
cyert and march behavioral theory of the firm
Cyert and March's Behavioral Theory of the Firm is a significant contribution to the field of
organizational behavior and management studies. Developed in their influential 1963 book, "A
Behavioral Theory of the Firm," Richard Cyert and James March introduced a framework that
fundamentally shifted the understanding of how firms operate. Their theory emphasizes that
organizational decision-making is not merely a rational process but is instead influenced by a variety
of behavioral factors, including the aspirations, interests, and motivations of individuals within the
firm. This article will explore the key components of Cyert and March's theory, its implications for
organizational behavior, and its relevance in contemporary business practices.

Foundational Concepts of the Behavioral Theory

The behavioral theory of the firm is built upon several foundational concepts that distinguish it from
traditional economic theories of the firm. Below are the key elements:

1. Bounded Rationality

One of the central ideas of Cyert and March's theory is bounded rationality. This concept posits that
individuals within an organization do not possess complete information or the cognitive ability to
process all available data when making decisions. Instead, they operate within the limits of their
knowledge and the information at hand. This limitation leads to a more realistic understanding of
decision-making processes in firms.

2. Satisficing Behavior

Cyert and March introduce the idea of satisficing, which refers to the practice of searching for a
solution that meets acceptable criteria rather than seeking the optimal solution. In many cases,
decision-makers are more concerned with achieving satisfactory outcomes rather than maximizing
profits or efficiency. This behavior stems from bounded rationality, as firms often lack the resources
or information to find the best possible option.

3. Organizational Goals and Conflicts

The behavioral theory emphasizes that firms are not monolithic entities with a single set of goals.
Instead, organizations consist of various stakeholders, each with their own interests and objectives.
As a result, conflicts may arise between different groups within the firm, such as management,
employees, and shareholders. Cyert and March argue that understanding these conflicts is crucial
for comprehending how decisions are made within the organization.



4. Problematic Search Process

Decision-making within a firm is often depicted as a problematic search process. This means that
when faced with a decision, firms do not follow a straightforward path to a solution. Instead, they
engage in a search process that is influenced by past experiences, existing knowledge, and the
preferences of various stakeholders. This search process can lead to non-linear pathways toward
decision-making outcomes.

Key Components of the Theory

Cyert and March's behavioral theory of the firm consists of several interrelated components that
explain the dynamics of organizational behavior.

1. The Firm as a Coalition

According to Cyert and March, firms can be understood as coalitions of individuals with conflicting
interests. These coalitions consist of various stakeholders, including managers, employees, and
investors. Each group has its own goals and objectives, which can lead to negotiations and
compromises that shape the final decisions made by the firm. This perspective highlights the
importance of understanding the interplay between different interests within the organization.

2. Decision-Making Process

The decision-making process within a firm is characterized by a series of steps that include:

Identifying Problems: Recognizing that a problem exists is the first step in decision-making.1.

Gathering Information: Stakeholders collect information relevant to the problem at hand.2.

Generating Alternatives: Various solutions are proposed, taking into account the interests of3.
different parties.

Evaluating Alternatives: The proposed solutions are assessed based on their potential to satisfy4.
the conflicting interests of stakeholders.

Making a Decision: A decision is made, often as a compromise that balances the various5.
interests involved.

This process is not linear and can involve feedback loops where decisions are revisited based on new
information or changing circumstances.



3. Learning and Adaptation

A critical aspect of Cyert and March's theory is the emphasis on learning and adaptation within
firms. Organizations learn from their past experiences, which influences their future decision-
making processes. This learning occurs at both the individual and organizational levels, allowing
firms to adapt to changing environments and improve their decision-making capabilities over time.

4. Environmental Influences

The behavioral theory recognizes that external factors also play a significant role in shaping firm
behavior. Market conditions, regulatory environments, and competitive pressures can all influence
decision-making processes. Firms must navigate these external challenges while balancing the
conflicting interests of their stakeholders.

Implications of the Behavioral Theory

The behavioral theory of the firm has several important implications for understanding
organizational behavior and management practices.

1. Emphasis on Communication and Negotiation

Given that firms are coalitions of individuals with different interests, effective communication and
negotiation become essential for reaching decisions. Managers must foster an environment where
stakeholders feel comfortable expressing their concerns and preferences. This approach can lead to
more informed and collaborative decision-making processes.

2. Importance of Organizational Culture

Organizational culture plays a critical role in shaping the behavior of individuals within a firm. A
culture that encourages learning, open communication, and collaboration can facilitate better
decision-making and problem-solving. Conversely, a culture that stifles dissent or discourages input
from employees can hinder the firm's ability to adapt and innovate.

3. Multi-Dimensional Performance Metrics

Cyert and March's theory suggests that firms should adopt multi-dimensional performance metrics
that account for the diverse interests of stakeholders. Instead of focusing solely on financial metrics,
organizations should consider factors such as employee satisfaction, customer loyalty, and social
responsibility. This holistic approach can lead to more sustainable and long-term success.



4. Flexibility in Decision-Making

Organizations that embrace the principles of the behavioral theory are more likely to remain flexible
in their decision-making processes. This flexibility allows firms to respond quickly to changing
market conditions and stakeholder needs. By recognizing that decision-making is often a messy and
iterative process, firms can better navigate uncertainty and complexity in their environments.

Conclusion

In conclusion, Cyert and March's behavioral theory of the firm provides a robust framework for
understanding the complexities of organizational behavior and decision-making processes. By
emphasizing bounded rationality, satisficing behavior, and the coalition nature of firms, this theory
challenges traditional economic models that view firms as purely profit-maximizing entities. The
implications of this theory extend to various aspects of management practice, from communication
and culture to performance metrics and adaptability. As organizations continue to confront a rapidly
changing business landscape, the insights offered by Cyert and March remain relevant and valuable
for leaders seeking to navigate the complexities of decision-making in their firms.

Frequently Asked Questions

What is the main premise of Cyert and March's behavioral
theory of the firm?
The main premise is that firms are not always profit-maximizing entities; instead, they are composed
of individuals with various goals and aspirations, leading to a more complex decision-making
process.

How does the behavioral theory of the firm differ from
traditional economic theories?
Unlike traditional economic theories that assume firms act rationally to maximize profits, the
behavioral theory acknowledges that firms act based on bounded rationality, organizational routines,
and the influence of multiple stakeholders.

What role does 'satisficing' play in Cyert and March's theory?
Satisficing refers to the process where firms seek acceptable solutions rather than optimal ones, as
decision-makers face limitations in their ability to process information and evaluate all possible
alternatives.

How do Cyert and March explain the concept of



'organizational learning'?
They suggest that organizations learn through their experiences, adapting their routines and
strategies based on past outcomes, which influences future decision-making processes and
behaviors.

What is the significance of stakeholder interests in the
behavioral theory of the firm?
Stakeholder interests are crucial as they highlight the diverse goals within an organization, leading
to compromises and trade-offs that significantly impact the firm's overall strategy and decision-
making.

Can you explain the concept of 'coalition-building' in Cyert
and March's framework?
Coalition-building refers to the process where different groups or individuals within a firm negotiate
and collaborate to influence decisions, reflecting the social dynamics and power structures within
the organization.

How does the behavioral theory of the firm address
uncertainty in decision-making?
The theory posits that firms often operate under conditions of uncertainty, relying on heuristics, past
experiences, and the input of various stakeholders to make decisions rather than seeking complete
information.

What implications does the behavioral theory of the firm have
for management practices?
It suggests that managers should be aware of the diverse motivations within their teams, promote
collaboration, and create an environment that facilitates learning and adaptation rather than strictly
focusing on profit maximization.
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