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Review:
Alfred Chandler’s The Visible Hand contributes significant insights into 

the historic evolution of the large-scale business enterprise and modern 
managerial capabilities. This has important implications in understanding 
how key business functions that are located in smaller business enterprises 
can be combined to form multiunit business enterprises, which, in turn, can 
be applied to the defense industry in several ways. First, the historical per-
spectives in the book can help in assessing whether key functions should be 
outsourced by the Pentagon or conducted internally. Second, the historical 
lessons can assist in exploring whether defense companies should outsource 
activities to smaller firms or whether they should internalize the activities 
and expand the size and scope of their corporate structure.

The Visible Hand examines the growth of business enterprises in the 
United States between the 1840s and the 1920s, and the developments in 
coordination and administration of production and distribution activities 
(including communication, finance, and transportation). Internalization of 
these activities into larger business enterprises rather than the continuation 
of these functions in smaller, diverse companies led to reduced transaction 
costs in conducting core functions, as well as greater productivity. Chandler 
focuses on the importance of the creation of managerial hierarchies as well as 
the development of the formal profession of managers in achieving the inter-
nalization of activities and in the formation of large, American companies. 
Without the development of professional managers, the benefits of improved 
productivity and lower costs due to the synergies between the functional 
units and their integration into the broader corporate structure could not 
have been realized.

Chandler examines the managerial revolution in a variety of industries, 
including the evolution of the railroad industry in the United States. The 
analysis examines changes in mass distribution (the development of depart-
ment stores, chain stores, etc.) as well as changes in mass production. The 
analysis then examines the integration of mass production and mass distribu-
tion functions within modern industrial corporations and vertical integration 
through mergers in a variety of industries. These historical examples have 
many parallels with contemporary supply chain management challenges, 
some of which have been effectively dealt with through acquisition of smaller 
companies conducting core functions into larger corporate enterprises.

An understanding of how the “visible hand” of management replaced the 
“invisible hand” of market mechanisms through the evolution of the modern 
American business enterprise and through the associated development of 
managerial hierarchies is key in evaluating the challenges currently facing 
American industries, including the defense sector. When I was a PhD student 
at Harvard University, I always found that Alfred Chandler’s perspectives in 
his discussions with the students in class provided valuable insights on how 
historic and contemporary threads were woven together to create the tapes-
tries of particular industries or markets. Today, both the economic crisis and 
the associated budgetary pressures necessitate improved efficiencies, greater 
productivity, and reduced costs in the industrial base, and the exploration of 
economic history in The Visible Hand can provide the foundations for some 
possible solutions. 
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