authorlty to enforce the carrying out of its
decisions.’ :

From its inception, the most important problem confronting the NDAC was
that of material supplies and priorities, Even at that zarly date there
was clear indications of actual or impsnding shortages of certain raw mater~
ials, particularly metals, to £ill all needs of the rapidly expanding defense °
program without serious interference with commercial, export, and civilian
demands for these materials, Since the earliest shortuges made themselves
felt in the supply of raw materials and the facilities for producing them,
rather than in facilities and capacity for fabricating these materials into
products, it was natural that the initial: efforts of the WDAC should be pri-
marily directed toward solving this problem. This resulted in the early
setting up of the nucleus of what later became the Materials Branches and
Divisions charged with the Jjob'ef increasing the production and supervising
“the dlstrlbutlon of their respectlve muterlals.

_ These Materials DlVlSlons-well establlshed operating units——had develcped
firm policy opinions and operating philosophiss, and had devised and put into
effect a great number of individual methods of controlling the distribution
and uses of their materlals'many months before the appearance of "Industry"

or "Product!" Branches and Divisions in the organlzatlon. In fact, it was

not until September 1941 that "Industry Branches" as such, apy eared in the

OPM organizational setup, and it was not until the spring of 79&2 under WPB
that those branches began to operate with any degree of effectlveuess.

It is extremely important to note thls p01nt of what might be called
the "organizational timing" of WPB and its predecessor agencies, for it




Th:rfforc, sSummary tabulatlons derlved frcm PRP applications, not only
could offer no reliable data as to ‘the 1mvact on materials supply of the
productlon at any given level of any’ product or group of products (a basic
“necessity for intelligent productlon Dlannlng) but also the use of this
1nformat;or'was misleading and in fact mlght actus 211y be dangerous.

FRP had two other basic flaws which shouldrbe_mehtionﬂd, although both
were relatively minor and could have been corrected. The first of these
was-the handling of MRO. Materials for MRO by the applicant were included

with production materials which madp it impossible to determine

2 T
appllcatlon the use, inventory, or requirements of materis ls, either for
ation into hwndnnfq but onlyv for both Thus statistical
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;pp,uuu worth of the.listed me er quarter who, although thelr aggregate
"take!" was relatively small, oonstltutod a numer1017ly large group, the
following exceptions were made: (1) Lransporcatlon, (2) furnishing of
heat, light, power or gas; (3) quarrying,~ 4) production, refining, trans—
portatlon, ‘distribution or marketing of petroleum or associated hydrocarbons;:
(5) communications; (6) sewerage or drainage; (7) construction; (8) sales

by distributors or warehouses., It is at once apparent that the total of =
these excepted areas represcnted a suostantlal percentage of the total usss
of the listed metals. In these.areas. other methods or combinations of methods
were used to control the distribution and use of materials, so that while PRP
was set up to take care of the productlon needs of the larger manufacturers
of products, it was by no means the sole method of controlliing the quantita-
tive distribution of the listed items, o :

d g '
ere sxcepted, In addition to users of less than
tals '

A final and most important point with regard to the operation of PRP
must be brought out before passing on to CMP, It was stated earlier in this
discussion that had PRP- been purmlttud to operate as it was designed to oper-
ate it would have offered from the point of view of the manufacturer an al-
most ideal solution to the problem of wartime material procurement--~but in
the actual operation of FRP even this rusult was large ly ne ated.

Partly because of its .ery comprehen51veness, since its unive rsal use
involved the crossing of many lines of,authorlty, PRP became the object of
contention and antagonism on the part of certain sections of the Armed




The term "production. sche " sométimes caused . confusion because
what WPB did mostly was deliv cheduling rather’ than production schede:
uling. There were various methods used to actually set the pattern of
delivery and freeze schedules to determine in which order the deliveries
should be made; These methods varied all the way from a manufacturer
filing a schedule and freezing it at that point, filing his schedule and
having to wait until WPB told him whether or not it was all right, through
the most rigid, where an individual authorization had to be obtained be-
fore a delivery could be made of ‘2 partiéular kind of product.

During the whole of 1942 the maJor protlems confrontlng the WPB was that
of controlllng and dlrbctlng the flow of materials and products in such a
way as to meet, as closely as possible, the national production schedule
within the total available supply of llmltlng items. It was conceded that
in order to accomplish this, some over-all instrument was needed which would
furnish the necessary information ‘to the Requirements Committee on which to.
base its program determinations and which would also act-to effect the dis~
tribution of materials in &bCOPdOﬂQG with these determinations. The Pro-~
duction Requirements Plan was ‘the only over-all plan in effect at that time
and seemed to give con81derable promlse ‘of being adaptable to perform these

two funections, -

PRP was announced in Docember 1941, just a few days before Pearl Harbor,
to become effective in the first quarter of 1942. The Plan continued in -
operation for six calendar quarters, the first two (January through June
1942) on a voluntary basis, that is, industry was not required to. operate
under it; the next three (June 1942 through March 1943) on a mandatory basis,
when all "Class I producers" as defined in the plan were required.to file
PRP applications; and a final transition quarter (April through June 1943),
when PRP operated concurrently w1th its successor the Controllbd Materials
Plan (CMP). : ) :

, In'any discussion of PRP it is usually stated that applications were
made on a plant basis. Since-a basic concept of the plen was to authorize
the rccelpt of materials in such a way as to maintain minimum inventories
or to force the reduction of excessive” ‘inventories, applications were re—-
quired on' the basis of the smallest breakdown of the applicant!s” operations
which raw material inventories permltted Although, generally speaxlng,
this resulted in ong application per plant, it was not uncommon in cases of
large multi-product plants to receive several applications covering the opera-
tion of a single plant. Conversely, wherc several plants operated from a .. .
centrally controlled inventory, there were applications which covered more
than one plant. Thus a "PRP unit" was usually, though not necessarily, a
single plant. SR

‘In addition to performing the functions outlined above with respect to
the WPB, the plan was designed to furnish to the applicant a "complete

[~3g:=@%cﬁzﬁﬁqjf{cgféfﬁfﬁ



The problem of balanced production material flow was attacked through
 three new approaches: (1) The "authorized production schedule™ which could
‘not be exceeded, but for'which in all casés, sufficient controlled materials
"had to be allotted it the time an order or contract was placed; (2) the
telaimant agency allotment! princidle under which claimant agencies, other
than WPB industry divisions, made allotments to "prime consumers" for the
production of certain products in which they had primary interest; and (3)
the "vertical allotment" principle under which the requirements of 2 prime
consumer for controlisd materials included the requirements of his secondary
consumers for controlled materials needed by them to make the components
and subassemblies required to meet the production schedule of the prime con-
sumer, and allotments made to prime. consumers included quantities which they,
in turn, distributed among their secondary consumers., Under CMP a "prime
consumer™ was defined as "any person who receives an allotment of contrelled
material from a claimant agency, either directly, or through an office of
such agency," and a "secondary consumer" wds defined as "any person who re-
ceives an allotment of controlled mater1al from a prime consumer: or another
secondary consumer." In general, these terms had the same meaning as "prime"
and Ysubcontractor! but were choscn as- belng ore dﬁbcrlythJ of all users
of cqntrolled materials, ‘ .

The authorized production schedule which Wént with allotments was de~
signed to prevent the initial pla¢ing of contracts uniess there was assur-
ance that there were materials available to fill them, and to secure inte~
grated production by setting quantltatlva ceilings by time periods at each
production level, It should be noted at this point, howsver, that there
were many instances of allotments made by WPB- industry divisions where no
specific production schedules were assigred, since for these products as
high a level of production as possible was. neaded and desired, but the rate
was governed entirely by the quantities of controlled ma >r1als which could
be made available, In these cases the Mauthorized production schedule" was
interpreted to mean the maximum quantities which could be made with the
material allotted, thus giving the manufacturer an opportunity to use his
ingenuity in produCLHg as much as possible through substltutlon, simplifi-~
cation, standardlzatlon, or.any other methods..

The claimant agency allotmpnt pr1n01ple was de51gngd no glve cortrol of

for the,product being rroduced "It was also designed to Il%C“ square]y on

- the shoulders of the claimant agency respon31bllltv for thc most efficient

use.of ‘the allotment which was glven t6 the agency by the Requirements Com~
mittee.

The vertical allotment principle was designed to give the total impact
of the production of any product or class of products on material supply
and to insure consistency in bllls of mater1QIs, in requiremcents, and in
allotments,




that A products were in general the combat items or specialized items made
for and purchased by the- Servicesv: However; the Services had considerable
interest in purchasing large quantitles of other things so they wanted to
allot for those products as well, It was not a questlon of whether it was

a component of another product. or whcth r-it was a specialized component

or a common component, but it was a struggle for control of and jurisdiction
over the production of that product

Officially announced 2 November 1942, to go into partial operation dur-
ing the second quarter of 1943 and into full operation beginning with the
third quarter, CMP had the great advantage of more than six months time
after it was announced and before it became fully effective to get ready
for its administration, to eliminate "bugs" in the plan as originally re-
leased, to prepare and issue regulations, operating instructions, and pro-
cedures, to train agency personnel and to inform industry in its functions
and responsibilities under the plan,  This time for preparation was invalu~
able in getting CMP off to a flying start and was responsible to a consider—
able degree for its early effective operation.

CNP was the last over-all plan used to control production and material
distribution in World War II, That it was the best possible plan.is, of
course, open to question; that it did the job, there can be no doubt. CMP
worked, By dint of hard work. swest, and general surar78t1Vp cooperatlon
"~ on the part of all concerned it was made to work, Thank you,

COLONEL HOEFFER: On behalf of the College, thank you very much, Mr,
Groce, R _
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