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Introduction

Social scientists studying bureaucratic systems of employment have found
the internal labor market to be a useful analytic construct, which explains
how firms achieve allocative efficiency through the use of administrative pro-
cedures that confer certain rights and benefits to the incumbent workforce.
Internal labor market theory is a subset of those theories of the firm con-
cerned with the manner in which economic planning and internal organization
supercede exclusive reliance on the market mechanism. To paraphrase D.H.
Robertson, internal labor markets may be thought of as "islands of conscious
power in an ocean of unconscious cooperation [much] 1ike lumps of butter
coagulating in a pail of buttermi]k."1

Little is known about the dynamic processes by which internal labor
markets were formed. Current theories about internal labor markets often have
been tacked onto various historical generalizations without regard for the
complexity of underlying causal and temporal sequences.

This paper analyzes the development of internal labor markets in American
manufacturing firms viewed from the perspective that their origins are part of
an historic shift in the principles governing employment. Emphasis is thus
placed on unionization and personnel management as institutions which both
impelled and reflected the replacement of a market-oriented, arbitrary and
impermanent employment system by one that was more bureaucratic, rule-bound
and secure.

The characteristic features of an internal labor market did not gradually
take hold in an ever growing number of firms. Instead they were adopted
during two periods of crisis for the older system of employment -- World War I
and the Great Depression. These were periods when the unions gained strength,
when personnel managers were influential and when the state intervened in the
labor market. This uneven growth suggests that many firms did not immediately

perceive the value of a bureaucratic system of employment. It also suggests
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that the internal labor market was an adaptation to new social norms of employ-
ment, especially those of trade unionism, rather than a simple response to

growing organizational complexity.
I. The Foreman and the "Drive" System, 1870-1915

America's manufacturing industries underwent dramatic expansion in the
late nineteenth and early twentieth centuries. Manufacturing employment
nearly doubled between 1880 and 1900, and nearly doubled again between 1900
and 1920. This growth was accompanied by a trend toward larger establishments.
The number of workers per iron and steel establishment rose from 65 in 1860 to
103 in 1870, and 333 by 1900.2 New industries such as electrical machinery
and motor vehicle manufacturing soon rivaled steel and textiles in establish-
ment size.3

Not only scale, but also the speed of manufacturing operations rose
markedly after 1880, cutting the amount of time involved in processing each
unit of output. Underlying the decline in production time was the widespread
substitution of power machinery and handling equipment for human Tlabor.
Increased speed and volume of production allowed for a persistent reduction in
unit costs, which permitted the channeling of internally generated cash flows
into the acquisition of other firms that produced inputs or substitutes for
the merging firm's products.4

The increased size and complexity of the manufacturing firm created
numerous administrative difficulties. Until the 1880s, most proprietors had
been content to leave the management of production to their foremen and highly
skilled workers. Where skill mattered, the foreman and the workers he super-
vised often knew more about technical matters than did the firm's owner-s.5
But the rapid growth of industry put pressure on this decentralized system of

production management. The flow of production was hindered by a lack of

coordination between the various departments of a firm. Data on costs were
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not kept or were gathered irregularly, which made it difficult to compare the
performance of various units. Greater coordination and systematization were
required if production speed was to be increased.6

Between 1880 and 1920, the systematic management movement introduced new
methods of production management to industry. Most of the movement's members
were engineers; discussions of plant administration and cost accounting rarely
were found outside of engineering publications during this period. Efficiency
engineers introduced various administrative innovations that displaced tradi-
tional methods of production management. Early production control systems
told the foreman which units he was to produce, the order in which operations
were to be performed, and the method by which these operations were to be
carried out. Standardized procedures, cost accounting and detailed record-
keeping facilitated the centralization of decision-making. Thus the foreman's
directive and conceptual duties in production were gradually assumed by engi-
neers and middle managers; the routine aspects of his duties were assigned to
clerical personnel. This bureaucratization resulted in a steady increase in
the ratio of administrative to production employees.7

Efficiency engineers, despite their forays into production management,
left relatively untouched the other major area of a foreman's responsibili-
ties, his employees. The overall lack of attention to employment matters in
early management literature stemmed from two sources. There was first the
engineers' belief that most employment and labor relations problems could be
solved by a properly devised incentive wage. And second, there was the per-
ception that there was nothing notably inefficient about the foreman's tradi-
tional employment methods. Robert F. Hoxie's 1914 survey of firms that had
systematized their production processes found that they used no more advanced
methods of employment management than nonsystematized firms. This prompted
Hoxie to criticize the engineers for their "naive ignorance of social science"

and indifference to the "human factor." Consequently, the development of a
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bureaucratic system of employment lagged behind the systemization of other
spheres of the firm.8

In contrast to the varying degrees of control that the foreman exercised
over production, his authority in employment matters was more uniform across
industries. In most firms, the foreman was given free rein to manage the
acquisition, payment and supervision of labor. To the worker, the foreman was
a despot -and not often benevolent - who made and interpreted employment
policy as he saw fit. There were some checks on the foreman's power, but
usually they emanated from the workers he supervised and not from the propri-
etor.

The foreman's control over employment began literally at factory gates.
On mornings when the firm was hiring - a fact advertised by newspaper ads,
signs or word of mouth - a crowd gathered in front of the factory. The fore-
man stood at the head of the crowd and picked out those workers who appeared
suitable or had managed to get near front. At one Philadelphia factory, the
foreman tossed apples to the throng; if a man caught an apple, he got the job.
Foremen could be less arbitrary, hiring their friends or relatives of those
already employed. Many relied on ethnic stereotypes to determine who would
get a job or which job they would be offered. Workers often resorted to
bribing the foreman with whiskey, cigars or cash to get a job, a practice that
one study found to be "exceedingly common" in Ohio's factories.9

Assignment to a job was determined in large part by favoritism or preju-
dice. The foreman often had 1little interest in or knowledge of an employee's
previous work experience. If a newly hired employee proved unsatisfactory, he
was easily replaced by someone else. Transfers from one department to another
were rare. As one observer noted, "Foremen are apt to assume the attitude
that 'if you do not work in my department you cannot work elsewhere,' and will
do everything in their power to prevent dissatisfied workmen from being re-
p]aced.“ Intra-departmental promotions occurred, although definite lines for

promotion were unheard of before 1910, except on skilled work.10
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The foreman also had considerable power to determine the wages of the
workers he hired. Whether piece or daywork, the foreman could and did set
widely varying rates for different individuals doing the same work. Because
labor costs were monitored by management but not the wage determination pro-
cess, the foreman had an incentive to hire individuals at the lowest rate
possible. It was common practice for a foreman "to beat the applicant down
from the wage he states he wishes to the lowest which the interviewer believes
he can be induced to accept."11 Variations in rates across departments were
common because each foreman ran his shop autonomously. Employment and wage
records were rarely kept before 1900; only the foreman knew with any accuracy
how many workers were employed in his department and the rates they received.
Foremen jealously guarded wage information, allowing them to play favorites by

varying the day rate or assigning favored workers to jobs where piece rates

were loose.12

A firm's owners expected the foreman to hold labor costs down despite or
because of the latitude they gave him in determining rates. This meant paying
a wage no greater than the '"going rate" for a particular job. But it also
meant striving to keep effort levels up to reduce unit costs. When the going
rate rose, effort became the key variable to be manipulated by the foreman.13

Foremen relied on a combination of methods to maintain or increase effort
levels that were collectively known as the "drive system": close supervision,
abuse, profanity and threats. Informal rules regulating work behavior such as
rest periods were arbitrarily and harshly enforced. Workers constantly were
urged to move faster and work harder. Sumner Slichter defined the drive
system as "the policy of obtaining efficiency not by rewarding merit, not by
seeking to interest men in their work...but by putting pressure on them to
turn out a large output. The dominating note of the drive policy is to in-
spire the worker with awe and fear of the management, and having developed

fear among them, to take advantage of it."14
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The drive system depended, ultimately, on fear of unemployment to ensure
obedience to the foreman. Workers were more submissive when the labor market
slackened and jobs were scarce, as was often the case before World War I. A
tight market tended to undermine the foreman's authority, forcing him to rely

15 The foreman was free to

16

more heavily on discharges to maintain discipline.
fire anyone he saw fit, and discharges were liberally meted out.

The instability of employment had causes wider than high rates of dis-
missal. In its cyclical and seasonal forms, unemployment regularly touched a
large portion of the working class. Between 1854 and 1914, recessions or
depressions occurred every three to four years with about twenty-five of these

sixty years spent in contraction.17

In Massachusetts, the incidence of unem-
ployment was high even during relatively prosperous periods such as 1900-1906,
when at least one out of every five of the state's manufacturing workers
experienced some unemployment each year. Even Massachusetts' trade union
members, a relatively skilled group, were not immune from job loss. An aver-
age of 29 percent of these workers experienced some unemployment each year
between 1908 and 1916. The amount of time spent in unemployment was consider-
able. In 1890 and again in 1900, over 40 percent of the nation's unemployed
were jobless for more than four months.18

Unemployment filtered widely through the labor force even during good
years because of dismissals and seasonal instability. Employment tended to be
most stable in those consumer goods industries which produced items unaffected
by style changes. But in 1904 even the most stable industry - bread and
bakery products - had monthly employment levels that varied by nearly 20
percent. That same year, the industrial average fluctuated by 40 percent over

the year, rising to 70 percent in the railway car industry.19

The seasonal
instability of employment perpetuated the drive system. Activity became
frenzied during the busy season as firms rushed to fill orders. Capacity
utilization rates and employment levels rose by magnitudes rarely encountered

today.
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However, the existence of widespread unemployment is in itself no indica-
tion of the impermanence of the employment relationship. If there had been an
understanding between workers and their employers that they would be recalled
when needed, periodic unemployment need not have severed the relationship.
But few firms made systematic attempts to rehire their workers after layoffs.
For example, statistics from a large metal-working plant whose records distin-
guished between new hires and rehires of workers who had been laid off on
account of the depression that began late in 1907 reveal that only 8 percent
of all new hires for the following three-year period were rehires of those who
had been laid off during the depression. Average industrial rehire rates
probably were much ]ower.zo

Mechanisms to maintain the employment relationship during downturns also
included guaranteed income or employment plans and work-sharing arrangements.
Employment guarantee plans were in operation at only 15 firms by 1920, al-
though work-sharing was more prevalent. However, the bulk of these work-

sharing plans were initiated by trade unions in cooperation with unionized

employers. Employers in non-union firms maintained that work-sharing was
cumbersome and 1’nefficien'c.21

Few workers had anything resembling equity in their jobs. When layoffs
came, rare was the employer who ordered his foremen to reduce the workforce
systematically. Employment security was determined by the same arbitrary
criteria as hiring. Bribes were a common means of ensuring job security. In
some shops, “everyone has to pay some sort of tribute to his foreman. The
tribute is usually in the form of money or service, but there are cases where
the tribute is of a nature which cannot be mentioned in an open paper."22

Thus, prior to World War I, employment for most manufacturing workers was
unstable, unpredictable and inequitable. The worker's economic success and
job satisfaction depended on a highly personal relationship with his foreman.

There was an implicit system of employment here, although it wasn't bureau-

cratic. Foremen had many favors available for those whom they befriended or
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who bought their friendship. Personal ties and loyalty counted for much,
although 1later reformers were horrified by the particularism and brutality
that infused the drive system. Yet where employment practices first achieved
a semblance of rational organization, stability and equity, these features

were not a managerial innovation but were imposed from below.

The Workers' Response

The institution of trade unions curbed the foreman's arbitrary exercise
of prerogatives and gave the skilled worker considerable control over the
terms of his employment. The trade union ensured that strict rules and equit-
able procedures would govern allocative decisions. While only a minority of
all workers belonged to unions, those unions were a persistent reminder that
the employer's authority, and that of his agents, could be circumscribed
through collective action.

Controlling access to a trade was a fundamental element of the unions'
countervailing power. Although the apprenticeship system was fast disap-

23 the unions had other devices to bolster their control. The closed

pearing,
or preferential shop restricted the foreman's discretion to hire whomever he
chose and enhanced the demand for union labor. This protected union members
against discrimination in hiring and guaranteed that a given number of vacan-
cies would be filled by them. In some trades, the closed shop led to more
restrictive union admissions policies to divide a fixed number of potential
vacancies over a smaller body of members. Some unions required that the
foreman apply to a union hiring hall when in need of labor, which gave the
union the power to dispense jobs to those workers it deemed fit. These ar-
rangements demonstrated to a worker that his well-being was better served by
allegiance to his union rather than to his foreman.24

Trade unions had several objectives in their approach to wage determina-

tion. They sought to protect not only absolute wage levels but also relative
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and effort wages. The basis of the unions' approach was the so-called "stan-
dard rate" that all members were supposed to receive. This standard rate
reflected the principle of equal pay for equal work, which ruled out merit
grading and all premium or bonus systems under which earnings did not rise in
proportion to output and effort. The unions' strong insistence of the use of
the standard rate was based on the premise that foremen always would prefer to
deal with individuals and that this was the surest way to divide and conquer
the um’on.25

Output Timitation was the most effective device that the skilled worker
could use to check the foreman's driving and to protect the effort wage. In
some instances the union listed output 1imits in the trade agreement, although
typically union members policed themselves. Skilled workers who restricted
output depicted themselves as "sober and trustworthy masters of their trade"
whose restriction showed their "unselfish brotherhood. "2

Various means were used to 1imit the foreman's use of favoritism. For
example, the molders demanded that piece rates be listed in a price-book to be
made available to the union, to prevent foremen from paying different rates
for similar work. In the Chicago meatpacking industry, the cattle butchers
devised a detailed system of promotion lines governed by seniority. This was
intended to prevent favoritism in job allocation and maintain a sense of
equity among the union's members. Foremen and line officials were strongly
opposed to this practice. As John R. Commons observed, "These rules of promo-
tion do not find favor with the superintendents, who contend that forced
promotion takes a man away from work he does we]]."27

Output 1limits, along with rules regulating manning levels and working
hours, also were intended to reduce the 1ikelihood of unemployment. While
such strictures had some stabilizing effect on the demand for union labor,
they could not prevent periodic occurrences of cyclical unemployment. When
layoffs threatened, the unions attempted to mitigate the impact of unemploy-

ment through work-sharing and seniority rules.
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Work-sharing took a variety of forms. In some industries, such as brew-
ing, the employers and the union made joint arrangements to share the work.
In the printing trades, the unions unilaterally withdrew their members for a
day or two each week.28 Seniority layoffs were less common than work-sharing.
They were prevalent on the railroads and in the printing trades. The railway
workers' first written agreement recognizing seniority as a layoff criterion
was signed in 1875. The printing trade's famous "priority law," adopted in
1890, required that 1layoffs be made according to seniority; the law also
regulated discharge.29

Unions in a variety of industries sought to regulate dismissals by requir-
ing that a member be discharged only for just cause. Discharge resrictions
often included provisions for an investigation and hearing if a worker com-
plained of unfair dismissa].30 These provisions, together with the closed
shop and seniority rules, undermined the fundamental assumption of the drive
system - that employment was a relationship of indefinite duration terminable
at the employer's will. The unions held the alternative concept that employ-
ment was a permanent relationship between the union - a set of workers - and
the employers(s) - a set of jobs. The union behaved as if it owned a set of
jobs continuing through time. Under the closed shop system, only union men
could fill these jobs; under work-sharing, the jobs could not be dissolved.
The unions' employment security mechanisms restricted the employer from turn-
ing to the open market to fill vacancies. Moreover, the unions' allocative,
wage and dismissal practices embedded the employment relationship in a web of
impersonal, equitable rules. These restrictions, when redefined as a perma-
nent, rule-bound relationship between a set of incumbents and a set of jobs in
a particular firm, would comprise an internal labor market.31

Few options were available to the less skilled, non-union worker who was
dissatisifed with either his job or his foreman. Managers invariably sup-
ported their foremen in any dispute with employees, fearing that any liberal-

ity in hearing grievances would "give the workmen exaggerated notions of their
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rights and management desires to keep the workers' minds off their rights."
Unskilled or non-union workers had few rights; the only one that was consis-
tently recognized was the right to quit.32

On occasion, the unskilled, immigrant workforce was fully capable of
engaging in militant activity, especially during economic recovery periods.
But despite these spectacular strikes, in most instances, the less skilled
worker had no alternative in seeking higher wages or better conditions than to
terminate employment. Quit rates were high long before World War I. They
varied directly with skill; annual separation rates for unskilled workers
often surpassed 200 percent. Just as the number of strikes tended to increase

during a recovery, so did the number of quits.33

"Exit" of the unorganized
was an alternative to "voice".

The absence of definite prospects for advancement in the firm was an
additional spur to labor mobility. Economist John Davidson noted in 1898 that
the relative difficulty with which occupational mobility ("trade mobility")
could be achieved made quitting and geographic mobility ("place mobility")

more ]ike]y.34

Contemporary observers believed that the standardization of technology
across firms facilitated worker mobility. Manufacturing technology was becom-
ing less firm-specific and idiosyncratic than it had been in the nineteenth

35

century. Firms were introducing on a wide scale a technology that de-

emphasized skill and lowered training costs. This reduced the cost of each
separation for the employer by making workers more interchangeable. And it
made it easier, or less costly, for workers to shift jobs. The opportunity
for movement from plant to plant was facilitated by the standardization of
equipment and the ease with which one could learn a new job. Paul H. Douglas
observed in 1918 that, "The very process of machinery which made work more
specialized, made the worker less specialized. He was now transferable... A

machine tender who has learned the general principle of caring for a machine
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can tend ribbon-weaving machinery as well as shoe-making. He is really an

interchangeable part in the industrial mecham'sm."36

II. The Personnel Management Movement, 1890 to 1915

Prewar employers were satisfied with the profitability of the decentral-
ized, drive system of employee management. Immigrant labor was abundant,
which fostered an attitude of indifference to improving employment methods.
One contemporary noted the prevalence of employers who "consider labor a
commodity, to be bought and sold on the open market when trade is brisk, and
disposed with at will when demand subsides." The immigrant worker was vari-
ously portrayed as dumb, docile or unreliable. Any attempt to obtain the
worker's trust and cooperation by improving employment conditions was thought
to be futile since "labor will simply take advantage of liberal treatment."37

But the drive system was not without costs. First, it entailed adminis-
trative costs that could be reduced by more bureaucratic methods of coordina-
tion. Elements of the engineers' approach to production management - orderly
procedures, accurate records and the departmentalization of routinized func-
tions - came into play in the decade after 1900 when a few firms first estab-
lished personnel departments. One such department was initiated by Goodyear
Tire and Rubber in 1900; it concerned itself with the orderly processing of
new employees and the keeping of employment and pay records, essentially
clerical functions. Most of these departments had a limited effect on employ-
ment policy since they were adjuncts of the firm's production division, which
was preoccupied with producing maximum output at top speed.38

The production manager's short-run, cost-minimizing orientation made him
suspicious of any attempt by the personnel department to expand its ambit
beyond the clerical. Production officials were wary of changes in employment
methods since they led to few immediate or easily measured improvements in

output or costs. Consequently, critics of the drive system pointed to the
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personnel manager's low status and powerlessness as barriers to employment
reform.

These early critics also pointed to a second set of costs generated by
the foreman's crude employment methods: recurring labor unrest and erratic
working habits. They worried about the relationship between private employ-
ment policies and such societal problems as unemployment and a drift to the
political left. These problems had been apparent to nineteenth century ob-
servers as well. What was new was the intensity of the critics' perception
that social order was declining, a realization that disorder was linked to
private employment practices, and the belief that order could be achieved by
more scientific and humane methods of labor administration.

Many of these critics were middle class professionals - social workers,
settlement house workers, academics and ministers - who were applying their
expertise toward solving the pressing social problems of the cities and indus-
try. The social justice movement of the time was made up of individuals who
were imbued with a humanitarian ethic of uplift and social reform that made
them sympathetic to the immigrant working classes. They shared a belief that
industrial and social conflict could be assuaged by trained professionals
dispassionately applying their knowledge to social problems. Yet despite
their good intentions, their writings and programs contained distinct strains
of social control, accommodation and elitism. The reformers in this group
technicalized and rationalized the problems of a rapidly industrializing
society. The reforms they devised helped to strengthen existing institutions
and steer social change from more radical paths.39

Like the engineers, these reformers idealized scientific expertise and
rational administration, but they were also deeply concerned with the non-
administrative costs of the drive system. Although they had a limited impact
on most firms before World War I, their activities laid the foundations for

the proliferation of personnel departments during the war. Industrial welfare
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work and labor market reform were two branches of the social justice movement

that had direct links to wartime developments.

Welfare Work

One strand of welfare work may be traced to the perod of labor unrest
between 1877 and 1894, when employers sought to turn the loyalty of their
skilled workers away from the unions through the use of quasi-pecuniary incen-
tives such as profit-sharing, pension and stock bonus plans. Another strand
was rooted in the belief that the cause of labor unrest, social tension and a
perceived decline in the work ethic was the worker himself - the intemperate,
slothful worker or the ignorant, immigrant worker prey to radical nostrums.
To countermand this, firms experimented with a variety of programs ranging
from thrift clubs, compulsory religion and citizenship instruction, to company
housing, outings, magazines and contests. The idea was to use the firm to
recast the worker in a middle class mold, thus making him sedulous, sober and
1oya].40

Many of those engaged in employee welfare work as administrators and
publicists had backgrounds in social work, mission work and the civic reform
and settlement house movements. Welfare work was the private sector analogue
to the "search for order" that these professionals then were conducting in

American cities.41

Welfare workers believed that their moralistic paternal-
ism would improve workers' lives and change some of industry's cruder aspects.
One early welfare worker said of her colleagues that they went into welfare
work "with faith in its power to meliorate industrial conditions."42

Welfare work was viewed skeptically by some who believed that paternalis-
tic attempts to uplift workers had an uncertain effect on productivity and
loyalty at best. Welfare workers regularly encountered resistance from pro-

duction managers and foremen who resented intrusions into their domain. To
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counter this, welfare work increasingly was justified by the engineers' cri-
terion of efficiency. Welfare workers argued that conflicts with line manage-
ment only could be alleviated by vesting their authority in a separate
department - free of interference from the h‘ne.43

By 1910, firms had begun to centralize their welfare programs in a single
department with clearly defined responsibilities. A few of these departments
were on a par with other major corporate divisions and included employment

management responsibi]ities.44

But in most firms the welfare department, like
the personnel department, remained subordinate to the production division.
The welfare worker in these firms, said one observer, "has not yet been assim-
ilated in the operating organization... He deals largely with matters outside
the regular routine of industry operations, he has to do primarily with the
men while off the job rather than on the job..." Most welfare departments
posed little real threat to the foreman's autonomy since they lacked both
independent authority and a mandate to intervene in employment matters. The
drive system could and did coexist with extra-work paterna]ism.45

Yet welfare work created a distinctive role. Labor management was becom-
ing the province of the specialist and labor-related policy was turning into a
decision-variable subject to rational administration. The creation of welfare
departments marked the beginning of efforts to develop employment policies

that weren't subordinate to the firm's short-run emphasis on production and

which recognized the value of maintaining employee morale and loyalty.

Labor Market Reform

Personnel management was also heavily influenced by the vocational guid-
ance movement. Vocational guidance had developed alongside vocational educa-
tion to assist in directing the "manually-minded" child to his appropriate
niche in the Tlabor market.46 However, some educational and child-labor re-
formers believed that vocational guidance should be more than just an effort

to fit children to particular curricula or jobs. They were concerned about
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47 with unstable

the numerous immigrant youths who entered "blind alley" jobs
futures and 1little chance for advancement. These reformers thought that
schools could be better used to regulate the youth labor market by having
counselors scrutinize the jobs that employers offered school leavers to ensure
that decent, stable jobs were provided. Counselors were to encourage em-
ployers to educate and train their young workers, rationalize their hiring
procedures and to promote from within.48
Leading this group was Meyer Bloomfield, a former settlement house worker
who had introduced vocational guidance to the Boston schools in 1910.
Bloomfield began to have doubts that the schools were "the most suitable
agency to attempt the organization of the labor market for the young" and
redirected his energies from the schools to industry. He founded a profes-
sional association of personnel managers in Boston in 1912, although few firms
in the Boston area had personnel departments at that time. Many of the early
members of the association were, 1like Bloomfield, proselytizers and re-
formers.49
Bloomfield and his supporters thought that the establishment of personnel
departments would bring to industry "some idea of what fitness and future
means in the career of the worker." Personnel managers would be the vehicle
for introducing vocational methods to industry, which would ensure that young
workers continued to receive guidance and training. These vocationalists
argued that greater attention had to be paid to the character of work and its
effects on the worker. They blamed the efficiency engineers for the high
degree of specialization that had made jobs monotonous and undermined good
working habits. The foreman was heavily criticized for his crude motivational
methods and for failing to assign workers to jobs that matched their interests
and abilities. Vocationalists advocated the establishment of personnel depart-
ments that would change allocative practices through such techniques as scien-

tific selection procedures, written job specifications, tryout transfers and

internal promotion plans. These techniques were supposed to decasualize
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employment and promote stable working habits by providing something akin to a
career path for manual workers.50

Bloomfield's supporters thought that the transfer of allocative authority
from foremen to personnel departments also would reduce the amount of youth
and adult unemployment. Other labor market reformers in groups such as the
American Association for Labor Legislation (AALL) were attracted to the idea
of organizing the labor market through voluntary measures as an alternative to
national labor exchanges and unemployment insurance. The AALL claimed that
personnel departments could permanently reduce unemployment by making hiring
more efficient, restricting dismissals and administering transfers in lieu of
layoffs. Although few employers adopted the stabilization methods recommended
by these groups during the 1914-1915 depression, they later discovered that
these methods could be used to motivate and retain workers during a period of
labor scarcity.51

Liberal followers of Frederick W. Taylor, the noted efficiency engineer,
became ardent advocates of this new approach to unemployment since it held the
promise that a major social problem could be solved by the same efficient
managerial techniques then being applied to production. This brought the
engineers into the ranks of what was to become a national personnel management
movement. During the 1914 depression, groups formed in major cities to dis-
cuss unemployment problems and promote personnel management by local employers.
The groups were organized by Bloomfield, Taylor Society and AALL members; they
later became the nucleus of the first national association of personnel mana-
gers, founded in 1918.52

Thus the disparate strands that would compose the personnel management
movement began to come together in the years before America's entry into the
war. Efficiency, the engineers' watchword, with its connotations of scien-
tific method and bureaucratic order, infused the welfare work and vocational

guidance movements at the same time that employment reform began to be taken

seriously by the engineers. The roots of personnel management are to be found
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not only in the technical imperatives imposed by a firm's increased size and
complexity -these created the empty slots in the managerial hierarchy - but
also in the backgrounds of those who filled these slots. The professionals
employed in industry brought with them the same ideologies and techniques that
were being used to solve social problems outside industry. Adapted to an
industrial setting, such methods contained an implicit attack on the laissez-
faire principles governing employment. These professionals argued that indus-
try had an obligation to restrain itself, and to actively reconstruct the
employment relationship by making it less arbitrary and more responsive to the
worker's needs and thus to the needs of the firm.

The personnel management movement provided a framework for the ascendance
of the expert, the professional reformer and problem solver. Supporters of
personnel management had high hopes that the professionalization of employment
management would humanize industry by injecting liberal values into the firm.
It was emphasized repeatedly that the personnel manager had to be a "big man,"
imbued with the 1iberal temperament that a university education was supposed
to impart. Reform of the drive system could only be achieved by placing the
professional, a man of science and class neutrality, in charge of finding a
private solution to the "labor problem." The personnel manager was viewed as
the catalyst whose expertise and broad vision would bring "the business con-
science... into alignment with the social conscience."53

Those in the personnel management movement who were most concerned with
the issue of prefessionalism tended to be sympathetic to trade unionism. An
emphasis on professional standards and ideals linked the movement to an agenda
of priorities beyond the employer's narrow interests. Men like Bloomfield,
Morris L. Cooke and Boyd Fisher, as well as former socialists like Algie
Simons and Ordway Tead, believed that professional personnel management could
introduce enlightened ideas about employee rights and collective bargaining to

industry. The precise relation of the personnel manager to the union rarely
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was specified but these liberals envisioned some sort of joint control exer-

cised by judicious managers and responsible, accommodative trade unions.

Professionalism protected the movement's progressive character while simultane
ously making its goals more acceptable to workers.54

Others in the movement were ardent foes of the unions. They saw the need
for reform and restraint but these were viewed not as an opening wedge but as
a way to ensure that the unions lost their attractiveness. Change was neces-
sary but it was always to be unilateral and designed to maintain employer
contro].55

In mitigating the drive system, personnel managers of either persuasion
weakened the potential appeal of trade unions by preempting reforms that
skilled workers had been pushing for themselves. For less skilled workers,
the personnel management movement brought some of the benefits that the trade

union had delivered to the more skilled, including allocation by rule, en-

hanced security and rudimentary grievance mechanisms.

III. The Personnel Management Movement During World War I, 1916-1920

Employers were slow in coming to the realization that a change in employ-
ment methods could serve as a "backfire against unionism." They were put off
by the reformers' attitudes toward unions; they were skeptical that a relation-
ship existed beween morale and effort; moreover, labor was cheap and abundant.

The foreman's drive system allowed firms the flexibility to adjust their
forces to shifts in demand. It seemed an effective mode for holding worker
expectations and unit costs in line. As Sumner Slichter noted in 1919, the
drive system was profitable, given an elastic supply of immigrant labor and a
short-run perspective on what he called "the interests of employers as a
class." These conditions held until 1916. But the tightening of labor mar-
kets induced by the war created a host of problems that made employers more

receptive to change.56
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During the period from 1916 to 1920, unemployment rates fell to their
lowest levels since 1890.57 A serious consequence of tight labor markets was
an erosion in effort norms and shop floor discipline. In the past, periodic
downturns and a labor surplus, as reflected in high unemployment rates even
during good times, could be relied upon to maintain worker discipline and make
the foreman a credible driver. But with the manpower shortage caused by the
war, the traditional forces for maintaining effort and discipline were at
their weakest. The result was a deterioriation in what Slichter called "capi-
tal's ability to compel production.” When Guy Tripp of Westinghouse addressed
a dinner in New York in 1920, he said that "effort" at Westinghouse had fallen
off by 20 to 30 percent and that "this transcends in its vital importance all
questions of strikes, wages, prices and everything e]se."58

Despite Tripp's ordering of priorities, strikes were very much on em-
ployers' minds during this period. A wave of labor unrest swept the country
between 1916 and 1921. The ratio of strikers to all workers during these six
years remained constantly at a level achieved later during the more famous
strike years of 1934 and 1937. After the war, the nation witnessed an unprece-
dented attempt to organize workers in the steel industry, a policemen's strike
in Boston, general strikes in Chicago, New York and Seattle and national
strikes by railway workers and coal miners. Trade union membership nearly
doubled between 1915 and 1920. Public sympathy for organized labor created
pressure for change, as did heavy government intervention in the war labor
market.59

The combination of these problems - labor shortages, slackened effort and
labor unrest - brought about an increase in quit rates, especially among
unskilled, unorganized workers. One labor economist noted in 1919 that,

Trade unions voice their protest against bad conditions by asking a

committee to see the firm. The unorganized voice their protest by

'asking for their time'.

But the wartime rise in quit rates was not unprecedented. Labor turnover in a

relatively 'good' prewar year such as 1913 approached wartime levels: the
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unemployment rate was about 35 percent higher, and turnover was 33 percent
Tower, in 1913 as compared to 1917-18. What made the war period unique was
not the level of quits so much as a new concern for the implications of such a

separation. These included the higher cost of replacing a separating

worker;60

norms;61 and the realization that the same conditions that gave rise to quits

62

the belief that a propensity to quit was related to weak effort

today might lead to a strike tomorrow.

The new techniques of personnel management now appeared relatively attrac-
tive to employers faced with this breakdown in the traditional system of labor
administration. Advocates of personnel management promised that replacement
of the foreman's haphazard employment system by one that was more bureaucratic
and equitable would relieve labor shortages, improve productivity and promote
labor peace and stability. Joseph Willits, a prominent economist, said, "It
will pay the employer to show more regard for his employee's interest" and he
called personnel management "a fundamental force for the reform of busi-

ness."63

Despite 1lingering skepticism about the wisdom of tampering with
tradition, a substantial minority of industrial firms rapidly established
personnel departments.

Between 1915 and 1920, the proportion of large establishments (those
employing more than 250 employees) with personnel departments rose from less

than 7 percent to 25 percent.64

The Federal government helped to speed the
creation of personnel departments by training hundreds of personnel managers
in war emergency courses at various universities. Several war labor agencies
promoted personnel management, believing that it would standardize employment
conditions in war industries and thus reduce the likelihood of disputes. The
government's Emergency Fleet Corporation was directly responsible for the
creation of personnel departments in 34 private shipyards; the industry had
none at the start of the war.65

There was, however, a sharp disjuncture between the ideal personnel

department envisoned by the movement's proselytizers and the actual practices
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of most firms. Only a small number of departments, perhaps as few as fifty,
approached the ideal. These were fully centralized departments whose mandate
was on a par with the firm's other functional divisions. They controlled the
formulation of all labor-related policy as well as its execution. An indepen-
dent, powerful personnel department provided the authority needed to curb
recalcitrant line officials and administer programs that required intra-firm
coordination. But most personnel departments failed to establish either their
independent authority or a full range of the employment policies that were
considered "best practice" at the time. The following section discusses the
potential range of employment reform and examines why most firms did not adopt

programs of this scope.

Employment Reforms

The selection and assignment of new employees were the functions most
commonly taken over by the new personnel departments. As presumed experts in
human relations, personnel managers were supposed to be less corrupt and more
skilled in choosing the "right man for the right job." The new procedure was
to have foremen requisition workers from the personnel department when needed;
they were not allowed to refuse the workers sent to them. Personnel depart-
ments were to maintain employment records and keep a list of applicants on
file. In theory this was intended to create a reserve to be drawn upon when
the demand for labor increased. In some open-shop firms, these records were
used to screen out union members or other undesirables. Other firms followed
a policy of hiring an ethnically diverse group of workers to forestall union-
ization. The personnel manager, said Arthur H. Young, "is like unto a chef,
in charge of the mixture at his particular p]ant."66

Yet the hiring techniques used by most personnel departments were quite
rudimentary (see Table 1). Only about one-half kept employment records; main-
taining a 1ist of reserve applicants was said to be "seldom practiced." Much

of the personnel manager's energy was spent trying to convince foremen of the
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virtues of centralized selection. Foremen believed that "the old way is good
enough" and resented their loss of authority. They blamed production problems
on the personnel department's poor judgment in selecting workers. Personnel
managers complained that they had a harder time selling their selection

methods to foremen and 1ine executives than to a firm's top managers.67

Personnel managers adovcated the use of rules and procedures to curb the
foreman's discretion in wage setting and create a more equitable wage struc-
ture. The first step in this process was to analyze the duties and require-
ments of every job in the firm, using methods similar to those employed by
vocational guidance counselors. From the job analysis data, the personnel
department could classify jobs into groups and standardize wages within groups.
This allowed the department to identify those rates that were "out of 1line"
and which might become a source of disputes.

The introduction of job classification and wage standardization was a
sharp departure from the anarchy and individualistic bias of prewar wage
determination practices, and demonstrated some recognition that wages were
part of a relative structure. One of the first classification systems was
introduced at Ford Motor Company in 1914, ostensibly to "prevent the favorit-
ism of a foreman for an employee." The system reduced the number of basic
wage rates at Ford from sixty-nine to eight.70

Several major wartime strikes were held over the issue of wage standardi-
zation. The unions involved, most notably the Machinists, demanded that firms
standardize occupational nomenclature, classify jobs and standardize wages
within classifications. This was intended to reduce the inequities produced
by the foreman's rate-setting methods and weaken the individualizing tendency
of incentive wage systems, which carried different rates for different

workers. Various war labor agencies occasionally supported the unions as part



24

Table 1. Employment Practices in Industry, 1918-1923

Personnel Department

Records of Hiring and Firing
Use of Selection Tests

Job Analysis
Centralized Wage Determination
Periodic Wage Increases

Plant Promotion Plan
Promotion by Formal Ratings
Vacancies Posted

Transfer Plans

Personnel Department Has A
Say in Dismissals

ALL FIRM
— 2%

18
4

12

24

15
12

2
23

68

FIRMS WITH
PERSONNEL DEPARTMENTS

69

50%
12

38

36
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of the government's wide-ranging efforts to head off labor disputes and short-
ages by standardizing wages both within and across industries and regions.71

Employers were naturally wary of standardization since it carried the
risk of politicizing wage determination by tying groups of workers together in
a common wage band. They also worried that standardization would undermine
the incentive effects of the new bonus wage systems. Consequently, despite
the volumes written about job analysis and wage standardization, they were
less popular in practice than a review of the literature would suggest (Table
1). Wages often continued to be set by foremen or by time-study engineers
rather than personnel managers.72

Personnel managers and employment reformers believed that an internal
promotion system was an essential feature of a well-managed firm. There were
several reasons for this belief. First, vocationalists in the personnel
management movement thought that a promotion plan provided an incentive for
greater effort and commitment to work. They emphasized the need to provide
career motivations for manual workers since this would "put the zest of the
struggle and contest into their work, [and] the hope of better things tomorrow
to take their minds off the difficulties of today." Promotion plans, said one
personnel manager, would make "routine factory work a sufficient career."73

Second, these policies were supposed to systematically develop a
workers's skills and act as a screening device by which "the competent and
persevering employee gradually rises to the top." Third, internal promotion
and hiring plans were said to depress quits since they rewarded the worker for
stability and gave him "hope that efficiency in his present job will win him

something better." Finally, these policies were thought to "engender loyalty

and esprit de corps" by reducing the foreman's discretion and making promo-

tions subject to definite criteria. Loyalty would increase if workers were
assured that good behavior and ability were going to be recognized and re-

warded. But as Slichter realized in 1919, these promotion policies also
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enhanced employer control over the workforce by raising the cost of separation
to the emp]oyee.74

A definite plan for promotion and a policy of filling vacancies from
within normally accompanied each other. The incentive effects of a promotion
plan were weakened if a firm turned to the external labor market to fill
above-entry 1level vacancies. And if vacancies were filled internally, a
definite promotion and transfer plan eased the bureaucratic task of finding
appropriate workers. If promotion lines were vague and centralized labor
allocation was weak, as was often the case, promotion continued to be somewhat
haphazard and hiring from within was only minimally enforced.75

Firms were reluctant to implement definite promotion plans because it was
believed that they hindered allocative flexibility. A plant manager at a
large manufacturing firm said, "Our business is not a progressive series of
positions. Any good organization is always adjusting itself to new conditions.
Lines of promotion are absurd." Other firms maintained that promotion plans
created unrealistic expectations among incumbent workers that a particular job
would be theirs when it became vacant - this hampered the firm if and when it
preferred to hire someone else to fill the vacancy - and would create "soft-
ness" among workers by making advancement appear to be too automatic. Firms
that had definite promotion plans considered it wise to view them as guide-
lines rather than definite commitments. Hence only a very few firms guaran-
teed their workers a fully internal hiring policy for above-entry level
vacancies. Internal promotion plans were not widespread (Table 1) nor were
merit wage increases in lieu of promotion76

The absence or ineffectual enforcement of promotion policies meant that
most promotions still were controlled by foremen, even in firms with personnel
departments. Only 3 percent of firms surveyed in 1924 allowed their personnel

department to have a say in promotions. A personnel manager at one firm

complained that "pull" still determined who could get promoted. He said,
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"Pull goes a long way in this company. It is a long, slow process trying to
introduce modern personnel methods."77

Personnel managers made their deepest raids into the foreman's territory
when they removed or restricted his discharge privileges. To justify this
incursion, foremen were portrayed as autocratic, barbaric and overworked. As
noted, tight 1labor markets and rising unionization rates made unrestricted
dismissals a liability to employers. Foremen at one Philadelphia firm were
told, "Your system may have been good once but it won't go now." At Goodyear,
the firm's foremen were held responsible for the outbreak of labor radicalism
and unrest in Akron in 1919. They were told by Goodyear's personnel director
that, "The driver must go."78

There was tremendous variation in the extent to which personnel depart-
ments assumed control of dismissals. At many firms, the foreman was only
allowed to suspend a worker from his department. The worker could then go to
the personnel department for a hearing and possible transfer to another depart-
ment. For example, Standard 0il issued a list of offenses for which a foreman
could dismiss a worker and guaranteed the right of appeal to the personnel
department. At Firestone, only the personnel manager was allowed to dismiss a
worker; foremen merely sent unsatisfactory workers to him. Some progressive,
non-union firms including Ford Motor, Dennison Manufacturing, Packard Motor
and Filene's, the Boston department store, instituted quasi-judicial arbitra-
tion boards to adjudicate disputed dismissa]s.79

The ethos of professional neutrality found practical expression in these
new dismissal systems. The personnel department had to be somewhat indepen-
dent of the rest of the firm if it was to mediate disputes between workers and
their supervisors. As one reformer put it, personnel managers had to be
persons "with an outside point of view, strong in their policies and strong in

their 1ideals." Only through demonstrated neutrality would workers trust

personnel departments to define and protect their rights. Personnel managers
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claimed that their "broader viewpoint" put them "in a position to pass un-
biased judgment on a discharged employee and give him an impartial hearing.“80
As a third force in the firm, the personnel department would function as both
management and union. One personnel manager said that his "most important
duty is just this one thing: to come in close contact with employees; to gain

their confidence; to hear their troubles and adjust them; to be their champion

and at the same time the guardian of the company's interest.“81

Foremen and production officials were more resentful of this reform than
any other, since the unrestricted discharge was considered fundamental for
maintaining effort on the shop floor. The fact that a worker could appeal a
discharge to the personnel manager was said to be "demoralizing to the disci-
pline of the factory." It undermined the foreman's authority, independence
and prerogative to establish his own rules. Personnel managers, on the other
hand, argued that the use of centrally determined rules and appeals procedures
actually would increase the foreman's authority by allowing any conflict over
rule enforcement to be deflected to the "higher ups." But this left open the
question of what would happen if the personnel department disagreed with the
foreman's interpretation of the rules, which was precisely what worried
critics of personnel management.82

A 1918 survey of 40 firms found that the personnel department was in-
volved in discharge decisions at about one-third of the firms surveyed, either
to approve the foreman's choice (23 percent) or to make the determination
independently (13 percent). Limits were imposed on the extent to which the
personnel department could overrule the foreman in these firms; most personnel
managers lacked the authority to reinstate an employee. Some skeptics claimed
that at most firms, "a foreman may still be as petulant as ever about discharg-
ing."83

Another area in which efforts were made to strengthen the bonds between

firms and their incumbent employees was the so-called "new welfare work."

This included such quasi-pecuniary programs as savings and stock ownership
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plans, group insurance, pensions and paid vacations. These welfare programs
began to supplant more paternalistic welfare work after the war and increased
in popularity during the 1920'5.84

The "new" welfare work relied on individual incentives that tied receipt
of benefits to a workers's loyalty, punctuality, obedience and seniority.
Most of the programs had an eligibility rule known as the "continuous service
provision"; an employee had to be continuously employed for a certain period
before he was elegible to receive benefits. This provision was strictly
enforced. A worker lost all of his accumulated seniority if a break occurred
in his service record. This could be caused by a suspension, participation in
a strike or other forms of "disloyal" behavior. By tying hefty benefits to an
unbroken service record, these programs increased the cost to the worker of a
dismissal or quit. This had the effect of increasing employer control over
the workforce.85

The industries where the new welfare work was most prevalent tended to be
those with little or no union organization. Employers said that the programs
had a quieting effect on labor disturbances and contributed to "loyalty" and
"cooperation". The Studebaker Company introduced a program consisting of paid
vacations, pensions, stock ownership and life insurance in 1919. When a
strike occurred in Detroit in 1920, the firm's body painters and trimmers
refused to participate for fear they would lose their new benefits. An eco-
nomics professor at Northwestern warned in 1918 that these benefit plans were
"l1ikely to arouse the suspicion of the employees that the employer is endeavor-
ing to shackle them. They are likely to feel that he simply wishes to protect
himself against any possibility of group action on their part."86

The plans had other objectives. They were intended to help a firm raise
capital without diluting management control. Also, some of the savings plans
were linked to home building programs to encourage employees to purchase

products that weren't leisure-intensive, like automobiles. Finally, the new

welfare programs helped to reduce turnover among senior employees. It is
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wise, however, not to make too much of these plans. Even by the late 1920's,
the new welfare plans reached no more than about one out of every seven indus-
trial workers. Moreover, employer expenditures on these programs were meager
by current standards, averaging only two percent of compensation in 1927.87

The tendency in personnel management was to create a more equitable and
secure employment relationship, one that encouraged workers to remain with the
firm and protected them from arbitrary treatment. The continuous service
provisions of the new welfare plans meant that employers were beginning to
keep records of seniority and were rewarding tenure in various ways, albeit
ways that enhanced their control. Two-thirds of a group of firms surveyed in
1924 indicated that seniority was "a factor" in promotion decisions, although
none made it a primary determinant. In a relatively short span of time,
personnel management had significantly altered some of the premises of the
drive system by popularizing the idea that employment security and stability
could be profitable to the firm.88

But the various mechanisms to encourage stability affected only a minor-
ity of the workforce. Even for this minority, these incentives were unevenly
applied, either restricted to particular groups or ineffectually practiced,
which suggests a less than whole-hearted commitment on the part of employers
to an enduring employment relationship. The true test of this commitment was
the manner in which employers treated employees during a cyclical downturn, a
test that would come during the depression of 1920-1922.

The outlines of an internal labor market were beginning to emerge in
firms that had personnel departments. Administering programs that required
intra-firm coordination or placing checks on line officials was difficult to
do without a personnel department. Data from a 1918 survey showed that a firm
with a personnel department was ten times more likely to conduct job analyses,
four times more likely to have a plan for internal promotion and three times

more likely to have dismissal restrictions. Professional personnel management
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was a force for the reform of traditional employment methods, although it was
held back by the persistence of old attitudes and beh’efs.89

The ideology of the drive system continued to exert a strong hold on line
officials and employers despite the efforts of personnel managers to convince
them of the virtues of an alternative approach. This explains the limited
nature of reforms implemented before 1920. In 1919, Joseph Willits pointed to
the prevalence of what he called the "Bourbon employer" who thought that "the
events of the war have justified his previous beliefs as to the essential
depravity of American workmen." Willits thought that the war had hardened,
rather than softened, the employer's prejudices. The persistence of this
ideology - that 1iberality undermined discipline, that foremen had to be
upheld in disputes with workers, that labor was a commodity - made it diffi-
cult for personnel managers to expand their influence either within or beyond

the minority of firms that had initiated personnel departments by 1920.90

IV. The 1920's

By mid-1920 it was evident that the beliefs which had stymied the pro-
gress of personnel management were growing in intensity. An open-shop move-
ment spread from state to state while the Red Scare hysteria gripped the
nation. Postwar hopes for social reconstruction and cooperation were replaced
by calls for a "return to normalcy." Hostility to Progressive reform move-
ments became widespread. A prominent personnel manager warned that if labor
markets softened, employers would "seize with avidity what they consider a
long-deferred opportunity to put the screws down.“91

A split appeared in the personnel management movement several months
before the onset of the depression of 1921-1922. A conservative faction
launched a broad attack on their more liberal colleagues. It is not now clear

whether they were motivated by a genuine disagreement with the liberals or by

fears about their own futures. Yet they were able to articulate a program for
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the movement that was more in tune with the new mood of the times, a mood that
was to prevail throughout the 1920's.

The most common charge levelled by the conservatives was that personnel
managers had gone too far in blaming the foreman for industry's problems and
then stripping him of his authority. They argued that foremen should be given
greater discretion to allocate, discipline and discharge workers. The person-
nel department was to be an auxiliary to the production division rather than
an independent department. Under the new view, the personnel manager would no
longer be an impartial force for change within the firm; he would have to give
up his professional pretensions. The new model of personnel management pro-
mised to restore allocational flexibility and preserve authority relations on
the shop floor at a time when calls for "a return to business principles" and
a reassertion of discipline were on the increase. Those personnel managers
who adopted this model presumably would stand the greatest chance of weather-
ing the oncoming depression.92

The depression demonstrated that a personnel department was not essential
to the maintenance of either morale, effort or stability. Unemployment rates
in manufacturing reached over 20 percent in 1921. With this came a decline in
strikes and turnover as well as a- sharp increase in labor productivity.93
Many firms cut back or completely eliminated their personnel departments
during the depression. One employer noted that, "People are now willing to
work hard and do it more cheerfully than heretofore. Therefore, personnel
departments as such are not so great." Personnel departments that survived
the depression lost their status as independent units and were integrated into
manufacturing or production divisions. A survey of departments still in exis-
tence in 1923 noted a marked trend toward the decentralization of what was
termed the "control" of personnel activities. A 1927 study found that "many
personnel departments, even those extensively organized, are... 'mere fronts'.
The term is especially applicable where such departments are definitely or-

dered not to interfere with 'production' and where the personnel staff is
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given to understand that its function is not an integral part of the adminis-

tration."94

Although these moves were touted as cost-cutting necessities, they had
more to do with the desire to restore discipline. In 1928, after the dust had
long settled, one well-placed observer commented that "more personnel men lost
their jobs because they were given and used too much authority, because they
usurped the prerogatives of 1line organizations and consequently interfered
with normal disciplinary procedure, than because of business depression."
Personnel management faded from public attention amid the quiescent 1labor
atmosphere of the 1920's. The proportion of large establishments with person-
nel departments grew more slowly than before, rising from 25 percent in 1920
to 34 percent in 1929.95

The manufacturing labor market during the 1920's was a buyer's market
characterized by stagnant employment and relatively high unemployment. Manu-
facturing employment did not grow at all between 1919 and 1929; average annual
unemployment rates in manufacturing were higher between 1923 and 1927 than for
any other five-year period since 1900, excluding depression years. In 20 out
of 26 manufacturing industries, average hourly wage rates declined between
1920 and 1929.96 These factors were responsible for the decade's downward
trend in quit rates and, ultimately, for the slow growth of employment re-
form.97

After the depression, personnel departments conformed to the new model of
decentralized management, which left the foreman with considerable power.
Many departments now lacked the requisite authority to ensure compliance with
intraplant allocative and pay rules. However, firms with personnel depart-
ments still were relatively attractive places to work during the 1920's,
unlike firms that did not initiate personnel departments or failed to replace
those that had been discontinued during the depression. At these firms, said

economist Leo Wolman, "there was a reversion to older methods."98
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The decentralization of authority made it difficult to operate or expand
programs that required the foreman's cooperation. The proportion of firms
with definite promotion plans remained constant throughout the decade and may
have even declined slightly from pre-depression levels. The foreman's resur-
gence was most noticeable in the area of hiring and dismissals. Fewer firms
reported using centralized selection methods in 1929 than in 1918. The propor-
tion of firms that allowed their personnel departments to have a say, either
final or advisory, in discharge decisions also declined between 1918 and 1929.
Liberals in the personnel management movement were bitter about this shift
away from professionalism and reform. Mary B. Gilson castigated advocates of
the new model for "turning the clock back a considerable distance in regard to
the development of centralization in the selection and training of workers as
well as in safeguarding discharges, because of their blind zeal in defending
what they called the foreman's 'rights'".99

Wage determination again became the foreman's prerogative as individual-
ized incentive wages became more popular during the decade. A 1928 survey of
firms belonging to the open-shop National Metal Trades Association found that
over 90 percent relied exclusively on either time study or an individual's
past performance in setting wage rates. The proportion of manufacturing
workers on incentive pay rose from 44 percent in 1922 to 71 percent in 1932.
One result of this failure to continue wartime experiments in wage standardiza-
tion was a widening of occupational wage differentials. An International
Labor Organization study noted that skill differentials were wider in the
United States than in other industrialized nations. This failure no doubt
contributed to the urgency with which organized workers later sought to reform
pay structures and attach wages to jobs rather than individua1s.100

Despite the efforts that were made to retain workers during the war
period, most firms did little to ensure the continuity of employment during
the severe depression of 1920-1922. A few firms like International Harvester

and McElwain Shoe paid dismissal wages and engaged in relief activities such
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as work-sharing. But studies by the AALL and the Russell Sage Foundation
turned up few instances of work-sharing, systematic transfers or dismissal
compensation, which were termed "unusual relief arrangements." The ten giant
firms that made up the Special Conference Committee issued a statement in
favor of layoffs based on merit rather than seniority.lo1

However, after the depression there appeared to be a greater adherence to
seniority as an allocative criterion. During the brief recession of 1927,
40 percent of the firms surveyed by the Conference Board reported that senior-
ity was a primary factor in determining layoffs. This reflected some concern
with the permanence of employment but the commitment to seniority was still
weak. 61 percent of the surveyed firms gave no preference to senior workers
when rehiring; 14 percent erased all accumulated seniority if a laid-off
worker was rehired. Even in those firms where seniority was a primary factor
in layoffs, there were few definite rules as to when it applied. At many
firms, seniority only became more important than efficiency or ability after
the worker had been with the firm for more than five, and in some cases more
than ten or twelve, years. That is, use of seniority as the governing factor
in layoffs was itself a seniority benefit.102

The shallow commitment to employment security and the decentralization of
allocative authority suggest that drive methods still were prevalent. In the
automobile industry during the 1920's, the most commonly cited worker griev-
ances were speed-ups, accidents and foreman favoritism. In the mid-1920's,
when the Lynds visited open-shop Muncie, Indiana, they found considerable
pessimism among the town's working-class families concerning employment secur-
ity and promotional opportunities.103

There were, however, some firms that adopted advanced employment methods
during the 1920's. C. Canby Balderston studied a group of firms with "pio-
neer" personnel programs, by which he meant the existence of a personnel
department, the provision of benefits to enhance employee security, formal

wage plans and mechanisms for maintaining the stability of emp]o_yment.104
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Balderston's "pioneer" firms shared certain characteristics. During its
earlier phase of expansion, personnel management had shown no obvious relation
to particular industrial characteristics such as technological sophistication
or profitability. Most wartime industries had been buoyed by high demand and
hefty cost-plus contracts. But during the 1920's, some industries declined
(e.g., metals, textiles, railroads) while more dynamic "new" industries (e.g.,
chemical and petroleum products, electrical manufacturing, public utilities)
took the lead as a result of age, innovation and mergers. Balderston's firms
came from industries that had relatively high and stable profit levels during
the 1920's, which assured these firms of sufficient funds to finance personnel
programs.105

This is not to say that profitability, which was correlated with techni-
cal sophistication, was the only determinative factor. Balderston's "pioneer"
firms also came from industries with relatively stable seasonal and cyclical
product demand. The assurance of a continuous derived demand for labor per-
mitted a firm to plan employment policies that were based on a presumption of
a continuing employment relationship. Firms in industries that weren't on the
technological cutting edge but were relatively stable, such as producers of
consumer non-durables, were the decade's heaviest users of various employment

106

stabilization techniques and constituted the tiny group that guaranteed

their employees a minimum amount of time of employment or pay per year.107
Medium-sized, 'low' technology but stable firms 1like Columbia Conserve,
Dennison Manufacturing or Hills Brothers offered their workers greater job
security than firms that were larger and possessed more market power but
either were less stable (e.g., auto producers), less profitable (e.g., textile
mills) or both (e.g., steel mi]]s).108

Finally, Balderston's firms showed a marked tendency to be privately
owned or tightly controlled. This allowed such well-known liberal employers

as Henry S. Dennison, Morris Leeds and William P. Hapgood to gain the control
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necessary to exercise their preferences over those of more conservative man-
agers and shareho]ders.109

Most manufacturing workers continued to be employed by firms that had
neither unions nor personnel departments. Autocratic methods, arbitrary
practices and employment insecurity persisted at these firms, encouraged by
the waning of wartime sense of urgency. On the other hand, 19 percent of the
industrial workforce in 1929 was employed by firms that had personnel depart-

ments.110

Some of these firms expanded the liberal employment policies intro-
duced during the war; in others, there was evidence that the commitment to
reform had weakened, which slowed the pace of change. Yet an extrapolation of
employment policy trends would have been a misleading guide to future develop-

ments.
V. 1930-1945

Corporate employment policy was faced with an uncertain future during the
first three years of the Great Depression. Many of the new welfare programs
were discontinued as they became a drain on already scarce corporate funds, or
lost their incentive value. Although some large firms did not initially cut
wage rates as they had done during the 1920-1922 depression, smaller firms
were quick to make cuts. By 1932, major firms like General Motors and U.S.
Steel had joined in. Early in 1933, William H. Leiserson gloomily wrote that
the "depression has undone fifteen years or so of good personnel work" and he
warned that "Labor islgoing to look to legislation and not to personnel manage-
ment for a solution of the unemployment prob]em."111

Contrary to Leiserson's pessimism, personnel management and employment
reform prospered in the wake of the National Industrial Recovery Act. Person-
nel departments were given the authority to administer the NRA labor codes and

ensure compliance with the directives of the new industrial Labor Boards. The

growth of union organization also affected the status, authority and content
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of personnel management. The Special Conference Committee's report for 1933
noted that the spread of collective bargaining had "added measurably to the
tasks of personnel managers and to the importance of their functions within
orgam’zations."112 The result was a rapid expansion of rules and equitable
allocative practices after 1933. At some firms, unions were directly respons-
ible for this growth. At others, union threat effects accelerated the imple-
mentation of definite employment procedures and employment security measures.

The effect of these developments on the organization of personnel depart-
ments was quite dramatic. The proportion of large firms with personnel depart-
ment nearly doubled between 1929 and 1935; the proportion of the industrial
workforce covered by a personnel department shot up from 19 percent in 1929 to
72 percent in 1935. "The union movement," said one personnel manager, "has
given personnel a function of great importance in management's eyes and has

therefore been a means for helping elevate its status."113

The simultaneous expansion of unionism and personnel management was an
impetus for the adoption of internal labor market practices. The trend during
the 1920's toward decentralization of allocative authority was reversed as
foremen lost much of their power to select and dismiss employees. The pro-
portion of firms relying on centralized hiring and selection techniques grew
steadily after 1933 as did the involvement of the personnel department in
dismissal decisions (Table 2). Although over one-half of all industrial firms
gave their foremen sole authority to dismiss employees in 1936, this had
dwindled to less than one percent by 1948. Firms were mére careful to ensure
due process in dismissal decisions and promulgated rules that detailed the
offenses for which an employee might be discharged. The proportion of firms
using these rules rose from 38 percent in 1936 to 87 percent in 1948. These

dismissal safeguards were the result of government 1labor board decisions,
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114

with more than 250 employees.

1918-23 1927-29 1935-36 1940 1946-48 1964
Personnel Department (L) 25% 34% 64%
Centralized Selection
ATT Firms 50 94%
Large Firms 42 63
Discharge
Foreman has sole
authority (A) 55 1
Personnel department
involved
A1l firms 36 7 17% 31
Large firms 24 28
Plant Promotion Plan (A) 15 14 28
Formal Promotion Rating Plan
ATl firms 12 59
Large firms 14 25
Senijorit
Retained for less than one
year after layoff (A) 27 14 7
Wage or Employment Guarantee
Number of plans 1n opera-
tion 15 35 79 138 196
A: Proportion of all industrial firms. L: Proportion of industrial firms



40
union restrictions and a determination to prevent dismissals from becoming an
organizing issue.115

Promotion methods also changed as job ladders and internal promotion
plans became more widespread (Table 2). Despite the relatively fast growth in
the use of promotion plans, they were still uncommon before the war. A 1939
study by the Princeton Industrial Relations Section found that definite proce-
dures for promotions were "rare" and that firms "which usually have been the
leaders in industrial relations progress have not been greatly concerned with
this aspect of employment management relations." But job lines became more
well-defined under the stimulus of wartime bargaining and the growing tendency
to use seniority as a criterion in 1ayoffs.116

The slow implementation of promotion plans and job ladders prior to the
1930's suggests that their value to the firm as an incentive or control device
was less important than their value to employees as a form of security and
protection against arbitrary assignment.n.7 The same may be said of formal
rating plans for promotion, which substituted definite criteria for foreman
discretion. Use of formal rating plans for wage earners did not become popu-
lar until after 1929 (Table 2).

Definite promotion lines and advancement criteria were closely related to
the degree to which firms were committed to filling vacancies from within.
During the 1920's, foremen and personnel managers were still free to hire
outsiders if they so chose, which was an important reason for the relative
scarcity of promotion plans. But by 1950, 93 percent of surveyed firms employ-
ing more than 500 workers reported that "all or most" manual jobs were filled
internally. Similarly, in 1924 only 2 percent of surveyed firms said that
they used the internal labor market method of posting vacancies for internal
bids, but by 1948, automatic consideration or posting-and-bidding clauses had
become common in collective labor agreements; in 1970 they could be found in

over one-half of all manufacturing agreements.118
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Wage determination was another area where foremen were displaced by
personnel managers and collective bargaining. Job classification, wage stan-
dardization and job evaluation plans were widely adopted after 1933. During
the 1930's, firms quickly created rationalized wage structures that would
enhance management control under collective bargaining. The National War
Labor Board, like its predecessor during World War I, pushed for the implement-
ation of classification plans to reduce the likelihood of wage disputes and
ease the administrative task of stabilizing wages. Richard A. Lester inter-
viewed postwar managers and found that most believed that collective bargain-
ing had been "a stimulus to the adoption of specific and definite wage
policies, the consistent application of such policies and the establishment of
systematic wage scales..."119

Some unions denounced job evaluation as a "management tool" and as an
evasion of management's duty to bargain over wages. Opposition was strong
when the plans were unilaterally introduced; 50 percent of the plans in exis-
tence in 1946 had been implemented during the 1930's. But it is important to
note that it was the prospect of having to bargain over wages that forced most
firms to adopt these p]ans.120

A modern internal wage structure began to emerge as job evaluation was
linked to promotion plans and seniority principles were strengthened. Wages
now moved in contours around key rates. The relative wage structure became
more rigid and tenure became an increasingly important determinant of a
worker's wage.

The emphasis on seniority as a key factor in promotion, layoff and wage
decisions was an important change in employment policy. Union demands for
seniority rules were intended to eliminate favoritism and discrimination, and
to provide greater security for older workers.121 The 1930's depression
intensified long-standing resentment of the foreman's allocative power and

heightened workers' concern with security. As unions consolidated their power
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during the war, they sought to apply seniority criteria to wider spheres of
employment decisions.lZZ

Managers were not opposed to seniority per se. As noted, seniority was
used as an allocative criterion in numerous firms before the depression. But
few had adopted the rigid and all-encompassing approach to seniority that the
unions now demanded. Production officials were concerned that this approach
would hinder the firm's flexibility in making allocative and pay decisions.
The confrontation over seniority pitted the worker's claims to continuity of
employment and property rights in a set of jobs against the employer's claim
to a right to decide when efficiency should outweight equity considerations.
These conflicts were muted, however, by the fact that unions were now firmly
entrenched and by the reascendance of the personnel department. Some person-
nel managers were very willing to implement a seniority system which, by
centralizing allocative authority, had the effect of increasing their own
power.

Non-union firms also relied more heavily on seniority after 1933, al-
though it was less widely applied than in unionized firms. Threat effects
influenced this development. A 1950 study of seniority in non-union firms
reported that "...a great number of nonunionized firms are constantly aware of
the implied threat of unionization if their personnel procedures are mis-
handled. Their attitude is that as long as they keep their house in order,
they can remain unorganized." In addition to threat effects, the existence of
a personnel department in a non-union firm made it more likely that the firm
would rely on seniority ru]es.123

Security of employment and attachment to the employer both increased
after 1933 as seniority criteria grew more important and workers were allowed
to retain their seniority for longer periods after layoff. Employment and

income guarantee plans, the most explicit version of an implicit employment
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promise, also became more prevalent (Table 2) and were associated with union-

ization.124

The new emphasis on job security and the proliferation of firm-
specific benefits linked to tenure undoubtedly contributed to the postwar
decline in the quit rate. "Voice" mechanisms for expressing dissatisfaction,
especially labor unions and personnel departments, had an additional, negative
effect on mobility. Thus, at the beginning of the 1950's, labor economists
began to worry that the "no trespassing signs" of numerous internal labor
markets were hindering the fluidity and overall efficiency of the external
labor market.125

The process of internal labor market formation had its most deleterious
effect on the foreman, who was subjected to sharp pressures from below and
above. Union grievance procedures, allocative rules and bargaining processes
stripped the foreman of much of his authority. Personnel managers again
crimped his prerogatives and took his responsibilities away from him. In
1940, Ira B. Cross. Jr. observed that because of these pressures, foremen "no
longer controlled the employment of the men who worked under them... In

general, they were pretty well-kicked around by both sides."126

Conclusion

There exist three alternative explanations of the origins of the internal
labor market. Each has its roots in a particular normative conception of the
internal labor market as well as a body of positive research. Each suggests a
way of theorizing the relationship between personnel management, trade unions
and the internal labor market.

The first explanation conceives of the internal labor market as an effi-
ciency-oriented set of procedures, rules and allocative practices. It is
depicted as a response by cost-conscious managers to the constraints imposed
on the firm by idiosyncracy, turnover costs and organizational size and com-

plexity. In this model, management is fully capable of restraining itself in
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the absence of external pressure. The personalistic and impermanent aspects
of the employment relationship are discarded because they no longer are profit-
able in the face of changing technology, turnover costs and organizational
complexity. Rule-bound, quasi-permanent employment relationships simply are
the outcome of managerial optimizing; they have no normative content.127

In support of this view, it is noted that a profit-maximizing firm would
not have adopted an internal labor market unless it had been a relatively more
efficient form of organization. Firms that failed to adopt this form either
suffered competitive losses or were not subject to the same constraints as
adopting firms. Also, the rather similar personnel practices of unionized and
non-union firms are pointed to as evidence of management's ability to restrain
itself through an internal labor market. This is intended to suggest that
unions and other strictly non-economic forces have had relatively little
influence on the calculus of managerial decision-making. A generous interpre-
tation of these institutional forces is given by those who argue that the
union facilitates internal 1labor market arrangements but is not strictly
necessary for their achievement. A more cynical interpretation is that insti-
tutional forces like a union hinder or obstruct the achievement of efficient
r‘esu]'cs.lz8

However, one problem with this explanation is its somewhat monocausal
emphasis on training and turnover costs. If it could be shown that job con-
tent became more firm-specific at some point in the past, then a neat case
could be made for the internal labor market's origins. But there are few
convincing stories about why such a shift might have occurred. In fact, it is
more likely that job content became less idiosyncratic over time. One of the
advantages of mass production technology was that it made workers more inter-
changeable by shortening learning curves. This reduced the replacement cost
of turnover. A technology based on the interchangeability of workers cannot

at the same time make them more indispensab]e.129
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The explanation also conflicts with the historical development of the
internal labor market: the rapidity with which employment reforms were intro-
duced when certain institutional forces were strong; the slackening of manager-
ial restraint when these forces were weak; and the persistent conflict between
personnel managers and the more production-oriented branches of management.
This development suggests that changing social norms shaped the internal labor
market. There has never been a perfect match between what Robert Solow has
termed "social conventions or principles of appropriate behavior" and the
outcomes generated by the market. It is not clear now, nor was it clear in
1921, that the body of practices that comprise the internal labor market are
what management would freely choose in the absence of non-economic con-
straints.130

Employers today probably would not drastically change their employment
practices in the absence of these constraints. Solow's principles of appropri-
ate behavior have become embedded in a structure of law and employee expecta-
tions of fairness and security. But if one could somehow weaken this struc-
ture, it is likely that employers would shift to an alternative shouldering of
recessionary adjustments, less allocative rigidity and less benign methods of
eliciting effort.

A second explanation gives heavier weight to institutional factors.131
It contains a more optimistic appraisal of the importance of changes in social
norms brought about by unionization, the professionalization of management and
public labor market policies. These are viewed as countervailing powers that
held employers in check or goaded recalcitrant employers to decasualize employ-
ment and curb the excesses of the drive system.

In this view, competitive forces did not spontaneously generate a new set
of personnel policies. Instead, changes in worker aspirations and social
norms pushed firms to adopt employment practices that promoted equity and
security. With the benefit of hindsight vision we may observe that these

practices often enhanced productivity through their effect on turnover and
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morale, or by stimulating programs to upgrade the workforce. However, this
result wasn't always apparent to those who managed firms in transition.
During the transition, there was continual skepticism among managers that
internal labor market arrangements would improve productivity. There also
were repeated struggles between unions and managers over the relative weight-
ing of equity and efficiency in these new arrangements. Management sought to
keep worker aspirations in line with a ceiling imposed by the market and
channel change in the most profitable direction.

Underlying this explanation is the assumption that differences between
unions and management are not unbridgeable. Within a region of conflict
determined by employee preferences and competitive forces, consensus and
cooperation are possible. Unions and personnel managers shared a mutual
interest in restraining foremen, improving security and developing employment
rules and procedures. Unions constrained personnel managers and personnel
maragers constrained the union and other managers. The historical process of
convergence was uneven but by the end of World War II, an accommodation had
been achieved. Personnel managers had assimilated union goals and the unions
had accepted management's goals. This explanation recognizes that unions and
social norms are crucial props to the internal labor market. Had there been
no external pressures, change would have occurred much more slowly.

This explanation "fits" better with historical developments. Unlike more
radical interpretations, it is skeptical of the claim that bureaucratic employ-
ment practices are a one-dimensional form of control. The employment relation-
ship contained in the internal labor market was the product of long periods of
struggle against economic insecurity and inequity at work. Employees, and the
unions that represented them, had strong interests in the characteristic
features of the internal labor market. Often it was the unions, not manage-
ment, that pushed most strongly for job ladders, bureaucratic rules and guaran-

tees of an enduring relationship. These features constrained the exercise of
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managerial power and represented a substantively more rational way of organiz-
ing employment.

A1l of the familiar forces of reform - trade unions, public policy and
professional experts - played important roles in the transition to a less
market-oriented system of employment. Technicians, academics and reformers
did not always hew to a line laid down by employers nor did they simply turn
science and expertise into forces of domination. The argument that managers
consciously designed the internal labor market to maximize employer control is
unconvincing; personnel management was more contradictory than that.

But there is an aspect of the third, or radical, explanation that is

p]ausib]e.132

This model notes the vast disparity of power between employers
and those who depend on them for their livelihood. The ceiling that the
institutionalists see as the 1imit on trade union activity is set not only by
market forces but by management's superior power to define the limits of the
possible. Issues that transcend these 1limits. such as demands for joint
control of supervision or of production, either are not raised or are resound-
ingly beaten down.

This is one reason why the goals of personnel managers and unions never
were that far apart. Personnel management absorbed the limited aspirations of
the AFL, not the IWW's calls for self-management. Similarly, the CIO chose to
make reasonable demands that furthered the programs initiated by personnel
managers before 1935. The reasons for such self-restraint by unions are not
hard to find.

The unions' 1limited aspirations were encouraged by the possibility of
making significant gains within the existing set of property and power arrange-
ments. Samuel Gompers' pragmatic formula for the labor movement was to seek
"more" of what could be given, not of what might be taken. The unions' accep-
tance of management's terms was reinforced by groups like personnel managers,

who demonstrated and encouraged the seeking of a middle way. The professional,
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neutral posture of personnel managers and other experts reassured the unions
that they were being reasonable and not unduly submissive.

Thus, no single explanation is entirely satisfactory nor are these three
explanations mutually exclusive. Instead, the development of internal labor
markets in American manufacturing firms was the result of shifts in economic
and organizational variables like firm size; changes in social norms spurred
by unionization, new managerial philosophies and public employment policies;
and the balance of power within and outside the firm. This eclectic conclu-
sion, like the parable of the blind men and the elephant, underscores the need
to adopt a multi-disciplinary approach to the study of employment practices in

large firms.
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