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Abstract

Most of the knowledge management literature focuses on knowledge as an organizational asset, sometimes explicit and capturable as intellectual property, sometimes tacit, bound up with practice and categorizable as human or social capital, sometimes held by individuals, sometimes by a community, sometimes the property of an extra-organizational network.  Many attempts have been made to bring these ideas together into a coherent knowledge-oriented theory of the firm – in Kogut and Zander’s work, with social knowledge capital as the defining characteristic of organizations, in the KBV as an extension of Wernerfelt’s RBV, in Nelson & Winter’s firm as an inventory of tacit shared organizational routines, in social network theory, or even in Williamson’s argument that uncertainty can be resolved by acts of administration.  Unfortunately the resulting theories lack consistency and clarity but the progress made indicates the potential of a knowledge-based approach - without us ever being quite clear about what knowledge is.
This paper takes a rather different view of knowledge management and thus of the possibility of a knowledge-based theory of the firm.  First we suggest the rising interest in knowledge management is mostly a matter of method, a ‘knowledge-turn’ that corresponds closely to the ‘cognitive turn’ several decades ago when sociologists began to understand human actions as shaped by their interpretations and expectations rather than by direct objective facts.  One impulse to the knowledge-turn is pressure within the academy and among practicing managers to grasp creativity and change more effectively, whether as learning, dynamic capability, innovation, entrepreneurship, or leadership - even though these matters were already clear in the work of Hayek, Schumpeter, and others, by the time of the cognitive turn.  

We set out from Knight’s positioning of creativity as the fundamental human response to uncertainty, to our lack of complete knowledge of the present or the future.  As Locke and Hume told us earlier, in the face of knowledge absences we get creative and apply our judgment rather than our reason; especially when the uncertainties considered do not relieve us of our responsibility to act.  We diverge sharply from the theorizing about creativity that considers it a measurable psychological attribute like, say, IQ.  Instead we see it as an integral aspect of human consciousness, as axiomatic as our rationality and our senses, and so beyond explanation - for axioms are assumptions and any explanation would hinge on that same creativity.  Instead, we bring human creativity into the world of practice and examine it in terms of our responses to the constraints upon our actions.  Thus the firm is seen as a managed context of constraints over the creativity of the people involved.  We follow Barnard and rather than defining creativity as a capability managers must find within employees and motivate, we focus on the social, psychological, institutional, and technological constraints that managers confront as they shape their own creativity and that of the others involved with the firm.  Given that economic and organizational theorists often see agency theory as about the constraints (governance systems) deployed to shape the agent’s creativity, we use this metaphor to help the discussion along.

Managerial theorizing is presently dominated by two methodologies, positive (objectivist) and interpretive (subjectivist).  These are incommensurate and imply different notions of ‘knowledge’.  Neither offers a substantial place for creativity.  Both diminish it as the process of discovering the already existing realities external in the world or internal to our mental faculties, perceptions, utilities, attitudes, and intentions.  In this paper we see creativity in the way we construct our world and so take up a constructivist position that places our creativity at its core.  Technically this problematizes the knowing entity of our theorizing - hence both types of knowledge.  Individuals are no longer assumed to be merely rational and knowledgeable about things other than themselves.  So their ability to know must be explained rather than taken for granted.  Inter alia this move separates purposive and goal-oriented practice from the practice of creating the knowing entity that observes external or internal realities, cognizes, sets goals and makes choices.  We leverage the discussion with reference to autopoiesis, an extreme but powerful metaphor for our creativity that insists we must first create ourselves before we can be creative in our world.  

To speak of the firm is to imagine an entity created and located within one of many coherent but disparate dimensions; mechanical, cultural, administrative, legal, financial, economic, etc.  A constructivist approach positions organization as an apparatus for collaboratively creating a focused body of knowledge within the multi-dimensioned uncertainties of social and economic life.  This characterization complements others already familiar; the administrative apparatus of organization theory or the production function of neo-classical economics.  Following Knight, we argue the firm’s coming into being and its potential for profit are expressions of this creative ability in the various languages of organization and micro-economic theory.  This positioning lets us stand apart from a realist framing of the firm as a production function or authority system for coordinating resources or a nexus of contracts, or an interpretive framing as a system of meaning or culture which channels employees’ efforts by presenting them with a rationality of shared goals.  

To-date Penrose’s theory is the leading constructivist theory of the firm.  The growth of the firm, she argued, spins around the management team’s creativity.  The approach proposed in this paper may offer some elaboration of Penrose’s.  But we go further.  A major deficiency in current micro-economic theorizing is its conceptual and empirical distance from the firm of organization theory, a distance noted by Cyert, March, Simon, Chandler, and others.  Many theorists seem resigned to this separation.  We are not.  A constructivist approach, by placing human creativity at the core of our theorizing, might draw economic and organizational thought towards a comprehensive theory of the firm, one that management can recognize and deploy, one that illuminates their responsibilities within the firm and without, one that also surfaces their situation’s moral constraints along with those of finite resources and competition.

Introduction:

Managerial, organizational, and micro-economic theorizing has taken a sharp turn towards the term ‘knowledge’.  We now hear a great deal about knowledge work, knowledge intensive firms, difficult-to-codify tacit knowledge and skills, organizational learning, social networks as repositories for knowledge, idiosyncratic knowledge as the basis of competitive advantage, and so forth.  Unfortunately knowledge remains so deeply puzzling a concept that the easy talk of creating and transferring knowledge, and of making it central to the business, has added little to our understanding of why firms exist or how they might be managed.  This paper takes another look at these matters from the emerging knowledge-based view, focusing particularly on the distinction between having, transferring, or using knowledge, and creating it.
The knowledge-oriented literature is actually sharply differentiated about what knowledge is, and each tenable position leads our theorizing in completely different directions.  The main literature takes knowledge to be an asset of individuals, organizations, institutions, or even nations, similar in nature though less tangible than the traditional assets itemized on the balance sheet (Boisot, 1998; Teece, 2003).  These newly considered assets may be difficult to identify, but given their often idiosyncratic and difficult-to-copy nature - especially when legally protected and codified as intellectual property - are increasingly regarded as the most strategic (Drucker, 1968).  A huge industry, dubbed knowledge management or KM, with its own journals, conferences, job titles, and professional qualifications has emerged to support management’s efforts to secure these assets, store them, and make them more available to others in an efficient and timely manner (Allee, 1997; Morey, Maybury, & Thuraisingham, 2002; Ruggles, 1997).  The long-running investment in computing to boost to firm-level and national productivity (Denison, 1974), seems much amplified by these moves (Baumol, 2002).
A different part of the KM literature assumes these assets are tacit and deals with measuring individual employee’s skills and intellectual capital, intending to provide human resource managers with a better grasp of the processes of creating, deploying, maintaining, and protecting these assets (Choo & Bontis, 2002; Marr, 2005; Nahapiet & Ghoshal, 1998; Rose, 2004).  Yet another part deals with our sense-making skills, with managing the way individuals make sense of ambiguous data they are provided (Weick, 2001), and how such added meanings might be objectified and transferred to others (Eden & Spender, 1996; Singley & Anderson, 1989).  Narrative theorists working within KM now suggest managers can harness story-construction and story-telling techniques to shape the way both data and meaning are handled in organizations (Brown, Denning, Groh, & Prusak, 2005; Polkinghorne, 1988).  
A further part of the KM literature is focused on managing organizational learning, the creation of these knowledge assets (Cohen & Sproull, 1996; Dierkes, Antal, Child, & Nonaka, 2003; Nonaka & Takeuchi, 1995).  Yet other parts deal with knowledge-as-practice, particularly with the identification and transfer of so-called ‘best practices’ (Orr, 1996; Styhre, 2003).  The list of KM sub-literatures is long and there is clearly much confusion.  So much so it is increasingly difficult to know if there is a coherent knowledge-based approach which might imply a new theory of organizations and their management (Conner, 1991), or if it is simply a fashion-driven switch of language, eagerly grasped by those needing to refurbish old theories or regenerate their consulting business (Collins, 2000; Scarbrough & Swan, 2001).
In this paper we argue for a kind of coherence but it is going to difficult to demonstrate at anything other than a philosophical level.  Without question the new KM industry is huge, offering many knowledge management tools.  Much of it is little more than an aggressive re-badging of old business activities such as management information systems, customer relationship management, and organizational development consulting.  But in the background there is a deeper knowledge-turn, mounting evidence of a profound switch of managerial and academic attitudes towards human knowledge and knowing.  Potentially it affects every aspect of our theorizing, and with consequences so pervasive, the switch will be hotly contested by those who see their intellectual capital being depreciated.  It portends bitter disciplinary fights over topic and method.  Overall we see a shift away from the notion of knowledge shaped by the philosophy of science (Popper, 2002), especially from positivist assumptions that knowledge is ‘true, justified, belief’, objective and scientifically warranted knowledge of the ‘world out there’.  
The knowledge-turn, every bit as radical as the cognitive turn (Fuller, De Mey, Shinn, & Woolgar, 1989), is partially driven by novel epistemologies permeating our theorizing from post-positivist philosophers such as Nietsche, Rorty, and Habermas.  They challenge us to come to terms with the subjective and constructive aspects of our knowing, and to think through the implications for practicing managers as well as for organization theorists.  At the same time there have been major changes in organizations’ structures and processes, they are increasingly boundary-less and organic.  Networks, alliances, and inter-organizational processes abound.  Globalization has accelerated these changes, and the resulting cross-cultural interactions, with their attendant conflicts of values, norms, practices, tacit content and meaning, are more common.  Technology, especially information technology, has utterly transformed most workplaces.  In many countries work has become deeply professionalized, transforming ordinary labor into ‘knowledge-work’, symbol manipulation and communication rather than the transformation of physical resources (Reich, 1992).  Employees now require extensive education and training to deal with complex and disciplinarily shaped information.  In many respects the knowledge-turn in our literature is an intellectual response to these changes, our attempt to develop a comprehensive picture of the new world in which we find ourselves (Drucker, 1999; Prusak, 2001),
Suggesting that this knowledge turn, like the Internet, affects everything is good news and bad for academics struggling to understand today’s managers and organizations.  The good news is that a knowledge approach may provide new insights provided we understand knowledge itself.  The bad news is that digging so deep into the foundations of our social sciences, the knowledge turn forces a more robust approach rather than an extension of our rational analyses.  Just as we easily advise organizations to overcome the knowledge silos that separate their departments and facilitate the flow of all kinds of knowledge around the organization, so we are now being challenged to overcome the disciplinary silos that configure the academic world (Hitt, 1998).  In this spirit this paper explores a knowledge-approach to the theory of the firm, following a path laid out by a group of economists and organizational theorists who questioned the simplistic assumptions about human knowledge which underpin conventional theorizing, in particular our narrow commitment to rationality of thought, decision, and action.  
In the contemporary literature much of this novelty starts with Knight and his suggestion that profit derives from embracing and overcoming the knowledge defects and uncertainty that are everywhere evident in business (Knight, 1921).  On the one hand this leads to notions of bounded rationality (Simon, 1976; Williamson, 1975), on the other to the ‘Austrian’ or radical-subjective economists who focus on people’s subjective expectations of the future (Foss, 1994, 1996a; Foss & Klein, 2005; Lachmann, 1977; Shackle, 1972).  At bottom the knowledge turn is towards an increased appreciation of the problematic nature of our knowledge and of the possibility of ever building theory in a positivist frame that assumes objective knowledge at some distance from the processes of creating, knowing, and using it.  Lest this feels too radical we can recall that fifty years ago Hayek noted “every important advance in economic theory during the last hundred years was a further step in the consistent application of subjectivism” (Hayek, 1955 p.31).  
If the knowledge-approach has radical methodological and epistemological implications for theorists, it is no less significant for managers.  But for them it is more a matter of attitude, of academic endorsement of different modes of thought.  Instead of thinking of knowledge, personal or organizational, as an object to be made, bought, applied or sold - all of which have proved useful ways of thinking about managing R&D and handling intangible assets - the attitudinal shift is to appreciating the impossibility of separating the organization’s knowledge from those who generate, hold, share, and apply it.  This new attitude is partly captured by notions like knowledge-as-knowing rather than knowledge-as-possession (Cook & Brown, 1999; Orlikowski, 2002).  We can also think of knowledge as a snapshot of the dynamic lived process of generating and applying our ever-changing sense of knowing about the world and being able to act mindfully within it (Spender, 1996b).  Eventually we see knowing and learning fuse together, separated only as we might photograph of a flow, so abstracting it from its natural state.  For managers this means appreciating the organization as a dynamic process, perpetually creating, distributing, circulating, consuming, and forgetting its fundamental constituent, its unique knowledge.  As we shall see, the need for an appropriate recursive metaphor has driven some to structuration theory (Giddens, 1984), dialectics (Mitroff & Mason, 1982), others to ‘autopoietic’ systems (von Krogh & Roos, 1995).  In this paper we shall move in similar directions, but must first consider how this new attitude may help re-shape our thinking about the theory of the firm.
Relating Organizations and Their Management:
Knowledge management seems easy enough to understand if we assume, as many do, that in today’s Information Age knowledge has become the organization’s principal strategic resource.  It follows immediately that managing knowledge, acquiring, storing, distributing, and applying it, is of strategic import.  But starting from here we presume so much that our problematic, organizational knowledge and its relationship to what we theorize as the firm, all but disappears.  How can we be sure our assumption is not viciously tautologous, that whatever is most important ex-post we have now dubbed knowledge?  And because we assume so much, we fail to address the basic questions of our theory - to know what organizational knowledge is, where it comes from, where it resides, how it gets used, etc.  In fact our assumptions are so comprehensive they leave us surprisingly little to puzzle over.  In consequence a surprising amount of the KM literature simply stirs these undefined neologisms around without adding any insights whatsoever.  To make better sense of what a knowledge-based approach might reveal, how and why it might stand apart from and be more illuminating than conventional organizational or managerial theorizing, we must reconnect to established ideas about organizations, learning, what managers do, etc.  

We sometimes forget our notions of organization and management are mutually defining; what we think managers do is always be a reflection of what we think organizations are.  Managers, we might argue, scan their markets and the business environment for advantage, gather data, allocate organizational resources, define work roles, set up accounting and authority systems, confront agency issues, deal with institutional forces, respond to competitors’ moves, observe technology’s progress, and so forth.  Each metaphor implyies a particular view of the organization and the manager’s relationship and involvement with it, and these views vary widely.  To argue that management is just rational decision-making or ‘problem-solving’ tells us little about organizations beyond their being defined as rational computer-like entities made up of rational computing elements – the managers who rationally choose and direct organizational activity.  Perhaps the cognitivist proposal that managers are the rational organization’s computing centers is so axiomatic it tells us only about the methodological and philosophical dispositions of the person proposing it.  The resulting model is so far from what we observe that we need to wonder at its popularity, and ponder why so many have adopted this line of thought.  It notably avoids discussing managerial power and control, surely the most easily recognized feature of managing, and dismisses obvious concerns about where the manager’s rationality (objective decision function) might come from, and how s/he is to deal with the conditions of limited information and bounded rationality that seem endemic.  
Those interested in managers and their practices approach them in two ways.  We can be anthropologists and observe individual managers directly and generalize from there, or we can focus on their organizations and think about how the managers contribute to their functioning.  Managerial biographies tell us much about particular people, but little about how managers might differ from military or political leaders.  But are business firms the same as armies or governments?  Are the political, military, and economic domains similar?  Is management only about people and little to do with economics or the instruments of violence?  It is surprising how little theorizing about managers has been grounded on direct observation of managers’ behavior, though Mintzberg’s early work is a notable exception (Mintzberg, 1973).  The managers of our organizational theories are typically automata, depersonalized, and framed as rational agents
The key issues here are methodological.  And if we are trying to build useful theory why should we not treat managers as rational or at least as ‘intendedly rational’ agents (Simon, 1976)?  That way we will be able to generalize.  We assume managers vary widely but share a key attribute, their ability to gather data and make rational decisions that are as data-driven and objective as possible.  We build our theories on this attribute.  Might we have some other generic attribute in mind that complements reason?  Many writers see managers as inspirational leaders, political operators, path-finders, story-tellers, entrepreneurs, creators of economic value, etc.  How might we theorize this?  The common thread here is that managers must be creative, especially when the data about the firm’s situation is incomplete or un-process-able.  Here we note a significant level of causal under-determination or ambiguity, either because the environment is not fully comprehended, or the future is not sufficiently forecast-able, or our data-gathering and computing abilities are not up to the task of gathering complete information and so deriving optimal solutions.  
Uncertainty and the Human Imagination:

These are old concerns that in our literature go back to Enlightenment skeptics like Locke and Hume, who argued complete knowledge (the God’s eye view) was never available to us and that we humans made up for our ignorance with our judgment and imagination.  More recently we have the work of Knight, Simon, Kahneman, Shackle, and others.  These concerns have been around a long time yet are curiously ignored in our canon, where presuppositions of perfect rationality abound (Lawson, 1985).  We have focused on the human attribute of rationality and all but written imagination and creativity out of our literature.  
The history of the theory of the firm reveals these difficulties.  Pre-supposing managerial rationality and rational organization ‘black boxes’ both and almost takes them out of the analysis.  It is widely agreed we are left with mere ciphers; the firm as a production function, the manager the functionary setting its output; so the theory collapses into one of markets (Archibald, 1971; Cyert & Hedrick, 1972).  The firm and its management merge in a single black box.  Yet the substantial neo-classical achievement was to show there were formal solutions to this arrangement, even allowing each manager/firm entity to act in its own self-interest – this being axiomatic to our democratic capitalism.  But by the same general agreement, while recognizing its deep relevance to our social and economic systems, this tells us little about our managers, firms, or markets (Cyert & March, 1963).  Paradoxically, because it assumed the nature of the firm, the theory was unable to address the question of why firms exist.  
Appreciating this failure, microeconomics developed two principal moves away from the neo-classical tradition; (a) to goals other than profit maximization and (b) to behavioral/managerial theories (Cyert & Hedrick, 1972; Cyert & March, 1963; Holmstrom & Tirole, 1989; Schmalensee, 1988).  The first move preserved the rationality axiom but substituted different goals by, for instance, taking non-price product attributes into account or minimizing the firm’s inventory.  The second involved taking a behavioral element into account, by which is meant some generalization based on empirically observed managerial or organizational behavior.  This adds something discrete and different to the rationality axiom.  So the difference between these two approaches is that in the first we have what Cyert & Hedrick call a priori theory since the behavior of the firm follows directly from the assumptions used to define the market.  If this is rationality then neo-classical firms maximize profit because the market otherwise eliminate them.  The second approach adds a behavioral managerial attribute, such as maximizing their department’s size or satisficing rather than maximizing (Simon, 1955) which then lies between and separates the now differing definitions of firm and market.  In the second, the firm’s behavior is no longer directly deducible from the axioms defining the market (Cyert & Hedrick, 1972 p.399; Cyert & March, 1963 p.20).  But having two incommensurable axioms, one rational and the other behavioral, moves the theorizing to a new universe of discourse.
Coase’s achievement, which took time to percolate into the literature on the theory of the firm, was to stay within the rational discourse but to switch the previous problematic, how the firm should choose, to ask why firms exist as alternatives to markets (Coase, 1937).  By defining both markets and firms as rational but adding in a new axiom - transaction costs - transaction cost analysis moves away from the neo-classical tradition in a new way, one that denies the costless behavior of markets and organizations rather than the perfectly rational behavior of managers (Foss & Klein, 2005).  Thus the new costs, which must be determined empirically, are surrogates for a new axiom about firm and market behavior.  There is a subsidiary discussion about whether these costs are total or marginal, but either way the axiom of perfect managerial rationality is not modified and complete knowledge of the relevant costs is presumed.  Note that if there are no internal costs, transaction costs analysis falls back into the first category of theories and is no longer able to address Coase’s question about why firms exist.  External costs then become part of a new definition of the market, much as transportation costs extend the objective function of a modified and purely rational neo-classical analysis (Cyert & Hedrick, 1972 p.401).
Thus the key to the second category is taking as theoretically significant and axiomatic some generalization about the a-rational behavior of managers, or firms, or markets.  By this we do not mean a-rational in terms of irrationality, but rather a behavioral or practical matter which cannot be explained by reference to the axiom of rationality.  Cyert and March assume such new axioms will emerge from a study of the internal operation of the firm (Cyert & March, 1963 p.1).  This kind of thinking, which goes back to Marshall and beyond, balanced the theoretical focus on the market alone with attention to the firm’s workings, avoiding presuming its nature.  It precipitated research into the determinants and constraints on the size or growth of the firm (Penrose, 1955, 1959; F. M. Scherer, 1984; Simon & Bonini, 1958).  Among these are diseconomies of scale and agency problems.  While scale diseconomies remain in most neo-classical texts there is little solid evidence of them, or their effect.  The notion that increasing size leads to monopoly power over the market, is clearly not a solution to Coase’s question about why firms exist (Conner, 1991).  It is more that the theory of the firm then swallows the theory of the market as the two merge into a single concept - the firm becomes the industry (Bain, 1956).  The behavior of the market then follows directly from the axiom defining the firm as power maximizer. 
Agency Theory from a Knowledge Point of View:

Agency problems, and their solution through carefully selected modes of governance, now constitute an entire branch of our field (Eisenhardt, 1989; Fama, 1980; Jensen, 2000; Pratt & Zeckhauser, 1991; Williamson, 1996).  Its connection to a-rational behaviors is especially explicit in Williamson’s work (Williamson, 1973, 1975).  His arguments go beyond the introduction of new managerial objectives such as maximizing the department size to touch on uncertainty, information failures, the agent’s opportunism, and ‘impactedness’.  He argues the greater the uncertainty about how to act rationally or evaluate the production activity, the greater the need for the direct administrative controls typical of an hierarchical system.  The penalty for failing to do this is economic inefficiency, so Williamson concludes economizing is more strategic than strategizing - defined as positioning and planning.  He offers an answer to Coase’s question, arguing costs are reduced by drawing uncertainty-riven transactions into the firm.  There are two immediate questions about his solution.  One is that administration is defined as the way of solving the problem of uncertainty, which is counter-intuitive for those who see administration as the inflexible bureaucratic apparatus of goal setting and conformance.  The other is the assumption that the transactions and administrative process can be properly costed.  Accountants struggling to allocate indirect costs to particular transactions may question whether this is either possible or explainable.
If we step back and consider the root of the ‘agency problem’, it is that the agent being directed by the principal has a mind of her/his own.  Agency theory’s problematic is to bring this under the principal’s control and so prevent ‘opportunism’ or the introduction of any objective not legitimated by management as the representative of the residual risk bearers (Jensen, 2000).  Opportunism is axiomatic to agency theory so criticizing it, or the TCE analyses that regard the costs of dealing with opportunism as important, for taking this normative position rather misses the point (Ghoshal & Moran, 1996).  Agency theory redefines managerialism in economists’ language, extending the presumption of total managerial control explored by Chandler and written into the literature of bureaucracy and Scientific Management (Blau & Meyer, 1987; Braverman, 1974; Chandler, 1977).  Agency theory complements neo-classical analyses by opening up the black box cipher of the firm, exploring how distinguishing between owners, managers, and employees, and their divergent interests, might inform us about how firms work.  While bureaucratic theory presumes employees abandon their own interpretations in favor of those prescribed by management, so overlooking agency issues, agency theory and the systems of governance explored, gives us a new dimension of insight.  They imply some subtler negotiated order that admits rather than rejects the agentic self by assumption, admitting also notions of managerial power.
While many appreciate neo-classical theory is incommensurable with classical organization theory (Cyert & March, 1963 p.16; Simon, 1952), agency theory is one of a number of approaches suggesting some kind of convergence may now be occurring.  We can argue that until we have substantial convergence and a theory of the firm that can cover the social and economic features of organizational life, we have not provided managers with a comprehensive theory of their situation and responsibilities.  Transaction cost analysis implies some convergence for it bridges the firm’s internal processes and those of the market.  So do the resource-based view and property rights (nexus of contracts) literatures for they deal with the firm’s components and with how these shape its connections to its markets (Barney, 2001; Conner & Prahalad, 1996; Foss, 1996b; Foss & Klein, 2005).  Without critiquing these different branches of the emerging theory of the firm, we can observe the mainstream theorists’ attachment to rationality, in spite of their complexifications and contortions, prevents them from reaching that sweet spot of a theory of the firm as a coherent framework.  Thus the main thrust of this paper is that such convergence ultimately depends on reaching beyond rationality and admitting the imagination axiomatically, an inevitable consequence of fully embracing the knowledge approach.
In agency theory we argue the agent’s mind may be more than merely rational and simply pursuing known non-managerial objectives.  We can also presume imagination as well as rationality and so profitably parse the different aspects of what Jensen, Williamson, and the other agency theorists propose.  On the one hand there is the fundamental managerialism of total control, but on the other there is the assumption that administration solves the problem of uncertainty.  How is this bit supposed to work?  There are three notions buried here.  One is that while the managers have their interests aligned with the owners’, the employees are a different population that might be controlled in ways other than those by which management itself is controlled by the owners.  If this is not the case the Board’s choice of governance systems could be applied throughout the firm.  The other is that the firm’s managers become the entire source of judgment and imagination applied to resolve the uncertainties present in the workplace.  In other words the imaginations of the employees are written out of the analysis, presumed absent or directed only to managerially warranted ends.  
Tucked within this second assumption is a third, that the managerial imagination applied lies beyond the analysis and does not need to be examined or explained.  This position is sustainable, as shown by the popularity of agency theory, precisely because the whole apparatus is cased in abstractions.  It seldom deals with the specifics or is attached to real business practices except ex-post, when the uncertainties in question have been resolved and the process of their resolution has vanished into the past.  Another way of thinking about this is to see the imaginative process resolving the uncertainties that are driving the analysis as ‘black boxed’, just as the entire firm is in the neo-classical tradition.  The implication is that administrative rationality tops that of the market but is parsed from administrative imagination.  It is as if administration is presumed to be faultless, rather than the often dysfunctional and error-prone behavior of our experience (March & Simon, 1958).  So aside from being a poor picture of real firms, agency theory is a poor excuse for not owning up to the fact that managerial creativity has now been smuggled into the center of the analysis, hiding the axiomizing of a managerial attribute other than rationality.  Nonetheless the stage is being set for a theory of the firm grounded in the various and different kinds of imaginative creativity to be found in firms and in markets, a theory that could extend Coase’s in the directions suggested by the radical subjectivist economists (Lachmann, 1994; North, 1991; Shackle, 1972) and some organization theorists (Kogut & Zander, 1996; Nahapiet & Ghoshal, 1998).  In short, rather than consider economizing, we might think of the firm as a special apparatus for ‘knowledgizing’ - harnessing peoples’ creativity.
Considering the Imagination in Firms and Markets:

The technical puzzle is to know how to treat the human imagination.  Merely pointing to it with labels such as ‘judgment’ does not bring it into our theorizing.  In practice agency theory is normally read quite loosely, allowing the employees’ imagination to act to the extent the results align with management’s objectives (Jensen & Meckling, 1976).  While this neither explains the imagination nor admits to the place it now has in the theory, it provides a useful clue about how to proceed.  Rather than hoping to explain its results, we might be able to analyze the imagination in terms of reactions to the constraints upon it – in agency theory’s case, the principal’s dictates.  
This move lets us parse the useful, applicable, or permitted acts of imagination from the otherwise, and allows us to bring this additional human attribute in axiomatically and presumptively, without explanation, in precisely the same way as we bring human rationality into neo-classical reasoning as an axiom.  But there is a problem.  In the latter case the actor’s rationality can be compared with the logic of mathematics, a comparison that becomes the source of a discipline’s scientific objectivity as well as the analyst’s distance from the actor’s subjectivity.  Absent a theory of the imagination that can be compared with or grounded in something that lies beyond us, we lack any similar objectifying touchstone.  The widely remarked differences between the natural and social sciences hinge on this absence, for we see the actor’s imaginative interpretation positioned between the external causes and their effects (Delanty, 1997; Flyvbjerg, 2001).
The idea that firms are the engines of economic and technological innovation as well as of routine production, while markets are simply mechanisms for distributing their fruits, is clearly not new (Conner, 1991; Conner & Prahalad, 1996; Kogut & Zander, 1992, 1996; Mokyr, 2002).  We recall Adam Smith’s maxim that the division of labor focuses each worker’s imagination narrowly onto micro-improvements at the level of their own activity, and it is the concatenation of these multiple micro-level innovative steps that drives the economic growth of the entire economy (Smith, 1979).  Quinn made similar arguments about micro-driven social change (Quinn, 1980).  Such micro arguments contrast with macro-economic arguments about industrial organization and national structure and resource allocation as the engines of growth (Baumol, 2002; Nelson & Rosenberg, 1993).  Even if substantial resources are allocated to education and R&D, for instance, it all comes down to the creative micro-activities of particular students and researchers in particular situations.  
We see a tension between the managers structuring work and employees doing it.  Two types of work are implied and two notions of innovation, a division of imaginative labor reflecting the classical OT distinction between administration and production (Tosi, 1975).  Administrators can be imaginative about new forms of organization, control, and governance, and new ways of engaging the environment (Chandler, 1962) or financing their operations, while production workers can be imaginative about the way the work is actually performed (Kusterer, 1978; Taylor, 1911).  There is little reason for us to think these domains of the imagination intersect smoothly, that no coordination problems arise as each group develops its own solutions to its own problems, indeed this is the core the Scientific Management theory of the firm.  Likewise Grant argues the integration of such different types of knowledge must lie at the heart of a theory of the firm (Grant, 1996, 2003).  But if we think about innovation management as the structuring of work we risk letting the workers’ imagination slip through our fingers once again, leaving us with only the modes of work governance that best align it with the management’s broader economic objectives.
We suggest the hallmark of organization is not only, as so many suggest, hierarchy and authority as the instrument of coordination, or organic collaboration and the resulting evolution of collective knowledge and identity (Conner & Prahalad, 1996; Kogut & Zander, 1996).  We can recall Burns and Stalker’s discussion of the interplay of these modes of structuring (Burns & Stalker, 1961).  There is also collaboration in markets, some emergent when the invisible hand is at work and some less so.  Management and economics writers are increasingly interested in networks of inter-firm relations and alliances and forms of cooperation between organizations (Castells, 1996; Jones, Hesterly, & Borgatti, 1997; Josserand, 2004; Nohria & Eccles, 1992).  The structures here vary from the contractually specified to the more open-ended (Ghoshal & Bartlett, 1990; Hart, 1988; Macaulay, 1963; Williamson, 1985).  In consequence hierarchies and markets may be useful as ideal types but bear less and less relation to the differences observed between firms and non-firms.  We see the boundaries around firms dissolving and Coase’s distinction becomes less and less relevant.  

If there is to be a theory of the firm it must grow from the crucial differences between the nature and consequences of collaboration in markets, where the actors are principals, and collaboration in organizations, where there is evident conceptual distance between the actor’s own identity and his/her role occupancy.  Coase’s insight is on the mark and deserves the belated attention it now attracts, but being an economist the distinction he employed to bring the firm as a unity from its background of the economy was that of cost, and this cannot really work.  It is fine as an abstraction but in practice there are significant costs to the establishment of both firm and market, there are infrastructures to be built such as the accounting systems which establish the costs compared and the different administrative and legal systems that define the transactions.  These costs are impossible to identify in practice even if they were determinable in principle.  In fact, following the arguments of Shackle and others, we shall argue they are in-determinable and must remain inherently uncertain because the relevant socio-economic and organizational infrastructures respond continuously to the transactions attempted.  Thus it is not possible to know or compare the costs of a transaction ex-ante, at the same time it is increasingly obvious that taking Commons’s notion of ‘a transaction’ and imagining that one could find comparable transactions within a firm and a market is fundamentally flawed, as even cursory attention to Commons’s work indicates (Commons, 1924).
If comparable costs are not to be the distinction on which the theory of the firm is grounded, then what?  Here we can use Nahapiet & Ghoshal’s discussion to surface the issues.  The thesis is that social capital, captured in its structural, relational and intellectual forms, leads to efficiencies, both ‘allocative’ and creative by facilitating interaction (Nahapiet & Ghoshal, 1998 p.245).  Such social capital exists as a system of supplemental organizational resources, albeit largely infrastructural and tacit.  One of the many question about this approach is that denies any corresponding forms of social capital within markets, yet this, of course, is precisely the thrust of the literature about networked organizations, industries, clusters, and economic regions (Best, 1990; Porter, 1990; Wellman & Berkowitz, 1988).  At the same time we see there is no discussion of the cost of creating this additional form of capital and thus whether it is economically efficient to set up organizations as its locus.  If such costs are indeterminable, as suggested above, the remaining question is not how social capital facilitates allocation, exchange, or combination, but rather how an organization’s social capital might be distinguished and differ from that of non-organizations in ways other than their relative cost.  
The perfect or spot markets of neo-classical theory admit no similar notion of social capital.  Here we edge towards the suggestion that if the theory of the firm is to be grounded in some abstracted TCE-like comparison with perfect markets, there can never be such a theory.  We shall suggest, instead, that firms can only be explained in terms of the real experienced world, be that defined in terms of measurable costs or, more to Commons’s and Coase’s liking, in terms of a specific social and legal context.  And if comparable costs are not to be our guide, the focus might shift to compared creativity.
The Imagination and Creativity
On the face of it there seems no compelling reason to think organizations could provoke or be the locus of greater creativity than markets.  On the contrary, the bulk of the contemporary organizational literature is about flattening the hierarchy, doing away with bureaucracy, and ensuring the employees’ creativity is disencumbered and released.  Yet the question becomes ‘creativity for what?’  The thrust of the argument that follows is that organizations can channel creativity in ways that markets do not, and that this can be their demarcating characteristic as far as organizational and economic theorists are concerned.  In practice there are significant pre-requisites for organizations to arise but these cannot be identified and studied without a sense of their part in the creative process.
It is all very well to talk about creativity as a kind of magic dust but if a theory of the firm is to stand upon creativity something more substantial is required.  Sternberg & Ben-Zeev usefully summarize the ways in which creativity has been researched (Sternberg & Ben-Zeev, 2001 p.276).  The most widely adopted notions are essentially is traitist (psychometric or social-personality) and so parallel work on leadership where the magic dust - or the creativity/genius gene - is presumed part, or not, of a person’s make-up (Hunt, 1999).  Some people do not have it, and we go directly to hoary questions about whether creativity or leadership is determined by Nature or nurture.  Sternberg and Ben-Zeev (2001 p.286), and many others, back-track to a ‘confluence’ position where anything and everything matters, both Nature and nurture, and this is plainly inadequate.  Instead, recalling the discussion earlier, we shall treat creativity as axiomatic, a given of the human condition that is by definition beyond explanation, since any explanation would itself depend upon our creativity.  We shall treat creativity, like knowledge, as a self-referencing term axiomatic to our language game (Wittgenstein, 1972).  We shall assume we are all creative.  The question then is not how to determine, shape or encourage creativity, although discouraging or training people out of using their natural gift seems perfectly possible (Amabile, 1996, 1998).  Rather the challenge is to direct employees’ given creativity towards non-given organizational objectives.  We often assume markets promote greater creativity because there people are agents acting in their own interest and so more motivated, while employees, the agents of others, are discouraged by having to act in the owners’ interests.  If this is correct it is counter-intuitive that organizations are so evident an aspect of our society.  As Simon commented, we are a society of organizations rather than of markets and it is to organizations rather than contracts we turn to get society’s needs met and business done (Simon, 1991).
Our argument is that organizations can channel individual creativity by managing the constraints upon it, just as agency issues are addressed by managing the constraints over agent’s creativity.  The weakness of the less-structure-the-better school for encouraging creativity and learning is the little attention given to the new constraints that must now be put in place if the employees’ creativity is to be harnessed to the firm.  The point here is not about motivating employees.  On its own that explanation would be illogical for it must follow that the owners’ share comes out of the benefits that would otherwise be available to the employees.  The firm can be imagined as the legally constituted agent that holds the residual, but this belongs to the owners.  Motivation alone cannot explain why the employees should contribute to the firm as a pool from which others take a share (Alchian & Demsetz, 1972).  
Of course, we can argue the owners are being rewarded less for bearing risk, a passive activity, than for being creative about their investment activity (Jensen & Meckling, 1976).  Since we have no calculus to rank the owners’ risks against the employees’, as they commit their creativity to objectives other than their own, we cannot have a theory of the firm based on such a balance.  Instead we must see a distinction between constraints that are enabling, conditional, and infrastructural, and those which act directly.  Creativity in the world requires investments and resources, and it is the returns to these rather than to those of being creative that is a key characteristic of the socio-economics of the activity.  We shall not consider this balance here beyond remarking there must be one.  Since we act within our world rather than from outside it we cannot avoid perceiving a distinction between the resources that shape the context of our action and those we bring to it.
Practice:
At this point we must make another move to avoid the whirlpool into which we are heading and raise the question of what we mean by action.  Our legacy here is hugely shaped by Parsons and his theory of social action (Parsons, 1968).  If all human action is purposive, as many argue, our creative practices must be forever hidden, at best implied by a stack of logical mirrors as we plead the freedom to change one purpose to accord with some higher order purpose (Argyris & Schon, 1978; Ashby, 1968).  But at what remove shall we find the freedom we feel manifests our creativity?  The reason why agency theory is so useful a metaphor is that it reminds us the core problem is Knightian uncertainty, that a complete specification of the employee’s activity is not available to the principal.  It is not important to distinguish between the circumstances of the agent’s activity being uncertain, and so unspecifiable, and the principal’s determination that it is too costly to gather all the information necessary to make a complete specification.  Ultimately these cannot be separated.  The point is that the agent will always be acting in some under-determined way that provokes and calls forth her/his judgment and creativity.
To reach beyond a theory of practice as purposive activity, associated with rational choice, we have to take up another epistemological position, one that is inherently and axiomatically demonstrative of our human creativity.  Briefly stated, it is that our world is only what we bring forth through our creative practices, the future is not there to be forecast because it is what we create through our actions.  Here we abandon the realist view that we react purposively or otherwise in a situation that precedes and is independent of us.  We shift from the presumption of a knowable universe that is constant, predictable, and exists whether we perceive it or not to questioning what it is that we can know.  Readers familiar with radical constructivism and autopoiesis will sense where we are headed (Joas, 1996; Maturana & Varela, 1980, 1998; Mingers, 1995; von Glasersfeld, 2002).  In Vico’s famous phrase, we can only know what we have already created.  

But before we delve into this a-typical approach to practice as the basis for a theory of the firm, we need to make a methodological point.  We have learned much from the disputes between objectivist and subjectivist approaches in the social sciences (Delanty, 1997).  One is that they are both relevant.  Another is that their contradictions and incommensurabilities cannot be resolved.  We must conclude that no epistemology either is or ever can be complete.  The nature of the problematic relationship between our experience of and discourse about the world we experience is that language is never the totality of our world, it stands apart from and is, maybe, an abstraction from our experience (Tsoukas & Mylonopoulos, 2004).  We are forced to any post-modern pluralism that is only collapsed into a modernist one-dimensional discourse by the act of rejecting all other forms of discourse, for this too is necessarily a creative act which cannot be examined within the resulting discourse.  A constructivist approach may open us up to ideas that are inaccessible from either positivist or interpretive positions, and some of them may be substantial enough to provide a theory of the firm, but it can never provide a comprehensive theory (A. G. Scherer & Dowling, 1995).  We must come to terms with the possibility that there is no centre to our knowing, that we can only know in different and ultimately incommensurate ways.  At best we can learn how to relate how we think to some deeper sense of the problem at hand.  Clearly our focus on reasoning and rational choice has provided us with immense leverage over our physical situation.  The point is not to shout down the achievement of the natural sciences with post-modernist babble.  Rather it is to come to terms with the possibility that some fundamental questions about the way the socio-economy works cannot be addressed within this universe of discourse.
But we already have several theories, what of them?  We must appreciate we are caught in a net of our own making.  We know things in two ways, by what our knowledge makes possible, but also by knowing what lies beyond such knowing’s grasp - and this requires us to use different distinctions and discourses.  Different theories have different uses, none can be sufficient to all our needs unless we are oblivious; for, in a favorite constructivist phrase, we do not see what we do not see (Luhmann, 2002).  Thus the theoretician’s task is both to formulate theory but, just as important, to reveal its shortcomings.  TCE is a clear example.  At its most elementary it is the academic version of the businessman’s ‘make or buy’ decision.  The businessman will often be able to approximate relative costs and so arrive at a reasoned (rational) decision.  But he is not going to shy away from using his creativity and judgment to choose under conditions of uncertainty when the cost data is inadequate, or when non-price features seem important.  Likewise neo-classical theory is perfectly reasonable if its preconditions are more or less met and the slopes of the curves sufficiently well determined.  So too bureaucracy is a useful theory of the firm, as is Scientific Management.  The promise of convergence between neo-classical and organizational theorizing (Cyert & March, 1963; Simon, 1952) should not be mistaken for a socio-economic theory of everything.  That can never be available to us, absent a God’s eye view.  The convergence we seek is pragmatic in the sense of being workable, theories that provide useful insights into the situations in which managers find themselves, even as they are constructing them.
The constructivist position treats creativity as axiomatic.  This goes beyond the kind of creativity allowed in a realist approach, of asking Nature questions through hypothesis generation and testing.  It also goes beyond the creativity of introspection and intention examination fundamental to the subjectivist approach (Gergen, 1995).  Rather it goes to the heart of the knowledge that results.  The positivist notion of knowledge is inherently static, a representation of the static and persisting reality of the world ‘out there’ beyond the mind.  Subjectivist knowledge is likewise static, a reflection of the persisting characteristics of the mind ‘in here’, enshrined in Descartes’s cogito ergo sum.  The constructivist notion of knowledge, in contrast, is inherently dynamic, denying every position of seeming stability that would enable our knowledge to be abstracted from the process of our living it.  
At first sight we might think to compare the kinds of knowledge available to be of ‘out-there’, of ‘in-here’, and of our experience of both.  But our experience is always of the past and therefore never knowledge of the present, just as our expectations of the future are all we can know of it.  Knowledge of the present is therefore quite unlike knowledge of the past or of the future, and the constructivist position is ultimately about the production of the sense of and thus knowledge of the present.  This present is thrown into question and not presumed.  It must always be constructed using our creative faculty.  A slightly different way of exploring the distinctions between the realist, subjectivist, and constructivist approaches is to consider what kind of discourse is suppressed in each.  The realist discourse denies the observer, replacing the human act of observation with the application of the scientific method.  This step results in objectivity.  The subjectivist discourse suppresses the reality beyond the mind, judging us in a universe only of our imagining.  This exposes us to the seeming horror of destructive relativism, that things are true merely because we imagine them.  The constructivist discourse problematizes the notions of past and future, and of constancy, be that of the external universe of reality, or the internal universe of the mind.  By throwing all stability into question it forces attention on the one thing we must take for granted, that we exist, that there is a present.  Rather than manifest as knowledge of the world beyond this assumption, it narrows our focus on our ability to manifest the present as practice.  Rather than cogito ergo sum and homo cogitans, we have homo ludens (Huizinga, 1955) or Smith’s tool-maker and user.
The constructivist argument is that our creativity is not exercised freely, quite the contrary, it is flung against the constraints of our existence.  One kind of theorizing argues language is constrained by our bodily nature, an extension of the Kantian four dimensional apriori of space and time as defining our peculiar way of knowing.  Different forms of being allow different forms of knowing.  Joas examines the history and argument for the corporeality of knowledge (Joas, 1996 p.145 et sequ.) - likewise Abram (Abram, 1997) and Sahlins (Sahlins, 1976).  Here our being comprises a set of specific constraints over how we can know.  Constructivism combines the idea of pre-figured constraints with a commitment to active exploration of those constraints as the process of learning.  This can never be complete because what we seem to know lies in the past and must be reconstructed before it can be knowledge that illuminates the present.  Likewise our knowledge of the present is constrained by what we take as self-referencing and un-examinable even though that is also a product of our own construction.
There are many other metaphors to help us tease out and examine these ideas.  One is the construction and evolution of human consciousness as considered by developmental psychologists such as Piaget and Vygotsky.  The former noted genetic constraints and suggested a pre-figured unfolding while the latter argued the child’s native creativity is molded into what we regard as consciousness by interaction with the familial and social constraints experienced (Ginsburg & Opper, 1969; Piaget, 1972; Tharp & Gallimore, 1988; Vygotsky, 1978).  Polanyi, Ricoeur, and others refashioned such notions into broader philosophical positions (Webb, 1988).  It is a commonplace that our consciousness is shaped by our cultural background, but a variant is that culture itself is a reflection of the geographical circumstances of our living (Linton, 1936).  Likewise many argue our consciousness is shaped by the technologies we use to deal with the world (Ihde, 1993; Turkle, 1984).  These are primarily cognitive metaphors, presuming something of the Cartesian dualism of mind and body.  An even more extreme metaphor for framing creativity is autopoiesis, which deals with the co-creation of both mind and body, so transcending the distinction between the physical and cognitive aspects of embodiment (Maturana & Varela, 1980, 1998; Poerksen, 2004).  It is, of course, a completely different way of explaining what it means to be alive and to possess the attribute of creativity.  It stands in marked contrast to the cognitivist metaphor of being alive meaning being able to compute (reason).  Autopoietic systems are open to the flow of the energy necessary to sustain their biological construction processes but informationally closed in the sense that all they know has been constructed within the system’s biological constraints.  
The Creative Entity
The autopoietic metaphor is clearly extremely powerful for grounding theories of creativity, but it also helps us consider one of the fundamental issues embedded in a creativity-oriented theory of the firm.  Much of the KM literature debates whether organizations can know, or whether that idea is only meaningful when applied to individual human beings.  Simon was very definite on this point.  Some argue that both organizations and individuals can know, though perhaps in different ways (Spender, 1996a).  As committed methodological individualists, Foss and his colleagues have been particularly critical of the KM field’s indecision on this axiomatic issue (Felin & Foss, forthcoming; Foss, 1996c; Foss & Klein, 2005).  
Collective knowing and remembering is part of our shared Durkheimian inheritance, sometimes but not always shaped by Parsons’s interpretation (Halbwachs, 1992; Middleton & Edwards, 1990; Parsons, 1968).  It is central to Kogut and Zander’s analysis of the firm and the work of the many that follow their direction (Nahapiet & Ghoshal, 1998; Orlikowski, 2002).  It certainly seems reasonable to see artifacts, rituals, and symbols, and language itself, the very apparatus of a culture, as forms of knowledge (Geertz, 1973, 1983; Schein, 1985; Wittgenstein, 1972).  Thus Nahapiet and Ghoshal see the relationships that make up the organization’s social capital as an artifact-like additional knowledge resource (Bolino, Turnley, & Bloodgood, 2002; Nahapiet & Ghoshal, 1998).  But this way we miss the point about knowledge, in the constructivist frame, having to be in the present.  These extra-individual entities are not knowledge at all, they are mere constraints over the relevant existing and living individuals’ constructivist imaginings within the firm and in the networks of relationships beyond it.  

Thus methodological individualists (MIs) are likely wrong arguing that only individuals know if they are looking at it from a strictly positivist point of view.  For then knowledge is only that when separated from those who create it.  Existing outside the body, as data on hard-drives, as statements in language, symbols on book-shelves, or as artifacts like tools that embody the knowledge of their utility, and so forth, knowledge can be communal property, guiding ritual, and a cultural constituent.  The MIs seem more likely right from the subjectivist point of view, for such knowledge is held internally and only about the cognizing self; and the impressions the self creates of the world beyond the self.  But here too MIs are wrong if organizations or other systems or collectives can reason.  Artificial intelligence systems can reason to the point of passing a Turing test or win chess matches.  Critics argue that while such systems reason and make deductions, they cannot cognize or determine objective functions and thereby supply the reasoning systems with the necessary content (Dreyfus, 1979).  Constructivists might say such systems cannot construct their decision premises.

But if we consider the creation of knowledge the methodological individualists’ argument strengthens considerably for that presupposes the human imagination for, as we define it, the imagination is a sign and a condition of being alive.  The power of the autopoietic metaphor is that it implies both the ability to innovate, in the cognitive sense of exchanging or combining existing knowledge (Nahapiet & Ghoshal, 1998 p.250), but also in the sense of creating and so bringing knowledge into the present.  This requires a living biological entity that stands prior to and logically apart from all knowledge, with the distinct boundaries and interacting parts that social systems such as organizations and cultures do not have (cf Beer’s argument in Maturana & Varela 1980 p.70).  Those who think social systems can be autopoietic are missing the realist and ontological presuppositions of this version of constructivism (von Krogh & Roos, 1995).  Only biological entities such as individuals have the attribute of imagination that can create knowledge and draw it into the present to provide us with the distinction between ourselves and our context (Joas, 1996 p.158).
We see that organizations can become managed contexts for remarkable economic and technological creativity, but it is always the individuals who comprise them that are doing the creating.  The key to this part of the argument is that as living beings our lack of complete knowledge of ourselves - which alone would make surprise at the world we bring forth impossible - leads us towards both a pluralistic philosophy as we construct, cognize, and enact different aspects of our situation, and a correspondingly pluralistic sense of ourselves.  In lay parlance we discover we live wearing many different hats - as employee, family man, tourist, club member, etc.  Kelly’s personal construct theory is a tool for parsing apart and examining the structure of these hats (Kelly, 1955), though his treatment is excessively mentalist and neglects the enactment and embodiment aspects illuminated by the autopoietic metaphor.  The entire possibility of an organization is that the individuals who engage in it construct their own ‘organization-hat’, a specific and distinct variant of the self that reflects the constraints upon the imagination that can be associated with that organization.  The term ‘distinct’ is pivotal because an organization can be said to exist only when it provides those engaged with it a set of reasonably coherent distinctions (Luhmann, 2002; Rasch, 2000).  Since autopoietic systems are informationally closed and self-referencing, they have no need of such distinctions.  They respond to the world by adjusting themselves, so retaining, or not, their creativity in the face of ‘irritations’ (Hernes & Bakken, 2003; Luhmann, 1995).  We should remark in passing that Luhmann’s interpretation of the work of Maturana and Varela is important but highly contested (Joas, 1996; Poerksen, 2004).  In this paper we disagree with Luhmann’s and Beer’s suggestions that social systems such as firms are autopoietic.  On the contrary they must be at least partially informationally open in order to provide the grist for the organization’s creative process and the possibility of engagement with the needs of others.
There is no need for the distinctions and constraints that define the organization to be logically complete or consistent, indeed it is important that they should not be if the individuals involved, as organization members, are not to be permanently surprised by the world they experience.  Key is the separation between the organizational self and the other selves which the members have created for themselves (Kelly, 1955).  The concept of each of these selves is guided by the metaphor of autopoiesis, going beyond the purely cognitive alternatives Brunswickian ‘lenses’ considered by cognitivists such as Morgan (Morgan, 1986).  Each self or identity reflects the embodied, physical, chemical, and technological aspects of biological existence, so that we are what we do (Blackler, 1995; Engeström, Miettinen, & Punamaki, 1999; Joas, 1996; Varela, Thompson, & Rosch, 1991) and we understand organizations as systems of  complex practice, not merely systems of coherent purposive thought (Spender, 1995).  Certainly there is the logical and purposive activity that allows us to speak of the firm as a production function, but there is also activity as creative individuals explore the constraints that shape their sense of organizational self.  We move towards a plurality of theories because the organization has multiple selves reflecting the different kinds of knowing explored above.  There is the positivist form, familiar as the bureaucratic system of rules or as the production function.  Here the creativity of individuals is pushed outside the analysis, we assume it is their creativity that determines the organizational machine’s purposes or the decision-makers’ objective function.  There is the subjectivist form, reflecting what we treat as the organization’s culture and identity-revealing ways of doing things (Hatch & Schultz, 2004).  Again, the process of creating the culture is pushed outside the analysis.  A methodological shift to a constructivist approach allows us to bring the creative individuals responsible for the way the firm is (whom we might call managers) back into the analysis.  Such exploration of individual and organizational identity underlies the creative processes that Nonaka and Takeuchi seek to capture in their SECI model (Nonaka & Takeuchi, 1995, 1996; Nonaka, Toyama, & Konno, 2001).
Conclusions:
The point of this paper is to suggest a theory of managerial creativity that might help us understand organizations like firms somewhat better.  Clearly the term ‘managerial creativity’ is problematic for, as Smith argued, everyone’s creativity matters.  Employee creativity is a clumsy term and skips past the fact that many outside the payroll or the legal boundaries of the firm contribute.  Lead users, equipment suppliers, and so on all take part in the firm’s creative process (von Hippel, 1988).  

At our argument’s core is a philosophical proposition - that neither the positivist nor interpretivist epistemologies that currently dominate our theoretical discourse allow us to engage managerial creativity adequately (Delanty, 1997).  This is a major problem if we are trying to capture our belief that firms are sources of economic wealth or that institutions and organizations are sources of social or technological progress.  What kind of theory of the firm, or of organization, can we expect if we ignore entrepreneurship or leadership (Alvarez & Busenitz, 2001; Amit & Zott, 2001; Davisson & Honig, 2003; Shane, 2000; Shane & Venkatraman, 2000; Yli-Renko, Autio, & Sapienza, 2001)?  Likewise micro-economics cannot converge with organization theory so long as the sources of creativity in their discourses are axiomatically distinct.  Neo-classical microeconomics is directed towards equilibrium and such creativity as is admitted is simply the action of the market as it brings equilibrium about.  Classical organization theory locates all creativity in the entrepreneurship and ownership that determines the firm’s goals.  
Yet recent organizational theorizing has struggled with notions such as organizational learning, absorptive capacity, the learning organization, sense-making in organizations and so forth, struggling to bring the creative process within the analysis.  We see economic theorizing about endogenous change, suggesting a similar struggle in micro-economics (Romer, 1990, 1993, 2003).  We already have important exemplars that bring creativity within the firm.  The best known treatment is Penrose’s (Foss, 1999; Loasby, 1999; Pitelis, 2002).  She set up her theory with a sharp break from the neo-classical tradition.  She presumed a cognitive discontinuity or heterogeneity in classification (1995 p.75) between the meaning of a resource, as defined by the market, and its meaning-in-use as defined by the firm.  This is captured in her much quoted sentence about the services the resources provide (Penrose, 1995 p.25).  The services a resource can render are unknown until the managerial team within the firm has created this knowledge.  With this move, like Kirzner’s (Kirzner, 1997), Penrose showed her allegiance to the Austrian school and the radical subjectivists.  

Penrose offered no specific theory of managerial creativity, though it is clearly shaped by the idea of practice and engagement with the situation at hand.  By pointing to the management team’s learning she sketched a theory of the firm, bridging between resource and service, but not of its growth, which was her objective.  Hers is a knowledge-based theory and a radical break with neo-classical approaches rather than a mere extension because she saw the result of the management team’s creativity as two dimensioned.  On the one hand it has addressed the uncertainty of how to deploy the resources acquired.  At this point her theory is analogous to that now known as the resource based view (RBV) though it is somewhat broader.  The RBV makes no break with the neo-classical tradition, standing on the notion that quasi-monopolistic profit comes from the firm’s not paying full price for the resources acquired, the so called strategic factor market argument (Barney, 1986; Conner, 1991).  Penrose’s version of such a theory would suggest that provided the total costs of acquiring the resource and learning how to use it remains less than its market value once deployed, we have some explanation of profit.  There is even a theory of firm growth for the profit retained enables a degree of growth.  But it is the limited capacity of the management team to develop further knowledge about further resources that creates a different limit to the firm’s other kinds of growth.  Thus many interpret Penrose’s theory as an explanation of the limits to firm growth, rather than as a theory of the fundamental mechanisms of firm growth.  
Actually Penrose is no God-Mother to the RBV and has vaulted far beyond its reach by breaking with of the neo-classical tradition and adopting an additional and quite distinctly radical knowledge-based axiom - the non-rivalrous nature of the knowledge resulting from the management team’s creativity.  Implied is a crucial second-period assumption that transformed her RBV-like theory of profit into a dynamic and multi-period theory of growth from other than retained profit.  When the management team applies the knowledge generated in the first period to the resource’s second application, its extensibility means that they no longer have to make the same investment in its creation.  Penrose assumed, therefore, the situation of the second application of the knowledge would be sufficiently close to that of the first for the knowledge developed to apply.  There will be costs as the management team learns to deal with changes of context, but her theory presumed they do not soak up the overall benefits arising from the knowledge’s extensibility.  Notwithstanding the details of her theory, it smacks of a constructivist approach and successfully brings managerial creativity within the analysis.
Adopting a constructivist epistemology we have the possibility of re-locating creativity and bringing it into the analysis in ways that are appropriate for both economic and organizational theorizing, and as specific theories of creativity become applicable to both, the respective vectors of theorizing may begin to converge, meeting the challenge that Cyert, March, Simon, and others articulated.  But it will not be a theory of everything and it comes at a significant price.  The possibility of a coherent logical totalizing theory gives way to an uneasy post-modern, multi-faceted, fragmented, and inherently tautologous one.  We confront the self-referencing limits of our different language games, and the impossibility of validating the distinctions upon which any stand.
But, in spite of its philosophical novelty and complexity - a challenge perhaps for us academics - we have something immediately applicable to practicing managers.  People, we say, are the source of innovations, not organizations, not arrangements, not systems of governance, not economic or educational infrastructure.  But people’s creativity is presumed not explained.  The managerial challenge is to channel this creativity in directions other than those these people might otherwise choose for themselves.  We presume people can be led, so we are inevitably sketching a complex social and economic theory of leadership too.  Here we argue we can exploit the human tendency to develop multiple selves to cope with the multiple fragmented situations in which we seem to live.  These selves develop as creative responses to the constraints to their imagination.  Particular kinds of incompetence arise when we are unable to develop and handle such multiple selves (Kelly, 1955).  There is an interesting little tautological twist here for clearly many people fit into Dilbert’s biting cartoons of organizational life as those who seem entirely passive and instructed by others, with their imaginations shut down.  But we argue they have actively constructed a submissive role and self - there is no way we can escape our imagination and reason.
Managers who appreciate that little important will follow their simply giving orders, so seeming to adopt a classical theory of the organization, might gain some further insight into their situation and responsibilities from a theory that suggests they might start by respecting the imaginations of their employees, and that they need to harness these capabilities to imagine and reason by manipulating the constraints that act upon them.  To ask people to ‘think out of the box’ is to ask them to go beyond those constraints.  But the encouragement is mere rhetoric if the constraints themselves are unknown.  Only by knowing them, in the constructivist sense suggested in this paper, can the individual’s creativity be brought to bear.  Only then will it become possible to distinguish between the constraints that are inherently flexible, because they are our own construction, and those that are less tractable because they have been constructed by others. Thus we often overlook the extent to which we see technological constraints as realities, rather than understand them as the means by which others constrain us.
Finally we must touch briefly on the moral and ethical aspects of this theory.  Varela is helpful here (Varela, 1999).  The whole knowledge-based approach has little to add to existing theory until we throw the knower into question.  We must problematize what it is to be a knower and dig beneath the presupposition of rationality, albeit bounded, and so expose the processes of constructing reason, consciousness, and identity.  The autopoietic metaphor is interesting because so long as we speak of informational closure we affirm the self-referencing nature of the entity’s cognition and its moral neutrality.  As with the argument about the selfish gene, so the autopoietic entity’s focus is simply on preserving itself and its creativity.  Organizations, being informationally open, exist in a social world they do not construct alone.  Hence their actions and identities entail choices about their relations with others and are thus morally burdened.  When it comes to people, to whom the autopoietic metaphor applies as biologically distinct entities, we might argue that they too can claim moral neutrality.  But survival is a metaphor for only one of our many hats.  In this paper we argue we are social beings too, with a variety of hats, many of which are associated with others.  Hence a major part of our lives, especially that involved in our organization and market activities, is profoundly morally burdened.  With the notion of managerial creativity, therefore, comes the notion of moral and ethical responsibility for the application of that creativity in a world of others.
The hats metaphor gives us useful ways of talking about learning.  The invention - innovation debate is often about the locus of new knowledge, if the knowledge is already somewhere else, but I re-invent it, what should I call it?  From the constructivist point of view the important thing is what people know in the sense of being able to draw it into their confrontation with the present.  To say ‘organizations know’ is a rhetorical convenience so we do not have to say ‘this group of employees and others associated through shared social capital and networked communications etc. have a certain complex of cognitions and action-potentials available to them’.  To speak of organizational knowledge is to say ‘the people in this group are able to wear similar hats, and so collaborate actively and smoothly through language and integrated practices without making further knowledge investments’.  A team is transformed from a collectivity into an entity as they engage in the production and adoption of the hats that distinguish that team (Belbin, 1981).  
To re-iterate; by using the ‘hat’ metaphor we try to point to the kind of limited and context-constrained integration of cognition and practice that results from experiencing a context.  This is not a version of contingency theory because our definition of a context is inherently self-referencing.  Every context and experience is singular.  Even if we are tempted to think of a new experience as a repetition of something familiar there are necessarily differences, cracks and windows through which we might experience the event’s uniqueness.  Thus we can never explain or demonstrate the logical validity of our recognitions and categorizations for they are always shaped by our imagination.  Gourlay’s penetrating analysis of ‘tacit knowledge’ reminds us it has its roots in recognition, our practice of categorizing situations (Gourlay, 2004).  
Having constructed and adopted one particular hat one can distinguish the learning process of creating it afresh from the processes of re-sizing an old one in the light of new experience - as sort of Bayesian notion.  We can also reconstruct it in the sense of re-organizing the interrelations of its cognitive and practical aspects.  The reader will immediately grasp the notion of learning is contingent on the notion of knowledge that is presumed, and here we allude to the three notions embedded in our knowledge-based discourse; the positivist notion- - when the knowledge has taken on a measure of consensus and objectivity, the subjectivist notion - when the knowledge is still personalized and representative of our intentions, and the constructivist, when we have actually developed something that is new for us.
The problematic, we can recall, is to take up Smith’s challenge and tease out a theory of the firm that embraces rather than rejects human creativity.  We can argue that Smith notoriously avoided discussing how this was to be managed as he argued against mercantilist policies.  Yet absent some idea of how the employees’ imagination is to be shaped towards economic ends we can have no theory of the firm that might serve today’s managers.  Clearly our literature has dealt extensively with the idea of motivating workers’ imaginations.  But the result is something of a raw resource that stands well apart from the services that the managers hope will be yielded.  In this paper we have argued for a theory of the firm based on managerial manipulation of the constraints over the context-specific application of individuals’ creativity.  The constructivist position foregrounds the inherent dynamism and creativity of practice, and so complements the realist decision-making and subjectivist sense-making literatures which currently comprise our field.
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