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Cyert And March Behavioral Theory
Of The Firm

Cyert and March Behavioral Theory of the Firm: An In-
Depth Analysis

The Cyert and March behavioral theory of the firm represents a significant departure from
traditional economic models that view firms as purely profit-maximizing entities. Developed in
the 1960s by Richard Cyert and James March, this theory emphasizes the importance of
organizational behavior, decision-making processes, and internal dynamics within firms. It
provides a more realistic and nuanced understanding of how firms operate, especially in
complex and uncertain environments. This article explores the foundational concepts, key
components, and implications of the Cyert and March behavioral theory, highlighting its
relevance in contemporary strategic management and organizational analysis.

Historical Context and Development of the Theory

Origins and Influences

The behavioral theory of the firm emerged as a response to the limitations of traditional
economic theories that assumed firms are rational actors focused solely on maximizing profits.
Early economists like Adam Smith and Alfred Marshall emphasized efficiency and profit
maximization, while later neoclassical models adopted similar assumptions. However, in real-
world scenarios, firms often display behaviors inconsistent with these assumptions, prompting
scholars to explore more realistic models.

Cyert and March’s work was influenced by behavioral science, psychology, and organizational
theory. They drew upon concepts such as bounded rationality, satisficing behavior, and
organizational routines to construct a model that better captures actual managerial practices
and decision-making processes.

Key Publications

Behavioral Theory of the Firm (1963) – The seminal work by Cyert and March that formalized1.
the behavioral approach.
Subsequent research and case studies that expanded on organizational decision-making and2.
internal dynamics.



Core Principles of the Cyert and March Behavioral
Theory

Bounded Rationality

One of the foundational concepts of the theory is bounded rationality, which recognizes that
decision-makers within firms have limited cognitive capabilities and access to information.
Unlike the rational agent assumption in classical economics, managers and employees cannot
process all relevant data or foresee all possible outcomes. As a result, they rely on simplified
models and heuristics to make decisions.

Satisficing Behavior

Instead of seeking to maximize profits or utility, firms adopt a satisficing approach—aiming for
satisfactory rather than optimal outcomes. Managers set acceptable performance levels and
make decisions that meet these thresholds, often due to constraints on time, information, and
resources.

Organizational Goals and Conflicting Interests

The model posits that firms have multiple, sometimes conflicting, goals rather than a single
profit-maximizing objective. These goals include:

Profitability1.
Market share2.
Growth3.
Stability and job security4.
Stakeholder satisfaction5.

Different departments and individuals within the organization may prioritize these goals
differently, leading to internal conflicts and negotiation processes.

Internal Conflict and Decision-Making Processes

Unlike the unitary actor model, the behavioral theory emphasizes the role of internal conflicts
among various organizational units. Decision-making often involves bargaining, compromises,
and negotiations among managers and departments with divergent interests. This process
influences firm strategies and responses to environmental changes.

Organizational Routines and Memory

Firms develop routines—standardized patterns of behavior—that serve as organizational
memory, guiding decision-making and operational processes. These routines provide stability
and efficiency but can also hinder adaptation to new environments.
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Components of the Behavioral Model of the Firm

1. The Organizational Environment

The environment includes competitors, suppliers, customers, government policies, and
technological changes. Firms perceive and interpret environmental signals, which influence
decision-making but are processed through bounded rationality.

2. Internal Structure and Decision Units

Firms consist of various decision-making units (DMUs), such as top management, middle
managers, and functional departments. Each unit has its own goals, perceptions, and
information, contributing to internal negotiations.

3. Goals and Aspirations

Goals are shaped by organizational history, culture, and external pressures. These aspirations
are often fuzzy and evolve over time, affecting strategic choices.

4. Decision-Making Process

Recognition of problems1.
Search for alternatives2.
Evaluation and bargaining3.
Choice of courses of action4.

This process is iterative, influenced heavily by internal conflicts and bounded rationality.

5. Routines and Standard Operating Procedures

These are embedded practices that streamline decision-making but may also limit flexibility and
innovation.

Implications of the Behavioral Theory for Management
and Strategy

Understanding Firm Behavior

The theory explains why firms do not always behave rationally or in profit-maximizing ways.1.
It highlights the importance of organizational culture, internal politics, and routines.2.

Strategic Decision-Making

Managers should recognize the influence of internal conflicts and bounded rationality on1.
strategic choices.
Effective strategies involve negotiation, compromise, and understanding organizational goals.2.



Organizational Change and Adaptation

Routines can both facilitate stability and impede change.1.
Understanding internal dynamics helps in designing change processes that overcome inertia.2.

Performance Measurement and Incentives

Aligning goals and incentives across departments can reduce conflicts and promote1.
organizational coherence.
Performance metrics should consider multiple objectives beyond just profit.2.

Criticisms and Limitations of the Behavioral Theory

Complexity and Practical Application

The model's detailed focus on internal processes can be complex to operationalize in real-world
management practice.

Assumption of Multiple Goals

While more realistic than profit-maximization, balancing multiple, often conflicting, goals can be
challenging and may lead to organizational paralysis.

Limited Quantitative Predictive Power

The theory provides rich qualitative insights but lacks the predictive precision of traditional
economic models.

Relevance in Contemporary Organizational Contexts

Strategic Management

Modern strategic frameworks, such as stakeholder theory and resource-based view, align well
with the behavioral perspective, emphasizing internal capabilities and stakeholder interests.

Organizational Change and Innovation

Understanding internal routines and conflicts is vital for managing change and fostering
innovation in complex organizations.

Corporate Governance

The theory underscores the importance of internal negotiations and goal alignment among
managers, employees, and shareholders.
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Conclusion

The Cyert and March behavioral theory of the firm offers a comprehensive and nuanced
understanding of organizational behavior, decision-making, and strategic management. By
acknowledging the limitations of rationality, the presence of conflicting goals, and the role of
routines, it provides a more realistic framework for analyzing how firms operate in complex
environments. Although it may lack the predictive precision of traditional economic models, its
insights are invaluable for managers, policymakers, and scholars seeking to understand the
intricacies of organizational dynamics. As organizations continue to face rapid change and
uncertainty, the principles of the behavioral theory remain highly relevant and applicable for
effective management and strategic planning.

Cyert and March's Behavioral Theory of the Firm is a foundational concept in organizational
economics and management science that challenges traditional views of firms as purely profit-
maximizing entities. Instead, it presents a nuanced understanding of how firms actually
operate, make decisions, and adapt in complex environments. Developed by Richard Cyert and
James G. March in the early 1960s, this theory emphasizes the importance of behavioral
processes, organizational routines, and bounded rationality in shaping firm behavior. As such, it
provides a more realistic depiction of decision-making within organizations, accounting for
internal conflicts, limited information, and multiple objectives.

Introduction to the Behavioral Theory of the Firm

Traditional economic theory portrays the firm as a rational actor that seeks to maximize profits
under constraints. However, real-world observations reveal that firms often do not behave in
this perfectly rational manner. Instead, their decision-making is influenced by numerous
behavioral factors, internal politics, and organizational routines. Recognizing these complexities,
Cyert and March proposed a behavioral theory that models the firm as a collection of various
interest groups with differing objectives, operating within bounded rationality constraints.

This approach revolutionized the understanding of corporate behavior by shifting the focus from
purely profit-centric models to models that incorporate organizational routines, satisficing
behavior, and multi-objective decision-making.

Core Concepts of the Behavioral Theory of the Firm

Bounded Rationality1.

Definition: Unlike the assumption of perfect rationality in classical economics, bounded1.
rationality recognizes that decision-makers have limited information, cognitive limitations,
and finite processing capabilities.

Implication: Firms cannot always identify the optimal decision but aim for "satisficing"1.
solutions—good enough options that meet acceptable criteria.

Satisficing1.

Concept: Coined by Herbert Simon, satisficing refers to choosing options that meet certain1.



minimum standards rather than optimizing for the best possible outcome.

Application: Managers set aspiration levels for various objectives and select the first1.
acceptable alternative meeting these levels, leading to decisions that are satisfactory but not
necessarily optimal.

Organizational Goals and Multiple Stakeholders1.

Unlike profit-maximization models, the behavioral theory posits that firms have multiple goals1.
influenced by various internal groups such as managers, employees, shareholders, suppliers,
and customers.

Goal conflicts are common, and the firm's behavior results from balancing these competing1.
interests.

Organizational Routines and Standard Operating Procedures1.

Firms develop routines—repetitive patterns of behavior—that help reduce complexity and1.
decision-making uncertainty.

These routines serve as organizational memory, guiding responses to recurring problems and1.
environmental changes.

Power and Politics within the Organization1.

Decision-making is often influenced by internal power dynamics, negotiations, and political1.
considerations, which can deviate the firm from purely rational profit objectives.

The Model of the Firm in Cyert and March's Framework

Cyert and March conceptualize the firm as a coalition of various groups with divergent
objectives. These groups influence organizational decision-making through their preferences,
power, and conflicts.

Key Components of the Model:

Goals: The firm aims to satisfy the multiple goals of its constituent groups rather than1.
maximize profits alone.
Decision Rules: The firm employs routines and satisficing strategies to resolve conflicting2.
goals.
Environmental Interaction: The firm responds adaptively to environmental changes, often3.
with a lag, due to bounded rationality and internal processes.

The Process of Decision-Making in the Behavioral Theory

Detection of Deviations: The firm monitors its performance relative to internal standards or1.
aspiration levels.

Goal Adjustment: When performance falls short, the organization or specific interest groups1.
may adjust their aspirations.

Problem Diagnosis: Managers assess the causes of deviations, which may involve internal1.
conflicts or external factors.
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Search for Solutions: The firm searches for acceptable solutions that satisfy the various goals,1.
often through routines and heuristics rather than exhaustive analysis.

Implementation: Once a satisfactory solution is found, it is implemented, and the cycle1.
continues.

This cycle reflects the adaptive and incremental nature of decision-making, contrasting sharply
with the optimization models of classical economics.

Organizational Routines and Their Role

Organizational routines are central to Cyert and March's theory. They serve multiple functions:

Reduce uncertainty by providing predictable responses to recurring problems.1.
Facilitate coordination among different groups within the firm.2.
Help conserve cognitive resources by avoiding complex decision calculations.3.
Serve as repositories of organizational knowledge and history.4.

Examples of routines include procurement processes, production schedules, and budgeting
procedures.

Implications of the Behavioral Theory

Decision-Making Is Incremental1.

Rather than sweeping, optimal changes, firms tend to make small, incremental adjustments
based on past experiences and routines.

Multiple Objectives and Conflict1.

Firms are viewed as coalitions of groups with their own goals, leading to compromises rather
than maximization of a single objective.

Organizational Learning and Adaptation1.

Through routines and feedback mechanisms, organizations learn from past decisions, enabling
continuous adaptation to environmental changes.

Limitations of Rationality1.

Bounded rationality constrains decision-making, leading to satisficing, heuristic-based decisions,
and sometimes sub-optimal outcomes.

Comparing Cyert and March’s Model to Traditional Views

| Aspect | Traditional Economic Theory | Cyert & March's Behavioral Model |

||||

| Assumption | Profit maximization | Satisficing and goal satisfaction |

| Rationality | Perfect rationality | Bounded rationality |

| Decision-making | Optimization | Heuristic, routines, incremental changes |

| Objectives | Single goal (profit) | Multiple, conflicting goals |



| Organizational focus | Market interactions | Internal processes and coalitions |

Practical Applications and Case Studies

Corporate Strategy Development: Recognizing internal conflicts and routines helps managers1.
craft strategies that account for internal stakeholder interests and organizational inertia.

Change Management: Understanding routines and bounded rationality informs how1.
organizations adapt to external shocks, such as technological disruptions or market shifts.

Performance Monitoring: Firms set aspiration levels and monitor deviations, leading to1.
continuous incremental improvements rather than radical overhaul.

Negotiation and Power Dynamics: Internal politics influence resource allocations and strategic1.
decisions, emphasizing the importance of understanding stakeholder influence.

Criticisms and Limitations

While influential, the behavioral theory has faced some criticisms:

Lack of Quantitative Predictive Power: Its qualitative nature makes it less suitable for precise1.
predictions.
Overemphasis on Internal Politics: Sometimes underestimates the role of external market2.
forces.
Difficulty in Formalization: The complexity of internal group dynamics complicates modeling3.
efforts.

Despite these critiques, the theory remains valuable for understanding real-world organizational
behavior, especially in complex, multi-stakeholder environments.

Conclusion: The Legacy of Cyert and March

Cyert and March's Behavioral Theory of the Firm provides a rich, realistic framework for
understanding how organizations operate beyond the simplistic profit-maximizing models. By
emphasizing bounded rationality, satisficing, routines, and internal conflicts, it captures the
dynamic, complex, and often messy reality of organizational decision-making. This perspective
has profoundly influenced management practice, organizational analysis, and economic theory,
offering valuable insights for managers, policymakers, and scholars seeking to understand and
improve organizational effectiveness.

In the ever-evolving landscape of business, recognizing the behavioral foundations of firm
actions helps develop more resilient strategies, adaptive organizations, and a deeper
appreciation of the internal and external forces shaping corporate life.

Questions & Answers About cyert and march behavioral
theory of the firm

N
o

Question Answer
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1 What is the core concept of the
Cyert and March behavioral
theory of the firm?

The core concept is that firms are decision-making
organizations composed of various internal coalitions
that pursue boundedly rational objectives, leading to
satisficing behavior rather than purely profit-
maximizing.

2 How does the behavioral theory
of the firm differ from
traditional economic theories?

Unlike traditional theories that assume firms are
rational profit-maximizers, the behavioral theory
emphasizes bounded rationality, internal conflicts, and
the influence of organizational routines and heuristics
on decision-making.

3 What role do internal coalitions
play in Cyert and March's
model?

Internal coalitions represent different groups within the
firm (e.g., management, workers, shareholders) that
have their own objectives, influencing the firm's
decisions through negotiation and compromise rather
than a single profit-maximizing goal.

4 How does the concept of
'satisficing' relate to the
behavioral theory of the firm?

'Satisficing' describes the firm's tendency to settle for
satisfactory rather than optimal outcomes due to
limited information, cognitive constraints, and
conflicting internal interests, as opposed to seeking
maximum profits.

5 In what ways does the
behavioral theory explain firm
stability and change?

The theory suggests that firms maintain stability
through routine and standard operating procedures, but
change occurs when internal or external pressures
cause shifts in organizational goals or coalitions,
prompting adaptation.

6 What are some practical
implications of the Cyert and
March behavioral theory for
managers?

Managers should recognize the importance of internal
negotiations, coalition influences, and bounded
rationality in decision-making, and should aim to
manage organizational routines and stakeholder
interests effectively.

7 How has the behavioral theory
of the firm influenced modern
strategic management?

It has contributed to understanding organizational
behavior, decision-making processes, and stakeholder
management, emphasizing the importance of internal
dynamics, routines, and bounded rationality in strategic
planning.

8 What criticisms are often
leveled against the Cyert and
March behavioral theory?

Critics argue that it lacks predictive power, relies
heavily on qualitative assumptions, and may
underestimate the extent of rationality and profit-
maximization in some firms, making it more descriptive
than prescriptive.

behavioral theory, firm decision-making, organizational behavior, bounded rationality, decision
processes, firm boundaries, organizational routines, management decision-making, behavioral
economics, firm governance
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