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Introduction: The Visible Hand

The title of this book indicates its theme but not its focus or purpose. Its
purpose is to examine the changing processes of production and distribu-
tion in the United States and the ways in which they have been managed.
To achieve this end it focuses on the business enterprise that carried out
these processes. Because the large enterprise administered by salaried
managers replaced the small traditional family firm as the primary instru-
ment for managing production and distribution, the book concentrares
specifically on the rise of modern business enterprise and its managers. It
is a history of a business institution and a business class.
The theme propounded here is that modern business enterprise took the
lace of market mechanisms in coordinating the activities of the economy
and allocating its resources. In many sectors of the economy the visible
hand of management replaced what Adam Smith referred to as the
invisible hand of market forces. The market remained the generator of
demand for goods and services, but modern business enterprlse took over
the functions of coordinating flows of goods through existing processes
of production and distribution, and of allocating funds and personnel for
future production and distribution. As modern business enterprise ac-
quired functions hitherto carried out by the market, it became the most
powerful institution in the American economy and its managers the most
influential group of economic decision makers. The rise of modern
business enterprise in the United States, therefore, brought with it man-
agerial capitalism.

Modern business enterprise defined

Modern business enterprise is easily defined. As figure 1 indicates,
it has two specific characteristics: it contains many distinct operating
units and it is managed by a hierarchy of salaried executives.

Each unit within the modern multiunit enterprise has its own admin-
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2 ] The Visible Hand

Figure 1. The basic hierarchical structure of modern business enterprise (each box
represents an office)
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istrative office. Each is administered by a full-time salaried manager. Each
has its own set of books and accounts which can be audited separately
from those of the large enterprise. Each could theoretically operate as an
independent business enterprise.

In contrast, the traditional American business firm was a single-unit
business enterprise. In such an enterprise an individual or a small number
of owners operated a shop, factory, bank, or transportation line out of a
single office. Normally this type of firm handled only a single economic
function, dealt in a single product line, and operated in one geographic
area. Before the rise of the modern firm, the activities of one of these small,
personally owned and managed enterprises were coordinated and mon-
itored by market and price mechanisms.

Modern enterprise, by bringing many units under its control, began to
operate in different locations, often carrying on different types of eco-
nomic activities and handling different lines of goods and services. The
activities of these units and the transactions between them thus became
internalized. They became monitored and coordinated by salaried em-
ployees rather than market mechanisms.

Modern business enterprise, therefore, employs a hierarchy of middle
and top salaried managers to monitor and coordinate the work of the units
under its control. Such middle and top managers form an entirely new
class of businessmen. Some traditional single-unit enterprises employed
managers whose activities were similar to those of the lowest level man-
agers in a modern business enterprise. Owners of plantations, mills, shops,
and banks hired salaried employees to administer or assist them in admin-
istering the unit. As the work within single operating units increased, these
managers employed subordinates—foremen, drivers, and mates—to super-
vise the work force. But as late as 1840 there were no middle managers in
the United States—thar is, there were no managers who supervised the
work of other managers and in turn reported to senior executives who
themselves were salaried managers. At that time nearly all top managers
were owners; they were either partners or major stockholders in the
enterprise they managed.

The multiunit enterprise administered by a set of salaried middle and
top managers can then properly be termed modern. Such enterprises did
not exist in the United States in 1840. By World War I this type of firm
had become the dominant business institution in many sectors of the
American economy. By the middle of the twentieth century, these enter-
prises employed hundreds and even thousands of middle and top managers
who supervised the work of dozens and often hundreds of operating units
employing tens and often hundreds of thousands of workers. These enter-
prises were owned by tens or hundreds of thousands of shareholders and



