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Abstract

The field of industrial relations in the United States is largely rooted in the early twentieth-
century writings of John R. Commons and the Wisconsin School. The author documents and
describes their strategy and recommended policy approach for improved industrial relations. The
three core components of their strategy were stabilization of markets, equalization of bargaining
power, and constitutional government in industrial enterprise. The author also shows that the
thinking of Commons and his associates on the best way to achieve these three goals—and, in
particular, their view of the appropriate mix of trade unionism, labor law, personnel management,
and macroeconomic monetary/ fiscal policy—evolved through four distinct phases, starting about
1900 and ending in the late 1930s.

*The author acknowledges with appreciation the helpful comments of Richard Gonce and LSE
seminar participants on an earlier draft of this paper.



JOHN R. COMMONS AND THE WISCONSIN SCHOOL
ON INDUSTRIAL RELATIONS STRATEGY AND POLICY

BRUCE E. KAUFMAN*

The field of industrial relations in the United States is largely rooted in the
early twentieth-century writings of John R. Commons and the Wisconsin School.
The author documents and describes their strategy and recommended policy
approach forimproved industrial relations. The three core components of their
strategy were stabilization of markets, equalization of bargaining power, and
constitutional government in industrial enterprise. The author also shows that
the thinking of Commons and his associates on the best way to achieve these
three goals—and, in particular, their view of the appropriate mix of trade
unionism, labor law, personnel management, and macroeconomic monetary/
fiscal policy—evolved through four distinct phases, starting about 1900 and

ending in the late 1930s.

A near-consensus exists that the intellec-
tual and policy roots of American in-
dustrial relations (IR) are contained in the
writings of the early twentieth-century in-
stitutional economists of the Wisconsin
School, led by John R. Commons. Neither
Commons nor other members of the Wis-
consin School ever wrote down in one place,
however, a summary statement of their
“theory” of industrial relations or recom-
mended program for industrial relations
policy. Instead, their views on these mat-
ters are scattered across dozens of newspa-
per and journal articles, books, and govern-
ment reports and Congressional testimo-
nies published over a roughly forty-year

*Bruce E. Kaufman is Professor of Economics and
Senior Associate of the W.T. Beebe Institute of Per-
sonnel and Employment Relations at Georgia State
University. He acknowledges with appreciation the
helpful comments of Richard Gonce and LSE semi-
nar participants on an earlier draft of this paper.

period, from the mid-1890s to the mid-
1930s.

A summary description of the Wisconsin
School’s perspective on industrial relations
theory and policy is available in several
places (Barbash 1967, 1976, 1994; Kochan
1980; Kochan, Katz, and McKersie 1986;
Kaufman 1993; Lampman 1994). Other
authors have also examined particular fac-
ets of the labor/IR writings of Commons
and his colleagues, such as labor history
(Isserman 1976; Fink 1994), theory of
unions and the labor movement (Perlman
1958; Kaufman 2000a), social insurance
(Chasse 1994; Moss 1996), contributions to
Progressive-era reform (Ramirez 1978;
Wunderlin 1992), contributions to the fields
of personnel and human resource manage-
ment (Kaufman 1998), and theory of labor
markets (Cain 1994; Kaufman 1997). To
the best of my knowledge, however, a rela-
tively detailed, inclusive account of the IR
strategy and policy program advocated by
Commons and his associates has not here-
tofore been published.
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This article makes a first step in this
direction. It is distinctive, I believe, in
three respects: it provides the most com-
plete statement available of the position of
Commons and the Wisconsin School on
industrial relations strategy and policy; it
documents the marked evolution that oc-
curred over time in Commons’s strategy for
improved industrial relations; and it high-
lights certain areas of the conventional wis-
dom regarding Commons and the Wiscon-
sin School that need revision. The conclu-
sion of the paper discusses the implications
of these findings for the field of industrial
relations today.

Labor Problems: Causes and Solutions

The beginning point of the story is the
concept of labor problems, for Commons
and his associates viewed labor problems
and industrial relations as largely opposite
sides of the same coin. The concept of
labor problems—particularly in the singu-
lar as “the Labor Problem”—gained cur-
rency in the early 1880s and was soon re-
garded by many observers as the most seri-
ous domestic social issue in the country.
Commons shared this point of view. “If
there is one issue that seems likely to over-
throw our civilization,” he wrote in 1919, “it
is this issue of capital and labor” (Com-
mons 1919b:1).

Generically viewed, labor problems are
the various behaviors and outcomes grow-
ing out of the employer-employee relation-
ship that adversely affect economic effi-
ciency and human well-being. Examples
include poverty-level wages, low work ef-
fort, workplace accidents, excessive work
hours, strikes and other forms of conflict,
high employee turnover, and child labor.
Industrial relations was seen by the institu-
tionalists as the field of study and practice
that seeks first to identify the causes of
these labor problems and then to develop
solutions to them.

Numerous causes of labor problemswere
identified, some of them imputed to struc-
tural or systemic features of the employ-
ment relationship or capitalism, others to
special historical or American contextual

factors. Specific causes aside, the more
general challenge facing Commons at the
turn of the century was how to improve the
conditions of labor in an environment
marked by chronic economic instability and
excess supply in labor markets, a system of
work force governance that gave employers
largely unfettered control over labor, a
political and judicial system committed to
freedom of contract and the defense of
property rights, and a national culture
steeped in individualism and distrust of
government.

Confronting these problems, and forced
to work within the political and social con-
straints of the American system, the early
institutionalists sought to develop a com-
prehensive program to improve the condi-
tions of labor and, more generally, achieve
a more progressive and humanized system
of industrial relations. Expressed in nega-
tive form, the institutional program of in-
dustrial relations represented a rejection
of three then-prevalentdoctrines: the com-
modity conception of labor, a laissez-faire
approach to market/employment regula-
tion, and the monarchial or “employer au-
tocracy” model of work force governance.
Expressed in positive form, the institutional
industrial relations program rested on three
key principles.

The first principle is stabilization of prod-
uct and labor markets. The aim here is to
smooth disruptive fluctuations in produc-
tion and employment, prevent excess sup-
ply conditions from dragging down labor
standards, provide workers with secure, full-
time jobs, and eliminate what the institu-
tionalists saw as the number one problem
of capitalism—unemployment.

The second principle is to promote equal-
ity of bargaining power between employers and
workers. Viewing the wage determination
process as seriously tipped in favor of em-
ployers because of market imperfections,
scarce jobs, and the skewed distribution of
rights and resources, the institutionalists
aimed to bring wages and labor conditions
up to a more competitive and fair level by
augmenting the bargaining power of work-
ers so the two parties would compete on a
level playing field. (For further elabora-
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tion of this concept, see Kaufman [1989].)
The third principle is constitutional gov-
ernment in industry (or “industrial democ-
racy”). The aim here is to bring into the
industrial sphere basic democratic prac-
tices enjoyed by workers in the political
sphere, such as a written agreement or
constitution to ensure that “rule of law”
replaces “rule by men,” opportunities for
participation and representation (or
“voice”) in the determination and enforce-
ment of workplace rules, and the protec-
tion of due process in the resolution of
disputes and administration of justice.

All of these industrial relations principles
and reforms were guided, in turn, by com-
mitment to four broad social/normative
goals on the part of Commons and his
colleagues. The first three goals relate
directly to the labor market and workplace:
achievement of economic efficiency; attain-
ment of equity and justicein workplace rela-
tions/outcomes; and provision of enhanced
opportunities for personal growth and self-
actualization (Kaufman 1993, 1997). In ef-
fect, the institutionalists took the standard
welfare goal of orthodox economics (effi-
ciency) and added to it two distinctly hu-
manistic goals. Theyrecognized thatin the
short run the three goals may conflict, thus
requiring a process of negotiation, consen-
sus-building, and trade-off, but they be-
lieved that in the long run a progressive
program of industrial relations makes pos-
sible a general advance in all three areas.
In the background was a fourth, super-
ordinate goal—to preserve the basic out-
lines of the American system, and its foun-
dation on private property, a market
economy, and representative political gov-
ernment, from overthrow on account of
class struggle between Capital and Labor
and the correlative appeal of Socialism,
Fascism, and Communism. As Commons
put it, his goal was “to save capitalism by
making it good” (1934b:143).

Applying the Principles: Evolution
of the Wisconsin IR Reform Strategy

The principles enumerated above are
general guidelines that provide the posi-

tive and normative foundation for the Wis-
consin approach toindustrial relations strat-
egy and policy. In actual practice, the
Wisconsin IR program evolved in four dis-
tinct but partially overlapping stages. I
cover them chronologically. The focus is
on Commons’sideasand writings, butother
members of the Wisconsin School are in-
troduced at appropriate points.

Phase I: Unions and
the Trade Agreement

Commons began his academic career at
Wesleyan College in 1890 and for the re-
mainder of the decade wrote on relatively
broad issuesrelated to economic and socio-
logical theory (for example, The Distribu-
tion of Wealth, 1893, and A Sociological View of
Sovereignty, 1900), as well as on a variety of
specific economic and social reform topics.
Among the latter were proportional repre-
sentation, municipal employment, and the
contribution of Christian religion to social
progress. It was only during the period
1899-1904, when he was effectively exiled
from academe and undertook labor-related
investigations for the U.S. Industrial Com-
mission, the National Civic Federation, and
other groups, that his attention and focus
turned squarely to matters of labor and
industrial relations (Gonce 2002), leading
to his articulation, from roughly 1900 to
1910, of whatI call “Phase I” of his strategy
for improved industrial relations.

Commons sought to change property
rights and build new institutions to pro-
mote improved industrial relations, and in
this early period trade unionism, collective
bargaining, and the trade agreement (that
era’s term for a written union contract)
were the major instruments he envisioned
for this purpose. His thinking on these
matters was strongly affected by two events:
the 1897 publication of the Webbs’ Indus-
trial Democracy (Commons 1934b:71), and
the advent of industry-wide collective bar-
gaining and trade agreements in several
industries, including stove foundries,
longshoring on the Great Lakes, and bitu-
minous coal mining. In their book, the
Webbs described how trade unions could
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improve the conditions of laboring people
by using the “device of the common rule”
and collective bargaining to stabilize labor
markets and equalize bargaining power,
while also using methods of collective voice
to replace industrial autocracy with indus-
trial democracy. Shortly after absorbing
these ideas, Commons saw them being put
into practice. He recalled in his autobiog-
raphy that while attending the week-long
jointconference of the Mine Workers union
and coal operators’ association in 1900,

I'was struck by the resemblance to the origins of
the British Parliament. On one side of the great
hall were nearly a thousand delegates from the
local unions, ... on the other side were about
seventy employers.... It was evidently an indus-
trial House of Commons and House of Lords,
but without a King. (1934b:72)

Industry-wide trade agreements between
an employers’ association and a national
union had been negotiated in several in-
dustries in the 1890s, and Commons was
impressed by their ability to stabilize mar-
kets and provide decent wages and labor
standards. Speaking of the coal industry,
he observed,

So far as the union enforces the agreement
every operator knows exactly what his com-
petitor’s coal is costing; there is no secret cut-
ting; and the trade is not brought down to the
level of the few unscrupulous and oppressive
operators who grind down their laborers. For
this reason the bulk of employers who have had
experience with these joint agreements are
heartily in favor of them. (1905:11)

The idea that unions can stabilize an indus-
try by taking wages out of competition was
further developed by Commons in one of
his most influential articles, “American
Shoemakers” (1909). In it he examined
the development of the shoe industry from
the mid-1600s to the late 1800s and showed
how the geographic extension of the prod-
uct market and the development of the
factory system broughtin successively lower-
cost sources of production, thus putting
downward pressure on established wages
and labor conditions. Industry-wide collec-
tive bargaining can place a floor under
wages and labor conditions and thus en-

sure that reasonable labor conditions are
maintained.

Commonswas equally enthusiastic about
the ability of trade unions and the trade
agreement to introduce constitutional gov-
ernmentinto industry. He observed of coal
mining,

Here is an industry where, for many years, in-
dustrial war was chronic, bloodshed frequent,
distrust, hatred, and poverty universal. To-day
the leaders of the two sides come together for
two weeks’ parliament, face to face, with plain
speaking, without politics, religion, or dema-
gogy; and there they legislate for an industry
that sends upon the market annually
$200,000,000 of product.... The most impor-
tant result of these trade agreements is the new
feeling of equality and respect which springs up
in both employer and employee. After all has
been said in press and pulpit about the “dignity
of labor,” the only “dignity” that really com-
mands respect is the bald necessity of dealing
with labor on equal terms. (1905:2, 12)

Several other aspects of Commons’s
thoughtin this period deserve further brief
elaboration. First, in this early stage he
frequently represented the conflict of in-
terest between labor and capital in terms of
class and class struggle and suggested it was
deep-seated and growing more intense
(Commons 1913:72). Consistent with that
perspective, Commons portrayed the goal
of IR reform at this point as seeking to
contain class conflict by building an “equi-
librium” between capital and labor and
resolving disputes “with progressive com-
promises as conflicts arise” (p. 140). Again,
he looked to industry-wide collective bar-
gaining and the trade agreement to accom-
plish this “progressive compromise.”

Second, Commons was a proponent of
“voluntarism” in collective bargaining. In
line with the position of Samuel Gompers,
he argued that the government and courts
should give labor the same rights to com-
bine and use economic weapons as were
enjoyed by employers, but then theyshould
step out of the picture and let the two sides
work out the terms of union recognition
and collective agreements (Commons
1908a; 1934b:72-73).

Third, Commons saw the trade agree-
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mentsystem as amethod to promote greater
macroeconomic stability. He claimed that
a decline of prices and wages during reces-
sions and depressions only aggravates the
economic slump by reducing purchasing
power and fostering bankruptcy, so to the
extent that trade agreements stabilize wages
and prices, they help stabilize the economy.
Further, at this point in his career he
thought that redistributing income from
profits to wages through collective bargain-
ing would—by preventing over-saving and
under-consumption—further maintain
purchasing power and aggregate demand
(Commons 1902b, 1903b; Gonce 1966).
He later called this the “profit-share” theory
of business cycles.

Fourth, at this period he also advocated
the extension of industrial unionism (Com-
mons 1899). He noted that the craft form
of union structure is ill-suited to establish-
ing an industry-wide trade agreement in
most goods-producing industries, and thus
advocated the establishment and spread of
industrial unions along the lines of the
Mine Workers. Later, when the prospects
for industry-wide trade agreements waned,
he shifted views and concluded that the
craft union structure of the AFL was “envi-
ronmentally fit” for American conditions
(Commons 1918a, 1935a).

Fifth, Commons recognized that unions
have a number of defects and in various
ways harm economic efficiency, but none-
theless argued that in most cases their ben-
efits to society outweigh their costs. Unions,
he stated, are labor cartels that aim to use
their market power to promote wealth re-
distribution, joint aggrandizement, and
protection of labor standards (Commons
1913:121; Kaufman 2000a). Unions are
also inherently restrictive and impede and
restrict the employer’s efficient utilization
oflabor. Where they enjoy a marked power
advantage over employers, unions can be as
ruthless and exploitative as capital. In most
cases, however, Commons believed that
union power promotes the public interest
by providing an offset to the power advan-
tage typically enjoyed by the employer in
both external labor markets and internal
firm governance (1913:120-34). He also

noted that unions in their “youth” tend to
be radical and opportunistic, but over time
grow more conservative and responsible,
and through collective bargaining indirectly
spur management to be more efficient and
adopt more advanced production methods
(1913:135-48; Commons and Andrews
1916).

Phase II: Labor Law
and Social Insurance

From roughly 1907 to 1916 Commons
entered a second (but overlapping) phase
in his research and writing on labor and
industrial relations strategy. During Phase
IT Commons continued to write on trade
unionism and promote collective bargain-
ing, but the center of gravity in his research
and public policy statements shifted to-
ward labor law and, in particular, the role
of protective labor legislation and social
insurance as alternative means to solve la-
bor problems. The most visible and signifi-
cant of his publications in this area was
Principles of Labor Legislation (1916, with
John Andrews).

In Phase I Commons had not entirely
neglected labor/employment law—several
chapters in Trade Unionism and Labor Prob-
lems (1905) were devoted to aspects of legal
regulation of employment—but this sub-
jectoccupied a distinctly secondary, almost
peripheral place in his thinking. Three
things happened, however, to shift his at-
tention and interest toward labor law. The
U.S. Supreme Court appeared to open the
door for protective labor law, atleast slightly,
when in 1908 it upheld the constitutional-
ity of an Oregon law that established maxi-
mum work hours for women (Commons
and Andrews 1936:114). Second, the trade
agreement movement peaked in 1904, and
prospects forits extension receded there-
after due to the destabilizing effect of
recession, the inability of unions to orga-
nize all the firms in the product market,
and the increasingly hostile “open shop”
campaign of employers. And, finally,
Commons became increasingly involved
in the drafting and formulation of labor
law over this period. His involvement
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began in 1906 when he participated with
Ely in the founding of the American As-
sociation for Labor Legislation (AALL),
an organization in which his student John
Andrews served as president for over three
decades. Later, he became involved in
drafting a variety of labor laws in Wiscon-
sin and other states and served in a num-
ber of labor-related administrative and
regulatory bodies, including the Wiscon-
sin Industrial Commission. For a num-
ber of years, Commons had two offices—
one at the university and another at the
state capital building.

The Wisconsin School economists and
the AALL were the focal point for a three-
decade effort to expand government regu-
lation of employment standards, improve
the operation of labor markets, and protect
workers’ security through social insurance
programs. Examples include minimum
wages, maximum hours, a ban on child
labor, elimination of peonage (servitude to
a creditor), minimum safety and health
conditions, public employment offices,
counter-cyclical public works programs,
accidentinsurance (workmen’s compensa-
tion), unemployment insurance, and old
age and health insurance. All of these
programs are now foundational elements
of the modern welfare state.

Commons and his associates presented
both a theoretical and practical rationale
for making labor law a central part of their
strategy for industrial relations reform. On
the level of theory, Commons and Ely ad-
vanced two arguments. The first involves
freedom of contract. In his presidential
address to the first meeting of the AALL,
Ely stated, “The economic grounds for la-
bor legislation are revealed best when the
subject is approached from the viewpoint
of contract or the economic bargain” (Ely
1907:25). He went on to note that the
courts traditionally struck down labor legis-
lation because it interfered with freedom
of contract, but that one has to look under
the facade of freedom of contract to see
whether contract promotes or restricts true
human freedom. Thus, he said, “When
economic forces make possible oppression
and deprivation of liberty, oppression and

deprivation of liberty express themselves in
contract.”

The second theoretical argument ad-
vanced by Commons and other members of
the Wisconsin School was thatlabor legisla-
tion promotes the public purpose and is
thus a legitimate exercise of the govern-
ment’s police power. Commons and
Andrews (1916) noted, for example, that
the courts had long permitted government
toregulate business practices that adversely
affect the health or welfare of consumers or
the public, and all that labor legislation
does is extend this principle to the protec-
tion of workers—treating them as citizens
andvaluable “human resources”rather than
commodities or factor inputs. In this vein,
Ely wrote,

Efficiency must be an ever present test, but
economics insists upon the long view rather
than the short view. If for the sake of a strong
and virile population child labor must be pro-
hibited, we can well content ourselves with the
greater production in the future and increased
human welfare; and this is after all the end of all
economic activity. (Ely 1907:31)

On a practical level, Commons came to
realize that labor legislation was a valuable
complementto trade unionism and, in some
respects, superior to it. A drawback of
trade unionism was that its market reach
was limited and could thus establish a “com-
mon rule” of labor standards only for a
small portion of the work force. Labor
legislation provided a way to extend the
common rule across all segments of the
work force. Commons thus urged that
protective labor legislation and social in-
surance programs be adopted for all work
force groups, including able-bodied men.
This position was in direct conflict with the
voluntaristic philosophy of Gompers and
the American Federation of Labor (AFL),
who saw government provision of these
services as competing with union provi-
sion, and brought about a significant cleav-
age between the two groups. Gompers
finally resigned from the AALL in protest.

Employers also started to move into this
field, offering pensions, unemployment
compensation, and limited forms of acci-
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dent and health insurance. Commons was
supportive of these efforts but also saw
shortcomings parallel to union-provision.
He remarked (Commons 1918c:1), “The
present tendency towards group insurance
and establishment funds can never reach
butasmall proportion of the working popu-
lation. The tendency will be to tie the
worker to his job because by changing his
employer he loses hisinsurance. The effect
of this is to shift the cost upon the worker in
lower wages or less rapid rise in wages.”
Commons's position thus irked both unions
and employers, but he maintained (Com-
mons 1918d:6, speaking of health insur-
ance), “Compulsory health insurance ac-
complishes two things at the same time, it
makes the system universal, and it liberates
the workingman [from union or employer
control].”

Commons’s work in labor law also led to
a marked evolution in his opinion about
the inevitability of conflict between capital
and labor, and the best means to deal with
it. One of the first practical aspects of labor
law he dealt with was accident prevention
and compensation. Workplace health and
safety hazards were among the most serious
labor problems of the era. Tens of thou-
sands of workers were killed each year in
workplace accidents, and many others suf-
fered death or permanentimpairmentfrom
exposure to unhealthy work conditions.
Some observers nonetheless advocated a
laissez-faire policy; consistent with Adam
Smith’s theory of compensating wage dif-
ferentials, they argued that government
need not regulate safety and health condi-
tions in the workplace because market
forces motivate employers to provide ad-
equate protection and pay workers extra
compensation for assumption of risk. Com-
mons disputed this defense of inaction,
noting that the theory “no longer fits the
facts and is in truth nothing but a legal
anachronism” because conditions of labor
surplus and destructive competition un-
dercut the pressure on employers to pay
risk premia and invest in safer workplaces
(Commons 1908b:458). Another line of
thinking accepted the need for workplace
regulation of health and safety, but advo-

cated accomplishing this by appointing
government safety inspectors who would
visit the employers’ premises, look for safety
violations, and seek remedy through fines
and directives. To Commons, however, this
also appeared ineffective and counter-pro-
ductive, because it placed the safety inspec-
tors and employers in an adversarial posi-
tion, leading employers to resist and evade
regulation and, often, to subvert the pro-
cess by bribing the safety inspectors, pursu-
ing extended litigation, or both (Commons
1934b:142).

The challenge, therefore, was how to
enlist employer cooperation in improving
safety and, at the same time, provide ad-
equate compensation to victims. The
method Commons came to favor, and for
which he remained a life-long advocate,
was government-mandated social insurance,
in this case workmen’s compensation (Moss
1996; Commons 1921b:9). With workmen’s
compensation, all employers make pay-
ments into an insurance fund, but the size
of an employer’s payments varies with the
number and cost of accidents/claims origi-
nating from thatemployer’s establishment.
The experience-rating feature thus provides
employers with an incentive to voluntarily
seek ways to promote safer, healthier con-
ditions. In his words, employers suddenly
get the “safety spirit” (1919a:59). In addi-
tion, a comprehensive program places all
firms on an equal competitive basis, thus
taking this element of labor cost out of
competition. Finally, the cost of paying for
accidents and fixing unhealthy conditions
is, socially viewed, a part of total produc-
tion cost and should be borne by consum-
ers—an outcome more nearlyachieved with
workmen’s compensation (since firms pass
along the insurance and claim costin higher
product prices) than with the traditional
system, which tends to shift the cost to
workers, families, and the community.

While collective bargaining depends on
the exercise of economic coercion to in-
duce employers to establish higher stan-
dards, Commons saw that labor legislation
can turn a conflict of interest into a har-
mony of interest and persuade employers
toimprove work conditions voluntarily. The
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challenge is to change the working rules
facing employers so that promoting safety
and health becomes more attractive than
neglectingit. In thisvein, Commonswrote,

There is no program of labor legislation now
before the people which will tend, when prop-
erly worked out, so successfully to bring abouta
community of interests between capital and
labor.... The resultis we find the interest of the
employer becomes that of the workingman, and
he takes a part not only in preventing accidents,
butin helping the workingman, the wage earner,
through the hospitals, through the develop-
ment of the curative agencies, in a prompt and
quick recovery. (1916b:378)

As Commons began to place greater
emphasis on labor law solutions to labor
problems, experience quickly taught him
that getting the laws enacted was only half
the battle; the other half was getting them
efficiently administered and enforced. He
encountered numerous problems in the
traditional administration of labor law: the
laws contained costly, unrealistic provisions
written in by legislators who had no practi-
cal knowledge of the situation; employers
and unions often resisted the laws because
they had no voice in their promulgation;
officials charged with enforcing the laws
were political appointees, often tainted with
incompetence or corruption; and most laws
had no provision for resolution of disputes
over enforcementand interpretation other
than legal action, thus leading to much
litigation and attendant costs and time de-
lays.

Commons’s proposed solution to these
difficulties—marking another significant
broadening of his strategy for industrial
relations policy—was to enact civil service
reform and create an independent regula-
tory commission composed of expert staff
and commissioners nominated by groups
representing employers, labor, and the
public. The virtues of such a commission,
he contended, were numerous: it provides
effective interest representation for all par-
ties, insulates administration and enforce-
ment from political pressure, leads to im-
proved legislation and enforcement (be-
cause the affected parties have a voice in
the process), and promotes consensus and

compromise throughout the process, thus
reducing litigation and non-compliance
(Commons 1913:382-94; 1934b:154-65).
Rather than stipulating in legislation spe-
cific conditions or targets to be achieved,
the commission is empowered to decide
these matters subject only to the broad
mandate that they be “reasonable”—the
standard increasingly adopted by the courts
at that time (for example, the “rule of
reason,” asin Sherman Act anti-trust cases).

Wisconsin became the first state to adopt
this procedure in labor regulation when it
established the Industrial Commission of
Wisconsin in 1911. The commission was
initially charged with oversight of factory
safety and sanitation, but its long-run ob-
jective, according to Commons, was “cen-
tering in one body all the relations of em-
ployers and employees, just as the Railroad
Commission centers in one body all of the
relations of the public utility corporations
and the consumers” (1913:393). Commons
was appointed as a commissioner repre-
senting the public. Perhaps of more impor-
tance to him, however, was that the com-
mission enlarged and extended the appli-
cation of three of his most cherished prin-
ciples—that the determination of the “work-
ing rules” in industrial relations be the
product of joint consultation and compro-
mise by representatives of the affected in-
terest groups; that bargaining be done by
parties of roughly equal strength; and that
the outcomes of the employment relation-
ship meet the test of reasonableness. In
Phase I Commons had been a strong advo-
cate of trade unionism and collective bar-
gaining because he thought unionism pro-
moted these objectives; in Phase II he be-
came an equally strong advocate of labor
law and independent tripartite regulatory
commissions because they extended the
principle of interest representation and
collective bargaining into the political
realm. Thus, he said, “The system can not
be interpreted as a mere statute adminis-
tered by a bureaucratic commission. . . . It
is as nearly a voluntary system of collective
bargaining as the nature of our constitu-
tional government will permit” (Commons

1934a:852).
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From 1913 to 1915 Commons served as
one of seven members of the presidential-
appointed U.S. Commission on Industrial
Relations. The charge of the commission
was to discover the causes of conflict be-
tween labor and capital and recommend
solutions thereto. Over these three years
the commissioners traveled across the coun-
tryinvestigating labor conditions and heard
testimony from many dozens of employers,
union leaders, workers, government offi-
cials, and social reformers. Appended to
the Commission’s final report to Congress
was a dissenting opinion by Commons (and
Commissioner Harriman), who believed
that the majority report submitted by chair-
man Frank Walsh (a pro-union attorney)
and the labor members placed too much
blame on employers and proposed mea-
sures too radical and one-sided to gain
public support. Commons’s report pro-
vided the clearest and most detailed sum-
mary statement of his views on industrial
relations policy, as they existed at the end
of Phase Il of his career (Commons 1916a).
Pertinent points include the following.

(1) Indicative of his shift in emphasis
from collective bargaining to labor law in
Phase II, Commons began the reportwith a
section on the latter. “Our statute books
are encumbered by laws that are conflict-
ing, ambiguous, and unenforceable,” he
wrote. “Here is probably the greatest cause
of industrial unrest” (p. 171). In the next
section, entitled “Industrial Commissions,”
he proposed that “State and Federal indus-
trial commissions . . . be created for the
administration of all labor laws” and that
each commission have an advisory repre-
sentative council with members from em-
ployers, labor, and the public (p. 173).

(2) Commons cited the incomplete or-
ganization of labor as a reason for extend-
ing labor law: “Modern trade agreements
are, in fact, almost complete codes of law
for a particular industry, and, if voluntary
collective bargaining could become uni-
versal and effective for all employers and
employees, then the State or Government
might not need to enact many laws” (p.
188).

(3) Commons also reiterated his belief

in the existence of a fundamental conflict
of interest between capital and labor, but
stated that potential exists for creating a
unity of interest in a range of areas. Thus,
he said,

The struggle between capital and labor must be
looked upon, so far as we can now see, as a
permanent struggle.... But there are certain
points where the interests of capital and labor
are harmonious or can be made to be harmoni-
ous. In fact, this field where there is no real
conflict between employers and employees is
much wider than at first might be imagined. By
recognizing these two facts of permanent oppo-
sition and progressive cooperation, it may be
possible to devise methods ... which will reduce
antagonism and promote cooperation. (p.172)

(4) While he supported the extension of
labor law, Commons remained firmly com-
mitted to protection and encouragement
of collective bargaining. He stated in the
report, “We believe that collective bargain-
ing and joint agreements are preferable to
individual bargaining, and we believe that
the general public should support the
unions in their efforts to secure collective
agreements” (p. 212). Equality of bargain-
ing power also remains a goal: “the indi-
vidual worker is at a disadvantage with the
employer ... [and thus] Congress or the
legislatures and the industrial commissions
should exercise adequate compulsory pow-
ers to equalize and protect the bargaining
power of individual employees” (p. 211).

(5) Although he believed thatstate inter-
vention was necessary to help equalize bar-
gaining power, in most matters Commons
continued to hold to the philosophy of
voluntarism in collective bargaining. In
the report, he opposed adoption of the
Australian system of compulsory arbitra-
tion or the Canadian system of compulsory
mediation of interestdisputes, arguing that
“where unions show themselves strong
enough to protectindividuals in these mat-
ters the function of government should, as
far as possible, be limited to voluntary me-
diation” (p. 212). But he went further and
opposed other fundamental aspects of state
regulation of collective bargaining, includ-
ing compulsory methods of union recogni-
tion (such as were later included in the
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Wagner Act) and the prohibition of coer-
cive economic weapons, such as the closed
shop, blacklist, and secondary boycott (as
was later done in the Taft-Hartley amend-
ments to the Wagner Act). He justified his
position in these words:

If the State recognizes any particular union by
requiring the employer to recognize it, the State
must necessarily guarantee the union to the
extent that it must strip it of any abuses that it
may practice.... If so, the whole question is
transferred to politics, and the unions which
attempt to use a friendly party to regulate the
employer may find a hostile party regulating
them. (p.212)

He further noted that his proposal would
help equalize bargaining power between
employers and unions, since the courts had
hitherto restricted the economic weapons
available to labor far more than those avail-
able to capital.

(6) Commons recognized that a system
of organized interest representation in in-
dustrial relations requires that employers,
labor, and the public be organized into
formal groups or associations:

It is apparent from all the preceding recom-
mendations that ... success [depends] on the
permanency of organizations of employers and
organizations of laborers. It is only as we have
organizations that we can have real representa-
tion.... Employers should organize 100 per cent
justas the unions endeavor toreach that mark....
[My proposal] takes both employers’ associa-
tions and unions from under the operation of
the antitrust laws. (pp. 215, 220)

Inresponse to the criticism thatvoluntarism
allows employers and unions to misuse their
power, he argued that “strong organiza-
tions of employers and employees are much
more capable than the courts of holding
each other in check and preventing abuses
of the other side” (p. 215).

Phase III: Personnel Management
and Monetary Stabilization

The publication of the final report of the
Commission on Industrial Relationsin 1916
effectively marked the end of Phase II in
the evolution of Commons’s thought. Dur-
ing 1916-17 Commons published verylittle,

in partbecause he suffered anervous break-
down and had to take an extended leave
from the university. In 1918 he resumed
his research and writing, and also served as
president of the American Economic Asso-
ciation. More important for our purposes,
1918 also marked the effective beginning
of Phase III in the evolution of his indus-
trial relations strategy.

In Phase III Commons added to his
industrial relations program two more
solutions to labor problems—personnel
management by employers, and monetary
stabilization by the Federal Reserve Bank.
In this expanded strategy, Commons and
his colleagues did not alter their concep-
tion of the role and purpose of protective
labor law and social insurance, but the
role and purpose given to trade union-
ism and collective bargaining changed
appreciably.

In Commons’s writings in Phase III, the
subject of personnel management preceded
his work on monetary stabilization, so I
cover the two topics in this order.

Prior to 1918 employers and their per-
sonnel practices per sedid not figure promi-
nently in Commons’s research and writing,
reflecting in part the fact that the practice
of personnel management—aside from cer-
tain industrial “welfare” activities—was
largely nonexistent. The most notable ex-
ception in Commons’swritings (1903b) was
an article describing the new welfare pro-
gram at the International Harvester Com-
pany. Commons portrayed employers’ wel-
fare work (for example, lunchrooms, com-
pany doctors) in a generally positive light,
but with qualification: “Industrial better-
ment is not the solution of the labor ques-
tion nor the substitute for labor organiza-
tion. Itis part of the labor movement for
better treatment, better conditions, and
greater opportunities” (p. 81).

Two decades later, his position had
changed dramatically. Consider, for ex-
ample, his assessment of industrial rela-
tions practices at Ford Motor:

The Ford scheme of industrial government has
nothing of unionism, or shop committees, or
collective bargaining, or “industrial democracy.”



JOHN R. COMMONS AND THE WISCONSIN SCHOOL 13

It is just old-fashioned autocracy.... [But] why
should there be any industrial democracy or
workmen’s grievance committee, or labor orga-
nization, when nobody can be fired anyhow,
and when this advisory committee of thirty is
always on the job investigating trouble long
before it ripens, and when the management
always hasaline on foremen who have too much
trouble? Itall goes back to faith in people and
ends in a trouble department to make repairs
where something goes wrong in the exercise of
faith. (1920:190)

Commons’s new perspective came from
several sources. An early catalyst was the
favorable impression he gained from the
testimony of John D. Rockefeller, Jr. and
William Lyon Mackenzie King to the Indus-
trial Relations Commission on the newly
created employee representation plan at
the Colorado Fuel and Iron Company
(Kaufman 2003a). He also went on plant
tours with Frederick Taylor and saw the
potential for a more scientific approach to
management. Then, during the heated
wartime economy of World War I, employ-
ers on a wide scale first began to set up
personnel departments in an effort to cope
with sky-high labor turnover, low work effi-
ciency, and strikes (Jacoby 1985).

In keeping with his “go and see” philoso-
phy toward research, Commons took a
group of his students on a cross-country
tour to visit thirty industrial establishments
in 1919 to investigate methods of labor
management and work force governance.
Case study reports on nineteen of these
companies were then published in 1921 in
the book Industrial Government. Commons
found a remarkable change under way in
management’s thinking about industrial
relations. He wrote, “One interesting thing
was found: the sudden or gradual moral
conversion of an employer from business to
humanity. Employees noted it, and could
not at first believe it, . . . and so did the
employer himself” (1921a:vii). Central
themes of the new movement—to be known
in the 1920s as Welfare Capitalism—were
the importance of scientific principles in
“man management”and “human engineer-
ing,” the importance of taking into account
the “human factor” in designing work and

managing people, the payoff to be gained
by replacing adversarial relations with co-
operative relations, the benefits of eliciting
employee commitment and participation,
and the necessity of ensuring both sides of
the employment relationship some chan-
nel forvoice in the enterprise and a “square
deal”in the administration of justice. These
concepts were put into practice by leading
firms in the form of a personnel (or indus-
trial relations) department; professional/
scientific personnel practices (for example,
hiring tests, written employee handbooks);
introduction of various forms of employee
benefits; training of supervisors and fore-
men in improved “human relations” (for
example, a course in handling employees);
and establishment of a works council, shop
committee, or other form of nonunion
employee representation plan (Jacoby 1985,
1997; Kaufman 2001b, 2003a).

These developments opened up an en-
tirely new approach to the solution of labor
problems, a subject on which Commons
became the first major academic writer
(Kaufman 1998). Indicative of the impor-
tance he attached to the new approach is
the summary chapter in Industrial Govern-
ment, “The Opportunity of Management,”
in which Commons said that employers
now had the opportunity to take the initia-
tive and promote a “self-cure” of the labor
problem. A blueprint and philosophical
manifesto for this self-cure was then spelled
outin more detail by Commons in another
book, Industrial Goodwill, published in 1919.
The approach to managing labor described
in this work was a radical departure from
standard practice onlyafewyears before. A
New York Evening Post reviewer (April 26,
1919, p. 18) called Industrial Goodwill “prob-
ably the most valuable book for intelligent
employers that has been written since
Taylor’s Scientific Management.”

In Industrial Goodwill, Commons con-
trasted the traditional commodity and autoc-
racy modes of work force governance with a
new model built around four complemen-
tary ideas: labor is an asset or human re-
source (p. 130), productivity depends on
labor’s goodwill, workers are citizens in the
industrial enterprise and thus deserve both
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a voice in work force governance and the
protection of due process, and efficiency is
promoted by a scientific approach to work
organization and administration—particu-
larly if workers are made part of the deci-
sion-making process. Here, in embryonic
form, were many of the basic tenets of what
is today called a “high performance” or
“high commitment”work system (Kaufman
2001b). The part of management that is
responsible for creating and sustaining this
new model of work, Commons said, is the
personnel department:

The labor department is the school of personal-
ity that deals with labor. Through its entire
personnel ... its standards of success are the
interest, loyalty, goodwill, of labor.... We see
this new profession forming itself about us and
beginning to fill the gap between capital and
labor. (p. 160-61)

Commonswas attracted to the new “good-
will” employment model because it was con-
sistent with most of his fundamental pre-
mises for improved industrial relations.
Indeed, in several respects it outperforms
trade unionism and labor legislation. This
model, for example, uses working rules to
foster a cooperative unity of interest, pro-
vides superior wages and employment con-
ditions, emphasizes justice and fair deal-
ing, replaces fear and coercion with good-
will and persuasion as motivators, and pro-
motes voluntarism in industrial relations.
But a crucial test of this new employment
model is whether the employer provides
meaningful representation of stakeholder
interests and provision of due process in
work force governance (1919a:121). On
this score, Commons again broadened his
conceptual framework, just as he had done
earlier to encompass laborlegislation within
the scope of collective bargaining. Consti-
tutional government in the firm, he now
said, does not necessarily require union
representation, awritten collective bargain-
ing contract, or a formal grievance system.
“There isno conclusive reason,” he argued,
“why constitutional democracy maynotstart
with the employer as with the employees. It
depends on his good faith and goodwill”
(p- 113). What Commons was referring to

was the introduction by nonunion employ-
ers of new methods of employee participa-
tion and representation, such as produc-
tion committees, shop councils, and formal
plans of employee representation (Kaufman
and Taras 2000). He was now willing to
consider these employer-created organiza-
tions as a legitimate form of constitutional
government, assuming they provide genu-
ine opportunities for employee voice and
influence on terms and conditions of em-
ployment and effective due process in ter-
minations and the resolution of disputes
(for example, Commons 1920b,c,d).

Although the possibility was now opened
for progressive nonunion employers to pass
the test of constitutional government in
industry, two other keyrequirements in the
institutionalists’ IR strategy remained—
equality of bargaining power and stabiliza-
tion of labor markets. Indeed, Commons
(1919a:26; 1921a) recognized that these
considerations remained crucial, since cy-
clical booms and busts and large-scale un-
employment are a mortal threat to the suc-
cess of agoodwill IR strategy. During reces-
sions and depressions, for example, layoffs
and wage cuts breed an adversarial rela-
tionship and undercut trust and commit-
ment, while the presence of numerous un-
employed job seekers gives firms a cheaper,
often more effective method to motivate
employees and maintain discipline. From
the beginning to the end of his career
(1893:80-83;1934b:67), Commons pointed
to unemployment as the single worst fea-
ture of capitalism, since it undermines the
worker’s bargaining power, leads employ-
ers to take the “low road” in industrial
relations, and leaves families demoralized
and destitute. In 1893, taking a position
that would be radical even today, Com-
mons stated, “The right to work, for every
man thatis willing, is the next great human
right to be defined and enforced by the
law” (1893:80).

Commons and the institutionalists
looked forasolution to the macroeconomic
stabilization and bargaining power prob-
lems in three areas. First, attention was
again focused on employers. With regard
to stabilization, in the early 1920s employ-
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ers woke up to the fact that high employee
turnover was very costly and layoffs and
wage cuts were inimical to productivity and
harmonious relations. As a result, many
firms sought to stabilize production and
employment by smoothing seasonal swings
in production, using work-sharing to avoid
layoffs, putting idle employees to work on
deferred maintenance projects during slow
periods, and establishing company-financed
dismissal pay and unemploymentinsurance
programs. A book Commons and his col-
league Don Lescohier co-authored in 1925
with two business executives, Can Business
Prevent Unemployment? (Commons, Draper,
Lescohier, and Lewisohn 1925), clearly
expressed the hope that these progressive
actions of management could help stabi-
lize the labor market.

The institutionalists also saw that pro-
gressive employers, through theiradoption
of a goodwill employment strategy, were
helping achieve a better balance of bar-
gaining power in the labor market. Look-
ing back on the 1920s, Sumner Slichter
observed, for example, that “possibly the
most important determinant of post-war
labor policies . . . has been the growing
realization by managers of the close rela-
tionship between industrial morale and ef-
ficiency” (Slichter 1929:397). In order to
build and maintain worker morale, firms
were led to adopt the goodwill IR strategy,
including specific personnel practices such
as above-market wages, employee benefits
(for example, vacations and pensions),
promises of job security, and employee par-
ticipation. Because employee morale and
commitment become important assets to
firms, workers gain greater bargaining
power: “The new policies have materially
strengthened the bargaining position of
labor ... because they have made the effi-
ciency of labor depend more than ever
before upon the willingness of men to do
their best” (Slichter 1929:421).

A second Phase III measure recom-
mended by the institutionalists to achieve
market stabilization was government-pro-
vided unemployment insurance programs
(Commons 1921d). No state had yet
adopted unemployment insurance, but

throughout the 1920s Commons cam-
paigned unceasingly on its behalf. The
goal was to “make it financially profitable
to business to eliminate unemployment”
(1921c:9). As long as only a minority of
firms saw it as being in their self-interest to
voluntarily stabilize employment, such an
outcome could notbe hoped for. Agovern-
ment-mandated system of unemployment
insurance could, through the experience
rating feature, provide incentives for all
firms to economize on layoffs. An added
benefit, according to the institutionalists,
was that unemployment insurance helps
cover the social “overhead” cost of labor
(maintenance of labor during periods of
idleness, analogous to firms’ maintenance
of their capital stock) (Commons 1924:1;
Stabile 1993).

The institutionalists’ third recommended
strategy for achieving market stabilization
and equality of bargaining power during
Phase III was government counter-cyclical
monetary and fiscal policy. Like John
Maynard Keynes, Commons argued that
the price system in a capitalist economy
cannot always “self-correct” a recession or
depression and, thus, full employment has
tobe a “managed equilibrium” (1934a:108).
Playing the most significant role in this
macroeconomic oversight is government,
partly through discretionary spending on
public works during cyclical downturns
(1934a:589-90), but most particularly
through counter-cyclical monetary policy.
Early in his career Commons had written
on the “currency issue,” but for the next
two decades he gave it little explicit atten-
tion (Commons 1895). The monetary-in-
duced inflation of 1919 and depression of
1920—and their disruptive effect on em-
ployee relations—renewed his interest in
business cycles, and during the 1920s he
became one of the nation's leading experts
on monetary policy. In 1920, for example,
to promote the study of business cycles he
helped found the National Bureau of Eco-
nomic Research; in 1922 he served as presi-
dent of the National Monetary Association;
and in the latter part of the 1920s he testi-
fied several times in Congress in support of
requiring the Federal Reserve to follow a
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price stabilization rule in the conduct of
monetary policy (Whalen 1993).

Commons concluded that the credit sys-
tem is the foundation on which capitalism
is built, and fluctuations in money, credit,
and interest rates are the principal cause of
business cycles as they operate through
prices, costs, and the margin of profit. This
led him (1934a) to abandon a “profit-share”
theory of business cyclesin favor of a “profit
margin” theory. In his address to the Na-
tional Association of Employment Manag-
ersin 1919 (reprinted in Commons 1921c),
he said in this regard, “The fluctuation of
the currency is the greatest of all the labor
problems. It throws ared brick continually
into capital and labor. The first great
method of importance in bringing about
industrial peace is the stabilizing of the
dollar” (p. 4). Thus, in Phase III the bank-
ing system replaces the bilateral monopoly
of large corporations and labor unions (a
fixture of Phase I) as the principal means to
stabilize the economy, while the problem
of unequal bargaining power (arising in
part from competition among numerous
unemployed workers) is attacked by a new
institution—the Federal Reserve—through
its use of monetary policy to maintain full
employment.

By the 1920s, therefore, Commons’s strat-
egy for improved industrial relations had
evolved and shifted in numerous ways. The
fundamental goal was the same—to increase
efficiency, equity, and opportunities for
human development at the workplace—
and the three prongs of the strategy also
remained constant—stabilizing markets,
equalizing bargaining power, and incorpo-
rating constitutional government in indus-
try. Butthe institutional methods to achieve
these goals had changed considerably.

No longer did Commons advocate as a
blanketIR strategy replacementof the indi-
vidual bargain with the collective bargain,
or industry-wide trade agreements. The
latter still had a role to play in certain
sectors of the economy, particularly in
highly competitive or “sick” industries such
as coal mining, the needle trades, and con-
struction, where small firm size and de-
structive competition made it difficult for

progressive employers to pursue a high-
road employment strategy. But in the
broader range of industry he now distin-
guished two approaches to employment
relations, one a “high-road” strategy (in
today’s terminology) using the goodwill/
citizenship model, the other a “low-road”
strategy using a commodity/autocracy
model. He said, for example, “The open
shop may be either a cloak to hide long
hours, competitive wages, and voiceless
workers, or it may be freedom for the man-
agement in furnishing reasonable hours
and fair wages for manly workers” (Com-
mons 1921a:265). Amplitying on this dual-
ity, Commons stated,

From 10 per cent to 25 per cent of American
employers may be said to be so far ahead of the
game that trade unions cannot reach them.
Conditions are better, wages are better, security
is better, than unions can actually deliver. The
other 75 per cent to 90 per cent are backward,
either on account of inefficiency, competition,
or greed, and only the big stick of unionism or
legislation can bring them up to the level of the
10 per cent or 25 per cent. (p. 263)

As now seen by Commons, it was the
leading-edge of employers—typically the
progressive nonunion employersassociated
with the Welfare Capitalism movement—
that were blazing the way in employment
relations with a “high performance/HRM?”
approach to work and employment. These
firms were achieving competitive advan-
tage by establishing a harmony of interest
through mutual gain and fair dealing, or,
in Commons’s words, by “creating the con-
viction in every man in that industry that
this is Ais industry, that the future of that
concern is Ais future” (1921c:11; emphasis
in original). Unions, in this revised model,
typically were not needed by these workers
and, on net, retarded individual firm per-
formance because of their restrictive prac-
tices, higher labor costs, and adversarial
stance. (“A union’s purpose is necessarily
and designedly restrictive. It is not de-
signed to increase production—its purpose
isto tie the employer’shands” [1920a:124].)
At a macroeconomic level, his new theory
of business cycles also led to a more quali-
fied perspective on the impact of unions on
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long-run growth and employment. Com-
mons had earlier pointed to various posi-
tive effects of unions, such as motivating
management to improve efficiency, substi-
tute capital for labor, and introduce tech-
nological change, butnow in hisnew theory
unions may also have negative effects on
investment and employment to the extent
that they raise business costs and reduce
profit margins (Gonce 1966).

The purpose and social justification of
unions and legislation, in Commons’s view,
is to deal with the second group of employ-
ers—those who practice a commodity/au-
tocracy approach to employment relations
and fail to provide reasonable wages and
working conditions. “Labor has not come
into existence at all to deal with that first
class of employers [the high-road employ-
ers],” he wrote. “It has come in solely in
order to use coercion with ... those who
need it because they will not or cannot
meet new conditions” (1921c:15). In a
similar vein, Commons told the personnel
managers at the 1920 annual meeting of
the Industrial Relations Association of
America, “You are but a small number, we
know that the great majority of manufac-
turers of the country will not adopt these
things [progressive personnel practices].
There is, therefore, a need for unionism to
supplement management” (Commons
1920a:130).

Commons thus continued to be a strong
supporter of trade unionism, but not in a
blanket way as before. Also, he still re-
garded labor law and court opinions as
one-sidedly favoring employers and too of-
ten denying workers’ rights and liberties,
and he still saw undue restrictions on the
extent of trade unionism (Commons
1919a:48; 1922). Similarly, although he
did not object to “company unions” per se,
he did object when they were empty prom-
ises or union avoidance devices (1919a:121).
Thus, in the 1920s he and some of his
colleagues campaigned to limit court in-
junctions in labor disputes, ban yellow dog
contracts, and obtain formal legal toler-
ance for the closed shop and other sources
of union power (summarized in Witte 1932).
Otherwise, he remained committed to

voluntarism and wanted labor to stay out of
politics and government to stay out of col-
lective bargaining (Commons 1929). Be-
lieving that “representative democracy in
industry is representation of organized in-
terests” (1919a:40), he also remained com-
mitted to tripartite interest representation.
But the role of employers’ associations
among Welfare Capitalist firms changed,
in his view, from serving as a collective
bargaining agency to providing “great edu-
cational conferences on the methods, the
purpose, and the spirit of shop organiza-
tion” (1919a:116-17).

Phase IV: The
Depression and New Deal

The fourth and final phase in the evolu-
tion of the Wisconsin view on IR strategy
and policy commenced with the advent of
the Great Depression in late 1929 and ex-
tended over the New Deal decade of the
1930s. Those years witnessed almost revo-
lutionary progress toward the realization of
the Wisconsin IR program. The crisis of the
Great Depression, and the Roosevelt
administration’s political response to it,
suddenly and unexpectedly opened the
door for wide-scale reform of industrial
relations.

The triumph of the Wisconsin School in
the 1930s was qualified in several respects,
however. First, itwas accomplished only by
substantial abandonment of the Phase III
strategy and reversion to the Phase I and II
strategies of the 1900-1917 period. Sec-
ond, the philosophy of voluntarism in in-
dustrial relations and tripartism in the en-
forcement and administration of labor law
were also significantly compromised.

Both at the time and afterward, the New
Deal labor program was widely regarded as
the crowning victory for Commons and the
Wisconsin School. One newspaper of the
period, for example, proclaimed inits head-
line that Commons was the “Prophet of the
New Deal” (Syracuse Herald, January 17,
1935); another called him the “father of
brain-trusting” and declared, “Commons’
influence in the economic experiments of
the U.S. government today is more pro-
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found and more fundamental than that of
any other living man” (Madison Clarion
Record, August 25, 1935). Similar senti-
ments were echoed by Kenneth Boulding
two decades later: “Commons was the intel-
lectual origin of the New Deal, of labor legis-
lation, of social security, of the whole move-
ment in the country toward a welfare state”
(Boulding 1957:7). More recently still,
Kochan, Katz, and McKersie (1986) wrote,

A strategy had to be found [in the 1930s] for
protecting workers’ rights, balancing power,
and accommodating diverse interests in ongo-
ing employment relationships. This view of the
employmentrelationship evolved in the United
States out of the research of economists and
social reformers such as John R. Commons and
his followers. (p. 23)

As generalizations, these statements are
largely accurate. Like almost all thumbnail
summaries of history, however, they omit
interesting and unexpected twists and turns
along the way—of which there were many
in this case.

Until approximately 1931, members of
the Wisconsin School continued to pro-
mote the Phase IIl industrial relations strat-
egy articulated by Commons in the 1920s.
But then their opinions began to shift un-
der the weight of the calamitous events
unleashed by the Great Depression. With
regard to the situation up to 1931, two
pieces of evidence are available.

The first evidence comes from the writ-
ings, newspaper interviews, and speeches
of Commons. During this period he con-
centrated on formulating monetary policy
and finishing his treatise Institutional Eco-
nomics (1934a) and wrote relatively little on
labor and industrial relations per se. After
the onset of the Depression, however, he
gave anumber of newspaper interviews and
speeches on the situation. Ifind nothing in
these to suggest that he significantly modi-
fied his Phase III strategy, although two
sub-themes emerge. The firstis his increas-
ing concern, as the Depression deepened,
that the progress in industrial relations
during the 1920s was being wrecked on the
shoals of unemployment and bankruptcy
(Commons 1931a,b). The second is a grow-
ing emphasis on the macroeconomic di-

mension of labor problems and, in particu-
lar, the crucial role of monetary stabiliza-
tion (1934b:192). For example, Commons
stated, “Employers cannot prevent the un-
employment resulting from the great busi-
ness deflations caused by our banking sys-
tem.... It can be stopped only by the bank-
erswho control our Federal Reserve system
and all other central banks of the world”
(1932b).

The second piece of evidence comes from
the writings of other members of the Wis-
consin School. The two most recognized
authorities on industrial relations were
William Leiserson and Sumner Slichter.
Through the 1920s their writings followed
the same Phase III IR strategy promulgated
by Commons. Like Commons, these men
were explicit in their sympathies for the
organized labor movement (Eisner 1967;
Kaufman 2000b). Yet as time went on they
came to see that the most innovative ad-
vances in employment relations were com-
ing from employers, and that Welfare Capi-
talism appeared to be doing more to solve
the labor problem than was the trade union
movement. Slichter, for example, referred
to employers’ personnel practices as “one
of the mostambitious social experiments of
the age” and “a tremendously ambitious
and tremendously significant thing”
(1929:432; Kaufman 2003c), and Leiserson
concluded that “when the contributions of
Personnel Management are recapitulated
in some such fashion as we have attempted,
the resultis bound to be an imposing sum”
(1929:164). Regarding the status of trade
unionism, Leiserson wrote,

The weakening of trade unionism that has re-
sulted is an undesirable consequence, but who
will say that we should go back to the days when
management neglected its social responsibili-
ties toward its employees, merely that trade
unionism may be strengthened by fighting evils
which have been removed? The labor move-
ment must have a mission beyond the program
which personnel management has shown itself
willing to adopt. If it is weakened by the activi-
ties of personnel management, it needs to look
to its larger program. (p. 146)

These quotations suggest that as of the
summer of 1929 the members of the Wis-
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consin School were united behind what I
have identified as the Phase III industrial
relations strategy. Only a few months later,
however, the nation’s economy fell into the
abyss of the Great Depression. This event,
in ways completely unforeseen at the time,
led to a veritable revolution in the nation’s
labor policy. Had the Depression ended by
the summer of 1931, it is likely that the
Welfare Capitalism movement and the Wis-
consin Phase III strategy not only would
have survived intact but quite possibly would
have emerged with enhanced credibility
(Brody 1980). For the first two years of the
Depression, the Welfare Capitalist employ-
ers struggled to preserve their mutual-gain
employment policy and substantial dollar
investmentin employee goodwill (Bernstein
1960; Jacoby 1997). Despite a collapse in
revenue and mounting red ink (the steel
industry was operating at less than 20%
capacity), they held the line on wage rates,
adopted share-the-work programs to keep
their work forces intact, and provided vari-
ous relief and welfare programs to employ-
eesand the unemployed (for example, food
and fuel provided at cost).

The dam broke in the fall of 1931, how-
ever, and most of Welfare Capitalism and
the Wisconsin Phase IIl industrial relations
strategy were sweptaway. The turning point
was the decision of the major steel firms to
cut wages. Soon leading firms across other
industries followed, setting off a process of
“destructive competition” and a downward
spiral of wages and labor conditions
(Bernstein 1960; the concept of “destruc-
tive competition” is explained in Kaufman
1997). Not only was the ability of employ-
ers to provide stability and security in em-
ployment discredited, but a variety of their
actions and pronouncements increasingly
came across as self-serving, hypocritical,
and retrograde. Among the most resented
actions, for example, were “speed-ups” and
the re-emergence of arbitrary, authoritar-
ian rule by foremen (Asher and Edford
1995; Jacoby 1985).

The corrosive effect of these events on
public and academic opinion is evident in
the writings of both Leiserson and Slichter.
Both men published articles in 1931 that

took a much more critical view of employ-
ers than they had previously expressed
(Leiserson 1931; Slichter 1931). They de-
plored, for example, the injustice of main-
taining stock dividends while cutting wages,
and throwing workers out on the street
while keeping up maintenance expendi-
tures for plant and equipment. Leiserson
also noted employers’ double standard
when theyadvocated suspension of the anti-
trust laws so business firms could form car-
tels to limit destructive competition in prod-
uct markets, yet stoutly resisted the efforts
of workers to stanch destructive competi-
tion in labor markets through trade union
cartels or minimum wage laws. Also noted
at the time was the spread of insensitive,
harsh management methods and the evi-
dent hypocrisy in employers’ loudly pro-
claimed commitment to American democ-
racy and the virtue of high wages when at
the same time they fought an all-out battle
to prevent their workers from having repre-
sentation, voice, and higher wages through
collective bargaining. (Many employers in
the 1920s espoused the virtue of high wages
[called the “doctrine of high wages”] based
on the idea that high wages create greater
purchasing power, sales, declining costs
though economies of scale, and higher
profit [Williams 1927]. Employers were
hoisted on their own petard when the New
Deal used this doctrine to justify expanded
collective bargaining.)

The spread of harsh conditions and ab-
ject poverty among the mass of American
workers set the stage for the incoming of
the Roosevelt administration and a funda-
mental shift in national labor policy. The
first stirrings of change came even before
the Roosevelt administration assumed of-
fice, when the Norris-LaGuardia Act was
passed in 1931. Members of the Wisconsin
School—particularly Edwin Witte (1932) —
had long campaigned to end the abuses
associated with court injunctions and yel-
lowdog contracts, and the Norris-LaGuardia
Act was thus considered a signal first step
toward a more progressive national labor
policy. Also in that year, Congress enacted
the Davis-Bacon Act, intended to stabilize
wage rates in the construction industry
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through “prevailing wage” provisions.
These laws were then followed in 1932 by
enactment in Wisconsin of the nation’s
firstunemployment compensation statute—
a measure that Commons had tirelessly
promoted for over a decade and had taken
a personal hand in drafting (with fellow
Wisconsinite Elizabeth Brandeis).

Momentum then picked up when
Roosevelt came to office. The four big
pieces of labor legislation that were en-
acted during his first two terms were the
National Industrial Recovery Act (NIRA),
National Labor Relations Act (NLRA), So-
cial Security Act (SSA), and Fair Labor
Standards Act (FLSA).

The NIRA was in many respects the most
radical and far-reaching of the four pieces
of legislation, and also the one that repre-
sented in purest form the Wisconsin IR
strategy as articulated during Phases I and
II. Since monetary policy and Welfare Capi-
talist employers had evidently failed to stop
the downward spiral of depression, mem-
bers of the Wisconsin School and the
nation’s policy-makers started to look else-
where. The cause of the Depression was
widely disputed at the time, but President
Roosevelt, Senator Wagner, and most of
the Wisconsin School focused on a two-part
explanation (Fusfeld 1956; Kaufman 1996).
First, they located the root cause of the
Depression in inadequate purchasing
power, caused primarily by the trend to-
ward greater income inequality as profits
grew faster than wages over the 1920s (thus
allowing aggregate supply to expand faster
than aggregate demand). This under-con-
sumption “profit-share” explanation of
business cycles had earlier been abandoned
by Commons and, as far as I can tell, he
never came back to it during the Depres-
sion years. But he was the odd-man-out on
thismatter, as Roosevelt, Wagner, Leiserson
(1930), and the others swung over to this
view (a view popularized by various hetero-
dox economists, such as Englishman John
Hobson and the American duo of Waddill
Catchings and William Foster; see Bleaney
1976).

The second part of the explanation for
the Depression—shared by everyone, in-

cluding Commons—was thatits severity and
duration were measurably worsened by the
macroeconomic process of destructive com-
petition. It was widely held that competi-
tion had become excessive or “cutthroat”
due to persistent excess supply conditions
in product and labor markets (aggravated
by the relative immobility of capital and
labor and the pressure on input suppliers
to lower prices to generate revenue to cover
fixed costs, such as food and shelter for
families)—a condition visible in various
“sick industries” during the 1920s, such as
coal mining and the needle trades, and
then widespread across American industry
in the early 1930s. Although in standard
economic theory price and wage cuts should
cure a situation of excess supply, the New
Dealers and institutionalists believed the
opposite—that price and wage cuts in a
depression only exacerbate the downturn
by further shrinking purchasing power and
spending, leading to further increases in
unemployment and a “race to the bottom”
in labor conditions (Commons 1932b).

Given this diagnosis of the causes of the
Depression, the Roosevelt administration
brought forward the NIRA as its solution.
In large measure the NIRA represented a
return to the institutionalists’ Phase I and
Phase II industrial relations policy, albeit
with strains of European corporatism and
cartel policy added. The act’s drafters
sought to stanch destructive competition
by cartelizing product and labor markets.
The former was achieved by allowing firms
to set prices and production quotas—for-
malized in written “codes of fair competi-
tion” negotiated in Washington, D.C. by
representatives of companies, unions, con-
sumers, and the government and coordi-
nated and supervised by industry associa-
tions; the latter, by encouraging the spread
of trade unionism and collective bargain-
ing and the stipulation of minimum wage
and maximum hour provisions in the
codes of fair competition. To encourage
the spread of unionism, the NIRA in-
cluded the famous Section 7a that pro-
hibited employers from interfering with
workers’ rights to organize and engage
in collective bargaining.
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In addition to ending destructive com-
petition, the NIRA sought to spur spending
and production by redistributing income
from capital to labor, equalizing the in-
come distribution, increasing household
purchasing power, and expanding aggre-
gate demand (Mitchell 1986; Kaufman
1996). The expansion of trade unionism
was the primary instrument for this pur-
pose, supplemented by the minimum wage
provisions and a modest amount of public
works spending.

The net effect of all of these NIRA poli-
cies was to encourage the formation of
bilateral monopoly in product and labor
markets through an institutional arrange-
mentinvolving tripartite “selfgovernment”
of industry—in other words, the IR models
of Phase I and II (but without a social
insurance component). Commons alluded
to thislineage of the NIRA more than once:
“New Deal policies were really new, per-
haps two decades ago” (193b5c:1); “Forty-
five years after the first bituminous confer-
ence in 1898, the federal government un-
der the National Industrial Recovery Act,
began to encourage the procedure of col-
lective bargaining in all the industries of
the nation” (1935a:xiv).

The Roosevelt New Deal economic pro-
gram and the Wisconsin industrial rela-
tions strategy both appeared to suffer a
defeat when, in the spring of 1935, the
Supreme Court declared the NIRA uncon-
stitutional. But the NIRA’s demise was only
a temporary setback, for within months the
fundamental parts, complemented by a so-
cial insurance component, were put into
separate pieces of legislation and soon en-
acted into law. The three major bills were
the National Labor Relations Act, Social
Security Act, and Fair Labor Standards Act.

The NLRA, enacted in the summer of
1935, was a much expanded and strength-
ened version of the NIRA’s Section 7a
(Keyserling 1945; Kaufman 1996). In many
ways it exemplified the Wisconsin program
to achieve market stability, equality of bar-
gaining power, and constitutional govern-
ment in industry. The purpose of the Act,
as stated in the Preamble, was to “encour-
age and protect the procedure and practice

of collective bargaining and [to] protect
the exercise by workers of full freedom of
association, self-organization, and designa-
tion of representatives of their own choos-
ing.” Speaking more directly to the eco-
nomic goals of the Act, the Preamble also
stated,

The inequality of bargaining power between
employees who do not possess full freedom of
association or actual liberty of contract, and
employers who are organized in the corporate
or other forms of ownership association sub-
stantially burdens and affects the flow of com-
merce, and tends to aggravate recurrent busi-
ness depressions, by depressing wage rates and
the purchasing power of wage earners in indus-
try and by preventing the stabilization of com-
petitive wage rates and working conditions
within and between industries.

Commons did not testify before Con-
gress on the NLRA (or NIRA), and no-
where else in print did he offer a detailed
appraisal. Certainly in general terms, how-
ever, he supported the intent of the Act
and, indeed, the entire New Deal program.
For example, he said that both the New
Deal and his book Institutional Economics
were drawn from the school of thought he
labeled “collective democracy” (Commons
1935b:220). Likewise, when asked in 1935
of his opinion of the New Deal labor policy,
Commons remarked, “Collective bargain-
ing has been one of the fundamentals of my
economic beliefs for many years. I've tried
to introduce that procedure into every so-
cial setup I've ever been connected with”
(1935¢:1). Other members of the Wiscon-
sin School (Leiserson, Witte, Slichter) did
appear at the Congressional hearings on
the NLRA, and they unanimously supported
it. Leiserson stated, for example (linking
the purpose of the NLRA to the economic
goals of the NIRA),

The whole theory of the N.R.A. [National Re-
covery Act], itseems to me, rests on the idea that
what we need is collective organization of the
people who do business in industry, whether
they do business as laborers, or as business
men.... We have discovered that if we let each
individual business man do business on his own,
regardless of the interests of the industry as a
whole, then all sorts of unfair practices creep in.
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We find that if laborers compete alone, wages
go down to $4 a week. (NLRB 1985:2260)

He later shifted to the theme of industrial
democracy, and justified the NLRA with
this observation: “If the employees are to
be free, they have aright to make local shop
organizations or branches of a shop, in any
appropriate unit, or company as awhole....
That is their business” (NLRB 1985:2267).

The other two major pieces of New Deal
labor legislation were the Social Security
Actand the Fair Labor Standards Act. Both
represented the realization of over two de-
cades of research and lobbying by Com-
mons and his Wisconsin colleagues.

The SSA enacted two programs of social
insurance: old age insurance and unem-
ployment insurance. Edwin Witte, of Wis-
consin, served as major draftsman (Witte
1962). Unemployment insurance was de-
signed to stabilize employment through
the experience rating feature, strengthen
workers’ bargaining power by providing
income support during periods of jobless-
ness, promote aggregate demand by aug-
menting household purchasing power,
force firms to pay for a portion of the social
costof unemployment, and prevent human
suffering. The then-revolutionary idea (in
America) of government-provided old age
insurance was justified on similar grounds
(Graebner 1980).

The FLSA, enacted in 1937, was the last
of the major pieces of New Deal labor leg-
islation. Like the NLRA, it was a carry-over
from the NIRA and expanded and strength-
ened the wage and hour provisions of the
latter. Italso prohibited child labor. Today
the minimum wage provisions of the FLSA
are commonly portrayed as an anti-poverty
device, and the law’s ability to serve this
mission is hotly debated on these grounds.
As Linder (1990) and Craypo (1997) cor-
rectly observed, the public interest ratio-
nale for the FLSA, as advanced by its
Congressional supporters, was earlier de-
veloped by the institutional economists,
and the arguments of Commons and his
associates for minimum wages and maxi-
mum hours went considerably beyond
the poverty aspect.

In their 4" edition of Principles of Labor
Legislation (1936), Commons and Andrews
discussed the economic case for minimum
wage, maximum hour, and child labor leg-
islation. The necessity for these laws, they
stated, rests on both economic and ethical
grounds. Economically, society must puta
floor under competition in labor markets
so that wages and labor standards are not
dragged down below competitive (full em-
ployment) levels due to workers’ weakness
of bargaining power, destructive competi-
tion, and various forms of market failure
(for example, externalities and employer
collusion). Proponents of the “profitshare”
theory of business cycles also saw the mini-
mum wage, and hikes thereof, as a comple-
mentwith union-led wage increases in what
later was called a “Social Keynesian” pro-
gram of aggregate demand stimulation
(Linder 1990; Renshaw 1985). Ethically, a
minimum wage is needed so that all work-
ers receive a wage sufficient for the mini-
mum necessities of life—often referred to
at that time as a “living wage” (Commons
and Andrews 1936:63)—and child labor
should be prohibited on grounds that it is
injurious to the health and development of
people too young to adequately recognize
and protect their interests. Thus, these
forms of protective labor law are similar in
purpose to collective bargaining, but differ
in that the workers are unorganized so a
government agency, rather than a trade
union, is used to “level the playing field.”

From the vantage point of the late 1930s,
the core parts of the Wisconsin IR strat-
egy—formulated and developed over the
course of the three preceding decades—
had largely been put in place. Collective
bargaining was now protected and encour-
aged by the federal government and had
spread across many of the nation’s major
industries, and minimum wage and maxi-
mum hour provisions covered most of the
nonagricultural work force, as did provi-
sion for old age pensions and unemploy-
ment insurance. These accomplishments,
while fundamental, where not viewed as a
complete package or final product—they
were a foundation to build on. Yet to be
added were a host of other measures, such
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as health insurance, strengthened safety
and health protection, and a federal com-
mitment to full employment, while existing
programsrequired expanded benefits, cov-
erage, and enforcement. Emblematic of
the distance covered, however, was the fact
that in 1943 the American Association for
Labor Legislation—the chieflobbying and
research vehicle of the Wisconsin School
and like-minded cadres of progressive la-
bor reformers—quietly went out of busi-
ness, its mission largely accomplished.

While the 1930s witnessed the fulfillment
of the Wisconsin IR strategy in broad out-
line, a closer examination also reveals some
problematic compromisesand conundrums
that have to date received scant mention or
attention. Commons, for example, believed
that administrative efficiency and enforce-
ment effectiveness were promoted by hous-
ing responsibility for labor law in one cen-
tralized department or agency, such as an
industrial commission. Due, however, to
the vagaries of politics and the American
aversion to centralization of government
control, the key pieces of New Deal legisla-
tion were instead assigned to separate units
of government—the NLRA was given to a
newly created National Labor Relations
Board, the SSA came under the purview of
a new Social Security Administration, and
the Department of Labor was given respon-
sibility for the FLSA (Brandeis 1957; Witte
1962).

Two other problematic developments in
labor law administration and enforcement
that grew out of the New Deal concern,
respectively, voluntarism and tripartism. As
described earlier, in his 1915 report to the
Commission on Industrial Relations Com-
mons advocated a course of “voluntarism”
with respect to government regulation of
unions and collective bargaining, arguing
that government legislation aimed at help-
ing labor organize and bargain would only
call forth additional regulation aimed at
regulating and controlling unions and the
conductand outcomes of bargaining. Also,
Commons observed that the U.S. govern-
ment historically favored the interests of
capital over labor, leading him to believe
the union movement was on safer ground

to stay with voluntarism than to accept fa-
vorable government intervention in the
shortrun, since the government mightlater
reverse course and shift policy to favor
employers.

Whether Commons subsequently aban-
doned or significantly revised his support
of voluntarism in the 1930s is not revealed
in the written record. What is clear, how-
ever, is that other members of the Wiscon-
sin School—along with the leadership of
the AFL—did abandon voluntarism in re-
sponse to the crisis of the 1930s and the
opportunities presented by the New Deal
(Perlman 1957). The outcome, at least in
the judgment of Fleming (1957), vindi-
cated Commons’s earlier instincts: “Over
the long pull,” he wrote, “Professor Com-
mons’ 1915 prediction has proven accu-
rate” (p. 141). Evidence includes the suc-
cessive pieces of legislation, courtdecisions,
and administrative agency rulings—such as
the Taft-Hartley and Landrum-Griffin
Acts—that have placed numerous con-
straints on the internal activities of unions
and their exercise of bargaining power.

Commons also advocated tripartism in
labor law, believing that active involvement
of representatives of employers, workers,
and the public—in, say, an industrial com-
mission set-up—Ileads to better-formulated
and better-enforced legislation and less ex-
post litigation. The New Deal largely went
in the other direction, however. According
to Leon Keyserling (Casebeer 1987), the
drafters of the NLRA initially considered a
tripartite form of oversight agency butlater
shifted to political appointees (in practice
often nominated from the ranks of attor-
neys). Likewise, in the early drafting stage
of the SSA a tripartite advisory board was
established to provide input, butaccording
to Witte (1962) it played a marginal role,
and administration and enforcementof the
Act were subsequently placed in the hands
of political appointees and career civil ser-
vants and technical experts.

Onlyin the FLSA was tripartism included
in a substantive role. The Act created In-
dustry Committees made up of tripartite
representatives who had discretion to set
minimum wages on an industry-by-industry
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basis—a direct carry-over from the NIRA.
Butamendments to the FLSA in 1949 elimi-
nated the committees in favor of a uniform
wage mandated by legislation (Brandeis
1957).

Thus, the labor law that grew out of the
New Deal tended to eschew tripartism, at
leastin a formal way, in favor of administra-
tion and enforcement though amore overtly
political and bureaucratic process. Atleast
in the eyes of some experienced observers
(Dunlop 1987), the results again vindicated
Commons’s expectation that such a system
would suffer from poor design, ineffective
implementation, political manipulation,
and excessive litigation.

Afinal aspect of the Wisconsin industrial
relations strategy affected by the New Deal
concerns the role of nonunion employers
and personnel management in the indus-
trial relations system. In Commons’s Phase
IIT (1920s) strategy, trade unions, labor
legislation, and progressive employers are
complemenis—unions and legislation push
up labor standards from the bottom, and
employers (most of them nonunion) push
the envelope on best practice at the top,
while government acting through the Fed-
eral Reserve Board preserves full employ-
ment, roughly equal bargaining power, and
freedom from destructive competition. The
events of the Great Depression caused Com-
mons and his associates to largely abandon
this strategy, however, as both monetary
policy and progressive Welfare Capitalist
employers appeared impotent to stop the
downward spiral of wages and labor stan-
dards. Seeking some method to stabilize
labor markets and restore equality of bar-
gaining power, theyreverted back to a Phase
IT industrial relations strategy built on the
idea of taking wages out of competition
through a combination of market-wide col-
lective bargaining and labor legislation. In
effect, American Shoemakers (1909) displaced
Industrial Goodwill (1919) as the guiding
light for IR strategy.

As the Wisconsin School and the nation’s
policy-making elite abandoned the Phase
IIT industrial relations strategy in favor of a
Phase II strategy, their position on and
attitude toward nonunion employers and

the practice of personnel management
shifted as well. Only a few years earlier,
Welfare Capitalist employers were lauded
as the dynamic and progressive element in
American industrial relations, and
Leiserson and Slichter were writing glow-
ing words about personnel management
and employee representation. Now, in the
midst of the Great Depression, Welfare
Capitalism was increasingly viewed as a
hollow promise, and personnel manage-
ment and employee representation were
seen as tools of union avoidance and sham
vehicles of industrial democracy (Jacoby
1997; Kaufman 2000b).

Although this shift in perspectives was
widespread during the early 1930s, it was
particularly pronounced among those mem-
bers of the Wisconsin School and policy-
making elite (for example, Leiserson and
Wagner) who adopted the “profit-share”
explanation of the Depression, since they
saw nonunion employers as a direct threat
to the wage-led recovery program envis-
aged in the NIRA. For this reason, collec-
tive bargaining, labor law, and personnel
managementwentfrom being complemen-
tary instruments for improved industrial
relations in the 1920s to (largely) substitutes
in the 1930s, with clear preference going to
the former two. This change in philosophy
was most clearly revealed in the NLRA. Its
Preamble states that it is national policy to
encourage the practice of collective bargain-
ing, and Sections 8(a)(2) and 2(5) effec-
tively outlaw most forms of nonunion em-
ployee representation.

Among the Wisconsin School, Leiserson
most clearly illustrates this “flip-flop” in
attitudes toward personnel management
versus collective bargaining, since he had
earlier extolled employee representation
plans as the “crown jewel” of personnel
management (Leiserson 1929) butin 1935
testified before Congress in support of the
NLRA’s ban on all such organizations. The
shift in Leiserson’s view of trade unionism
and collective bargaining’s role vis-a-vis
personnel management—f{rom comple-
ment to preferred alternative—is also plain
from passages in his Right and Wrong in
Labor Relations, published three years later:
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“Popular judgment now favors collective
bargaining. . . . The organization of labor
and collective bargaining [are] necessary
and inevitable” (Leiserson 1938:40, 43).

As earlier noted, Commons was also
strongly supportive of the encouragement
and expansion of collective bargaining
during the New Deal years, but it appears
that he maintained a more neutral stance
toward employers and the potential contri-
butions of personnel/HRM. Viewing the
situation in 1934, for example, Commons
stated, “I could not blame the capitalists.
They, too, were victims” (1934b:192). He
went on to say about the events of the
Depression, “I had learned in my Syracuse
and Indiana days [the 1890s] to look upon
the money question as the most important
of all labor problems” (p. 189). It seems
probable, therefore, that Commons ended
his scholarly career feeling a mixture of
triumph and sadness/frustration: triumph
because many of his long-cherished indus-
trial relations reforms were finally enacted
into law; sadness/frustration because this
triumph was built on the human and eco-
nomic wreckage caused by the return of the
“money question”—a scourge he had iden-
tified five decades earlier and had worked
tirelessly to overcome, but that once again
appeared like a plague to visit ruin on both
labor and capital.

Conclusions

As reconstructed in this paper, the Wis-
consin industrial relations strategy involves
three core components: stabilization of
labor markets, equality of bargaining power,
and constitutional government in industry.
Also important are limited government in-
tervention, representation of interests, vol-
untary cooperation in place of coercion,
and pragmatic problem-solving. In keep-
ing with the ethos of “progressive individu-
alism” propounded by Commons (1895),
the Wisconsin strategy looks to use institu-
tions such as trade unions, government,
and corporations to establish a set of “work-
ing rules” that lead to stable, full employ-
ment conditions in labor markets, a level
playing field in wage determination, and

democratic mechanisms for due process
and voice in the firm. Once this environ-
ment is achieved, the Wisconsin approach
seeks to give workers and employers the
maximum room for individual freedom,
initiative, and exercise of private property
rights. Allinstitutions and outcomes in the
industrial relations sphere are judged by
their efficacy in promoting economic effi-
ciency, justice and fair-dealing, and oppor-
tunities for human development and self-
actualization.

Without question, the Wisconsin ap-
proach sees unions and collective bargain-
ing as vital components of a progressive,
effective industrial relations strategy and
policy. Unions exercise market power and
seek to redistribute wealth, increase the
wage bill going to workers, and protect
workers from negative consequences of
competition and employer actions. Com-
mons and his colleagues recognized that
the unions’ quest for “more” can some-
times be carried to excess, but concluded
that in the context of the imperfect mar-
kets and chronic labor-surplus situation of
the early twentieth century, they on net
played a constructive, socially useful role in
the economy. In the realm of work force
governance, unions introduce industrial
democracy into the workplace, replacing
autocracy with joint decision-making, due
process, and worker voice. In the Wiscon-
sin view, free choice of a representative
agentshould be one of workers’ basicrights.

No other aspect of Commons and the
Wisconsin School is more misunderstood
than their position concerning employers.
The conventional wisdom is that theylargely
ignored the management side of industrial
relations and, as a general principle, pre-
ferred that firms be unionized and practice
collective bargaining (Kochan 1980:8). This
view is largely true in Phase I and II of
Commons’s writings, but is seriously inac-
curate in Phase III. Closer examination
reveals that Commons and his associates
wrote major works on the management of
industrial relations and Commons, in In-
dustrial Goodwill, identified in embryonic
form many of the core principles that de-
fine today’s “high performance” work sys-
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tem. Commons and his associates recog-
nized that the employment relationship
has an inherent conflict of interest, but
believed that through appropriate incen-
tives and practices employers can establish
asignificant harmony of interest with work-
ers. Although some current-day industrial
relations scholars look on HRM practices
and “unitarist” employment strategies with
suspicion (for example, Godard and
Delaney 2000), Commons and his associ-
ates welcomed this approach—as long as it
was built on a base of (approximately) bal-
anced bargaining power, was not an overt
union avoidance device, and incorporated
a form of constitutional government with
meaningful voice and due process
(Kaufman 2003b).

In the Wisconsin industrial relations strat-
egy, government has a strategic but limited
role to play. Serious, endemic labor prob-
lems arise because the working rules gov-
erning the industrial relations system are in
some respect dysfunctional. Since these
working rules are a form of property right,
they can only be changed by a sovereign
power. Since political government has the
ultimate sovereigntyin the nation-state, the
responsibility for establishing efficient and
fair “rules of the game” falls on govern-
ment. But Commons and his colleagues
also believed, in the spirit of voluntarism,
that once fair and balanced rules of the
game are established, private economic
agents should be given as much decision-
making autonomy and responsibility as
possible, provided the outcomes meet mini-
mal social standards and promote worthy
social ends. Thus, the Wisconsin School
favored a variety of protective labor laws
and social insurance programs (for ex-
ample, minimum wages and unemployment
compensation) as a means to establish a
floor on labor standards and ensure eco-
nomic security for workers and their fami-
lies. Finally, a crucial role of governmentis
to use monetary and fiscal policies to main-
tain macroeconomic stability and full em-
ployment. Wherever government regula-
tion is necessary, the Wisconsin strategy
calls for it to be administered and enforced
with significant tripartite input from the

affected parties (management, labor, and
the public).

Given these principles, the Wisconsin
strategy for improved industrial relations
involvesinitsapplication a pragmatic blend-
ing of the roles of unions, employers, and
government. Government changes prop-
erty rights to balance bargaining power,
protectworkersin the exercise of collective
bargaining, and ensure equitable employ-
ment conditions in nonunion firms; uses
monetary and fiscal policy to maintain
stable, full-employmentlabor markets; and
encourages employers through tax incen-
tives and social insurance programs to sta-
bilize employment and pursue “high road”
employment practices. In the Phase III
version of the Wisconsin strategy, improved
industrial relations is obtained by using
labor legislation and unions to establish
and then slowly raise a floor of minimum
employment practices, while employers
(typically nonunion ones) pioneer and pro-
mote the leading edge of industrial rela-
tions practice through progressive applica-
tion of personnel management and em-
ployee representation/involvement. Their
incentive to do so stems partly from the
greater productivity and profits that come
from establishing a “harmony of interest/
goodwill” employment relationship and
partly from the threat effect of unions and
government. The viability of the Phase III
IR strategy critically depends, however, on
the existence of a relatively stable, full-
employment economy. If the economy is
subject to considerable instability and un-
employment, then labor markets and em-
ployers’ IR practices take on a more dys-
functional and anti-social character, neces-
sitating more extensive use of collective
bargaining and protective legislation along
the lines of the Phase IV strategy of the
1930s.

I believe that the analysis contained in
this paper has significant implications not
only for our understanding of industrial
relations history but also for the way the
modern-day field of industrial relations is
conceptualized and practiced. In particu-
lar, considerable debate continues to focus
on the intellectual boundaries, core sub-
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ject matter, and positive and normative
principles of industrial relations; the place
and treatment of nonunion employers; and
human resource management (Strauss and
Whitfield 1998; Godard and Delaney 2000;
Kochan 2000). People looking for guid-
ance on these matters in the writings of
Commons and the Wisconsin School can
be easily led astray if they focus on only a
subset of this literature. As demonstrated
here, the industrial relations strategy and
policy program of the Wisconsin School
evolved in significant ways over time—and
would most likely have continued to evolve
had Commons and his colleagues remained
alive and active. The more reliable ap-
proach is to examine their writing as a
totality and try to distill the underlying
lessons for the field.

One lesson, it appears to me, is that
industrial relations should be defined
broadly and inclusively. As conceived by
Commons and his colleagues, industrial
relations spans employment relationships
of every nature and the causes of and solu-
tions to all types of labor problems. The
field thusincludes private and public, union
and nonunion, and “pluralist” and
“unitarist” employment relationships, as
well as the solution of labor problems
through all available means, including col-

lective bargaining, human resource man-
agement, governmentregulation, and mac-
roeconomic policy.

A second lesson is that industrial rela-
tions should likewise take a broad and rela-
tively inclusive normative stance on work-
place issues. As demonstrated here, the
normative commitment of the Wisconsin
Schoolwasless to any one particular type of
employment relation or approach to solv-
ing labor problems than to the more gen-
eral cause of advancing efficiency, equity,
and human well-being in the workplace (in
the context of a democratic, market-ori-
ented social order), and toward this end
they were willing to consider whatever poli-
cies and programs appeared most effective
in the particular time and place. In this
spirit, Commons’s student John Fitch re-
marked, “Itis not legislation as such that
we desire, but social advance” (Fitch
1927:243), and Commons said, “The
problemisone, notofideals, but of alter-
natives” (1919a:185). This pragmatic
standard of reform gives industrial rela-
tions scholars ample leeway to chart new
approaches to solving labor problems in
the early 2000s in a way that is inclusive,
builds on sound concepts and practices
from the past, but opens the way for fresh
thinking and ideas.
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