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Abstract

We critically examine Herbert Simon's 1967 essay, The Business School a Problem in
Organizational Design. We consider this essay within the context of Simon’s key ideas
about organizations, particularly those closely associated with the “Carnegie perspective’
on organizations and how they influenced the reinvention of American business schools
in the post-WW?2 era and were deeply influenced by the post-War context and also were
appropriated by the Ford and Carnegie Foundation to reform business school teaching
and research. We argue that management educators misappropriated Simon’s concept of
an intellectually robust and relevant research and educational agenda for business schools
that has in part contributed to the intellectual stasis that now characterizes business
education research and its capacity to inform management practice.
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As scholars of the US business school (Khurana 2007; Spender 2007) we must eventually
evaluate Herbert Simon’s contributions to our schools’ current structure and process
versus his contributions to the disciplinary material our educators actually teach. We find,
of course, his contributions to both were enormous. A man of huge intellect, imagination
and energy, Simon was not only extremely knowledgeable in his first field - political
science - but at home in a wide variety of disciplines and languages (Augier and March
2004; Crowther-Heyck 2005). But in spite of his giant reputation in political science,
economics, organizational theory, computer science, and psychology, plus his Nobel
Prize in Economics, his National Medal of Science and his A. M. Turing Award, one
dimension of his work is often overlooked: his role in the creation of the contemporary
business school (see Augier and Prietula 2007 for an exception). This is not just a
historical matter, for any analysis must consider the way his role meshed with his life-
long critique of the rationalism that has become management education’s overarching,
and now much criticized, paradigm. While Simon wrote on learning, and on theoretical
and experimental cognitive psychology, he also wrote about education per se (e.g. Simon
1985; Anderson, Reder et al. 1998; Simon 2002). Famously, he also wrote about the
business school as ‘a problem in organization design’ (Simon 1967) and we consider this

paper in some detail because it contains the key to Simon’s educational theorizing.

In addition to his early reading of Dewey and others, Simon’s ideas about education were
shaped by his experiences at the University of Chicago, the Illinois Institute of
Technology (11T) and, most significantly, by his helping establish the Graduate School of

Industrial Administration (GSIA) - renamed the Tepper School of Business in 2003 - part
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of what is now Carnegie Mellon University (CMU). Our hope with this paper is to shed
further light on the current social ecology of management education by describing the
historical, intellectual, political, and business context in which GSIA was formed. The
recent criticisms of business school activity, and the various recommendations (e.g.
Starkey, Hatchuel et al. 2004; Durand and Dameron 2008; Datar, Garvin et al. 2010)
make this analysis ever more urgent. We also consider how some of Simon’s key ideas -
as the GSIA faculty member most closely associated with the ‘Carnegie perspective’ on
organizations and a major intellectual architect of its research model - profoundly
influenced the reinvention of American business schools in the post-WW2 era. We argue
that the Ford and Carnegie Foundation-funded diffusion of the GSIA model eventually
subverted Simon’s concept of an intellectually robust and relevant research and
educational agenda for business schools. We draw attention to this under-appreciated
subversion in part to help frame the current criticisms, with their implied critique of the
GSIA-based dominant model, and in part to suggest that Simon’s own unrealized and
ignored vision of management education still offers us a practical way out of the
intellectual dead-end at which business schools seem to have arrived. While the
recommendation literature cited above does little to illuminate this impasse, an analysis
of Simon’s 1967 paper does. Reconsideration seems especially timely given that our
society appears to be in urgent need of fresh ideas and leadership from its business

leaders.

Carnegie Mellon University was formed in 1967 by the merger of Carnegie Tech (as the

Carnegie Institute of Technology was then generally known) and the Mellon Institute,
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also located in Pittsburgh. Previously, in 1949, William Larimer Mellon, offering a gift of
$6 million from the William L. and Mary T. Mellon Foundation, persuaded the Trustees
of Carnegie Tech to create a graduate school of industrial administration (Fenton 2000).
As GSIA’s founding members, Simon and his colleagues - especially Lee Bach, GSIA’s
first Dean - played a major role in the radical reinvention of business education after
WW?2. Bach, an economist, arrived at Carnegie Tech in 1947 and one of his first GSIA
hires - in 1949 - was Herbert A. Simon (Bach 1958; Bach 1986). Simon was 33 years old,
already a nationally visible star who had been made full professor at I1T. He was not
overly quick to accept the GSIA offer, holding out for a substantial salary plus
appointment as Head of the Department of Industrial Administration, one of GSIA’s only
two departments (Simon 1991:136; Crowther-Heyck 2005: 140; Crowther-Heyck 2006).
But then, rapidly, as a result of the combined intellectual, administrative and promotional
efforts of Bach and Simon and their colleagues Cooper, March, Holt, Modigliani, Cyert
and Newell (Fenton 2000:155) GSIA’s reputation and influence shot upwards. It also
became the intellectual and methodological template for the Ford Foundation in its
influential moves to press business schools nation-wide to upgrade the quality of their
management education and research activities in the 1950s and 60s (Khurana 2007;
Pooley and Solovey 2010). These moves contributed significantly to the current
dominance of discipline-based faculty and quantitatively oriented research and shaped
doctoral training in business schools all over the world. Ironically, they also led to the
adoption of neoclassical microeconomics as business education’s basic thought-system, a
result that was instrumental in undermining Simon’s own contributions to understanding

business organizations and his plan, clearly spelt out in the 1967 paper mentioned already,
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to create a professional management education fashioned towards the practical challenges

of the modern business world.

Business schools, like any social institution, are by-products of their circumstances, and
their rationales and strategies can never be entirely disentangled from their time, place,
history, society, and culture (Stinchcombe 1965; Johnson 2007). Indeed researchers have
found that the conditions in which organizations are founded impose a persisting
influence on their character, one that remains long after the conditions that gave rise to it
have disappeared - often rendering the organization increasingly ill-adapted to its actual
environment as time goes by (Hannan and Freeman 1989; Baum and Oliver 1996). The
approaches and practices developed and institutionalized at GSIA were intended to lead
to a management-oriented body of research that would enable business schools and the
business leaders they educated address the major problems confronting the post-WW2
socio-economy. At that time most business academics believed these problems were
largely technical and that the application of rigorous scientific methods would lead
towards their solution. Committed to this kind of “modernism’, business schools saddled
themselves with a research model that emphasized narrowness of scope as well as
methodological rigor. But our history suggests that while this model clearly led to an
explosion of management research literature and PhDs, it has produced little in the way
of insights about the real dilemmas facing business managers - indeed little that
practicing managers see as at all relevant to their problems, so reinforcing our sense of

being in a world abounding in technical expertise but sadly bereft of enlightened
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leadership (Leavitt 1987; Hambrick 1994; Mintzberg 2004; Bennis and O'Toole 2005;

Khurana and Marquis 2006; Polzer, Gulati et al. 2009).

Tracing the influence of Simon and his GSIA colleagues on contemporary business
education - an influence that, as if to demonstrate a key finding of Simon’s own theory of
organization, often operated in ways unintended by Simon himself - we have divided our
paper into four sections. The first section considers the post-WW2 context within which
the contemporary business school emerged. Then, the second section discusses the
origins of GSIA and highlights the key elements of the school’s program and perspective.
We discuss the vision that Simon and GSIA’s other founders had for their school as well
as outline some of Simon’s foundational ideas about the *Carnegie perspective’ on
organizations. We examine how GSIA became the prototype for US business education
and how the Ford and Carnegie Foundations helped diffuse this model to other business
schools, both domestic and international. In the third section we review Simon’s theory
of organizations and his experiences at GSIA, and the business education prescriptions he
derived from them. In the fourth and final section, we consider the consequences the
academic shifts catalyzed by GSIA had for contemporary business schools, and,
especially, for their doctoral programs. In the end we argue that the Carnegie perspective
has run its course, especially given the challenges now facing business schools and the
society we presume they were founded to serve. But we conclude that Simon’s thinking
about business schools’ structure, faculties, programs, and research still holds important

possibilities for business education.
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THE POSTWAR CONTEXT

Prior to the Second World War (WW?2), business education - part of the US university
system only since 1881, when the Wharton School was founded at the University of
Pennsylvania - was highly fragmented and lacked academic coherence and what passed
for research showed little evidence of scientific rigor. In this respect the turn-of-the-
century US business schools were merely another part of a national system of higher
education that, in spite of the recent establishment of institutions modeled on the German
research university such as Johns Hopkins and the University of Chicago, could not
compete with the European system in terms of research productivity or the quality of
academic training (James 1898; Jones 1913; Light 1983; Graham and Diamond 1997,

Engwall and Zamagni 1998; Clark 2006).

WW?2 led to massive changes in American research universities. The prewar system that
relied on ad hoc private funding was recognized as inadequate to the postwar challenge.
Before WW?2 the federal government sponsored little scientific research. But during the
war, government poured vast funds into the leading research universities such as Harvard,
MIT, Chicago, and Berkeley. Federal involvement in, for instance, the development of
radar, the atom bomb, and the biotechnology necessary to produce large amounts of
penicillin for wartime operations, convinced most policy makers and politicians that
government had an crucial role to play in supporting a postwar research, particularly
given how advances in both the natural and social sciences seemed key to meeting the
prevailing Cold War challenges (Bush 1945; Backhouse and Fontaine 2010). The

government created a host of agencies to channel research funds into the natural sciences
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and their application - e.g. the National Science Foundation, the Atomic Energy
Commission (later incorporated into the Department of Energy), and the National
Institutes of Health. While it directed most of its financial resources to the life and
physical sciences, philanthropic foundations such as the Rockefeller, Carnegie, and Ford
Foundations - sensing the political and cultural challenges of the Cold War - directed

much of their attention to the social sciences (Pooley and Solovey 2010).

High-level interest in the social sciences was not new. During the late 1920s and the
1930s, the Rockefeller and Carnegie Foundations and the Cowles Commission, for
example, had been involved in helping structure and fund social science research and
legitimate social science departments, which lacked prestige in comparison with their
counterparts in the natural sciences (Lagemann 1987). Following the war, a new sense of
urgency gripped their leaders and trustees as, confronting Cold War threats, they sought
to take advantage of the wartime interdisciplinary collaborations, and the methodological
and technical advances they produced, and aimed to mobilize them to raise the scientific

respectability of the social sciences.

That the social sciences as something that could be harnessed to national aims, just as the
natural sciences had been, and so put on the same plane as the natural sciences, held
particular appeal. According to the emerging narrative, the social sciences would be as
objective and apolitical as the natural sciences were so long as they were deployed by an
inquiring but rational mind. In practice, rationality meant quantification and statistics,

since these had become the method for certifying a finding as objective knowledge versus
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the noxious subjective product of ideology (Porter 1995). Combined with peer review,
the quantification of social science findings would give them the mark of scientific
respectability. Postwar advocates of this emerging paradigm also connected rigorous
scientific research to advancing democracy, with the scientific community seen as
exemplars of the ideals of freedom of association and meritocracy, and indeed,

representative of American virtue par excellence.

This line of thinking led naturally to the conclusion that social science research rather
than a closer attachment to management practice was what was needed to correct the poor
academic quality of American business schools, thereby strengthening management as a
key institution in the struggle against communism. Despite rising enrollments and a
dramatic growth in the number of business schools as a consequence of the ‘Gl Bill’ (the
Servicemen’s Readjustment Act of 1944), foundation leaders found plenty of justification
for business education’s low academic status. For one thing, the fundamental material of
business education remained unsettled: the business schools at Columbia and the
University of Michigan, for example, still offered classes in secretarial science,
elementary bookkeeping, and other routine office work procedures (Daniel 1998). Other
studies suggested students entering graduate business schools were not as qualified,
academically, as those going into other fields of study. Few schools even screened their
applicants or imposed rigorous standards for graduation (Gordon and Howell 1959;

Pierson 1959).
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Most importantly, from the postwar perspective, the small amount of research actually
being undertaken by business school faculty had little scientific validity. After
interviewing scores of business school academics, Berkeley economist Robert Gordon
noted he would “be surprised if five percent of the faculty members in graduate school
business school programs could provide a reasonably coherent account of basic research
methodology (of the relationship between theory development and empirical
investigation, hypothesis formulation and careful measurement and testing through
observation)” (Gordon 1958). Wheeler noted that at Stanford’s Graduate School of
Business in the early 1950s, research output was not considered in faculty promotion and
tenure decisions and “[m]ost faculty devoted their surplus time to consulting” (Wheeler
1965). Fritz Roethlisberger observed that doctoral training for future business school

academics consisted of candidates spending

“... most of their time collecting cases as research assistants for
particular professors. After a few years of training in case research (as
it was understood by the professor for whom they worked), they often
collected a half dozen or more cases of their own about some
particular problem or topic. They added a final chapter about the
administrative implications of the case, and this constituted a thesis.
Thus a graduate of the early program usually had training in only one
method of research and one method of teaching. If he wanted to go
into teaching as a career, he had to stay at the school or go to one

which used the same methods” (Roethlisberger 1977, p. 287).
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In short American business education consisted of a group of “unimaginative, non-
theoretical faculties teaching from descriptive, practice-oriented texts to classes of

second-rate, vocationally-minded students.” (Howell, 1962, p. 76).

The idea that what most ailed business schools was the poor training and quality of the
faculty quickly gained currency. Wartime experience had shown that the quantitative
disciplines, and the emergent, multidisciplinary behavioral sciences, were often key to
examining real decision-making. So, for many of the Foundation leaders interested in
improving postwar business education, importing these concepts and technology into
business schools was the obvious corrective. The Carnegie Corporation and a newly
expanded Ford Foundation sought to mobilize the ‘revolution in the behavioral sciences’
and bring it to bear on management education, especially to enable business schools to
meet the challenges of the Cold War (Pooley and Solovey 2010). The social and
ideological context of the Cold War suggested American business had not only to
demonstrate an ability to produce material gains for the United States but also showcase
the moral superiority of the American way of producing and consuming non-military

goods and services.

While the US’s entry into WW?2 probably ended the Depression, the convergent postwar
fears of a recession and communism convinced the governing elite that maintaining
democracy depended on avoiding another depression, along with the accompanying

social unrest that would likely occur. Meanwhile, a cadre of economists and other social
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scientists found the notion of ‘rational choice’ and the OR concepts and techniques
developed during WW?2 to be a viable approach to management too, one that would be
driven by objective data rather than by ideological or personal idiosyncrasy. The belief
that these techniques could be used to improve the performance of business firms drew,
in turn, on the success of the American war effort. As the political scientist Sheldon
Wolin and others noted, the technology and logistics that were instrumental to the Allied
victory seemed to clarify what was possible when large organizations relied on rigorous

planning and bureaucratic coordination (Wolin 2004; Bottom 2009).

The appeal of a more rational and scientific approach to managing was further reinforced
by the changing nature of the corporation and the tremendous rise in its status in the
postwar era (Chandler 1977). The organizational society that emerged after WW2 - the
Hayekian Cold War ideology notwithstanding - was closer to a bureaucratized and
centrally planned economy than to one made up of entrepreneurs and small businesses.
Following the Depression and the industrial mobilization of WW?2, it was rare to hear of
the modern corporation as “privately’ owned in the sense that its shareholders were
autonomous and unconstrained as they deployed their corporation’s assets. Clearly US
society committed itself to an economy driven by large, complex corporations in which
the tasks of coordination and governance were shared among government, unions,
shareholders, and, most crucially, management, in a system labeled ‘relationship
capitalism’ (Rajan and Zingales 2004). Large-scale corporations became the primary
guardians of the nation’s economic welfare and the main support for America’s system of

demaocratic capitalism.
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Other factors contributed to the belief that rational approaches would be crucial to
managing corporate enterprises in the postwar era. For example, the rise of the
conglomerate form of corporate organization seemed to lessen the importance of
industry-specific knowledge gained from long exposure and experience, and put a
premium on more abstract skills such as forecasting, planning, decision-making, and
coordination (Chandler 1977; Fligstein 1990). The key to maximizing corporate
performance, many argued, was an ever more rational arrangement of organizations
themselves, which called for a clearer definition of an organization’s functions and the
articulation and definition of roles and authority within it (Guillén 1994). The key to
realizing this vision, in turn, was a cadre of management educated to understand and
apply modern organizational science. By the early 1950s both the federal government and
the major philanthropic institutions saw the new science-based training of managers as an
important mechanism via which America would be able to meet its postwar moral
obligations and economic goals. In this commercial, scientific and political context

Carnegie’s GSIA made its enduring mark on business education.

CREATING GSIA AND THE CONTEMPORARY BUSINESS SCHOOL
Between 1948 and 1961 GSIA became the principal locus of an intellectual and
institutional revolution that would dramatically reshape business education. Rationality
was the new watchword and the founding and early history of GSIA demonstrated how
the postwar historical context, combined with the increasingly successful claims to

legitimacy being advanced by social scientists, fueled the adoption of scientific
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approaches to decision-making and management. GSIA would play a fundamental role in
this, recasting the founding vision of the American business school. Initially grounded in
notions of personal leadership, the liberal arts and the human relations perspective that
emerged during the 1930s, management education would finally be placed on a rational,

scientific, and quantitative foundation.

Lee Bach was key to introducing the new paradigm at GSIA. Like Simon, a graduate of
the top-flight University of Chicago economics department, Bach had served as an
economic advisor to the US Navy during the war. He joined Carnegie Tech in 1947 with
the promise he could set up a doctoral program but was soon appointed instead as GSIA’s
founding Dean (Fenton 2000: 144). After spending a year visiting various business
schools, he concluded existing programs tended either to over-emphasize
microeconomics, which had little to do with training effective managers, or they offered a
practitioner-based ‘how to’ describing the prevailing practices of leading firms. Neither
did anything to foster either innovative academic thinking or significant advances in
management practice. Bach convinced W. L. Mellon, who remained involved with his
initiative, that GSIA should depart radically from existing business school practice.
Neither Bach nor his fellow architects of the GSIA program wanted to ape the a-
theoretical and descriptive approach of the typical business school. Harvard’s business
school (HBS), of course, had adopted case studies as the primary mode of business
school research and teaching, a pedagogy that many others followed as a consequence of
HBS’s enormous influence during the 1920s and 1930s (McNair and Hersum 1954;

Copeland 1958). Simon, especially critical, described such thinking and research as beset
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with simplicities that obscure fundamental ambiguities of organizational life and
administrative decision making (Simon 1997). But Bach and Simon also reacted against
the neoliberal rational choice economic perspective towards firms and human behavior
that had begun to take over microeconomics generally (Amadae 2003). Both men
criticized economists, especially those working in business schools, for having “made
almost a positive virtue of avoiding direct, systematic observations of individual human
beings while valuing the casual empiricism of the economist’s armchair introspection”

(Gabor, 2000, p.97).

Meanwhile, the postwar context and its associated innovations had a direct impact on the
curricular and research agenda of GSIA, whose founders, as this 1952 brochure about the
school reveals, viewed the school’s purpose very much in Cold War terms:

“The present way of life in America rests heavily on the contributions American business
leaders and engineers, working as part of a free, integrated society, have made during
many decades. The future of this way of life will depend in large part on the men who
rise in industry during the years ahead and on their capacities for efficient operations and
broad-gauged leadership. It is men of these ultimate potentialities that the School seeks to
train.” (Carnegie Institute of Technology Graduate School of Industrial Administration

1952).

Along with other postwar institutions such as the RAND Corporation and the Cowles

Foundation (founded in the 1930s as the Cowles Commission for Research in Economics

and reorganized as the present-day foundation in 1955), GSIA was one of the hubs of the

Page 15 of 42



emerging political-academic-military-industrial complex against which the departing
President Eisenhower warned. Unlike existing business schools that often focused on
preparation for specific functions and industries, the GSIA curriculum emphasized
teaching the students fundamental skills and analytics via a focus on problem-solving and
direct exposure to the faculty’s research. The human relations model of managing,
prevalent in business schools amid the industrial discord and anti-corporate sentiment of
the 1930s, emphasized improved relationships between management and workers,
conceptualizing workers as motivated by sentiment and emotion rather than merely by
pecuniary rewards. Management effectiveness then depended on interpersonal skills
rather than on rational analysis and cash incentives (Mayo 1933; Roethlisberger 1977).
The postwar perspective, in contrast, emphasized organizational rationality and interests.
The organization was no longer viewed as a complex and dynamic social system but as a
technology or an instrument, with its managers as technicians, designers and operatives
rather than as social or psychological mediators. Now it was the technological complexity
of organizations that needed to be understood and managed better, not the dehumanizing
effects of bureaucracy. Management’s re-defined role was to administer effectively
through rigorous goal-driven long-range planning, logical diagnosis of organizational
problems, identification of feasible solutions, and rational action choices in the light of

factually established constraints.

The implications of this new conception of management for business education, in turn,

were well described by Simon as he wrote about the impact on the thinking of the

academics at GSIA of the innovations in decision theory developed during WW?2:
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“WW?2 had spawned something called ‘operational analysis or
‘operations research’, the use of quantitative tools for managerial
problem solving and decision-making. Just after the war, a number
of people were seeking to transfer these tools to peacetime
industrial applications, and new tools (such as linear programming)

were being discovered.

At the same time, the behavioral sciences were flourishing and were
being brought to bear on issues in organization and management ...
The postwar flowering of management science and of the behavioral
approach to organization theory provided the substance of applied

science we needed” (Simon, 1991, p. 139).

The GSIA model - which would eventually be diffused with the help of millions of Ford
Foundation dollars as incentives to educational institutions - called for greater
disciplinary rigor, greater emphasis on quantitative research among faculty, a more
rigorous selection of students, and systematic training for faculty and students in the
foundational disciplines of psychology, sociology, economics, and statistics. To realize
this alternative model, Bach needed a different type of faculty member than had
historically been attracted to business schools. Describing the qualifications for his new

school’s faculty, Bach stated:
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“We wanted a block of faculty members to provide the disciplinary foundations to the
applied fields to business. For this group, we preferred people from the disciplines
(economics, political science, the behavioral sciences, operations research) and the

quantitative methods (mathematics, computers, statistics, accounting)” (1983).

Many of the faculty he recruited had extensive exposure to the managerial techniques
developed for mobilizing industry for the war. Bach would find his totemic faculty
member in Simon, as adept in economics, psychology, sociology, and mathematics as he

was in his home discipline of political science (Bach 1986).

Lee Bach, Herbert Simon, and Bill Cooper ‘came out of the liberal arts culture’ (Simon
1991:159). Along with many of their GSIA colleagues, they came of age during the
Depression and combined with the intellectual ferment of the postwar era they were able
to endow GSIA and its participants with a shared socio-political outlook, one that fused a
sense of the failure of the social sciences to address the causes of the Depression with a
new faith in the technical and theoretical advances achieved during WW2. They
embodied a positivistic and scientific spirit that caused them to believe that, by applying
the discipline and laws of science to organizations, they could build a management
science the way others engineered a bridge. Notwithstanding the potential of these
insights, Carnegie’s GSIA program might have remained a mere curiosity in business
school history had it not been for the Ford Foundation and Carnegie Corporation’s highly
critical reports on business education, both published in 1959. While both reports, which

Bach had a hand in creating, concentrated on the poor condition of business education
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and made similar criticisms, the Ford report is of particular relevance because of its
extended commitment not only to criticize the state of business education but also to

support the implementation of its suggested reforms by using GSIA as its exemplar.

In a revamping of its mission and programs commencing in 1948, the Ford Foundation
adopted the emerging Cold War belief that the frontier of social science lay in integrating
a variety of social science and technical disciplines, particularly economics, social
psychology, cognitive psychology, decision theory, and the emerging computer sciences
(Pooley and Solovey 2010). The emphasis was on moving business school research away
from what Bach described as ‘trailing a few steps behind the operating business world’
towards making basic research the foundation of business schools. The Ford Foundation
pushed this vision by providing more than $35 million to the major business schools to
retrain their faculty, to recruit new discipline-oriented faculty, and to reshape their
doctoral programs significantly as the principal source of a new generation of teachers
without management experience but credentialed in the new analytic skills, changes
aimed at shifting business school faculty and research toward a behavioral science that
was grounded ‘upon the scientific approach to problem solution.” (Report of the Study of

the Ford Foundation, 1951).

Although the main purpose of these Ford Foundation reforms was to improve the overall
intellectual quality of business education by giving it a broad-based grounding in the
social sciences and quantitative disciplines and methods, in practice it allowed the

discipline of economics to dominate the post-Ford-intervention business school. Part of
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this was a reflection of economics’ highly developed sense of rigor. But part was also
serendipitous; a new federal mandate that the government regularly collect data for
economic decision-making tilted a disproportionate amount of research spending towards
economics, particularly as the government encouraged its own economists to adopt
research methods and policy analyses that took more advantage of computers.
Additionally, with their emphasis on game theory and decision theory, economists -
whose numbers were increasing in government, private think tanks, and academe - found
themselves, comparatively speaking, to be the favored children of the quantitative shift in

social sciences.

Finally, with a revitalized macroeconomics built on Keynesian theory, Kuznets’s new
national income accounting concepts in hand, and the publication of Samuelson’s
economics textbook (which quickly became the standard in undergraduate and graduate
courses), economics claimed to be one of the few social sciences with a discernible
methodology and rigorous theory (Bernstein 2001; Fourcade 2009). In the shadow of
these developments and the uptake of the neoliberal micro economic concepts of the firm
and its management now being taught in business schools, Simon elaborated a personal
critique of this perspective, ideas that would lead him to retreat from his earlier

engagement with economics and to work on his own model of business education.

SIMON ON ORGANIZATIONS AND BUSINESS EDUCATION

The Nobel prize-winning economist Oliver Williamson studied under Simon while doing

his PhD at Carnegie Mellon and later described his advisor as a ‘Carnegie-triple’ -
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someone who was disciplined, interdisciplinary, and had an active mind (Williamson
2004:280). As an undergraduate and graduate student from the University of Chicago,
Simon was part of the group James March described as “united by a general belief that
rational coordination (by large organizations, public and private) is necessary for an
effective democracy” (Augier and March 2001). A self-proclaimed New Dealer (Simon
1991:50; Crowther-Heyck 2005:87; Crowther-Heyck 2006), Simon was politically and
personally committed to understanding the administrative/organizational/planning needs
of democracy, believing that an effective theory of organizations and management would

help create a healthy democratic capitalist system (Augier and March, 2001, p. 396).

Simon observed that even though complex organizations had been around for millennia,
business education had made little progress toward developing a ‘true’ administrative
science. The principal reason, he felt, was that business school scholars had not made full
use of the tools and insights developed across the social and natural sciences. With
Barnard’s multi-system approach in his background Simon - along with some of his
GSIA colleagues - believed an interdisciplinary approach was the key to developing a
general theory of organizations. They felt that given each discipline’s ‘bounded
rationality’, the choice of axioms and simplifications that structured its own grasp of
reality, it made no sense to prioritize any single science as a foundational discipline to the
vast complexity of human organizations. In fact a single-discipline approach would
obviously lead to unrealistic and even outlandish conclusions about the nature of
organizations, eventually leading to theories that were not just harmless

oversimplifications but radically consequential misrepresentations of organizational
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reality. For Simon and his GSIA colleagues, economics, as evidenced by its evident
failure to explain the Great Depression and its immature concern with theoretical trivia at
times of national need, was Exhibit 1 for the sorts of dangers inherent in disciplinary
isolation and the lack of intellectual engagement with issues concerning real people

(Augier, March et al. 2002).

Simon’s views on the nature of organizations and the subsequent ‘Carnegie perspective’
on organizations reflected both his broad disciplinary knowledge and his interdisciplinary
commitment. He worked from four foundational premises that synthesized insights from
political science, psychology, economics, and sociology, respectively. First, that
organizations are complex entities made up of a diverse set of interests and held together
by a variety of ‘deals’ and coalitions. Second, managers cannot ever be fully aware of
their possible actions and or of the ultimate consequences of their decisions. Indeed, it is
often the unintended consequences of decisions that organizations confront that lead to a
new generation of organizational problems. Third, while the individuals who comprise
organizations are ‘intendedly rational’, most “satisfice’ by making choices that are ‘good
enough’ for the problem they are trying to solve. Fourth, and related to satisficing, most

organizational behavior is driven by habit and routine rather than rational calculation.

In “The Business School: A Problem in Organizational Design” (1967) Simon - drawing
on his theorizing about organizations, his GSIA experiences, and on what he believed to
be the relevant models of professional schools of medicine and engineering - discussed

what he viewed as the central challenge for business schools as for all professional
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schools: integrating knowledge from “the world of practice’ with that from the many
sciences that are relevant to and contribute to the improvement of professional practice.
“In one-to-one correspondence with the two main bodies of information and skill the
professional school needs to know, are two sets of social systems that possess the
knowledge: the social system of practitioners, on the one hand, and the social systems of
scientists in the relevant disciplines, on the other”(Simon 1967:3). The problem of
designing a business school, Simon argued, is to find ways to integrate disparate bodies
of knowledge that are not easily brought together into a fruitful relationship. His analysis
of this problem and his proposals for how business schools might solve it grew out of his
approach to the complexity of organizations and the difficulty of integrating distinctive
realms of knowledge via a truly interdisciplinary approach to the study of organizations

and management.

Simon wrote that although business schools had tried to gain access to ‘knowledge from
the world of practice’ by seeking faculty members with management experience, it
proved difficult to find business people who both wanted to work in academe and were
able to function effectively there. Though, with his mentor Chester Barnard surely in
mind, his note on page 7 of the 1967 article recognized the few exceptions that prove this
rule. For the most part business schools are constrained to recruit their faculty from those
who have undergone graduate education in the relevant scientific disciplines or in
business schools themselves. While it is possible to provide business school faculty with
good access to ‘knowledge from practice’ by consulting and field research, Simon argued

only individuals educated in the basic scientific disciplines can provide business schools
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with access to the scientific knowledge underlying the practice. Moreover, he noted, it is
necessary that business schools not merely recruit faculty from the disciplines but that
they recruit “first-rate men [sic].” Simon is not explicit about why this is so, though his
discussion of the challenges involved in attracting first-rate scholars trained in the
disciplines revealed his appreciation of the relatively low scientific status accorded to
‘applied research’ as compared with ‘pure’ or “‘basic’ research - a strike against any
professional school’s mission. Thus business schools could accommodate those wanting
to do ‘significant, fundamental work’, but they would only be seen as places where first-
rate scholars from the disciplines wanted to be if they were able to maintain active

intellectual relationships with those disciplines.

Projecting his own aesthetic, Simon hoped first-rate scholars could be attracted to the
unique challenges of interdisciplinary research, spanning the realms of pure and applied
research, and thereby into the managerially and societally critical questions on which he
believed business schools should concentrate. There, scholars will be “confronted with
problems of end use, arising from the environment of business, that [they] can transform
into exciting, non-routine problems of fundamental research” (Simon 1967:9). At the
same time a “business school does not stand a chance of recruiting first-rate scientists if it
insists that all research done within its walls must have direct relevance to business. It
will do better to demonstrate its respect for fundamental research by having, and valuing,
in its faculty at least some members much of whose work does not have obvious
relevance to business, but does command high respect in its discipline”(Simon 1967:10).

Put another way, one price for business schools employing disciplinary scholars is that
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they will produce some research that is “not particularly relevant to the specific concerns

of the business school” (Simon 1967:10).

But such ‘loss’ is not the principal design issue. Simon goes on to state that business
school faculties constituted according to his model will likely have two faculty cohorts,
one drawn from the scientific disciplines and another more applied group trained in
doctoral programs in business schools. “The danger,” he notes, “is that the barrier
between these two sets of social systems will simply be transferred from the outside
world to the interior of the business school itself ”(Simon 1967:11). If such a barrier is
allowed to arise and go unaddressed within business schools, the result will be an
‘equilibrium’ in which each cohort is “absorbed’ in its own concerns, scientific or
professional, respectively; under these circumstances, no synthesis of the two realms of
knowledge can take place, and the professional school not only becomes less attractive as
a place for people trained in the disciplines to pursue research but entirely fails its basic
mission. (Simon cites historical evidence for the tendency towards entropy in business
schools in the way that economists became minority enclaves within business schools in
the past, and in some cases ended up separating themselves from business schools
altogether.) Thus Deans and senior business school faculty have what Simon calls the
“unceasing task of fighting the natural increase of entropy, of preventing the system from

moving toward the equilibrium it would otherwise seek” (Simon 1967:12).

Simon itemized some organizational design tools that business school leaders might use

to combat the ‘natural increase of entropy’. “Such a trivial matter as office locations may
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be important,” he observed. Plus departmental structures are to be avoided or minimized
in importance, and no “specialized subgroup’ should be given autonomy in recruiting and
evaluating faculty into its specialized area. “Curricular planning, too, can best be done by
groups that cut across disciplinary boundaries,” Simon asserted; “almost every curricular
area can be organized so that practical management problems are rubbed up against
economic and psychological theories and mathematical techniques - and conversely ...
Parallel opportunities to encourage communication across boundaries can be sought in

research” (Simon 1967:13).

Ultimately Simon argued that the “full solution’ to the problem of organizational design
in business schools lies in “the prospect of developing an explicit, abstract, intellectual
theory [italics in original] of the processes of synthesis and design”. That is to say, since
“the decision-making process underlying design is now sufficiently well understood so
that computer programs have been written that automate it in significant instances”
(Simon 1967:15), the study of organizations was finally becoming scientific enough to
attract first-rate scientific minds. With this new theory in hand business schools would
have their own theoretical and disciplinary foundation and be able to engage the
demarcating set of research problems that would define them as full-fledged professional
schools. From this position they would advance our understanding of the
administrative/organizational/planning needs of democracy - which, for Simon and his

colleagues at GSIA, was the ultimate purpose of business schools.
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This claim on page 15 of Simon’s 1967 paper is extraordinary, even when we take the
rest of his massive oeuvre into account. While Simon declared himself an ‘empirical’
positivist (Simon 1991:44), he took notable exception to logical positivism and was no
naif who thought human problems were open to being fully modeled by rigorous methods.
Given the present hegemony of the rational choice paradigm, and its implication that
everything important can be fully modeled, it is increasingly difficult to make this point,
more so now than in Simon’s time (Ferraro et. al., 2005). But if we attend closely to what
Simon actually wrote, we see he is clear on this, and nowhere more so than in this
modestly presented, but ultimately radical, paper on organizational design. Simon’s
thought was always marked by a tension between the native humanism and concern for
the individual that drove his initial interest in political theorizing versus his belief in the
social policy potential of mathematics and logical analysis. His ‘life-long’ project was to
understand how human beings made decisions when the preconditions for purely rational
analysis were absent (Simon 2001) - it was not to arrive at a fully modeled world that
would leave no place for the human being who lacked the attributes of Rational Man.
Simon’s entire oeuvre is a rejection of the basic axiom of deterministic micro economics.
His work is frequently misunderstood because his project was never intended to fit into
the current business school research paradigm, as many assume it did. In fact his work
retained its invigorating tension between the human spirit and imagination, and what

could be modeled, to its very end (Spender forthcoming).

The dialectical opposition of fact and value, absolutely fundamental to Simon’s PhD

thesis (and Administrative Behavior), was an early manifestation of this tension.
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Accepting it, Simon located himself in the long tradition that saw professionalism - which
is how Simon saw management - as being able to sustain its reputation only by dealing
competently and ethically with precisely those aspects of its work that could not be
reduced to mathematical formulae (Porter 1995). While professionalism certainly implied
a thorough grasp of everything science could reveal about the context of a practice, its
truest test lay in understanding the limits to this kind of analysis, and how to act when
‘the facts” were not logically conclusive. Thus medical practitioners, for instance, are
valued for their “creative’ judgment in the face of the human body’s ungraspable
complexity, especially when we are realized as located in and interacting with a complex
world. Consequently Simon saw management as a creative ‘art’, and organizational
design likewise - which is why the term “art’ appears in this paper. In short the
organizational design problem always requires something ineffable beyond what
deterministic theory can provide, and this is why it is relevant in ways that
microeconomics is not. Here Simon’s deep humility and social ethic must be contrasted
with the vaulting ambition of those instrumentalist positivist theorists who, disregarding
human creativity and its attendant responsibility in favor of logic and ‘the numbers’, have

done so much to legitimate our descent into today’s dilemmas.

The puzzle then is about the italicized ‘theory’ on page 15 of the paper. Clearly Simon
does not mean theory in the positivistic sense of logically determining - but rather what
we now call a “heuristic’. His belief that humans’ heuristics could be surfaced and
captured as theory-like statements went back to the remarkable events of December 1955

when he and Allen Newell ‘invented’ a thinking machine (Simon 1991:206). More
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precisely, they worked out a machine-processable language that would enable human
actions under uncertainty to be captured and predicted. Today we are more comfortable
with this notion - largely as a result of the “discovery’ of psychological decision making
biases and the development of behavioral economics (Camerer, Loewenstein et al. 2004),
work that stands on Simon’s insights. But the crucial point is that while heuristic
statements are generalizations that “predict” human behavior they are not derived from
any axiomatic model of the human being, particularly not from the rational man model
that is emblematic of neoliberal rationalism or microeconomics. Instead of being
deductions from such axioms, heuristics are Baconian generalizations from observed
experience. Simon’s excitement at opening up this completely new methodological
avenue into organizational theorizing was compressed into the terse ‘prospects are
exceedingly good at this time’ (Simon 1967:15). The achievement, of course, led directly
to his Nobel prize. Simon never deviated from this multi-disciplinary professional
synthesis-oriented view; in his autobiography’s analysis of the parlous state of

engineering design, repeating his 1967 words almost verbatim (Simon 1991:257).

Simon’s argument cut a new path into the current discussion about rigor and relevance in
the business school curriculum. The charge is that our research is irrelevant because of
our inappropriate choices of research theory - that we prioritize our publishing and
promotion interests over the real-world anxieties of business managers. The
recommendation is that we should work on what matters to managers - globalization,

hyper-competition, or the management of human multi-cultural capital - and avoid being
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driven by the theoretical debates in our journals (Walsh, Tushman et al. 2007; Fincham

and Clark 2009; Hodgkinson and Rousseau 2009; Worrell 2009).

Simon moved in a quite different direction, arguing that the rigor and relevance gap is a
matter of methodology not of research topic. Research into heuristics revealed the ways
in which practitioners synthesize answers under circumstances that render logical
analysis impotent - the “protocols’ revealed can then be programmed and tested for their
width of application, as GSIA’s research program soon began to show (Cyert and March
1963; Cohen and Cyert 1965). None of this makes sense in the single-dimensional
deterministic methodological framework that now dominates our research activity.
Simon’s program must be located in a multi-disciplinary framework, in which the inter-
disciplinary distinctions arise from the incompatibility of the axioms underlying the
disciplines engaged. His program operationalizes the approach to organization and
management that Barnard sketched and to which Simon considered himself the heir
(Simon 1991). The crucial function of the executive is that of inventing and exercising
professional judgment under circumstances that make synthesis crucial, to which analysis

is servant, rather than the other way round.

The challenge of business school design is then, first, one of creating the multi-
disciplinary intellectual space that enables researchers to see managerial judgment as it
stands against a background of logical scientific analysis, and second to find a method of
‘teaching’ such professional judgment when it has been revealed. The HBS commitment

to case-work was grounded in the older German tradition of teaching such professional

Page 30 of 42



judgment, especially in the area of public policy, through discussion (Heaton 1968; Towl
1969; Grenier, Leitch et al. 1970; Christensen 1987; Christensen, Garvin et al. 1991).
Simon believed this venerable, wooly and unscientific approach could now be retired in

the face of the ‘exceedingly good prospects’ of heuristic research.

From his broad grasp of the methodological challenges facing the social sciences, and as
an optimist and idealist as well as a rationalist and realist, Simon saw immense
possibilities for business schools as well as the significant challenges in attaining them.
By promoting research into executive synthesis they could claim a completely unique
territory that would establish their professional and theoretical identity and set them
alongside the professions of medicine or engineering. In the decades following his 1967
essay, the reforms instituted by the Ford Foundation, based on the work at GSIA,
continued to ripple through American business education (Pooley and Solovey 2010:229).
But, ironically, Simon was often too correct in much of what he said about business
schools in particular and organizations in general - not least about how the unintended
consequences of decisions inevitably lead to new organizational problems, vividly
exemplified by our post-Ford business schools and their plethora of challenges. At the
same time, his organizational vision was bounded by the dominant intellectual constructs
and anxieties of his times - especially those of the Cold War - as well as by his own
theoretical ambiguities, and so may not be the best guidance we can get about how to

deal with our present circumstances and concerns.
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BUSINESS EDUCATION AND BUSINESS SCHOOL RESEARCH IN THE
WAKE OF SIMON

Simon proved especially prophetic in his analysis of the problem of organizational design
in business schools with his warnings about the dangers of having two cohorts on
business school faculties. The entropy maximizing a movement towards equilibrium that
Simon feared has long since become manifest in the narrow disciplinary orientation of
business school faculty and their remoteness from the concerns of practicing managers in
the context of the research that they and their more practice-oriented colleagues produce.
The problem is the dominance of a single methodology that corresponds closely to
neoliberal economic scholarship. Any other single methodological dogma would lead to a
similar impasse. The move, of course, further weakened the already insubstantial
intellectual foundations of business education and business school research. The practice-
based robust interdisciplinary approach to the study of management that Simon and his
GSIA colleagues advocated dissolved and disappeared as the business school economists
institutionalized their impoverished conceptions of firms as simple production functions
and their activities as fully rational goal-seeking. The precise conditions Simon feared
were created - business schools would be forced to compete at a disadvantage for the best
people coming out of graduate programs and begin to feel obliged to mimic economics

departments’ methods and values.

Simon argued that given such inherent tendencies to increasing entropy in organizations,

business school leaders would have to be unremitting in their efforts to prevent their

schools from slipping into the equilibrium state where practice-oriented and discipline-
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oriented faculty would move into separate spheres ensuring no integration of ‘knowledge
from practice” and ‘knowledge from the disciplines’ could occur. Here the limitations of
Simon’s perspective became increasingly evident. Having had the benefit of working in
the school wherein Lee Bach - a master of the art of fighting entropy - was Dean, Simon
may have underestimated the uniqueness of the executive synthesis and leadership Bach
provided, and so did not place as much emphasis on creative leadership as he might have.
In his autobiography (Simon 1991) and in later editions of Administrative Behavior
(Simon 1997:xxiv), Simon recognized how GSIA’s unique position as a new business
school contributed to a sense of missionary zeal that, along with Bach’s strong leadership,
united its intellectually diverse faculty (Leavitt 1996). Simon was hardly alone in
underestimating the importance of leadership in business schools; the Ford Foundation
likewise attempted to duplicate and diffuse the GSIA model using its structure and
faculty composition as proxies for reform with little consideration of its uniqueness

(Pooley and Solovey 2010).

Despite their limitations many of Simon’s ideas about how to achieve a synthesis of
knowledge drawn from the scientific disciplines and business practice, and about how
such a synthesis could intellectually invigorate business schools and increase their
relevance in the contemporary world, remain well worth pursuing today. If there is any
single best place in which business schools could begin to implement these ideas it is in
their doctoral programs. Indeed one of the best ways to understand the situation of
business schools today is to think through how we have been training and socializing the

next generation of our scholars over the past two decades. Erik Erickson reminded us that
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if you want to understand how a society works, study its nurseries. Doctoral programs are
the nurseries of organizational scholarship, and examining the structure, content, and
processes of business school doctoral programs can shed light not only on how we are
training our future scholars but also on what kind of an institution we are training them

for.

The state of business school doctoral programs is not good (AACSB 2003). At present,
these programs face significant resource constraints as well as fundamental questions
about their quality and purpose. The AACSB found the number of doctoral students
graduating from the five largest business school doctoral programs had declined starting
in the late 1980s (AACSB 2002). It postulated reasons for this decline, the first being a
shortage of faculty qualified to teach in these programs. Another being that many
business school Deans believe the quality of the doctoral candidates in business schools
is lower than that of graduate students in disciplinary programs, with the result that
business school administrators have begun shrinking the size of their doctoral programs
or phasing them out altogether. Even among schools with competitive admissions
doctoral programs rather than open enrollment ones, 68 percent noted that the “‘quality of
doctoral program applicants’ as a limiting factor in expanding their programs. (AACSB
2003). Lacking a vigorous model for interdisciplinary research that bridges the realms of
disciplinary knowledge and practice, many business school doctoral programs have
defaulted to a disciplinary orientation, merely exacerbating the problem of ‘equilibrium’
in business school faculties, increasing the difficulty of building intellectual bridges

across the disciplines, and increasing the volume of business school research that
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advances little but careerist aspirations. Yet another consequence of the increase in the
discipline-based training of business school faculty is that business school doctoral
programs are unclear about their purpose and vision. The missions of business school
doctoral programs seem as varied as the number of programs: some describe themselves
as multi-disciplinary training programs, while others position themselves as departments
of applied social science (Polzer, Gulati et al. 2009). Such heterogeneity creates
considerable confusion and tension for doctoral students hacking their way into the
profession. Since the choices are many the implications of the student’s choices are

significant.

While a wide range of choices can be good for fostering experimentation, business
schools should ask themselves fundamental questions about their doctoral programs -
questions that can also help clarify the direction in which business education must go. For
example, what is a doctoral degree in business for? What are we preparing our students
for - to be able to compete in publications and scholarly recognition with students trained
in traditional disciplinary settings, albeit while working in a business school setting? Or
do we hope to train “first-class’ students with a genuine curiosity towards the
complexities of the executive process at the intersection of discipline-based knowledge
and business practice? Should we focus on students who wish to contribute to a body of
rigorous and relevant managerial knowledge? Discussions of purpose are often avoided
in our institutions because they create risks of fundamental and passionate disagreement,
thereby threatening the precarious stand-off in which the various faculty factions appease

one another and turf wars are avoided - even though our students and the larger endeavor
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of business education probably suffer in the process. Vigorous but respectful debate
about how business education is evolving and the merits of what we are doing should be
seen as the hallmarks of a vibrant and healthy intellectual community, not a sign of
weakness. This is certainly one of the lessons to be drawn from Simon’s experience at

GSIA.

Beyond this call for open debate lie more particular lessons - especially about what a
business school research program that fulfilled the promise of business education as
genuine professional education, not just a peculiar hybrid of high-mindedness and
careerism, might look like. We might do well to reexamine what we are doing and show
the executive judgment and courage necessary to implement radical change, beginning
with some doctoral programs that maintain both methodological openness and a diversity
of normative, ethical and intellectual commitments to socially meaningful and useful
theory, the intellectual context epitomized by Simon’s labors. In that way we might
successfully rehabilitate our earlier claim that the role of the business schools is to play a
significant part in educating future business leaders committed to the ideals of democratic

capitalism (Khurana 2007) - ideals that guided Simon’s life-work.
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