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Visible Hands:
Governance of Value Creation—Within Firms and Beyond

By ROBERT GIBBONS™

In 1977, Alfred Chandler published The
Visible Hand: The Managerial Revolution in
American Business. His thesis was clear from
the title and elaborated in the second paragraph:

In many sectors of the economy the
visible hand of management replaced
... the invisible hand of market forces.
... [MJodern business enterprise took over
the functions of coordinating flows of
goods through existing processes of pro-
duction and distribution, and of allocating
funds and personnel for future production
and distribution (p. 1).

The book won Bancroft and Pulitzer Prizes and
became a cornerstone of business history. Yet
Chandler can be seen as understating the domain
of visible hands: economic value is created by
management, rather than by market forces, in
many settings besides firms.

I will argue that taking a unified view of the
many domains in which visible hands operate
not only is more coherent than the conventional
distinction between firms versus markets but
also yields insights into what visible hands do
and what research needs to be done.

*MIT Sloan School (email: rgibbons@mit.edu). This
essay draws from conversations with Daron Acemoglu,
Dan Barron, Rebecca Henderson, Kate Kellogg, Spencer
Pantoja, Mike Powell, Woody Powell, Larry Prusak, Nelson
Repenning, Ed Schein, John Sterman, Cat Turco, Barry
Weingast, Sid Winter, and Ezra Zuckerman. More generally,
I am enormously grateful for two decades of intellectual
stimulation and financial liberation provided by the people
and resources of MIT Sloan’s Program on Innovation in
Markets and Organizations; I hope some of that support is
reflected here.

"Go to https://doi.org/10.1257/pandp.20201066 to visit
the article page for additional materials and author disclo-
sure statement.
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I. Visible Hands beyond Firms

First, there are of course many managed
organizations besides firms: hospitals, schools,
government agencies, and more. Presumably
Chandler would have counted these as further
examples of visible hands.

Continuing with single organizations, other
examples include political parties and legisla-
tures. Perhaps Chandler would not have seen
managers in these organizations, but if the
distinction is between visible versus invisible
hands, parties and legislatures are not run by the
latter. Weingast and Marshall (1988) captured
this in “Why Legislatures, Like Firms, Are Not
Organized as Markets.”

Second, some activities are organized, but
not within a single organization. As the sim-
plest case, consider two firms in an alliance or
a hand-in-glove supply relationship: managers
again may create value, now by managing the
relationship between the firms.

In short, nonintegration is not always “the
market.” Instead, nonintegration may be another
domain for visible hands—or “private order-
ing” (Williamson 2002, p. 438). As Richardson
(1972) argued,

Firms are not islands but are linked
together in patterns of co-operation and
affiliation. Planned co-ordination does not
stop at the frontiers of the individual firm
but can be effected through co-operation
between firms. The dichotomy between
firm and market, between directed and
spontaneous co-ordination, is misleading
(p. 895).

Third, consider collaboration among several
entities that may not be firms—such as a govern-
ment, a university, and an established business
seeking to spur entrepreneurship in its region.
This is Ostrom’s (2010, p.1) “polycentric
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governance,” which here will mean collabora-
tion among three or more entities, at least two of
which cannot merge.

Some communities are similar to polycentric
governance, in the sense that members aren’t
going to merge, even though in principle they
could. Ellickson’s (1991) cattle ranchers and
Bernstein’s (1992) diamond merchants develop
and enforce their own system of dispute resolu-
tion. Such collaboration within communities is
again “private ordering.”

To summarize, Simon (1991, pp.27-28)
envisioned

A mythical visitor from Mars ... equipped
with a telescope that reveals social struc-
tures. The firms reveal themselves ... as
solid green areas ... . Market transactions
show as red lines connecting firms. ...

Organizations would be the dominant
feature of the landscape. A message sent
back home would speak of “large
green areas interconnected by red lines.”
It would not likely speak of “a network of
red lines connecting green spots.” ...

When our visitor came to know that the
green masses were organization and the
red lines ... market transactions, it might
be surprised to hear the structure called
a market economy. “Wouldn’t ‘organiza-
tional economy’ be the more appropriate
term?” it might ask?

Like Chandler, Simon focused on firms, omit-
ting many other settings run by visible rather
than invisible hands. In supply relationships,
polycentric governance, communities, and
beyond, management may be more important
than markets in creating value. Because Simon’s
“organizational” economy is much bigger than
just its firms, we need a new name. Let’s try
“governance economy.”

II. The Governance Economy?

In a beautiful essay, Dixit (2009) discusses
“Governance  Institutions and  Economic
Activity”” By governance institutions, Dixit
means “the legal and social institutions that sup-
port economic activity and economic transactions
by protecting property rights, enforcing contracts,
and taking collective action to provide physical
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and organizational infrastructure” (p. 5, empha-
sis added).

In partial contrast, Williamson often refers
to governance structures, as opposed to gov-
ernance institutions. For example, Williamson
(2002, p. 438) observes that

even if the polity has fashioned good
rules of the game, transactions of an
idiosyncratic kind ... are ones for which
simple market exchange is poorly suited.
Private ordering efforts by the parties,
to ... embed transactions in more pro-
tective governance structures, have the
purpose and effect of mitigating the con-
tractual problems that would otherwise
arise.

Taking the “rules of the game” to be Dixit’s
“institutions,” in many settings there remain
opportunities for gaming by the parties, leading
to “private ordering efforts” to mitigate “the con-
tractual problems that would otherwise arise.”
A classic example is parties choosing to con-
duct a transaction under integration that would
otherwise result in wasteful haggling under
nonintegration, but the many examples above
of visible hands under nonintegration show that
integration is far from the only instance of pri-
vate ordering.

To summarize, Dixit (2009) focuses on gov-
ernance that supports transactions, Williamson
on governance of transactions. For Dixit, institu-
tions may be enforced by third parties, whereas
for Williamson (2002), private ordering is done
by the parties themselves. But this distinction
can be blurry: Ellickson’s (1991) cattle ranch-
ers and Bernstein’s (1992) diamond merchants
are subject to governance institutions that they
themselves enforce, so Dixit can see them as a
governance institution and Williamson as pri-
vate ordering.

Fortunately, Dixit (2009, p.5) notes that
“as with any buzzword, everyone understands
the concept [of governance] a little differ-
ently. This is unavoidable, so I will just give
my definition for the purpose of this article,
and leave it at that.” Grateful for this license, 1
will do the same, hewing closer to Williamson
than Dixit: seeking a word less linked to
firms than “management,” in this essay I
will say that “governance” is what visible
hands do.
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III. What Do Visible Hands Do?

So, in the pursuit of value creation, what do
visible hands actually do? Let’s start within
firms: because managers have authority, perhaps
orders are given and actions follow. Outside eco-
nomics, the opposite view has long held sway.
For example, Barnard (1938, p. 167) notes that
“there is no principle of executive conduct bet-
ter established in good organizations than that
orders will not be issued that ... will not be
obeyed.”

Cyert and March (1963 [1992], pp. 205-06)
provides more detail:

[T]he business firm is basically a coalition
without a generally shared, consistent set
of goals. Consequently, we cannot assume
that a rational manager can treat the orga-
nization as a simple instrument ... . Just as
he needs to predict and attempt to manip-
ulate the “external” environment, he must
predict and attempt to manipulate his own
firm. Indeed, our impression is that most
actual managers devote much more time
and energy to ... managing their coalition
than they do to ... dealing with the outside
world.

Discussing organizational routines as a
“truce,” Nelson and Winter (1982, p. 111) illus-
trates what a manager may be up against:

[T]he terms of a truce can never be fully
explicit ... . [They become] defined by
a shared tradition arising out of the spe-
cific contingencies confronted and the
responses of the parties to those contin-
gencies. ...

[A] contemplated action otherwise sensi-
ble both for the organization and for the
member taking it may have to be rejected
if it is likely to be interpreted as ... signal-
ing a lessened commitment to the preser-
vation of the truce. ...

Adaptations that appear “obvious” and
“easy” to an external observer may be fore-
closed because they involve a perceived
threat to internal political equilibrium.

Mintzberg (2004) distills these and other aca-
demic writings and corporate experiences into
a crisp distinction between analysis (deciding
what to do) and administration (getting the
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organization to do it), emphasizing that the latter
is the core of management.

In all of these accounts—from Barnard
(1938) to Cyert and March (1963 [1992]) to
Nelson and Winter (1982) to Mintzberg (2004)
and beyond—the organization is not a “simple
instrument.” We should not be surprised by this.
After all, Coase’s (1937) question (something
like, “if markets were perfect, why would we
need firms?”) tells us to expect imperfect con-
tracting in settings where organizations are even
contemplated as alternatives to markets. As a
result, “orders” may be problematic, coalitions
may be difficult to mobilize, “political equi-
librium” may prevent efficient adaptation, and
administration (getting the organization to f,et
something done) may be a central challenge.

All this suggests that administration/man-
agement/governance may be hard and take
time, but we have not yet described what vis-
ible hands actually do. To my ear, Nelson and
Winter’s words suggest part of the answer: if a
“political equilibrium” is holding the organiza-
tion back, perhaps management’s task is to build
(not select) a new equilibrium.

IV. Building an Equilibrium

Gibbons and Henderson (2012) argues that
“relational contracts”—informally, a shared
understanding of the parties’ roles in and
rewards from collaborating together; formally,
an equilibrium of a repeated game—are central
to many high-performing organizations but face
two problems. First, and well understood, is
the credibility problem: should you believe the
promise I am making you? Second, and essen-
tially unstudied, is the clarity problem: do we
have a shared understanding of the promise I
intend to be making you?"

Some of the classic work on management
practices surfaced related issues. For example,
in a study of steel finishing lines, Ichniowski,
Shaw, and Prennushi (1997, p. 308) reports,

Our interviews revealed how a low
level of labor-management trust in
older lines rendered ineffective new
work practices like information sharing,

!'See Gibbons (forthcoming) for details.
2Gibbons and Prusak (2020) discusses how stories might
help with the clarity problem.
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productivity-improvement teams, and
employment security. For example, the
manager at one older line observed: “It’s
just difficult to change attitudes in old
plants with a history of tension and mis-
trust. We now share financial informa-
tion with workers, but some workers still
believe there are two sets of books.”

Similar issues arise in Turco’s (2016) fascinating
ethnography of a firm with a very active inter-
nal wiki. In terminology akin to organizational
economics’s, the founders are sharing voice
rights with the employees, but this raises the
question of whether they are also sharing deci-
sion rights: for example, is the firm a democracy,
with voting via the wiki? The founders decide
that they are not sharing decision rights, raising
the question of whether employees will continue
to contribute to the wiki without knowing if their
comments will matter. The founders assert that
they will take wiki comments into account, rais-
ing both the credibility and clarity problems.

And to return to our beginning—namely, vis-
ible hands beyond one firm—Frydlinger, Hart,
and Vitasek (2019) describes initial and ongoing
processes for building “formal relational con-
tracts” between firms. They propose substantial
work on the clarity problem before the deal is
signed and then on ongoing processes designed
to produce shared responses to both unantici-
pated events and misunderstandings that surface.
Frydlinger, Hart, and Vitasek (2019) applies this
process to contracting between firms (or other
contracting parties), but much of their method
could be equally productive between two enti-
ties inside an organization (absent the formal
part of the contract).

Part of the reason that the firms in Gibbons
and Henderson (2012) are high performing may
be that they have built an equilibrium that is hard
to copy. Part of the reason that old steel lines
in Ichniowski, Shaw, and Prennushi (1997) find
new work practices ineffective may be that they
are stuck in a bad equilibrium. Part of the reason
for the tension in Turco’s (2016) firm may be
the interplay between the credibility and clar-
ity problems. Part of the reason for the initial
and ongoing processes in Frydlinger, Hart, and
Vitasek (2019) may be the difficulty in building
and updating an equilibrium.

As Shona Brown, senior vice president at
Google in the 2000s, described the effort to
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build that organization, “We were trying to build
anew equilibrium. It was fragile; we had to rein-
force it every day.”?

V. Conclusion

I have suggested that economic transactions
can be divided into three categories. First,
(1) those that are priced versus (2) those that are
governed by visible hands. And second, within
the latter, (2a) those within a single organization
versus (2b) those in nonintegrated settings. To
repeat, nonintegration is not always “the mar-
ket” (i.e., (1)).

I agree with Richardson that the conventional
distinction between markets versus firms, (1)
versus (2a), is misleading—because it either
omits (2b) or, worse, conflates it with (1). For
me, the fundamental distinction is between pric-
ing versus governance, (1) versus (2). Unifying
(2a) with (2b) highlights the commonalities
between Turco’s (2016) wiki and Frydlinger,
Hart, and Vitasek’s (2019) contracts: they are
both struggles to build an equilibrium. What
does it mean to build an equilibrium, or for it to
be fragile or reinforced? Those practicing gover-
nance are telling us we need more work on these
issues.
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