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EDITOR’S PREFACE

" The purpose of this study is to present in succinct form the
effect of the outbreak of the World War on the commerce, in-
dustry and finances of Peru. The materlal was -collected by

’ Dr. Rowe in the course of a visit to the'country in 1915, and
the manuscript was submitted soon after-his return, The pub-
lication has-been unavoidably delayed, bdt inasmuch as it pre-
sents a matter of enduring interest thls delay is not of serious
moment. .

The facts presented show the far-reachmg effect of the war -
in Europe on the life of a people.far removed from the theater
of the conflict and which at the time mamtamed a strictly neutral
- position, although subsequently diplomatic. relations with the
Central Powers were severed. : Conditions in Peru, as set forth
in this monograph,- xllustrate the ‘close interdependence of na-
tional interests aud the deep and v:tal concern of every nation in

the mamtenance of world peace.
: DAvm KIN;.EY Editor.
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EARLY EFFECTS OF THE WAR UPON
THE FINANCE, COMMERCE AND
INDUSTRY OF PERU



CHAPTER 1
Conditions Preceding the War

The economic and financial condition of Peru during the year
immediately preceding the war was far from satisfactory. Com-
mercial and industrial depression, due to the low price of sugar,
rubber, cotton and copper—the staple products of Peru—to-
getler with the political disturbances which occurred during the
early part of 1914, had created conditions which not only threat-
ened the leading industries, but also placed a severe strain on
the financial system of the country.

Of Peru’s agricultural products, the most important is sugar.
The declining prices of the year 1913 placed this basic industry
in a most unfavorable condition. In 1911 Peru produced 178,-
533 metric tons of raw sugar; in 1912 the output was increased
to 192,754 metric tons,® whereas the acreage under cultivation
increased from 86,880 acres to 91,750 acres and the persons
employed from 16,977 to 19,945* During the same period the
number of plantations increased from 65 to 81 and the number
of sugar mills from 32 to 38. In 1912 the producers received
for their output $4.08 per English hundredweight of 112 pounds
of granulated sugar of 96 per cent polarization.® In 1913 the
price dropped to $2.80 per hundredweight, and even reached the
low figure of $2.39. Exportation to the United States suffered
a severe decline, dropping from 362,671 tons in 1912 to 259,982
in 1913,

Nore: The author desires to acknow!edge his deep obligation to. the
Peruvian Government as well as to the American Minister in Lima, and the
American Consuls in Callao, Salaverry and Paita, and to the Chief of

the Bureau of Foreign and Domestic Commerce of the Department of Com-
merce, for data and assistance.
t Metric ton is equal to 2,204.6 pounds. .
2 Includes the pasture lands belonging to plantations.
2 Report of Consul General Handley, Callao, Peru.
: 3



4 THE_ EARLY EFFECTS OF THE WAR UPON PERU
1]

During the.same period the unfavorable condition of the
rubber industry served to accentuate the commercial depression.
It has been evident for some time past that the cultivated rubber
of the Far East will soon become a menace to the South Ameri-
can product unless the careful scientific methods observed in
the East ‘are adopted in South America. The declining prices
resulted in the bankruptey of a number of important companies,
and reduced the total export of rubber to $3,957,591 in 1913,
as compared with $6,343,925 in 1912,

Cotton is second in importance-among the agricultural prod-
ucts of Peru. A’ number of varieties are grown, the most im-
portant of which, constituting about sixty-five per cent of the
total, is what is known as the “ American upland.” But a small
quantity of the finer grade, known as “ sea island ”” and “ mita-
fifi,” is grown, representing about two per cent of the total.
Most of this is grown in the valley of the river Supe. The re-
maining thirty-three per cent is a product peculiar to Peruy,
known as Peruvian “ full rough* and “ moderate rough,” with
a long crinkly fiber, which is used to mix with wool for the
cheaper woolen fabrics.

Fortunately for the country, cotton was more favorably situ-
ated in 1913 than in 1912. Prices both for the * semi-rough”
variety and the soft “ Egipto ” were higher in 1913 than in 1912,
and production increased nearly fifty per cent, as will be seen
from the accompanying table:

Year Cotton lIl’)rodut:ed
: 5.

1900 .. i iiiiiiiiitaiiiiiia s ieie s erai e 38 017 650

B 105

8 38 389 535

33 72 37, 565 130

3 R 52 344, 640

In 1913 the export of cotton to the United States increased
nearly thirty-three per cent, as compared with 1912; reaching a
total of. $1,224,508.

As regards copper, the leading mineral product of the country.
the situation in 1913 was fairly satisfactory, although the in-
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dustry was by no means in a highly prosperous condition. Nev-
ertheless, although the total output of 1913 was very little in
excess of that of 1912 (27,940 in 1913, as compared with
27,813 in 1912) the market conditions were more favorable.
Since 1905 copper has gradually assumed a position of leader-
ship in the mineral output of Peru. Up to that time silver had
been the leading mineral product. The discovery of economical
processes for the utilization of relatively low grade ores has
given a tremendous impetus to copper mining throughout South
America, but particularly in Peru. Two large American com-
panieg are at present operating, one at Cerro de Pasco, extract-
ing from 20,000 to 30,000 tons of ore per month and producing
copper in bars to the extent of about 45,000,000 pounds a year.
The other company has its plants at Morococha and Casa Palco.
As will be seen from the accompanying table, the mineral
output of Peru other than copper is comparatively small. '

MINERAL EXPORTS OF PERU (1912)

Minerals Pounds Value
Bars: )
Copper, small ...... .. 489,867 $10,812
Copper and silver 44,126,359 8,889,187
Lead and silver X . 96,290
Silver .... 8,503 . 82826
Bismuth ..... 609,666 44944
Blocks, copper . 63,493 10,150
Borate of lime 3,251,950 64,793
Cement, copper 347 12,128
Coal 21,732
2,231,764
23,920
51,272
100,674
106,079
22,147
138,257
Tes2s1
LT 1,849,658
Silver and cOPfer .....covvuivcnncrvanas vee. 12,592779 841,566
Silver, copper, lead ....civivieriiiinonienes 10,022 3,942
Silver and gold .....covvuviinnenen PO 82,512 17,298
TUNZStEN ..civcniearuconannansosnseansonnss s gg'gy% gg,ggg
Resid mineral ....cciciciiriiriiticencenes ,004, 2
o 7.729,426 37,523

Salt ..ciiviiiciiiaanse verrrassesErenssnensan
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MINERAL EXPORTS OF PERU (1912)

Silver, SPONZY «.evvvrirrreeesnennvascnensnnns 3,003 22,535
Sulphides: )
Copper and silver .....ccciiiisnrciincnnans 8,960 27,921
Gold, copper, silver ....cvcviiiereccacncnnan 2,295 7,846
Silver ....ccviiveriessrerssensrarerescsnnen 152,697 1,078,500
Vanadium .......cocviviierumsnntonnscssscasnne 6,721,210 742233
All other ..... errecesscctansrennerernavenar 234919 14,852
Total cevriivieirrrtocreniirenneesienes 138,263,000 $15,745,650

The total value of the mineral exports in 1912 was $15,745,-
650. Of this amount $12,083,500 went to the United States.
In 1913 the total mineral exports advanced to $18,519,450 with
the same proportion going to the United States. The export of
copper alone to the United States in 1918 was $8,188,791; of
silver, $4,039,764.

The other important articles of production that must be taken
into consideration in any review of the economic situation are
coca, petroleum, wool and rice.

The coca leaf, from which cocaine is extracted, is used in part
in local consumption, although the greater part is exported for
the purpose of extracting the drug. The native Indians are
addicted to the chewing of the coca leaf, which seems to deaden
the nerves of the stomach, enabling them to get along with
comparatively little food. The value of the total production
of coca leaf in 19313 amounted to $5,236,000.

The exploitation of the petroleum resources of the country
is still in its initial stages, although a number of companies
have been operating in the northern departments of Peru for
several years, in fact as far back as 1862. The total production
during the year 1913 was $4,429,770. In 1913 and 1914 the
most important properties were taken over by the Standard Oil
Company, and a thorough reorganization of the methods of
exploitation is being undertaken. Everything indicates that the
petroleum industry soon will be one of the most important of
the country, and will contribute, in no small measure, toward
counteracting the unfavorable economic conditions that have pre-
vailed during the last few years. Another product of some
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importance is wool, of which the production in 1913 was a
fittle over three and a half million dollars. The greater por-
tion of this, viz., $3,162,280, was exported. The rice crop,
amounting to $2,127,000 in 1913, is consumed locally; in fact
Peru does not produce sufficient for home consumption and is
compelled to import considerable quantities each year. -

The other products of the country are of comparatively little
importance, and may be briefly summarized by citing the total
production in 1913:

GraPES +uevcencsrcccnnsnnssasrsacnsesnssscarssocsons $1,555,000
Coffee ...ccvvvvvanvananes e reeaseresneseserannrenrean £49,000
Tobacco ...... estsesareransiae rerecans teresasreasans 428,000

Cocoa ......... teseserescasriennatecectentannaananas - 100,000



CHAPTER II
Government Finances Preceding the War

In order to anderstand the financial condition of Pery, it is
necessary to recall the disastrous influence of the war of 1879,
which left the country prostrate and from which full recovery
has never been effected. The dire straits to which the govern-
ment was reduced are fully reflected in the financial histery of
the period. With an empty treasury the government found it
impossible to pay the arrears due the army, as well as other
-obligations due her citizens arising out of the war, To meet
‘this emergency the government issued what are known as “ con-
solidated notes ” to the amount of $13,303,225, bearing one per
cent interest. As these were insufficient to meet the obligations
recourse was then had to what are known as *“ redeemable bonds,”
bearing no interest, with a yearly amortization quota of
$125,000. Of these $5,671,050 were issued. The * consolidated
notes ” together with the noninterest bearing redeemable bonds
constitute what is known as the * deuda interna ” or * internal
debt of Peru.” The consolidated notes are quoted on the stock
exchange at about 1414 per cent of par, and the redeemable
bonds at ten per cent of par. In July, 1914, there remained
outstanding $13,303,225 of the notes and $4,269,300 of the
bonds. -

The “deuda externa,” or funded foreign debt of Peru, has
had a most interesting history, and is intimately related with
the formation of what is known as the “ Peruvian Corporation.”

In 18869, 1870 and 1872 Peru floated a series of loans in
England amounting to $158,864,225. Soon after the war with
Chile the desperate condition of the national finances made it
impossible to pay the interest on the bonds. By 1890 the in-
debtedness to foreign bondholders, namely, British, French and

8
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Dutch, amounted to $268,316,386.38. In view of the prolonged
default the bondholders began to bestir themselves in order to
save their holdings from complete destruction. After prolonged
negotiation an arrangement was entered into with the Peruvian
Government, under which the bondholders constituted themselves
a company known as the “ Peruvian Corporation.” In consid-
eration of certain privileges and concessions granted to the cor-
poration the foreign debt was canceled. These privileges and
concessions included :

First—The cession to the corporation of all the Peruvian
state railways for a period of sixty-six years. These railways
included the lines operating

Between Mollendo and Arequipa
Arequipa and Puno
“ Juliaca and Santa Rosa
“ Pisco and Ica
“ Callao and Chicla
“ Lima and Ancon
“  Chimbote and Sucheman
“ Pacasmayo and Yoman and Guadalupe
“ Salaverry and Trujillo and Ascope
“ Paita and Piura

. Second—The right to extract and dispose of two million
tons of guano from certain guano islands off the coast of Peru.
In the original contract of 1890 the amount was fixed at three
million tons, but was reduced to two millions because of the
failure of the corporation to build certain railway extensioris.
Third—The right of free navigation on Lake Titicaca, and
the obligation.to take over the government steamers then plying.
The contract of 1890 gave rise to endless differences which
finally led to a revision of the same in 1907. -In this contract
the attempt was made to simplify the obligations of both parties,
as well as to make clear the points hitherto in doubt. This
attempt has not been successful and the differences between the
government and the corporation have been growing with each
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year. The most important change in the new contract is the
obligation on the part of the Peruvian Government to pay to
the corporation annually, for a period of thirty years, “the sum
of £80,000,in monthly instalments, as from July, 1907, while
the corporation undertakes the continuation of the Central Rail-
way to Huancayo, of the Southern Railway to Cuzco and of the
Pacasmayo Railway to Chilete.” In addition the corporation
lease of the state railways was extended for seventeen years,
“ during which period the government will receive fifty per cent
of the net receipts (the service of railway obligations up to
£6,000,000 being deducted) and the taxation of the corpordtion
railways fixed for thirty years.”

The franchises granted to the corporation have not enabled
it to pay any dividends on its common stock. The total cap-
italization of the company is £21,900,000, of which £5,400,000
Tepresents six per cent first mortgage bonds, £7,500,000
four per cent cumulative preferred stock and £9,000,000
common stock. The interest on the bonds has been paid
regularly and the dividend on the preferred stock has ranged
from 114 per cent in 1903-1904 to 214 per cent for the fiscal
year ending June 30, 1914, The conditions which made neces-
sary the arrangement with the Peruvian Corporation resulted
in an almost total eclipse of Peruvian credit, and it was not
until within ‘comparatively recent years that the government
again found it possible to borrow money in Europe.

The desire of the Peruvian Government to strengthen its
navy led to an arrangement with the Deutsche Bank in Berlin
under which the necessary funds were advanced for the pur-
chase of two small cruisers. For the payment of interest and
liquidation of this loan, the government pledged the net returns
of the national salt monopoly, which was administered by a
corporation organized for this purpose—La Compafiia Salinera
del Peru. In 1910 the amount owing the Deutsche Bank together
with certain additional obligations into which the government
had entered were paid through a loan secured from two French
banks. The amount of the loan was £1,200,000 at 574 per cent.
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In 1911 this loan was converted into funded obligations by an
English banking house.

In 1912 the obligations entered into by the government were
such that it again became necessary to borrow money. Recourse
was had to the Compaiiia Recaudadora de Impuestos,® which
loaned to the government £1,245,000 at seven per cent. Later
in the same year a group of local banks, the Bancos del Peru y
Londres, Aleman, Popular and Internacional advanced £664,800.
In October, 1913, a further loan of £200,000 was secured in
Europe, and this was followed in July, 1914, by a second loan
for a similar amount. In October, 1914, the government secured
from the five leading banks in Lima a further loan of £500,000
in return for the privilege of issuing “ circular checks,” a form
of paper money issued under authority of the laws of August 22
and October 1, 1914.* Since October 1, 1914, the government
finances have been in an unsatisfactory condition, owing to the
rapid decline in customs revenues consequent on the European
war. In fact, during the period from January 1 to July 31, 1915,
the government has attempted to borrow small sums in various
quarters. Although the amounts have been small their total is
sufficient to make it impossible to state with accuracy the precise
total of the indebtedness of the country.

It is evident from the foregoing review that the national debt
of Peru is relatively small. The available data bring the total
to $22,039,128. This would seem to be a comparatively small
amount for a country of such varied resources, but, as we shall
have occasion to see, it represents a real burden owing to the
mortgaging of so considerable a portion of the government’s
assets to the Peruvian Corporation, and to the further circum-
stance that each of the more recent loans has involved the further
mortgaging of national resources. A’ review of the financial
system of the country, together with a discussion of the effects
of the European war thereon, will fully explain this situation.

t For description of this company, see page 12,
2 For further description of these notes, see page 25.



CHAPTER III
Financial System and Effect of the War Thereon

The fiscal system of Peru rests on the customs revenues, on
certain internal revenue taxes on alcohol, spirituous and malted
liquors, sugar and matches, and on the salt, tobacco and opium
monopolies.? No attempt has ever been made to build up an
adequate system of real and personal property taxes, fior is
there anything approaching a real income tax.

One of the peculiarities of the Peruvian system is that the
collection of all taxes, with the exception of customs dues, is
placed in the hands of a private company known as the Compafiia
Recaudadora de Impuestos which collects the taxes, reserving
as commission one per cent of the proceeds after deducting
from the gross receipts the cost of collection. Under the con-
tract entered into with the government in 1913, the company
collects the following taxes:

1. Tax on alcohol, spirituous and malted liquors.

2. Tax on sugar intended for local consumption.

8. Tax on matches.

4. Registration taxes.

5. Tax on income from stocks and bonds.

6. Stamped paper tax.

7. Licenses in Lima and Callao.

8. Transfer taxes,

9. Sale of stamped paper for payment of fines imposed
by the courts or by administrative authorities.

10. Mining tax.

11. Sale of paper for customs declarations.

12. Local taxes on consumption of vinous and spirituous
liquors.

13. Port charges.

31 These taxes have been supplemented recently by the introduction of
export taxes on copper, sugar and borax.
12
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The same company administers the state monopoly of tobacco
and opium. The salt monopoly is administered by another
company—the Compafiia Salinera. This company is allowed
£20,000 annually by the government for expenses of adminis-
tration. The commission which it receives, and which enables
it to pay a dividend of twelve per cent, is arranged on a sliding
scale and based on gross receipts from the sale of salt. The
scale is as follows:

First Year ..cucneenncscsacrsnssscssecnnnassnncone 3% per cent
Second .. iiiieiiiiacirctienirietitectiaasens 3 oo
Third “ ....... teearrateenaatateenotansenaane 2%« o«
Fowth # LI P

The original contract entered into in 1910 was made for a
period of four years, and would naturally have expired in 1914,
In Article 2 of the contract there is a clause providing for the
continuation of the contract until the government has repaid the
amount advanced to it by the company. Inasmuch as such re-
payment has not been possible, the contract continues under the
terms stated, viz., a two per cent commission.

The relative importance of the various sources of income
is shown in the following table.

1912 1913

Customs Tevenues .........cceecsssscarcarsan $7,376,887 $7,019,220
Alcohol tAX cuenreiriiiiinianieeratnesnenes 1,612,111 1,687,606
Sugar tax .....ciieiicciiecancinerrnesenienen 493,708 473,403
Tax on matches ......vcovvnieicnnennns frorrenn 140,600 169,779
Salt monopoly .......cccivieneninnns [ 1,191,410 1,259,484
Tobacco MOonopoly .....vecvriieerssransersnaes 2,101,483 2,194,411
Opium mMOonoPolY ....covevvsnrsenssossscancas 91,616 84,034
Denatured alcohol tax .....c.coveeiinnnnnnn.. 97,501 94,848
Mojonazgo® ..eciniertiaccscercarnncesannns 521,828 545,550
Sale of QUANO . .covvivenernencnerasascnceanne 15,615 16,456
Fines imposed by police courts ...ecnvvecness 185,652 21,870
Departmental incomes .....cesevvvercavancnnes 67,442 92972
Income from docks and wharves .......... .. 32,023 22,871
Consular fees ....civcverncnmmennssnasese ass  essese 326,752
Postal TeVenues .....ccveveicncccisnnsoonnsoss  ssenes 698,358
Telegraph .cvveiiieeiiieieiinennneinn seas  cannse 168,457
Miscellaneous revenues ..c.covececsesss « eenee 2,720234 1,538,414

$16,648,110 $16,414,485

% A municipal tax, similar in many respects to the French “octroi,” im-
posed on wines and spirits, also on agricultural products on entering the
city. It also includes peddlers’ license taxes, which are imposed by the

municipality.
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We have had pccasion to refer to the fact that the years 1912
and 1913 were years of industrial and financial depression in
Peru. The low price of copper and of sugar had placed the
leading industries of the country in a precarious condition, and
these unfavorable economic circumstances were further aggra-
vated by unstable political conditions. Guillermo Billinghurst
was elected President of Peru in 1912, Soon after his accession
to power differences developed with the national Congress which
became more acute during the course of the year 1913. A
situation finally developed which led the Congress to express
its opposition by refusing to vote the budget for 1914, The
President thereupon declared that in view of this refusal he
would regard the budget of the previcus year as in force, and
proceeded to act accordingly.

In February, 1914, a military uprising led by Colonel Bena-
vides forced the resignation of President Billinghurst and ex-
iled him from the country. The Congress thereupon proceeded
to elect Colonel Benavides, whose rank was raised to that of
general, to the provisional presidency of Peru pending a new
election. '

Whatever may have been the rights or wrongs of the situation,
the political unrest and uncertainty incident to this violent change
served to aggravate the commercial depression from which the
country was suffering.

The outbreak of the \’\forld War found Peru, therefore, in
the most unfavorable economic, financial and governmental situ-
ation to withstand the strain which the European conflict in-
volved. Under the most favorable conditions, Peru is a coun-
try financially dependent on Europe. Her merchants have been
accustomed to long term credits, her banks are in the main
financed by European capital. In order to avoid confusion, we
will confine the present discussion to the effect of the war on
government finances, reserving for a subsequent section the
analysis of the effect on general commercial and financial
conditions.

The immediate effect of the war was to bring about a violent
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decline in customs receipts as well as a marked, although less
serious, decline in the revenues from other sources. The extent
of this decline is readily seen from the following tables:*

CUSTOMS RECEIPTS AND INTERNAL REVENUES

Source of Revenue Last 6 mos,, 1913 Last 6 mos., 1914
Alcohol 1K «ioevenniiiienriniiaaaaens $988,204 $813,404
EXCiS€ taX .oonvnininiricnearianiascnnnns 92,703 97,666
SUZAL taX couienniciiiiiiiitisiienaaaes 296, 210,337
Dues paid to captains of ports ........... 6,117 4,683
Denatured alcohol tax ........ociiia.. 49,413 51,069
Opium MONOPOLY +eevvverirccernsnnacasne 45,877 31,815
Tobaccq MONOPOIY - oevvvervcrerannauncanss 1,200,240 106,640
Lighthouse ........cocvnvens rreeceeasans 8,761 5
Matches ......cccvevenennmcennnncrcassnans 90,630 71,494
MiINES covernvrrerenisncnnsonscansrsnnnen 109,794 89,337
Stamped paper .........eccoiiieiiiaaaal. 75,988 63,942
Customs house paper ..........ccocevnenn 20,670 11,760
Patents .....ccceeeeccicrcnssannrarsinios 198,235 125,400
Registry of property .....cveecvveeneans. 29,521 24,909
School taxes, including

Dept. incomes .......covccarenerannnann 415,733 371,800
Police, Callao ........ccvvenicivnnnnnans 3,760 3,269
Revenue Stamps .......covvevnnnineesnns 68,192 51,920
Mine revenue Stamps ..........avvvenen 4,188 1,787
Contributions and fines on alcohol ....... 4,876 3422
b 7 N $3,759,349 $3,182,322
Decrease, $577,027
Total customs receipts, 1913, .. ... i it $6,109,650
Total customs receipts, 1914, ... ... .. ..o iiiiiiriieniniiracinaanaas ,692,799
Total customs receipts, Ist 6 mos, 1914 .. ........ ... ...l 3,082,456
Total customs receipts, 2d 6 mos., 1914. .. .. ... ... cceiviiniiaaans 1,610,343
Total customs receipts, Ist 4 mos., 1915.. ... .. ..civiiiiniciines 845,
CUSTOMS REVENUES
1914 1915 Decrease
Janvary c.o.ioiiiiiiiiiii.-, $510,509 $220,756 $289,753
February ........ccocviiiann 462,982 152,151 310831
March ..vcciiiiaininniannaes 569,992 226,373 343,619
April ... 595,857 246,351 349,506
May .iiiiiiiiiiicieeeeaan 470 177,340 291,130
June ..ol 474,646 208,441 266,205
$3,082,456 $1,231412 $1,851,044 (60%)

1For these figures the author desires to express his ob!igation to the
Honorable William W. Handley, Consul General of the United States at

Callao, Peru.
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DECLINE IN REVENUES
Total Receipts

' 1913 1914
January ..oiieiiiiiinnn $477,582 $510,509
February ....i.ceecennee 465,505 462,982
March .....covvevvnann. 487,788 569,992
April ... i i 569,218 595,857
May .cioiiiiiinnicninens 558,404 468,470
June ........... iieeens 499,608 474,646
July oeiiiiiiiiiiennie 460,762 422,591
August ..iieiiianes .. 550,837 186,672
September ............. 447985 217,678
October ...o.vcvvrsennn. 594,237 288,320
November ............. 460,869 262,147
December ..... Pereesans 536,835 232,935

Totals ..ocvvuvune $6,109,650  $4,692,799

Increase
1914

......

.......
------
------
......
......
.......
......

......

$141,760

Decrease
1914

©303,920
$1,558,621



CUSTOMS REVENUES AT THE INDIVIDUAL PORTS, 1914

Months Paita Eten  Pacasmayo Salaverry Callao Pisco Méllendo Ito Total
January ........ $29,947 $21,739 $14,595 $29,495 $320,551 $16,446 $75,952 $1,784 $510,509
‘ebruary 23,71 19,182 ,837 21,224 302,467 15,848 69,376 1,336 462,982
March ......... 25,068 24,514 11,018 28,480 374,230 11,416 92,593 2,673 569,992
April ... .enu.. 27,532 19,863 6,109 25,802 412,488 23,814 79,476 773 595,857
AY veavans Leae 29,213 20,072 13,564 20,397 305,359 12,092 65,766 2,007 468,470
June .......... 27,687 19,294 9,948 18,201 312,935 15,858 69,615 108 474,646
July woooiiiil 20,674 13,195 4,738 17,574 275,907 16,840 72,414 1,249 422,591
August .......,. 14,629 9,910 4,427 9,890 115,347 7,703 22,696 2,070 186,672
September ..... 13,443 11,980 3,363 1625 136,590 14,920 28,231 1,526 217,678
October ........ 10,566 8,291 2,386 14,075 208,922 11,421 32,081 578 288,320
November ..... 12,184 9,725 3,125 8,777 195,634 5,608 26,798 296 262,147
December ...... 20,971 10,570 2,984 9,171 151,987 6872 29,534 846 232,935
$255,626 $188,335 $86,094 $210,711 $3,112,417 $158,838 $664,532 $16,246 $4,692,799
1915 .....00el 8169114 $98,848 $27,443 $147,230 $2,165,096 $81,317 $348,016 $7,557 $3,044,621

NOTYIHL ¥vM THI 40 IDFIJT ANV WILSAS TVIONVNIL

T
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These figures show that the decline in customs revenues alone
in 1914 as compared with 1913 was thirty-three per cent. If,
however, we compare the last six months of 1913 with the last
six months of 1914, the decrease amounts to forty-seven per
cent, The first four months of 1915 show a decline of over
sixty per cent, i.e., $2,139,340 for the first four months of 1914
as compared with $845,631 for the similar period of 1915,

Furthermore, to aggravate the situation, the credit of the
government practically disappeared.  The most important gov-
ernment assets had been mortgaged—the state railways and
guano deposits to the Peruvian Corporation, the alcohgl tax
for the interest and liquidation of an existing loan, the salt
monopoly for the construction contract of the Ucayali Railroad.
In July, 1915, the government was making frantic endeavors
to borrow small or large sums in every possible quarter. Sugar
planters were receiving requests for payments of taxes in ad-
vance, customs house brokers were asked to.pay dues in advance
of the receipt of merchandise. For loans of any amount, the
government was prepared to accept the most onerous terms. On
July 27, for instance, a temporary loan of £44,000 was secured
from a German sugar house at eight per cent, and as a bonus
a valuable perpetual concession was given for the construction
of a pier and railway at one of the northern ports. The ques-
tion confronting the authorities was the payment of current ex-
penses, as the salaries of many government employes, including
teachers in the public schools, were in arrears for a considerable
period.

The newly elected President, Dr. José Pardo, assumed office
in August, 1915, and immediately began to put into effect plans
for securing increased revenue from taxation. The first meas-
ure presented to the Peruvian Congress was an export tax on
minerals and other -national products. The rates as finally
adopted by the national Congress are as follows:

1, Copper:
When London standard quotation is £60 to £65 sterling,
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a tax of 15s. per ton of 1016 kilos gross weight is in-
curred, increasing 2s. for each pound increase in price.
2. Gold:
If over ten grams, £2 sterling per kilo fine gold.
3. Silver: .
When 23%d. to 24%d. per standard ounce Troy, a tax
of 6d. per kilogram; from 24%% to 25%, 1s. per kilo-
gram; from 25% upwards, 2s. per kilogram.

Export taxes were to be payable in ninety days drafts on
New York or at shippers’ option in the equivalent in drafts
on London. No exchange rate had as yet been fixed. The
Chamber of Commerce was to fix copper and silver prices
weekly, based on London quotations. The export tax came into

force at once. A

4, Sugar:
‘When the price of sugar was quoted at 11s. 6d, sterling,
on board ship at the port of shipment, a tax of 6d.
sterling for each hundredweight of one hundred pounds,
ninety-six per cent polarization, was imposed.

5. Cotton:
The tax on cotton exported from Peru was based upon
the Spanish “ quintal ” (hundredweight) gross weight,
placed on board at the port of shipment,

For Peruvian Rough Cotton. When the price at-
tained the figure of 7%d. per pound, a tax of 7}ad.
per Spanish quintal of one hundred pounds was im-
posed. For each halfpenny increase in price per pound
the tax was increased by 2%d. per quintal.

For Semi-Rough and Mitafifi Cotton. Five pence
per quintal when the price reached 7d. per pound placed
on board at the port of shipment, rising 2%d. per
quintal for each halfpenny increase per pound in the
price of the product.- ‘

Smooth Cotton. Starting from the price of 5%2d. to
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6%d. per pound, 6d. per Spanish quintal of one hundred
pounds. From 6%d. to 7%d. per pound, 1s. per qumtal
From 7%d. per pound, 2s. per quintal.

6. Wool:
When the quotation in Liverpool for washed wool of
first quality from Arequipa reaches 11d. or more per
pound, the tax is 2s. per each quintal of one hundred
Spanish pounds, gross weight.

6. Hides:
Wet. Three farthings per kilogram.
Dry. One and one-quarter pence per kilogram,

The Peruvian Government contemplated floating a foreign
loan for the purpose of meeting a number of outstanding obli-
gations. Pending the negotiation of this loan the proceeds of
the export tax were to be used as follows:

5%. 3
Y
Internal Debt: EE<E
For the service of vales of consolidation issued o 15
under the law of June 12, 1889............... 25,000.0.00
For the service of amortizable bonds created by
the law of December 17, 1898.....ccvvraea..s. 25,000.0.00
——— 50,000.0.00
Peruvian Steamship Company:
For amortization and interest of the first loan... 30,000.0.00
Interest on bank loans, acceptances and advances
by the National Tax Collecting Company...... 25,000.0.00
——————— 55,000.0.00
Post Office Debts:
Due to foreign post offices for money orders and
territorial transit of mails......ccvvevineannn 10,000.0.00
Treasury Obligations:
15% on #£78,400.0.00, value in circulation........ 11,760.0.00

Departmental Treasury Drafts:
25% on £65.565.0.34, value of the drafts drawn
by the treasuries...c.cvivevranmssnsssansancans 16,391.2.58

Loans by W. R. Grace & Ca. Syndicate:
62 % interest on £85 320 3.08, balance of the first

loan of December 3, 1913 (£200 (11113 I 5,545.8.20
6% % interest on £196,666.6.66, balance of the
second loan of July 3, 1914 (£200,000)........ 12,783.3.33

18,329.1.53

8 Peruvian pound is equal to $4.86, American gold.
b Each sole represents 50 cents, American gold.
¢ Each centavo is equal to ¥ cent, American gold.
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§- 3

, 2.3

Loown by Gildemeister & Co. (Law No. 2111): 5228
25% on £41,811.4.99, value of the notes Nos. 5 to BN
16, and 21, due during the present year........ 10,452.8.75

Banco del Pers y Londres:
10% interest on £77,696.6.90, advances on account
CUTTENE ovvcuersvresencensoreesonssnsonansnoans 7769.6.69

Banks’ Loan of November 20, 1912 (£654,800) :
Interest at 8% on the following balances:

Banco del Peru y Londres..... 243,131.7.64 19450.5.41
Banco Aleman Transatlintico... 81,384.2.35 6,510.7.38
Banco Internacional ........... 2,555.6.62 204.4.53
— 26,165.7.32

Bancd® Alemén Transatlintico:
Loan of £180,000.0.00 (Law No. 2111):
Service of interest at 8% on £36,000, which
constitutes the bank’s gold deposit with the
Junta de Vigilancia.....ovveniiiiianniianes 2,880.0.00

Banco Popular:
Loan of £25,500 (Law No. 2111):
Service of interest at 8% on £55,000, which
constitutes the bank’s gold deposit with the
Junta de Vigilancia.......cvvvivinenannnn. 440.0.00

Interests for Bank Loans, Acceptances and Advances
of the National Tax Collecting Company:
For the balance due this service................. 4,000.0.00~

Bank Loan of £500,000 in Circular Bank Notes:
10% of the net revenue derived from the tobacco
tax, intended for the amortization cf the above
loan, as per Art. 7 of Law No. 1982........... 32,000.0.00

Peruvian Corporation Limited:
25% of the annual payment of £80,000 stipulated

in the contract of 1907...cccciiiiininncnarnaens 20,000.0.00
Caja de Depisitos y Consignaciones (Judicial De-
posits Bank): .
For the service of amortization and interest on
the loans made by this institution........... 5273.9.73
Grand Total ...ccineiiiinerincnennnen 270,462.6.60

In order further to increase the national revenues a system
of inheritance taxes has been imposed in accordance with the
following schedule:

Tnheritances of not more than $120,000 from parents to children....... 1%
Inheritances of not more than $120.000 from children to parents....... 1%
Inheritances from very distant relatives or strangers................c. 10%
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These rates of taxation were applied only to inheritances not
exceeding $120,000, while on inheritances above this amount
the rates increased until on $240,000 or more, two per cent
is the lowest tax paid and eleven per cent the highest. In the.
case of daughters receiving an inheritance not exceeding $2,400
an exception was made, as well as in the case of bequests re-
ceived by charitable or public institutions. The highest rates
were exacted when natives, as well as foreigners residing outside
of Pery, inherit property in Peru. It was expected that this new
system of inheritance taxes would mean a considerable increase
in national revenues. «

Although the war in Europe rendered the financial situation
more acute by greatly diminishing the ordinary revenues, the
needs of the country are beyond the present sources of income,
In no part of the country does real estate pay its due share
toward the support of the government, Were this supplemented
by a comprehensive income tax it would be possible to dispense
with many of the present indirect taxes which weigh most heav-
ily on the poorer classes. In fact, under the present financial
system of Peru, the laboring classes are compelled to bear the
heaviest burden of taxation whereas the wealthy escape with
a totally inadequate contribution to the public treasury.

It is contended by many that with comparatively [fttle effort
the government could effect considerable economies within the
present budget. While this is undoubtedly true, it is doubtful
whether the savings to be effected would be sufficient to restore
equilibrium to the national budget. In the meantime large sums
are required to meet such pressing necessities as public educa-
tion, sanitation, hospitals, and asylums for the defective. These
can be secured only through an improved fiscal system, which
will at the same time strengthen the credit of the country.

It is to be noted in this connection that expenditures for mili-
tary and naval purposes represent a heavy burden on the Peru-
vian treasury. The accompanying table sets forth the relative
amounts expended by the national government for educational
and for military purposes. It is true that the local subdivisions
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—the departments—supplement the expenditures for public ed-
ucation by sums which are relatively small and totally inadequate
to meet the requirements of a well organized system of national

education. :

% of Total

% of Total Income Ex-

Income Ex- pended for

Total pended for Army and Army and
Date Income  Education Education Navy Navy
1906 ...c0vanns $12,181,036 $133,587 1 $2,189,673 179
1907 .......... 13,021,233 1,300,886 99 2,295,762 17.6
1908 .......... 14,567,573 1,301,129 89 2,450,261 168
1909 .......... 14805436 1,388876 93 2,741,803 185
%gi? . SR 13,461,777 980,588 72 2,406,103 178
%3115 LI 1591528 144677 09 2,431,492 152
1014 100000000 17242483 144,065 08 3,168,739 18.3
1915 ... 13,837,756 1271,444 9.1 3,519,563 254

Until some final settlement is reached with reference to the
status of the province of Tacna-Arica, it is not likely that Peru
will be willing to make any considerable reductions in her mili-

tary expenditures,



CHAPTER 1V
Commercial and Industrial Situation Created by the War

We have had occasion to review briefly the commercial and
industrial conditions during the years immediately preceding the
war. Weakened by a series of years of economic depression,
Peru was in no position to bear the exceptional strain produced
by the war. It is not surprising, therefore, to find the country
compelled to adopt drastic measures in order to prevent the com-
plete ruin of her financial institutions as well as her commercial
and industrial enterprises.

The measures adopted may be divided into the following

classes:

Declaration of bank holidays and moratoria.

Measures relating to the issuance of what are known
as circular checks.

Measures relating to the exportation of gold and silver.

Measures relating to the price of necessaries of life.

Measures relating to the status of labor.

Measures relating to taxation.

Reducing the expenditures as authorized by the budget.

&R

Q@The A

A. Decraration or Bank HoLipays AND MORATORIA

The worldwide financial panic precipitated by the war threat-
ened the solvency of all the banking institutions of Peru and led
to the promulgation of an executive order dated August 2, 1914,
declaring the third, fourth and fifth days of that month holidays.
On August 5 a further order was issued declaring the sixth
and seventh holidays.

The following day—August 6—the first moratorium was de-

“clared for a period of thirty days. The decree provided that

during this period the obligation to pay banking and commercial
24
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debts should be limited to five per cent of the total amount
owed. On August 7 a further decree was issued modifying the
foregoing as follows:

1. Requiring the banks to pay all depositors whose balance
did not exceed £5.

2. On balances exceeding £5 the banks are required to pay
five per cent of the total, provided that the minimum to be paid
shall be not less than £5, and the maximum £150.

On September 10 a further moratorium of fifteen days was
decreed, which was again extended on September 25, for a
furthey period of eight days, expiring on October 3, 1914. It
may be added that by law of September 8, 1914, the Congress
specifically authorized the President to declate such moratoria
as he might deem necessary.

On October 4 the President decreed a fourth and final mora-
torium for a period of ten days, i.e., until October 13. On that
date a further decree was issued which, as modified by the law
of December 19, 1914, provides that notes, bills. of exchange
and debts for merchandise received should be paid in monthly
quotas of five per cent during the first two months and ten
per cent thereafter. Obligations not included in the foregoing,
and for which no collateral security existed were to be paid in
monthly quotas of fifteen per cent. With reference to bank
deposits, Article 4 of this law requires that such deposits be
paid in monthly quotas of ten per cent. It is furthermore pro-
vided that tenants who made no payments because of the mora-
torium should be permitted to pay arrears, due from July 1 to
September 30 in four monthly quotas of twenty-five per cent

each.

B. Tue “CueQues CircULAREs” (CircurLArR CHECKS)

The financial panic produced by the war led to the immediate
withdrawal of gold and silver currency from circulation, While
the moratoria served to save the financial institutions from ruin,
they accentuated the feeling of uncertainty and alarm and em-
phasized the tendency to hoard gold. An unusual demand for
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safes and strong boxes was noticeable throughout the country.
"The lack of circulating medium became so marked that the
banks appealed to the government for power to remedy the
situation, for without some remedial measures they would have
been unable to meet their obligations at the expiration of the
moratorium.

At the urgent request of the banks a series of measures was

passed providing for the issuance of what are known in Peru
-as “cheques circulares,” or circular checks, The first of the
laws relating to the subject was passed on August 22, 1914.
Under this law the banks were authorized to issue gircular
checks payable to bearer to an amount not exceeding £1,100,000.
Under Article 1 of this law the legal reserve against such issues
was fixed at thirty-five per cent in gold and sixty-five per cent
in real property, mortgages and warehouse warrants, A sub-
sequent law, that of October 1, 1914, reduced the requirement
of gold reserve to twenty per cent, the remaining eighty per
cent to be distributed as follows: thirty per cent in mortgage
“cedulas” assessed at their face value, ordinary mortgages
assessed at seventy-five per cent of their face value, real property
owned by the bank assessed at seventy-five per cent of its market
value or warehouse warrants, fifty per cent in negotiable paper
acceptable to the supervising committee established by the law.
This supervising committee is composed of two members desig-
nated by the national Congress (one representing the majority
and the other the minority party), one member designated by
the President, one representative of the banks and one repre-
sentative of the Chamber of Commerce of Lima.

The law of August 22, 1914, furthermore provided that the
banks should loan to the government £100,000 of the checks thus
issued, the loan to bear interest at seven per cent. Under Article
7 of the law of October 1, 1914, the amount of this loan was
raised to £500,000 and the interest reduced to six per cent. As
a guarantee of the payment of principal and interest, the govern-
ment mortgaged twenty per cent of the net receipts of the to-
bacco monopoly.
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Acceding to the urgent demands of the banks, the national
Congress, in the Act of October 1, 1914, authorized the banks
to increase the issue of * cheques circulares ” by an amount not
-exceeding £1,100,000, thus making their total issue £2,200,-
000. In addition, the National Savings Bank, which is man-
aged by the National Charity Foundation (Sociedad de Bene-
ficencia) is authorized to issue circular checks to an amount not
exceeding £300,000. Thus the total issue authorized by law
is brought up to £2,500,000. The law, furthermore, provides
(Art. 9, law of August 22, 1914) that all checks must be with-
drawn, from circulation “ six months after the close of the war
between France, England and Germany.”

From the outset these checks have been received with great
reluctance by the retail trade, owing, in large part, to the under-
mining of public confidence in the banks, and to the fear that
the checks would not bé redeemed at the time indicated. In
the country districts the laboring population has absolutely re-
fused to accept this paper money, demanding the payment of
wages in the silver sole to which they have been accustomed.
The inevitable result has been the gradual depreciation of the
Peruvian paper pound. In August, 1915, this depreciation
amounted to sixteen per cent.

C. MEASURES RELATING T0 EXPORTATION OF GOLD AND SILVER

On August 8, 1914, the national Congress passed a law for-
. bidding the exportation of gold and of minted silver. .

D. MEeAsures RELATING To THE PricE o NECESSARIES OF LiFE

On August 10, 1914, the Congress passed a law empowering
the national executive to take such measures as might be deemed
necessary to prevent the undue rise in the price of articles of
primary necessity. Other than to undertake a series of inquiries
as to prevailing prices, no measures have been taken by the
President in pursuance of the power vested in him by the above-
mentioned law,
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E. Mgeasures RELATING To THEE STATUS oF LABor

With the outbreak of the war and the consequent paralyzation
of commerce and ocean transportation facilities, the mining
enterprises began to reduce their labor force. Similar reductions
were made in many of the cotton mills. The low rate of wages
prevailing in all the industries of Peru makes it practically im-
possible for the laborer to set aside anything for periods of
emergency.

Early in 1913, when the industrial depression, especially in
the mining industries, had made itself felt in all sections.of the
country, the President, in pursuance of powers vested in him by
the Congress, issued a decree requiring industrial establishments
to give notice to the local authorities whenever for reasons of
an economic or industrial character they were planning to dis-
continue operating the plants.

On August 9, 1914, in order to extend further protection to the |
laboring classes, the President issued a decree requiring employ-
ers to give to their working men at least twenty-four hours’
notice of dismissal, and to file, in writing, with the subprefect of
the department the reasons for such reduction and the names
of the laborers discharged.

F. Measures INTENDED TO INCREASE THE ORDINARY
REVENUES OF THE GOVERNMENT

The violent decline in customs receipts and other ordinary
revenues immediately after the outbreak of the war led to an
attempt to increase revenues by increasing certain existing taxes
and introducing new forms of taxation. These measures were
as follows: .

1. Requiring corporations and joint stock companies to place
a special stamp of the value of two centavos (one cent) on each
page of the ledgers and other books which they are required to
keep according to the provisions of the Code of Commerce.
Letter copy books are exempt from this requirement.
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9. Raising by twenty per cent the price of all tobacco sold
by the State Tobacco Monopoly.

3. Increasing the tax on all vinous, malt and spirituous liquors
and on alcohol.

4. Increasing to six per cent the tax on the income from
mobile capital.

G. Repucing PuBLic EXPENDITURES

In an attempt to make the budget balance, a law was passed
reducing by thirty per cent the items of the national budget.

ErrFfct oF THE WAR ON DoMESTIC AND FOREIGN TRADE

Owing to the dependence of Peru on foreign countries for
most of the manufactured articles consumed in the country, it
is exceedingly difficult to deal with the effect on internal com-
merce without at the same time discussing the situation created
by the dislocation of international trade.

" Owing to the lack of official data, the condition of domestic
trade does not lend itself to statistical treatment. Immediately
after the outbreak of the war, the domestic commerce of the
country received two staggering blows: first, the sudden cutting
off of the European credits to which the merchants had, for
generations, been accustomed and, secondly, the almost complete
disappearance of regular ocean communication with Europe.
» To this must, of course, be added the general feeling of distrust
toward tHe banks, the uneasiness created by the appearance of
inconvertible paper money in the form of “ cheques circulares”
and the further discouragement incident to a rapid and steady
fall in international exchange. In this emergency Peruvian
commerce turned to the United States in the hope and expecta-
tion of securing the relief which Europe was unable to give.
The general reluctance on the part of American manufacturers
and merchants to extend the same credits which their European
competitors have been accustomed to extend, has been a source
of severe disappointment to the merchants of Peru. They point
with pride to the fact that bankruptcies are of less frequent oc-
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currence in Peru than in the United States, and that the per-
centage of loss by European merchants in their dealings with
Peru has been exceedingly small. They point to the fact that
England’s commercial position in South America in general, and
in Peru in particular, has been built up on the basis of the
ninety day draft, and that in recent years German manufacturers
have not hesitated to extend six months’ credit.

While a few American manufacturers have been willing to
extend credits to a restricted group of merchants, the general
tendency has been to refuse to meet the requirements of the
Peruvian market. This situation has served to render moge acute
the difficulties of the local situation. Merchants find their stocks
reduced without any immediate prospect of replenishing them.
While their fixed charges remain the same the total sales are
constantly diminishing in volume and amount. To add to the
difficulties of the situation, the internal commerce of Peru, which
has always been conducted on credit, has suddenly been placed
on a cash basis. The ensuing paralyzation was almost complete,
the retailers in the country districts limiting their purchases to
the articles that are urgently required for the daily consumption
of the people. Fortunately, credit is still being extended for
certain articles, such as native cotton goods and the cheaper
grades of textiles. Before any return to the former system of
liberal credits can be expected, Peru will have to await a return
.of general confidence in the financial future of the cpuntry.

We have had occasion to refer to the general effect of the
‘war on international trade, but it is important to supplement
these general considerations. with specific data.

Peru is a country consuming but a very small percentage of
‘the articles which it produces. Any curtailment of the foreign
market, therefore, immediately reacts upon the entire internal
situation. It is this complete dependence on the foreign market,
combined with the fact that all the important national enterprises
are dependent on foreign capital, that gave to the European
war such a disastrous influence on Peru’s foreign trade and upon
her domestic financial and commercial condition.

~
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The immediate effect of the war was the complete paralyza-
tion of all foreign trade. In spite of the fact that the nations
at war needed some of Peru’s leading products, especially copper,
sugar and wool, the presence of belligerent cruisers in the Pacific
made shipments impossible. The result was the immediate
curtailment of production in the mines and the accumulation of
large stocks in those industries, such as sugar and cotton, in
which immediate curtailment was impossible. The only industry
in which no marked decline was noticeable was in the cotton
spinning factories, which produce the coarser grades of fabric

" for loeal consumption. In this industry the leading manufac-

turers, in order to keep their labor force together, made a de-
termined effort to tide over the crisis without closing down their
plants and in this effort were largely successful.

Following this temporary period of paralyzation, during
which all the industries of the country suffered equally, the
European situation soon began to show its effect in a markedly
different way in different industries. It is necessary, therefore,
to consider these industries separately.

Sugar

In the discussion of economic conditions immediately preced-
ing the war, we had occasion to refer to the unsatisfactory con-
dition of this industry during the years 1911, 1912 and 1913.
Immediately after the outbreak of the war the price of sugar
rose violently and although there has been a slight decline
within recent months the present price (August, 1915) means
a handsome profit to the producer. The price fluctuation is
shown in the following table:

White
oo
1914 " “Shipment Granulated Mascabado
Mgt L %0 vt S v
December 4.44 to 4.64 2.58 PO
1915

July ..ooeiiiiealt 4.24 to 4.44 3.12 210
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Inasmuch as.some 20,000 laborers are employed. in this in-
dustry, it will readily be seen that the extraordinary prosperity
of the sugar industry will contribute considerably toward the
industrial recovery of the country. As a considerable section
of the cotton lands can be converted to sugar production, there
is 2 widespread tendency to extend sugar cultivation. The total
export in 1914 * was

Class Metric Tons Value
White . iiiiiiiiiiiricnanssensncesaccnssnrainns 7,045 - $571.877
Granulated ... ..ttt iiiiaier e -145,335 11,190,045
‘Mascabado (Chancaca) «.eevvveivercvernnnnnnen, 24,288 e1,095,013
TOtAl trvvinnieiaarerennneienrinrenieenns . 176,668 $12,856,935

The only serious handicap to the producer at the present
moment is the inordinately high freight- rate to Liverpool and
to New York. The normal rate to Liverpool is about $6.69 per
ton, At the present time (August, 1915) the quoted rates range
from $17 to $19.44 per ton. With the scarcity of bottoms there
seems to be no immediate prospect of an improvement in this
situation. <

"~ Cotton

In sharp contrast with the condition of the sugar industry,
“cotton raising in 1913 and during the early months of 1914 was
in an exceptionally flourishing condition owing to the high prices
on the Liverpool market. As will be seen from the accompany- ©
ing table, prices began to decline with the outbreak of the war,
and have continued a steady downward course.

PRICE OF COTTON, JULY, 1914, TO JULY, 1915 (PER POUND)

: ’ Grade Grade Grade
1914 Semi-Rough Fair Egipto Sea Island

July ciiiiiiiiiinna, 14 cents 1414 cents 26 cents
September .......... 11y ) 12340 25%
October «.coovnevins 10% 11%

1915
July oo, 8 cents - (no quotations) (no quotations)

1 See Report of Wm., W. Handley, Consul General of the United States
at Callao.
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The main reason for the lack of quotations is the fact that
the rapid rise in freight rates has made ‘practically prohibitory
the export of cotton. Prior to the war the rate to Liverpool,
via Panama, was $24.30 per ton. At the present time (August,
1915), the only quoted rate is $48.60 per ton, which makes
shipping impossible at the present market price of cotton. As a
result of this situation cotton producers are facing a severe crisis,
with the prospect of having to market the present crop at prices
that will not repay the cost of cultivation.

It may be added that during this entire period the native cot-
ton fabrics have maintained their prices unchanged, the quo-
tation for plain sheeting being fifty-five centavos (about twenty-
six cents) per yard,

The export of cotton during 1914 was as follows:

Kilograms

Egyptian (Peru 50ft) ...ccvvivnrninciniinirenseioes 16,627.244
Semi-roURR ..eeiiiiirireriiai ittt 4,429,137
Mitafifl (. cvrenimcinoinrninrrirmsiiaianscnsuencnns 1,778,354
Sea Island ..vovviriiniiiieniaarcecarenearaaeriaens 1,261,673
% T 133,073
WASEE svceecccoreansvnanenneannasssestnsnsassanancnns 34,000
b 0 | N 24,263,481

Figures for 1915 are not as yet available, but these will show a
marked decline in the amounts exported.

Wool

Wool raising, like sugar production, has profited by the war.
In the mountainous districts the natives raise not only sheep
but also secure wool from the vicufia and Hama, but mainly from
the alpaca. Of the latter, Peru exports from 3,000 to 5,000 tons
annually, which represents three-fourths of the world’s supply.
The price of alpaca wool immediately before and since the out-
break of the war has been as follows:

* See Otto Wilson: “ South América as an Export Field,” U, S. Bureau
of Foreign and Domestic Commerce, 1914.
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1914 Price per Pound
May .iiivdiicirssimmanecneenns eaesesnsseeeseatraans 2515 cents
15 2 26 -
December .ovcinvervricerimesnenes Vevasessnsecasasens 28

1915
January coceceericiciinneneanas recena veenas tracessan 37

22 37

The fact that the total export of alpaca wool is comparatively
small, amounting to $1,573,681 in 1913, explains why the favor--
able condition of the wool market has not had a marked effect.
on the general economic condition of the country.

Copper

In the introductory discussion of conditions in Peru immedi--
ately preceding the war, we had occasion to see that the condi-
tion of the copper market was only fairly satisfactory. With
the steady decline in price toward the end of 1913 the situation
became distinctly unfavorable. Although there was a slight re-
covery early in 1915, the downward movement soon resumed
its course until in July, 1914, the rate for fine copper in bar
delivered in New York was 13.50 cents. The first effect of the
outbreak of the war was completely to demoralize the copper
market. In August, 1914, the nominal quotation was 12.20
cents U. S. average, but the few sales that were effected were
in many cases as low as ten cents. This situation continued
for several months, and it was not until Janunary, 1915, that
the copper market showed real signs of recovery. Transactions
were then effected at the market quotation of 13.50 cents per
pound. Since January the copper market has been steadily
strengthening until July, when the market quotation rose to
19.75 cents, where it remains at the present time (August, 1915).
The copper companies are now operating at full capacity, their-
main difficulty being to secure adequate steamship facilities for
the transportation of their product. Freight rates for copper
bars have risen from $8.75 per ton in July, 1914, to $12.50 per
ton in July, 1915, The extent to which copper production was
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curtailed immediately after the outbreak of the war is readily
seen when we compare the production of 1913 with 1914,

COPPER PRODUCTION
Long Tons (2,240 1bs.)

Fine Copper 1913 1914
In Dars .vinerevicnneceersncereonennasras 20,039 23,134
In matte ...ovvriiiinneniierinciisinainnns 4,396 670
In Ofe cviniriiiciiii e ciieneeiareananns 2,893 1,266

27,328 25,070

Much of the curtailment was due to the lack of shipping facili-
ties. At the present time the production has returned to normal,
and with the increase of means of transportation it is evident
that the output soon will be largely increased.

Silver

The condition of the silver market during the three years
1912-1915 has been exceedingly unsatisfactory, but as Peru
exports only between $150,000 and $250,000 of this metal an-
nually (1913—$232,163; 1914—$167,616), the effect on gen-
eral industrial conditions has been hardly noticeable.

Petroleum

The increasing output of petroleum promises to be an_im-
* portant factor in bringing about a new era of prosperity in
Peru. In 1914 Petu’s export was as follows:

Tons Value
Benzine .......cciiiiiiiiesianinenens 28,759 $2,089,848
Gasoline .....civnveinrnerranennaniann 885 132,111
Crude petroleum ........ccocvienn... 107,536 1,202,681
Total ..eivteriiniiiniinanncnann 137,180 $4,324.640

The production of rubber, which has been the great staple
product of the Amazon region of Peru, has been passing through
a severe crisis during the last few years. This has been due
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largely to the fact that the cultivated rubber of the Far East,

with its larger product per tree, has been gradually crowding -
out the cruder methods of production used in South America.

The relation between the production of plantation rubber and

the cruder methods of production preyailing in South America

is shown in the following table:

PRODUCTION IN METRIC TONS

Plantation .  Jungle Rubber Total
1905 oneiiiiivecnnaiiinenenncaes 145 60,800 60,945
1906 ittt 510 65,500 66,010
1907 riiiriiiiiiriarnaanaenas 1,000 68,000 ® 69,000
1908 .iiviininiiiciennanrnaensens 1,800 63,200 65,000
1909 (it reeaa. 3,600 65,400 69,000
B3 L 8,200 61,800 70,000
32 3 S 14,100 61,900 76,000
1912 ...l erencesreseann 28,500 70,500 -99,000
1913 L it eeeeanas 42,000 73,000 115,000

1914 ...... L P 64,000 60,000 124,000

Within a comparatively few years cultivated rubber will prob-
ably completely displace the jungle product.

The rapid decline in price from 1911 to 1914 made the situa-
tion more acute than it had been for many years, and brought
about marked stagnation in the rubber industry. While the
rise in price since the outbreak of the European war would,
under ordinary circumstances, have had a stimulating effect on
this industry, the lack of adequate means of transportation has
prevented Peru from securing the full benefit of this rise. Not
only have the freight charges from Callao to Liverpool become
almost prohibitive, but there has been such a lack of available
bottoms that it has been impossible to ship the accumulated stock.

Imports of articles manufactured from rubber to Peru and
exports of crude rubber from Peru in 1914 are as follows:

IMPORTS
Peruvian
o Pounds
Rubber and manufactured elastic gums..... R 311
Ordinary and dressing rubber cOmbS. .. v ivrvisnssencennnssnnsrees 4212



COMMERCIAL AND INDUSTRIAL SITUATION 37

White raw rubber ............
White raw rubber, in planks ,
Rubber ....c.ccivieinennnnes eea
Low grand Putumayo ,.......
Sernamby raw rubber .........
Sernamby rubber .............

EXPORTS

.............

.............

.............

Kilos
13,392
39,968

681,227

285,260

1,118,016
34,221

2,272,084

Value
£p. 1628.8.53
4,985.3.56
172,184.5.17
29,288.1.58
214,033.4.96
23,671.3.71

£p.445791.7.51



CHAPTER V
Effect of the War on Wages and Labor Conditions

It is at first glance somewhat surprising that in spite of the
long continued industrial depression in Peru, the laborers in the
mines and in the sugar and cotton plantations have suffered
relatively little. It is true that unskilled and even skilled labor
in the cities—especially in Lima and Callao—has felt severely
the effects of the crisis, and the records of the “Sociedad de
Beneficencia ” of Lima show that there has exisfed widespread
suffering. This has been particularly true of the dock laborers
in Callao, where, since the outbreak of the war, there has been
great scarcity of shipping, resulting in a large number of un-
employed. This labor is not mobile, and although the sugar
planters and the great mining enterprises need additional men,
the wages in these two industries are not comparable with those
earned by the stevedores, and they are, therefore, unwilling to
make the change.

The conditions in Lima and Callao can not, therefore, be re-
garded as typical of the republic.

The following table will show the number employed in the
several industries during the years 1912 and 1913:

1912...... 18,000 Iaborers employed in mining.

1913...... 21,000 laborers employed in sugar.
1913...... 2,500 in cotton and woolen mills of Lima.

Lasor CoNDITIONS IN THE MINES

Immediately preceding the outbreak of the war, the price of
fine copper had fallen to 13%o cents per pound, and had led
the principal companies to reduce their output. The immediate
effect of the war was further to emphasize this depression, due
in great part to the paralyzation of shipping facilities. In order

38
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to understand the effect on labor conditions, it must be borne
in mind that the unskilled labor in the mines is exclusively
native Indian, and that the daily wage under the most favorable
conditions does not exceed one and one-half soles (72 cents)
per day, These laborers belong to two categories:

First, The “enganchados.” These are laborers secured by
contractors who advance certain sums to the laborers (from 10
to 50 soles, or $4.80 to $24) which enables them to transport
their families and purchase certain necessaries of life in the
cold “sierra,” or mountainous districts. These men receive
from J8 to 72 cents per day and at the end of each month one-
third of their monthly wages is deducted to repay the money
advanced.

Second. The “ trabajadores libres ” or free laborers, to whom
no advances are made, and who receive the same pay (58 to 72
cents per day) but from whose wages it is not necessary to
make any reductions to repay advances.

Both classes of labor receive free of rental a house (or rather
hut) about twelve by seventeen feet, to which a small kitchen
is attached. Supplies are purchased from company stores, which
are managed in Peru with greater regard to the welfare of the
laborer than is the case in most other countries. In fact, the
most important of the mining companies—the Cerro de Pasco
Mining Company—has pursued a most enlightened policy in this
respect, maintaining the necessaries of life at the lowest possible
price at a time when falling exchange is increasing the cost of
living in all parts of the republic.

All of the companies have had considerable difficulty in secur-
ing sufficient labor, and rather than lose their labor force they
continued operating, in some cases even at a loss. Although
some reduction was made in wages, such reduction did not
amount to more than five or ten cents in the daily wage. It
is evident that, at best, a wage of from 58 to 72 cents keeps
the laborer close to the margin of existence. Furthermore, the
companies feared losing their labor force if any cansiderable -
reduction were attempted.
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Soon after the outbreak of the war the price of all metals,
and especially of copper, began to rise and the companies soon
began to increase their labor force. Af the present writing * the
most important companies are gradually approaching full capac-
ity. The greatest difficulty with which the companies have to
contend is the lack of adequate shipping facilities for the market-
ing of their product. As soon as this obstacle is overcome the
companies will be working at the fullest possible capacity.

With the improvement of conditions the miners have again
secured their normal wage of one and one-half soles (72 cents)
and the companies are now looking for additional labor. . It is
not likely, however, that the improved market conditions will
lead to a rapid rise in wages, owing to the lack of organization
of the laboring population. In fact, a few years ago the leading
mining companies reached an understanding by which they are
to refrain from competing with one another for labor and under
which a scale of wages was agreed upon.

Although the wage of the unskilled laborer is exceedingly
low, the most important of the mining companies * has adopted
a liberal policy in caring for its laborers. Improved housing
facilities have been provided, also adequate and gratuitous
medical service, and the company stores managed for the benefit
of the laborer rather than with a view to profit. The scale of
wages in the copper mines is as follows:

Per Day
Soles Dollars

Miner ... ... 120 to 1.50 0.58 to 0.72
Helper .... .1 tol20 048 to 0.58
Timberman ....... . 3.50 1.68
Timberman helper 2.00 0.96
Mechanic ........ 3.50 1.68
Motorman ........ e . 5.00 240
Blacksmith ....cieveniniiinaneiennns 3.00 144

In the smelters the average wage is considerably higher, being
at least 2% soles or $1.20 per day.

* August, 1915,
~ #Cerro de Pasco Mining Company.
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WAGES ON SUGAR PLANTATIONS AFFECTED 8Y THE WAR

Although the war has had a marked effect on the sugar in-
dustry, inaugurating a period of high prices and relative pros-
perity, the laborers have failed to derive any real profit there-
from. The labor system on the sugar plantations is almost ex-
clusively one of “ enganchados,” i.e., laborers who are brought
together by contractors who advance to them funds necessary
for their equipment. The laborers are thereby obligated to re-
pay these advances through the assignment of a certain per-
centage, of their daily wage. It is evident that this system is
one that lends itself to very great abuse and it has required
great vigilance on the part of the government to prevent such
abuses, Nevertheless the abolition of the system would mean a
real advance in the status of the laboring population.

Owing to the fact that employment on the sugar plantations
is intermittent, it is necessary at certain seasons of the year fo
transport large numbers of laborers to the plantations. The
usual plan is to pay them from 60 centavos (29 cents) to one
sol (48 cents) per day, and to allow to each family a ration of
two pounds of rice and one pound of meat per day. In addition
the laborers are housed free of charge. |

Although at the present moment?® the sugar planters are
reaping large profits, the situation of the plantation laborer
shows no sign of improvement, unless it be the fact that his
ration today represents greater value than before the war owing
to the rise in price of the necessaries of life. '

CoTrToN PLANTATION LAROR AS AFFECTED BY THE WAR

Since the outbreak of the war the cotton raising industry
has been in a condition of marked depression. The closing of
many European mills led to a violent decline in price, and the
lack of shipping facilities made it practically impossible to
market the product even at these low prices. Fortunately, the

* August, 1915,
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local cotton factories have been able to use a considerable por-
tion of the product.

In spite of the gradual increase in the price of raw cotton
the high prevailing freight rates have made it extremely difficult
to market the product in Europe. In spite of this depressed
condition, however, the wages of labor on the cotton plantations
have suffered no decline. This is due in large part to the in-
creasing demand for labor on the sugar estates. Furthermore,
owing to the fact that employment on the cotton plantations is
more intermittent than on the sugar estates, the rate of wages
is higher, ranging from one sol, 20 centavos (58 cents) to one
sol, 50 centavos (72 cents) per day.



CHAPTER VI
Effect of the War on International Trade
The imports into Peru during the five years preceding the
outbreak of the European war are shown,in the accompanying

table. When compared with the exports it will be seen that
the Balance of trade has been steadily favorable to Peru:?

Imports Exports
$20,891,327 $31,554,382
2 ,187 380,000
26,484,257 36,145,271
25,027 814 45,871,504
29,591,451 44,409,610

During the last six months of 1914 and the first six months
of 1915 both imports and exports suffered a severe decline.

Until the commercial depression, which began to make its
full effect apparent in 1913, the exports of Peru to the United
States increased with great rapidity. In 1913 the export trade
suffered a severe setback, due in the main to the unfavorable
condition of the rubber, sugar and copper markets. With the
outbreak of the war the export trade was temporarily paralyzed,
although it began to recover toward the end of 1914, and was
well on toward normal conditions during the early months of
1915. The distribution of Peruvian exports amongst the lead~
ing countries is as follows:

.

DISTRIBUTION OF EXPORTS

o Is11 1912 1913 1914
United States ........ $10,187,997  $17,495279  $14,741,839  $14,807,805
United Kingdom ..... 12,017,921 13,734,561 16,539,110 15,912,116
Chile ....cooaviinennn. 6,332,381 5,157,534 5,847,139 6,231,200
Germany ....... weaeen 2,776,765 . 3,205,496 2,963,884 1,598,804

* Report of Wm. W. Handley, United States Consul General at Callao

Peru, .
43
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Early in 1915 the export trade began to improve, due to the
worldwide demand' for sugar and copper.

The situation during the latter part of 1914, which is the
most recent period for which figures are available, shows clearly
the effect of the war on Peruvian exports. The exports?
the United States during the last five months of 1914, as com-
pared with the similar period of 1913, were as follows:

EXPORTS FROM PERU TO THE UNITED STATES

1913 1914
AUZUSE veerinrerscnncmensrsrsensaras $668,439 $1,263,27%
September c..iviiiiiinirioernarnas . 962,735 752873
October ...eiieeerccencrrenssanane ... 1,064,853 765,531
November ....vciceeiereansssaas U, 1,111 482 999,594
December .coeviviciisorcnscsssnarans ,164,345 841,153

The principal articles of export, and the amounts shipped
each year were as follows:

PRINCIPAL EXPORTS"

- 1912 1913 1914
Cotton v.cverrecnrecercanancens ... 35,075,110 $6,912,529 $7,026,090
SUBAL ssceitrnrnsersnncnarcansnes 6,784,505 6,717,039 13,204,745
Rubber .....ceiveiiiiinnenrnnnen 6,365,508 3,970,159 2,228 945
Straw hats ...ciciviiieiiiiiane. 2,105,358 577,828 255,810
Wool (alpaca) cveeiivvenniananes 1 037 042 1,573,681 1,762,225
CODPPEr v vriiveciinnrrencnsensnnns 8,413 415 7,151,785

Similarly, the effect of the war on Peru’s import trade can
be followed. The distribution of this trade during the years
1912, 1913 and 1914 was as follows: '

DISTRIBUTION OF PERU'S IMPORT TRADE

. 1912 1913 1914
United States .........coovviunen $5,763,425 $8,530,523 $7,633,719
United Kingdom ................ 6,648,368 7,769,225 6,505,363
Germany ....cvveeeeesiviannccnns 4,521,729 5,132,039 3,144,434

10tto Wilson: “ Forecast of Trade with South America,” U, S. Bureau
of Foreign and Domestic Commerce.
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During the last five months of 1914 the imports of Peru
from the United States showed the following decline, as com-
pared with the similar period of 1913:

IMPORTS OF PERU FROM THE UNITED STATES

1913 1914
August ....iiiiiiiiiiiiiiiiiiiian., $581,766 $500,869
September .......iieieineiiiaianeaen 586,320 237,522
ZY 0= U 575,140 387,588
November ......ciciverecieriiannas 589,274 350,780
December ......cvovevicinnian eeenae 694,478 552,598

Impbrts from other countries show even a more marked de-
cline. Although specific data are not available, the indications
are that 1915 will show some recovery in imports, especially
from the United States. There is no lack of demand for Amer-
ican manufactures, but recovery is being delayed by reason
of the reluctance of the American manufacturer to adapt himself
to the credit conditions of the Peruvian market. This reluc-
tance has been a source of keen disappointment to the mer-
chants of Peru. They have found themselves cut off from the
European sources of supply, due primarily to the lack of ade-
quate transportation facilities and to the inability of the Eufo-
pean manufacturers to continue the long term credits to which
the Peruvian manufacturers have been accustomed. In this
emergency the business men of Peru have turned to the United
States for relief, hoping and confidently expecting that the
American manufacturer would utilize the opportunity to dis-
place his European competitor. The failure of the American
manufacturer to respond to the emergency has not only been a
source of disappointment, but has given rise to widespread criti-
cism. An examination of the situation will disclose that the
failure of the American manufacturer to respond to the needs
of the Peruvian merchant has been due, in part, to. certain
peculiarities of the industrial and financial organization of the
United States, and, in -part, to the lack of those facilities for
credit information which the European manufacturer has en-
joyed for many years and which were developed as a result
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of long continued effort and considerable sacrifice. The British
and German manufacturer has been able to secure complete and
adequate credit information concerning every Peruvian mer-
chant through the German and British banks established in Lima,
with branches in most of the important cities of the country.
It is to be noted in this connection that the problem of securing
accurate information concerning the financial standing of mer-
chants in Pery, as well as the other countries of South America,
is far more difficult than in the United States. TInquiries con-
cerning financial standing are resented by South American mer-
chants as an intrusion upon their private affairs, and it is,
therefore, impossible for an ordinary commercial agency to
secure in a short time the information needed by American man-
ufacturers as a basis for the extension of long term credits.
This information can best be gathered through the commercial
departments of well organized banking institutions. Not only
will such banks be in a position to furnish the American manu-
facturer with the needed information, but they can perform the
further service of discounting the notes of Peruvian merchants,
given in payment of the purchases of American products. In
other words, the present situation demands the development
of new financial machinery which will enable the American man-
ufacturer to offer to the Peruvian merchant the same facilities
which he has heretofore enjoyed in Great Britain, Germany and
the other countries of Europe.

It is evident from the foregoing discussion that one of the
great needs of the present moment is the establishment of Amer-
ican banks with .an organization adequate and capital sufficient
to meet the needs of the present situation. The emphasis on
capital investment is important because of the fact that the
industrial and social progress of the country is dependent almost
exclusively on foreign capital. The rate of wages of the labor-
ing classes is so low that there is little or no saving on their
part. Furthermore, the addition to the nation’s working capital
through the savings of the middle classes is also comparatively
small. The question of increased working capital for the coun-
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try is, therefore, a matter of vital importance, and any American
bank which is to perform the services of which the country
stands in need must be prepared to make a considerable capital
investment in the country. -A start in this direction has been
made through the establishment of one American bank in Lima.
“This will be followed by other institutions, thus building up in
Peru 2 financial organization equal to that enjoyed at the present
time by the manufacturers of Great Britain and Germany,

ErrecT oF THE WAR ON TRANSPORTATION FACILITIES

In no* depariment of the commercial life of Peru has the effect
of the European war been felt with greater violence than in
the facilities for the transportation of the leading national
products—minerals, sugar, cotton—to the markets of Europe
and the United States. It is safe to say that had Peru enjoyed.
adequate transportation facilities at reasonable rates, since the
outbreak of the war, she would have been able to extricate her-
self from the disastrous depression which has hung as a cloud
over the country. With the advance in price of the staples—
copper and sugar—Peru has found herself confronted not only
with rapidly advancing freight rates but with such a scarcity
of available bottoms that the marketing of her products has
become exceedingly difficult. |

As regards freight rates, it is only necessary to note the con-
trast between the rates of fuly, 1914, and July, 1915, to appre-
ciate the situation, Owing to the greater risks of navigation
the rates from Callao to Europe have advanced to a far greater
extent than those from Callao to New York and even at the
rates quoted it has at times been exceedingly difficult to secure
bottoms for shipments. The advance in rates from Callao to
New York via Panama from the period immediately preceding
the war to the present has been as follows:
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CALLAO TO NEW YORK VIA PANAMA

July, 1914 July, 1
Per Ton of 2,240 lbs. Per Ton of 2,240 1bs.
SUZAr tiiveiniiiecnnes $3.10 8$12.50
Copper in bars-..... .. 875 Co . 12.50
Cotton ....c.vccennuns 23.75 v 30.00
Hides ......c0v0es L. 2500 30.00
Wool ..iiiineinnencas 2375 . € 30.00
Oresd ........ P 1375 15.00

CALLAO TO LIVERPOOL (VIA MAGELLAN)

SUgar ...ieeeieecnoeas £1.10.0 ©£4.0.0

Copper bars ..... - {(Openrate. All copper from Peru gomg to United States)
Cotton .......ovvveenss 4.15.0 110.0.0

Hides (dry) .....onen 4.15.0

Hides (wet) ......... 3.15.0 9.0.0

Wool .oivviiiinerinas 4.10.0 £12.0.0

Ores c.oovveninncnenas 1.10.0 (up to value of 4.90.0 (up to value of

£10 per ton) £25 per ton)

" 2 Although this is the published rate the companies are asking as high as
;.Although this is the published rate the companies are asking as high as
'(~‘) Although this is the published rate the companies are asking as high as

2Up to value of $125 per ton.
e Although thxs is the published rate the companies have been asking as
hxgh as £5.10.0
Although this is the published rate the companies have been asking as
high as £12.0.0.
€ Although this is the published rate the companies have been asking as
high as £14.0.0.
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APPENDIX A

Trade with United States

IMPORTS OF MERCHANDISE FROM PERUs

Quantities Values
Articles . _
1913 1914 1913 1914
a
Articles the growth, produce or manufae-
ture of the United States, returned
(FFCE) vncnrrnnssonnssnacrnonnec) cnveens P T ...| "$39,854] $11,251
Art works (free) ....... esreerrarseens crncacssr] cesonasas 1,622 216
Chemicals, drugs, dyes and medicines
(free) ..cieaecveosseinonanansnans] conannn 0 RN .- 2,568 600
Chemicals, drugs, dyes and  medicines
dut) ceiiieeeriairreraeracaann JRS IR cenmrves 79,778 61,623
Coke, tons (free) ........... cesessrennea]| cnvence e 648! ......... 2,757
C r, and manufactures of—
og:. matte and regulus {copper con- .
tents); Ibs. (free) ..ocvvoev..nnn 10,637,861,10,822,341| 1,741,406| 1,617,793
Pigs, ingots, bars, plata and oid lbs
(Free) cv.vcvenvssocrannroernsns .140,219,590/d48,808,222| 4,778,842} 8,597,499
Cotton, unmanufacmred lbs. (free) weeee.] 4,871,833 6,455,946 841,984| 1,141,308
Fertilizers: Guano, tons (free)...... cenne T,3898] ciaesnnne LB09] .....ieee
ta, bonnets and hboods, composed of|
straw, chip, etc. (dut)..ev.rrensas] asncensns camrsrens 59,778 97,782

Materials for (dot)..caseveerse SRl e e L5144 ...... 0l

Hides and skins (except fur skins), I

cevsereTlaanecirrreiinanrnen 887 234] 934,893] 250,339 263,837
Houschold and personal eKects (free). P T T 3,215 3,587
India rubber, crude, Ibs, (free)..... venas 1,018, 566 303,252 427,002
Iron and steel, manufacmres of—

Wire, and articles made from (dut.)... canevesy 5978/ .........
Ivory, vegetable, lbs. (free).. 634 180 18,645 15,419
Minerals, crude {free}........ vesarsese 9,192 12
Oils: Mineral—

Crude, gals, (free).. 16,736,715120,710,023 411,430 5086, 535

Refined, gals. (free).. 6,379,280(12,111,642] 402,696 867,020
Pager, and manufa(tétun;s 14,695

mal ete, Ot Y e vocnvcanvosveonne] vasonesac]l sasnserent  IBDIO  coeracare
Sugar mgz s, (dut)....... 13,672 218 8 981.684] 325,013 181,519
‘\;’egeltables. Beans, bush., {dut. cevesases 7,638] .....0nn- 18,391
Unmanufactured, 1bs. (free)......co.ie] enssenses 164,199} ......... 40,954
gdut-%. veerrennen 932 558] 244,613] 292, 518 77,924

Hair of the Angora goat, ef
factured, lbs. (dut).......icinona] scroroens 766,327 ceeecesas 234,570
All other free and dutiable articles.......| «veverece] caovarees 7,602 8,088
peenanenereneed ciieeeaed] niiii.0.]$8,898,3601$11,502,486
Toral dutiamte Soeriiin DU reszie| 678287

'Total imports of merchandise....

eereess.1$9,6668,5701312,175,723

8% Trade of the United States with Other American Countries, 1913—1914,” U. 8.

Burean of Foreign and Domcstlc Commerce.
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b2 APPENDICES

EXPORTS OF MERCHANDISE TO PERU»

. Quantities ’ Values
Articles
1913 1914 1913 1914

Abrasives—

Wheels, emery, and other....ccvevensvoelinnccrcace]vinacsnnes $1,528 $1,042

All other .u.c.ecusoncncseceronssascnsdaclocsnsaclearacanans 5,003 3,140
Agricultural implements, and parts of—

Plows and cultivators ....aveescinnaces wessernsss]icaoncanis 42,063 68,962

All Other ..ecceersseavasannsenancenssfoosannesce]esuniecnes 16,319 13687
Animals—

Cattle (No.) covvasdovercacnascacarsas 40 . 42 1,745 4,200

All other .......cvseveecssssensssucasefenesarssce]iascasnans 535 2,702
Asbestos, manufactures of (i.iiiaevravircfearreaccrec]ericanaaae 1,991 4,237
Asphaltum, manufactures of .......... ceefectnnniicefernanncans 31631 . 300
Athletic and sporting g00ds ..cc.co.ialan tesessvess]ennesranae 1,717 3,545
Babbitt metal (Ibs.) ..cciveeiecicecansans 10,447 23, 112 2,116 4,949
Blacking ........... P I sereselraaneesans 6,001 4,526
Brass, manufactures. of sceeverversnsores|esrrrarrosfsrnencenes 13,927 6,665
Breadstuffs—

Bread and biscwit (bs.) ........ aeaeas 72,022 19,818 5,444 1,776

Oatmeal (Ibs.) ...cevsenoan teevesen 20,018 27,688 1,225 1,448

Preparations of, for table iood P N T 9,096 8,627

Wheat (bush.}) ...concuvecianens PR 190 305 21,433 165,309 19,729
Wheat flour (bbls.) .e..cvernunnessnnaeas 94,343] 118,159 374,059 464,946
Broom corn, manufactures of ............ P 11,172 5,466
Brushes ............- tereersnseressnncefeennencesa]ionannnran 1,318 917

Cars, cimages, other velucles, and parts
Automobiles, and parts of—

Automobiles, passenger (No.} ....... 70 36 55,646 31,362
Parts of ....cvveresnscninrenes [ T 2,550 5,982
Carriages (NG} .coveesns 34 10, 5,270 1,409

Cars, passenger and freigh
For steam railways ....
For other railways .....

vessavrana]aiaciienne 98,405 22,885
veessrennaiinniinnen 89,964| 116,518

Bicycles, tricycles, ete. . B R TS LT T TS rpis , 1,60
Wagons {NO.} .ivvecaetcorccansnrnnss 18 60 2,036 5,568
Wheelbarrows, pushcarts and hand
L T Y CXTTTIITY Y pup i 9,396 7.079
All other ... F e T TUT cesassaees 1,317 7,859
Cement, hydraulzc (bb[s) cerrsenan R 92,983 7?,923 123,177 109,902
Chemicals, drugs, dyes and medicines— N
AcidS ceenenreane. veererecscnnsanve]ecaciciiaslinaiss 3,059 4,782

Calcium carbide (IbS.) +rvnveeenenvnro]  849,740) 7 '652,200] 121258 22'787
Medicines, patent or proprietary c.eeeiefesscsirasc]iiccnvenss 189,585 197,320

All other ..u.viecsernncsssrersacrpare]ersccrecicfirarannens 461 85,432
Clocks and watches, and parts of ...cevvafeossocnees cessareans 3,139 2,631
Coal, bituminous (20nS) .cc.-cvcrasrvence 9,209 6 27,686 433 .
Confecnonery seesscesesrrarsnasasasanse|eersesreesferannneannn 8,404 6,198

Copper, and manufactures of c.ccearseecs]ressencinafincencnene 65,755 35,954
Cotton, manufactures of—
Cloths—
Unbleached (¥ds.) -vcevevernneaens..; 1,000,654 1,181,504 68,710 78.253 -
Bleached (¥ds.) cveeesvssvrnsanssaen 209,476 169,840 14,6892 14,999
Colored (yds.) ..vvereconcarsrannnen 556,487 594,334, 42,072 47 218
Waste, cotton (Ibs.) «sesececenssacanss 28,446 454 1,681
Wearmg apparel—
OTSetS .v.cevveenrsvnsonrcernsananssfronnesacnel,
Knit 200dS cvvveetecvnnnncacransssns]roerssanss
All Other cceiivveercnvennsansnsnsanfrssssccnss

1 other ese.cinecntnsverccessnsansesalentsnnanns

15,025 20 634

& “ Trade of United States with Other American Countries, 1913-1914.”
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Articles

Quantitics

Values

1913

»

1914

1913 1814

*Dental g00d8 seceserercrcacrocenscnnsaes
.E.anhen, stone and china ware—

ricks—
Bulldmg (M.} cecvnvriversconcavence
ire (ML) ceoetrcerccsnrsanassnnace
Earthen and 8tonie Ware c.csvusessvies
All other .......ccioveainn ...........
lmachmery, appiiances and in
ments—
Dynamos, or generators ..............
Insulated wire and cables .............
Lampa——
AR (No) covecconrnananssevaresein
Incandescent—
Carbon filament (No,) ..ocecao....
Metal filament (No} ..oivvvinenss
MotOrB cuecviracracaccirnnssstorncenns
Static transfOrmers «.ccovavessrersores
Telephofies8 cessoecvanrecrrsecooassesane
All other +.ovvinvsieccrerrrvavencases
Explosives—
rtridges vevesscssercssonennis
Dmmlte (bs.) cenvscirrnnnans
Other wvvvseccorrernrocsncoanacens
Fxbers, vegetable, and textile grasses,
manufactures of—
Cordage {Ib8.) .euvicssrrnncecnsnncannn
TWINE ve.csveoeansncnss
lI;‘ire extinguishers ....cccvivecenenans

ish—
Salmon, canned (Ibs.) ....ocovurensnan
Cam{xie%)ﬁsh {except salmon and shell-
Sh) icrerniracrranarranians P
Shelifish v.veeevsavansseresssrontssnes
Fruits—
Apricots, dried (1b8.) .....cviviniisans
Peaches, dried (Ibs.) ...vvvnncnincesnn
Prunes (Ibe.) ....covvnirecscroninnnna
All other, green, ripe, or dried........
Prepared or preserved .....ccii00c0ann
Furniture of metal ..... cxsesssceanrsean
Furs and fur skins, dressed, ete. ........
Glass and glassware—
Bottles, vials, demijohns, carboys and
JATS cecneressnricacntnronnencines
All other ....cecevvaceanraransnssnnns
Grease, lubricating feeeivesisrreaaanancns
Household and personal effects ..........
India rubber, manufactures of— -
Belting ...... ciseseatesusenavees
Boots and shoes (pau's) sereeancassocen
1res sesertesasstresassnann
All other c.vovinvneiecvrnnrscsoncnens
TR ceceeivnnnronssdiocesosnosasssnscasss
Instr and for scientific
PUIPOSER .avcsnvrcssvacerons cenen
Iron and steel, and manufactures of—
Pig iron (tons trssaseeavassasacssens
Bars or rods of steel (Ibs.) ....cvoerae
Bolts, nuts and washers {Ibs.} .e..20-0.
Builders' hardware—
8 cccvesecrsseirercacerrsesarans
Hinges, and other ...cccvcreccvacnans
Car wheels (NO.) vcvccssennssncenssars
Castings, 0.e.5, sevesssccenns cvesenrase
Cutlery sovcicsecrnnsccnnssssancasoses

350
260

samsasecra

49|

37,010
53,018

108 508

axmceaxsoes

924,810

“rerenrae

513,311

22,254
24,100
49,335

crswaasaen

srescasens
sesuwrreas
tesvserasan

292
2,446,391
186,423

aerevaenas

rreeneasd

sresasrasa

30

26,675
20, 524

619,064

646,801

301,374

140
8,596,908
'199,833

Sreenengss

vivessasen

$8.319 $7,135

5851 .00 ..,
88

!O
ot
S
o -y
-3
H

2,
9,
5,261

5 172 3,611

108,816 12,081
Ciieeeaan.] 25,496

o
2
&
T

I
e
»
w

6,403 12,353
54751 2470
41,800| 63,254
"8,508] 8,366
10222/ 10,599

19,624 25,328
7,508 7,339
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Quantities Values
Articles .
. 1913 1914 1913 1914
Enamel ware— N X
Lavatories and sinks ........ B e N $8,785 $7.774
All other ....... esaans S 1,678 2,230
FIrEATME <ovvesesecssocnornsavarsnnnor|ossscsnscafrosnsarsana 22189 14,633
Machinery, machines and parts of—
Atr-compressmg machinery ...cceenesfroscenserediveniiens, 2,514 10,710
Cash registers (NO.} tovevrieennnancs 1,071 5.965
Cotton gins (NO.J -eececrrocanasaans 66, 52 23,157 18,595
Elevators, and elevator machinery....fseeciveces]irnnncnaas 15,303 6,388
Engines, and parts of —
Electric locomotives {No.) ..vveass k| SO 3,035} .000vanns
Internal combusion—gasoline—
Marine {(NO.) sseceveesssonnsnes 28 81 7.547 14,835
Stationary (No.) ... .iiiiiiiss 78 60 14,981 12,023
Traction (NO.) ceceicivarenennes 2 2 7,153 5,965
team—
Locomotives (N0} c.aveeccniane 7 9 £9,540 96,116
Marine (NO) «ceesssrnsncnscaes ) § PO 1,138 . c0iaal..
Stationary (No.} «..c.....n 17,486 2,350
All other (No.) ....... 18 6 7,031 3,395
Parts of cevvnrienennnnn cevsenneraferinnaanas 39,325 71,138
Laundry machinery ...... cevsesnerafrrencacenn 3,134 ,95
Metal-working machinery ......... veavessersfecnnnanenn 40,651 35,294
Milling machinery {(fiour and grist}..]..coiouvoliiiincan, 1,464 2,19
Mining machifiery «.eoveveoroaveares 258,870 300,202
Printing Presses ..cevaeescossccesens 14,339 18,792
Pumps, and pumping machinery 51,473 43,998
Refrigerating machinery ...... , 378 30,181
Sewing machines ... 67,334 136,193
Sugar-mill machinery 20,631 19,004
Textile machinery ... 1,693 cvennnasn
Typesetting machines, lxnotype and
Others” (..eiveiescanevens . 5,915 25,008
Typewriting -machines ...... . 67,578 40,315
Windmills ...... PR N 4,924 164
* Woodworking machinery—
Sawmill machinery caeeciiiesvvaecrorceiviadiieiiienes 8,336 3,155
All other . ..vveivivciiiaannans O D 6,133 30,286
Al other machmery, and parts S S B PO . 132,669 140 |88
Nails and spikes—
Raxlroad spikes (IbS.} +teovvsnnnsanans 180,358 59,700 3,834 1,552
Wire g Cearssirsasrescesavans 867,780 808,429 22,054 18,952
Pipes and ﬁttmgs (b)) caviiiniadeel. .l 6,229475) 6,793,102 152,655 162,283
Rails for railways (tons) .....vvveenn.. 43! ,846] 181,563} 141,329
Railway track material, etc,, except rails
and SPIKES . ..ccernincencsnsveracalassrsannesfentnronens 61,748 51,488
Safes (No.) ..ociirsresvnncnnencacvana} 2,463, X
Scales and balances «iiveessccarnnsseca]srsasevanafrssarancas 14,480 18,855
Sheets. and plates—
sron,,_galvamzed bs) «.iavenannva...] 4,495,375 1,575,696/ 131,352 49,399
tee
Plates (I1b8.) .cvvnvenivncnesanaass] 1,289,099 489,207 24 988) © 9,441
Sheets (Ibs.) .c-vviveniiiians vese] 2,614,795] 5,985,723 61,662 158,801
Stoves, ranges, and parts of c..iieiiiieiiiiiiiiiiiiiiiieas 4904 4,636
,%tmct;:ral iron ancll steel (:lons) eraanes 568 657 25,593, 381,898
in plates, terneplates, and taggers tin
T (bS.)  civvineccaiiearcareaeaeasassd 650,801 846,923 25,266 12,983
ools—
Axes (N0} ..invienaainnrasacannanan 25,851 24,928 15,471 15,249
Hammers and hatchets .....vvvvenivefennennnioa]ivianinnns 3,664 4,233
SaWS ciineicanians essssrrnasansanne]rennes PR . 5,681 4,409
Shovels and spades LN R PN 2,407 5,164
ALl other ... cicievivernnnnranina]arsrecani]iiieniaes 56,708 60,212




}

APPENDICES
EXPORTS OF MERCHANDISE TO PERU—Continued

55

Quantities Values
Articles
1913 1914 1913 1914
Wire, and. manufactures of—
re— :
Barbed (168.) evccveeeevennn....e.| 1,108,765| 1,667,148] $27.886] $40.420
All other (Ib8.) .....evnnennananss 164,749] 577,657 4,828 12,466
Manufactures of-—
Woven-wire fencing A .cerviececfadtenenesns ersesssaee 3,111 1,605
All other ...ccoverncanes 10,644 17,176 -
All other manufactures of weevssaanas 231,357 181,538
Lamps, chandeliers, etc. (except electnc) cefrrraannens 27,048 7,742
Lead, manufactures of ... c.vecvincanas Y Y D 8,437 8,257
Leathc, and manufactures of— )
Leather and tanned skins—

Belting ..... eerrrerasencerererrsralicenniaeridecannn 8,196] 14,052
BLENL o venvncccnrorosartocerssrsrrolenaacrsnonfonrsas PR 16,528 17,963
pper—

Calf {sq. ft.) ....cvievvinscnnnnes 84,221 63,812 19,094 15,751

Glazed kid (sq. ft.) ..cccvcuvienns 236,553 221,713 54,647 46,763

All Other ....cccvsecsescossoscsso|noncnancsaf|vssascanas R cmevessana
Manufactures of—

Boots and shoes—

Children’s (Pairs) ...eeticeccecsese 3,210 9,049 3,885 10,704
Men's (palrs) tesesccrenssasnn eenn 49,676 38,812 144,609 117,800
Women's (pairs) ..... evsensens ,692| 10,615 13,778 25.562

Harness and saddles ...... S R P 7,851 5,488

All Other ...ineevoscvavccssossoaranfisuscnosesfonsessaren 6,017 4313

Malt (bush.) c.veievveraceenacaonans para 10,745 8,331 11,010 8,025
Meat and dairy products—
Meat.products—

Beef producty——

Beef, canned (Ibs.) 122,477 37,141 14,026 4,909
Beef, pxckled and other cured (!bs.) 33,140 20,398 3,313 1,947
Tallow (ID8.)  weeconecreansseses| 209,248] 152,964 14,700 11515

Hog products—

Bacon (1bs.) ....cc.ne 17.258 47,191 2,628 7,695
Hams and shoulders, cured (lbs.}. . 84,5675 61,3686, 9,800 9,494
2 eeeBurasseesanensens] 4,822,077 3,804,701 558,043 452,543
Pork, pickled ....ccvirrecerananecn 9,900 22,423 bt 2,45

Lard compounds and ether substltutes‘
for fard (IDS.) ..csesirscecnnesasssf 591,155 184,192 49,140 17,337

i?lusatghe {Ibs.) RN IR AL CLE L 3,399 18,729 86 2,54

other meat products—
anmed .eos- S ORI 4823 2382
All other .. tercesnorane 2,390 1,308
Dairy products—
Butter Tbs.) c..cevuse 2,079 2827
3 see 3,084 1,15
S. 24,802 39,345
ﬁotor boats (No.) ...a........i........ L 11,562 12,844
usical instruments, and parts of—
Player pianos (No.) . 1 4 285 2,052
All other (NO.) «vvneseren 15 14 4,371 3.698
.Alllother. and parts Of .iesecvernrcenralanssssconafoonancases 2424 1,901
aval res—
N esin (ObIS) ..ooroiiiienenenenene| 8276 8473l mEserl 22795
.. raevesenan 575 s 5 >
Oitgapamne e of Geale) o] ARRLLLTET 25 1716
O fimeral, refined factured

ineral, re or manufactured—

THuminating (gals.) .ovceorcrsen 5 395,586] 573,826 53,160 73,357

oil

Lubricating and heavy parafin ol 57700 312944] 59,264 67929

Naphthas, etc. —Gasolme (gala.) PP 8,170 13,823 795 3,81

Residuum, ec&: fuel oil 1) 104,445

S.) seveses] TIBTABBI..0ovvee.s % . saes
E?ls o‘;.ge:n(galge) ?. . .Sga ieaseniaves 5,108 36’{ 16,837,652 78,734 258,233
Vegetable ...c.ceeeruscrsccrsccnnsensfacrsanoaraliaanes [N 89! 3,68
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Quantities Values
Articles .
1913 1914 1913 1914
Paints, pigments, colors and varnishes— ) i
Dry colors ccesecesrcccsssensas seceofasscesesrsfoansrseras $6,208 $5,511
Ready-mixed. paints (gals) cesesvensre 3,095 ,587 5,207 12,355
Varnishk (gals.) .......... ceassassacns 1,181 997 1,322 1,481
All other (mcludmg CTAYONS) secnesnccfesnarvanacfonnnacnnan 4,112 708
Paper, manufactures of—

AES srmersnseeserzsessscacssssateanes 4,005 5,489
PBooks, music, maps, engravings, etc.... 34,887 23,808
Carbon paper ....:seseessssscssccnace 25 1,704
Paper hangings coaes-srerssverssnserscfireenaeans 1,247 3.081
glaying €ardS susasesesrrsrsersccanresirsesacncnsfovaziconee 2,67 e 1,849

rinting paper—
News print (IDS.) c.vceeverseceenaes.| 826,929/ 773,528 19.419 18,472
All other {IbS.) ..v.vovrvaerncencanns 85,378 135,980 4,958 4,697
Wrapping paper (IbS) ..ivciiaennannes 24,711 s 1,450 639
‘Writing paper and envelopes T P 20,382 16,068
All other ..... O P Crasecasen 13,588 11,576
Paraffin and paraﬂin wax (bs.) c.naensnaa} 3,272, 844 589,864 50,266, 22,745
Paste ....cesensrasncrersscscasvarcenanns desvrevesalreansvonna 143 1.281
Pencils (except s|ate) ‘and pencil 1eads...lieeenroncc]oounnconas 3,340 3,940
Perfumeries, cosmetics and all toilet prep-
arations LRI L R R LT LT CRRRR! CETEEOEPEN ERP PPN 46,231 44,791

Phonograghs, graph h
- records, and matenals FOFeernefonnnrnansaa]onsncnnnen 36,180 17,407
Photographic goods—

Cameras . serseseccancoc]rareraaias ceressenes 2,872 2,749

Motion ptcture ﬁlms (Im. f?t) oionns . 63,075 7,260 1.534 780

Other sensitized goods ....ccevaaveevedoniiiianidoniaian, 9,104 11,544

All OtHET ruenuvnreserermnnnnnnnens 4,298 1,703
Plated ware, except cutlery and Jewelry.. A 8,192 6,343
Refrigerators «.occceissenevcrcsinarasans ceferaseccsncfiinecsnans 993 3.912
Roofing felt and sxmxla.r materials ccocvecs]iieenianas 7.694 3,633
Seeds .vnniiiiaeriiirartirsesteaoraraans T 413 1,171
Silk, manufactures Of comeneirnnnns canessferacriaonn 1,251 ,344
Soap»—

Toilet or fancy . P DTN ceecsnmres 9,948, 6,868

All other {Ibs.) c..eviiivinnnnsarnnens 4886, 64? 324,097 22,616 15,069
Spirits, wines, malt quors, etc.—

Malt hquors in bottles {doz. gts. )..... 283 739 463 1,089

Whiskey, rye (pf. g318)) ccicnvsnnnenes 1,207, 628 2,566/ 1,369

Wine (ga1S.) cevervestonrarsssrsras 851 325

All other ...... 2,335 319
Straw and palm teaf, manufactures [ S P IR 2,177 218
Surgical app (not ing instru-

TMENES) uvvnnessnsossssasasonseaneftasossannasvenennans 20,891 34,438

Tin, manufactures 0f couusscvsevrsrncias]oanccananalrotacanann 2,726 4,080
TOPS cevineaireresdencnrrtiescescnsnaanelstonssranei]rssacnnnan 1,244 790
Trunks, valises and traveling bags......cofoversiniefanecacnae. 2,161 758~
Type (IbS.) ticeeveesocanserasiosencanes 23,169 138,775 8,706, 5,629
Vegetables—

Potatoes (except sweet) (bush.)...vensse 512 1,438 382 1.358

anned ..iacasaciiesasanseronesnsssacsfatteiisaadeeiaiiines 14,536 7.187
All other ... .ciiicervisannssacscrsasfssasnsonaanfosonenranas 41 1,519

Wood, manufactures of—
Lomber— .

Boards, Bgkmks and deals—

Fir ( tattasscttsesesannran 46,844 53,983| . 602,407] 630,598
~Oak (M, .} .eovcerssnnnscacencs 248 . 436 20,268 28,566
White pine (M. f£) «.ciceivaannns 21 68 949 4,204
ellow pine—
Pitch (M. ft.} ccionvecsainnncsne 229 1,129 9,198 42,032
All other (M. £t.) .esescncnnnsan 870 174 15,075 7,596
Poplar (M. f£.) ..escvsierecsnnnsac]iennannns, 62l 2,827
Redwood (M. ft.) cesviesercncnens - 747 2,132] 22 630, 52,939
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“ Quantities Values
Articles
1913 1914 1913 1914
Wood, factures of —Continued,
Lumber—
Boé:rds, pl{zﬁksf t.a)nd deals—Continued. 142
pruce . teeseersersrnasecs 217 2,479 3,555
All other (M. t) ...cccivrcinienss 38 83 s 2,863 $6715
Rﬁ:}l::ad ties (NO) .oocivesenesoess.] 166,922 359,709 67,563 126,084
o—
Box (NO.) cececnnscecrsesnsesees.) 0BB4,8337] 240,695 42,702 22,621
All other (No.) cessesevseccaanes 4 800 1,600 2,472 4,655
Staves (No.} ... 64,454 43,619 12,784 7.543
Furniqure .,.... ererensssfecsnsanaes 69,454 68,291
Trimmings, wmol
finishin; crececars wesscsnans 1,365 238
All other manufactures of P PN censses §6,453 55,160
Wool, manufactures of— "
Wearmg apparel 1,181 . 1,993
All other ........ 1,780 1,909
Zine, manufacturea of . 1,452 470
All other articles ........ sresissences sesforrrcnncacficnsnncane 30979 29,014
. Total domestic exports «..ecoees.. .o $7,325,45561$7,115,514
Foreign exports, total ....... . vee . 16,448 y
Total cuvvresvaaronsrens $7,341,9031$7,141,252

The following figures show the trade of Peru with the United States’
before the war, and in each month of 1914 since the war:1!

Exports to U. S,

Imports from U. S.

Month 1913 1914 1913 1914
JanuaryJul cereeneeseess 5,852,733 $6,647,515 $4,581938  $3,847,130
August .. y eererees .. 668439 1,263,275 581,766 500,86
September ............ oo 962,735 752,873 586,320 237 522
October ......cvcvvveanes 1,064,853 765,531 575,140 387,588
November ............. . 1,111,482 999,594 589,274 350,780
December .......... e l 164,345 841,153 694,478 552,508

Total for year......$10,824,587 $11,269941  $7,608916  $5876487

1 Otto Wilson: “ Forecast of Trade with South America,” U S. Bureau

of Foreign and Domestic Commerce.



" APPENDIX B

Trade with Countries of the World

IMPORTS®:

Country 1911 1912 1913 1914
Argenting .....iiceenaeses $42,698 $34,054 $13,263 $9.404
ATICR vrveenevannsvenasseoce s saoses 6,998 6,245 5,686
Australia civiievirasrensas ! 116,720 1,164,251 631,290 909,150
AUSHTIA cvoievnvenocsereses  craeen : 685 1,293 1,895
Barbados ...ccveeernanness  aieess 1L Ll e
Belgium ....cocennrenens 1,626,494 1,192,284 1,866916 1,334,537
Bolivia ..vnvnivieininnanns S, 547 3,849 1,327 16,767
Brazil c.....ciiviineriannns 43, 1369 14,784 19,858 7,863
Canada c..iiiviiiimtriniae sersas sarses aesees asenas
Chile ...oviiiierirannnnns 389.799 951,136 1,035,554 435,543
Chinad ..iocvesverncensnces 575,676 753,285 769,668 639,561
Colombia .....civeieniiiee covans 11,591 45,179 6,415
Costa Rica ....covvvvvnnns cenenn 22,283 33,014 21,540
Cuba ..cvvviirnnrinenncas 78,109 112,985 158,990 127,113
Denmark .....ccoieiiiinns ciiens 452 78 2,265
Ecuador ......ccovevrvnens 62,120 96,189 85,492 55914
France ......c.ciivnvinnnn 1,410,009 1,547,574 1,363,191 758,034
‘Germany ....c.cvoeenensan 4,608,026 4,521,729 5,132,038 3,144,434
Great Britain ............. 8 375 581 6,648,368 7,769.225 6,505,363
Holland ..., ciiiiiiinine cranes 209 45,951 112,514
Honduras treres  wesses  aseses 1,113
India ...oiiriiiiicniiinnns cenn.s 1,620 274,303 270969
Italy ... 971,323 1,237,876 1,236,739 979,932
;amalca. rettsevarecersases  eevens 142 L. 1,327

apan ...... 114,731 112,659 62,878 60, 565
MartiniQue .....vevinirean eiiris vseiee eaeeas
Mexico .... 39,925 45,042 17,277
Nicaragua .........cvoci0h vavnns 248 .
NOrWay ..cviiiceneasinnoes seeees aneses
Panama .. 11,486 7,266 7,411
Paraguay «...c.ciieiiinnss tiiaes eveeee seswes
Portugai . 102,561 117,063 86,192
San Domingo .....civvvee vinnee eieenn 24
San Salvador cvevveeviiins veenes 24,713 20,747
San Thomas ......cooeveis covvis viiien ceanse

pain ........ 387,637 421,624 355,494
Sweden ..........iciiiiih diieee el 267
Tacna ..oceciiiiinesanenns secaes 2,576 7,616
Trinidad .........coeies elL.. 841 2,255
United States ............ 6,082,352 5,763,425 8,530,525
Uruguay ....ccccvececenes 12,164 2,707 11,1
Venezuela .......cvvuene.. veesss  emaess aneses
Miscellaneous ......c.ooci tiviir 0 diriier eeeeen 20 ,650

3 El Comercio Exterior del Peru, $4.86 equivalent of one pound.
b Figures for Hong Kong.
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APPENDICES
EXPORTS

Country 1911 1912
Argentina ........ee00unss $ $1,652

Y 118,158 107,795
Australia ................. 130,189 ...

Belgium ............... .. 494,650 322,369 -

Boltvia .....c0vvnevnnen.as 730,903 558,200
Brazil ............... esre aeeaes 23,221

Ecuador ...........v.nn... 248,094 143,759
France -covvvvviiniinnn.. 1,902,446 2.730,698
Germany .......ceecevvenn 2,776,766 3,205,495
Great Britain ............. 12,017,921
Guatemala ................
Holland ....
Honduras
India ....
ftaly ...
Jamaica ..
apan ....
artinique
Mexico ... ..
Nicaragua ............ce.n
Norway «....covvecenvenen
Panama ..................

. San Thomas ............. - .<..u.s
Spain ....iiiiiiiein, 299,471
Tacna ...oceveveeveincnse  sanans
Trinidad ........coiiiiie iias
United States ............ 10,187,997 17,495,276
Uruguay ..cocevvnreananen 119,867 114,118
Venezuela ............c.0. PR 4,321
Sweden ..v.ciiiciiiiiinns reraer sesees

Miscellaneous ....:vivesse  sesees  sesens

1913
$7.621
139,171
141,326
5,725
948
1,212,555
39,591
38,501

241,673
1,566,495
2,966,889

16,539,115

59

1914

$139,740
181,331

507,603
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Imports and Exports®*

Year Imports . Exports .
1908 .iiiiiiiiiiieiainannaes $25.850,716 $26,663,266
1909 tiiiiiirereaciennnnnnnnnns 20,919,268 31,596,583
1910 ....... et rerereiaaiaeaan 24,206,188 34,425,984
13 SR 26,484,257 36,090,095
1912 .......... iereriraeiaaaes 25,027,814 45,878,004
1913 ..o.oiiieens e rrereeiaees 29,591,451 44,409,610,
1914 ..... et erereaieeeeeaians 23,463,740 42,611,459

« Otto Wilson: “ South America as an Export Field,” U. S. Bureau of
Foreign and Domestic Commerce, 1914,

PERUVIAN COMMERCE (1913)s

Items Total Trade
Imports . .iviiniiiiiiiisiencsstasastearrncanannas b$29,631,033
EXPOTtS tiicieneienvneanannerasosansannnnsensennns 44,469,011

LS 3 © 8,188,791
Cotton ...iiiiiiiniiianrencanns @t eararareneans e 7615313
SUZAL tiiiirreraanernnanearcatscarorsnsnncnnnnns © 6,874,739

* Commerce Reports, Jan. 2, 1915, .

b Figures include gold and silver.

e In 1909, the latest year of record, the United States took 81 per cent of
Peru’s exports of copper, 10 per cent of cotton, and 8 per cent of sugar.

EXPORTS OF PERU®

The principal products of Peru are minergls, sugar, rubber, cotton aad
wool, and in 1913 were exported in the following amounts:

Minerals ......ciiiiniiniinnnannaroncans e, $18,519,450
Sugar ......... e tatesasaseatesantentrataaanaeraen 7,237,500
COttON vuveiriirenainesnseacassnacnnsnnsassnsesnanns 4,197,750
Rubber and gums ...c.ciiiiiiiiiiiiiieraitnaninannn 4,825,000

£ 5 2,653,750
Total eXPOrts .. .oiiiiuiieinreniennnsencesscneananns $37,722.950

.
20tto Wilson: “Forevast of Trade with South” America,” Bureau of
Foreign and Domestic Commerce, 1915, ¢
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EDITOR’S PREFACE

The present study by the Honorable Charles Whiting
Baker concerns itself with the government administration of
the industrial life of Great Britain and the United States
during the war. Mr. Baker’s verdict on the organization and
conduct -of the various industrial activities undertaken by
the ggvernment for war purposes is, on the whole, favorable.
With this opinion most of our people will very likely agree.
Indeed, the editor is doubtful of the correctness of Mr.
Baker’s opinion concerning the views of the so-called con-
servative or middle class on this matter.. On the contrary,
the editor believes that the great majority of our people of
all classes would say ‘‘yes’ to the question whether the gov-
ernment administration of such industrial activities as it took
over was not good for war purposes under the conditions and
circumstances that prevailed while the war was in progress:
Indeed, the inquiry which one must put in such a matter
is not, after all, whether the administration was good or bad,
but whether it was as good as it could be under the circum-
stances, whether other officers, for example, could probably
have managed better. Put in this way the answer must
again be, on the whole, in favor of the government.

It must be remembered, however, that the favorable
answer to the question propounded above by no means carries
with it any implication concerning the value of government
industrial management in ordinary times of peace. The
industrial activities of the government in war differ from the’
country’s industrial activities in times of peace in several
important respects. The scope of industrial activity of the
government in war is more limited and capable of more
definite control. The government has certain war munitions -
to provide. Their character and amount are known, and the
industrial energies necessary to secure.them can be definitely

iii



iv EDITOR'S PREFACE

directed to that end, without embarrassment from competi-
tion to divert the country’s industrial activities to other ends.
It is one thing to make a success of any business under such
circumstances and quite another to make a success of it,
however success be defined, under ordinary circumstances.-
For the government in the one case is virtually in the position
to determine its own conditions of production and to exclude
all competitors from the field. Moreover, it must be remem-
bered that the government succeeded in some matters, nota-
bly in the case of the railroad management, only by resorting
itself to practices which it had forbidden to the railroads under
ordinary management, and also at a financial expenditure
that had no relation and no reference to the earning capacity
of the railroads. .

In short, even if we were justified in pronouncing a wholly
favorable judgment on the industrial activities of the govern-
ment in its conduct of the war, it is doubtful, in the editor’s
opinion, whether we would get much help it determining the
wisdom of extending the scope of government operation in
the economic field in-ordinary times. To put the matter in
another way, it may fairly be doubted, at least, whether war
socialism, as it has sometimes been called, has any lessons
favorable to peace time socialism, however that term may be
defined. The limitation of the province of government is an
age old subject of debate. It would be difficult to show that
there has ever been in any age or country a large public
opinion or, indeed, an important school of thought, which
would have eliminated the government from all relation to
the private industrial life of its citizens. Indeed, one may
say, I think truthfully, that those critics of what they please
to call a laissez faire policy, who interpret that phrase to suit
their arguments as meaning that the government should have
no relation to and indulge in no interference with industrial
life at all, are quite mistaken in the meaning which they
give the phrase. No school of thought has ever advocated
such a view. Rather the right and desirability of government
interference have always been admitted, but its extent has
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been a subject of debate. Under some conditions of national
life a larger interference is both desirable and necessary than
under other conditions. Since the conditions of national
life differ in different generations and centuries, we find the
empbhasis placed at one time on the importance of widening
the scope of government economic activity, and at other
times on the importance of limiting this scope. The world
at present seems to be, on the whole, pretty generally of the
opinion that the complex conditions of modern civilization
require a larger interference by government, in the sense, at
least,® of stricter regulation of the conditions under which
private economic activities are carried on. Many are of the
opinion that the scope of directing the conduct of industrial
life by the government should be enlarged. It is the editor’s
opinion that there appears to be little in the government's
conduct of the war on the industrial side to lay a foundation
for justifying the latter contention.
Davip KiNLEY,
Editor.
UNIVERSITY OF ILLINOIS,
June 10, 1920.
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CHAPTER 1
Introduction

For more than a generation there has been going on in the
two great industrial countries, Great Britain and the United
States, a sharp conflict between those on the one hand who
believe that there should be no government interference with
private industry, and ‘those on the other hand who advocate
either government control or government ownership and
operation, first, of public utilities, and second, of other proc-
esses of production, whenever and wherever the normal
processes of competition fail to protect the public.

It is well known that during the last forty years a complete
revolution has occurred; not only in economic thought but in
public policy, both in Great Britain and the United States.
Doctrines that were deemed ultra-radical thirty years ago and
which a professor of economics expounded only at the risk of
losing his position and being branded a socialist—a term which
at that day was regarded by probably nine-tenths of average
newspaper reading Americans as synonymous with anarchist
—these doctrines are accepted today without question by
railway presidents, financiers and captains of industry.

The change in popular sentiment has in fact far outrun the
change in governmental practice. There has been a very
great extension of government control and regulation, not
only in the field of public utilities, but in a great number of
matters where public health or safety, or the welfare of wage
workers is concerned. As examples may be cited the work-
men's compensation laws, which place the burden of indus-
trial accidents on the industry and not on the injured em-
ploye; the extension of building regulations, factory laws,
inspection of food products, restrictions on the employment
of women and children. .All these laws, which were originally
enacted in the face of great opposition, are now accepted by

3 .



4 GOVERNMENT -CONTROL AND OPERATION OF INDUSTRY

all concerned as a necessary part of modern industrial life.
This great extension of governmental functions, however,
has not satisfied the public. There is probably as widespread
favor today for government ownership and operation of
public utilities as there was a generation ago for government
control.

The business men who a generation ago were opposed to
public control, and who now accept.it as *‘a necessary evil,”
are today as strongly opposed to public ownership and opera-
tion of industries. It is curious indeed to note the contrasting
points of view. -

One may talk with the responsible officers of public utility
corporations which have been under public regulation, and
hear almost invariably the story of the defects of public
control as it is actually carried out. He will learn that the
average “regulator” is a politician, to whom the small salary
which the office pays is a consideration of importance. He
will be told that these “regulators” generally lack all tech-
nical knowledge of the industries over which they are placed
in authority, and are always inclined to give the public the
benefit of the doubt, rather than administer even-handed
justice between the corporations and those whom they serve.

But when one talks to the average citizen, he discovers a
belief, in many parts of the country, at least, that the regu-
lating commissions have protected the corporations rather
than the public and that we must look forward to a great
extension of government ownership and operation as the only
satisfactory solution of the problem.

Into this conflicting arena the great event of the war has
projected itself. While it has to a certain extent diverted
attention from the problems of economics and government,-
it has been on the other hand a great experimental demon-
stration of the results of an enormous extensmn of the field of
governmental activity.

The “man in the street,” as the Enghsh say, ha.s learned
from his daily newspaper how the governments of Great
Britain and of the United States have undertaken enterprises
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under the stress of war conditions which only the ultra-
radical has hitherto dared to advocate. Fixing the prices at
which food and fuel and steel and copper shall be sold; con-
trolling buying and selling and transport in international
trade; operating the entire railway systems of the United
States and Great Britain; building and operating ships on a
scale that makes the operations of the greatest private ship-
ping company seem trifling—these are typical of the greatly
enlarged range of government activities as a result of the war.

These facts have had and are bound to have in the future a
profound effect on the minds of men the world around. What-
ever the verdict of the scientific economist or the busi-
‘'ness man may be on the results of government operation and
control of industry during the war, the effect on the popular
mind has already been registered. For a generation to come,
at least, in every appeal for direct government action to fix
the price of commodities and prevent extortion and profiteer-
ing, the precedent will always be cited as to what Great
Britain and the United States did in fixing prices in the world
war of 1914-1919. Arguments based on that precedent
are not likely to be upset in the mind of the average voter by
any later showing as to the specific results of this exercise of
the government’s strong arm.

It may be accepted without question, therefore, that in the
popular mind government operation and control of industry
in the past four years has not merely driven the last nail into
the coffin containing the defunct laissez faire theory of gov-
ernment; it has dumped that coffin without benefit of clergy
into the grave already dug to receive it and has heaped high
the earth over it.

But if one would hear opinions diametrically opposed to
those just set forth, he need only interview some of the experi-
enced business men who have had occasion to come closely
in contact with government operations in some sphere of
industrial work during the war. He will hear detailed
recitals of concrete examples of ignorance, inefficiency and
incompetence on the part of responsible government officers
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which to the reciter of the incident are proof conclusive that
government operation of industries—or government control,
for that matter, to any greater extent than circumstances
compel—would be a most deplorable result.

“The manufacturer or merchant or railway officer who relates-
this experience and renders this opinion is as honest and sin-
cere in his verdict as is “ the man in the street” who has based
his verdict on his general information. Further than this,
it is noteworthy that the one has little or no respect for the
opinion of the other. The captain of industry believes the
opinions of the man in the street to be baszd on too super-
ficial knowledge to be worthy of attention. The man in the
street believes the captain of industry opposes government
ownership because he wants to retain industry under private
control for his own profit. And, as Mr. Dooley says, ‘‘ there
you are.”

In the face of these diametrically opposed opinions, it is

1 worth while surely to undertake an impartial investigation, to
find if possible where the truth lies. What have been the
results of the wide extension of government control and
operation of industry during the war in the two great English
speaking countries? Attention may well be confined to these
two nations because they are the two great industrial nations
of the world which have been developed almost entirely on the
basis of private enterprise. Here, in these two nations, in the
years before us, will be settled the question whether industry
is to be carried onas a private business or a public business.

At the outset it is well to explain some of the difficulties in
the way of solving the problem before us. It is easy enough
for “the man in the street” to conclude from his desultory
newspaper skimming that these governments have greatly
extended their control of commerce and industry; but to give
a categorical appraisal of the governmental activities in this
field is far from an easy task. Official government reports
are often delayed years in publication even in peace times.
In the exigencies of war, the responsible government officers
have been too busy trying to keep up with the manifold
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demands of daily work to write detailed reports. Again a
good share of these government activities in the control and
operation of industry was withheld from publication for
military reasons. The importance to the enemy of knowing
the economic condition of his opponent, the extent to ‘which
government interference is necessary, and the causes operating
to bring it about may be as important as knowledge of an
army’s strength and its location.

But to answer the question ‘' how has government operation
worked?” it is not enough to know that the government
carried on, or controlled, a certain industry. It must be
known to what extent the results are good or bad. It would
doubtless be possible for a competent investigator, empowered
with the necessary authority, to take a single specific enter-
~ prise which has been placed under government control or

operation, and by spending weeks or months in examination
of its books, records, operations and product in comparison
with such records as were available of the same industry’s
operation under private management, a judicial verdict
might be reached as to where and how far the change to
government operation had been an advantage or a detriment.

If a similar investigation were made of all industries wherein
government control or operation had been made effective in
the two countries during the war, a foundation would be thus
laid for a complete estimate of the results of government
control.

It is needless to say that such an investigation would be an
impossibility. Even if the government were to finance the
enterprise with unlimited funds, and draft an army of trained
economists to conduct the work, there would be no means of
reducing to mathematical terms the precise results attained
in each specific industry. Without that, the averaging neces-
sary to obtain the final result would be a matter of balance of
mental impressions, rather than of arithmetic. = Again, both
here and in making the original ratings, the personal equations
of the experts would have a determining effect on the final
result.
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Of tourse no government would finance, or even permit,
such an impartial investigation of the results of its work. In
time of war, the government will perrmt no facts to become
public regarding any defects or failures in its operations that
it can prevent.

At the very time these lines are Wntten, the administration
is engaged in a severe struggle with Congress over the question
whether the government operations in connection with the
war are being carried on efficiently. The absolute necessity
of maintaining the popular support of the government while
the war continues is so generally recognized that a large pro-
portion of the public condemns any publication in time of
war regarding inefficiency in the government work, or even
statements concerning it in Congress. ’

Obviously, then, one need not expect to find, either in the
official reports or in the public prints, any adequate statement
as to the ways in which government administration has fallen
short. Such information must be sought from the isolated
statements and items which reach the public prints, supple-
mented by information gathered at first hand, and great
caution must always be exercised not to accept such items of
information at their face value until checked and found relia-
ble by other methods. .

The above briefly reviews some of the underlying reasons
why it is impossible to present any exhaustive and complete
review of the entire field of governmental activity in connec-
tion with industry since the war began. What the author
has attempted to do in the following pages is to set forth such
broad, general facts with regard to the problem as he has been
able to obtain.

Tt is, after all, on such general facts that useful conclusions
may be safely based, rather than on a multitude of details
which, even though collected with impartial- effort, often
tend to confuse the mind and hinder, rather than help, clear
thinking and sound conclusions.

It seems necessary also, in the introduction, to say a per-
sonal word. The author undertakes this study entirely
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free from bias for or against the policy of public ownership
and operation of mdustry As an engineer, and as the editor-
in-chief for more than a’ quarter of a century of the leading
engineering ]oumal of the United States, with a wide acquaint-
ance among engineers, both those engaged in work for cor-
porations and those in public service, the writer has had
unusual opportunities to become familiar with underlymg
facts regarding both fields of work.

The writer approaches the problem, moreover, with full
recognition that revolutlonary changes are impending and
are mdeed greatly needed in our industrial system. He
recogmzes, on the other band, that these changes, if they are
to result in achieving the greatest good to the greatest num-
ber, must have a sound economic basis and be made with due
regard to existing conditions and prejudices. A reform may
be ‘entirely sound in theory and may conform to the prin-
ciples of justice, and yet prove disastrous in operation, if the
public is not sufficiently informed concerning it to accept it
in good faith.



' CHAPTER II »
Efficiency in Government Operated Industries

In the examination of the question to what extent govern-
ment operation and control of industry has been a success, it
will be necessary again and again to inquire to what extent
.the operation was efficient. It is well to set down in advance,
therefore, the reason why efficiency in the conduct of industry
is important and also the essential conditions upon which
efficient operation depends. A

There appears to be a widespread belief .that when an
industry is carried on by the government, efficiency in its
operation is of no great importance. The groundwork for
this belief has been laid by the wide commercial exploiting of
so-called efficiency systems that aim solely to secure a large
output from the wage worker per dollar paid to him. For’
example, when a man is told that municipal operation of a
street railway is less efficient than operation by a private
company, he construes it to mean merely that the private
company showed greater net earnings because it made 1ts
men work longer hours for lower wages.

If efficiency meant no more than this—a mere question
of how the earnings of an industry are to be divided between
the capitalists who own it and the workers who operate it—
then efficiency would not be of such vital concern to the public.
But the events of the war have demonstrated that efficiency
is a far broader and more important essential to national
welfare than has ever been realized. Indeed it early became
evident that victory in this great world struggle would be
greatly influenced, if not determined, by the degree to which
either of the two great contending groups of nations excelled ’
the other in efficiency.

In the United States, waste and extravagance have long
been prevalent national sins. In Great Britain, the blunder-

10
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ing governmental methods commonly employed are well
expressed in the current expression ‘“muddling through.”
In both nations this vice of inefficiency in government mat- -
ters has been lightly passed over in peace times because it
apparently meant nothing more than the loss or inconvenience
of a fewindividuals and a heavier burden laid on the taxpayers.

NaTIONAL SECcURITY DEPENDS ON EFFICIENCY

The war has aroused us to a realization that inefficiency in
governmental methods can bring about defeat in battle and
. a natign’s downfall. To give a concrete illustration, had

- Great Britain not succeeded in organizing its manufacturing
industries for munition production with an efficiency never
before approached in operations on such a huge scale, the
war would have been lost before the United States was pre-
pared to exert its strength.

There is hardly a more important economic lesson that the
war has taught than the vital importance of efficiency in all
the processes of production. And this is true in peace as
well as in war. The feeding and clothing and sheltering of
the world’s teeming millions require the operation of indus-
tries on a vast scale.

If all these processes of production, transportation, manu-
facturing and distribution are carried on efficiently, with all
the utilization of power driven, labor saving machinery that
the progress of science and the arts has placed at the service
of mankind, then a limit can hardly be set to the degree of
comfort which the massés of mankind may attain. If, on the
other hand, inefficiency prevails, then the world’s production
will soon fall below the line necessary to supply the necessities
of life, to say nothing of its comfort.

It seems important to emphasize this matter at this par-
ticular time, when the doctrines of the Bolsheviki have
innundated the most populous nation of the world and
threaten to spread elsewhere. Whatever beliefs may be held
concerning the distribution of the products of industry, it is
too evident to require argument that there must first of all
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be products to distribute, or rich and poor will go down to
destruction together. The greater the efficiency of a com-
munity or a nation, the greater will be its volume of produc-
tion available for the benefit of all.

It is generally agreed that the war will bring about profound
changes in our social and industrial organization. Whether
these changes will be for the better or the worse will depend
very largely on how they affect the productive efficiency of
society as a whole. This, then, is the reason why the most
important question of all respecting the government’s action,
in controlling industry during the war, is what effect, did it
have on efficiency?

TuREE CONDITIONS OF EFFICIENCY

And now it is useful to go one step further in our analysis.
In order that an industry shall be operated efficiently, it is
necessary that there shall be efficiency in three places. First,
there must be efficient labor—the rank and file of the workers
must carry out their set tasks diligently and faithfully.
Second, there must be an efficient organization—the system
on which the whole body of workers, from highest to lowest, is
organized must be such as to make efficiency at least possible.
Last, and most important, those who guide and direct the
organization must be competent for their tasks.

It is on this last element, more than any other, that the
efficiency of the whole organization depends. The workers
may be ever so diligent and faithful and the plan of organiza-
tion may be faultless, and still the enterprise may suffer ship-
wreck because the men at the head are lacking in good judg-
ment or in knowledge of their business.

All this is, of course, elementary to experienced business
men. It is well known that the success of an enterprise
depends on the quality of the men who run it,—that one man
at the head will make a business yield large profits where
another, apparently not much inferior in qualifications, will
steer a straight course to bankruptcy. _—

These three essentials of efficiency apply exactly the same



EFFICIENCY IN GOVERNMENT OPERATED INDUSTRIES I3

when an industry is carried on by the government as when
it is carried on by private enterprise. If a city is operating an
electric lighting plant, for example, in order to get efficient
results, it must have an efficient labor force, an efficient plan
of organization and competent men to direct the work. The
question whether it will secure higher efficiency or lower than
a private company in the same field will attain depends on the
degree on which the city owned plant excels or falls below the
privately owned plant in each of these three particulars.

THE STANDARD FOR MEASURING GOVERNMENTAL EFFICIENCY

There is another matter which needs to be clearly under-
stood in order to form a just opinion as to the results of govern-
ment industrial activity during the war. When we examine
the operations of a government industry and desire to judge
its efficiency, the question at once arises, by what standards
shall we judge it? - If we attempt to mark it on a 100 per cent
scale, so to speak, then we shall inevitably reach an erroneous
conclusion. There is no such thing as 100 per cent efficiency
in any art or industry, whether carried on by a private firm
or by the government. Furthermore, the larger an organiza-
tion becomes, the greater is the difficulty in securing a high
degree of efficiency. There is a widespread fallacy to the
effect that production on the largest scale is the cheapest
production. That fallacy is based on superficial and limited
knowledge. Those most familiar with the inside of the great
industrial combinations know how often the advantages
which they possess by reason of their size are overbalanced by
serious disadvantages.

This is a field, moreover, in which there is no rule to fit all
industries. The size of the economical operating unit varies
greatly. In agriculture in the temperate zone, for example,
the farm large enough to be worked by a single family has
developed by survival of the fittest, the world over, as the
size of the economical operating unit. In raising sugar cane,
in Cuba, great plantations with hundreds of diligent workers
are essential. In manufacturing industry, while production
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on a large scale is generally essential to economy, the experi-
ence of the past twenty years has demonstrated in many
cases that the production costs of some of the so-called
trusts are materially larger than those of some of the concerns
of moderate size.

A mistaké very commonly made by critics of government
administration is to compare government methods and results
with those obtainable in some small private business. It is
said, for example, that the government worker does not have
" the incentive to energy and industry and initiative that the
man does who is working for himself. Of course, this is true;
but exactly the same thing is true of the individual employe
and to a large extent of the officers as well of a great public
utility or manufacturing corporation.

Again, it is common to hear criticism of government
administration of business because of the “‘red tape” in-
volved. It is overlooked that a large part of the so-called
“red tape™ in connection with government business merely
represents the system which must be established in connection
with every large scale business to avoid waste and loss.

This “overhead expense’ of carrying on business increases
generally -with the size of the business. To take a familiar
illustration, compare the elaborate system and organization
of a great department store, with its army of specialized
employes, and the simple methods in use in a small retail
store, where the proprietor and a half dozen assistants con-’
stitute the entire force.

The same illustration will serve to present what is perhaps
the greatest difficulty to the maintenance of efficiency in any
great business. The proprietor of a small retail store is in
intimate personal contact with every one of his assistants.
He himself must be efficient in the conduct of his business or
he will be left behind in the race of competition. He can
maintain efficiency in each of his assistants because he is on
the spot to see and know. But in the great department store,
or in any great business employing hundreds or thousands of
workers, the individual employe’s defects as well as his
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merits are often overlooked. Other economic conditions
may drive out the small competitor; but in estimating the
success of government organization in carrying on any work,
the question must always be, not as to whether defects exist,
but whether the results attained were on the whole as good as
a private business concern would have attained on work of
similar magnitude. ‘

NEw ACHIEVEMENTS IN EFFICIENCY RESULTING FROM THE
War

The economic lessons taught by the war ought to lead to a
study of national efficiency from a broader standpoint. The
world has been amazed at the enormous rate of production
which the war has shown to be possible through the combina-
tion of modern machinery, trained labor, free from artificial
restrictions upon its output, skilled technical direction and
ample supplies of capital and of raw materials. In many
respects this war production has been carried on with an
efficiency never before known. It is unthinkable that this-
efficiency once attained should be sacrificed for a return to
the methods of the past. For one thing, the coming world-
wide competition in international trade will put out of busi-
ness any industrial nation which fails to put in practice the
principles of efficiency which the war has taught.

It may be thought, however, that this is a view of the
problem from the capitalistic standpoint, and that in order
to square with the theories of the socialist and the labor
leader, there must be a return to such labor restrictions as
prevailed in England before the war.

If we are indeed to return to the prewar conditions in other
respects, there is much to be said in defense of the labor
union standpoint. Suppose, however, that artificial restric-
tions on the distribution and sale of the output were likewise
swept away. Suppose we think of the world as a family of
workers. Under these conditions, the greater the production
of raw materials and manufactured products, the greater will
be the product of goods for everyone to use and enjoy. Under



1

16 GOVERNMENT CONTROL AND OPERATION OF INDUSTRY

these conditions, the greater the use of labor saving machin-
ery, the more efficient the utilization of material, the more
diligent the workers at their task, the greater will be the
amount finally produced to divide among all for their use
and enjoyment.

This ideal we must approximate so far as possible. The
nearer we can approach it, the nearer will we attain
national prosperity and the welfare of the individuals that
make up the nation.

Way It Is NECESsARY To WATCH EFFICIENCY .

It is not often realized why efficient organization is a vastly
more important matter today than it was a few years ago.
1t is because under a competitive order of business, efficiency
is automatically provided for. The least efficient organiza-
tions fail and disappear while the most efficient succeed and
grow. But under modern large scale production, competi-
tion no longer has free play. Further, the larger an organiza-
tion grows, the more difficult is it to conduct it efficiently.
Inefficiency in the conduct of private monopolies or in their
control by the public authorities or industries carried on by
the government directly is always paid for by the public at
large in the form of high prices or poor services, and there is
no automatic stimulation of efficiency, such as exists where
industries are carried on on a freely competitive basis.



CHAPTER III
Organizing a Nation for War

When the world war began in 1914, the two great Anglo-
Saxon nations were not only unprepared in a military sense;
they were wholly unprepared industrially, and they were
wholly ignorant of this latter unpreparedness. No one
drearged that the coming struggle was to be a conflict be-
tween the farms and workshops and mines and mills of the
nations quite as much as between the armies in the field.
The popular slogan among the British business men when
the war cloud broke was, “business as usual.”  ‘“Let our
. brave British soldiers and sailors fight the battles and we
will go steadily on buying and selling, mining and manu-
facturing just as if there were no such thing as war.” Itwas
not an unpatriotic sentiment by any means. The underlying
thought was that Britain's trade and industry, on which her
prosperity depended, must be maintained to support the
armies in the field. There was no conception of the extent
to which the war would affect the life and the daily tasks of
every individual, from the captains of industry to the poorest
laborer.

We know now that the world warwas a struggle between the
industrial forces of the nations engaged quite as much as
between their armies in the field and their navies on the seas.
We know now that organization for that definite end was
just as essential for. the industrial forces of the nation as
drill and discipline for the military forces; but none but the‘
Germans knew this when the tempest broke in 1914.

Tae NECESSITY OF ORGANIZATION

A hundred thousand individuals may collect in a-crowd;
but without organization they are powerless for attack or
defense, and will perish in a few days for lack of subsistence

17
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except 'as organization is effected to supply their needs. The
hundred thousand may even be organized in detached groups
formed for different purposes, but until the groups are brought
together and organized for a common purpose, they are
incapable of effective effort.

The great task which confronted Great Britain and the
United States when each entered the war, therefore, was the
task of organization. How to convert the entire man power
and machine power and money power of these great nations
from operation in detached units for peace purposes to opera-
tion as a united and harmonious whole for the one great aim
of winning the war, was the problem to be solved.

1t was only very gradually that this great controlling fact
came to be recognized. It was only piecemeal and by painful
process of trial and error in many cases that the reorganiza-
tion was effected. If the government at the outbreak of the
war, in either Great Britain or the United States, had imme-
diately undertaken the wholesale interference with every
individual and every business which in the end became nec-
essary, a storm of public protest would have gone up that
would have made success impossible.

GOVERNMENT ORGANIZATION DEFECTIVE

In both Great Britain and the United States private indus-
try had attained a high degree of efficiency prior to the war,
but government activities were on the whole poorly conducted.
The inefficiency of government work was due, not so much to
the rank and file of government workers, as to defective
organization, lack of intelligent planning and direction, and
long delays in action on the part of higher officials.

Hon. Franklin K. Lane, on retiring after seven years’ serv-
ice as Secretary of the Interior, gave the following keen analy-
sis of the federal government as a business organization:

Washington is a combination of political caucus, drawing room and civil service
bureaus. It contains statesmen who are politicians and politicians who are not
statesmen. It is rich in brains and character. It is honest beyond any com-
mercial standard; it wishes to do everything that will promote the public good;
but it is poorly organized for its task. Fewer men of larger capacity would do



ORGANIZING A NATION FOR WAR . 19

the task better. Trust, confidence, enthusiasm—these simple virtues of all great
business are the ones most lacking in government organization. We have so
many checks and brakes upon our work that our progress does not keep pace
with the nation’s requirements. There are too few in the government whose ~
business it is to plan. Every man is held to details—to the narrower view. We
need for the day that is here and upon us men who have little to do but study
the problems of the time and test their capacity at meeting them. In a word,
we need more opportunity for planning, engineering, statesmanship above, and
more fixed authority and responsibility below.

How could a government, which in the ordinary routine of
peace is unable to efficiently plan and organize its own activi-
ties, undertake to efficiently organize and exercise absolute
contfol over the productive activities of the nation? To
state such a proposition was almost to condemn it.

It would have seemed an entirely safe prediction at the
outbreak of the war that government interference ‘with indus-
try, where industry was essential to win the war, would be
the best means of ensuring defeat. And yet in both nations,
as one step after another was taken in government control,
the necessity was so obvious that the industries affected
acquiesced with hardly a word of protest.

The most marvellous accomplishment of the great struggle
was the successful organization of both these great nations
into a vast machine, all of whose operations were shaped
toward the one end of winning the war.

Of -course this huge machine did not operate with 100 per
cent efficiency. No machine and no organization which
fallible human beings originate and direct ever operates with
anywhere near perfection. The story of the war organiza-
tion in these countries and in every country is full of records
of failure and incompetence, gross error and scandalous waste.
But when the great organization is viewed as a whole and
measured by the results attained, it is recognized that the
failures and mistakes bulk small in comparison with the

- general success.

TimME NECESSARY FOR EFFICIENT ORGANIZATION

-In the ordinary operations of commerce and industry, the ‘
building up of an organization has been generally recognized
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to be a task for which a long time is essential. Mr. Carnegie,
at the height of his business success, declared that the premier
position of his companies was due fieither to their control of
raw materials nor to their superb mills and furnaces, but to
the organized group of men which directed these activities.
But the building up of this efficient organization had occupied
the best part of his life. So it is with every enterprise which
has attained a high degree of efficiency. It has been gradu-
ally built up, usually from small beginnings, and by.a
process of trial and error and gradual growth has advanced
its position. N

But when the demand came that the nations should reor-
ganize for war, time was the element most lacking. It was
evident not only that the victory would fall to whichever side
was able to achieve greatest efficiency in organizing its people
for war; but to whichever side was first able to get this organ-
ization into operation.

In the ordinary operations of peace times, efficiency is
commonly measured in money. The most efficient steel
making plant in peace times is the one which can turn out

- its products at the lowest cost. The most efficient in war
times is the one which can fill an urgently needed order
most quickly.

How could a government with all its machinery adjusted
to peace time operation at a phenomenally slow speed accom-
plish the task of reorganizing all the activities of an entire
people to the highest rate of speed possible? The task
seemed impossible. It would have been impossible save that
its successful accomplishment was absolutely essential to
national“existence. Had the task been presented as a whole
at the outset of the war, as we can see it now, its very mag-
nitude would have appalled those on whom the burden was
laid. But taken as it was, one task after another, as one
urgent need after another became plain, the great accomplish-
ment became possible. Where one man failed another took
up his task; where one means was found insufficient a sub-
stitute was rushed forward and made to serve.
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A military campaign can not be carried out on a hard and
fast plan made long in advance. Its plan must be subject to
change from day to day and from hour to hour, as the move-
ments of the army or other changes in conditions make nec-
essary. So the government organization of industry had to
be subject to continual change as different needs became
urgent. ‘

For example, in the early part of the war Great Britain
turned as much as possible of her shipbuilding facilities
toward production for the navy in order to make as near
certa‘in as possible her control of the seas. Later, when the
destruction of merchant vessels by enemy submarines endan-
gered the Allied food supply, the shipyards were turned back
to merchant work. .

Party Poricies OpPPOSED TO GOVERNMENT INTERFERENCE

At the outbreak of the war, governmental policy in both
Great Britain and the United States, so far as it was for-
mulated in party policies, was strongly adverse to govern-
ment interference with private industry. Historically, the
Democratic party in the United States was the party least in
favor of the exertion of federal authority. In Great Britain,
the Liberal party is historically the defender of the laissez
faire theory of government. The dominant political issues
of the past quarter century have placed these older ideals in
the background, but they still have influence with great
masses of people.

The governments of both nations were unprepared with
any principles or policy for dealing with the war emergency.
So far as any principles or policy had sway, they were contrary
to the course which the stern logic of necessity gradually
compelled both nations to adopt.

When Great Britain entered the war, it was at first assumed
that the great government owned and operated munition
factories, added to the great private works in Great Britain
which had specialized in war material, would be able to supply
the needs of her armies.
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It was promptly found that these would be wholly inade-
quate. Great Britain not only had to equip her own new
armies but supply to a large extent the armies of her allies.
There was no time to enlarge the government factories or to
build up new organizations to carry on government work.
The thing to do was to get munitions from every source pos-
sible. Every factory in Great Britain capable of making
guns or shells was at once appealed to to undertake such work
and the government extended whatever help was needed.

This was not done on any system. There was no time to
formulate a system. What was done was to give whatever
aid was needed to enable the factory to equip ‘itself for the -
" work. In some cases loans were made, with or without
interest. In other cases the government paid for the new
plant, either directly or indirectly through an allowance on
the price of the output which it purchased.

There was in those early months of the war no conception
of the length and magnitude of the struggle ahead, and little
attention was given to the prices paid. The idea that it
would be as necessary to husband the financial strength of
the nation as its industrial strength came later. There was
no time to haggle over prices or to advertise for bids in the
usual manner on government work in peace times.

The government did not embark on this work with any
idea of controlling the industry with which it dealt.. It took
the shortest and most direct means of supplying its urgent
necessities. It had the power, indeed, to have commandeered
the plants to which it let contracts; but such a course would
have defeated the end in view. The organization which the
manufacturer had built up was in most cases as important as
the ‘plant. To set this organization into operation on gov-
ernment work was the thing desired.

BREARKDOWN OF THE COMPETITIVE SYSTEM

The very magnitude of these operations very rapidly made
necessary an elaborate system of government control.
It was the magnitude of these operations that soon brought
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into bold relief the inadequacy of the competitive system, or
the law of supply and demand, to meet the nation’s necessi-
ties. There was no limit to the demand for munitions. The
supply had to be created from sources that did not exist.
To proportion the price to the urgent necessity of the pur-
chaser was manifestly unjust. ’

This is indeed typical of the situation that has existed in
hundreds and thousands of industries. The world has been
accustomed for generations to conditions under which the
supply of commodities is somewhat in excess of the demand,
or can be increased to meet the demand as a result of the
stimultis due to a slight rise in price.

The world war has created a demand far beyond the supply.
There was not enough labor, ‘there was not enough steel, not
enough food, or coal, or ships, or wool or leather. More than
this, raising the price would not materially affect the supply
available for immediale needs.

How RATIONING BECAME NECESSARY -

These things were developed as the result of practical
experience in the British Government’s dealings with the
munitions making industries. The government had con-
tracts with thousands of manufacturers to produce shells in
enormous quantities to feed its artillery. All these makers
had to be supplied with steel, and this at a time when steel
was urgently demanded for warships and merchant ships at
home, for export to munition works in France and Italy; for
a multitude of other war manufactures. Had supply and
demand been left free to take their course, the prices of steel
would have gone on rising until some purchasers would have
been forced out of the market. Those industries alone would
have secured steel which were able to pay the highest price
for it; and they would have bought a surplus in order to be
sure of keeping their plants in operation.

This would have resulted automatically in concentrating
the profits of the steel using industry in the hands of the
makers of steel.
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But such an operation would have been most detrimental
to the nation's welfare. The thing to be desired was that
everyone who needed steel for war uses should secure a proper
supply and be assured of such a supply without the necessity
of hoarding. It was also extremely desirable that profits
should be equitably distributed all along the line, and not
concentrated in any one holding. The steel maker should
have enough profit to induce him to push his-production by
every possible means, but so should the coal operator who
furnished him with coal, and the mine operator who pro-
duced the ore; so should the manufacturers who made the
steel into shells and tanks and ships; and the workmen em-
ployed by all these concerns must have wages sufficient to
satisfy them and prevent strikes.

Never was there better illustration of President Cleveland’s
famous remark that “it is a condition and not a theory that
confronts us.” The theory of the law of supply and demand
and its relation to price was unaltered; but a condition had
arisen that made the rise of prices in accordance with this
law and the distribution of products according to price oper-
ate against the public interest, instead of for it.

PricE FixiNG BECOMES NECESSARY

The government of Great Britain was forced to fix prices
for steel to meet this condition, although it did not do this
until the war had been going on nearly a year and a half.
Nor was this enough. The government was obliged to step
in and direct how steel should be distributed. It could not
permit steel which was urgently needed for munitions to be
exported, even though the purchaser in a neutral country
might offer a’tempting price to the steel maker. It could
not allow steel to be rolled into building material when it
was more needed for ships. Where the supply was insufh-
cient for the demand, it had to decide which of the war mdus-
tries most urgently needed the metal.

It was obvious that where price fixing by government
authority is made effective, some adjudication of priority
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rights is essential; otherwise, who shall decide which pur-
chaser shall receive the most of a limited supply? Under
normal operation of the law of supply and demand, the man
who can afford to pay the highest price is the one who receives
the goods. This is supposed to automatically measure his
need for them. But if the price is the same for all and there
is no means of equitably adjudicating priority rights, then
the goods would probably go to the buyer who made the
largest present to the seller’s sales agent or other responsible
official.

. CoNTROL IN THE LABOR MARKET

The labor situation was the one which soonest made clear
the necessity of government control. This again was not
foreseen at the outset. It had to be denionstrated by the
process of trial and error. Lack of skilled workmen was
quickly felt as a limitation on the output of munitions. The
various competing manufacturers began bidding against each -
other for the services of workmen skilled in shell production.
This had the effect of increasing the labor turnover and unset-
tling the rank and file of workers, while it tended to make the
small class of specially skilled men hold on to their advanta-
geous position and oppose attempts to impart their skill to
others. '

The government had to interfere and establish restrictions
against the transfer of skilled workers from one district to
another. It had to bring back skilled workers. who had vol-
unteered for army or naval service. It had to establish a
vast system for training labor; and for “dilution” of skilled
labor with unskilled labor and with women workers.

It was impossible for the employers of labor to grapple
with the labor situation themselves, either individually or in
combination. Labor was too distrustful of capital to make
this at all possible. The matters.at issue were not alone
commercial and economic. They were political and social.
The whole issue of the war was at stake. Unless the rank
and file of British labor could be enlisted to contribute their



26 GOVERNMENT ‘CONTROL AND OPERATION OF» INDUSTRY

best efforts to swell the industrial output of the nation, defeat
was certain.

How Lrovyp GEORGE SAVED THE WORLD

The fate of Great Britain and of the world never hung on
a more slender thread than during those months when the
question whether British labor would sacrifice its dearly pur-
chased power over wages, hours of labor, working conditions
and output was undecided.

It is very doubtful whether any living Bntxsh statesman
save Lloyd George could have accomplished the feat of pur-
suading labor to make the sacrifice. Had he performed no
other service than this during the five momentois years of
the war, he would deserve perpetual honor as the savior of
his country and the world.

GOVERNMENT WELFARE WORK

And having induced the workers of Great Britain to make
the sacrifice, it was then the responsibility of the government
to see that these workers were properly cared for. The gov-
ernment had to establish tribunals to adjust differences be-
tween employers and workmen and avert strikes. It had to
suspend the factory laws, which limited the hours of labor
and the employment at night work for women and children,
and having done this it had to take extensive means to curb
abuses, such as working unduly long hours. It had to provide
housing for the workers on an enormous scale, it had. to pro-
vide special transport service to carry workers to and from
their tasks. It had to provide for adjustment of wages to
meet the rapid increase of living costs. It had to provide for
limitation of profits by the firms engaged in filling govern-
ment contracts. Previous to the war a few individual firms,
more progressive than their neighbors, had undertaken for
the benefit of their employes various enterprises classed under
the general head of welfare work. Under the stress of war
conditions, the government had to organize welfare work on
an enormous scale for the army of munition workers, to con-

¢
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serve their health and productive capacity, to cultivate their
spirit of patriotic service, and to keep them contented so as
to ward off industrial strife.

A volume might be written on the measures taken by the
government for the control of industry in connection with
the relations of labor alone. In fact, the government reports,
which describe in detail the measures employed in the deal-
ings with labor, comprise many volumes.

What is desired here is to point out how the control of the
munitions industry in every particular—capital, profits, labor,
skill, matenals, and transportation—grew out of the nation’'s
necessities for an enormous supply of munitions, a necessity
which could not possibly be met in any other way.

Very few British statesmen or business men believed before
the war, or believe now, that the British Government could
run a factory for making guns, or projectiles, or explosives,
better than, or even as well as it could be run by its private
owners. The government control was exercised when expe-
rience demonstrated its necessity, and not before.

How Dip GovErRNMENT CONTROL WORK?

When one asks the question how did government con-
trol work, he receives two diametrically opposite answers
and, curiously enough, both of them are true. Government
control was established by a process of trial and error; and
there was a vast amount of error in it. Nobody was wise
enough to know exactly what was the best plan of solving’
each new and unprecedented problem as it arose. Time was
generally lacking to permit the investigation and study nec-
essary for deciding on the best course. The government had
to build up a great organization to control the munition busi-
ness at a time when it had to create numerous other organ-
izations to conduct the war activities. Mistakes were inevi-
table. Waste was inevitable. Confusion was inevitable.
There were cases where capital was unjustly treated, there
were cases where labor suffered. These things would have
happened with any man or set of men in control and under
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any form of government or of private enterprise—had it been
possible for private enterprise to undertake a task which
required the authority and prestige of government for 1ts
performance.

So if one views the work done by the government in the
control of industry in its details, he will naturally take a
pessimistic view. It is only when he views the accomplish-
ment as a whole that he can appraise at its true value the
remarkable achievement in- organization and control which
England and America achieved under the stress of war.

<

THE NECEssiTYy oF CENTRAL CONTROL

One of the most difficult of all the problems in connection
with the government organization was the problem of con-
centrating authority. Everyone knows how the success of
the Allies’ military operations that turned the tide of defeat
into a current of victory began with the bestowal of supreme
authority on Marshal Foch as commander of all the Allied
armies.

In the industrial field, both Great Britain and the United
States failed of effective action until, after many months of
disastrous delays, an effective central control was finally
established.

BurReau CoNTROL Versus THE GENERAL STAFF

Even in the military field, the outbreak of the war found
the United States with its army organizations handicapped
by a fatal lack of central authority. The army was organ-
ized in a number of different bureaus, each charged with its
own special duties; but all of them overlapping and conflict-
ing more or less with each other and with traditional enmi-

- ties, personal and otherwise, that continually interfered to
prevent cooperation.

In theory, of course, a central authority over the whole
existed in the authority of the President as Commander-in-
Chief, exercised through the Secretary of War; but no such
‘control could be effective. The need was not a one man
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authority, but a central organization to plan for and direct all
arms of the service. This need had been long recognized
even in peace times, and legislation had been enacted author-
izing the creation of a General Staff to exercise this very power,
But as long as peace continued, the defenders of the old bureau
system, under which each bureau was supreme and could
conduct its own affairs as it pleased, were too strong to be
overcome. It was not, in fact, until the nation had been for
months at war and the conflicts going on between different
bureaus became an evident, serious danger to the nation's

- welfare, that the organization of the General Staff to exercise
central control over the entire army was undertaken in an
energetic way.

Tre CounciL oF NATIONAL DEFENSE

It was dimly seen, also, in the months before the United
States declared war that the nation had no means of uniting
all its forces for action, and a first attempt to supply this
lack was made in the creation of the Council of National
Defense. This was a body made up of the several Cabinet
officers who were heads of departments which were supposed-
to have something to do with the war, and half a dozen or
more men who had been selected almost at random—manu-
facturers, army officers, college presidents—all patriotic but
greatly varying in ability, and the whole organization possess-
ing advisory powers merely, and no real authority. The
council did an immense amount-of work. There was nobody
else to do it; and the temper of the American people was
such that advisory power was in many cases as good as legal
authority. »

But when it came to really important matters, where a
central authority was most needed, the council was powerless.
In those early months of the war, men went to Washington
on important missions and came away despairing at the chaos
they found. The Council of National Defense had no organ-
ization competent to act upon and decide questions. It was

, swamped with work, so that its members broke down under
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the physical strain. When it came to matters where real
a'uthority had to be exercised, one had to see a Cabinet officer -
after all, and the Cabinet officer in many cases said, ‘' Only
the President can pass on that.”

That was the condition of deadlock that for months par-
alyzed many efforts to mobilize the nation’s industries. Had
President Wilson been twenty supermen combined in one, he
could not have discharged the multitude of responsibilities
which were at the time placed on him alone. What was
needed was not a central man, but a central organization,
with authority to guide and direct and harmonize &ll the
energies of the nation.

It was at this stage of affairs that a strong movement arose
in Congress, in which leading men of Mr. Wilson’s own party
were prominent, to have a central body created correspond-
ing to the Ministry of Munitions in Great Britain, to exercise
a control over the industries of the country. This movement
was opposed by the President; but afterward, under the
broad authority granted him by the Overman Act to reorgan-
ize the war activities of the nation, the War Industries Board
was created.

This board became, by a process of natural evolution, the
chief authority in coordinating and directing the entire indus-
trial forces of the nation. Besides determining all matters
of priority, it had the responsibility of fixing prices of the
staple commodities of trade, and it was the central organiza-
tion which brought together .for cooperative action the Fed--
eral Trade Commission, which controlled the exports and
imports of the nation, the Department of Labor, the Fuel
and Food Administration Bureaus, and the foreign repre-
sentatives purchasing for the supply of the Allies.

It would be difficult to exaggerate the difference between
-the atmosphere of official Washington in the summers of
1917 and 1918. In the first months after the declaration of
war, hundreds of organizations, industrial and governmental,
were feverishly at work, each on its own affairs with little
or no knowledge of what others were doing; constantly get-
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ting in each other’'s way and undoing what the other had
done. Hosts of men were assuming authority they did nbt
possess, and as many more were ‘‘ passing the buck"” to some
other fellow. On many war activities, whole months of time
were lost through sheer inability to get decisions on impor-
tant matters.

A year later, Washington was directing the whole nation
like a great machine. Calmness and confidence had suc-
cgeded the frantic hurry and distrust and bickering of a year
before. It is almost impossible to appreciate the-hugeness
of the task accomplished. A nation of a hundred million
people had been coordinated in all its activities and directed
toward a single object. From the hour of their rising—an
hour earlier than ever before—men worked, ate, drank, bought
and sold till their day was ended, and not an hour passed
that the course of their actions was not touched at some
point by the nation’s plans to win the war,

EsTABLISEMENT OF CENTRAL CONTROL IN GREAT BRITAIN

To turn now to an earlier chapter in history, it is to be
recorded here that Great Britain went through a similar and
even longer period of chaos in her governmental activities
before a central control was established.

In fact, Great Britain was not industrially organized to
win the war, as has been already indicated, until the Min-
istry of Munitions was created and Lloyd George was placed
at its head on May 235, 1915.

Just prior to this, the situation was described by the London
szes as follows:

The central difficulty in obtaining a sufficient supply of munitions of war arises
from the multiplicity of government departments, all more or less ovefwhelmed
by the emergency, all clogged by official routine, all unused to business methods
and ignorant of manufacturing technicalities, all issuing confused and often contra-
dictory orders, all pressing their own requirements without regard to the rest.
Manufacturers eager to help fell back baffled by a fog of official confusion; they
apply in one quarter and are referred to another; they receive contradictory
instructions and not infrequently fail to elicit any reply at all.

* The picture is as faithful a one of Washington in 1917 as of
London two years earlier.
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Nobody looking back now at the situation doubts that
coordination of organization under a central authority in
both Great Britain and America was essential to the winning
of the war; and yet what a ponderous barking the critics of
the daily press and many men in high places set up at this
monstrous assumption of authority by the executives of the
two nations! How many times were Lloyd George and
President Wilson declared to be grasping more autocratic
powers than the Kaiser had exercised. How many sage
editorials berated Congress and Parliament for abdicating
their powers!

©
OnLYy TEE ExEeEcuTivE CouLp CRrEATE EFFICIENCY

Because of this criticism—which those who made it must
now read with shame—it is worth while to consider what
was done to effect this organization. And the central fact
which stands out is that the waging of war can only success-
fully be done by the executive branch of the government.
The legislative and judicial branches have their place, but
their place is not in carrying on a war. Congress acted wisely
in passing promptly and with little opposition a few statutes
placing full authority in the hands of the President or those to
whom he should delegate it, and not attempting to insert a
multitude of details in the acts.

Of course, as has been already said, the great executive
organizations created under this authority made a vast num-
ber of mistakes and betrayed a great amount of incompetence
and worse; but that would not have been prevented in any
way had Congress attempted to interfere with detailed direc-
tions, as it is very apt to do in enacting laws.

In Great Britain the volume of war legislation passed by
Parliament was much larger than that enacted by Congress,
perhaps on the theory that parliamentary action is essen-
tial there, the executive being merely the representative of
Parliament. :

And finally it should be said that the coordination of indus-
try in the United States, and of all the multitudinous war
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activities, was only possible because the executive authority
was backed by an overwhelming public opinion. The criti-
cisms that the executive was assuming autocratic powers fell
on deaf ears. The sound common sense of the people per-
ceived that central leadership and control was absolutely
essential. There were few to inquire whether the executive’s
action had warrant in law. A great chorus of criticism arose
when Fuel Administrator Garfield decreed public holidays
and suspension of business to save fuel in the cold winter of
1917-18, but the order was obeyed. When gasless Sundays
stopped pleasure riding in automobiles in the fall of 1918, a
few lone individuals who had the bravado to defy the order
found themselves such objects of public contempt that there
was no need to appeal to the police to enforce the order.

This was true of government control of industry all along
the line. Millions accepted it gladly as a necessary part o
winning the war, . :

It is this fact that particularly needs to be borne in mind
whenever the government’s action in war is taken as a prec-
edent for its actions in peace. The patriotic devotion of-
the millions of individual citizens was an enormous factor in
the success of government control of industry and all activi-
ties during the war. In -theory, the citizen ought to be
equally devoted to his country’s welfare in time of peace; but
everyone knows that human nature is not made that way.



CHAPTER v
Railways in Great Britain

On the day following Great Britain’s declaration of war,
the entire railway system of the country was taken over by
the government. The reasons for this action are as important
as the action itself. Government ownership and operation
of railways has been more or less actively discussed in Eng-
land for years and the discussion has turned generally on the
relative economic advantages of government and private
operation. With the coming of war, economic considerations
were put in the background and the railways were taken over
by the government as a military necessity. It has long been
tecognized that in the time of active military operations,
railways are as important an element as weapons. This
world war has demonstrated that the operation of transpor-
tation lines in far distant lands across the seas may have an
important influence on an army’s campaign.

The necessity for direct government control of railway lines
in the event of war had long been foreseen in Great Britain.
Legislation providing for such control was enacted in 1871,
when the military lessons of .the Franco-Prussian war were
impressed on the world, and only an official order was required
to put it into effect.

On the surface, the change was exceedingly slight at the
outset. Every wheel and cog of the vast railway organiza-
tion continued in motion the same as before; every employe
and official, from the navvy delving beside the track to the
General Manager in his office, went on with his work as be-
fore. The sole difference was that the general managers of
the thirteen great systems which constitute the railway net
of Great Britain were made a Managing Board for the
whole, with the president of the Board of Trade (a govern-

34
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ment official) as the official chairman, and the general mana-
ger of one of the companies as the working head.

As is well known, Great Britain, where the railway origi-
nated,started outon the theorythat the railway businessshould
be a freely competitive business, and has always aimed through
governmental action to preserve competitioni and prevent
monopoly. There has been for many years a steady decline
in the amount of competition between the different compan-
ies. With the taking over of the railways by the govern-
ment on August 5, 1914, the competition which the govern-
mens had for so many years labored to preservewas terminated
at a stroke. The questions of divisions of traffic between the
different companies were at an end. All the railways of the
country were to be operated as a single system.

This difference did not at the outset make any apparent
great change in the railway operations. The thing of most
importance at the start was the organization of the railways
to meet the necessary movement of the troops and supplies.
With the government in direct control, this was a far simpler
matter than would have been the case had the operation by
private companies continued.

One matter which was greatly simplified by the change was
that all government traffic, whether of freight or of troops,
was moved without charge. The saving in delay by reason of
no weighing and billing and ticketing being necessary was,
under war conditions, a matter of vital importance. :

The British railways handled the military traffic during
the war with marvellous efficiency. The mobilization of
Great Britain's first army of 120,000 men, which was landed
in France within a fortnight of the declaration of war, re-
quired the movement of 1,500 trains, and 9,000 cars were
required to carry the 60,000 horses of the force. Southamp-
ton, the point of embarkation, was closed to all but military
traffic. On one day, 104 trains carrying 25,000 troops, over’
6,000 horses, and 1,000 tons of baggage were scheduled to
reach Southampton at 12 minute intervals during the 16
hours from dawn to dark. If any train was as much as 12
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minutes late, it had to take a side track and wait until all
other trains had passed. During the whole embarkation of
the expedition, not a single train failed to keep its place in
the procession conveying troops from different points of the
country. '

Sydney Brooks, writing in the North American Review in
February, 1918, stated that the British railways had then,
since the outbreak of the war, transported for purely military
purposes, more than 13,000,000 persons, 2,000,000 horses
and mules and some 25,000,000 tons of explosives and war
material. Of the depletion of the staff by the war, he states
that of 540,000 employes, 170,000 enlisted, whose places were
partially filled by 60,000 women. '

The basis of the agreement under which the government
would take over the railways from their owners had been de-
cided on long before the war. The final terms were settled and
announced in September, 1914, within a month after the rail-
ways were taken over. Substantially these terms were that
the companies owning the railways received a rental equal
to their net earnings in the year preceding the war. They
were not concerned, therefore, with the manner in which the
government conducted the business, the way it distributed
traffic among the different lines, or the rates it might charge.

When the railways were first taken over by the government,
the necessity chiefly in mind was the military necessity—the
operation of troop trains, possible direct control of the lines
in case of an invasion, etc. Under the exigencies which the
war created, radical measures were taken which would have
been scarcely possible had operation by private companies
continued. For example, a great mileage of military rail-
ways was built in France, Because of a scarcity of rails and
rolling stock, many of these French roads were laid with rails
taken’ from British roads.

Again, the British railways had to move an enormous traf-
fic with an operating staff depleted by military recruiting,
with deficient rolling stock and a scanty coal supply. Under
peace conditions it was exceedingly difficult for a railway
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company to secure consent from the Board of Trade for the
abandonment of a single railway station. The necessities of
war made necessary the abandonment of more than 500 coun-
try stations. Entire railway lines in isolated districts were
put out of business in order to send the rails to France and
other theaters of war. Over 4,000 miles of military railway
" line were built by British railway men after the war began.
" Under peace conditions, also, the sefvice the companies
_had to render was under rigid rule fixed by Act of Parliament
and Board of Trade orders. The necessity of moving freight
traffic in time of war made it necessary to cut down passen-
ger traffic by drastic measures, and especially the running of -
nonessential trains. On the London & Northwestern system
alone, 500 passenger trains were canceled and 44 stations were
abandoned. Passenger fares were raised 50 per cent and
many of the luxuries of travel-were restricted, such as seat
reservations and the use of sleeping and dining cars.

In the movement of freight, also, drastic measures were
put in force to reduce unnecessary traffic movements. Coal
shipments were required to be made from the nearest produc-.
ing mining district to the territory to be supplied, and long
distance shipments from a mine to a customer, who should
draw his coal supply from mines in his own district, were
prohibited. Severe penalties were laid down for delays by
shippers in loading and unloading cars.

Theseare typical of the radical measures which were adopted
under government railway operation in Great Britain. They
would have been impossible with the railways under private
company control. They would have been impossible for
even the government in times of peace. In the presence of
the war calamity, however, everyone recognized ‘that the
radical measures were adopted in the interest of national
safety, and there was general acceptance without protest.

More important than all the other reasons for government
control, however, was the railway labor situation. In times
of peace, entire paralysis of a nation’s transportation facilities
by a strike of its essential railway operatives is an overwhelm-
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ing public calamity. In time of war, when the nation is in
peril, a great railway strike might easily cause the collapse
and capture of its armies in the field.

During the past quarter century there has been steady
progress in the organization of railway operatives into unions
and in the federation of these unions to enable them to take
united action. In Great Britain, in years previous to the
war, the government had several times been obliged to exert
its influence to break a deadlock between the companies and
the employes. Of course, direct operation of the railways by
the government is no panacea against railway labor difficulties,
as events in different countries have fully proved. Such
recent events as the strike of the police force in London, in
Cincinnati and Boston and of the fire fighting forces of Pitts-
burg, in August, 1918, are illustrations of the fact that the
employment of labor directly in the service of the community
does not prevent it from making organized demands and back-
ing them up by the strike.

There is no doubt, on the other hand, that organized labor
can be better dealt with by the government as an employer
than by a private corporation. In dealing with labor matters
nowadays, the attitude of the men themselves is all important,
and their attitude toward the government—especially a
democratic government, of which they realize themselves a
part—is inevitably far different from their attitude toward a
private employer. .

At the time the British Government took control of the
railways, an agreement was in force between the companies
and their employes fixing the wages and working conditions.
This agreement had been made in 1911 as a result of concilia-
tory efforts of the government officials of the Board of Trade,
and was to expire November 30, 1914. It was obvious that a
conflict over its readjustment under war conditions, or even
the danger of a conflict, was to be avoided, if possible. The
government in October, 1914, concluded an agreement with
the Union leaders whereby the arrangement made in 1911
was to be continued.
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The conditions at that time were peculiarly favorable for
the making of such an agreement. The patriotic spirit of the
nation was at fever heat. The railway employes, who have
long favored the nationalizing of the railways, had heartily
welcomed the taking over of the railways by the government.
Besides this, unemployment was prevalent. The paralysis of
business and industry at the outbreak of the war had not yet
been broken. Under the existing circumstances, the railway
employes doubtless felt they were being fairly treated by a
continuance of their old wages, and-they accepted the extra
work and more onerous conditions of service resulting from
the military traffic as part of the fortunes of war.

Hardly anyone at that time foresaw the sweeping changes
in prices and values that were close at hand. The British
railway employe—and for that matter, the British employe
in nearly every occupation—works for wages which are so far
below the standards to which Americans are accustomed that
the constant wonder is how they live. One answer to the
problem is that where a low standard of wages prevails, most
of the elements that make up the cost of living are likewise
fow.

The margin of the British railway worker’s wages over his
cost of living, however, is inevitably much narrower than that
of the American railway worker in a similar grade. When the
war had been in progress a few months and the prices of food
and fuel, shelter and clothing had started on their long journey
upward, the railway employes demanded an increase in wages
to correspond to the increased cost of living, setting the
amount at 5s. per week.

Into the conferences over this demand, the representatives
of the companies entered. While their rental was secure for
the period of the war, they looked forward to the time after
the war when the railways would be turned back to them,
and knew that it would be a hard matter to reduce wages
after-they had once been raised. The result of bargaining
between the representatives of the men, the companies and
the government was the grant to the men of a ‘“war bonus,”
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fixed at 3s. per week for those whose wages were 30s. or more,
and 2s. per week for lower paid men. This meant an increase
in the railway payrolls of nearly $20,000,000 per annum.

This was but the beginning of a series of demands by the
railway workers for higher wages to keep pace with rising
prices, demands which were justified also by the increases in
rates of wages paid to other war workers. In the fall of 1915;
the ‘“war bonus” which had been fixed in the spring at 3s.
was increased to 5s. A year later there was widespread agita-
tion for an increase in the war bonus and the date was fixed

for a strike to enforce the demands. An agreement was
finally concluded on September 20, 1916, by which employes
over 18 years of age had their war bonus raised from 5s. to
10s., and those under 18 years were raised from 2s. to 5s.
Six months later, in April, 1917, the war bonus was raised to
15s. per week. N

In the following summer a further readjustment was
effected between the Union representatives and the railway
offices, which altered rates for overtime and Sunday work and
effected a further considerable increase in the payroll.

At about the same time the locomotive engineers and fire-
men made demands for the establishment of an 8 hour day,
prompted thereto, there is hardly a doubt, by the success of a
similar movement by locomotive engineers and firemen of the
United States.

This movement'came the nearest to serious results of any
railway labor difficulty since government control was estab-
lished. . It was difficult and even dangerous for the govern-
ment to grant the demands of the men. While on its face a
demand for a shorter day, it was really a move for a much
higher wage scale. Obviously, with the force depleted by
enlistment in the army, and with the enormous traffic to be
moved, it was out of the question to reduce the working day
to eight hours. The adoption of the 8 hour day would have
meant an enormous increase in payments for overtime work.
Heavy as this burden would have been, it might have been
carried had that been all; but the government, had it conceded
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this demand, would have established a precedent. If the
35,000 locomotive engineers-and firemen were granted an 8
hour day, the 400,000 other railway employes would have
been prompt to demand a similar ruling in their behalf and
the demand could not have been refused. Moreover, with
an 8 hour day for railway workers, an 8 hour day for the
millions of munition workers, coal miners, ship builders, and
so on, all through the unionized trades would have been well-
nigh inevitable.

A nation at war must, for its own safety, conserve its
financial strength as carefully as it does its military strength.
It was, therefore, highly dangerous for the government to
grant the demands of the locomotive engineers and firemen.
The president of the Board of Trade, Sir Albert Stanley,
answered the demands with the statement that the 8 hour
day was an impossibility under war conditions. Pressure was
brought to bear upon the men from every source, including the
influence of patriotic leaders of the Labour party, who em-
phasized the fact that the demand was contrary to the ““truce”
entered into between the government and the labor leaders
at the outbreak of the war. Conditions became so acute
that the delegates of the engineers’ unions announced that:a
strike would be ordered unless these demands were granted
within 24 hours. The government replied with a proclama-
tion declaring a strike illegal until arbitration by the Minister
of Labor had been tried. . Settlement was finally effected, and
the strike was declared off; but Sir Albert Stanley pledged as
one of the conditions of settlement that during the period of
government control of the railways after the war, an oppor-
tunity’ would be afforded for appeals from the men for a
shorter work day, which would have immediate and sympa-

thetic attention.
'~ The conditions during the fourteen months intervening
between the conclusion of the armistice and the signing of the
peace treaty have been, in some respects, more trying even
than during the war. Prices of the necessities of life have
been higher than during the war, and the patriotic fever that

4
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burned high while the issue of the war was doubtful has been
succeeded by the inevitable reaction. Labor conditions have
been tense in all industries: and the demands of railway labor
culminated in a general strike in the summer of 1919 of sub-
stantially all railway employes.

A notable feature of the strike was the extent to which the
public rallied to the support of the government and showed
an understanding of the fact that the government was rep-
resenting the public welfare in its refusal to concede the
demands of the employes. The strike lasted for a week.
The interruption to business and industry was, of course,
enormous. On the other hand, England is a small cm‘mtry.
Distances are short. All the army motor trucks were at
once put into service to replace as far as possible the railway
in distributing perishable necessities like milk and meat.
The railway workers did not expect the firm resistance which
the government displayed, and at the end of a week consented
10 a compromise and returned to work.

Whether the railways will be éventually turned back to the
companies or permanently retained by the government is
apparently not finally decided; but all the probabilities favor
the latter course. A great body of popular sentiment favors
nationalization; and the owners of railway securities are fully
aware that the change in conditions resulting from the war
‘makes it practically impossible to restore the labor conditions
which prevailed before the war and which enabled the British
railways to remain solvent under their enormously heavy
capitalization. Under those conditions the owners may well
prefer to sell out to the government on any reasonable terms
rather than take back their property and attempt to earn
profits from its operation.



CHAPTER V
Railways in the United States

The government -of the United States did not assume con-
trol of the railways until nine months after the declaration of
war. If plans for such control had ever been made by the
nilitary or other government authorities, it is unknown to
:he pyblic. It is safe to say that in this, as in most other
slanning with relation to the war, the United States was
vholly unprepared. Like many other matters in connection
vith the United States’ procedure with reference to the war,
‘he assumption of control over the railways came when
1ecessity dictated, and not as the result of a policy logically
slanned in advance. » ‘

When the United States entered the war, there were very
‘ew, probably, ho did not believe that the railway companies
vould be able to satisfactorily carry on their business during
‘he war without interference from the government. Through-
>ut the business community, indeed, the sentiment was
strongly adverse to government control.

And yet a few months earlier, before war was declared, the
ederal government had interfered in the affairs of the railways
n a way that had great influence undoubtedly in preparing
nen's minds for the taking over of the railways by the gov-
rrnment, which occurred at the close of 1917.

JTHE ADAMSON Law

In the early summer of 1916, unions representing all the
ailway trainmen of the United States presented demands on
he railways for the establishment of an 8 hour working day
n train service. Probably the largest scale collective bar-
raining ever undertaken in the world was that which was
arried on at the long daily sessions of the heads of the train-
nen’s unions with the committee of railway managing officers
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held day after day on the stage of the Engineering Societies
Building in New York City, while the auditorium was filled
with delegates from the different local branches of the unions,
keeping close tab on their representatives.

When a deadlock came at the end of long conferences, the
scene was shifted to Washington, where the government at
both ends of Pennsylvania Avenue surrendered to the de-
mands of the trainmen and enacted an 8 hour law at their
dictation, rather than have the country’s traffic paralyzed by a
nationwide strike. L S
- It was the most threatening labor difficulty which the

United States had ever faced; and the fact that it was ter- -

minated by direct action by the federal government awakened -
men to a new realization of the inherent dangers in the railway
abor situation and to the importance that the federal govern-
ment, in the tense international relations then existing, should
be in a position where it could take prompt and decisive action.

THE RaiLway COMPANIES' FINANCES

. No less important than the railway labor situation was the
situation of railway finances. The rates of fare and freight
which the railways could charge were fixed by law and custom
and the rulings of State and federal regulating commissions.
By the middle of 1915 the value of the dollar, as measured
by its purchasing power, began a rapid decrease. That meant
that the railways had to pay more for all their materials and
had to raise employes’ wages because of the increased cost of
living; but the commodity the railways produced (transporta-
tion) had to be sold at the old price. The only thing that
saved the railways from a rapid descentto bankruptcy was
the very heavy traffic which the business prosperity of 1915
and 1916 furnished, and which partially offset the increase
in operating expenses. By the end of 1916, however, the
traffic had grown on many roads to the congestion point, so
that the cost of handling it was increasing faster than the
revenues.

- The railway companies should have expended large amounts
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of ‘money from 1913 to 1917 on the enlargement of terminals;
on the purchase of cars and locomotives, on repair shops and
on improvements in a permanent way; but during these years
of steadily increasing traffic the railways were spending barely
enough on improvements to keep the wheels moving. They
could not do it out of surplus earnings for the surplus was too
small, and with expenses growing faster than earnings, their
credit did not permit borrowing on a large scale.

It should be recorded, of course, that the railways had
repeatedly appealed to the Interstate Commerce Commission
for permission to advance their rates. There was long delay

= *in acting on the appeal and then came refusal, followed later

"~ by a partial consent. The experience of the years from 1914
to 1918, in fact, conclusively proves that long delays in mak-
ing changes in rates on railways or other public utilities under
present commission control may cause gra.ve harm ‘to’ the
pubhc interests.

- While it is true, therefore, that the railways lacked the
capacxty to accommodate the heavy traffic that came upon
them in the fall and winter of 1917, it was not because of
incompetence in management, but because the companies had
been financially unable to do the work they well knew shculd
have been done. i

Way ConsoLIDATED OPERATION Was NECESSARY

It was obvious to, experienced railway officers, as soon.as
the United States entered the war, that the railways ought to
be operated for the war emergency as one system. Even the
brief experience in the movement of troops and supplies to
the Mexican border, a short time prevlous, had demonstrated
this.

For years progressive ofﬁcers of the railways had Iabored
diligently, through such organizations as the American Rail-
way Association and the Master Car Builders' Association, to
bring about such voluntary cooperation between the individ-
ual companies as would result in general benefit to all the
railways and to the public. A vast amount of good had been
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done in this way; but it was limited by the lack of legal
authority. Companies which found it more profitable to dis-
regard the rules of the associations than to obey them often
neutralized the work done.

The railways had, in fact, gone just as far in cooperating
" with each other as the law against combinations permitted.
* Well understanding the need of complete cooperation to meet
the war emergency, they sought to effect it by the only method
the law allowed. A general committee made up of some of
the ablest railway officers in America was created, and it was
announced that this committee would direct the operations -
of all American railways.

There was no possible way, however, to clothe the com-
mittee with the legal authority necessary to make its control
effectual. Not that there was any general disposition to go
contrary to the committee’s directions. The railway officers
were patriotically anxious to work for the national welfare.
It was easy to see, however, the grave difficulties ahead. It
might, for example, be desirable under the war emergency so
to operate the railways that the business of Company A
would suffer very seriously, while the business of Company B
would be enhanced. Would the president of Company A be
legally justified in so operating his road as to sacrifice the
interests of its owners, the stockholders, simply because a
body with no legal authority. (the National Railway Com-
mittee) requested it?

This is but a single illustration of the many legal and practi-
cal difficulties in operating the railways of the country as a
single system, so long as the individual companies continued
in control. Even if there had been no great financial difficulty
looming up ahead and no wholesale demands from railway
labor, the establishment of complete government control over
the railways was a necessary step if the railways were to be
operated as a single system; and it was in fact recommended
by the Interstate Commerce Commission, after the operation

by private companies under war conditions had had a thorough
trial. ’
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CoNTROL BY A DIRECTOR GENERAL

President Wilson in his proclamation announcing the taking
over of the railways by the government, placed the supreme
authority in the hands of Secretary of the Treasury McAdoo,
as Director General. In Great Britain the government
authority over the railways is centered in the president of the
Board of Trade, which corresponds roughly to our Interstate
Commerce Commission. This officer, however, interfered
little with the detail operations of the railways; in fact the
British railways have been run about as if all the owning
compfinies had been consolidated into one, with the general
managers of all the different companies acting as a Board of
Directors, which board is responsive to every demand of the
military authorities. '

Government control in the United States has been con-
ducted in a different way. Mr. McAdoo, in the position of
Director General, did not delegate his powers to anyone, but
became the actual chief executive and absolute authority
over the entire railway business of the country.

One would search far to find a case where one - man has
exercised such a measure of power over so vast an aggregation
of capital. The railways of the United States, over which he
held sway, operate over nearly 400,000 miles of tracks and
control nearly one-third of the entire railway mileage of the
world.

Mr. McAdoo resigned after a year’s service, and President
Wilson appointed-as his successor Walker D. Hines, former
general counsel of the Atchison, Topeka & Santa Fé¢, and
generally recognized as one of the ablest of railway officers.

PusLic DEMaNDS RETURN TO PRIVATE OWNERSHIP

After two years' experience in government control, there is
a practically unanimous demand on the part of the business
community that the railways be returned to the companies.
The general verdict is strongly condemnatory of the govern-
ment operation. It is even declared that the government
ought not to have taken over the railways at all.
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This is the public verdict as voiced by almost the entire
public press. It expresses the sentiment of business and
professional men and of the leaders of public thought.

Organized labor, on the other hand, and that large body of
voters which protests against the established order of things,
has exerted all its influence to have the period of government
control extended. It has declared its belief that there has
been a conspiracy of those in authority to operate the roads
badly so as to make government ownership and control un-
popular and ensure the return of the railways to the private
companies. P

HAs GovERNMENT OPERATION OF RAILWAYS BEEN FAIRLY
TRIED?

Both of these opposing parties believe that we have actually
had during the past two years a practical test of government
operation of railways, and that it has worked badly. The
fact is, however, that the railway operations during the past
two years furnish no test whatever of government operation
as a permanent policy. The further fact is that the opera-
tion of railways during the past two years has been ox the
whole remarkably successful, and not at all the dismal faﬂure

" that the public so firmly believes.

These statements will, of course, be received with incre-
dulity. It is necessary, therefore, to state fully the ground
on which they are based.

The Decline in Ratlway Net Earnings

The ordinary and proper test of the successful operation of
a railway is the financial test. The railway manager who
increases net earnings is held to have proved his ability. The
manager under whom earnings fall off is discharged as
incompetent.

The legislation under which the control of the railways was
taken over provided that the government should pay an
annual rental to the railway companies equal to the average
net earnings for,the three years preceding federal control.

_ Six months after government control was established, a
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horizontal increase of rates was ordered by Director General
McAdoo. Freight rates were raised 25 per cent and passenger
rates were increased to 3 cents per mile. In addition to this,
an internal revenpue tax was placed on both passenger and
freight charges.

With the establishment of federal control and the operatlon
of the railways as a consolidated system, numerous economies
became possible through the elimination of expense due to
competition of the different companies with each other.
Great publicity was given to -these savings, effected by the
Admsinistration.

Notwithstanding these economies, the large increase in
rates and the record breaking volume of traffic, the net earn-
ings of the railways have fallen far below the amount necessary
to pay the standard return to the companies.  The deficit for
the two years will probably exceed half a billion dollars, and
in addition, the physical condition of the railways has deteri-
orated materially.

The Increase in Railway Wages

The chief reason why railway net earnings have fallen off
is the great increase in railway wages. The public believes
that the railway employe is a profiteer, who is receiving higher
wages than are warranted and has been unduly favored by
the federal administration in its grant of increased wages ‘and
better working conditions.

In order to determine the truth concemmg this, there are
here presented tables and diagrams comparing the increase’in
railway wages and the increase in prices of commodities.
The changes in prices and in railway wages are shown from
1903 to the present time, the average prices and wages for the
three years' period—1g903 to 1905—being taken as 100 per
cent,

‘A comparison is also made of the prices and wages of 1913
and the increase which has taken place since. The figures
for railway wages are taken from the official reports of the
Interstate Commerce Commission and the federal Railway
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Administration. The figures for wholesale prices are the
index numbers published by R. G. Dun & Co. It may be
remarked here that the United States Bureau of Labor index
figures show a materially greater increase of prices in 1917,
1918 and 1919 than the Dun figures. )

It will be seen from these tables and diagrams that in 1916
and 1917 the railway employes were hard hit by the increase
in the cost of living and. that the increase of wages which the

TABLE 1
AVERAGE ANNUAL EARNINGS OF ALL RAILWAY EMPLOYEES
1903 TO 1919
Year ending Total amount Total number Average earnings
June 30 paid all railway of railway per employe
employes employes Per year Per month
{1=1000) (1=1000)
1903 3775,942 1,312 $501 $49.25
1904 817,598 1,296 631 52.58
1905 839,945 1,382 609 50.75
1906 932,400 1,521 613 51.25
1907 1,072,386 1,672 641 53.41
1908 1,935,438 1,436 721 60.08
1909 988,324 °* 1,503 659 54.91
1910 1,143,725 1,699 673 56.08
1911 1,208,466 1,670 724 60.33
1912 1,252,347 1,716 737 61.41
1913 1,373.830 1,815 763 63.60
1914 1,337,344 1,640 815 67.91
1915 1,134,666 1,366 831 69.25
1916 . 1,366,101 1,599 854 71.16
1916 YT, ending 1,468,576 1,647 892 74.33
Dec. 31

1917 1,739,482 1,733 1,004 83.66
1918 2,581,885 1,821 1,418 118.16

7 months ending .

July 30 .

919 1,513,227 1,852 1,401 116.73

In the returns for 1906 the pay of employes of the Southern Pacific Co. was not
reported and in place of the actual figures there has been used an average of the
Southern Pacific payments for 1905 and 1907. A similar correction is used for
the payments by the Chicago, Milwaukee and St. Paul in 1903.

For the year 1908 and following, the returns of switching and terminal com-
anies are not included. For the year 1913 the returns cover Class I and Class
I companies only. For the year 1914 and following the returns cover Class I

roadsonly.

Figures for the years 1903 to 1914 are taken from the Statistical Reports of the
Interstate Commerce Commission for the year ending June 30, 1914. Figures
for the years 1916 and 1917 are from the published reports of the commission.
Those for 1918 and 1919 are obtained from the federal railway administration.

! Statistical reports of the Interstate Commerce Commission.
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federal Administration granted them in 1918 and 1919 was
not sufficient to offset the increase in the cost of goods.
Had the railways continued under private control; instead

' TABLE II

COMPARISON OF INCREASE OF COST OF LIVING AS SHOWN BY
INDEX NUMBERS FOR WHOLESALE PRICES AND INCREASE IN
RAILWAY WAGES 1903 TO 1919

Year Dun's Index No, Aver. yearly  Percentage of increase over
of Wholesale earnings of all aver. for the 3 yrs,
Prices railway 1903 t0 1905
. Aver.for 12 Mos, employes Wholesale Railway
- prices wages
1903 $99.3 $501
1904 99.7 631 Increase
190§ 100.6 609 Per cent
1906 106.3 613 6.4 0.5
1907 v+ II1X.6 641 11.7 5.0
1908 109.8 T o721 9.9 18.2
1909 117.8 659 7.9 8.0
‘1910 118.8 673 18.9 10.3
191t 116.8 724 16.9 18.3
1912 124.3 737 24.4 20.8
1913 120.9 763 21.0 25.1
1914 122.2 815 22.3 33.6
1915 126.4 831 26.5 36.2
1916 148.8 854 48.9 40.0 -
1917 204.1 1,004 104.2 64.6
1918 229.2 1,418 129.3 132.4
191¢ (6 mos.) 224 .4 1,401 124.5 129.6

1919 (12 mos.} 230.8

TABLE III

COMPARISON OF INCREASE OF COST OF LIVING AS SHOWN BY
DUN'S INDEX NUMBERS FOR WHOLESALE PRICES AND OF
INCREASE IN RAILWAY WAGES OVER 1913 ’

Dun’s Index Number of Railway wages
Wholesale Prices

Year Aver. for  Increase ovet 1913  Aver. for Increase over 1913

12 mos, Actual Percent year ending Actual Percent

June 3o

1913 $120.9 ‘ $763
1914 122.2 1.3 1.0 815 -$52 6.8
1915 126.4 5.8 4.5 831 68 9.0
1916 148.8 27.9 23.0 854 [+33 12.0
1917 204.1 83.2 68.8 1,004% 241 31.6
1918 229.2 108.3 89.5 1,418% 655 85.8
1919 (7 mos.) 224.2 103.3 85.4 1,401 638 83.6
1919 {12 mos.} 230.8 109.9 0.8

*Year ending Dec. 31. . .
b Figures cover period from Jan. to July inclusive.
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of being taken over by the government, wages would have
had to be increased just the same. In fact, the increasés in
wages to railway employes have been less than the increases
to factory workers. ‘ B

;The New York Bureau of Labor in December, 1919, re-
ported the average earnmgs of all factory employes in the
State as $25 per week, an increase of 100 per cent over 1913.
The average eammgs of all railway employes in 1919 were
$27 per week, an increase of 83 per cent over 1913. Remem-
bering that a large proportion of factory employes are girls
and women and unskilled workers, and that fidelity to duty
and reliability are very important in the railway employe
and deserve proper compensation, the conclusion is inevitable
that the increases in wages made by the federal Administra-
tion are certainly no more than were deserved.

It is worth while to note further the showing of the dia-
grams that in the seventeen years since 1913 the increase in
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railway wages has on the whole no more than kept pace with
the increased cost of goods. That means that the average
employe today can buy no more with his wages and live no
better than he could 16 years ago, when he earned $591 a year,
or slightly over $49 per month.

Is Rarrway LABorR EFFICIENT?

But those who indict the federal Railway Administration
declare that its yielding to the railway employes on the eight
hour day and on other matters where conditions of working
are concerned, has also been responsible for a great increase
in railway expenses. There is a certain measure of truth in .
this charge. The eight hour day, it is fair to recall, however,
was established in train service by the Adamson law fifteen
months before the government took over the railways. Its
general extension to all classes of railway employes was sooner
or later inevitable. A number of other concessions ‘were
made to the railway employes, for some of whmh very likely;
the Administration may properly be. crxtxcxsed _

In dealing with the general question before us, however; ,
we must look at the broad, general results in order to reach
sound conclusions, and not at minor details. It is possible
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to determine from unimpeachable statistics whether there
has been actually a great falling off in the amount of work
done by the average railway employe.

If the eight-hour law and the other concessions in working
conditions have really greatly reduced the amount of work
done per employe, then there would have to be a large increase
in the number of employes. - Indeed, a large increase would
be looked for anyway, for there has been a great increase in
the volume of traffic handled. The ton miles of freight traffic
were 25 per cent greater in 1918 than in 1913 (409 billion in
1918, and 3o1 billion in 1913). But actually the numbgr of
employes in 1918, the first year of federal control, was only
3 per cent greater than in 1913, nothing like as large an in-
crease as the growth in traffic would call for. .

Of course, in 1918 there was a great scarcity of labor. The
railways got along with as few employes as possible, and did
as little as possible in the way of maintenance, repairs and
improvements. In the first six months of 1919, however,
when plenty of men were obtainable, the number of emplojres
was not much inc¢reased.

Surely the above figures are a complete answer to the com-
mon belief that the federal Administration has granted higher
wages or better working conditions to employes than justice
demands.

WHAT THE RaiLway AcCipENT REcCOrRD PrROVES

There is still another way to test the efficiency of the gov-
ernment in its dealing with the employes. It is charged that
the easy concessions to the employes and the recognition
given to the railway labor organizations have destroyed
morale and discipline. If that were true, there would be an
immediate effect on the accident record. The remarkable
safety of railway travel is only made possible by the thorough
organization of the operating force and its subjection to dis-
cipline. If this alsmphne were relaxed so that the employes
became neglectful, an increase in the accident record would
be inevitable. The carefully kept statistics show no evidence
whatever of such an increase.
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ELECTRIC‘ RAILWAY FINANCES ARE IN WORSE SHAPE

There is another mterestmg parallel that should be drawn,
The public condemns the federal Railway Admlmstration
"because of the financial deficit of the steam railways. The
electric street and interurban railways are in much worse

. financial condition than the steam railways, and they were
not taken over by the government but were left in the hands
of the companies. It would be as sensible to say that the
street railway collapse demonstrates the failure of company
control as that the steam railway deficit shows the meﬁ‘imency
of federal control.

The fact is, of course, that the real reason why both steam
and street railways are on the rocks financially is the great
change in the value of the dollar and the fact that the public
does not yet understand this change.

The increase in railway freights and fares put into effect in
1918 was not nearly enough to counterbalance the change in
the value of the dollar. Measured by an absolute standard
of value, freights and fares are not higher but lower today
than ever before. The dollar the railway receives is only
worth what it will buy. It will buy today so much less coal
and steel and lumber and labor that the railway is in exactly
the same position as the man on a small salary, which has
only been lightly increased, and who is wrestling with the
problem of how to pay his living expenses and the interest on
hxs debts from his income. ,

" The public verdict that the financial results of the railways
demonstrate the failure of federal operation is, therefore, an
unjust one, based on a complete misunderstanding of the
facts.

WayY RaTEs -WERE Nor Raisep HIGHER

It has been said that Director General McAdoo or his suc-
cessor should have put into effect a greater increase of freights
and fares so that the’ railways might have shown better
financial results. , . A

'If the railways were a private business, that would doubt--
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less have been done. What other industry than railway
transportation has passed through the war and raised the
price of its chief product only 25 per cent? But railway
transportation is not a private business. One of the chief
reasons why the business community condemns the Railway
Administration is because it increased rates as much as it
did. There are plenty who believe that if the companies had
only been left in control, there would not have been any such
raise in rates. A large part of the public demand for return
of the railways to the companies is due to the belief that the

companies will restore their former rates. .

No ReaL TestT YET OF GOVERNMENT OPERATION

The public is not only mistaken in its idea that the federal
Railway Administration has been a monumental failure; it
is equally mistaken in its belief that any real test of govern-
ment railway operation has been made. The operating force
which has carried on the railways during the two years of
government control has been the same force and the same
officers who did the work previously, when the companies
were operating the roads. There were a few changes only
in the officials at the head when Mr. McAdoo took charge,
but there was no introduction of politics or favoritism into
the service. The men placed in authority were nearly all of
them men who had won distinction as railway officers.

It is only necessary to compare the way in which the govern-
ment carries on business which is under its entire control and
the way the railways have been run during the past two years
to satisfy anyone that whatever faults and blunders are
chargeable to the federal Railway Administration, they are
trifles compared with the waste and inefficiency which prevail
unfortunately in most of our government business.

Were the railways to be taken over and permanently
operated by the government, as appears at the present time
only too probable at no distant day, we shall have appoint-
ments to official positions in railway service either made for
political reasons, or else controlled by the fatally mechanical
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routine of civil service examinations. We shall see necessary
work on our transportation lines suffering fatal delay until
Congress makes an appropriation. We shall see an exodus of
able men from the railway service because the low standard
which Congress sets for the compensation of men of large
responsibility drives away all but mediocre men from the
government service,

. This is but a beginning of the catalogue of what dlrect gov-
ernment operation of the railways would mean. It is to be
hoped that some of the greatly needed reforms in our govern-
mental machine needed to make it operate with anything like
efficiency may be carried into effect before the railways are
finally turned over to the government, if that event does occur.

While we have not had a real trial of government railway
operation during the past two years, we have had an object
lesson as to some-of the evils which government operation is
almost certain to bring in its train. Perhaps the most im-
portant of these is overcentralization.

Director General McAdoo did well to establish a tribunal
to hear wage appeals when he took control. The work done
by the Railway Wage Board, headed by Secretary Lane, was
a more thorough investigation of the railway wage situation,
doubtless, than any that any railway company had ever
undertaken. The permanent board on railway wages and
working conditions, on which the employes have representa-
tion, is also a notable achievement. On the other hand, the
concentration of all wage decisions at Washington and the
attempt to apply wage rates to the whole country and all
classes of service alike is both wasteful and unfair. There are
great variations in the cost of living in different parts of the
country. A wage that will barely keep section hands from
deserting to other jobs in the neighborhood of large cities
gives the colored track laborer in the South such riches that
he prefers to work only half the t1me, or Iess, to have leisure
for his enjoyment. '

This undue centralization applies also. to other matters.
Standardization of rolling stock was given an undue import-.

&
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ance, which delayed for months -the placing of coal and
locomotive contracts. A great construction program of much
needed work on terminals and tracks was planned for 1918;
but because a single board had to pass on work covering the
entire country the work was delayed until far into the summer.-

One of the most unfortunate blunders of the Administra-
tion was its magnification of the position and authority of
the Director General. Mr. McAdoo discharged 400 railway
presidents and other high salaried executive officers. He held
that their services were not necessary for the operation of the
roads and that where their work was required for carrying on
the corporations they should be paid by the corporations and
not by the government.

‘It is undoubtedly the case that many of the raxlway presi-
dents thus discharged were not rendering service as operating
officers at all proportionate to the salaries they received.
There have been many cases where railway presidents have
drawn large salaries through the influence of some banking
house which held control of the property and not because they
were expert railway officers. Such methods of dissipating
railway revenue are of course properly put an end to under
government control.

On the other hand, the summary dlscharge of so many men
of high reputation in the railway service, many of them of
known great ability, spread a feeling of more or less doubt and
uncertainty through the entire official organization.

In the place of the discharged presidents, Mr. McAdoo set
up an entirely new operating organization with seven ‘‘re-
gional directors,” re,portmg to Mr. McAdoo, district directors
under the regional directors and in charge of subdivision of
the regional areas, and federal managers, general managers
and terminal managers under the district directors.

The centralization thus effected was not of benefit to the
service. Even though the men selected were capable railway
“officers, it takes much time for any such radically new organi-
zation to get into working order, so that responsibility will be
defined and smooth operation will be possible.
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It is not generally realized that the source of efficiency in the
railway service does not lie at the top. It is the rank and
file of the operating officers, from general managers all the
way down to the foremen, on whose initiative and fidelity we
must rely for safe and efficient operation of the railways.
These men did hard and patriotic service during the war; but
their sense of loyalty to the companies they served, their
feeling of responsibility, their desire to receive credit for good
work performed, were all seriously hurt by the sweeping
changes in organization established by Mr. McAdoo. These
men gre strongly condemnatory of federal control, from their
experience. '

It became evident by the time Mr. McAdoo had been in
power a few months that what he planned was no mere emer-
gency use by the different railway companies of each other’s
facilities. He aimed to bring about the practical consolida-
tion of the railways of the United States into one operating
organization, with all the changes that would be made were
the consolidation to be permanent. All the machinery of
competition was wiped out: advertising in every form was
stopped; soliciting freight and passenger agents were dis-
charged; competitive train service for both freight and pas-
sengers was cut off. Terminals were put to joint use, the most
notable instance probably. being the hundred million dollar
termipal of the Pennsylvania Railroad in New York City.
This was built for the distinct purpose of giving the company
an advantage over its competitors for through passenger
service, but was freely opened to its old time rivals. In-
surance formerly carried by many of the companies was
canceled and the government carried its own insurance.
The great railway supply industry, with a normal production
of some $2,000,000,000, found competition among its custom-
ers wiped out and only a single customer, the government, to
deal with. :

It was inevitable that these sweeping changes, upsetting to
the employment and business and customs of thousands and
hundreds of thousands of men, should create widespread
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criticism. Much of this would have been inevitable. Much
of it might have been averted, however, had a less radlcal
policy been pursued.

For many things, the Administration deserves much more
credit than it has received. The barring out of politics from
the organization, the selection of able men for important
responsibilities and paying salaries sufficient to secure and
hold such men—all these and similar well judged actions were
of the greatest service to the country. Credit is due also for
carrying out many reforms and economies which have long
been urged by progressive railway men, but were impossi-
ble as long as the railways were operated by independent
companies. A

On the other hand, the Administration erred in centralizing
too much the control of railway opetations; it erred in some
of its arbitrary orders and methods. It erred especially in
sweeping aside small conveniences of the traveler and the
‘shipper, which had grown up under the competitive system
and whose loss is largely responsible for the deep resentment
toward the government administration of the railways which
the public undoubtedly feels.’

The abolition of the privilege of reserving berths by tele-
phone, the consolidation of ticket offices, making long trips a
necessity to buy tickets and long standing in line to obtain
them—these and similar petty annoyances have had far more
weight in influencing business men against the federal railway
administration of railways than have the really important
arguments against government control.



CHAPTER VI
Public Utilities in the United States

The economic changes resulting from the war have had a
marked effect on the street railways, gas and electric lighting
companies of the United States, and of all other public utilities
rendering municipal service. Notable changes in the rela-
tions between these companies and the public have resulted.

In the United States more than in any other of the leading
industrial nations the operation of municipal public utilities
has been left to corporations operating under franchises for
the use of the streets. With the exception of water supply,
it is the rare exception where an American city owns and
operates any of its public utilities. The endeavor to curb the
financial and political power of these franchise holding com-
panies has been one of the chief features of governmental re-
form movements for the past forty years.

It is already apparent that the changes resulting from the
war are certain to have a profound influence in altering the
relations between the franchise companies and the public.

The chief of these changes is the great fall in the value of
the dollar, as measured by its purchasing power. Every
economist knows—in a theoretical way, at least—that the
dollar is not a fixed unit of value; but how few business men
or men in public life have had any practical understanding of
the varying value of the dollar and its results? The rates
which a street railway ar a lighting company may charge for
its service have often been fixed in its franchise, or have been
determined by statute or by long contested litigation, or by
commission rulings. None of the eminent lawyers or finan-
ciers or business men who framed these.franchise agreements
or contracts or court orders had any realization that the
dollar is not a fixed standard of value.

61
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The fall in purchasing power of the dollar during the past
four years has placeda large proportion of the public utilities
in financial straits. It could not well be otherwise. The
increased cost of living compelled the raising of wages and the
market prices of materials were often doubled or trebled in
1918 over 1914; but in nine cases out of ten the companies
were still obliged to sell their product at the old rate.

STREET RAiLwayYs SUFFERED Most

The street railway companies were the most seriously
affected because other changes had been operating for years
to reduce their margin of profit. The five cent fare was
established in the early days of the electric railway, when
lines were short, wages low and the light and cheaply built
lines earned large profits., Those were the palmy days of
electric railway promotion and franchise grabbing, when
every privilege to operate a railway in a city street appeared
to be a gold mine.

The street railway magnates of that day had *the nickel
fare™ as their slogan. Rather than consent to any reduction
in it, they gave free transfers. Not a man in the street rail-
way industry foresaw twenty years ago that the day was
coming when the nickel fare would be the ruin of many a
street railway company.

As time went on it was found that the cost of maintaining
track was far higher than had been anticipated. The exten-
sion of the systems increased the average length of a journey
without increasing the revenues. During the past four years
the jitney bus and the privately owned automobile have
diverted millions of passengers from the street car lines.

All these and other causes have been gradually reducing
the profits of the street railway companies and, to a lesser
extent, of other public utilities. Had these conditions not
been partially offset by the great increase in business, financial
disaster would have come long ago. As it was, the entry of
the United States into the war found many compames close
to the edge of the precxplce
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FEDERAL ACTION TOWARD UTILITIES -

The federal government did not take over municipal utili-
ties for operation during the war; but it had to deal with the
problems resulting from their situation. The prices of their
chief supplies, coal, oil, steel, copper, etc., were generally
fixed by federal government boards. The price of their most
important supply, labor, was also fixed eventually in many
cities by the War Labor Board, a federal government body
created as an arbitration tribunal of last resort to harmonize
differences between labor and capital.

. This board ordered sweeping increases in pay, especially to

street railway employes, who ever since the horse car era
had been paid very low wages. The great increase in the
cost of living, or decrease in the value of the dollar, made
such an increase imperative; but when it came to increasing
the street car fare or the prices of gas or electric current, the
companies found, in many cases, they were running against
a stone wall.

In many cases the public authorities of state or municipal-
ity did grant an increase, but in many other cases the increase
was denied.. The grotnd for the denial was usually the old
bargain between company and city, by which the five cent
fare was fixed. ‘You insisted on the nickel fare,”’ said the
public officials, * even though it gave you a1 exorbitant profit.
We have a right to insist on it now, even though you lose
money by it.”

Had it not been for the enormous increase in traffic, the
street railways would have suffered even worse. As it was,
they were able to continue operations in all save some of the
smaller cities; and their disastrous condition did not become
fully evident until after the armistice and the falling off in
_ traffic which promptly came.

The federal government had authority to take over opera-
tion of the street railways; but when the steam railways were
taken, the street railways and the electric interurban lines
were specifically excepted in the President’s proclamation.
The obvious reason at that time was that no such emergency
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condition had arisen in street railway service as then ex1sted
on the steam railways.

Afterward, when the effect of the war conditions upon the
street railways had become evident, there were many appeals
for federal government interference. The federal price
fixing and the orders of the federal War Labor Board had
enormously increased expenses; hence it was held the federal
authority should be exercised over the State and mumc1pal
authorities to compel readjustment of fares.

President Wilson's administration had troubles enough on
its hands, however, without projecting itself into this strained
situation. So long as the street railways in industrial and
commercial cities were able to continue operation there was
no disposition to interfere. Had any serious stoppage of
street transportation occurred, no doubt the federal author-
ity would have been exerted to any extent to reestablish it.

In fact, the various federal war agencies cooperated’ with
the utility companies to keep them from suspending service.
Priorities were offered them for obtaining necessary supplies
of steel and coal and oil and copper. The government itself
furnished the money for street railway extensions to reach
munition plants and shipyards. Just before the armistice,
plans were completed for. an expenditure of $200,000,000
by the government on power station construction, to supple-
ment the demand for power to supply the street railways
and electric central stations and industrial plants along the
Atlantic seaboard section, where the demand for power had
outrun the supply.

The conditions resulting from the war are likely to have a
far reaching effect upon the relations between the utilities
and the public. That there must be a radical readjustment
of these-relations is everywhere admitted. At one time it
seemed likely that a broad movement toward municipal
ownership of public utilities would result. Later, there
occurred, so far as one may judge from current expressions
in public journals, a certain revulsion of public sentiment
against government operation of industry; but whether this
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expresses the real sentiment of the millions of voters is far
from clear.

One notable fact is that investors and financiers are far
more favorably disposed toward the transfer of utilities to
public ownership than they were a few years ago. A sale to
the public of properties which have poor prospects of profit
ahead appears to them a good solution of the problem.

BostoN's ‘“SERVICE AT Cost” PLAN

Brief record may properly be given here to the remarkable
plan adopted at Boston a year ago to meet the street railway
emergency. All the city passenger lines of Boston—surface,
elevated and subway—are owned by the Boston Elevated
Railway Co. The financial condition of the company had
been growing steadily worse, due to the conditions above
outlined, and the company had appealed to the State authori-
ties for relief through an increased rate of fare. Relief was’
imperative, since the company was building extensions which
the public authorities had ordered and the company’s credit
had to be maintained to enable it to raise money for the work.

It was recognized, however, that to order an increase in
the rate of fare, with the company still in control, would be
severely condemned by the voters. A law was therefore
passed by the Massachusetts Legislature which provides for
the taking over of the entire property of the company by the
State and its operation for a period of ten years by a board of
trustees appointed by the Governor. These trustees are to
pay from the company’s revenues the interest on the com-
pany’s bonds and a dividend on its stock, at first 5} per cent,
to be later increased to 6 per cent. The trustees must fix
such rates of fare as will be sufficient to pay the above charges
on the invested capital, and in addition thé operating expenses
and maintenance of the roads. A scale of fares is to be fixed
by the trustees which will effect this, and these fares are to
be periodically raised or lowered as may be necessary to keep
a stated amount of surplus in the company’s treasury.

The conditions were favorable for making this settlement
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because for many years all the company’s financial and other
operations have been under supervision by the Massachu-
setts Railroad Commission, so that its capital represents
cash paid in and not water, and is entitled to a fair rate of
return.

This plan, commonly known as the ‘‘service at cost’ sys-
tem, met general approval; but the results of its operation
have been disappointing. The trustees have inherited the
‘““flat fare’” system long in force, and they attempted to obtain
the necessary increase in earnings by raising the fare to eight
cents, The result was a huge falling off in the short distance
riders who yield the lines their profits, while all the long
distance riders who are carried at a loss remained. The
increase in net revenues was too small to meet the company’s
necessities. A second increase to 10 cents was then tried,
and this met such public oppesition that a boycott of the
street railways was put in force in various parts of the city.
Soon after that, a strike of the entire body of railway employes
for a large increase in wages tied up the entire system for
several days. The strikers quit work because a decision by
the War Labor Board had not been reached in their case.
The strike was settled with a large increase in wages to the
men.

The operation of the lines on the present wage scale has
already produced a deficit of some $2,000,000 which the State
will have to raise from the tax payers.

The final result is likely to be a great extension of mumclpal
and State ownership of street railways and cancelation of old
franchises. The companies accept this cancelation today,
which they would have fought a few years ago, because the
rates which were named in the old franchises are no longer
profitable.

The federal government is not likely to interfere in these
settlements, although a federal commission appointed by the
President has taken testimony in the street railway situation.
It is a fact, too, that the tense relations between labor and
capital and the general urgency of the whole industrial prob-



PUBLIC UTILITIES IN THE UNITED STATES 67

lem tends to make such questions as these matters of national
concern. We can not let any city or any State get into too
serious difficulty in solving these problems, for a blaze of
anarchy once kindled at one point might spread with dire
results.

CoNTROL OF WIRE COMMUNICATION

In Great Britain, as in most other countries of Europe, the
.telegraph and telephone systems are owned and operated by
the government. In the United States, which has the credit
for originating both these industries, the business has re-
mained in the hands of private companies. The telegraph
business has long been in the hands of two great companies,
the Western Union and the Postal Telegraph, between which
there is a certain amount of competition. The telephone
business has been largely concentrated in the hands of the
American Telephone & Telegraph Co., the direct successor to-
the corporation which originally developed the invention of
Alexander Graham Bell, althoygh competing companies, par-
ticularly in the rural districts, control in the aggregate a large
amount of business.

A few years ago the Bell company acquired control of the
Western, Union, and effected marked improvements in its
service. The arrangement was condemned by the federal
authorities, as being an unlawful restraint of competition,
and the Western Union was thereupon placed\under« an inde-
pendent management.

When the European War began, the United States Gov-
ernment promptly took steps to censor all cable and wireless
communications overseas to guard against infringement of
the country’s international obligations. When the United
States itself entered the conflict, this control was extended
and made more rigid. No reason appeared, however, .for
exercising control over the lines of communication on land.
The telephone business especially has been conducted with a
regard for public obligations and on a sound and conservative
financial basis that is in marked contrast with the record of
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most other public utilities. Especially noteworthy is the
policy which the company has long pursued of expending
very large amourits in the promotion of original research to
perfect further improvements in its methods and apparatus.
The service rendered. by the company is, by general agree-
ment, far superior to that rendered in the countries where
the business is carried on by the government.

There have been occasional recommendations for govern—
ment ownership of the telegraph lines; but they have not
attracted serious public attention. President Wilson, how-
ever, had authority under the emergency war legislation to
take over on behalf of the government all lines of “commu-
-nication"” as well as transportation.
~ His final action in doing this on August, 1918, appears to
have been precipitated by a labor difficulty on the Western
Union lines. The matter had been submitted to the federal
War Labor Board, which had ruled against the contentions
of the Western Union president, to the effect that the em-
ployes joining a labor union would be discharged. At a
time when the support of organized labor to the war program
was of great importance, this action by the Western Union
official, running counter to the order of the War Labor Board,
was most unfortunate.. The President’s order taking over
the telegraph and telephone lines promptly followed.

The lines were placed in charge of a committee, of which

- Postmaster General Burleson is the head. At one time there
were reports that Mr. Burleson would introduce some such
radical changes in the telegraph business as were ordered by
Director General McAdoo in the railway organization. There
is, without question, opportunity for great economies by con-
solidating the telegraph and postoffice organizations, and
greatly increased use of the telegraph might result. There
seems good reason to believe that some such reorganization
was planned; but before there was time to carry out such
plans it became evident that the war was nearing the end.
This, with the campaign of newspaper criticism against Sec-
retary Burleson, were probably the reasons why any radical

¢
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changes in the telegraph and telephone organizations were
not carried out, if they were planned. ‘

So far as the public was concerned, the operation of tele-
graph and telephone during the twelve months while the
lines were under government control suffered very little
change. There has been, however, a general and well founded
complaint of the great falling off in the quality of the tele-
phone service, and it is customary to hear this ascribed to the
government operation of lines.

There is very little foundation for such criticism. The
quality of the telephone service has fallen off because during
the war the normal expansion of the system was stopped.
The demand for copper and for all sorts of telephdne and
telegraph apparatus for war purposes had priority, of course.
The expansion*of the telephone system was confined to the
lines made absolutely necessary by the requirements of the
war industries and the government administration. An
enormous number of experienced men in the telephone and
telegraph service were called to the aid of the government.

The close of the war, therefore, found the telephone system
greatly overloaded, which means, of course, ““busy’ cables
and slow service. It will take many months to install the
additional circuits and apparatus necessary to give the tele-
phone system such a normal margin of capacity over its load
as it had before the war.

It is obvious therefore that while the war is the primary
cause of the defective telephone service now general, the
government control of these lines is not to be blamed for these
defects. :

In fact, it is a little difficult to perceive now what useful
service was accomplished by the government control that
might not have been equally well obtained with the lines in
private ownership.



CHAPTER VI
Shipping

As one follows closely the record of government control of
industry during the years since the war began, it becomes
evident that that control has been put into effect as fast as
necessity dictated, and seldom before. British railways were
brought under control at the beginning of the war for military
reasons, but no reasons were apparent why the government
should ‘exert a like measure of control over the shipping
business. .

There was of course an immediate requisitioning of ships by
the British Government on a huge scale, for use as transports,
supply ships and other auxiliaries for the navy. There was
no time for the charter of these ships by bargain and agree-
ment in the ordinary way, and the government commandeered
the vessels it required. Where charter rates had not already
been provided for in advance, as on vessels which were auxilia-
ries of the navy, arbitration boards were created to fix the
price. This system has been extended and developed with
the great extension of government operation of vessels, and
the rates fixed are known as “blue book™ rates. They have
ruled materially below the rates which have been earned by
shipping engaged in commercial business, but have generally
been high enough to yield a very good return to vessel owners.

There were weighty reasons why the government did not
go further in its control of shipping at the outbreak of the
war. The business of railway transportation is a natural
monopoly; the business of water transportation on the ocean
by means of the tramp freight vessel, which carries the bulk
of international traffic, is about as perfect an instance of free
competition as can be found. Government control has seldom
been invoked where competition has had free play.

" The operation of competition as an automatic force tending
70
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constantly to reduce the cost of service to the ultimate con-
sumer, through the constant stimulus to efficient operation at
the lowest cost is admirably illustrated by the history of the
shipping trade. As a result of that competition it has come
to pass that experience and specific knowledge are ‘especially-
necessary for success in the shipping business. The promi-
nence of England in this field has been due as much ‘to the
special knowledge and experience in the ocean transportation
business of her shipowners and managers as to her position
as a shipbuilding nation.

There was thus no reason apparent at the outbreak. of the
war why the government should undertake the control and
operation of the British merchant marine, provided its owners
were willing to keep their ships in operation, a matter of some
doubt in the early weeks when German commerce destroyers
were taking toll of British vessels in every ocean.

GOVERNMENT INSURANCE FOR WAR -RisK

At this point, indeed, the government had to extend relief
by establishing a war risk insurance bureau. True to the
British traditional policy of leaving as much responsibility
as possible to the individual, the government did not assume
the whole burden of risk. Instead, it arranged to help out
the vessel owners through certain cooperative insurance
associations by underwriting 80 per cent of their risks for
8o per cent of the premiums. :

In the United States, a similar, though less acute, problem
led to the establishment of a government marine insurance
bureau, whicl} provided owners of American vessels with
insurance against war risks. The measure was necessary to
enable American vessels to continue to be operated and carry
American exports abroad, and was enacted practically without
opposition. »

Tae CBANGE FROM FAMINE TtO FEAST

The paralysis of business during the early months of the
war was reflected in the shipping trade. The unprecedented

*
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interruption of the currents of traffic seemed at the outset to
mean a smaller derhand for ships. Few foresaw the enormous*
prices for ocean transportation which were close at hand.

By the close of 1914, the effects of reduced supply and in-
creased demand in the shipping business began to appear.
About one-seventh of the world’s merchant marine, the vessels
of Germany and Austria, were shut up in ports or destroyed.
The British Goverament had taken for war purposes some
1,500 merchant vessels, or about a fifth of the total British
tonnage. Many British merchantmen had been sunk by the
German raiders. In the British shipyards operations had
been greatly interrupted by enlistments in the army and
navy, and every effort was being bent toward the construction
of naval vessels at the expense of merchant construction.
Traffic was so congested in all European ports that shlps had
to wait a long time for unloading.

All these conditions developed at a time When the urgent
demand for ships to carry war necessities was just making
‘itselfevident. Theresultwas a suddenastonishingriseinocean
freight rates and in the prices of ocean vessels at the open-
ing of 1915, quite without precedent. In a few weeks' time
ocean freights were doubled and tripled. Speculators in ships
_ made fortunes overnight. The shipowners, who a few months
before had been filled with worry over the paralysis of trade,
found their property suddenly doubled or even quadrupled in
value, without an effort on their part.

Tue Causes WHICH BROUGHT ABOUT GOVERNMENT CONTROL

Even so, there seemed at first no reason why the govern-
ment should interfere. The shipping business has long been
one of alternate feasts and famines. The shipowners held
- that the war profits were properly theirs to enjoy, in view of
the risks they were taking. The absolute necessity of the
service tendered by the shipowners to keep Great Britain
supplied with food and other necessities and carry similar
supplies to the Allies was fully recognized, and it was agreed
that the higher the profits of the shipowners, the more ener-
getically would they keep their vessels moving. * The high
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shipping rates also operated automatically to sort the traffic

*and cause that to be moved whose importance was such that
the shippers were willing to pay the high rates. If rates were
lowered, some authority would have to be set up to say what
traffic should have the preference.

At certain points indeed the government did exercise a very
stringent control over the shipping from the outbreak of the
war. On the commercial side it cut off at ‘once all exports to
enémy nations and soon restricted those on their way through
neutral countries. On the operating side it rigidly controlled
the movements of vessels in every particular that military
considerations dictated.

The sudden and rapid rise in ocean freights in the spring of
1915 coincided with a rapid rise in the price of food and other
necessities of life and gave rise to public agitation to have the
government take over the shipping business, or fix freight
rates. In response to this demand, the government requisi-
tioned in April, 1915, the entire business in the importation
of refrigerated meat from Australia, New Zealand and South
America, The large use of these meats for the supply of the
Allied armies gave a special reason for this action.

By the close of 1915 control over shipping was further
extended. A special committee was created made up of
experts in ocean transportation, with authority to see that the
food necessities of the nation were provided for from overseas -
at a reasonable rate. This committee acted with decision
and made requisitions of shipping space for the importation
of food on a huge scale. Its action effected a reduction of
over 50 per cent in wheat freights across the Atlantic before
the close of 1916. At the same time, the movement of vessels
was brought more directly under government control by the
requirement that every vessel of over 500 tons must obtain a
special permit for every voyage.

SHips NECESSARY TO WIN THE WAR

It was by this time clearly evident that ocean shipping was
one of the most urgent necessities in order to win the war.
The depredations of the German submarines were steadily

6
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reducing the tonnage available to bring food and raw mate-
rials to Great Britain and enable her industrial plants to supply’
munitions to her Allies. The attention of the nation had been
so concentrated on the immediate needs of the army and navy
that the building of cargo vessels had been markedly reduced.
By the spring of 1916 the tonnage of merchant shipping still
in service was only about two-thirds that which existed at
the outbreak of the war.

Under these conditions, direct action by the government
was obviously necessary. Shipowners were urged by the
government to order more ships from the builders and to buy
largely abroad, and were promised they would be allowed to
make profits enough from the vessels to recompense them for
the high prices charged by the shipyards. An elaborate
scheme for the regulation of imports was put in force, with
the object of restricting the use of shipping space to bring in
bulky or heavy articles, such as baskets, cement, furniture,
stone and plate. A long list of nonessential luxuries and
articles obtainable from home manufacture was added. In
order to relieve port congestion so as to permit the more
rapid discharging and loading of steamships, a special port
committee was organized, with power to take command in
case any local port authorities proved incapable of properly

-discharging their responsibilities. This committee caused the
return from the army and navy of the skilled dock workers
who had enlisted at the outbreak of the war.

By the close of 1916, the necessity of more radical action to
make good the losses from submarines was recognized. Great
Britain had built nearly 2,000,000 tons of merchant vessels in
1913. In 1916 the construction was less than 600,000 tons.
A Controller of Shipping was created and active measures
were undertaken to increase output from shipyards. A great
number of skilled workmen was brought from the army, the
navy, munition factories, and even from the naval shipyards,
to undertake the work on merchant vessles. Vessels were
purchased in the United States'and Canada up to the limit of
the supply. By these various means the additions to the
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British merchant fleet in 1917 were nearly as great as in 1913,
before the outbreak of the war.

CompPLETE CONTROL ESTABLISHED

The shortage of shipping during the summer of 1917 was
so serious that supplies of raw cotton and of wool for Great
Britain's textile industry ran low. It was necessary to adopt
a rationing scheme. . Under the direction of a Board of Con-
trol, on which the principal manufacturers, labor unions and
merchants were represented, cotton spinners were required in
September, 1917, to operate only 60 per cent of their spindles.
In the woolen industry the same end was reached by an order
reducing the working hours of employes by 20 per cent or from
55 hours a week to 45.

The great profits of the shipbuilding and shipowning con-
cerns were the cause of frequent protest to the government, it
being contended that these high profits were closely related to
the high cost of living. Year by year, however, the number of
vessels requisitioned by the government or put on *‘ Blue Book™
rates and set to work on specified trade increased. In 1917
the Controller of Shipping established complete control over
the Merchant Marine by requiring all ships to be operated.
under direction of a general committee, on which their owners
are represented. All profits above those arising from ‘‘Blue
Book™ rates revert to the government. This control did not
include, however, the 4,000 to 5,000 small coasting vessels,
as there appeared to be no need there for the state to inter-
fere with individual enterprise.

WHY AN AMERICAN MERCHANT MARINE? °

The Democratic party in the United States has by tradi-
tion and record opposed government interference with indus-
try, and particularly government aid to the American mer-
chant marine by subsidies. The conditions which developed
soon after the war began, however, demonstrated the impor-
tance to the United States in time of war—even though in the
war it were a neutral—of a merchant marine under its own flag.
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The cotton growers of the South, the wheat raisers of the
West and the manufacturers of the East, all were eager to
send their products abroad to take advantage of the urgent
demand and high prices. No one knew how long the German
raiders might continue their depredations and it was felt
that transport by British ships on the high seas might at
any time be cut off. .

It was a former Democratic Preszdent who made famous

the phrase that ‘‘a condition and not a theory confronts us.”
The Democratic administration, regardless of the traditional
attitude of the party on this question, recognized the evident
need and enacted a law in September, 1916, providing a fund
of $50,000,000 (which seemed then a very large sum) to be
expended in the construction and purchase of merchant ves-
sels to sail under the American flag.
. It was very soon found, however, that the operation of
economic laws was building up the American merchant ma-
rine even more rapidly than the law enacted by Congress.
In 1913 competition in ocean transport was so severe that
only by very capable business management could a tramp
freighter be made to earn a profit for her owners. In 1916
~ any greenhorn could run a shipping business and make fabu-
lous profits. When Congress passed the bill fixing new stand-
ards for the rights of seamen and their basis of compensation,
the consensus of opinion among American vessel owners was
that the resulting handicap would be too great to permit
them to compete with the ships of other nations—at least
until the seamen made good their declared intention of forc-
ing the passage of similar laws in other countries. In a
few months the enormous increase in ocean freight rates
made the handicap of the seamen’s law a matter of trifling
importance.

When a ship could earn freight money enough in a single
voyage to pay her cost, there was no lack of Americans to
engage in the shipping business, and there was no better flag
than that of the United States to do business under. The
only limit to the rate of expansion of the merchant marine
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was the ability to buy or build ships. Shipbuilding in the
United States has been an industry of small and uncertain
profits. The established shipyards were largely filled with
naval work, for the threatening conditions in Europe started
a program of naval expansion in the United States.

THE SHIPBUILDING CAMPAIGN

Matters were in this condition when Germany began her
wholesale campaign of destruction by submarines at the
opening of 1917, followed shortly afterward by the entry of
the United States into the war. It was at once apparent
that an enormous expansion of ship production was the first
essential to win the war. Unless ships enough were available
to carry men and munitions and food from the United States
to the battle front and to carry supplies to her allies as well,
the great potential power of America could be only partially
exerted.

It was obviously hopeless to rely on private enterprise to
undertake the work. The building of emergency shipyards
to build emergency ships, in a race against time and German
submarines, was a task that only the government could
finance. The manner in which the task was undertaken is
particularly instructive. It was well realized that for the
government to undertake this work directly, creating its own
organization and hiring its own workmen, would be far too
slow, It was realized, too, that if the general administration
of the work were placed in the hands of a government bureau,
subject to existing laws, precedents and customs, the desired
speed might not be obtained. Instead, the Shipping Board
under the authority granted it by Congress, incorporated
the Emergency Fleet Corporation, a body which, while it is
" conducted entirely by government officials, can operate under
laws made for the conduct of private business corporations
and can escape thereby much of the red tape requirements
which ordinarily hamper government action.

This corporation has used the vast appropriations turned
over to it by Congress, not in building ships by its own organ-



78 GOVERNMENT CONTROL AND OPERATION OF INDUSTRY

ization, but in hiring ships built by a great variety of con-
cerns. To many of these the Emergency Fleet Corporation
has advanced the money, or a large portion of it,-required to
build and equip the shipbuilding plants, and it pays all the
cost of the vards and of the ships built, plus a certain per-
centage for compensation to the concern which organizes and
conducts the work. \

Under the great extension of government control over
industry, which has taken place in the United States during
the past year, the government, through its various agencies,
allots to these shipbuilding plants the coal and oil and steel
and other metals necessary; it provides for the transportation
of these materials; it collects workmen through its employ-
ment agencies; it stimulates their patriotic interest in their
work; it adjusts labor difficulties; it provides homes for the
workers; it furnishes armed guards for protection; it closes
saloons around the plant to prevent loss of working energy
through drink.

Cost PLus A PERCENTAGE CONTRACTS

Severe criticism has been'made because the government is
building many of these ships on cost plus a percentage con-
tracts instead of doing the work itself or paying the con-
tractor a lump sum for a ship. The sufficient answer to
these criticisms is that the enormous expansion of the ship-
building industry within the required time could have been
secured in no other way. As far as the lump sum contracts
on the huge new shipbuilding plants are concerned, the risks
involved are so great that even though the government could
have secured lump sum bids, they would have averaged a
higher cost, if from responsible contractors, than the cost
under the percentage plan. Besides, no private financiers
would have backed so huge an enterprise as the government
shipbuilding program and carried the financial risk. The
government alone had the power to carry the risk of war,
and this work of shipbuilding was as truly a war work as the
charge of tanks against German machine gun nests, or the
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battering of the forts around Metz by General Pershing’s
cannon.

* With equal certainty may it be said that had the Emer-
gency Fleet Corporation attempted to create itself an organ-
ization vast enough to do the work required within the brief
limit of time, failure would have been certain from the start.
Instead, a hundred or more groups of business men with
.established reputations for financial and executive ability
were given the task of producing the ships, while the govern-
ment furnished the necessary funds. )

-Hicun PrICES To Save TIME

It may be said that the government paid a high price to
these men for the service they required; but no price is too
high to pay in war if it furnishes the means to victory. The
organizing ability of the men who formed these shipbuilding
companies was as necessary to the work as the skill of the
workmen or the money raised from the tax payers.

There is no doubt that the conduct of the work has been
very far from perfect. High efficiency can not possibly be
secured where work is done under high pressure, with insuffi-
cient time for planning, and the shipbuilding work had to be
done that way.

There has been great criticism because of the high prices -
paid for land, labor and materials in many cases. It would
be strange indeed if the men in charge of the work had been
as economical in expenditure as if the money had been coming
out of their pockets. This is, of course, one of the inevitable
objections to the conduct of contract work on the percentage
plan. The answer to this again is that if money had not
been spent lavishly, the desired speed could not have been
obtained. Wages had to be set high enough to attract and
hold men, who had to work under most unfavorable condi-
tions. Material had to be bought where it could be most -
quickly obtained. There was no time to shop around for
lower prices.

In studying government control of industry under war



.80 GOVERNMENT CONTROL AND OPERATION OF INDUSTRY

conditions, as exemplified in this industry, as well as in numer-
ous others, it is well to bear in mind a remark made to the
writer by a famous general officer, who has been very near
the top in a government organization which has been fore-
most in marshaling. the industrial forces of the nation:
“You can’t run a war economically.”

BuiLpinGg Sairs To WIN THE WAR

It is probably hardly realized by the American people
even now how essential the shipbuilding program was to the
winning of the war. Investigators after the war will very
likely uncover enormous waste, many mistakes, gross inefhi-
ciency and probably a considerable amount of profiteering
and direct or indirect graft. So far as these were wilful, they
- should not be condoned, for these acts endangered the nation;
but a great part of the failure and defects in the shipping
program was due to the attempt to accomplish an enormous
task in the face of tremendous difficulties. Those who did
their best at this task are not to be blamed although they fell
short of the full accoinplishment that was planned at th
outset. :

When the shipbuilding program was laid down, the Allies’
cause was in extreme danger. Those best informed knew
that the rate at which the sinkings by German submarines
were going on was reducing the merchant marine so fast as
to endanger the food and munition supply of the Allies, and
seemed to make well-nigh impossible the transport and sup-
ply of the huge armies which the United States was planning
to send to the Allies’ aid.

The only possible way in which success could be attained
was for the United States, which had never had a large ship-
building industry, to build ships in enormous numbers. That
meant shipyard building first of .all on an unprecedented
scale, and then the provision of shops, tools, schools for the
instruction of workmen, cities around these new yards and
the entire outfit of machinery and supplies required by these
vessels, from boilers to compasses.
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WHY THE SHIPBUILDING PROGRAM WAS ADVERTISED

It was necessary to lay down this program and give it
wide publicity for its effect on the morale of both our friends
and our enemies in Europe, and to carry out as much of it
as was humanly possible. The rate of speed in ship pro-
duction which had been laid down was not attained. Per-
haps those who laid it down realized there was small chance
that it would be reached; but its announcement and the
wide publicity given to the stupendous plans had great value
in their effect on public opinion here and abroad. :

Fortunately. the unexpected success of the anti-submarine
warfare, and particularly the success of the convoy plan of
sending ships across the Atlantic, made the submarine losses
much less in the later months of the war, and made up largely
for the extent to which ship production of the Emergency
Fleet Corporation fell behind its program. ’

It was a close call, nevertheless. When the armistice came,
shipping was so deficient that the government would have
shortly been obliged to stop the sending of troops overseas,
for lack of ships to keep them supplied.

Finally, giving all credit to the many able men who labored
patriotically for the success of the government’s work in
shipbuilding and operation, and with entire certainty that
under the war conditions the task could not possibly have
been accomplished in any other way, it must be said that
the government’s work in shipbuilding and operation during
the war does not demonstrate that it can continue such opera-
tion to advantage when the competitive conditions of peace
are restored. Undoubtedly certain notable advances in
_ shipbuilding and operation were brought about under the
stress of war conditions. Probably a much larger measure
of government control and regulation will prevail in connec-
tion with shipping and all other matters of trade and com-
merce in the future; but when the world’s supply is again in
normal relation to its business, and competition reduces rates
to old levels, the task of operating ships at a profit will call for
qualities that the government organization has not exhibited.



CHAPTER VIII
‘Labor

Nowhere, perhaps, has government interference with indus-
try during the war been more severely criticised than in its
action for the control of labor. The criticism comes, it must
be said, chiefly from the business interests; and the charge is
that the concessions to labor in wages and working conditions
during the war have “spoiled” labor,—put “foolish notions”
into the heads of wage workers, which are very hard to eradi-
cate; laid the foundation for the epidemic of strikes that has
followed the war; sowed the seed for socialism and anarchism
‘and Bolshevism.

To many, of course, such criticisms will appear absurd on
their face; yet such ideas are widespread. It is worth while,
therefore, to state just what the government did in the control
of labor.

Lasor Poricy Not PLANNED IN ADVANCE

In the first place, it is important to note that neither in the
United States nor in Great Britain did the government formu-
late in advance a clear, definite policy with respect to the
control of labor during the war. As in many other fields of
government control, no action was taken until urgent neces-
sity compelled it. No statesman in etther country wanted to
interfere with labor; and when interference became necessary
it went no further than the needs of the hour demanded:

In a previous chapter it has been made clear that complete
organization of all the productive forces of the nation was
essential to winning the war; and the most important of all
these forces is labor.

CONSCRIPTION

There were not a few who declared that the governmtnt
should proceed to conscript labor of every sort as it conscripted
82

’
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men for military service. Those who held such notions,
however, merely betrayed their crude ideas of what gov-
ernment really is at the present day. Fortunately, the
responsible men in charge of public affairs in both Great
Britain and the United States knew well that government can
only speak and act as it expresses public sentiment. It can,
indeed, lead public sentiment, but it can go far in advance
only at great peril, as events since the armistice conclusively
prove.
GOVERNMENT CONTROL NECESSARILY INDIRECT

Government control of labor in the war, therefore, had to
be an indirect control; it had to be exercised as and when
necessity demanded; and public sentiment would not have
permitted it to advance much farther or faster. Neverthe-
less, nothing that the heads of the nations have done in con-
nection with the control of industry has contributed more to
the winning of the war than the successful control of labor.

The famous Clayton Act makes it the law of the land that
labor is not a commodity. It was easy to write that law upon
the statute books; but the laws of economics, under which we
all live and which are beyond our power to repeal, decree that
so long as labor is bought and sold, its buying and selling is
governed by the same economic laws as the buying and selling
of commodities. It is also true, however—and the laws of
economics do not at all infringe this—that the vast multitude
of mén and women who sell their labor in the market make the
public sentiment by virtue of which governments stand or fall.
They must be fairly satisfied with the terms of labor’s sale or
the government itself is imperiled.

The problem of President Wilson and of Lloyd George and
of the hundred thousand officials under each who dealt directly
with these problems was, how to control the buying and selling
of labor as a commodity so that all operations of industry
would go on unchecked and at the same time so that the
rank and file of the labor army would loyally support the
government. )

Because the government refrained from interference until

-
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necessity compelled, it followed that the first movement to-
ward the control of labor was to aid in the settlement of
strikes. The next step obviously was to provide machinery
to settle difficulties between employers and labor before a
strike was declared. The third was to create such conditions
as would keep smooth the relations between capital and labor
and avoid the difficulties that might lead to strikes.

Each of these steps was necessary, was generally approved
by public sentiment when it was taken, and no one knows to-
day what serious disaster might have befallen the nation had
not these steps been taken.

THE LAwW oF SupPLY AND DEMAND

Those who criticise government interference in control
of labor, and who glibly say that employers and workers
should have been left to settle their differences by themselves,
have no comprehension of the serious dangers that threatened
us time after time during the war. Those who glibly say that
wages should have been left for the law of supply and demand
to settle are ignorant of how completely the law of supply and
demand broke down as a means of fixing wages, as well as
prices of other commodities.

Under the conditions of peaceful industry, under which
nearly all the civilized world has lived for nearly half a cen--
tury until four years ago, there is always a certain surplus in
the world’s markets—a surplus of raw materials, of transpor-
tation, of factories and stores and a surplus likewise of labor.
The war transformed this condition into one where there was
a scarcity of all these elements. There was not enough sugar
and steel and coal and wheat; there were not enough trans-

" portation facilities by land or sea; there was not nearly enough
labor. ‘
It could not well be otherwise. All the man power of the
world’s great industrial nations that could possibly be spared
had been turned aside from constructive work and set at the
task of destruction. Not only were a hundred millions or so
of the world’s most active workers withdrawn from the ranks
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of peaceful industry and set to building and using engines of
destruction; but the world’s usual daily necessities of food,
clothing and shelter had still to be supplied as before, even
though on a less liberal scale.

The result of this condition was, first, a rapid and unprec-
edented rise in the wage scale. This was justified, not alone
by the economic law of supply and demand, but by the simul-
taneous rise in the cost of living, which compelled an increase
in wages to give the workers the bare means of subsistence.

When the price of other commodities rises, production is
stimulated; but the rise in the price of labor does not neces-
sarily increase the amount of labor performed. On the con-
trary, the higher wages and the conditions which produced
the higher wages may even reduce the amount of work done,
as has actually happened in certain special fields.

To those who urge that the government should have left
capital and labor alone to settle all these matters between
them, it may be answered that that very thing was done
in both Great Britain and the United States until it was
evident that the government must step in to avert national
disaster. ‘

The present opinion is that government interference during
the war resulted in undue favors to.labor. The fact is that
government interference was all that prevented an increase in
the wage rate and a reduction in output that would have
meant the gravest national peril.

The government itself was by far the greatest employer of
labor. In the building of camps and barracks and hospitals
and munition plants, in the production of ordnance and army
supplies, in the building of shipyards and ships and aeroplanes,
the government paid in most cases the entire cost of the labor
employed. Those who conducted these industries were bid-
ding for labor in competition with each other and in competi-
tion also with the employers of labor on farms and railways
and in mines and factories.

There is no doubt whatever that hundreds of millions of
dollars were wasted in paying labor exorbitant wages, often
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for very little work produced. In the dark days of 1917 and
1918 it was a grave question whether the nation’s financial
strength would last to win the war. Exorbitant wages to
millions of workers were a peril from this point of view. The
falling off in production that accompanies high wages was
another grave peril. A third and hardly less serious, peril was
the rapid rise in the price of all commeodities, part of which
rise was due to the increase in the cost of the labor used in
their production. This rise in prices was a most fruitful
source of dissatisfaction to all classes.

How GoVERNMENT CONTROL OPERATED

The government’s war labor control was exercised through
a great number of separate bureaus, generally independent of
each other, each carried on according to the ideas of those in
charge. The general aim, of course, was to increase the out-
put of labor and keep down the cost while stimulating in every
possible way the morale and patriotism of the workers; but
the details of plans and policies were made by each chief for
himself.

When the very first step toward organizing the nation for
war was taken in the creation of the Council of National
Defense, Mr. Samuel Gompers, head of the American Federa-
tion of Labor, was made chairman of the Council's Committee
on Labor. This was merely a wise tactical move to bring
labor in as a recognized partner in the great enterprise of
prosecuting the war.

As real organizations for war industries succeeded the
Council of National Defense, it was found necessary in each
organization to establish a separate department to have
charge of labor problems. This was true of the railways, of
shipping, of ordnance production, of work in the food control
and fuel control fields. General supervision over labor control
was gradually developed in the Department of Labor. That
department secured the service of some of the ablest econo-
mists in the country, who assisted in working out its plans
and policies.
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"THE NATIONAL WAR LABOR BoARD

Perhaps the most notable organization under this depart-
ment was the National War Labor Board, of which Ex-Presi-
dent Taft and Frank P. Walsh were chairmen. This board
was created by the War Labor Conference, a body made up of
five representatives of labor and five of employers, which was
invited by Secretary of Labor Wilson, on January 28, 1918, to
work out a plan for the settlement of strikes during the war.
The War Labor Board and the plan under which it operated
were devised by this conference after sessions lasting several
weeks. The board was called in to settle labor controversies
where all other means of adjustment had failed; and its deci-
sions were almost without exception accepted as final by both
parties to the controversy.

UNITED STATES EMPLOYMENT SERVICE

The business of finding jobs for men and men for jobs is
most inefficiently conducted under private enterprise. War
conditions made a bad matter worse. Private employment
agents were a great factor in increasing the labor turnover.
Employes who were eagerly grasping every possible means of
increasing their working force paid large bonuses for obtaining
men; the employment agents would stimulate dissatisfaction
and labor difficulties at a plant in order to get the men for
another plant.

The Department of Labor established the United States
Employment Service, which opened more than 700 employ-
ment offices in all parts of the country. A separate branch
known as the Public Service Reserve dealt with technical and
professional experts; another branch organized boys for work
on farms. ,

The Division of Conciliation, Labor Adjustment Service,
which was organized prior to the War Labor Board, settled
322 industrial disputes affecting nearly a million workers, in
the last six months of 1917.

Other important war bureaus in the Department of Labor
dealt with wonmien in industry, working conditions, industrial
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housing and transportation and information and education.
The job of the last named bureau was to develop a sound
public sentiment among employers and workers concerning
the issues of the war. For example, speakers were sent into
plants working on war industries and posters were placed
in them to stimulate a sentiment among the employes that
would favor industry and condemn slacking.

It would be difficult indeed to appraise the work of each
and every separate bureau of the government which had to do
with labor control during the war, and determine the value of
its contribution. Here, as everywhere else, the work of
organization had to be done under great pressure and such
men were used as were available. There was no time to
carefully build up by the process of trial and error an efficient
organization, and the results varied greatly, of course, accord-
ing to the fitness of the men who happened to be placed in
charge.

In judging the results obtained by government control of
labor, therefore, attention must be given to the broad general
result, and not to the detail of some little corner, where the
critic may have discovered an instance of gross inefficiency;
and judging by these broad results, it must be agreed that
government control of labor was one of the most powerful
and necessary factors in winning the war.

. TESTIMONY FROM A BusiNEss LEADER

As stated at the outset, however, there is a large body of
business men who condemn the work of the government
in connection with labor, and who have evidently forgotten
the conditions which developed during 1917, the first year
of our war activity, and which created an overwhelming
public sentiment that compelled the government to take
action. :

A vivid picture of this condition is given in a statement by
.Mr. James A. Emery, of the National Industrial Conference
Board, an organization of large employers of labor, to which
was largely due the establishment of the War Labor Board.
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Mr. Emery's statement, made in April, 1918, was in part as
follows: . :

The need for devising an effective means of preventing the continuously in-
creasing interruption of our war production has become steadily greater.  So far
as it has and is being caused by agents of the public enemy, it has been and will be
the subject of increasingly drastic legislation and police administration; but so far
as it has been due to economic differences, intensified by circumstances of war
production, agitation and suspicious discontent, it is but partially and ineffectually
met by existing agencies or the experimental policies of the government,

Soon after the declaration of war, labor dispute adjustment machinery was
created by agreement between the Secretary of War and Mr. Gompers in relation
to cantonment construction, by the Shipping Board, and the international officers
of the craft unions involved, while the Department of Labor and various temporary
committees and commissions, including the President’s Mediation Commission,
undertook the investigation, mediation or arbitration of general classes of em-
ployment controversies. Despite these various agencies, none of which were
coextensive with the field of industrial production, from our entrance inte the
war, strikes steadily increased in number, extent and intensity.

An investigation of strikes between April 6 and October 6, 1917, made by the
National Industrial Conference Board, showed during that period a verified loss
of 6,285,519 production days. The Bureau of Labor Statistics, Department of
Labor, in its December, 1917, bulletin reported for the preceding month of Sep-
tember, 171 strikes involving 147,349 persons, whose average loss of time indicated
a minimum labor loss of more than a million work days.

The same bulletin, reporting from official statistics of the German Empire,
indicated that the United States lost through strikes in the single month of Sep-
tember, 1917, more work days than the German Empire from the same cause in
the whole year 1916.

Whether we prefer the conclusions of a private body predicated upon painstak-
ing inquiry or the comparisons afforded by official figures, either indicates an
actual and threatened loss of production through labor disputes, with their social
reaction upon national unity of thought and action, constituting a tragic menace.
Whatever the motive of those who stop, or threaten to stop, the production of
ships or supplies for ourselves or our allies, they consciously or unconsciously
perform the work of the public enemy.

Great Britain met this condition by the famous Treasury agreement of March,
1915, between the government and the representativés of all the British trade
unions, The unionists were asked to abandon every restrictive shop practice or
custom threatening the maximum output of munitions, to agree that there should
be no strikes affecting such production, and that a dilution of unskilled, female
and unorganized laber be accepted, with a compulsory arbitration of all differences.
In return for this the government assured a limitation of employers’ profits and
the restoration, without prejudice to the unions, of the customs and practices which
they abandoned for the period of the war. In other words, highly organized
Great Britain became an open shop to win the war, for organized British labor
accepted the proposal and has kept its pledge with magnificent loyalty.

American labor conditions as we entered the war were substantially those which

7
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Great Britain reached by agreement. There from 80 per cent to go per cent of
the war industries, including shipbuilding, were highly unionized. Here the
reverse was the fact. The Naval Consulting Board, which examined and classified
plants available for munition production, reported, prior to our entrance into the
~ war, 18,654 establishments, of which 1,867, or slightly more than 10 per cent,

were union shops. We therefore possessed, as a matter of fact and law, upon
entering the war, a condition which Great Britain sought and established as a
national policy through negotiation and after-learning its necessity by costly
experience.

- As evidence that Mr. Emery did not overstate the condition
as to stoppage of production by strikes during 1917, another
quotation may be made: At the annual meeting of the Na-
tional Civic Federation early in 1918, a British labor union
leader who was present said that if Great Britain had suffered
from strikes as severely as did the United States during 1917,
she would already have lost the war.

It was this condition which brought about the establishment
of the War Labor Board and the great development of the
Department of Labor already reviewed.

To what extent the experience in government control of
labor during the war is applicable to peace time conditions, is
another story. There is no doubt that the war exigency made
it possible for the government to secure concessions from the
leaders of both the employers and the labor unions that would
not have been granted otherwise. There is no doubt, either,
that the reaction from government regulation has helped to
create the widespread belief that the government should no
longer interfere between capital and labor. On the other
hand, there is a growing appreciation of the extent to which
the public suffers by industrial strife and a growing belief that
some government body should act to protect the public
interest. The great epidemic of strikes in the year 1919 has
created a new demand that government regulation of labor
shall be established on a permanent basis.



CHAPTER IX
]
Capital

Government regulation of labor was necessary to win the
war, notwithstanding the right of the worker to sell his labor
where he pleased, or not to work at all. Government regu-
lation of capital for the war emergeny was exercised not-
withstanding the right of the owner of property to do what he
pleased with his own. ‘

Great Britain, where the burdens of war pressed far more
closely than in the United States, early recognized the neces-
sity of conserving capital by every means possible. The
government needed not only all the money it could raise by
taxation, on a scale never before known, but all it could
borrow. To obtain the necessary funds, it had to embark on
a great campaign to encourage thrift, so that those of small
means would have money to loan to the government. It had
also to see to it that capital, so urgently needed, not only for
loans to the government but to maintain the war industries,
was not diverted to nonessential enterprises. During the
war British cities were not allowed to undertake improve-
ments in drainage, paving, water supply or other public
utilities, or to expend any money except for necessary opera-
tions and maintenance. The private property owner could
not erect a building or even make extensive repairs without
demonstrating the necessity to a public authority. No enter-
prise could obtain capital unless its prosecution was necessary
to the war. . :

These restrictions were not difficult to enforce. Public
opinion recognized their wisdom and any individual who, for
his own pleasure or profit, desired to transgress them knew
that his just punishment would be the condemnation of his
neighbors and friends.

While the United States was at no time under any such

. ot
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pressure as England, systematic control of capital to prevent -
jts diversion from war purposes became nearly as complete
here as the war progressed and the government organization
became effective.

The Capital Issues Committee had authority over all
issues of stocks and bonds; and restricted all issues of new
securities by city authorities to necessary requirements.
It was the War Industries Board, however, which was most
effectual in controlling expenditure so that the least possible
amount should be devoted to luxuries and nonessential
industries. This board, established by President Wilson on
March 4, 1918, with Bernard M. Baruch at its head, was
rapidly built up to an organization which controlled the
entire productive activity of the United States and directed
it to the one object of winning the war. The board controlled
the buying and selling, the allocation of raw materials and
labor and the facilities of transportation by land and sea.

An excellent illustration of its operation was given when in
September, 1918, Senator Calder of New York introduced a
resolution in the Senate calling on the board for information
as to why the board had “promulgated orders which would
completely destroy the building industry of the country.”
In reply Chairman Baruch stated that the war needs of the
United States and its allies would call for 21,000,000 tons of
iron and steel during the last six months of 1918. The output
‘of iron and steel by the United States during the first six
months of 1918 was less than 17,000,000 tons. The production
of building materials normally consumes about 30,000,000 tons
of fuel annually. Their transportation amounts to 25 per
cent of the total tonnage moved by rail. In order to conserve
the iron and steel, the fuel, the transportation and the labor
urgently needed for war necessities, the production and trans-
portation of building material was restricted by the War
Industries Board to that required for war building purposes.

Against the action of the government in its control of cap-
ital there was little protest and there has been little criticism
since hostilities ceased. The same thing is true in England.
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Every thinking man knows now that the “business as usual”
slogan, with which England began the war, and which had its
day in the United States, would have meant national defeat
and disaster. Every thinking man knew when the war
reached its crucial stage that the nonessential industries and
the war industries could not both be carried on; and that
government action to prevent diversion of capital, labor and
materials to nonessential industries was a necessity.



CHAPTER X
Food

A narrow view of the subjects discussed in this book—
government control of industry—might possibly exclude the
two great bureaus which exercised control over food and
over fuel, as having to do with the control of consumption.
On the other hand, it was through these two bureaus that
control was exercised, not alone over consumption but over
the vast industry of producing and manufacturing every
form of food products and over the other vast industry of
producing and distributing every form of fuel. _

Government control over food was like its control over
labor in one important respect. It had to be exercised in an
_indirect way for the most part, and it had to be limited to
what public opinion would approve. Even more than in the
control of labor, the control of food production and use had
to'depend on the education of popular sentiment.

The food bureau had to deal with hundreds of thousands
of producers and millions of consumers, where the War Indus-
tries Board, in dealing with the production of copper, for
example, could control the whole situation by contact with
a dozen great corporations. Of necessity, the food bureau
in its work had to interfere with the daily life and fixed habits
of all the people. In doing this, however, it had the great
advantage that the absolute necessity of its work was all
but universally recognized. Every man, woman and child
knew that in Europe the issue of the war depended as much
on which side could make its food supplies hold out longest
as on which side had the greatest military strength.

The policies and practices of the Food Administration and -

the extent to which it had established new precedents in
economics were admirably set forth by Herbert Hoover in
an address before the Pittsburgh Press. Club, April 18, 1920.

9%
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He explained first that the necessity for America’s con-
serving food to supply the Allies arose from the scarcity of
ships. There was food enough for Europe in South America
and Australia, but to carry 5,000 tons of food per month to the
Allies would require 15,000 tons of shipping if brought from
Australia, 10,000 tons if brought from Argentina and 5,000
tons if brought from North America. In order that ships
should be available to carry the American army to France it
was necessary that America, rather than the more distant con-
tinents, should supply the bulk of the Allies’ food requirements,

The United States normally produces a small surplus of
food for export. In order that she should be able to honor
the draft of her allies three possibilities were open: She could
slightly increase the flow to them by a partial embargo on
food shipped to neutral countries; she could increase preduc-
tion by expanding the area planted; and she could reduce
consumption by cutting out the 15 to 20 per cent used in
excess of what is necessary to maintain public health. All
these three plans were put into effect so far as possible.

Wiy RATIONING Was NoT ADOPTED

In the other countries at war, a system of food rationing
was early established and was enforced more or less rigidly
as urgency required. In the United States Food Adminis-
tration, Mr. Hoover, in the address above referred to gave
reasons for rejecting rationing as follows:

Fifty per cent of the population.are either producers or live in intimate contact
with the producer, and, therefore, cannot be restrained in their consumption by
any rationing. The consumption of the very poor is not beyond the necessities of
health and strength.

Our industrial population varies greatly in its habit of consumption of any
given commodity in different parts of the country. For instance, the Southern
worker consumes perhaps not more than 2 pounds of wheat products per week per
capita, whereas in some parts of the North he consumes 8 pounds. Rationing of
wheat on any broad national lines would increase the consumption beyond neces-
sity in the South and decrease it in the North below necessity.

Furthermore, to adopt rationing as a positive system would cost the government
$10,000,000 or $15,000,000 annually for bureaucratic expense, as we "should have
to place tickets and coupons with every householder and behind these tickets
would have to be erected a vast administrative organization.
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ARGUMENT AcGaINsT HicH PRICES

There were strong arguments by theoretical economists
that the Food Administration should rather favor high prices
than low, because that would operate to check consumption.
Mr. Hoover answered this proposal as follows:

Reduction of consumption to the extent that we require by an increasing price
is simply to place certain commodities out of reach of those classes of the com-
munity who have not the purchasing power. This whole conception is simply
conservation for the rich and against the poor. The adoption of this principle of
rising prices would simply mean that the poorer sections of our community would
pay in suffering and the better-to-do classes would pay many score times the cost
of any other system of reduction.

Furthermote, if we are to increase the price of our foodstuffs merely to
decrease their consumption, we must enter a vicious circle of constant read-
justment of wages, for our working people must live.

Beyond this, again, we could no doubt reduce the consumption, for instance,
of sugar by 20 per cent, if we doubled the price; but to double the price of sugar
alone means an annual drain on our population of $600,000,000 and this $600,000,-
000 would go into the hands of a vast number of middlemen. This would give
rise at once to profiteering and discontent and would lay the foundation for social
revolt.

VOLUNTARY CONSERVATION

. The plan adopted by the Food Administration was to call
for voluntary food saving. A nationwide campaign of popu-
lar education was undertaken to bring home to the head of
every household and every individual that economy in the
use of food was a patriotic duty. Concerning this, Mr.
Hoover said:

I do not believe there is another nation in the world in which the proportion of -
individuals of a willing sense of sacrifice is so high as in the United States, and in
which a sufficient voluntary reduction in the use of food could be obtained.

This basis of reduction gave some trepidation to the Allies for fear of our failure;

but I am happy to say that the Allies will all have been fed during this harvest
year so far as the obligation falls upon us, almost wholly on a voluntary basis.

It would be difficult to justly appraise the results of the
food survey campaign and its effect on the individual con-
sumer and the private family. There is no doubt that the
savings made by certain classes were offset by the increased
consumption of others. Millions who received  far higher
wages than ever before and were more continually employed
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naturally bought food more liberally. The consumption of
beef products in the United States, for example, increased 1o
per cent in 1917. The Food Administration, however, was
not in full operation till near the close of that year.

Where the food saving campaign had very great results was
with the larger users of food—hotels, restaurants, hospitals,
army camps. The saving effected in such places was enor-
mous.

Thus, partly by outright saving, partly by substitution,
partly by increased production, the necessary food was ob-
tained. The United States has ordinarily only about 20,000,-
000 bushels of wheat over its home consumption available for
export. In 1918 the Food Administration originally planned
to spare 100,000,000 bushels of wheat to Europe. The
scarcity of ships to bring wheat from Australia and Argentina
made it necessary to increase the contribution to 160,000,000
bushels, and the Food Administration did it.

WoRLD FooD STATISTICS

Under peace conditions the figures for world food production
and consumption are collected and studied by the dealers who
buy and sell on the central exchanges and are used, of course,
for their own profit. The Food Administration, in coopera-
tion with the food control bureaus of the Allies, brought to-
gether these statistics as a guide to the economical collection
and distribution of the world’s food, and also as a guide in
fixing prices. This in itself was an epoch making event.

How Price Fixing Became CoOMPULSORY
The policy of the Food Administration from the start was
against rigid price fixing. The difficulties experienced in
European countries with price fixing were well known. Ina
public statement on February 25, 1918, Mr. Hoover said:

I wish to say at once and emphatically that the Food Administration is nota .
price fixing body, except with regard to certain commodities which today are
dominated by wholly abnormal overseas commercial relations:

And yet by the logic of events, the Food Administration was
compelled to fix prices. It had to use its knowledge of world
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supply and world consumption to adjust prices so that produc-
tion would be stimulated without bearing too hard on the
consumer of small means. How the price fixing was forced on
the Food Administration was told briefly and forcxbly by Mr.
Hoover himseli:

It was found by experience to be absolutely impossible to trust to the normal
commercial agencies to select the prime commodities necessary for national
existence among the Allies and to trust to the incidental operations of trade to

maintain the maximum handling of shipping, Furthermore, these commedities

- are distributed by their governments under rationing systems, and thus must, in
any event, come into government hands.

Therefore, the European governments have been compelled to undertake, as the
consequence 6f shortage of supplies, the single-handed purchase of their supplies
both for. civil and military purposes. There has thus grown up an enormous con-
solidation of buying of 120,000,000 European people, a phenomenon never before
witnessed in the economic history of the world.

Furthermore, we have aggregated in this country something like 2,000,000 men
under arms, and we shall probably expand our forces to 3,000,000 or 5,000,000
before we are finished. The buying for these men is necessarily concentrated in
one agency and we have thus a second great engine growing up in our midst as a
necessity of war conditions. ]

In order that these two buying agencies should not get in each other's way, it
has beeri necessary to place them under joint direction. In the final outcome,
therefore, we find ourselves in the presence of a gigantic monopoly of buying just
as potent for good or evil as any monopoly in selling, and in many instances either
making or influencing prices. Therefore, not through any theory, but through an
actual physical fact, the price made by this gigantic buyer dominates the market.

This is price fixing in a light never contemplated in economic history or theory,
and it is time that economic thinkers denuded themselves of their procrustean
formulas of supply and demand and took cognizance of it.

In commodities where this situation arises, the government must necessanly
stabilize the price, and all thepries te the contrary go by the beard.

It is entirely possible for the government to make these purchases to the best
advantage of the Allies and to the army and navy and to disregard totally the
civilian population, either the consumer or the producer. Where these purchases
aggregate such a volume as to make inroads on the normal consumption of the
civilian, it would mean that the residue would go to the highest bidder.

This would be conservation again—for the rich and not for the poor—with a
vengeance. Had we allowed this to go on in wheat, flour would today be $30 a
barrel, instead of at a universal price of $12.

The producer is also subject to damage by these great buying agencies. Pro-
duction of food doés not take place evenly over the year; it is seasonal. It is
entirely possible for such a purchasing monopoly to force down prices in the season
of surplus marketing below the producers' cost.

Again, transportation both inland and overseas is subject to every vicissitude of
war, Temporary stoppages in transport can produce every speculative disaster
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unless some stability is given to markets. Therefore, both sides, consumer and
producer, must be safeguarded by wise direction of this buying power, and this is
bound to result in price regulation for. certain commodities, in just protection to
both.

Because the Food Administration fixed prices through its
power over the markets and not by the method of arbitrary
public order, with penalties for infraction, there has been
general failure to appreciate the extent to which price control
was effected by the Food Administration.

How MucH Foop WAS SENT ABROAD?

In 4 bulletin issued September 19, 1918, at a time when the
continuance of the war for at least another year was fully
expected, the Food Administration issued a bulletin summariz-
ing the food it had sent to the Allies in the year ending July
1, 1918, and what it proposed to do during the succeeding
year in furnishing food to the Allied civilians and armies, the
American Army, and certain neutrals dependent for food on
the United States, as follows:
’ Average »Shii)ped Must ship Increase:

3-year year ‘year this year
' prewar ending  ending over -
shipments July 1, July1,  lastyear
1918 1919 :
‘Tons - Tons Tons Tons
Meats and Fats (Beef, Pork, Dan'y
Poultry and Vegetable :
Products).....c.ooevennninaen 645,000 1,550,000 2,600,000 1,050,000
Bread Stuffs (Wheat and substi-
tutes in terms of grain) . ....... 3,320,000 6,800,000 10,400,000 3,600,000
Sugar (From United States and
West Indies)................. 618,000 1,520,000 1,850,000 330,000
Feed Grains (Mostly Army Oats).. 950,000 1,950,000 2,700,000 750,000
Totals.....ccvvavnivnine... 5,533,000 11,820,000 17,550,000 5,730,000

Tae ErrFecr oN PRrICES

If prices had been left to the free operation of the law of
supply and demand, this great increase in purchases of food
for foreign shipment would have very greatly increased food
prices to the American consumer. It is of great interest,
therefore, to see what actually happened.

The following table was made public by the United States
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THE NATION'S FOOD BILL DURING A YEAR OF WAR
2d Quarter, 1917 3d Quarter, 1917
Total cost Cost per Total cost Cost per
in dollars capita in dollars capita
Breadstuffs. . ... .. $314,906,915| $3.0383 $393,732,314] $3.7844
Vegetables . ....... 330,709,747 3.1905 152,884,830 1.4694
Sugar........ ... 200,674,663 1.9363 205,527,930 1.9754
Fruits............ 78,361,156 7559 71,290,290 .6852
Oils and Nuts. ..... 52,302,765 .5046 58,304,496 .5604
. Fnsh .............. 26,140,445 .2522 . 26,326,613 .2530
Meats. . .....oune- 764,882,651 7.3804 777,233,981 7.4705
Poultry and Eggs .. 221,956,895 2.1417 226,038,723 2.1726
Dairy Products . 573,665,667 5.5354 584,068,678 \5 6138
Totals. . ...... $2,563,600,904] $24.7353| $2.495.407.855] $23.9847
. 4th Quarter, 1917 1st Quarter, 1918
Total cost | Cost per Total cost Cost per
in dollars capita in dollars capita
Breadstuffs. . ...... $348,554,753| $3.3372 $351,952,618]  $3.3567
Vegetables........ 136,899,969/ 1.3107 143,179,060 1.3655
{177c:1 SR 210,439,897 2.0148 190,016,407 1.8122
Fruits............ 70,506,614, .6750 75,057,007 .7158
Oils and Nuts...... 68,495,873 .6558 72,652,456 .6929
ish......... 33,133,947 3172 40,631,802 .3875
Meats............ 878,708,620 8.4131 838,387,663 7.9961
Poultry and Eggs . . 266,500,892 2.5516 304,216,881 2.9014
Dairy Products . 641,510,693 6.1421 676,389,410, 6.4510
Totals........ $2,654,751 1258 $25.4175|| $2,602,438,304] $25.6791
: Per cent increase or
2d Quarter, 1918 decrease over 2nd Quarter,
. 1917
Total cost Cost per
in dollars capita
Breadstuffs......... $349,626,283 $3 3216 + 9.3
Vegetables......... 123,903,476 1.1768 —-63.1
UgAT...........s. 188,723,860, 1.7930 -~ 74
Fruits............. 103,881,429 .9868 +30.5
Oils and Nuts...... 81,964,541 .7786 4543
ish...cocoiin... 24,732,401 .2349 - 6.9
Meats............. 638,789,266 8.9192 +2z0.8
Poultryand Eggs. . . 262,577,561 2.4947 +16.§
Dairy Products . 619,553,054 5.8863 + 6.3
Totals......... $2,693,751,871] $25.5919 + 3.5
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Food Administration on September 19, 1918. It shows the
total consumption of staple foods and the cost based on the
average wholesale price for each quarter. During the second
quarter of 1917 (the first three months of the United States’
participation in the war) the Food Administration’s work had
not begun. The Lever Bill, which gave it its charter of
authority, was enacted August 10, 1917. Thus the table
demonstrates that notwithstanding the large purchases for
export, food prices rose on the average only 33 per cent in the
year covered by the tables.

1t was also stated in the same bulletin that there had been
more than a 31 per cent increase in the prices paid the farmer,
so that a reduction had been effected in the contributions
which the consumer pays to the various middlemen—specula-
tors, jobbers, etc.—between the producer and thé wholesaler.

CONTROL OF MANUFACTURE AND TRADE

The Food Administration had to use the existing agencies
for the production, manufacture and distribution of food.
No other possible course was open. These agencies had all
been engaged in business for profit and for all the profit they
could make. Legally the man who produces or who buys
and sells has a right to sell at the highest price he can get the
purchaser to pay. The Lever Act for the first time applied
to this business the rule hitherto only applied to natural
monopolies such as public utilities, that prices and profits
must not be “unjust, unreasonable or unfair.” It further
gave authority to the President (acting through the Food
Administration) to fix “what is a just, reasonable, nondis-
criminating and fair storage charge, commission, profit or
practice.”

Had the power which the Lever law placed in the hands of
the Food Administration been used in an autocratic way, as
it might easily have been from lack of judgment in establish-
ing policies at the start, the whole Food Administration might
have been wrecked with resultant disaster to the nation and
its allies. It was not only necessary that the producers and
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makers and dealers in food should be controlled, but that
they should voluntarily accept such control and work effect-
ively under it.

In an admirable summary of the work of the Food Admin-
istration by Mr. Thomas H. Dickinson, in the North American
Review of July, 1918, the principles which were to govern the
Food Administration, as laid down by President Wilson and
Mr. Hoover in the spring of 1917, were as follows:

The encouragement of production through the protection of the interests of the
producer; a resolute scrutiny of costs and trade practices in the great producing
and distributing food trades; an insistence upon the principle in the dealing of
these trades of the ‘‘reasonable profit” and no more; the segregating by requisition
or otherwise of the food stocks necessary for the war purposes of America and the
Allies; the utilization as far as possible of the extant machinery of the food trades
without radical and unnecessary reorganization; the maintenance of the food
trades in the hands of their legitimate agents; the establishment of food distribu-
tion, if necessary, upon a scientific nutritional basis; the conservation of food and
the elimination of waste by the people of the United States; the centralization of
responsibility and the decentralization of administration; the dependence upon
volunteer cooperation by all classes, producers, distributors and consumers.

LicensING THE Foop TRADERS

The main instrument by which the purposes above de-
scribed were carried out in the Food Trades was the system
of licensing. Of it Mr. Dickinson says: ‘

The system of licensing is to be explained as the means whereby.the voluntary
cooperation of the food trades of the country is moulded into the execution of the
national will as revealed in the food control law and in the decrees of the Food
Administration. The license system enlists the patriotic majority for the control
of the recalcitrant or seditious minority., It is more a system of convenient admin-
istration than of governmental control. By means of the license system the trade
is protected as well as is the government. It provides standards where standards
are much needed. It relieves the anxiety of competition under unfair conditions.

The punishments provided for the violation of the license provisions are of a
new and interesting order. While backed by the power to take criminal action,
punishments have been as a rule of the more direct order that attacks the licensee’s
right to do business. Revocation of license is a much more serious punishment
than a fine and much more easy of application.

It is probably true that the American public has never
sufficiently appreciated the work that the Food Administra-
tion did on its trade control side. The consumer knew that
he bought his food from the same men as before; he knew
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that many prices rose apace, as the table above shows; and
the public has a better memory of the price that rose than
of the price that fell. He knew that men in the food trades
were making good profits, as was inevitable when business
was more active than ever before in history and the volume
of trade unsurpassed. It was entirely natural to conclude
that the Food Administration was letting things take their
course, and that its sole activity in trade control was a rare
fine or suspension of the license of some profiteer.

In other words, because the Food Administration did not
openly publish fixed prices and limit profits for the whole
food industry, and enforce compliance with them under severe
penalties, the public failed to appreciate the extent to which
its control over the miller and manufacturer and dealer was
effective. '

The question may be raised, of course, whether the Food
Administration’s control went as far as it might have gone—
whether greater stringency in control might not have further
reduced, the profits of the trade. As to this, ho one possibly
can be wise enough to say; but in forming an opinion on such
a question it is only fair to give heed to the difficulties and
limitations of the Food Administration. Like every other
government war bureau, it had to be organized in the briefest
possible time with such men as were available and with no
opportunity to try them out. For the most part it had to be
made up of men from the trades to be controlled. An
error of policy in endeavoring with such a staff to enforce too-
closely limitations of profits might have wrecked the whole
plan for cooperation and done irreparable harm.

The best of all evidence of the success of the Food Admin-
istration’s control is the course of events since its work ter-
minated. The increased food prices that have prevailed dur-
ing 1919 compelled Congress to continue the control over the
sugar market. The nationwide outcry against profiteers is
an unconscious testimonial to the work done by the bureau
during the war under the direction and inspiration of Herbert
Hoover. ’



CHAPTER XI
Fuel

The oft repeated economic lesson of the war, that supply
and demand relations utterly fail to fix prices equitably when
absolute necessity prevails, was nowhere better illustrated
than in the fuel industry. Civilized man has become not
merely a tool using animal but an animal who has harnessed
the great powers of nature to his tools. And of these great
powers, that stored in fuel is now nearly the sole reliance.

Ships to win the war lie idle when coal or oil is lacking.
Guns and shells and transportation, and all the industries
that supply the daily necessities of both war and peace, all
come to a dead standstill when the fuel supply stops.

The rulers of Germany alone of all the great nations clearly
understood at the outbreak of the war that control of fuel
meant national supremacy, not only commercial supremacy
in peace but military supremacy in war. Germany's invasion
of Belgium was not merely because topography made an
attack on France easier by that road. Germany knew that
her possession of the rich coal and iron mines of Belgium and
Luxemburg would give her an enormous military advantage.
She added to that by invading Russia far enough to secure
control of her principal coal fields.

CoNTROL IN GREAT BRITAIN

It would be difficult to overestimate the enormous handicap
to the Allies and advantage to Germany which resulted from
Germany'’s capture of coal fields. Italy and France had short
rations of fuel for their war industries for years. They were
continually on the ragged edge of a precipice. Great Britain,
with the best will in the world, failed to comprehend in the
early years of the war that coal was a prime necessity to win
victory. :

The traditions and prejudices of the British business man,

104
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and of that nation’s intellectual leaders and statesmen, have
been for a century strongly opposed to all government inter-
ference with industry. ‘' Business as usual,” was the slogan
with which the Britisher began the war. He was converted by
the experiences of the first disastrous year to see that govern-
ment must take the lead in a vast campaign for the production
of guns and shells; but he had no comprehension of the fact
that coal and shipping were just as essential to win the war.

At every extension of government direction of ship opera-
tion and coal digging and distribution, a vociferous protest
arose from the great influential middle class that so largely
dominates public sentiment in Great Britain.

The government, headed by Mr. Asquith and later by
Lloyd George, had to reckon with this prejudice—just as
President Wilson had to wait until public sentiment in the
United States had reached a point that would permit this
country to enter the war without danger of serious civil
discord. For nearly three years the Government of Great
Britain temporized with the coal situation and interfered with
the coal trade only when troubles arose that made inter-
ference necessary.

And these troubles came thick and fast. Coal production
fell off just at the time when coal was most urgently needed.
Coal prices rose apace, arousing widespread protest from both
householders and industries. Coal miners demanded large
increases in wages and strikes started whose continuance
meant certain national disaster.

The destiny of Great Britain and of the world seldom hung
on a more slender thread than when on July 20, 1915, Lloyd
George's personal appeal, after all other means had been tried
and failed, induced 200,000 Welsh coal miners, who had been
on strike for a week, to return to work.

The * Price of Coal” Act

Looking back on the situation now, it is easy to see that
measures should have been adopted from the start to prevent
such dangers, but few could see it then.

8
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It was while the nation was awakened to the dangers of the
coal situation by the strike in South Wales, that Parliament
took the first step toward control by passing the *‘Price of
Coal™ Act. This limited the price of coal at the mine to not
more than 4 shillings advance above the price prevailing in
the year ending June 30, 1914. While this protected in some
measure the home consumer, it left the coal industry free to
profiteer from the necessities of France and Italy and Russia. -
Not till a year later were arrangements made to control prices
of export coal.

Those who opposed government interference with the coal
industry based their opposition on the argument that private
enterprise unhampered would produce more coal and would
distribute it to those who needed it most and could afford to
pay the higher price. At the end of two years of war the
statistics of two years of coal output and export proved that
a continuance of past policy meant national disaster. Here
are the figures:

TOTAL PRODUCTION OF COAL BY GREAT BRITIAN

. Tons

August, 1913, to July, 1914............ e 281,133,000
e b C+3 7/ W0 < TS {7 & S0 250,368,000
' 915, to “ 1916........ N e 250,748,000

Total Exports -
L ) & 73,500,000
11 7 SR ettt et e, 59,000,000
G ) 3 U A 43,500,000

It was the showing which these statistics summarize that
broke down the opposition to complete government control of
the mines of South Wales. Three months later similar action
was taken for all other coal mines in the United Kingdom. A
Coal Controller for the United Kingdom, Mr. Guy Calthrop,
was appointed and a new government department was created
under his direction. This organization undertook the regula-
tion of prices and limitation of profits in the field of both
production and distribution. An agreement was reached and
epforced by Act of Parliament, under which each coal mine
owner was guaranteed profits at least equal to those made
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during the year before the war. Additional profits up to 20
per cent excess allowed by the War Finance Act were per-
" mitted, but three-fourths of these were to go to a fund to make
-good losses of mines where profits fell below the standard
return. .
" Conclusion of arrangements with the coal miners’ organiza-
tions, providing for increased wages and removal of restric-
. tions on output, were the next important work of the depart-
ment. After nearly a year of negotiations and compromises,
wages were agreed upon involving an advance of some $100,+
000,000 annually to the mine workers. The advance in the
“price of coal fixed by the act of 1915 was increased in October,
1917, from 4s. to an amount varying from 6s. 6d. to gs.

Limiting Consumption

Campaigns to reduce consumption by preventing waste
were also undertaken, both to stimulate voluntary economies
and to enforce saving by a system of rationing.

Everyone can now see that every bit of work done by the
Fuel Control Department was necessary. With all that this
department was able to do, Great Britain’s output remained
far below the requirements of the nation and its allies to the
end of the war. The heavy drafts to fill the armies limited the
man power available to operate the mines. Coal for the navy,
for munition works, for railways at home and abroad, for other
works of absolute necessity, had to be found. Household
consumption and nonessential industries had to be cut off to
supply the deficiency and nothing but the strong hand of the
government could effect this.

Is Government Qunership of Coal Mines Ahead

In Great Britain, even before the war emergency, govern-
ment ownership and operation of the coal mines was a live
political issue. The experience of the war has brought it
into still greater prominence. It is true that the war time
method was control and not actual ownership and operation;
the mine owners continued to operate the mines while the

1
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government directed their methods and limited their profits.
A precedent has been established, however. The public has
learned that coal is king. The mine owner and the coal
dealer and mine worker can reign in peace so long as their
rule is beneficent; and in the past Great Britain has had its
coal supply furnished at a marvellously low price. Here-
_after, the workers at the mines must have higher wages, and
this the public will concede; but it will not have its coal supply
shut off by disputes between the workers and the employers.
Government control of the coal industry in Great Britain may
be for a time relaxed, but the coming of any emergency will
surely see it reestablished, probably in a permanent form.

ConTrROL IN THE UNITED STATES

Great Britain took control of its railways when it entered
the war and delayed for two and one-half years taking control
of its fuel industry. The United States Government, en-
lightened probably by Great Britain’s experience, took control
of fuel within four months after declaring war, but delayed
control of the railways until it had been at war for ninemonths.

One thing which compelled early action in the United States
was the course of coal prices. The United States has far
cheaper coal than any other country in the world. During the
greater part of 1916, notwithstanding the stimulus which
business had received from Europe's great purchases, coal
prices remained low; $1.25 to $1.50 per ton at the mine was
the prevailing price. During the latter part of the year,
however, demand outstripped production, users of coal bid
against each other to secure a supply, and prices went sud-
denly soaring in a way that amazed coal producers as much
as it did coal users. By the summer of 1917 soft coal was
selling at $7 to $8 per ton, with every prospect of further
advance. Nearly all of this price was added directly to the
profit of the mine operator and the coal dealer. There had
been little increase in miners’ wages and none in freight
charges. i

The business community, which commonly is bitterly
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opposed to any government interference with industry, found
itself in a position where it had to pay to the coal industry
such a price as the latter chose to ask. Hence, vociferous
appeal for government control arose from quarters where the
contrary is always expected.

Since the demand for government control arose from the-
above described cause, price control was the first task under-
taken. Prices at the mine for soft coal produced in 28 dif-
ferent mining regions were fixed by Presidential proclamation
on August 21, and on anthracite two days later. In the
proclamation establishing prices it was revealed that the aim
had been to limit excessive profits on the one hand and on the
other to increase production. ‘“‘The prices provisionally
fixed here are based on the actual cost of production and are
deemed to be not only fair but liberal as well. Under them
the industry should nowhere lack stimulation.”

These provisional prices were subject to appeal and 41
complaints were investigated up to the end of 1917. These
affected only a small part of the total tonnage produced
(about 11 per cent) and the additions in price allowed as result
of the appeals added only 31 per cent to the total outlay for
soft coal.

New prices for coal made necessary new wage rates to the
coal -miners. A national conference of mine owners and
operators was called at Washington October 6, 1917, and an
agreement was formulated under which 45 cents per ton was
added to the price of coal to cover increased wages. The
miners agreed ‘‘not to strike or cease working without cause,”
and the mine operators to refrain from lockouts. A penalty
clause was adopted, enforceable against either mine owners
or miners for infraction of the agreement. These penalties
were fixed separately in each mining district by agreement
between the operators and miners.

A special labor department was established to aid in the
adjustment of differences, and, according to the report of the
Fuel Administration, for the first ten months of its work, to
the end of 1917, had averted strikes in a dozen different States.
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I ngreased Production

The need for price fixing and settlement of strikes brought
about the establishment of the Fuel Administration. The
need for increasing production and stopping waste and non-
essential use soon became its greatest task. In 1916, a year
of unprecedented industrial activity, the total production of
soft coal in the United States was 502,519,682 tons. This
was about 60,000,000 tons more than was mined .in 1915.
In 1917, notwithstanding the diversion of labor by the draft
and the stoppage of immigration, leaving coal operators short-
handed, 554,000,000 tons were mined. In a pamphlet issued
by the Fugl Administration August I, 1918, when the war
activities were at their height, the quantity of soft coal needed
from April 1, 1918, to April 1, 1919, was estimated by the
Fuel Administration at 735,000,000 tons, of which 100,000,000
tons would be drawn from the anthracite fields. In other
words, substantially 80,000,000 more tons of soft coal were
needed for war industries and transportation than were mined
in 1917. T

Transporiation

The limiting factor in coal production in 1917 had been
transportation even more than labor. During the latter
half of the year, railway congestion blocked the movement of
coal. The United States Geological Survey’s reports showed
a total loss of production of 34,992,680 tons in the period from
August 18 to December 29, due to car shortage. The condi-
tion grew rapidly worse toward the end of the year. In the
week ending December 15, 4,506,135 tons of possible produc-
tion were lost through failure to obtain cars at the mines.

This was while the railways were still under company
control. No wonder the Fuel Administrator said in his annual
report: '

The Fuel Administration views with the greatest satisfaction the appointment
of a Director General of Railways, in whose hands is concentrated the power to

utilize the railways and their equipment to an extent impossible to several lines
separately managed,
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The year 1918 opened with the worst railway congestion
ever known, while for two months the most severe winter
weather for a century blocked railway operations to an extent
without precedent. Coal scarcity prevailed over a large
part of the country during the winter and spring. Relief of
congestion came with summer; and coal productibn then
-reached records never before approached. In April and May
the output of coal was 63 to 77 per cent of the total capacity.
In the nine weeks from April 1 to June 2, the average reduc-
tion of production (below 100%,) was about 26 per cent, of
which car shortage caused 13 per cent, labor shortage 5.8
per cent, mine disability 3.2 per cent, lack of orders 1.6 per

cent and all other causes 2.4 per cent. Of course, conditions .

varied greatly in different districts. In some localities car
shortage reached 50 per cent to 60 per cent.

In the week ending June 8 a great improvement appeared.
The output rose to 82.3 per cent of the total capacity, or
12,427,000 net tons. Car shortage dropped to 7.8 per cent;
lack of orders fell below I per cent. In order to reach the
output of 634,594,000 tons, estimated as the requirement for

the year from April 1, 1918, to April 1, 1919, the deficient

production during the first two months made necessary an
average weekly output of 12,400,000 tons of coal for the rest
of the year. -This record was reached during June and July,
notwithstanding the decrease in mine labor due to the call to
the colors. ,

In this estimate of 635,000,000 tons as the required output,
~ allowance was made for the reduction in use by a countrywide

campaign for economy and for the restriction of nonessential
industries. The table reproduced on the following page is
an analysis of the country's coal requirements made by the
Fuel Administration on June 6, 1918.

This table is an interesting illustration of the way in which
systematic statistical work was applied in the operation of
government control. For the first time it became possible
to direct an entire industry from a central authority. This
made possible among other things some remarkable econ-

*
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omies in distribution. In the United States, as in Great
Britain, it was found that coal was being shipped. needless
distances. Some markets were supplied from a dxstant source
to the neglect of a nearer .one.

The prevailing competitive system and the railway rate
structure is planned to give the distant producer a chance in
each market.

Necessary as this is when competition alone governs price,
it has no justification when the government fixes the prices.
In March, 1918, the Fuel Administration, in cooperation
with the Director General of Railroads, established a zone
system to cover the distribution of soft codl. Shipments

_of 2,000,000 tons of Pocahontas coal to Chicago, with an
average haul of 660 miles were stopped and Chicago had
to draw from the Southern Illinois coal field, 330 miles
away. The Wisconsin market was forced to give up its
Kanawha River coal and draw from nearer fields. These
are but a few examples of many such changes made in the
distribution of coal. Not only was useless hauling saved,
but release of cars from useless hauls made them available
- for mine supply, and thus added to the total tonnage output

CONSUMPTION OF COAL IN THE UNITED STATES FOR VARIOUS
PURPOSES DURING WAR YEARS

-Required  Consumed Per cent

1918-19 1917 increase
oo Class of use ) Net tons Net tons
Industrial............... N 249,025,000 204,907,000 I8
Domestic. . ........coiiiiiiiininnnennn 75.678,000 66,915,000 13
Gas and electric public utilities. . ........ 37,941,000 33,038,000 I5
Railroads........... .ot 166,000,000 155,000,000 7
Exports 24,000,000 24,000,000
Beehive Coke................c0ihinenns 52,450,000 52,450,000 ..
-Bunker—Foreign...................... 10,000,000 7,700,000 30
Bunker—Domestic, inc. Great Lakes...... 5,000,000 5,000,000 ..
Power and heat at coal mines............ 12,500,000 11,000,000 I4
Substitution of coal for oil, mamly in the
Northwest..............coiiinen... 2,000,000 ..........
Totals. .. ...covimeiiiiiiiniivnnnn, 634,594,000 560,010,000 13.32
Deduct: Imports. .. ... ... ciiiiiiines cennennnnn 907,000 .....
“ Used fromstorage. . ......cocvn  vvrennnnn. 4,375,000 ....
Net tons of production. . ............... 634,594,000 554,728,000 14.4

Increased requirements Over 19I7......c0n  .ecvvnnnnn 79,866,000 14.4
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possible. The diversion of 2,000,000 tons of Pocahontas coal
from Chicago, for example, made possible an additional out-
put of at least 700,000 tons of Pocahontas coal.

A great deal was accomplished in stimulating the produc--
tion of more coal by fewer miners. Systematic encourage-
ment to miners to make large outputs and to hold in abeyance
custom and traditions and union regulations limiting the
output was notably successful. Machine mining had made
possible enormous outputs. The Fuel Administration, in a
bulletin issued August 1, 1918, noted the record of a miner in
the Bliss Colliery of the Lehigh & Wilkesbarre Coal Co. In
a single month he mined 350 mine carloads of coal and re-
moved 58 cars of rock, and his total earnings were $350.

A “production committee” of six men.in each mine, three
chosen by the mine operators and three by the miners, had for
its duties to urge all to work to the best of their ability and
make full time, to keep track of individual workers, and to re-
port short hours or absentees.

Restriction of Consumption

There has been little criticism of the work of the Fuel Ad-
ministration in its control over prices and production, but
restrictions on the use of coal for nonessential industriées
caused widespread protest, as was to be expected. The
policy here, however, was not to wholly stop an industry
classed as nonessential, but to place it on short rations of
fuel. This was not so much of a hardship as might appear,
because such industries were generally making goods for
which the demand was light, and their supply of capital and
labor was depleted as well as their supply of coal. Among
the industries thus restricted were brewing, clay products,
manufacture of pleasure automobiles, florists, window glass
making, and musical instruments. Use of coal or fuel oil in
private pleasure yachts and use of any fuel by country clubs,
except wood or peat hauled without railway transportation,
was wholly cut off. '

The campaign of education to prevent waste was well
planned and had undoupted good results. A very large pro-



114 GOVERNMENT CONTROL AND OPERATION OF INDUSTRY

portion of the coal mined is wastefully burned. Because of
her very cheap fuel, America has been always the worst sinner
of all nations in this particular. Waste benefits no one, and
with the much higher scale of fuel prices which are a certainty
of the future, greater economy in the use of all fuel is
imperative,

Heatless Days and Lightless Nights

The acts of the Fuel Administration, which were of the
least consequence so far as fuel saving was concerned, caused
more discussion and criticism than all its other acts com-
bined. These were the orders establishing ‘“‘heatless days”
and “lightless nights.”

The heatless days were an outcome of the coal famine in
the winter of 1918, when unprecedented severe weather com-
bined with railway congestion created a situation of grave
public danger. There were 250 ships laden with war mate-
rials tied up in port for lack of fuel. Street railways and
electric lighting plants were scraping the bottom of their coal
bins. Private consumers and whole towns and cities were
clamoring for coal. By order of the Fuel Administration all
business not absolutely necessary in connection with the war
was ordered suspended, so far as use of fuel was concerned,
from January 18 to January 22, and on Monday of each
week following. Eight such ‘““‘heatless days” were observed.
The actual amount of fuel saved was not great; yet at the
 end of the five-day period of business suspension, every ship
of the 250 held in port for lack of coal had filled her bunkers
and gone to sea, and towns and cities where coal famine had
prevailed had been supplied. '

Of equal value with the coal directly saved was the forcible
impression made upon the public as to the great need for econ-
omizing in fuel at every point and increasing its production.

The *lightless nights,” when all unnecessary street lights
and advertising signs were discontinued, had a similar value.
It was not merely the amount of coal saved by the reduced
consumption of current for blazing street lamps and signs;
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the very absence of these signs advertised to everyone that
a national emergency called for economy by every patriotic
citizen in the use of fuel.

Looking back on the work of the Fuel Administration,
there is no escape from the conclusion that its work was a
necessary contribution to the part of the United States in
the war. It was not necessary here to take any such drastic
measures as were required in France and Italy, where coal
for domestic heating was cut down to an almost unbelievably
low point in order that the war industries might be supplied.
In the use of fuel, as well as food, government control of the
private consumer was exerted in the form of moral suasion
and appeals to patriotism, rather than outright compulsion.
The result cbtained justified this method; and for his entire
work as Fuel Administrator President Garfield deserves a
much larger measure of public credit than he has generally
received.



CHAPTER XII
Some Unforeseen Results

THE WAR AS A STIMULANT TO INDUSTRY

The careful student of government control of industry
during the war can not fail to note that one reason why that
control was accepted: so readily was not alone because of the
great wave of patriotic sentiment which swept over the coun-
try but because of the amazing prosperity which the war
brought to almost all kinds of business. )

A graphic revelation of this is given in a curious little book,
written by a British manufacturer in 1916. He is so de-
lighted with government control of industry as it applies to
his own business—apparently an iron working shop under
the control of the Minister of Munitions—that he rushes
into print to praise the operation of government control and
‘to urge that it be adopted as a permanent policy!

One can read between the lines just the type of man the
author is—a representative of that sturdy, conservative,
slow thinking John Bull, so well depicted in the pages of
George Eliot and Charles Dickens.

This manufacturer plaintively recalls his troubles before
the war. He had to have a selling department working hard
to get orders and taking them under sharp competition,
which kept down his profits so that he could only pay low
wages. Even then his business was often slack. His work-
men were constantly bothering him with demands for higher
wages or new shop rules to restrict output, with threats of
strikes in the background.

And now, behold, what a change! The government keeps
him busy with all the orders his plant can possibly fill. His
employes are turning out work at a rate never before known.
. They are getting higher wages than ever before, but the gov-
ernment pays prices which permit this wage and leave him
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a fair profit. He is not one of the men anxious to reap a
sudden fortune; his ideal is a safe, easy going business that
will relieve him of worry and give him a comfortable income.
And government control has realized this ideal for him. ‘Loss
of orders, bad debts, protesting workmen, even difficulties in
the purchase of raw materials—all these anxieties, which
once so’ interfered with his digestive process, are happily
ended.

“Why then,” says John Bull, “since it is demonstrated
that government control is so beneficial, should we not con-
tinue it after peace comes, instead of returning to that
beastly old system of competition, where one had to be worry-
ing about so many things, don’t you know?”

This is all very amusing to an economist; but it is not at all
improbable that the expressions above quoted represent the
views of a good many people. The war was the greatest
stimulant to industry and production and trade that the
modern world has ever known. It is human nature to enjoy
the effect of a stimulant and to overlook the depression that
has eventually to follow stimulation.

‘Probably many other men besides the John Bull whose
sentiments are depicted above confused the effect of the war
as a stimulant with government control that distributed that
stimulant to labor and industry and transport and distribu-
tion, so that all should have a portion.

Many other men with greater insight than John Bull are
sure to ask whether some of the beneficial results that did
follow, first, from the great stimulation and, second, from the
exercise of government control, can not be attained for the
benefit of the world in time of peace.

It was a revelation of the world’s surplus production capa- -
city, of which no one ever dreamed, that for five years the

population should be able, while still supplying its daily
necessities, to spare so many millions of men to carry on the
work of killing and destruction.

Suppose that this huge surplus capacity of labor and' ma-
chinery had been applied for five years, not to the work of
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destruction, but to works for the benefit of mankind—to the
building of ships and railways and roads; of houses and stores
and factories and schools; to the drainage and irrigation of
waste lands; to the planting of forests and the fertilizing of
barren soils; to works for the higher development of the race,
‘through religion, art, literature, education.

Had the labor and machinery and raw materials, so lavishly
poured out to effect destruction in the war, been applied to
work for the benefit of mankind, there would have been the
same great beneficial stimulus to labor and industry that the
war brought, and great strides forward would have been made
in the enrichment of men’s lives, the world around.

We all know now that one of the underlying causes of the
war was that supply had outrun demand. Great industrial
nations were eagerly competing for the world’s markets.
In 1913 and 1914 many hundreds of millions of dollars worth
of ships and factories and mines and machinery in Europe and
America, and hundreds of thousands of workers were idle for
lack of a market for their product. :

And yet human waits are well nigh limitless. If the com-
petitive system can not find a way whereby it can utilize the
surplus producing capacity of the world, then there will sooner
or later be an insistent demand that government shall establish
a control over industry which will enable idle labor and idle
machinery to be set at work. If it can do nothing else, it can
supply the needs of those who, because of their poverty due to
lack of employment, have not been able to putjchése goods.

THE ErreEcT oF GOVERNMENT CoNTROL ON COMPETITION

The operation of government control during the war has
rendered more acute the problem of monopolies. The war
has greatly stimulated the development of trade combinations
to limit competition. Before the war, the Sherman Law,
although largely ignored, was ever in the background as a
specter that might make trouble if the limitation of competi-
tion was too open and flagrant.

When government control was established, the trade asso-
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ciation, which had been hitherto either an outlaw or an object
of suspicion, became at once a valued aid of the government.
It was entirely natural, and indeed necessary to prompt ac-
tion, for the government bureaus, in dealing with a.specifi¢
trade, to go direct to the representative associations of the
trade and to use them as a direct means of reaching the scat-
tered members.

One chief object of trade asspciations is to limit wasteful
practices resulting from competition. Since the stopping of
.all waste in war time was a paramount necessity, the very
government which a short time before had frowned upon such-
acts as criminal, now joined to aid the culprit trade associa-
tion in promoting just the acts which had recently been ac-
counted unlawful.

There is no question that those engaged in the same trade
.have come to know each other better in the past four years
than ever before. They have learned how to cooperate with
each other, to cut out wasteful competition; they have learned
how to operate and adjust fixed scales of prices to suit-varying
conditions and locations. They have learned how to act
together in dealing with labor, with the purchase of raw ma-
terials, with the distribution of product, with the conduct of
“*drives.”

All these things have been done openly, with the encourage-
ment and even at the request of the government. They will
not unlearn these things now that the period of government
control has passed and an era of free competition is supposed
to be reestablished. Nothing is more natural than that the
experience of the war in limiting competition should lead
those who practiced it then to continue to practice it now.
- Indeed, it is not at all improbable that a considerable part of
the great rise in prices since the armistice is dueto the action
of the trades who during the war learned how to control com-
petition better than ever before.

It must be remembered, however, that the cooperative
action of the various trades and industries during the war was
not wholly bad by any means. Waste benefits noone. More
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intelligent study has been given to the problem of preventing
waste in a hundred different industries during the past five

years than ever before. Enough has been learned to point

the way to the saving of hundreds of millions of dollars worth

- of labor and material annually which now go to waste. But,

in order to actually make this saving, continued cooperation
of the members of a given trade will usually be essential.

" The problem is, how can this cooperative action be secured,

and the individual members still maintain active competition
with each other. A solution is far from easy. Some promin-.
ent public men go so far as to declare that the day of free
competition is passed. If that be indeed so, then the day of
uncontrolled private enterprise is past also. Itisunthinkable
that the public will long submit to paying the prices fixed by

monopolies for its food and clothing and other necessities.

Government control will have to be established over industry
and trade, as it has been over all public utilities, if and where
industry and trade succeed in establishing a monopoly able to
exact tribute from all.



CHAPTER XIII
The Popular Verdict and the Truth -

If the question were asked, was government control of
industry during the war on the whole successful, the answer of
the typical business or professional man would be in the nega-
tive. The “bourgeois’” and the ‘“intellectuals’”’—to use
terms which are now becoming familiar—are well nigh
unanimous in condemnation of the way the government’s
business was carried on, and their condemnation is very apt
to be expressed in lurid terms.

The situation has been well summed up by saying that the
present public sentiment is conservative. It demanded the
return of the railways to-private ownership, and would hear
nothing of proposals for reforms which might avert a later
swing of the pendulum to outright government operation.
In Great Britain, Parliament rejected by an overwhelming
majority the proposal for nationalization of the coal mines,
even though that policy had been recommended by a govern-
ment commission.

These are merely typical illustrations of the swing of public

‘sentiment toward conservatism.

The public sentiment thus expressed is the dominating
sentiment. Labor and the socialists and the farmers may
hold more radical beliefs and in a voting test might far out-
number the conservative element, but the latter holds the
position of influence and leadership.

The facts set forth in the preceding chapters point to the
conclusion that in its estimate of government control of indus-
try during the war the ignorant and radical majority is nearer
right than the intellectual and conservative minority. Govy-
ernment control of industry as a war measure was far more
successful than the intellectual pubhc realizes.

This is not by any means saying that its continuance under
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peace conditions would be beneficial or adv1sable That is
an entirely different question.

This is not saying either that there were not grave defects,
waste, loss and even outright graft in the government con-
duct of operations. Such things occurred under the United
States Government in the World War, and under every other
government; they occurred also in works carried on by private
enterprise. There is no defense for such things; but as pre-
ceding chapters have made clear, the government’s work must
not be judged on the basis of 100 per cent efficiency. War
work was all emergency work. Saving time and not saving
money was the essential of success. Time to create efﬁctent
organizations was not to be had. Those on whom the,
responsibility was laid had to go ahead with such men and .
materials and tools as could be had. _

There is no need of reciting further the conditions already
reviewed in previous chapters, which hampered not only
government control of industry itself, but industry conducted
wholly by private enterprise, and would have hampered it
whether the responsibility had been in the hands of Repubh-
cans or Democrats, of a captam of industry or a labor leader. -
The fact to be emphasized is that no fair judgment can be
formed of what government control effected without takmg
these limiting conditions into account.

But it may well be asked, how is it that the popular verdict
of the thinking, intelligent people of the United States is so
mistaken? Doubtless many, perhaps the majority of those
who read this, will be unconvinced that the author can be right
against this apparently overwhelming agreement of popular
opinion. It seems worth while, therefore, to examine the
basis on which this popular verdict has been made up.

(1) The failure to make allowance for conditions of the
war emergency has already been alluded to. Few men are
such careful thinkers as to take this into account in forming
their opinion. They hear of some case where a government
bureau made a decision that turned out wrong or. was guilty
of some neglect that resulted in heavy loss. They do not stop
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to inquire whether the man responsible for the blunder may
not have been the best man obtainable at the time, or whether
the mistake would not have been equally likely to happenina
private business.

{2) Again, most men form their opinions on public matters
from their newspaper reading and most influential news-
papers are notably on the side of conservatism. Nor is the
editorial attitude of newspapers the most influential factor.
The newspaper publishes sensational attacks on public officers,
or instances of failure and loss and mismanagement. These
make a good story, worth large type headlines on the front
page. There is no news whatever in the record of good work
well done. - Thus the man who ‘‘reads only head-lines and
'forms his opinions thereby—as a vast number of people do—

" has to live with some very badly warped opinions.

(3) There is no doubt that partisan sentiment, often
entirely unconsciously, has shaped the popular verdict con-
demning government control.

The phenomenon of a Presidential administration waning
rapidly in popularity as it draws toward a close is no new
phenomenon in American politics. On the contrary, it has
beeh the invariable rule for a generation.

: The American people always expect their executives to be
supermen and are always disappointed when they finally learn
that they are fallible and prone to error like the rest of man-
kind. Partisan critics of an administration can always make
a far greater impression than its defenders. Besides this,
no one feels any particular responsibility for defending the
organizations which exercised government control. They
have been broken up and scattered; there is no one in author-
ity to speak for them. Republican orators may make good
campaign capital by dilating on the failings of these war
bureaus; and it is well nigh useless for the Democrats to reply.
A dozen will be impressed, by and remember the attack, where
one could recall the refutation.

(4) The reaction after the war manifests itself-in many
ways. The American people, like the rest of the world, are
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tired of war. From a glow of patriotic enthusiasm over the
exploits of soldiérs and sailors and the government, it has
swung to the other extreme of critical fault finding. Itis as
ready to magnify the faults and blunders of 1917-1918 as it
was to condone them at the time. Thus the politician who
arraigns the government for interfering with private industry
during the war meets general applause and the public.accepts
his statements without question.

(5) Because government control of industry during the war
is conceived to have been an entering wedge for socialism, a
vastnumber of excellent people are ready to condemn thatcon-
trol offhand. The revolution in Russia, with the development
of Bolshevism there, the heavy tide of social and economic
unrest with its strikes, syndicalism and anarchism sweep-
ing all over Europe and the United States, have generated a
great wave of conservatism—a demand for law and order that
is evident all over the United States and also in Great Britain.
This conservative sentiment has no patience to inquire
which of the reputed 57 varieties of socialism the government
control of industry which was exercised during the war may
represent, or even whether it had any real relation to social-
ism, properly so called.” This conservative sentiment would
go the limit in wiping out all government interference with
industry, and is in no mood to give fair examination to the
record of what actually happened under war control.

If the above is a true picture of the state of mind on which
the present widespread condemnation of government control
of industry during the war is based, the reader may perhaps
conclude that the author’s generally favorable verdict on this
control may have a sound basis, even though it runs counter
to the popular verdict.



CHAPTER XIV-
Inevitable Extension of Government Control

As recited in the previous chapter, it is popular just now to
condemn government control of industry and to declare that
its exercise during the war was so faulty that the public will
have no more of it, but demands freedom from all restrictions
upon business. .One sees expressions of this sort almost daily
in the public press and many people honestly believe that
they hold such opinions. And yet, when a concrete case,
instead of an abstract principle, is involved, the trend toward
the steady extension of public control over industry appears
as irresistible as the movement of a glacier.

A notable illustration is furnished by events in the railway
world. An overwhelming public sentiment decreed that the
government should turn the railways back to the owning
companies. The newspapers have been filled for a year with
denunciations of the government control exercised during the
war,in large part, as has already been shown, without justifica-
tion. The superficial reader might have supposed that the
public desired the roads to go back to the companies on some
such limited basis of government supervision as prevailed
twenty years ago. But everyone directly concerned with the
railway problem—not only the national legislators but the
railway officers themselves—knew that was impossible.

The executive control by the government over the railways
ended on March 1, 1920, but in its place the Cummins-Esch
Law established an authoritative supervision by the Inter-
state Commerce Commission far more drastic and rigid than
that which the influence of President Roosevelt put in force
in 1907, when the Hepburn Law was enacted. What an
avalanche of malediction from the railway and financial and
business world that legislation brought down upon Presiderit
Roosevelt’s head! In 1920 the same railway and financial
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and business world accepts the Cummins-Esch Act, establish-
ing the Interstate Commerce Commission in supreme author-
ity over the railways, with approbation instead of ‘protest!
One should not be deceived, therefore, by the current pub-
lished invectives against government control. They remind
one of the school boy who at the end of the term flings his
textbooks on a bonfire and holds a revel over the cremation.
What the textbooks contained remains with him nevertheless.
The people of Great Britain and America in their reaction
from war's restrictions, are in a mood to condemn that control
which saved the nation’s life, and declare that they will have
none of it in peace times. But the lessons the war has im-
pressed on us will not be unlearned.
v Perhaps the greatest economic lesson the war has taught is
how inadequate and inequitable the fixing of prices by the law
of supply and demand becomes when one party is under
pressure of absolute necessity, and either supply or demand’
is limited. This principle has been slowly working its way
toward recognition all through the development of the modern
industrial system. The object lessons of the past five years
have done more to establish it in economics and sociology and
jurisprudence than all the events of the preceding half century.
The establishment of government control over such natural
monopolies as public utilities was fully accomplished before
the war, but the great majority of people wished to stop
there and refrain from interference with other industries.
The war has demolished this halting place. The public is as
bitter today toward the profiteers in food and c'othing and
houses as it was toward the railways a generation ago. No
government can be or will be deaf to appeals for relief from
the rapacious landlord or the meat packer and distributor or
the maker of shoes. No government can or will refuse to
act when deadlocks in fuel production or food supply endan-
ger the state. . .
Government control of industry is very imperfect of course;
as is everything which human and imperfect men carry on,
including industry itself. There will be general agreement

[
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among all conversant with the problem, too, that wherever
industry can function efficiently and justly without govern-
ment interferente and with satisfaction to both producers
and consumers, it may well be let alone. But when the
machine runs badly, where the industry becomes prostituted
as a means to exploit producers or consumers or those who
carry it on, then an appeal for government interference will
inevitably arise, and the experience in the World War has
made it certain that in some way control on behalf of the
public will be established.

There is no doubt that government control is far from
ideal in its operation and that the special circumstances of the
war, as has been fully explained in previous chapters, made
the control then exercised especially faulty in many ways.
That is no reason for its rejection when necessity compels;
and the logic of necessity will compel its gradual extension in -
the future as in the past, no matter what political party may
rile.

Men and women who look with understanding eyes on the
great social and economic problems of the time see clearly
the necessity of meeting the increasing power of business and
class organizations with an increasing authority of the gov-
ernment, representing the whole people, to protect the public
interest.

- There is no more important task imposed on this generation
than the overhauling of our government organization and
methods so that it may become more efficient, not for the
purpose of extending the field of government control, which
is already enormous in extent, but that whenever and where-
ever that exercise of government control becomes necessary,
it may be exercised efficiently. ‘



CHAPTER XV

Conflict Between the Executive and the Legislative Branches of
Government

“The principal good which humanity will get out of the
war will not be a victory of Democracy over Prussianism.
It will be a victory of Democracy over its own weakness.”
These were the opening words of an address by Dr. Frederick
Cleveland before the American Academy of Political Science
at a national conference on war economy on June 5, 1918.
Dr. Cleveland’s thesis was that inefficiency and waste in our
governmental affairs are not necessary features of a demo-
cratic form of government; but are due to the lack of proper
organization in our governmental machine. He said:

Our weakness and our wastefulness have not been democratic. We Americans
have been institutional anarchists. Our institutions have been built with the
purpose of making our Executive weak. We have designed an irresponsible sys-
tem of administration with a view of fostering * pork barrel” politics, with all its
accompanying wastefulness. In our political philosophy we have been Bolshe-
viks. True, we have not stood our officers up in line and shot them, as did some
of the Bolsheviki of Russia; but we have been just as wasteful of expenence gained
in the management of our affairs.

Dr. Cleveland, who was chairman of the Commission on
Economy and Efficiency created in President Taft’s adminis-
tration, urged in the strongest terms the necessity of making
our government machine efficient by strengthening the
authority of the executive and confining Congress to its true
function of dealing with broad questions of public policy.

The fierce controversy over the exercise of government
control of industry during the war has such a close relation
to this vital question of our governmental organization that
further discussion here seems necessary.

THE ATTACK ON THE PRESIDENT AS AN AUTOCRAT

In the New York Sun—that joyfully virulent critic of Presi-
dent Wilson—there appeared on January 19, 1918, a remarka-
128
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ble arraignment of the President’s assumption of autocratic
powers in control of industry during the war, under the title,
“What One Man has Taken on Himself to Do.”

The editor began by quoting from an address by President
Wilson, just before his inauguration, in which appeared an
oratorical flourish condemning the concentration of power in
government. '

The editorial then proceeded to categorically enumerate
the powers which had been concentrated in President Wilson’s
hands, under the authority of and ‘with the practical abdica-
tion of Congress.” The catalogue may be briefly summarized
as follows: (1} **He has undertaken to be not only the execu-
tive administrator of the laws enacted by Congress, but the
fountain-head of legislative policy, the dictator of his political
party’s creed, the inspirer and leader of public opinion for the
whole country.” (2) He has taken control of the food pro-
duction and distribution. (3) He regulates the supply of
food to the Allies'and the neutrals. {4) He has taken control
of fuel. (5) He has become the nation's price fixer. (6)
He regulates the sumptuary affairs of the nation. -(7) He
has absolute control of the entire railway system. (8) He
has control of American shipping and has undertaken, “under
the compulsion of manifest necessity,” to create a merchant
marine. (g) He has undertaken to plan federal taxation and
expenditure. (10) He is financing the Allies’ military opera-
tions. (11) Heis “getting ready to undertake the regulation
of the issue of new securities by every private concern for the
money ‘market.” (12) He is reported as proposing further
war legislation authorizing government control of all neces-
saries and their production and price. (13) Heis formulating
the ethical principles and political considerations that should

~determine the hereafter of the international structure. ‘“‘His
words on these extra-constitutional subjects command re-
spectful attention wherever civilization has ears to hear.”

The editorial concluded as follows: *“This process (of con-
centration of powers in the Executive) if continued into times
of peace, means also the destruction of that government of



130 GOVERNMENT CONTROL AND OPERATION OF INDUSTRY

distributed powers which the founders of the Republic de-
fined in the Constitution.” '

The above quoted editorial is typical of a long continued
campaign of criticism which has had, without doubt, an
enormous effect on-public opinion. The animus of this criti-
cism is in a large part personal. Every President of the
"United States draws down on himself, as his administration
draws toward its close, an avalanche of bitter personal denun-
ciation, coming usually from all the members of the opposi-
tion party and a large part of his own. President Wilson,
however, has created more bitter personal enemies than any
President since Andrew Johnson. '

Partisan feeling accounts for another large part of the
criticism. It has been considered good Republican politics
to exploit such criticism as the Sun editorial above. The
result -has been that the Republican party has been led,
merely through its attitude of opposition, into the position
of supporting Congress in its antagonism toward the Execu- °
tive. The result has been a deadlock in our governmental
machinery that has paralyzed a large part of the work of
reconstruction and prevents the nation’s effective participa-~
tion in international affairs.

ConrLICT BETWEEN CONGRESS AND THE PrRESIDENT NoTtT
NeEw

There is no intention here to discuss either personal or parti-
san aspects of the question, but it is proper to point out that
antagonism between the executive and legislative branches
of the government is no new phenomenon in American
government. At the close of the Civil War it played a large
part in the attempted impeachment of President Johnson by
members of his own party. President Cleveland’s adminis-
tration was so unpopular with members of his own party, as
well as with the opposition, that the public business was
seriously obstructed. The most popular President for a
generation, Theodore Roosevelt, was during the latter part
of his administration so bitterly opposed by the Congress in -
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which his own party held a majority, that a recommenda-
tion from him for a measure was sufficient to condemn it in
the eyes of Congress.

These historical facts are only cited here to clear away the
common delusion that the defects in our government machine
are going to be removed either by eliminating the personality
of Mr. Wilson or transferring control from the Democratic
party to the Republican party, or any other.

No one can study with open mind the experience .of the
United States and of Great Britain in the government control
of industry during the war without being convinced that
that control was absolutely essential to the war’s success and,
further, that concentration of power in the Execulive was
essential for successful control.

EXPERIENCE IN THE REVOLUTION

The United States has had experience in the operation of
government without an executive. The nation was born at
a time when men’s minds were dominated by antagonism to
the autocratic government of the King and the Colonial
governors and they organized a government consisting of a
legislative body only—the Continental Congress. The won-
der is, as one reads the history, that the War of the Revolu-
tion was not lost a dozen times over—as it repeatedly became
near being, from the incapacity of the Continental Congress.
Not that its individual members were incompetent or unpatri-
otic, but the inevitable inability of such a body to exercise
executive functions drove General Washington repeatedly
to the verge of despair.

The years which followed the Revolution, when the govern-
ment of the nation in the time of peace was attempted by
Congress, acting through committees, proved that even for
the simple and primitive requirements of government at that
day, executive powers were necessary.

It was in the light of that experience that the Constitution
was framed and a separate executive department was cre-
ated; but the division of authority between the executive
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and legislative departments was left undefined, opening the
door thereby for future controversy and deadlocks between
the coordinate departments of the government.

THE SPANISH WAR EXPERIENCE

‘We do not have to go as far back as the Revolution by any
means to find positive proof of the necessity of a strong
central executive authority in time of war. The Spanish
War was fought by the United States only a score of years
before it entered the World War. And what a carnival of
inefficiency it was! The task of 1898 was a mere trifle to
what faced the nation in 1917. Shafter’s expedition to Cuba
mustered only 17,000 men; President Roosevelt himself, then
a responsible member of the Administration, has told how
ludicrously and lamentably the government of that day failed
to care for its army and provide it with the things necessary

for its work. ’
" Why did the federal government in 1898 fail so completely
compared with that of 1917? It was not because President
McKinley was inefficient compared with President Wilson.
It was not because a Republican administration is less efficient
than a Democratic. It was because the army in 1898 was
controlled by a dozen different, independent, jealous bureaus,
between whom there was no cooperation, each of them existing
by authority of Congress, and so protected” by statute and
precedent that the Executive himself was unable to establish
a unified control. Dr. Cleveland, in the address above
referred to, says of that dismal record of monumental in-
efficiency in the Spanish War:

In viclation of the spirit of the Constitution, and of every ideal of democracy,
Congress had taken to itself control over each bureau of the administration; had
taken the initiative and the leadership that belong to the Executive in any scheme
of responsible government; had taken over this initiative and dealt it out in sec-
tions to over a hundred different standing committees who, sitting behind closed
doors, became both the real Congress and the real head of the administration.

This was the institutional provision for leadership that existed at.the time of the
Spanish-American War. And. it still exists—exists not alone in the national
government but in most of our State governments as well,

* * * * *
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The Wilson administration has done much to overcome institutional weakness,
Lack of team work? Yes—of the same kind that we have had for decades—the
kind that Mr, Taft tried to overcome all through his administration. Inefficiency?
Yes—the kind that goes with our system. It is a tribute to American manhood
and American citizenship as well as to the Wilson administration that so much has
been accomplished—that the confusion and waste has not been much greater.
Only a few days ago was Congress driven by the necessities of war to give to the
President the power to reorganize bureaus and departments in a manner to make
them effective. - But note the reservation. It was done with an apology and a
promise that after the war is over we will return to our good old ways by again
taking the initiative out of the hands of the Executive and putting it back into
the hands of a hundred or more irresponsible committees of Congress.

THE DANGER IN PRESENT ANTAGONISM TO THE EXECUTIVE -

What happened in the war is past history. From one
point of view it may seem to matter little to the American
people how government control of industry operated during
the war; but if through misinformation the American people
are led to condemn the concentration of power in the Execu-
tive that made our success in the war possible and to oppose
provisions for making the executive branch of government
more efficient, it will be a matter of most serious moment.

We should surely be able to deal with this important matter
more wisely than any previous generation, for the science of
organization has made great progress in the past dozen years.
It is elementary knowledge now that a legislative body can
not possibly perform executive work. The United States
Senate can not negotiate a treaty any more than the board of
directors of a corporation could arrange the details of a con-
tract. Further, the experience of the war has demonstrated
anew that where authority over executive work is given to a
committee or commission it should confine its work to decid-
ing the broad questions of general policy and delegate to an
individual official the authority to carry out thlS policy and
decide on all matters of detail.

It is true that President Wilson’s unfortunate tendency to
make the concentration of authority in the Executive a
matter of his single personality has tended to confuse the
issue and make those who contend for the supreme authority
of Congress seem to be in the right. This temporary condi-
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tion should not, however, lead us to reject sound principles.
The government of the United States is by far the hugest
business organization in the world. Steadily the inexorable
logic of events forces it to assume new and larger tasks. Itis
of great importance to the public welfare that this govern-
ment business should be efficiently performed. Especially
is this true when the work consists of control over private
industry. ; :

It is therefore a work of the highest patriotism to seek to
build up in our government a strong executive organization

"clothed with full authority for efficient operation and yet
subject itself to such control through Congressional enact-
ment as will prevent abuse of power.

Those who have given most serious study to our govern-
ment operations realize that we can only hope for progress
through changes in organization and in methods. Without
these, changes in personnel can effect little. The framework
of our government, bequeathed to us by those who adopted
‘the Constitution, was only a framework after all. Those who
drafted it had not the remotest dream of the social and eco-
nomic conditions under which the nation is today living.
We are unworthy descendents of those great men if we are
unwilling to face the task of adapting the government they
established to the conditions and needs of today.
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EDITOR’S PREFACE

Three points stand out prominently in the procedure
described under the name of war contracts. The first is that
the established system of doing business in the War and
Navy Departments broke down early in the war. The second
is that the civilians, expert and inexpert, who attempted to
carry on business which properly belonged to the departments,
‘where they succeeded at all in doing better than the depart-

_ments themselves, did so usually by violation of the law—
the very law which, in large measure, prevented the depart-
ments from doing as well as the civilians did. The third is
that it was found necessary to replace a bureaucratic order
with the more elastic and freer methods of private business.-

The history of war contracts shows clearly that there were
many men in the War and Navy Departments who were
entirely competent to foresee the needs of the country in the
crisis and to prepare plans adequate to meet them. They
were prevented, however, from doing this by the laws or
administrative regulations defining the scope of their author-
ity. Therefore, as is usual at a time of heated public opinion,
they were accused of incompetence because they did not get
results which they were unable to get only because this very
public had insisted on tying them hand and foot. Thisisa
commonplace of governmental administration to which pub-
lic attention needs to be called again and again.

To put the matter in another way, the public of this coun-
try is so afraid that its servants may be occasionally dishonest
that it prescribes in great detail the methods by which they

may do public business. We have sacrificed and will always

sacrifice efficiency and dispatch for what we think is safety.

Even when we happen to get a competent public servant for

the niggardly pay which the people of the country are willing

to give for any public office, we tie his hands in this way and

make him bury his ‘talent. There were numerous cases of

this kind in both the War and Navy Departments, and men
m

3



iv ‘ EDITOR'S PREFACE

suffered in reputation, not because of their inability to meas-

ure and provide for enlarged responsibilities in the crisis, but

because the public was impatient of their inability to do so
under the conditions that the public had laid down. Criti-

- cism of departmental officers in the War and Navy needs to
be temperate in the light of this fact.

Efficiency in the conduct of business implies not only that
high personal responsibility but great liberty of action is
assigned to those who are charged with doing the work.
This liberty of action we are constantly refusing to our public
officers on the ground that they will either be corrupt or auto-
cratic. Perhaps it is a relic of the old idea that anyone in a
democracy can do any government job.

Some students of this history may very likely fall in with
the view of those people who .would lay the blame of cur
failure to be prepared and to push our participation in the war
in a more businesslike way on the shoulders of the adminis-
tration and of Congress. Making allowance for all that may
be charged to both for short-sightedness and unsound prin-
ciples of action, it still remains true that this kind of criticism
is too cheap. Many of those who make it are the very people
who would have found fault if money had been expended in
preparation for war which did not eventuate, and now find
fault because money was not spent for war that did eventuate.
In other words, they are the people who ask that their repre-
sentatives shall have unerring foresight and wisdom. To be
sure, we may fairly expect men who are elevated to the high
office of representing the people to be men of larger caliber,
greater wisdom and farther foresight than the rest of us.
We get some such in our halls of legislation and of adminis-
tration. But it is too much to expect that all of them will be
- 80, especially when we remember the niggardly treatment
which this great democratic country gives all its public
servants. We expect first class men to take first class jobs
at third rate pay, and then abuse them if they do their work
in what is really a first class way. The public is more largely
‘to blame for the failure of the government through recent
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years to do its work adequately in the way of “ preparedness”
than is the government itself. Nevertheless, it is true that
men in public office must be ready at times to take the
responsibility of doing their duty in ways that are for the
public interest, even when those ways are criticised by public
opinion. One who does this is truly a great public servant.
But he must be strong enough to withstand criticism until
the event justifies his wisdom.

Looked at in a large way, the greatest lesson of our “war
contract” experiences, in the mind of the editor, is not the’
fact that we devised excellent business methods for the dis-
charge of the duties of the government officers, even in the
time of war, valuable and important as those were. It is
rather the fact that in a large way we can not expect perma-
nently to find business efficiency, in the sense in which the best
organized, most honest and most capable business men use
the term, developed to a high degree in a democratic govern-
ment. For such efficiency implies a degree of autocratic
authority in management which the public will not long
tolerate.. There is a feeling that the cry for business efficiency
in public administration, while easy to understand because of
waste and mismanagement in public business, can not be
pressed too far because of the feeling, almost instinctive, on
the part of the people that this good can be purchased only at
the sacrifice of some degree of freedom. In this the public is
right. To put the matter in another way, we might say that
the most democratic method of doing business is the old town
meeting plan of New England. Everybody takes part in the
decisions. But no one would claim that you can do business
efficiently in this way. We can not have the utmost of
democracy and the utmost of efficiency at the same time in
the conduct of a business operation, even if it is a public one.
This lesson needs to be taken to heart in these days, particu-
larly when there is on the one hand a demand for what are
called business methods in public administration and on the
other a demand for a wider participation in these transactions
on the part of the public.
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The student will find many new illustrations of important

. matters in this study of Dr. Crowell’'s. He will find illustra-

tions of new methods of organization for business purposes

" and methods of expediting business. But our business expe-

rience in the war has not added any new fundamental prin-

ciple either to the science of economics or to the science of
accounting. None the less, its lessons are highly valuable.

Davip KINLEY,
Editor.
University of Illinois,
October 19, 1920.



FOREWORD

The subject of contractual relations between government
and private concerns in time of war has as yet received com-~
paratively little attention. There are a few books on the
legal aspects of war contracting. But neither the economists,
with a few exceptions, nor the public officials have given the
matter the consideration which it seems to deserve. One
fares better in the search for discussions of these matters by
going to the files of engineering journals—an ever increasing
source- of applied economics. Consequently, this inquiry in
both its methods and results has something of a pioneering
character about it. The field has impressed the author, for
many years a teacher of economics, as having much that might
be utilized with advantage in the research work of graduate
instruction, if not even in the more advanced courses of under-
graduate instruction in quasi-public economics. Besides
being closely related to engineering, the subject is neighbor
to ‘that of accounting. In these three subjects—of govern-
ment contracting, contract engineering and contractural
accounting—we have a group of economic literature repre-
senting achievements of which the representatives of sci-
entific economics are bound to take early account if the
latter subject is destined to keep abreast of the progress of
economic research in closely allied domains of enterprise.

It has been the purpose to keep clear the distinction
between the war time and the peace time contracting, because
the problems and the conditions affecting their solution are
different under the two régimes. It is not always easy to
detect where the departures began. But the role of the United
States of America, as associated with the Entente Powers in
the World War against the Central Empires of Europe, is
always the essential viewpoint from which this exposition
proceeds. The events cover the better part of three years,
1917-1919. The materials are to be found in the Congres-
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sional proceedmgs of the period, in mlhtary and naval records
and reports of the several departments and bureaus concerned
with the war, in the hearings and appendices of the several
special investigations and reports, in the enactments, resolu-
tions and executive orders and in the current discussions of
engineering, aeronautical, maritime and economic organiza-
tions among others. Reports and Minutes of the Council of
National Defense are valuable. Nor should the contents of
the weekly and the daily newspaper press be overlooked.
The more reliable issues are helpful in getting a good grasp of
conditions and of events which helped to shape contractual
terms, systems and policies.

This task has proved to be full of dlﬁ’icultles and not. a few
discouragements, owing mainly to the intricate and bewilder-
ing complexity of the mass of materials. The lack of ready
access to ultimate sources, among other things, added to
the burden of maintaining scientific fidelity in a milieu
sometimes surcharged with personal or partisan bias. Under
these conditions, however, there has been whipped into shape
a tentative statement of the working principles in the light of
which public policies were formulated and the hydra-headed
problems of war worked out as they arose. The major part of
this study has consequently had to be descriptive in character;
a minor portion could be given to rigid analysis, and a still
smaller part to the tempting formulation of the theoretical
aspects of government war contracting. The idea has been
kept in view that descriptive analysis should always lead to
some helpful criticisms, if not to definite conclusions, in order
that sounder methods of administration might result from
the exposition of the mistakes and the masteries of the past.
'For, in the wide survey of the entire panorama of this eventful
era in history and economics the masteries of governmental
problems far outweigh the mistakes; the patriotic fruitage of
national fidelity in contracting enterprise far outshines the
profiteering exploitation of a war stricken citizenship, and
moral worth triumphs in spite of unparalleled material waste-
fulness.
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For courtesies I am indebted to the various bureaus of the
War and Navy Departments, to the committees of Congress
which had most to do with the war, to the District War
Claims Boards and to many contractors communicated with
by letter or interview. Commercial organizations have been
helpful in getting the business viewpoint, as have also the
officials of the district offices of the Federal Reserve Bank.
To the staff of the Free Public Library, East Orange, N. J., 1
am indebted for more than the usual facilities and courtesies.
Use was made of the Endowment's office rooms and library
at Washington while collecting public documents. For pains-
taking care in the preparation of the manuscript, for verifica-
tion of references and for helpful suggestions I am sure that
this monograph owes most to my wife.

Congressional investigations relating to the war contributed
the larger volume of information and opinions. From these
the following may be mentioned as the more important sources
of research material:

Investigation of the War Depariment: Hearings before the Committee on Military
Affairs, United States Senate, 65th Congress, second session, inquiring into progress
made in providing for ordnance, small arms, munitions, etc. Begun December
12, 1917, and extending into 1918, ]

United States Shipping Board Emergency Fleet Corporaison: Hearings before
the Committee on Commerce, Senate, 65th Congress, second session, on Senate
Resolution 170, to investigate matters relating to the building of merchant vessels
and report findings. Begun December 21, 1919. Two main volumes indexed.
Volume 8, illustrated.

Asrcraft Production: Hearings before the Subcommittee of Senate Committee
on Military Affairs, 65th Congress, second session. Begun May 29, 1918, Two
volumes,

Report of Senator Charles S. Thomas, from the subcommittee of the Senate
Committee on Military Affairs, August 22, 1918, under Senate Resolution of April
30, 1918, 19 pages, pursuant to Sen. Res. 48, on ““Aircraft Production in the
United States.” Senate Report No. 555, 65th Congress, second session. .

Ex-Justice Hughes's Report and Recommendations on Aircraft Production Inves-
tigation, transmitted to Attorney General Gregory October 25, 1918. Reprinted
as Appendix A to The Congressional Record, December 30, 1918, pp. 883-914.
Gives history of government’s aircraft administration, analyzes contracts and
summarizes causes of delay in production. The best single summary available;

Operations of the U. S. Housing Corporation: Hearings before the Subcommittee
of the Senate Committee on Public Buildings and Grounds, 65th Congress, second
session, pursuant to Sen. Res. 371, to report on costs, construction, operation,
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maintenance and future disposition of public buildings, etc. Parts 1 ff. Begun
December 6, 1918.

Hearings on Public Buildings and Grounds: House Committee hearings on Sen.
Res. 194, directing U. S. Housing Corporation to suspend work on buildings
where construction is not over 75 per cent completed and to cancel contracts, etc.
Begun January 8, 1919,

Relative to Contracts: Hearings before the House Committee on Military Affairs,
65th Congress, third session, on House Bill No. 13,274, to provide relief where
formal contracts have not been made in the manner required by law. Begun
December 9, 1918. Pp, 34. Testimony of Crowell, Goethals, etc.

Hearings on Hilchcock Bill, Sen. 5,261, before Senate Committee on Military

Affairs, January 7, 1919, on acquiring lands for establishment of mobilization
and training fields for artillery and small arms, including testimony of Secretary of
War. Pp. 59.
- War Expenditures: Hearings before the Select Committee on Expenditures in
the War Department, including five subcommittees on Aviation, Camps, Foreign
Expenditures, Quartermaster's Corps, and Ordnance. Sixty-sixth Congress, first
session. Begun June 23, 1919, and continued during 1919. Published in pam-
phlet form for distribution, and numbered as Serials and Parts, as * Aviation,
Serial 1, Part 1.”

For a large part of the information here presented these
several documents have served the author’s purpose. The -
testimony is usually of a first-hand character, by the official
in authority on that particular division of service. Easily
the most voluminous source is the hearings last mentioned, on
war expenditures. In fact, this testimony on the several
matters of military interest covers practically every one of the
major fields of inquiry relating to the war. It has been prac-
ticable to do no more than refer to some of the most inform-
ing testimony, owing to the limitations of this monograph.
These documents are literally mines of information on war
conditions as they affect contract relations, conditions of pro-
duction, methods of settlement, etc.

From all of these and other documentary sources one thing
stands out in bold relief, namely, that Congress exercised its
influence on the conduct of the war not on the military side
but preeminently on the side of its economics. 'And in this
respect its influence was felt in three main directions:

1. In historic enactments providing for raising revenues
and the appropriation of funds on a scale never before under-
taken by any government.
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2. Ia promoting the work of equipping the army by prompt
investigation ‘of abuses, delays and official inefficiency in
business operations, as criticism of these and other conditions.
were reflected into the legislative branches of government;
and in applying correctives where practicable.

3. By investigating conditions at the end of the war, as to
the transition to peace and the liquidation of war assets, so as
to formulate sound policies and enforce prompt adjustment,
along lines of economic sanity and political safety.

Joun FrankrLin CROWELL.

’
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PART I—WAR CONTRACT CONDITIONS

CHAPTER I
Distinctive Character of Government Contracting

Payments arranged by contract, even in ordinary times,
<comprise a major portion of the annual disbursements of mod-
ern governments. In times of peace these public engage-
ments in volume of transactions give to national governments
a place of primacy among the purchasers of the products of
industry and the services of men and women. When, how-
ever, the making of war becomes the main business of the
state, the proportionate importance of the government's
contractual relations with the business world overshadows
every other material consideration. Here we have, on the
one hand, the mobilizing of the actual and potential economic
resources of the belligerent nation; on the other hand, the
military and naval organization and operations in all their
complexity. Between them the war contracting relations
stand as the bridge by which the man power and the materials
are coordinated and converted into the means of publicdefense
and destruction of the public enemy.

This vital role of government war contracts has not been
fully enough appreciated in the study of the conditions and
causes that lie back of the phenomenon of wars. Failure
duly to appraise the contractual relations of governments in
times of peace is possibly responsible in the main for the almost
total absence of treatment of the subject as related to war.
Consequently some introductory reference to the distinctive
‘character of the governmental contract, as distinguished from
the commercial contract, is deemed advisable. It will help
to define the viewpoint and to disclose the features of this
most basic structural relation of modern governments to the
economic order of the nation and the world.

3
3
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GENERAL FEATURES oF PEAcCE TIME CONTRACTING

In the first place, this branch of business relationship is
unique in other respects than mere volume or gross value.
Even a casual comparison of contractual practices and prin-
ciples in this field with those in vogue in commercial circles will
disclose many inherent peculiarities. These differentiating
elements are of such a character as to mark off this domain
of bargaining as a realm of methods and relations quite unto
itself. So much is this the case that one can not go far into
the subject under consideration without convincing himself
that economics has here a promise of almost untouched
research for the student of the future. Government has
much to learn, from this source, about business relations; and
business concerns should more readily avoid what is unsound
in their efforts at private service of public interests.

The distinctiveness of the federal contract arises largely
from the fact that its requirements belong to fields of operation
in which the government has a monopoly of functions. This
applies primarily to the War and Navy Departments, but
by no means exclusively so. Generally, the government has
its own periods for making its purchases. It follows its own
methods of carrying out its agreements, to which the trade
must conform. It often buys in quantities quite unlike what
commercial purchasers require. In some of its departments
‘the question of reserve supplies enters fundamentally into the
contractual program. Furthermore, its standards of .both
kind and quality are distinctive. It often requires that
deliveries be made in sizes and forms and packing conditions
after one plan for the army, another for the navy and a third
or more for the civil administration.

Not only have the general provisions regulating contracts
in this sphere of business differed for each department, but
within' the same department of government the different
bureaus have had an extraordinary liberty of specification,
even for the identical commodity. In fact, some bureaus
have had so wide a scope of specialized requirements as to
give to their contracting system a still more attenuated variety
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of bargaining units under divisional if not sectional con-
tracting officers. Compared with commercial contracting,
these governmental agencies are prone to require far more
elaborate details in specification. As they operate in ordinary
times, they insist on stressing the standards of inspection
much more rigidly. So, too, they enforce more exactly the
penalties for nonfulfilment. As the final appeal, outside of
the Court of Claims, is generally to the second party to the
contract, the two members in the agreement are by no means
on an equal footing in final adjustment of disputed points.
Owing in large part to these and other conditions, dealings with
the government on this basis have tended to become a more
or less specialized branch of contractual undertaking. Al-
though accompanied with its inviting lump sum awards, it
is on the contrary beset with some of the ‘more forbidding
business hazards. Even though banking credit is usually
responsive to advances ort hypothecation of a public contract,
the hazards involved in acceptable execution are by no
means lacking in speculative quality. It is not, therefore,
surprising that the enterprise of filling government contracts
and orders, whether in the fields of construction, of manu-
facturing or of merchandising, should tend in times of peace
to fall into the hands of a comparatively limited class and
coterie of competitive bidders.! It is common knowledge in
business circles that this group of successful contracting con-
cerns is not as a rule fairly representative of the better types
in the industries and trades directly concerned. As a rule,
the conditions of award have been too divergent from the
prevailing commercial standards to encourage wide competi-
tion. The exactions of compliance have been too prone to
emphasize incidentals at the expense of essentials to make it
worth while for many of the most capably equipped to share
in the bidding. The terms of compensation have been beset
with too many routine reports and too much-*‘red tape” to
attract and hold that type of business firm which places

* Investigation of the War Department, Hearings before Committee on Military
Affairs, U. S, Senate, 65th Cong., 2d Sess., pp. 3, 1453, 1603. Testimony of John
P. Wood and Lincoln Cromwell. .
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- probity and fidelity to the public interests above the amount
and rate of pecuniary profits.! Consequently, government
contracting, to a far larger extent than is for the public wel-
fare, had gravitated in some of its more vital relations with
business into the hands of subaverage grades of business
standing. Hence, the net effect of the policy and practices in
the official attitude was not only to narrow down the con-
tracting interest in governmental needs to a limited, special-
izing class of concerns; but also to exclude in times of peace,
from that group on which the government had to depend in
an ‘emergency, the more capable, competent and public
spirited of concerns in their respective fields of business.

Basic Facrors 1N War TiME CONTRACTING

Against this rather narrow background of peace time
experience; a new chapter in contracting history opens. With
amazing rapidity the shadow of the European War was
lengthening in the direction of America. Almost before we
had recovered from the shock of the collapse of international
relations on the older basis, we suddenly discovered that we
had become the arsenal for the waging of a world war. That
situation proved to be a boon of inestimable value as a prepa-
ration for national defense in thebusiness of war contractwork.
Probably the most valuable lesson which came out of the two
years of American service as the neutral reservoir of war
materials and munitions was that of the necessity for the
reconstruction of the war contract itself.

That was accomplished by three definite acts of Congress.
One of the reconstructive measures was the Act of National
Defense of June 3, 1916,% ten months before the United States
entered the war as a belligerent. A second enactment bear-
ing on the business of war contract relations was the act
creating the Council of National Defense with its Advisory
Commission. That act was approved August 26, 1916, so
that both of these reconstructive provisions became laws

-
1 The Engineering Record, May 24, 1917, p. 428.
~ * Public, No. 85, 64th Cong. (H. R. 12,766).
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before the outbreak of war on our part. A widespread and
overruling demand on the part of public sentiment for a better
state of preparedness insisted on profiting by European experi-
ence. Under the terms of these two acts the United States
finally entered the war against the Central Empires. We
were not long in discovering at appalling costs that neither
the commandeering of the war contractor, nor the voluntary
mobilization of the industrial and the commercial agencies
and resources of the nation could win the war, without
reorganization within the War Department itself in its meth-
ods and systems of handling contracts. Congressional inves-
tigations disclosed newer methods emerging and not always
within the limits of the law.

That much belated remedy was expedited by the Overman
Act of May 20, 1918. It applied especially to the coordina-
tion of departmental agencies. Its purposes were to elimi-
nate the abuses of disjointed competition of the government
against itself, to consolidate the agencies and to concentrate
the aims of military and naval power on the one thing—the
winning of the war dgainst Germany. At one fell sweep,
this act enabled the war authorities to centralize contracting
operations upon a scale that promised to meet with reasonable
promptness the needs of the preparing process at home and
those of the Expeditionary Forces abroad. Although the
Overman Act came six months after the actual reorganiza-
tion of the contracting machinery of the department had
begun, it had the virtue of heading the government in the
right direction in what proved to be the home stretch of the
war. The era of unreconstructed contracting had given
the country three examples of how not to do things. These
appeared in the bargaining operations of the Quartermaster
General’s office, in the delays and difficulties of the Ordnance
Department and in the misleading prophesies of the aviation
program of the Signal Corps. All of these preceded the pas-
sage of the Overman Act. As the last link in the series of
contract reorganizing enactments, however, it had a basic
relation to both what had gone before and what followed it.



CHAPTER II
Government Confracts in the World War

Government war contracts as here considered refer to that
period included within the years of 1917, 1918 and 1919.
During most of this period a state of hostilities existed between
the United States and the Central Empires of Europe.

The scope and character of this inquiry is not, however,
limited strictly to the war contract expenditures on the part
of the two federal departments which bore the brunt of mili-
tary and naval enterprise. It also includes other depart-
mental and special branches of government. These, although
under civilian auspices, nevertheless supplemented and effect-
ively fortified the two regular military establishments. Such
were the United States Shipping Board, the United States
Housing Corporation, the National Council of Defense. All
of these and some others figured in a more or less direct way
in the contractual experience of the government under condi-
tions of war. No treatment of the subject would, therefore,
be adequate which failed to take into account the contribu-
tion of each of these elements to the situation. Each in its
own way throws some essential light on the process of con-
tractual development. And it is only by consulting this wide
and richly equipped range of governmental experience that
we can hope to answer profitably the questions of what poli-
cies were followed, what problems arose and what principles
best served the people and their government through this era.

ExorMous VOLUME oF CoNTRACT OPERATIONS

The size of the task thus proposed is by no means a modest
one. It involves a body of information which has as yet
had almost no attention on the part of research. Its scope
is rapidly expanding with the economic powers of govern-
ment. ~ And the business contract in general, as well as that
between government and privateenterprise, is one of the oldest

8
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as well as one of the most fundamental instruments in the
evolution of modern economic life. Under this form of
pecuniary agreement by far the larger proportion of war
expenditures was disbursed on the stupendous scale of outlay
which characterized the prosecution of the world’s war. The
director of finance of our” War Department indicates only
part of the problem, when, in his capacity as one of the
government's principal contracting officers, he reports dis-
bursements of $14,544,610,213.65 for the War Department
alone, from April 6, 1917, to June 1, 1919.!

Probably no exhibit of contractual operations could be
more illuminating in this connection than that which shows
along what lines the aggregate just quoted found. its way
through the channels of military disbursements into the
possession of the people. According to the official statement
of the Director of Finance the thirteen different departments,
corps or bureaus in the War Department expended during
the period above indicated $12,704,822,224.49 within the
limits of the United States, and $1,839,787,989.16 through
the disbursing officers of the American Expeditionary Forces
abroad. This division of outlay is amplified in the table
following:

TOTAL SUM CREDITED TO WAR DEPARTMENT DISBURSING

OFFICERS FROM APRIL 6, 1917, TO JUNE 1, 1919
(OFFice oF DirecTOR OF FINaANCE, WAR DEPARTMENT)

Expended by
Department Expended in American Expe- Total
or Corps United States ditionary Forces Expenditures
Quartermaster Corps  $7,142,250,947.32 $1,123,454,486.28 $8,265,705,433 .60
Ordnance Dept.....  3,783,345,386.02  359,138,436.14  4,142,483,822.16
Medical Dept...... 298,003,436.56 25,603,565.51 323,607,002.07
Engineer Corps. ... 435,762,558.32 204,298,597 .45 640,061,155.77
Signal Corps proper 120,601,757 .80 8,517,848.72 129,119,606.52

Military  Aviation
and Aeronautics 783,975,555.85 118,334.605.06 902,310,160.91

Adjutant General. . 148,404.15 . 148,404.15
Judge Advocate Gen. None .. None =
ProvostMarshalGen. 30,873,427 .44 30,873,427 .44
Contingent expenses 2,514,951 .10 440,450.00 2,955,401.10
Additional employes 23,411,978.08 .. ... ... 23,411,978.08
Chemical Warfare )

Service ....... 83,033.821.85  ........he0n . 83,933,821.85

Total expenses. .. $12,704,822,224.49 $1,839,787,989.16 $14,544,610,213.65

1 Hearings before the Select Committee on Expenditures in the War Depart-
ment, House of Representatives, 66th Cong., 1st Sess., Ser. I, part I, p. 40.
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It thus appears that the distribution of disbursements on
a geographical basis gives the domestic field 87.3 per cént of
the total, leaving 12.7 per cent as the proportion for disposal
in foreign lands. But of far greater import is the distribution
among the several divisions of the departmental service:
This analysis brings into clear relfef the fact that it is the
contracting for supplies and munitichs that makes war
- expensive. The Quartermaster Corps, the main supply
agency of the department, and the Munitions Department,
both of whose functions are now consolidated in the Purchase,
Storage and Traffic Division under the General Staff, had
combined disbursement credits of $12,408,189,225.76, or
85.3 per cent of the department’s entire outlay. Of this
proportion 56.8 per cent, or more than one-half of the depart-
mental expenditure, reached the market through the Quarter-
master Corps; and 24.8 per cent for the production and dis-
tribution of munitions. Qutlays for supplies were just twice
as large as those for ordnance account, and the two together
account for almost seven-eighths of the expenditures of the
War Department.

Dynamic IMPORT AND ScopE oF WAR CONTRACTS

War contracts have a dynamic aspect of tremendous eco-
nomic import. In the transition from the peace time era to
the war contracting regime there is a sudden enhancement of
governmental purchasing power. For instance, the regular
and deficiency appropriation for the service of the entire
military establishment (army) for the year ending June
30, 1917, was only $384,496,086. Prior to 1914 it averaged
about $100,000,000 a year. For the year 1918 it rose to
$9,016,688,201, and for 1919 to $15,416,440,084.

To this grand total of $14,544,610,213.65 of army disburse-
ments must be added $4,324,279,754 for the corresponding
three years of naval appropriations; also the amount of
$2,732,786,821 on account of Shipping Board contracts, and of
$150,000,000 for the Housing Corporation under the Depart-
ment of Labor. The Department of the Interior figured to
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the extent of an appropriation of $8,000,000 for the settlement .
of so-called invalid contracts or claims for mineral production
and prospecting on account of the war. Other items might be
added, but those mentioned, together with certain supple-
mentary totals expended in various directions, such as con-
tracts paid out of the presidential fund of $100,000,000, would
easily bring the aggregate up to $21,850,000,000 as the direct
money cost of the war.! -

Within this stupendous sum lies the core of the government
war contracts question. But not all of this was, of course,
paid out to contractors. It is probably safe to say that not
over 20 per cent was disbursed on army, navy, Shipping Board
and other noncontract payrolls, and on the civilian per-
sonnel for salaries of officers and employes, etc. That would
allow 80 per cent for contractual disbursements. At that
ratio we get a net total of $17,480,000,000 as having been
expended in the form of contracts or commitments, purchase
orders, procurement orders and the like during the war
regime. This does not embrace some tens of millions which
other departments of the government spent directly and
indirectly on war account. It, nevertheless, gives one a
fairly approximate idea of the size of the question measured
by statistical and financial standards.

With this delimitation of the field we pass to the considera-
tion of some of the more general phases of experience within
the domain of governmental bargaining. Obviously, to
grasp the significance of war time procedure, it will be neces-
sary to get in hand the general character of contracting prac-
tice in times of peace. It will be equally essential to bring
out into clear relief the main statutory provisions which
control in the government’s contract policies under war time
or national emergency conditions. Likewise, the question
must be answered as to what administrative principles guided
the war authorities in applying the legalized powers and
policies to the exigent conditions which confronted them.

i Leonard P. Ayers: The War with Germany, A Statistical Summary, p. 131,
War Department, Washington, 1919.
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Finally, we must sketch at least in tentativé outline the
colossal reorganization of contracting machinery involved.
The peace time supply system of the army alone called for an
average annual appropriation for the five prewar years of
only $100,000,000 a year for the entire support of the military
establishment. Imagine the increase in the power of eco-
nomic demand to a world war scale of supply command, in
which the average annual appropriations for the War Depart-
ment were $8,272,541,457, and the total appropriations for
the nineteen months of actual hostilities at the rate of
$15,674,280,000 a year.



CHAPTER III
Principles of Procedure in War Contracting

In the handling of government contracts the principles of
procedure vary according as the contracts apply to times of
war or of peace. In ordinary times the laws require that
contracting be done under competitive bidding. In war
times, in view of emergency considerations, the competitive
procedure may be waived in favor of other methods of pur-
chasing better adapted to the changed conditions. An
analysis of the Revised Statutes, Acts of Congress, General
Orders and Supply Circulars of the War Department, together
with legal opinions and official rulings or decisions, discloses
a mass of material from which the following classification of
contract principles and procedure may be deduced:

STATUTORY PRINCIPLES OF PROCEDURE

The policy of the federal government toward contracting
concerns, during the World War, was formulated in the
National Defense Act of June 3, 1916. In section 120 the
specific procedure is outlined for the ‘‘ Purchase or Procure-
ment of Military Supplies in Time of Actual or Imminent
War.” It runs as follows:

War Time Purchase Meihods and Priorities

The President, in time of war or when war is imminent, is empowered, through
the head of any department of the government, in addition to the present author-
ized methods of purchase or procurement, to place an order with any individual,
firm, association, company, corporation, or organized manufacturing industry for
such product or materials as may be required, and which is of the nature and kind
usually produced or capable of being produced by such individual, firm, company,
association, corporation, or organized manufacturing industry.

Compliance with all such orders for products or material shall be obligatory on
any individual, firm, association, company, corporation, or organized manufac-
turing industry, or the responsible head or heads thereof, and shall take precedence
over all other orders and contracts.

13
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This act went still further. It authorized the Secretary of
War to determine a reasonable price as compensation, and
that said- compensation for ‘“products or material, or as
rental for use of any manufacturing plant while used by the
United States, shall be fair and just.”” In case the owners or
operators of any plant equipped for the manufacture of arms,
or ammunition, or parts of ammunition, or any necessary
supplies or equipment for the army, should refuse to manu-
facture any kind, quantity or quality of arms or ammuni-
tion, as ordered by the Secretary of War, then— ‘

The President, through the head of any department of the government, in
addition to the present authorized methods of purchase or procurement herein
provided for, is hereby authorized to take immediate possession of any such plant

or plants, and through the Ordnance Department of the United States Army, to
manufacture there in time of war, or when war shall be imminent, such product or

material as may be required. . . . Any individual, firm, company, associa-
tion, or corporation, or organized manufacturing industry, or the responsible head
or heads thereof, failing to comply with the provisions of this section shall be
deemed guilty of a felony and upon conviction shall be punished by imprisonment
for not more than three years and by a fine not exceeding $50,000.2

In order to safeguard itself against the possibility of excess-
ive costs in private plants, this same act provided for an
investigation into the comparative expenses of manufacturing
arms, ammunition and equipment on governmental account.
A board of five citizens, of whom two were to be civilians and
three army officers, was authorized to report ‘‘showing also
what the government plants and arsenals are now doing in
the way of manufacturing arms, ammunition and equipment,
and what saving has accrued to the government by reason of
its having manufactured a large part of its own arms, ammuni-
tion and equipment for the last four years.”

Kernan Report on Ordnance Manufacturing Policy

This report came to light in Senate Document No. 664,
dated January 4, 1917, Col. Francis J. Kernan, President.

11n this Act $20,000,000 are provided (Section 124) for mitrate supply, with
which the abandoned project of Nitro, W. Va., has been concerned. See the
advertisement of this property in the New York Times, August 26, 1919. Accord-
ing to the press dispatches of December 7, 1919, this plant, which cost the gov-
ernment approximately $75,000,000, was sold for $8,551,000.
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Its thirteen recommendations had an important bearing on
the ordnance contracting policy of the war authorities. It
found and recommended that it was not desirable for the
government to manufacture its arms, ammunition and
equipment exclusively; that such a policy was neither practi-
cable nor feasible, with regard to economy and preparedness in
a reasonable time; that while the government plants, espe- .
cially the Rock Island Arsenal, should be increased in capacity
and a plan of coordination with private industries be worked
out for full day-and-night capacity, it was desirable to arrange
with private industry for a supply of whatever reserves of
arms, munitions and equipment might be suited to war time
needs; that at least a year’s supply of all raw material needed
and not found within continental United States be accumu-
lated; that a full supply of drawings and gauges be accumu-
lated so as to equip coordinated industries with these basic
facilities and that standardized gauges, jigs and tools be
provided as soon as practicable; that skilled labor be enrolled
for selected factories; that assemblage plants for field gun
ammunition be established at strategic points, with due
regard to safety and facility for distribution.?
The National Defense Act applied especially to contract
' conditions as related to the purchase of army supplies and
the production of munitions; it left undefined the powers
and procedure in that othér important field of food and fuel
supply. That was accordingly embodied in the ‘so-called
Food and Fuel Control Act of August 10, 1917. By means
of these two basic statutes the war contracting program
was buttressed and balanced so as to place on equally firm
foundations both the command of economic resources and
the equipment and support of the military power.

Contract Control in Food and Fuel Act

In some respects this Food and Fuel Control Act was the
most important piece of economic legislation” which the war
regime called into being, because it brought the nation back

* National Defense Act of June 3, 1916, Sec. 121. Public, No. 85, 64th Cong.
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to the assertion of faith in its fundamental principles of official
responsibility and commercial integrity in public bargaining.
Its comprehensive authorizations were among the most
sweeping of statutory provisions in the field of war contracts.
Its principles were extraordinary both on account of what it
provided for and also on account of what it put anend to. It
established on a firm legal basis the government's price fixing
power in a realm of contract that had been subject to some of
the most abusive types of speculative exploitation in these
public necessities. It likewise helped to put an end to that
situation in the contracting operations whereby members of
advisory trade committees had been functioning in such
relations with government agencies as to be virtually selling
to themselves in violation of the federal anti-trust statutes.
It expressly avoided, however, the temptation to react in the
reverse direction, cutting off the more helpful lines of civic
and voluntary cooperation. This was done by empowering
the President, as commander-in-chief, ‘‘to enter into any
voluntary arrangements or agreements, to create and use any
agency or agencies, to accept the services of any person with-
out compensation, to cooperate with any agency or person, to
utilize any department or agency of the government, and to
coordinate their activities so as to avoid any preventable loss
or duplication of effort or funds™ (sec. 2).! This particular
provision came very near making unnecessary the Overman
Act of May 20, 1918.

To Prevent Collusion, Control Speculation and Fix Prices

The principle of public contracting, that the person who
acts in behalf of the government should have clean hands
and be safeguarded against even the appearance of having a
pecuniary interest in the bargain, is set forth in section 3 of
this act: )

That no person acting either as a voluntary or paid -agent or employe of the

United States in any capacity, including an advisery capacity, shall solicit, induce,
or attempt to induce any person or officer authorized to execute or to direct the

t Public, No, 41, 65th Cong, (H. R. 4961), p. 1.
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execution of contracts on behalf of the United States to make any contract or give
any order for the furnishing to the United States of work, labor, or services, or of
materials, supplies, or other property of any kind or character, if such agent or
employe has any pecuniary interest in such contract or order, or if he or any firm
of which he is 2 member, or corporation, joint-stock company, or association of
which he is an officer or stockholder, or in the pecuniary profits of which he is
directly or indirectly interested, shall be a party thereto. Nor shall any agent or
employe make or permit any committee or other body of which he is 2 member to
make, or participate in making, any recommendation concerning such contract
or order to any council, board, or commission of the United States, or any member
or subordinate thereof, without making to the best of his knowledge and belief a
full and complete disclosure in writing to such council, board, commission, or
subordinate of any, and every pecuniary interest which he may have in such con-
tract or order and of his interest in any firm, corporation, company, or association -
being a party thereto. Nor shall he participate in the awarding of such contract or
giving such order. Any wilful violation of any of the provisions of this section shall
be punishable by a fine of not more than $10,000, or by imprisonment of not more
than five years, or both: Provided, that the provisions of this section shall not
change, alter or repeal section forty-one of chapter 321, thirty-fifth Statutes at
Large.

The ancient common law bulwarks, by which the con-
suming public is enabled to keep out of the conspiracies of
commercial distributors, are here reiterated as the principles
of public safety in the sections which follow. The provisions
against destroying necessities in order to enhance the price or
restrict the supply (sec. 4); against unjust, discriminatory, or
unfair or even wasteful storage without license; against
hoarding (secs. 5-6) ‘or combining to restrict supplies (sec.
9)—these are aimed at those age long evils occurring under
the legal triology of ‘‘engrossing, forestalling and enhancing”
so recurrent in the history of English speaking municipalities.

_Still more drastic and direct control over “foods, feeds, fuels
and other supplies necessary to the support of the army or the
maintenance of the navy, or any other public use connected
with the common defense,” is authorized by requisitioning
existing stocks (sec. 10) and by taking over *for use or opera-
tion by the government, any factory, packing house, oil pipe
line, mine or other plant.” Just compensation shall be
ascertained and paid.t But if said compensation be not
satisfactory, then 75 per cent of the offered amount shall be

t Public, No. 41, 65th Cong. (H. R. 4961}, pp. I-5.
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paid, with the privilege of suing in the United States Circuit
Court for the determination and collection of the difference
(sec. 12).

The Theory of Government War Contracting

Contractual control over private property and economic
resources expands with emergency speed in the other sections
of the act. An absolute guarantee of wheat prices which will
insure producers a reasonable profit, but not under $2 a
bushel, basis No. I, northern at interior markets (sec. 14); a
complete suspension of the production of distilled spirits for
beverage purposes at thirty days’ notice {sec. 15); fixing the
prices of coal and coke “for the efficient prosecution of the
war” (sec. 25); and the regulation or even prohibition of
operations on the commodity exchanges, boards of -trade,
clearing houses and similar institutions having to do with the
prices and transactions in necessaries where the evil practices
. of market manipulation or unfair and misleading quotations
are resorted to (sec. 13)—there the bargaining power of the
President is made supreme in the interest of public necessity.

The theory of the government war contract is that the
collective emergency of the national struggle for existence
dominates every phase of economic life. This law step by
step brought man power, manufacturing, the supply market,
agriculture, mining and ‘merchandising under its dominion in
the form of federal statutes. By the Urgency Deficiency Act
of June 25, 1917, the President was empowered to build,
requisition and acquire ships. Reaching out still farther, by
the act of March 21, 1918,! the rail transport systems of
255,000 miles passed under federal control. And lastly the
military establishment itself, by the Overman Act of May 20,
1918, empowering the President to consolidate executive
bureaus, agéencies and offices, had to capitulate to the public
demand for less formality and more effectiveness.? By this
redistribution of army supply functions the policy of consoli-

1 Public, No. 107, 65th Cong. (S. 3752).
3 Ibid., No. 152, 65th Cong, (S. 377!5).
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dating the supply service, transportation and finance com-
pleted the statutory provisions of emergency control over war
contract relations.?

ADMINISTRATIVE PRINCIPLES OF PROCEDURE

- Apart from war time legislation affecting government con-
tracts, there had been developed a large body of special acts
and regulations which defined the administrative procedure
in entering into contracts. Some of these had come down
from Civil War time, in which obligations by army and
navy had at first been rather loosely assumed. An investiga-
tion by Congress in 1861 and 1862 resulted in a remedy for
the method of indefinite agreements and uncertain liabilities
being then placed upon the government. In the World War
the same tendency to waive the regular methods of procedure
in concluding contracts came to prevail very extensively.
Among these informal awards the most common were the
procurement orders during the second year of the conflict.
This situation came out in the days immediately following
the armistice, when the Comptroller of the Treasury ruled
against the validity of the so-called informal or verbal con-
tracts. The government, it was suddenly discovered, was in
no sense obligated, especially when goods had not been
delivered, because the act of 1862 expressly provided that a
contract could not be valid unless it was signed in writing.

Formal Reguirements of a Valid Contract

That requirement is thus quoted from the Revised Statutes,
seC. 3744:

Coniracts to be in Writing.—1It shall be the duty of the Secretary of War, of the
Secretary of the Navy, and of the Secretary of the Interior, to cause and require
every contract made by them severally or behalf of the government, or by their
officers under them appointed to make such contracts, to be reduced to writing,
and signed by the contracting parties with their names at the end thereof; a copy
of which shall be filed by the officer making and signing the contfract in the Returns
Office of the Department of the Interior, as soon after the contract is made as
possible, and within thirty days, together with all bids, offers, and proposals to

1 War Expenditures Hearings, Ser, I, part s, p. 182,
3
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him made by persons to obtain the same, and with a copy of any advertisement he
may have published inviting bids, offers, or proposals for the same. All the copies
and papers in relation to each contract shall be attached together by a ribbon and
seal, and marked by numbers in regular order, according to the number of papers
composing the whole return.

Contracting Officer Disclaims Interest Under Oath

One of the most common difficulties arising under this
_requirement occurred when the contracting officer who had
‘begun negotiations and informally entered into agreement
with a manufacturer was called to duty elsewhere, maybe in
France, leaving the drawing up of the terms in writing and the
signing to his successor. Another source of irregularity was
the practice of having a subordinate under direction of the
authorized contracting officer do the signing. Hundreds of
contracts as filed in the Returns Office are of this sort. They
are, however, none the less irregular in procedure when this is
done in the original contract. In order that this return may
be made in due form the statute requires an oath of disinter-
‘estedness to be affixed by the contracting officer representing
the government. That part of the procedure is contained in
the Revised Statutes, sec. 3745:

Oath to Contract,—It shall be the further duty of the officer, before making his
return, according to the preceding section, to affix to the same his affidavit in the
following form, sworn to before some magistrate having authority to administer
oaths: I do solemnly swear (or affirm) that the copy of contract hereto annexed
is an exact copy of a contract by me personally with ........ ; that I made the
same fairly without any benefit or advantage corruptly to the said ........ , or
any other person; and that the papers accompanying include all those relating to
the said contract, as required by the statute in such case made and provided.

The penalty for omitting returns as thus required *‘unless
for unavoidable accident or causes not within his control,”
made the contracting officer guilty of misdemeanor, and
imposed a fine of from $1qo to $500 and not over six months’
imprisonment. The chiefs of the several supply bureaus are
required by law to “insure a precise and immediate compliance
with these statutes,” and contracting officers shall familiarize
themselves with their provisions. -
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Adverti;si?zg for Proposals the Standard Procedure

Although competitive bidding is waived in emergencies,
it is a mistake to assume that it is entirely set aside by war.
Practically all of the contracts made by the reorganized
Quartermaster General’s Office (after January, 1918), under
the Purchase, Storage and Traffic Division of the General
Staff, were made on the open advertising basis. This prin-
ciple of procedure is based on the idea that a fair price is more
likely to result from competitive bidding after due publicity
in ordinary times. War conditions might change the method
without abandoning the policy. So it was held that even in
emergency times, with proper cost accounting and price
determining facilities, such as this division then had in the
War Industries Board, better results could be gotten by the
open bidding than by the cost-plus plan of award. For the
further protection of the government, Army Commodity
‘Committees were later constituted.! The law which defines
the method of letting contracts -under this plan reads as
follows:

All purchases and contracts for supplies or services in any of the departments of
the government, except for personal service shall be made by advertising a suf-
ficient time previously for proposals respecting the same when the public exigencies
do not require immediate delivery of the articles or performance of the service.
R. S, sec. 3709. -

‘When immediate delivery or performance is required by the public exigency the
articles of service required may be procured by open purchase or by contract at

the prices and in the manner which such articles are usually bought and sold or
such services engaged between individuals.

This was and is always the standard procedure in the pur-
chase of supplies, except when a duly authorized exigency
makes more direct methods necessary. In the absence of such
authorization by the head of the department or order of the
President, the proposal must be advertised in the open market.
The Comptroller of the Treasury has ruled that when news-
paper advertising is impracticable, it should be done by
circulars, letters or posters, directly or indirectly advising

1 Supply Bulletin, No. 22, Purchase, Storage and Traffic Division, August, 28,
_ 1918, pp. 3-9. '



22 o GOVERNMENT WAR CONTRACTS

dealers. The navy did this effectively throughout the war
period.? :

. Elimination of the Contract Broker with Contingent Fees'

Shortly after the passage of the National Defense Act of
June 3, 1916, the government’s purchasing assumed such
increased proportions as to attract an unduly large clientele of
contract or contingent fee brokers. These functionaries had
figured largely in American contracting with European
belligerents before we entered the war. Many became unduly
rich, until the Allied Governments consolidated their pur-
chases on this side of the waters. They swarmed into the
field of negotiation between the departments and the market,
usually operating on a 5 per cent basis. This loaded the cost
to our government by just so much more in addition to the
manufacturer's price. At least, that is the view the Attorney

General took of the practice, for whose prevalence the War
Department was mainly but not wholly responsible. In
order to do away with this “insidious and reprehensible”
method, which the courts had universally condemned, the-
following covenant was prescribed for insertion in all gov- -

_ernment contracts and orders:

The contractor expressly warrants that he has employed na third person to
solicit or obtain this contract in his behalf, or to cause or to procure the same to be

‘obtained upon compensation in any way contingent, in whole or in part, upon such
procurement and that he has not paid, or promised or agreed to pay to any third
person, in consideration of such procurement, or in compensation for services in
connection therewith, any brokerage, commission, or percentage upon the amount
receivable by him hereunder; and that he has not, in estimating the contract price
demanded by him, included any sum by reason of any such brokerage, commission,
or percentage; and that all monies payable to him hereunder are free from obliga-

tion to any other persons for services rendered, or supposed to have been rendered;
in the procurement of this contract.?

Purchasing Through Jobbers Discountenanced

A further step in clearing middlemen from the field of con-
tract relations between government and the manufacturer
was taken by the more rigid enforcement of the general policy

1 Report of Paymaster General of the Navy, 1918, pp. 15-16.

* Letter dated June 18, 1916, by the Attorney General to heads of all depart-
ments,
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of the six supply bureaus of the War Department to buy
directly from manufacturers, after the reorganization in 1918.

On this matter the Director of Purchases, Storage and
Traffic, of the General Staff, found it necessary to issue
Supply Bulletin No. 1, dated June 1, 1918, stating again the
essential features of the general policy of direct purchasing.
This policy was summarized as follows:

A. That the War Department discountenances purchases through jobbers in
general,

B. That purchases through jobbers are almost entirely confined to small emer-
gency purchases where quick deliveries are necessary and can only be obtained or
can best be obtained from jobbers stocks.

C. In certain cases of comparatively small purchases involving a list of miscel-
laneous articles it may be advantageous for the government to place one order
with a jobber for the complete list of articles rather than place several orders with
manufacturers of the various items.

D. In certain clearly defined and well known and understood cases purchases
are made through selling agencies set up by and representing one or more man-
ufacturers. These selling agencies are at times the sole authorized agency for
handling the selling of the manufacturers’ goods.

E. The general policy of all bureaus is that purchases through 1obbers are excep-

tional, and exceptional reasons, therefore, must be presented before such purchases
are authorized,

Other principles of a more or less technical character gov-
erning the validity of contracts were brought to the front in
connection with the cancelation of contracts ensuing upon
the armistice. These are dealt with in a later chapter. The
substance of the questions involved is, however, to be found'in
the Hearings before the House Committee on Military Affairs,
Sixty-fiftth Congress, Third Session, on. H. R. 13,274, “To
provide relief where formal contracts: have not been made in
the manner required by law.”! These proposals on the part
of the War Department officials, especially relating to muni-

_tions, represented probably 25,000 outstanding contracts,
 on November 11, 1918. :

ORrGANIC PRINCIPLE OF GOVERNMENTAL SUPPLY SYSTEM

It required the greater part of the nineteen months of the
war to get rid of the older supply system and work into the

1 Public, No. 107, 65th Cong., 3d Sess. Approved March 2, 1919, usually known
as the Dent Act.
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new. In the prewar organization of supply in the War
Department the bureau system of independent purchase
prevailed generally. That soon proved its incapacity to do
business satisfactorily. It had defeated its own usefulness,
by forcing prices up to highly speculative levels by wasteful
rivalry among the contracting officials, if for no other reasons.
It had been a survival of conditions in the War Department of
which it is charitable to say that the country generally was
ignorant. For years the public had been entertaining the
illusion that with the outlay of a hundred million of dollars a
year it was maintaining a military establishment that was
within reasonable distance of being ready for war. The test
of experience brought to light the facts as opposed to the
official fiction. The facts of the official investigations go to
show that the older supply system was, like most other
interests in the department, dominated by two internal
forces of about equal strength. One of these made for prog-
ress; the other for reaction; together they automatically
deprived the nation of its rightful proprietorship in an ade-
quate system of public defense. The military establishment
as such had many examples of splendid service and of
devoted individual efforts under adverse conditions. Yet it
remains true of the establishment as a whole, with the excep-
tion of two or three of its branches of service,! that much of
the department’s business machinery for handling a real war
in the spring of 1917 proved to be incapable of adapting itself
to the needs of the hour. °

In no particular respect was this situation more evident in
actual practice than in the supply functions. Its more glaring
inadequacies had been exposed in the mobilization of troops
and their care on the Mexican Border. Then the country
let it pass with a Congressional investigation or two. But,
with the advent of the war with Germany, the patience of |
the business world soon reached the limit of toleration. To
relieve the army supply situation, as a result of the failure in

1 The Corps of Engineers, whose business relations have been even in peace
times maintained at a high standard of efficiency, likewise found itself best pre-
pared for war. See Report of Secretary of War, 1917, pp. 34-36.
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departmental circles to meet the conditions adequately, a
large number and variety of individuals and business organiza- -
tions volunteered to cooperate, each seeking to assist in what-
ever way practicable. To cut a long story short, the efforts
of the department to adjust its supply machinery to the
business organization of the country brought into being the
General Munitions Board, later merged into the War Indus-
tries Board, as the means of mediation between the two.!

Joint Powers of Purchase and Indusirial Control

On what organic principle did the supply system of the War
Department ultimately work out the problem of contract
relations with business through the War Industries Board?
This is answered in the statement issued by the Purchase and
Supply Branch, Supply Bulletin No. 22, dated August 28,
1918, defining the duties of the army commodity committees
and army representatives on commodity sections, as related
to the War Industries Board.? Thesé commodity committees -
were units of the Purchase and Supply Branch of the General
Staff; the commodity sections were the corresponding units
of organization on the War Industries Board. Wat Depart-
ment representation in these sections could become effective
only to the extent that the departmental representatives were
competently equipped for service thereon. The principle of
procedure is thus stated officially to the army committees
- and representatives having part in the supply of commodities
for the army in cooperation with the War Industries Board:

Conditions of modern warfare demand more than the mustering of armies; they
tax the productive capacity of the nation to its limit and require the mobilization
of all our material resources for the purposes of war, among which are the mainte-
nance of the civilian population and the preservation of the economic fabric. The
provision of funds and unlimited power of purchase is not alone sufficient to this
end. With governmental power of purchase must be coupled governmental power
to control, administer, and mobilize industry and material resource. Every other

beiligerent nation has recognized this necessity and provided for it by creating a
single agency or ministry of munitions possessing both the power to purchase and

1See the Second Annual Report of the Council of National Defense (1918),
pp. 117-119: *The War Industries Board and Its Subordinate Agencies.”
# Supply Bulletin, No. 22, pp. 1-2.
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the power to control resource. We have provided a similar mechanism, first, by
. centering the power to control resources in the War Industries Board; second, by
vesting vast power of purchase in the War Department and other governmental
agencies, and, finally, by making these agencies part and parcel of the War Indus-
tries Board coupling the power of purchase with the power to contro! industry—
all to 2 common end. . '

War Depariment Representation on War Industries Board

But the coupling of these two powers and the mechanism so created can not be
rendered effective unless all officials and units connected with it have a clear
understanding of its purpose and its organization. On the part of some of our
units this understanding seems not complete. Two things must be constantly
kept in mind.

First, that officers representing the War Department on the War Industries
Board or on any of its organizational units are as much a part of the latter organiza-
tion as the officers of the War Industries Board themselves and that their powers
- are as broad and their duties and responsibilities as absolute as the powers, duties,
and responsibilities of officers of that board.

Second, that the duty of representation of the War Department is not per-
formed by a mere submission of our needs and requirements to the War Industries
Board. Our officers must participate in all deliberations and plans for the fulfil-
ment of these requirements, bringing to the knowledge of the industrial fabric
that is found among civilian members of the board the technical knowledge of
matériel, the experience of war purchase, and the relative urgency of the military
demand that is found only in our own organization, Action by those units result-
ing from these deliberations should be the joint and reasoned action of our own
representatives and the civilian and other representatives thereon.



CHAPTER 1V
Rise and Fall of Extra-Departmental Contracting

A careful survey of the evolution of army contracting under
war conditions discloses three rather distinct developments.
First came the older system of each bureau doing its own
purchasing independently. That was done on the theory
that it takes a military specialist to buy a manufactured
commodity for use along professional and technical lines of
service. This plan had the pecuniary result, when it came
to contracting on the billion dollar scale, of costing the public
Treasury. many millions of dollars over and above what was
reasonably necessary. The second period was that in which
the Council of National Defense attempted to cooperate in
the contracting functions of the War Department in partic-
ular, with the twofold result of landing the business organi-
zations on an illegal basis of cooperation with the government,
and of breaking up the unity of departmental responsibility.
The third stage was that in which a long advocated plan of
consolidating the war purchasing agencies was effected under
a single control of the Division of Purchase, Storage and
Traffic, under the General Staff.

IsoLaATED BuUreAU SysTEM OF CONTRACTING FAILs

Under the peace time system of isolated bureau contracting
each chief managed a piece of official machinery of varying
degrees of contracting efficiency. In their narrower and more
intense fields of specialization there was much superior service
on economical lines. At-intervals the methods of internal
administration were overhauled, so as to bring the procedure
of a given bureau somewhat more fully into line with prevail-
ing business standards. This, however, strengthened rather
than weakened the isolating individuality in functions and
.in relations to the contracting market. In the main, the

27 *
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art of interbureau cooperation was more or less atrophied
when the war era began to dawn upon the department. Even
two years of war in Europe had not served to lower the walls
of partition which rendered cooperative capacity across
‘delimiting lines next to impossible under the circumstances.
-Each specialized in its own contracting field. The established
plan was that of advertising for bids, waiting 2 month or so,
then opening the bids in public, and after comparison and
inquiry -as to the responsibility of the bidders, making the
award to the lowest acceptable bidder. It was a safe and
fairly satisfactory peace time method, but ill-adapted to the
speed of war procedure, without some expediting changes in
plan, such as the navy adopted. The ruts of tradition seem
to have been too deeply worn for the machinery to get out
and speed up for emergency demands by readjustment from
within,

Apvisory SuPPLIES COMMITTEE NEGOTIATES CONTRACTS

It was this that made it comparatively easy for the Council
of National Defense to assume, under the guise of assisting
negotiations, the virtual role of war contracting for the
Quartermaster Corps. By means of its Advisory Commission
and its groups of associated committees the real work of
contract making rapidly came their way. The supreme
exigency of national peril was at hand. Commercial organi-.
zations were demanding better coordination of the several
purchasing -agencies of the government, and Congress was
advocating a separate departmental head to take up the
production and supply of munitions. About the same time
it became evident that the much advertised aircraft produc-
tion was not functioning satisfactorily under the Signal
Corps proper. In fact, the advisory personnel had assumed
control of program and policy. The Quartermaster General’s
Office was depleted -of its experienced assistants, consisting
of highly capable civilian office employes whom General
Sharpe had commissioned, only to have them transferred to
other duties than those in which they were preeminently.
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needed.  Meanwhile documents relating to pending contracts
were choking the channels of official machinery in charge of
newborn talent. Still, in spite of this, the supremé necessity
of coordinating war material purchasing, and thereby check-
ing the flagrant abuse of competitive bidding among bureau
chiefs and running up prices by leaps and bounds, was sys:
tematically opposed. General Goethals, when he took charge
of the Quartermaster General’s Corps, December 26, 1917,
found only one chief of bureaus to agree with him on this
remedy. On this subject his testimony is relevant:

Of course there was opposition by all the bureau chiefs. We were robbing

them, as they viewed it, of some of their authority and some of their perqui-
sites and we met with considerable difficulty in bringing it about.!

BELATED ADVENT OF CONSOLIDATED SUPPLY SERVICE

This came after a supervisory makeshift had failed to work
in the pooling of purchases. The really vital contracting
plan of a consolidation of purchasing agencies under a single
head came into effect slowly. Although taken up with the
General Staff as early as February, 1918, and again formu-
lated and put up to the General Staff, in July, 1918, it was
not really acted upon until late in September. Even then
its actual operation in full scope did not really get under way
until the middle of October—less than a month before the
armistice. Fortunately, some of the correctives of the
government buying in the same market as rival bureau bidders
were applied months before the fully coordinated plan of
supply service came into being. Fully half of the war was
fought under an egregiously uneconomic system of buying,
and it took a large part of the other half of the period to drive
the war authorities, both the Secretary and the General Staff,
and the self-centered bureaus, to recognize and abandon the.
system for something better.

ConTrACTUAL FuncTIONS OF WAR INDUSTRIES BOARD

The necessity for cor;solidating the supply service was made 7
the more insistent by reason of the fact that the Council of

1 War Expenditures Hearings, Ser. I, part 6, p. 523.
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National Defense had meanwhile assumed a role that was
neither to the liking of Congress nor to that of the military
bureaus. By the end of 1917, under the ineffective efforts of
the War Department in handling the supply situation, the
council had practically taken over much of the purchasing of
clothing and equipage for the army from the Quartermaster
Corps. This was done through one of its advisory commit-
tees, especially the Committee on Supplies, acting in coopera-
tion with the large trade organizations. It turned out, how-
ever, that the very representatives of these trade and indus-
trial organizations who were assisting the government in
making its supply contracts were at the same time interested
in the industries and concerns that were selling to the govern-
ment. This discovery of what turned out to be a violation
of the anti-trust laws put that part of the work of the council
“on an illegal basis. Many resignations of advisory commit-
teemen followed in order to avoid even the appearance of
impropriety. The advisory service of the council was em-
bodied in the price fixing and cost determining cooperation
of the War Industries Board of a personnel disassociated
from any pecuniary interest in contracting procedure. There-
in was vested the allocation of contracts on priority bases in
supply orders.! By this time the Purchase and Storage
Division, with General Goethals in charge, had begun to
centralize the purchasing work of the Quartermaster Corps.
But that was not until civic cooperation had threatened to
shelve much of the War Department’s out of date contracting
machinery.

1Report of the Quartermaster General, War Department, 1918, p. 1o, under
* Clearance” and * Priorities.”



CHAPTER V
Types and Forms of War Contracts

Evolution of contract forms as used by the army and the
navy dates mainly from the beginning of the Civil War period
down to the present time. In the Civil War it was the navy
that got .itself into trouble from a rather loose method of
concluding agreements for supplies. Of this, at least, some
enterprising people took advantage and brought in claims of
which there was at best doubtful ground for recognition.
That resulted in the passage of the act of 1862, after an
investigation, making a contract in writing necessary for its
validity, and requiring signing by the contracting officer.
That law now stands as section 3744, Revised Statutes, and
is the cornerstone of our war time contracting policy. It
requires other formalities, including the oath of disinterested-
ness. It implies rather than requires advertisement for com-
petitive bidding in express terms. But competitive bidding
was the peace time rule which it was sought with varying
success to carry over into war time. The two main classes
of contracts and orders in use in the army in peace were
competitive awards and procurement orders. The latter were
in general use especially on the part of the Corps of Engineers
in river and harbor work, where it was not convenient to make
purchases of supplies during the short open season of outdoor
work by the more formal plan of competitive bidding for
articles of standard market price. This was authorized by
law, and under that law the other bureaus of the army
purchased freely in war time, with the result that there was
a vast number of informal contracts outstanding when the
Comptroller of the Treasury ruled that they were illegal,
whether judged by war or peace standards. They were mainly
- orders given informally, when they should have been contracts
drawn and signed formally. These were later validated by
the act of March 2, 1919, known as the Dent Law.

, J
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The following clasmﬁcatnon of war time tontracts wﬂl
serve to indicate the several groups of obligations intc which
the government entered under different condltxons durmg the
war period:

1. Competitive Awards, under sections 3744, 3745 and
3746, Revised Statutes, used in time of peace as the only legal
form, with certain exceptions. Applied especially to the three
departments of the army, the navy and the interior. Used in
the army supply purchases after the reorganization of that
division under General Goethals, even during the war.

2. Cost-Plus Contracts. These were made legal by the
National Defense Act. of 1916, .upon proclamation of an
emergency condition making the usual competitive method
of award inexpedient on account of urgency of demand to be
determined by the President. The features of this type were
the payment of the full costs by the government, and compen-
sating the contractor for his organization by the payment of
a fee either fixed or in the form of a percentage of the cost.

This form of contract was afterwards prohibited by act of
Congress in the contracts for housing facilities.! The Poin-
dexter Bill of May 20, 1919, prohibited it as well as commis-
sions in any government contracting. The General Staff,
Purchase and Supply Branch, of the Purchase, Storage and
Traffic Division of the army, required that an approval sec-
tion be organized to protect the interest of the government in.
any supply bureau where that form of cost-plus contract was
being used to any considerable extent. (Supply Bultetin, No.
18, August 3, 1918.) The act of Congress applied only to
the percentage fees—not to the fixed price fee.

3. Allocation Contracts. These were resorted to when the
quantity of supplies exceeded the known capacity of mills,
when the orders were apportioned among the factories, usually
after some conference among the representatives of the trade,
on the basis of capacity, including both operating capacity
and potential capacity. Many of the contracts for duck and -

1 Public, No. 164, 65th Cong. (H. R, 12,280) amending sec. 7 of act of May 16,
1918, Housing Act.
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woolen cloth were placed thus, at a price agreed upon with a
10 percent profit;. . :

4. Commandeering or Requisitioned Orders. This was used
as a last resort, when the conditions in the trade or industry
were such as to make jt in the public interest to waive nego-
tiation and get results by taking over industries or supplies
for public account. The compensation for use of premises,
plant, etc., had to be-at a fair and just price, and in case of
dispute to pay 75 per ceat down and settle for the balance
when and as it may be adjudged.

5. Procurement Orders. These have been described in
connection with the informal contracts under the head of
cost-plus contracts. The use of this type of order, or contract,
assumes competitive conditions in the branch of trade con-
cerned. It pertains usually to merchandise as to the prices
for which there is an open market and of which no unusual
quantities are wanted at one time.

6. Agency Contracts. These were the kind used in the con-
struction of the shipyards and the ships at the great govern-
‘ment plants for fabrication of tonnage of steel ships. The
same kind was used for the purpose of accomplishing various
other war time objects, such as the construction of projects
at home and abroad. It provided for payment by fee in fixed
amount per unit of product, and differed little from the cost-
plus contract for a fixed amount.!

" The competitive contracts were usually lump sum awards,
though not always so. But under war conditions the factors
entering into the making of prices were fully disorganized.
It became necessary, therefore, for the. placing of contracts
on any terms at all to recognize the emergency conditions
which controlled costs and to adjust the governmerit's
methods of bargaining to these new requirements.

Early in the war period, owing to the necessity of speeding

. up all government work, the established lines of procedure

“‘tFora specimen, see that of the American International Corporation with the

Emergency Fleet Corporation for the building of the Hog Island yards and fifty

" ships. This was signed September 13, 1917, and is reprinted in full in Investiga-
. tionof U. S. Shipping Board, E. F. C,, Vol. I, pp. 260—=271.
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in contract making were loosened up, yet the authorities
were unduly slow to yield to the policy of allowing larger
liberty in official bargaining. Instead of anticipating war
conditions, the recognition of an emergency was not author-
‘ized under the auspices of the War Department by the
Secretary's letter of April 12, 1917, until six days after the
declaration of war with Germany. This declared that in view
of the existence of an emergency, within the meaning of sec-
tion 3709, Revised Statutes, and other laws, the advertising
requirement for bids in making contracts for and on behalf of
the government might be omitted.

It was high time that some departure from the usual for-
malities be provided for, at the hour when camp and canton-
ment construction, munitions contracts and other equally
urgent arrangements were being effected altogether too
slowly for the exigencies of the hour. For instance, in that
division of the Quartermaster Corps which had in hand the
planning, procurement and building of camps and canton-
ments, the entire personnel in charge at Washington was
composed of one colonel and four men trying to handle the’
work ostensibly on the prewar basis. Hordes of contractors
were crowding the single room in which this ill-equipped staff
did its work, while the importuning contractors sat on the
sides of the officer’s desk at which he was presiding.!

ArRMY SupPPLY QFFICES HinDeErReD BY PEACE TiME Forums

A somewhat similar situation as to the pressure for con-
tract action existed in the office of the Chief of Ordnance of
the army. Almost immediately after the declaration of war
this office began to experience the incapacity to meet a war
situation of which its head had occasion after occasion warned
not only his superior in office but Congress as well.. To the
credit of Congress, however, it must be pointed out that by
the National Defense Act of 1916 it had provided for an
increase in personnel of the Ordnance Office. Yet, in spite

1 Testimony of G, B. Clarkson, Director, Council of National Defense, War
Expenditures Hearings, Ser. I, part 3, p.358. ~
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of this emergency provision in the law, no increase, except on
the five year peace time basis, in the much nheeded service on
account of the supposed imminence of war was allowed.
The appeal of Brigadier-General Crozier, then in charge of
ordnance, had been made long before that for authorization
to proceed on an emergency footing to make contracts for
basic requirements for ordnance production, by *organizing
the increments of the Ordnance Department without organ-
izing any other increments provided for in the National De-
fense Act.” But the law office of the War Department, true
to the obstructive traditions of departmental interpretation
of laws, gave negative answer. True also to the insatiate
legal appetite, the remedy was suggested in further legislation.
With that decision or ruling the Secretary of War coincided,
leaving the contracting capacity of the Ordnance Office
bound hand and foot to the limitations of a prewar basis
with a personnel of less than a hundred officers at the several
arsenals and in the Washington office. . A few dates will help
to locate responsibility. The Ordnance Office’s first letter on
the subject was dated December 4, 1916, and the Secretary’s
reply, endorsing the Adjutant General’s negative ruling,
arrived only on February 9, 1917. Thus the great oppor-
tunity to utilize the lawfully provi&ed presidential discretion
in declaring an emergency condition was lost. Meanwhile
the country was on the very verge of war. The makers of
ordnance and small arms were obliged to enter into provisional
contracts or understandings with the federal authorities, under
conditions that radically modified the speed of delivery under
contracts. To this the Ordnance Office as well as the Quarter-
master General’s Office were driven by the signal failure of the
military establishment’s authorities to see ahead and take
action in time. Could any more convincing proof of this
paralyzing quality of administrative inaction be wanted than
the fact that the declaration of an emergency condition exist-
ing was not made by the Secretary of War until six days after
the country had gone to war with Germany? Every contract,
in the meantime, that was made on any but the prewar basis

4
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of advertising first, then waiting for bids and finally awarding
to the lowest bidder, was done with the knowledge that
it was an indictable offense. :

Facrors AFrEcTING ForMs oF CONTRACTS

These are some of the underlying conditions that had a
decisive influence on the types and forms of contracts that had
to be improvised in the hour of national crisis. The more
immediate factors in determining the types of agreements by
which the government may get things done are four: (1)
costs of production; (2) quality of goods wanted; (3) quantity
of goods wanted and (4) time within which delivery is required.
These are given in what may be called the peace time order of
importance. In war time, when time is of the highest con-
sideration, costs sink to the bottom of the list, and the order

-of relative importance stands as follows: (1) time of delivery,
reduced to the lowest absolute minimum; (2} quality, which
retains its relative rank; (3) quantity, and finally (4) costs.

The two types of contracts which were used in the vast
majority of cases were the straight purchase-and-sale con-
tract at a fixed price, and the cost-plus contract. The addi-
tional compensation in the latter type might either be a defi-
nite sum or a percentage of the cost as the second element in
pecuniary reward. The former type is often called the lump
sum contract, and the latter the cost plus percentage or fixed
profit contract. In the one a fixed price per unitis the feature.
In the other, both of the elements, of cost of production and of
premium or percentage, are or may be variable. The one
embodies certainty and definiteness in obligation and com-
pensation, subject to inspection for quality standards and
compliance with delivery schedules. The other, owing to the
importance of producing results at all hazards, makes both
expense and profit a contingent outcome. Consequently this
applies to speculative or experimental undertakings, for in-
stance. A third form, the agency contract, employs an already
existing or especially equipped organization to produce a
given product or perform a desired experiment. Here the
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government pays the bills and compensates the agent by a
percentage on costs. It is this last named kind of agreement
under which the American International Shipbuilding Cor-
poration was organized to carry out a contract for building
merchant ships for the United States Shipping Board, under
the auspices of the board’s subsidiary, the- Emergency Fleet
Corporation at Hog Island. The largest shipyard in the
world was there constructed on a swampy river front in the
course of twelve months, and the practicability of quantity
production of fabricated ships amply demonstrated.

The field in which the cost-plus type figured most widely
in war contract operations was that of camp and cantonment
construction,! as well as in the building of office buildings,
docking and loading facilities and warehouses and storage
facilities for the War Department, especially ifor quarter-
master supplies service. By far the most of this work was
done under the cooperation of the Emergency Construction
Committee of the Council of National Defense.? To this
advisory agency belongs the credit of working out an emer-
gency form of contract in the crisis of war time needs as well
as of applying the cost-plus contract to an extremely difficult
situation during the first year of the war. Probably the best
known field in which the fixed price purchase-and-sale type of
contract figured was in' that of the purchasing after reor-
ganization (1918) of the Quartermaster’s Department of the
army, subsequently merged into the Purchase, Storage and
Traffic Division of the General Stafl.

INTERDEPARTMENTAL EFFORT TO STANDARDIZE CONTRACTS

As might well be supposed, the rather sudden entrance of
the country upon a war program led to manydepartures
from the legalized types of agreement in supplying the needs
. of army and navy. Once the limitations of the law were
removed as to the statutory and administrative procedure, ’
and the full swmg of emergency freedom realized, we find

1 Annual Report ofhthe Secretary of War, 1918, p. 62: Thzriy-two Cities of

40 000 Population
* Second Annual Report, Council of National Defense, pp. !88—190
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much confusion arising and criticism current as to the con-
tracts under which war work was being done. Many new
officials were inducted into contracting offices, who knew not
the routine of the prewar procedure in the War Department.
In that situation the suggestion of an interdepartmental con-
ference on the uniformity of contracts and cost accounting
methods and definitions was called. The conclusions of the
delegates, thirty in number, representing the Departments of
Commerce, War and Navy, the Council of National Defense -
and the Federal Trade Commission, were as follows:

1. That in every instance where fair terms can be obtained, contracts should
be in the form of straight purchase-and-sale contracts at fixed prices. .

The question of what constitutes fair terms has a twofold bearing. In this com-
mittee’s view it served as the moral basis from which the entire subject of govern-
mental war time bargaining ought to be regarded. In its definition of *fair terms™
the conference laid down six criteria: ’

(1) Quality and quantity of the article purchased.

(2) Adaptability or inadaptability of the plant to other than war business.

(3) Duration of the job, proportion of plant and capital tied up.

(4) . Possibility of fluctuations in material and Iabor costs,

(5) Loss to commercial business by taking government work.

{6) Comparison with prices of other manufacturers, competitive bidding, etc.

II. That a standard form of straight purchase-and-sale contract be adopted for
use wherever practicable.

Among the features of this form it was advised that clauses on the following
subjects should be incorporated:

(1) Methods of delivery, storage of product, shipment to designation.

{2) United States to pay for raw material delivered to the contractor.

(3) To have the right itself to supply material and component parts.

(4) To adjust prices on increased material costs above estimated costs.

(5) To adjust price on increase in labor costs. ’

(6) Liquidated damages.

(7) War termination clause, providing for cancelation, etc.

This conference did not fail to take account of.certain con-
ditions which made it difficult to get contractors to undertake
government work on the fixed price basis. There were many
elements of hazard in the business situation, which’'made it
necessary to follow the cost-plus form of agreement, in order
to get work done on fair terms to the contractor of the best
intentions. There was, for example, no experience on which
to estimate what the cost of making steel helmets by a sheet
iron concern might be. In all such untried fields the experi-
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mental basis of the cost-plus contract was the best the govern-
ment could_do, short of commandeering the plant or going
into business on its own account. This type comes into use
in cases where the materials and labor markets are in a state of
fluctuation such as to make bidding on the fixed price plan a
highly speculative undertaking. Moreover, it was a matter
of contract experience on engineering and building construc-
tion projects that the cost-plus plan had become a standard
type of agreement. Why, then, could it not be applied with
confidence to the enormous construction program of the
government, provided the contractors were selected with due
regard for fidelity and efficiency and were given an induce-
ment to be economical rather than extravagant? Conse-
quently the recommendations—

IIL That in cost-plus contracts a fixed profit of a definite sum of money per
article be agreed upon instead of a percentage of cost.

IV. That this agreed upon profit be subject to adjustment, so that the con~
tractor may share in the saving of costs, or be charged with part of the excess
of actual cost over estimated cost.

V. That a standard form of cost-plus contract be adapted for use wherever
practicable,

Obviously the main difficulty in making this plan workable
was to ascertain the costs upon which contractor and con-
tracting officer could agree. Thanks to the state of progress
of the accounting profession and the existence of both govern-
mental and advisory agencies for price determining and cost
accounting, this was a task of organization out of available
talent in professional circles. But such a checking up staff
had to be at every factory, in every shop and at every camp
and cantonment to see that the contractor, whose interest it
was to swell costs, was not taking advantage of his oppor-
tunity. :

There were no cost-plus contracts in the Quartermaster
Department, as later reorganized, outside of the construc-
tion work; or if any had been arranged before December 26,
1917, they were abrogated later.! The plan was opposed,
under the reorganization in operation during 1918, because

1 War Expenditures Hearings, Ser. I, part 6, p. 528.
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it produced extravagance, it gave no incentive to the con-
tractor to economize, it imposed all the risks on the govern-
- ment and left the contractor with none. Even though the
Shipping Board’s contracts with the five fabricating yards
were made on the cost-plus basis, it was not considered neces-
sary by the navy as a rule to get contractors on this plan
either for yard construction or for shipbuilding, though often
used in emergency repair contracts. The conclusion of the
Interdepartmental Conference of July, 1917, is consequently
sound in the main, when it says:

The interests of the United States and the contractor are inevitably opposed if
the profit is based on a percentage of cost.

‘The temptation is great to the contractor to inflate his own cost as well as the
costs of subcontractors, and the task of the United States is difficult and burden-
some in checking and determining proper costs.

ComMPETITIVE, CosT-PLUS AND COMMANDEERING CONTRACTS

1t is not difficult to see that between the peace time method
of competitive bidding and the highly drastic method of com-
mandeering, it may in given circumstances become advisable
to take a middle course. Commandeering is a compulsory
procedure, and no compulsory arrangement with the owners or
operators of an industry can possibly bring as high a degree
of efficiency in economic results as a voluntary agreement
can. Every productive factor—labor, capital and manage-
ment—is to some extent subnormalized by such a system of
manufacturing. Commandeering limits if it does not largely
negative the possibilities of cooperation in the productive
process. When the history of this method of meeting the
government’s war necessities is written, if it ever is, it will be
" seen that impressment of industry, unless it be made uni-
versal, always involved the impairment of the potentialities
of team work. Forceful bargaining must inevitably result in
lowering of morale in the productive organization. Nor does
the competitive selection of the lowest bidder always react
favorably on the spirit‘of the factory and the workshop.

i Uniform Contracts and Cost Accounting Definitions and Methods, p. 5.
Government Printing Office, 1917.
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Often the underbidding is accompanied by underpaid wagé
schedules—the wage earning producer is “sweated’ to make
up for the lower bid needed to get the contract, or the quality
of the goods delivered is “shaved,” or secret understandings
neutralize actual competition. In this case the government,
under guise of open bidding, gets goods at monopoly costs.
With the cost-plus procedure, on the contrary, all inducement
to cheat labor, to use inferior material, or to impair the spirit
of the management is alienated by insuring the costs plus a
reasonable charge for overhead and use of the organization.



CHAPTER VI

Commandeering as a Means of Supply Control

In the contgacting world there was a sort of a stigma
attached to the fact of having one’s industry or supply of
commodities in trade commandeered by the war authorities.
That very attitude prevented the powers from having to
resort to this extreme measure. Even the versatile secre-
tary of the Council of National Defense ventured the opinion
in public testimony * that the people would not have stood for
it,”” presumably meaning in the early stages of the war. But,
‘as a matter of fact, the navy had seized stores at New York,
and the Quartermaster General of the army had within a short -
period thereafter commandeered four important supply com-
modities, including wool, cotton, heavy ducking and canned
goods.! As-a means of protecting the public interests, how-
ever, this procedure is, in some quarters, regarded as the only
acceptable one by which to place all concerned on a common
footing of equity. Certainly, as a method of scotching the war
time serpent of riotous profiteering, as was the case in the tin
trade in the fall of 1917, it proved effective. In that case, all
questions of price, grades and terms of payment were referred
to specially appointed district boards of adjustment, while the
government lost no time dickering with speculators for the
metal urgently needed for the manufacture of ammunition.

THE PROBLEM OF FAIR AND JusT COMPENSATION

On the wisdom of contracting by means of the commandeer-
ing procedure as a general thing, it should be kept in mind
that none of the three other methods have proved wholly
satisfactory. None will apparently meet all situations and
conditions, without some agency by which the necessary
negotiations, price fixing and bargaining process in general
can be made to function with fairness to both parties to the

1 War Expenditures Hearings, Ser. I, part 6, p. 536.
42
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contract. This agency the navy developed in the Board of
Appraisal and Condemnation at New York. It was created
to act as a clearing house to supply the navy with information
as to where and in what quantities stores might be procured,
and it served admirably for the model of such an agency of
intelligence and negotiation. This board of three officers
had the duties of preparing lists of tools, of making inventories
of goods of interest to the navy as located in warehouses,
held by banks or forwarding agents for export and of seizing
and forwarding articles needed by the navy. In this capac-
ity, up to June 30, 1918, it had inventoried the contents of
238 warehouses, and holdings of 49 banks, 553 forwarding
agents and 223 exporters. Considerable quantities of fin-
ished supplies were thus commandeered in and about New
York at a substantial saving to the country. These idle
supplies, detained from the market in a scarcity state of
supply, released just so much labor and manufacturing ca-
pacity which new orders of equivalent amounts must have
entailed.t

Even where the customary form of a contract is employed,
the mandatory or commandeering order, accompanied by the
means and responsibility for determining a fair and just price,
has proved to be of advantage to the public interests, without
prejudicing private interests. For instance, in the emergency
of having to obtain material for contractors, a letter of com-
mandeering under the signature of the single authority in
which this power was vested, cut bales of red tape and saved
no end of time. Likewise, in a given shortage of steel prod-
ucts, while congestion at the seaboard for export had caused
accumulation of stocks, the navy was enabled to commandeer
ample to meet its needs, and by its price determining power to
purchase at an advantage without impairing the economic
~ equity of the owners or exporters.

The legality of the commandeering authority was tested in
the case of Moore & Tierney, Inc., vs. Roxford Knitting Co.,
in the U. S. District Court of Northern New York. Before

1 Report of Paymaster General of the Navy, 1919, p. 30.
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Justice Ray in Syracuse, June 17, 1918, the decision was
rendered that the placing of the informal order under urgent
demand for underwear on the part of the navy, irrespective
of the form of contract used, was obligatory and took pre-
cedence over all other orders and contracts of the manufac-
turer with private citizens or firms. And it was also decided
that no damage could be recovered by reason of the claim
that such contract was entered into voluntarily. The -con-
tract in this case was placed by allocation for this industry
generally, and the alleged injury was claimed to lie in the
ignominy of a mandatory order on the theory that the manu-
facturer’s patriotism was questioned thereby.

ForM orF THE Navy's ManpaTORY CONTRACT OR ORDER

The main clauses in the mandatory order used by the Navy
Bureau of Supplies and Accounts, after reciting the acts of
Congress conferring authorization, stated that—

“an order is hereby placed with you under the conditions stated in subpara-
graph ——, to furnish and deliver material needed by the navy as listed below.
Compliance with the order is obligatory and no commercial orders shall be allowed
by you to interfere with the delivery herein provided for.

(a) The price herein stated has been determined as reasonable and just com~
pensation for the material to be delivered; payment will be made accordingly.
If the amount is nof satisfactory you will be paid 75 per centum of such amount
and further recourse may be had in the manner prescribed in the above cited acts
(March 4, 1917, and June 15, 1917). . . .

(b} As it is impracticable to now determine a reasonable and just compensatlon
for the material to be delivered, the fixing of the price will be subject to later
determination. You are assured of a reasonable profit under thisorder. . .

(c) The order must be accepted and filled in any event, and if placed in accord—
ance with paragraph (a), you are only required to indicate below whether the price
stated and fixed s satisfactory or is nof satisfactory. If noi satisfactory a separate
letter of comment and qualification must accompany the original order that is to
be signed by you and returned. If the order is placed under paragraph (b},
original is to be signed and returned.

By direction of the Secretary of the Navy

(Signed)
Paymaster General of the Navyl

Contracts or orders under this form, numbering 3,342 in
all up to the end of the fiscal year 1918, showed that 1,789

! Report of Paymaster General of the Navy, 1918, pp. 34-36.
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had been accepted and returned to the auditor signed, 1,274
awaited final determination of prices, making respectively 54 °
per cent and 38 per cent of the two classes, while the remain-
ing 8 per cent had been canceled.

BARGAINING VALUE OF AUTHORITY TO COMMANDEER

Authority was conferred, by the National Defense Act of
June 3, 1916, for the President, through the head of any
department of the government, to take immediate possession
of any plant refusing to furnish arms, ammunition or parts
of ammunition, etc., at a reasonable price as determined by
the Secretary of War, and to operate such plant through the
Ordnance Department of the United States Army, at fair
and just rates of compensation.

This method of getting ordnance supplies was one of four
distinct plans of letting contracts. They were:

(1) By taking time to advertise and getting competitive
bids. Emergency considerations, rather than inability to
avail of competition, were responsible for the lapse of this
method during much of the war.-

(2) The second policy was to fix or agree upon the price
and other terms, divide the amount required among the
various manufacturers and have them deliver according to
contract entered into on a noncompetitive basis. This was
known as the method of awarding by allocation. It was
resorted to in many cases in which the government’s demands
were far greater than the available capacity of the manu-
facturing industry in normal times, or where it was deemed
wise to distribute war needs equally among mills engaged on
private orders. The contractors were all sure of getting
orders, in the former case; the only question was the price as
it was fixed by expert knowledge of costs. In some of the
ordnance contracts proposals were invited and allotments
made in the light of these proposals. In this method price

-fixing by the government is the distinctive feature.

(3) The next method is the cost-plus plan of award. The
difficulty of fixing prices at what the manufacturer regarded
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as just, fair and reasonable led to this method on a large scale
in ordnance manufacturing, Of the total of $1,750,000,000
in contracts entered into by the Ordnance Department up to
December 31, 1917, the Chief of Ordnance testified that “the
great majority of that sum had been contracted out under
the cost-plus method of compensation.”! Yet there were
notable exceptions. The Baldwin Locomotive Works of
Philadelphia, which worked wholly on government contracts
in 1918 and had $68,400,000 of orders canceled when the
armistice came, operated almost if not wholly on lump sum
contracts. Much the same was true of the J. G. Brill Com-
pany, working on cars, trucks and field equipment.?

(4) Commandeering authorized by the National Defense
Act pertained directly to the possible needs .of the Ordnance
Department. It was recognized that government arsenals
could not and should not be relied on to make the needed
munitions. The Kernan report on the subject settled that as
early as January, 1917,% reporting adversely on the advisa-
bility of exclusive dependence on government manufacture of
arms, ammunition and equipment. But in providing for the
impressment of private industries it was assumed that com-
mandeering should be an expedient of last resort. The very
existence of that authority, to seize plants and fix fair and
reasonable prices—thus totally subordinating the existing
management and utilizing the working organization on the
government’s own terms—acted as a potential factor of
direct service to the government in making contracts. With
that power in reserve there were very few, indeed, who would
risk the attitude of obliging the Ordnance Office to make
seizure for the country’s exigencies. As a bargaining factor,
the commandeering authority was, therefore, held in abeyance
for the most recalcitrant cases. On the whole, it may be
said, it was wisely used, although in some cases unnecessarily
and in others most bunglingly.

1 War Expenditures Hearings, Ser. I, part 5, p. 488.

2 See annual reports of these two companies for the year 1918,
4Senate Document, No. 664, January 4, 1917.
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From another point of view commandeering was made
unnecessary. As the military establishment had the author-
ity to stop private manufacturers from producing for the
commiercial trade in preference to the government, the recalci- .
trant manufacturers could have been and actually were put
in a position where the alternative before them was to take the
government orders or be prevented from doing®any business
on private account. Under these conditions nothing short of
blind obstinacy or hope of gaining by prolonging negotiations
could have forced the war or naval authorities to cut the
gordian knot and take over the plants or properties without
delay. General Goethals commandeered several woolen
mills which did not care to take wool to weave cloth when
the army was in urgent need of present and prospective sup-
plies for clothing the soldiers. He also commandeered the
output of food products, including canned goods.! Probably
the term or act of commandeering may also be applied to the
policy of the Ordnance Department in its effort to meet the
needs of the army for cloth and leather.equipment. In his
report of 1917, the Chief of Ordnance states that the demands
on the productive industries of the country were deemed
certain to be so heavy as to justify the policy of purchasing
raw materials in large quantities by the department itself.
These were distributed among the manufacturers contracting
for cotton duck, webbing and leather goods. Otherwise the
contractors would have had to go to the open market and com-
pete against one another, with the certain effect of inordinate
price inflation. The policy, as thus put into effect, was
believed to have resulted in very important savings partic-
ularly with reference to leather equipment.?

In naval purchases, commandeering was even more gener-
ally resorted to, and the Naval Board of Appraisal and Con-
demnation was especially organized early in 1918, to handle
compensation cases, after seizure of tin supplies in New York.?

1 War Expenditures Heariﬁgs, Ser. I, part 6, p. 536.

2 Report of Chief of Ordnance to Secretary of War, 1917, p. 19.
3 Report of Paymaster General of the Navy, 1918, pp. 30-31.
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ConpitioNns WHICH APPARENTLY JUsTIFY COMMANDEERING

We have seen how far from uniform are theé agreements by
which the public authorities and private interests reach what
the lawyers call ‘“the meeting of the minds” in war contract-
ing. These variations are partly due to the fact that under -
the extraordinary conditions of war nearly every commodity
is, as it were, a law unto itself. They are also in part due to
the absence of what may be called well conceived and adapt-
able bargaining machinery. The view that upon the decla-
ration of war all commodities and all services for the use of
the government should be put on the same identical basis as
that of the drafted soldier coincides with the war contract-
ing policy of declaring everything subject to mandatory
orders of the government. Industry was commandeered,

“but labor was not. In the language of a leading British
economist, “Why should millions be kept under the most
severe military discipline and other millions be bribed not to.
strike.””t ,

From the viewpoint of equal treatment in the presence of a
national crisis we may give tentative expression to some of the

" “conditions under which commandeering of resources seems to

be justifiable:

I. Where the partial or complete breakdown has occurred
of the usual economic conditions under which values are de-
terminable with any approach to fairness and justice, on the
ordinary basis of supply and demand for services and goods.

2. Where the tendency of the trade is, in anticipation of a
scarcity condition of supply, to accumulate unduly large
quantities for speculative control and extortion of unreason-
ably high prices from the public powers and private necessity.

3. Where it is impossible to bring holders of commeodities
and of individual and corporate services to recognize a com-
mon basis of obligation not to take advantage of a national

emergency by putting personal profit above collective wel-
fare in the hour of national peril.

1 J. Shield Nicholson, War Finance, preface, xvii-xviii. London, 1915.
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4. Where the unwillingness to accept compensation on the
basis of actual costs plus reasonable profit becomes a serious
handicap to the rate of speed and effectiveness of mobiliza-
tion of national resources.

5. Where commandeering may be required to forestall or
prevent the quick rise in the costs of living superinduced by
the race for excessive profits and extortionate wages exacted
by the crisis in public existence.

6. Where it is difficult or impossible to recoup the extra-
ordinary need for public revenues from taxes on excess
profits and unearned incomes from salaries and wages or other
sources.

No inconsiderable part of the procedure of the Food and
Fuel Administration during the war was conducted in more
or less accord with these general principles of safeguarding the
public interest as against private or corporate exploitation.

Similarly, the operations of the Australian War Precaution
Act, enacted to meet the coal strike in- that country during
demobilization of the army, were made equally effective by
the free exercise of the commandeering power of the govern-
ment in a public exigency.? . '

‘COMMANDEERING WEST COAST SPRUCE PRODUCTION

Commandeering a given commodity for war purposes is
often if not always forced upon the government by the posi-
tion which the commercial trade has taken toward the public
needs. It is not always the contractor’s unwillingness; in
fact it is often quite the'contrary, when the contractor is tied
up with private contracts, as to which agents or brokers are
threatening to sue if they do not fill orders as agreed. That
was precisely the case on the west coast when the Aircraft
Section of the Signal Corps came for a necessary supply of
airplane spruce and fir. The Allied governments and the
airplane corporations had been there in advance and bought
largely through agents and brokers, to the extent of clearing

1 Report of Trade Commissioner, A. W. Ferrin, U. S. Commerce Reports, July
21, 1918, p. 408, :
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the timbered log supply. Prices were as high as $250 a
thousand, and cost about $§g90. Consequently one can under-
stand why the brokers were eager to have their contracts
cleared before the government became too deeply inter-
ested in the situation. Their threat of receiverships, law-
suits and other forms of embarrassment tied the hands of the
lumbermen, especially as the agents insisted on having their
orders take precedence of governmental orders. In that sit-
uation the commandeering order of September 6, 1917, was
issued, thereby releasing the contractors of obligation to fill
the brokers’ orders immediately and clearing the way for the
mills to cut for the government. This commandeering order
was drawn in the Aircraft Board, approved by Howard E.
Coffin, Judge Lovett of the Priority Board and General Squier
" of the Signal Corps, and signed by the Secretary of War,
legally commandeering the aircraft spruce production of the
Pacific Coast. It did not cover the timber stumpage, only
-the lumber cut.!

The disadvantage of this position, with brokers’ orders
relegated to the rear and the government in control of trans-
portation under priority rules, was that the federal authori-
ties were responsible for losses involved in canceling or defer-
ring brokers’ contracts. In order to meet this condition and
save the public from penalty costs, it was negotiated by the
government's spruce lumber representative that the private
orders should be reinstated to the extent of 8o to 85 per cent
of their volume. This was done only, however, on the condi-
tion that the originals were canceled, that mills released the
brokers, and that the price of $105, which the government

"had fixed, be embodied in the terms. Thus the orders were
replaced and releases for any damage forestalled subse-
quent claims.

The spruce lumber commandeering had another advantage
It enabled the aircraft authorities to introduce a corrective
on the wasteful system of cutting and grading. The old plan

1 Investigation of the War Department. Testlmony of Maj. Charles R. Sligh,
Part 7, pp. 2310-2311.
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of selling on'the basis of the G grade had resulted in cutting
and shipping much timber not suited for airplane uses and
made the rejections so large as to leave only from 15 to 20
per cent of the stuff received. By enforcing the more scien-
tific specifications, not only was economy introduced but
uniformity was established in lumbering and timbering
methods in the logging camps and at the cutting mills. It
likewise placed all producers cn a common basis of stand-
ardization with the market, in establishing the more read-
ily the inspection regulations looking to conservation and
economy.



CHAPTER VI
Contractual Role of the Council of National D"efense

In the words of the enabling act, the Council of National
Defense had the duty of ‘“‘the creation of relations which will
render possible in time of need the immediate concentration
and utilization of the resources of the nation.” It consisted
of six Cabinet members and the Advisory Commission, its
alter ego, of seven civilians. Each of these seven became the
chairman of one of seven separate committees with “power
to select the members of its committee from either govern-
mental or civil life, or both.”” The names of these several

~ committees into which the Advisory Commission divided its
labors were medicine, labor, transportation, raw materials,
science and research, munitions and supplies. Among its
first steps as a council a series of conferences was provided
for “with leading men in each industry fundamentally neces-
- sary to the defense of the country in the event of war.” The
.council likewise created “‘an expert body, whose personnel
shall be chosen by the commission . . . from among
those having special knowledge in industrial, military and
naval affairs,” to prepare definite plans for the council and
commission to consider as a basis for national security and
-welfare in the event of an international emergency.t.

The duties of this expert body carried its members and
:assistants directly {nto the fields which the various divisions
.of the War Department traversed in the performance of their
-established functions. Especially so was this the case with
regard to the Munitions and the Quartermaster General’s
departments, the two principal contracting agencies of the
government. How extensively this expert board and the seven
special committees headed by the members of the Advisory
Commission cut across the regular work of the department’s

1 National Defense Act, 1916, section defining duties,
. 52
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bureaus and divisions is seen by the commission’s request for
information as early as February 18, 1917, less than fifty days
before the declaration of war on Germany. At the most
critical stage in the preparations for national defense, these
departmental agencies were called upon to supply the com-
mission for its 'spgcial committees ‘‘detailed lists of materials
with specifications and detailed dimensioned blueprints,
covering all equipment needs for a balanced’ force of one
million men. Estimates were also to be furnished covering
supply of ammunition for the same force in the field during
each ninety days of active service.”! The purpose for which
this information was desired was “in order that approxima-
tions may be made as to the amounts of material, both manu-
factured and raw, for which it will be necessary to draw upon
the resources of the country.”? The already overcrowded
office of the Quartermaster General of the army had thereby
an extra week of work thrust upon it, and more than that if
refiguring of its presént data were required on the basis of a
.balanced force as provided by the defense act of June, 1916.
The chief of the Ordnance Department replied that it would
take a long time to furnish the information requested. Practically no copies of
blueprints are available, so that about 10,000 copies will have to be made. Fur-
thermore, in many instances where parts are manufactured at present only in
arsenals, no detailed drawings exist. He also calls attention to the fact that to
~ furnish a complete list of the materials, etc., as requested, would require some
time on the part of his office force and suggests that the director continue, as at

present, to get the information if possible through Colonel Landis, who is em-
ployed by the council.$

CoNTRACTING METHODS OF COUNCIL’S ADVISORY COMMITTEES

Under. the Advisory Commission regime of intended coop-
eration with the military authorities a complicated system of
committees and subcommittees grew up as if by magic.
Somewhere in this jungle of intermediating agencies of an
unofficial or advisory character the center of gravity of con-
tracting responsibility disappeared for the time being. Where-

1 Minutes of Advisory Commission, February 28, 1917.

3 Ibid., February 15, 1917. . . .

8 Ibid., February 28, 1917. See pp. 561-577 in Hearings on War Expenditures,
Ser. 1, part 7.
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ever it lay, it was equally as remote either from the parental
council on the one hand as it was from the legally liable bureau
chiefs of the War Department on the other. This develop-
ment had its growth and downfall between the beginning of
1917 and that of 1918. In that year’s time the work of nego-
tiation for many of the staple commodities hitherto handled
by the Quartermaster’s Office of the army passed into the
hands of outside committees over whose operations often a
single civilian was the presiding genius. Such was the case
with the section.on supplies of the Advisory Commission of
the Council of National Defense. Around this individual
agent practically all of the cost accounting and the price
fixing work centered. The force of assistants and collabora-
tors, of which there were many talented and patriotic business
and professional workers, was responsible to this individual
agent, the vice chairman of the committee on supplies. In
due time even the contracting officer, the highest responsible
contracting official in the Quartermaster General’s organiza-
tion, with his seven commissioned officers and twenty-five
clerks, was moved over into the offices of the advisory com-
mittee on supplies. ‘“‘He was attached to us to sign and
validate the contracts,” testified the aforesaid vice chairman,
‘““and generally OK’d everything that we OK’d.””!

In volume of business transacted this committee on supplies
had the remarkable record of putting through 45,000 contracts
in the nine months of its existence. This averaged about 200
contracts a day. The requisitions came from the Quarter-
master General’s Office, but the agreements with manufac-
turers were always brought about in the purchasing commit-
tee’s office, where the vice chairman met the manufacturers
and negotiated the contracts.* Only occasionally did this

. committee’s head ever advise with the trade committees
directly concerned; with the contracting officer only when
differences arose, which was but once in each 200 contracts on
the average; and still less frequently with the Quartermaster

! War Expenditures Hearings, Ser. I, part 4, pp. 414~415.
* Investigation of the War Department, Part 2, pp. 799-801.
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General himself. The committee on supplies had so com-
pletely absorbed the purchasing of the woolen goods, cotton

goods, knit goods and shoes and leather as to make its acting:
head, the vice chairman, the de facio Quartermaster General.

In his written statement, submitted to the War Expenditureés

Select Committee of the House, June 26, 1919, Mr. Charles

Eisenman described the committee’s relation to contracts.

Instituted May 17, 1917, to assist the Quartermaster’s Office

in the purchase of clothing and equipage, it occupied itself

with collecting all needed data available regarding contracts

existing on May 1 and summarizing the facts about contracts

made after that date which the committee had recommended.

It had ingenious systems of checking up the progress of con-

tract work, prospective requirements, etc., so that after June
‘“all contractors were at once notified to report, on forms sup-
plied them for the purpose, first, of deliveries made to date on

each contract and thereafter weekly on the weekly shipments
made on each contract.”

ArrocatioNn oF CoNTrRacTs BY COMMITTEE ON SUPPLIES

Only two different types of contracts were made use of in
the handling of 142 different articles, the aggregate value of
which was approximately $800,000,000.2 For the three main
classes of textiles, including woolens, cottons and knit goods,
the practice was to allocate awards among the mills accord-
ing to capacity. The other form of contract. was by competi-
tive bidding, and figured in the purchases of shoes and leather.
Allocated awards were really cost-plus contracts. How they
were negotiated is thus described:

Will vou tell the committee in just a brief narrative way how you went on
about these purchases (asked the chairman of the select committee).

Mg, EisENMAN: Well, knowing the needs of the government, we found out the
manufacturing capacity of the country, and at the same time we also determined
the costs. There is no such thing as one cost in manufacturing cotton, woolen,
iron or steel. We took the cost of a very up-to-date mill, the cost of a mill that

! War Expenditures Hearings, Ser. I, part 4, p- 412.
% Ibid., Ser. 1, part 4, pp. 414, 422.
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was not up-to-date, and the general mills, and we ascertained what at any partic-
ular time it would cost to make-a certain thing. Based upon that knowledge,
we predicated our prices.

TrE CuairMaN: How did you do that, Mr, Eisenman?

MR. E1sENMAN: By calculating in the ordinary way. When we were in doubt
we called to our assistance cotton engineers and woolen engineers that were remote
from the job, who had nothing to do with it, except as we called them in for infor-
mation, We held them here a day or two, got the information, and sent them
home.

Tae CaarMaN: Did you have accountants employed by your council or by
the War Industries Board whose business it was to estimate the cost of production?

MRr. EiseNMaN: We had men—in fact, most of our men, the men that I
selected to help me do the job, knew manufacturing costs themselves, and they
were of tremendous help,

* * * * »

TaE CBAmRMaN: You did not make the contract?

Mg, EisenMan: No.,

Tee CHAIRMAN: You agreed on the terms of it, however? .

Mgz, EiseNMAN: We agreed on the terms. In fact, in our branch of the
business it was never a question of who would get the business, but we allocated
the business to every mill in the United States. They had to take the business.
They did not wantit, . . . I mean there was more business than there were
manufacturers—and we allocated the business to every mill to its full capacity.
The mills were wont to say, “No; we are sewed up, and we cannot take your
government business,” because they were getting 20 to 30 per cent more from
civilians, But that condition was impossible, so we allocated to them their full

production.?
i

The allocating principle in war contracting was of much
wider application than is at first apparent. Asin the navy, so
too in the army contracting there was patriotic appeal or
moral suasion used along with the consciousness of power to
place orders to the capacity of industries concerned. During
the first year of the war in the heavy cotton goods industry
the needs of the government were about four or more times
as large a yardage as the capacity of the mills. The ascer-
tained capacity for tentage duck was twelve or thirteen mil-
lion yards, whereas the army was in the market for 87,000,000
yards.? In such a case the representatives of that industry
were called together, told of the situation, and steps taken to
enlarge producing capacity. For this and other cottons, carpet

1 War Expenditures Hearings, Ser, 1, part 4, pp. 414—416.
3 1bid., p. 404.
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mills were drawn in and shown how to turn their machinery to
account. The committee of supplies’ engineers on duty at the
cotton mills were sent to the woolen and the silk mills to
meet the crying needs of ducks. Wherever the demands ex-
ceeded the capacity and the civilian trade yielded profits of a
scarcity market, the allocating plan of contracting had to be
resorted to. It was the same in the woolen as in the cotton
industry, as the vice chairman to the committee on supplies
has pointed out in his testimony:

Mg, E1sENMAN: The woolen manufacturers were very willing to help when
they saw the light, but not all of them were willing to help in the same degree.
I mean they wanted to exclude one-fourth of their product for civilian purposes,
because they got a Iot more money that way. Then some of the manufacturers
that were willing to come in and make government goods wanted more than we
would pay, so we ascertained what was a fair price, and for five months we main-
tained that price against allodds. . . . . And when they were not willing,
about the first of the year (1918) they spilled the beans and complained to the
Senators that we were not treating them fairly.

TeE CHAIRMAN: Was that the time the complaint was made that you gentle-
men were buying of yourselves? ' )

Mz. EriseNmMan: Well, you know that broke the fine morale. All the manu-
facturers we dealt with had absorbed the philosophy that the thing to do was to
serve with us and to serve in the highest and best possible degree. There were
some selfish men, and unfortunately the Senate committee absorbed their philos-
ophy before they did ours! .

The method of ascertaining costs against which there was
complaint allowed a profit of approximately 10 per cent after
including the elements of labor, materials, overhead and
returns on the investment. This was regarded as reasonable
profit when working for the government on one thing. The
strength of this system of cost determining and price arrang-
ing lay primarily in the mastery of the factors of costs, in its
treatment of the manufacturers on a substantially common
‘basis, and in the prevention of undue profits by the exploita-
tion of the government in a national emergency. The navy
did the same thing in its official capacity as an established
feature of contract policy.

1 War Expenditures Hearings, Ser. I, part, 4, p. 416.
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Apvisory CONTROL OF CONTRACTS IN WAR INDUSTRIES
I BoArD

The weakness of the policy or system followed by the
advisory committee on supplies, and the fundamental cause of
its overthrow came, however, from a quite different direction.
There were both constitutional and statutory objections to the
setting up of an extra-departmental contracting mechanism.
It was all the worse when, as in this case of the committee on
supplies, an advisory agency practically preempted the Quar-
termaster General’s functions of purchases by lodging control
in the hands of a civilian who had not been in any regular
business for thirteen years before coming to Washington.
There were also administrative objections, in at least two
basic directions. Finally—and this was the rock on which
the advisory system went aground—there arose legal diffi-
culties which found voice in Congressional criticism and in
the complaints of trade organizations. Of these repeated
criticisms in both Senate and House, bearing on the contract-
ing relations of the council and its committees to the War
and Navy Departments the Council of National Defense felt
obliged to take account at its session of July 18, 1919. It
realized that there was a more than ordinary degree of mal-
adjustment both with relation to Congress and to the war
making departments in its effort to serve as a medium of
intercommunication and interaction between the government
and the business organizations of the country. Somehow it
had put itself, the advisory commission and their advisory
committees, in a false position as to its policy and methods
of contracting. To rectify this and to clear away this evident
misunderstanding as to the character and value of the services
being rendered in the conduct of the war, the following plan
was decided upon:

In the conduct of the affairs of the council the Secretary of War and the Secre-
tary of the Navy, who already have the legal power to fix prices, to make purchases,
and to authorize contracts for the army and for the navy, should act as ex-officie
members of the General Munitions Board, and with the chairman of the Munitions

" Board should act as the War Purchasing Board of the Council of National Defense,
which board should finally approve all contracts and authorize the purchase of
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ali ‘materials by directing the present authorized agents of the goyernment now
serving in the two departments, the army and the navy.t

In order to divest itself of all contact with the negotiating,
the price determining and the cost accounting relations of the
contract making bureaus of the departments, -the coyncil
differentiated these cooperative functions into a distinct
agency in the form of the War Industries Board, to succeed
the War Munitions Board. This board for the rest of the
war acted with the departmental agencies, in the capacity of
clearing contracts proposed, on matters of allocation of
contracts, checking prices quoted and otherwise guiding the
different contracting bureaus, especially the Ordhance and the
Quartermaster General's operations in supply contracting.
On May 28, 1918, the President made of this board a distinct
entity, one main purpose of which was to so reorganize the
membership of this board as to prevent any person having
any interest in contracts from serving in a contracting capac-
ity on this or any other advisory body. The earlier advisory
committees that had been called into being by the Council of
National Defense were largely dissolved. In order, however,
to avoid all appearance of crookedness, while still retaining
the valuable advisory services of these committees represent-
ing the country’s industries, they were reconstituted into war
service committees under the Chamber of Commerce of the
United States. They rendered unquestioned service “in
correlating procurement of supplies in the several industries,”
although the main work of industrial mobilization had by this
time been done.?

Tae CouxciL's PosiTioN IN PRINCIPLE AND PRACTICE

In its relations to war contracting the council had in princi-
. ple only an advisory capacity. The law on the subject was
explicit. But in practice it tended to assume administrative
functions belonging entirely to the contracting officers of the.
army in particular. It went even farther; it practically

1 Resolution of Commissioner Coffin, Council Minutes, July 18, 1917
% War Expenditures Hearings, Ser. I part 3+ Testimony of G. B. Clarkson,

P- 341.



60 GOVERNMENT WAR CONTRACTS

wrote the terms of the contracts for supplies and raw materials
for the Quartermaster General’'s and the Ordnance Offices.
For instance, it virtually determined the terms for the first
big copper contracts for the Ordnance Office in the bargaining
with a score or so of the big copper producing and selling
concerns which controlled about 75 per cent of the country’s
output. The War' Department’s representative ‘‘sat in”
at these meetings, and was on hand at the finish to sign the
agreement.

‘On this question two quotations may suffice. The memo-
randum of the Chief of Ordnance, War Department, for which
this copper was bought by contract dated April 21, 1917,
notes as item 2: '

It is understood that the price was fixed at a meeting between the copper
producers and the advisory commission of the Council of National Defense.*

The second quotation from testimony of the director of the
council runs thus:

The Council of National Defense did not of itself let any contracts for supplies.
It made all the arrangements for supplies, but headed the actual letting of con-
tracts up to the War Department. As time went on it amounted in effect to
contractual relations with the manufacturers, but the contracts technically were
made by the War Department.?

The purchasing policy developed by the Council of National
Defense and the plan put into operation, when it came to be
examined, was found to be entirely foreign to the business
relations of the government before the war. Nor was it
deemed necessary under the circumstances, had there been
sufficient coordination among the bureaus in the hands of
some official of good organizing ability. The very absence of
such coordination in the prewar bureau system gave occasion
and opportunity for the council to assume the role of a coordi-
nating agency under executive authority. Beginning as an
advisory body, its relation to the contracting work demon-
strated the necessity for greater unity of contract control, and
it ended as the chief purchasing bureaus of the government

‘s\gar Expenditures Hearings, Ser. I, part 3: Testimony of G. B. Clarkson,
p. 69.
* Ibid., Ser. I, part 3, p. 337.
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became coordinated. Not until March, 1918, when the War
Industries Board was cut loose from the council, and assigned
to advisory service to the War and Navy Departments, did
things contractual begin to right themselves on the normal
administrative basis.

Any fair criticism of the position of the council in its
relation to the work of inaugurating and shaping up the
business arrangemerits of the government must include the
following: ; N

1. It had the effect of dividing the responsibilities of the
War Department under executive approval.

2. Instead of curing departmental competition, it caused
more of it in some directions by increasing the difficulties of
the bureaus in fields of purchase which the council’s commit-
tees and subcommittees had already invaded.

3. It absorbed constitutional functions belonging to regular
departments of government, both executive and legislative.

4. It lodged powers of contract negotiating and price
fixing authority in the advisory commodity or trade com-
‘mittees, leaving only a nominal responsibility in the legally
liable contracting officer of the government.?

5. It was responsible for the arrangements by which repre-
sentatives of interested industries acted on committees which
both sold to and bought from the government in the same act.

A War Expenditures Hearings, Ser. I, part 6, pp. 518, 540.



PART II—WAR CONTRACT OPERATIONS

CHAPTER I

Army Supply Orders and Contracts—Quartermaster, Engi-
neer and Medical

The Quartermaster Corps in the modern army is the great
provider for the military organization. In the American
army in the European War approximately three-fifths
(56.8 per cent) of the entire expenditures of the War Depart-
ment were made by the Quartermaster General under the
bureau form of organization, or by its reorganized successor,
the Division of Purchase, Storage and Traffic, under the
General Staff. The exact figures convey an idea of the rela-
tive importance of this arm of the service in the business
relations of the army. In round numbers the Quartermaster
General’s Office spent $8,265,000,000 out of the total for the
entire War Department of $14,544,000,000 between April 6,
1917, and June 1, 1919. Of the former total $7,142,000,000
were spent in the United States and $1,123,000,000 by the
American Expeditionary Forces abroad. These supply ex-
penses do not, of course, include the Ordnance Office’s expend-
itures, which in total amount were half the size of those
of the Quartermaster General's Office. . ]

Here as in other divisions of service the practice of giving
procurement orders as well as awarding more formal contracts
prevailed in the system of purchasing supplies.! This was a
rather general method of procurement in the Engineer Corps,
and the system seems to have been extended. Although the
law required bids and advertising, in order to insure competi-
tion, as it was assumed, the purpose of the law was regarded

i Contracting and 'purchasing practice in the Quartermaster General's Office
is described under the prewar regimelin Circular No. 7, “ Purchase of Supplies
and Engagements of Services,” March 23, 1915. In war time, in Notice No. 28,
on * tion of Purchasing™ July 18, 1918.
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as respected so far as these orders pertained to articles and
commodities of a standard kind and quality as to which there
was a market price competitively determined.

The Quartermaster General’s Office was one of-the few
branches of the military establishment which had undergone
an up-to-date reorganization shortly before the European
War began. But as that was to meet the needs of the small
regular army, including the upbuilding of adequate reserves of
supply, it soon found itself out of date for several reasons.
First came the mobilization on the Mexican border. That
soon exhausted the reserves and disclosed some points of
decided weakness both in the structure and in the functioning
of the corps. Consequently, when we entered the World
War, it was common knowledge from the very start, as the
Secretary of War reported, that—

The supply needs of the department (corps) were vastly greater than the
capacity of the industrial organization and facilities normally devoted to their
production, and the problem presented was to divert workshops and factories from
their peace time output into the intensive production of clothing and equipment
for the army. Due consideration had to be given to the maintenance of the indus-
trial balance of the country. Industries already devoted to the manufacture of
supplies for the nations associated with us in the war had to be conserved to that
useful purpose. . . . In 1917 the normalappropriation for the Quartermaster
Department (corps) was $186,305,000. . The emergency appropriation for this
department for the year 1918 was $3,000,000,000; a sum greater than the normal

annual appropriation for the entire expenses of the federal government on all
accounts,?

REORGANIZATION OF THE ARMY SUPPLY SYSTEM

It was these conditions and requirements that from the
very beginning so overloaded the Quartermaster Corps’
.machinery for handling its own orders and contracts as to
produce confusion and give the impression of administrative
incompetence. The difficulty was not, however, so much a
matter of personnel as of position. The gist of the entire
failure to function satisfactorily was more in the traditional
isolation of the supply service from contact with the commer-
cial and industrial organization than.in anything else.

t Report of the Secretary of War, 1917, p. 38.
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Between the rise of these conditions in the supply service,
under its small scale bureau organization, and the reconstruct-
ing process which began early in the war, looking toward
comprehensive reorganization, there was an interval of
remarkable administrative interest in the business relations
of the Quartermaster’s Office. When its inability to do the
vastly increased volume of work became evident, many of
the country’s most capable business men volunteered to come
to the rescue and serve in any capacity without consideration
in order to relieve the swamped supply office. Most of this
pressure came by way of the Council of National Defense,
through whose advisory committees civilian contact with the
various branches of the military service was to be found.
Almost parallel with the process of reorganization which was
" going on within the Quartermaster General's Office: there
arose the contracting and negotiating activities of the Com-
mittee on Supplies in the Council of National Defense—a
committee that in the purchasing emergency for a period of
several months took the lead in the arranging and issuing of
orders and contracts running into hundreds of millions of
dollars. Its methods have been described, and the remedy is
given in the account of the reorganized purchasing mechanism
as it developed under the pressure of actual war and war
time criticism. .

One of the most instructive instances of reorganization in
the course of action is to be found in this reconstruction of the
army supply system, which took effect late in 1917. Supply
Bulletin No. 29, dated November 7, 1917, as quoted below,
outlined the considerations by which the General Staff was-
moved to take this radical step. The war authorities frankly
recognized the reform as the result of public criticism, con-~
gressional investigation and confessed inability on the part
of the existing bureau system of contracting to function satis-
factorily: ‘

1. The prior existing system was organically unsound in such a degree as to
render it doubtful, or at least uncertain, whether it could carry the increasing load

for even as much as one year,
2. The reorganization was such that it could be effected along the lings of the
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natural tendency toward improvement and was not an upﬁeaval by fiat.- It
involved a plan of gradual nnprovement toward a specific goal so arranged as to
result in no interference with the *going concern.’

3. The principal mistakes, confusxons, and delays under the pnor system were
directly traceable to centers of organic unsoundness.

4. The advisability of the reorganization depended on the proposed plan being
such as to cure the faults of the prior existing system and to be capable of being
put into effect without delaying the supply program.

A memorandum of similar tenor had been issued under
date of July 18, 1917, approved by the General Staff, which
had long since seen the necessity of bringing the bureau units
of the military organization into some form of coordinated
relation and common control. Supply circulars had promul-
gated at intervals much of this plan, beginning as early as
June. These were issued from the Purchase and Supply
Branch of the Purchase, Storage and Traffic Division of the
General Staff.! Into this nexus of procurement control step
by step were gathered during these eventful months of supply
reorganization the thousand and one lines of contract rela-
tions. As the various agencies of supply came to find their
focus in the new organization, waste and cost abuses began to
diminish. And under modern conditions of warfare the sup-
plying of the army, to quote the official statement, “makes
demands that completely absorb the economic and industrial
facilities of the nation.” One of the greatest gains was the
elimination of overlapping and lost motion.
~ In the plan which was gradually put into effect, between
the midsummer of 1917 and the spring of 1918, the supply
function was subdivided into the three well recognized activi-
ties of purchase, storage and traffic. In the theory of the Gen-
eral Staff, as contrasted with that of the highly differentiated
bureau system, each of these constituted a separate and clearly
specialized task on its own account. Fitness to purchase, it
was assumed, resided in men and organizations experienced in
commodity transactions, rather than in a large variety of
technical divisions, each operating in isolated indifference or

!'War Department General Staff—Subject: *Recent Reorganization of Army

Supply System,” pp. 1-12. Also Supply Circulars, Nos. 80, 101, 103, 109, 110,
and P. and S. Notices 19 and 21.
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ignorance of what. any or all of the others were doing. It
was therefore held that purchasing is normally divided into
commodity sections, and not by functions of service, as under
the peace time system. This is the plan by which the Navy
Department, through its Bureau of Supplies and Accounts,
achieved the deserved reputation of reducing the business of
purchasing to a science of effective contracting. The navy,
under its purchasing arrangements, had forty commodity
sections, each of which is under a section chief, who is at the
head of spec