
Károly Balaton 

14. Charaeteristies of strategie 
deeisions during a period of 
transition 

Abstract 

This paper analyses the strategie deeisions of 
Hungarian firms in the period ofthe transition 
to a market eeonomy. Strategie deeisions are 
diseussed in the broader context of strategie 
behavior of enterprises making distinetion be­
tween the content and the proeess of strategy 
formulation. Three eategories of firms are in­
vestigated: formerly state owned firms, private 
H ungarian firms, and joint ventures with for­
eign partners. Strategie deeisions show many 
differenees between these eategories of firms 
and th at it is only possible to speak about gen­
eral strategie eharaeteristies at a high level of 
abstraction. 

Research background 

Strategie deeisions are erueial elements in or­
ganizational adaptation to rapidly ehanging 
eonditions. Analysing strategie deeisions we 
may rely on different theoretieal approaches. 

One is the behavioral approach founded by 
James Mareh, Herbert Sim on and others eon­
neeted to the 'Carnegie School' (Mareh and Si­
mon, 1958; Cyert and Mareh, 1963). Following 
behavioral seientists we ean approach organi­
zational deeision-making as starting with the 
individual as member of an organization. 

When diseussing strategie deeisions of enter­
prises we have to take into account that indivi­
dual members of organizations have difTering 
possibilities to influenee the strategie direction 
of the firm they work for. In general members 
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close to the top of the organization have more 
possibilities to influenee strategie deeisions. 
That is the reason to diseuss strategie deeision­
making as 'top level deeisions' (Donaldson and 
Lorseh, 1983; Hiekson et al., 1986). Organiza­
tional members, however, may have strong in­
fluenee over the strategie directions of their 
firm even when they are not formally at the top 
ofthe hierarehy. Therefore, we agree with Child 
in using the concept of 'dominant coalition' 
when deseribing the meehanisms of strategie 
ehoiee (Child, 1972). The people that have -
formalor informal - influenee on the content 
and proeess of strategie ehoiee are the real de­
cision makers, and they are the members of the 
dominant eoalition within their organization. 

Possibilities for lower level members of the 
organization for partieipation in strategie deei­
sions are influeneed by management style 
(Likert, 1964), and also by the strategy the 
eompany has developed (Burgelman and Syles, 
1986). Burgelman distinguishes between in­
dueed and autonomous strategie behavior 
(Burgelman, 1985). The former is eonneeted to 
the present strategy of a firm, and is initiated by 
top management, while the latter is mueh more 
of a bottum-up type of relying on new initia­
tives developed at lower levels in the organiza­
tion. We ean eonclude that it is important to 
take the organizational context into account 
when trying to understand deeisions in organi­
zations (Koopman and Pool, 1990). 

Strategie deeisions are of ten seen as part of 
the strategie planning proeess. When th is is the 
case specific orientations to planning influenee 
the proeess and the outeome of deeisions. 
Aekoff (1981 , pp. 52- 76) distinguishes four ba­
sic orientations to planning, namely: reaetive, 
inaetive, proaetive, and interaetive. He argues 
for the interaetive concept ' ... as the design of a 
desirabie future and the invention of ways to 
bring it about' (Aekoff, 1981, p. 62). Here, we 
are close to the question whether our existing 
theories of organization are useful to solve fu­
ture ehallenges or whether there is a need for a 
new organizational paradigm to overeome eru­
eial diffieuIties eompanies are faeed with. 
Drueker has a quite deeisive viewpoint on it 
when he argues: 'Whenever a business keeps on 
going downhilI despite massive spending and 
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heroic efforts by its people, the most likely 
cause is the obsolescence ofits business theory,' 
(Drucker, 1993). There are other strong voices 
for the necessity of paradigm shift too (eg.: 
Perlmutter and Trist, 1986; Davis, 1987; Liu, 
Denis, Kolodny, and Stymne, 1990; Human 
Relations, 1990). 

Studying organizationa1 changes in Central 
and Eastern Europe, the prob1em we are faced 
with is even more complex as there is no pre­
vious examp1e of transition from bureaucratic 
socialism to market economy. Kornai (1993) 
uses the label 'transformational reces sion' 
when describing the deep recession of post­
socialist countries. It is sometimes difficuIt to 
understand what is going on in the Central and 
East European countries even for researchers 
living and working inside the region (see: 
Kiezun, 1991; Balaton, 1993/b). 

Organizationa11earning also seems to be rel­
evant in studying the strategic behavior of en­
terprises in the transition period. Learning 
from experiences of other companies working 
under market economy conditions is c1early 
observed when studying organizational 
changes in Hungary (Balaton, 1992). But learn­
ing may take other forms as weil. Organiza­
tions faced with new environmental conditions 
of ten try new ways of adaptation. Distinguish­
ing between 'exploration' and 'exploitation' 
(March, 1991) seems fruitful for acquiring more 
extensive knowledge on organizational transi­
tion. 'Exploration includes things cap tu red by 
term such as search, varia ti on, risk taking, 
experimentation, p1ay, flexibility, discovery, 
innovation. Exploitation includes such things 
as refinement, choice, production, efficiency, 
selection, implementation, execution' (March, 
1991 , p. 71). 

Strategic decisions can successfully be sup­
ported by modern information technologies. 
Information techno10gy has strategic relevance 
due to at least two reasons. First, strategic de­
cision-making can successfully be advanced by 
up-to-date applications of new information 
technology (see: Simon, 1977; Koopman, 1990; 
Simon, 1990). Secondly, information technol­
ogy extends the number of options in develop­
ing new strategies and organizational struc­
tures (Child and Loveridge, 1990; Balaton, 

1990). Information technology has changed the 
nature and means of competition. Firms have 
to respond to the new challenges (McFarlan, 
1984; Porter and Millar, 1985; Balaton and 
Loveridge, 1985). 

Researchers analysing strategic decisions 
from a strategic management viewpoint used to 
distinguish between the content and the process 
of strategy development (MilIer, 1989). That 
distinction is important to take into considera­
tion. It is also important to study the imple­
mentation and performance that accompany 
specific strategies. The problem with strategic 
planning is connected to the lack of involve­
ment of managers in strategy formulation. The 
rather simplified strategic planning approach, 
often criticized (e.g. Mintzberg, 1994; Leavitt, 
1986), is partially due to the lack of under­
standing the nature of strategic processes. 

Besides the kind of rationality in developing 
new strategies, we have to take into account the 
influence of existing organizational structures 
(Peters, 1984), the elements oflearning (March, 
1991; Burgelman, 1990), the power relations 
(Pettigrew, 1985; pfetTer, 1981), the nature of in­
crementalism (Quinn, 1980), and the selection 
mechanisms in organizations (Burgelman, 
1991). 

When analysing nationa1 and organizational 
level transition in Central and Eastern Europe, 
students of ten forget th at the transformation is 
not only driven by socio-political and economic 
factors, but also by technological factors. 
Strategic response to technological innovations 
has started, but the gap is still large (Child and 
Loveridge, 1990; Balaton, 1990; Child and Ba­
laton, 1990). The task to be performed is huge. 
It is not only a question oftechnology and or­
ganizational design but a1so of changing the 
cultural background both at organizational and 
nationallevel. 

Empirical research projects 

The paper is based on two streams of research 
in which the author is involved. First, we 
should mention the project 'Organizational 
Change in Eastern Europe' which was started 
in 1990 together with Professor James G. 
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March. The aim of this project is to conduct a 
longitudinal study of organizational changes 
that go parallel with the ongoing socio-political 
and economic transformation of Central and 
Eastern European countries. The actual re­
search work is in progress in Hungary and the 
Czech Republic. 

The second research background is the study 
of strategic management of H ungarian enter­
prises which is closely related to developing 
new teaching materials for the Budapest Uni­
versity of Economic Sciences (involving both 
theoretica I work and case study development). 

The afore-mentioned research projects are 
connected to other similar empirical investiga­
tions throughout Europe within the framework 
'European Management and Organizations in 
Transition' (EMOT). 

Research methods 

Designing the project 'Organizational change 
in Eastern Europe' we did not want to rely on 
'strong prejudices with respect to methodology, 
but ... .instead to begin with procedures that 
emphasize the contextual richness ofthe proc­
esses' (Balaton, Dilova, Dobák, and March, 
1990). We use qualitative case study analysis, 
and want to compare individual cases across 
nations. Qualitative cases are generally favored 
to quantitative data analysis, because they pro­
vide deeper insight into what is happening in 
organizations (Van Maanen, 1979). As we con­
duct a longitudinal analysis of organizational 
changes, the case method is weil suited to the 
research design. In some of the organizations 
we are analysing there is the possibility of pro­
viding feedback for managers our understand­
ing of the situation and discuss it in small 
groups (Heller, 1969). 

As there are large differences bet ween cases 
with respect to ownership, branch of industry, 
year of foundation etc., it is our intention to use 
quantitative comparison of change patterns in 
the second phase of our empirical research 
work. Thus, we benefit from both the richness 
of qualitative case studies and the advantage of 
being able to cover a larger sample of organi­
zations (Lammers and Hickson, 1979; lick, 
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1979). The author believes that the triangula­
tion method (lick, 1979) is relevant and neces­
sary to study such complex problems as organ­
izational transitions. 

Both projects mentioned above are in prog­
ress, and the number of cases studied is grad­
ually increasing. Up till now we have four cases 
within the 'Organizational change in Eastern 
Europe' project and six others in our teaching 
related research. Through the EMOT network 
we obtained three other cases in Hungary. (The 
present paper is based only on Hungarian ex­
periences.) Altogether the paper relies on 13 
cases. 

Empirical findings 

In the remaining part ofthe paper we provide 
a summary of first empirical findings. First, 
some general characteristics of strategic behav­
ior are described, followed by a more detailed 
analysis of the content and process of 
enterprise level strategies in the transition 
period. 

Genera/ eharaeteristies of strategie behavior 

In order to provide a proper analysis of strate­
gic behavior it is necessary to distinguish dif­
ferent types of organizations (e.g. on the basis 
of ownership, profile - manufacturing or serv­
ice -, size, year of foundation) . It is only possi­
bie to speak about an emerging general pattern 
of strategic behavior at a rather abstract level. 
A characteristic feature is the shortening of 
strategic horizons compared with the one be­
fore the transition. This can be illustrated by 
one of the companies in the sample. The first 
strategy ofthis firm was developed in 1982, 
and long-term planning ranged until 2000 
(18 years). In 1989 the company reformulated 
its strategy, and the time horizon was again the 
year 2000 (11 years). In 1992 the top manage­
ment feit the need to prepare a new strategy due 
to the accelerated changes in the company en­
vironment. The new strategy contained aims 
and means for the coming 4 to 5 years. This 
tendency of shortening strategic horizons can 
also be observed in Western countries - due to 
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increasing environmental turbulence and un­
certainty (Davis, 1987). 

Strategic processes show stronger organiza­
tion-related, specific characteristics than types 
of strategies. Organizational traditions with 
strategy creation influence the type of strategic 
process - e.g. induced or autonomous strategic 
behavior (Burgelman, 1985) - which is favored 
by the organization analysed. In case of sm all 
sized companies induced strategic behavior 
was characteristic, while larger firms relied 
more on lower level initiatives and participa­
tion in developing new strategies. 

When deciding on the type of strategy they 
will use, Hungarian organizations rely on ex­
isting types of strategies (e.g. diversification, 
focus cost leadership, see: Porter, 1980). Avail­
able types (or types the organization is familiar 
with) reduce the variety ofpossible strategies. A 
strategic process dominated by following 
others' example results in less innovative, 'fol­
lower-type' strategies. 

Strategy development in Hungarian enter­
prises is usually based on Western European or 
North American methods developed during the 
1970's. That is the main reason for the planning 
approach being characteristic for enterprises in 
Hungary. The influence of recent developments 
in strategy research is hardly found in Hungar­
ian firms. 

Types of strategies generated by following 
others' example (institutional process) do not 
always fit into the existing reality of Hungarian 
firms. A lack oftaking the traditions of organi­
zations, their structural and cultural character­
istics into account as one factor influencing 
successful future strategies can often be ob­
served. Implementation of decentralized, divi­
sional organizational structures is frequenty 
observed in Hungarian firms, but the necessary 
preconditions are of ten missing, resulting in 
disturbances in management. Sometimes there 
is a clear-cut, purposeful action not to rely on 
past events, because it was 'under communism'. 
In our opinion it is partially right. But it is right 
only to the extent that past routines, structures, 
and behavioral patterns reflect the so-called 
normal way of behavior under the previous 
system. Those who argue strongly to make a 
clean break with the past of ten forget that there 

are also non system-specific elements in the 
functioning of organizations that we could rely 
on when developing new approaches to emerg­
ing problems (e.g. many Hungarian state 
owned firms were innovative during the 80's in 
using self-managed work co-operatives as a 
special form of secondary economy.) Anyhow, 
we have to solve difficulties arising from the 
fact th at traditions and cultures of our organi­
zations established before the transition, are 
based in the command controlled system. 
The most effective way of solving this problem 
is probably not the one which copies generally 
accepted strategies in market economies 
around 1980. There are some weak signals 
showing that both business firms and state­
owned organizations dealing with privat­
ization and economic restructuring are be­
coming aware of this fact, and change their 
strategy. 

Another general characteristic of strategic 
behavior is that the post-socialist recession 
(Kornai, 1993) has astrong influence on both 
the content and the process of strategic deci­
sions. Survival is of ten the primary strategic 
purpose of companies and strategic manage­
ment of changes can in many cases be described 
as crisis (or turnaround) management. In gen­
eral, although there are differences between the 
firms in our sample, short term liquidity, crises 
management and preservation of individual 
positions of managers are characteristic for 
Hungarian firms. 

Characteristics of strategy content 

In the following we shall describe the most im­
portant features of the content of strategies by 
grouping the organizations according to own­
ership. Four categories of organizations are 
distinguished: 

Formerly state owned firms in the period 
of transition; 
Privatized firms owned by Hungarians; 
subcategories applied within it: 

- companies founded before the socio­
politicai transition, 

- companies founded in the period of or 

172 Charaeteristies of strategie decisions during a period of transition 



after the socio-political changes (in 
1990 or later); 

Joint ventures with foreign partners 10-
cated in Hungary. 

STRATEGY CONTENT IN FORMERLY 

STATE-OWNED FIRMS 

It has al ready been mentioned th at the time 
horizon of firms tends to decrease. This is espe­
eially characteristic of formerly state owned 
firms. We should mention that it was not a 
general practice in the Hungarian firms in the 
previous socio-economie system to have cor­
porate level strategies. In many cases it was 
simply neither possible nor necessary to rely on 
strategies for being sueeessful (Balaton and 
Mohai, 1988). 

The most important eharaeteristie of the strat­
egies of formerly state owned firms is privati­
zation . Until1993 each firm had to be trans­
formed from the previous position of being 
under direct state supervision into a company 
based on the 1988 Act. The State Property 
Ageney (founded in 1990) is responsible for 
privatizing the companies. Firms regarded as 
strategically crucial will remain in at least par­
tial state ownership and belong to the Assets 
Holding Company or to Ministries. Formerly 
state owned firms are now in different phases of 
the privatization process. Some have already 
been privatized, others have not yet started this 
process, and a third group is now being priva­
tized. 

Before privatization the major characteristic 
of strategic decisions is aequiring an advanta­
geous position for the coming stage. No impor­
tant strategic decisions were made in this peri­
od because of the high level of organizational 
and personal uncertainty. We have some exam­
pIes when strategic deeisions due to be made 
according to previous schedules were post­
poned because top managers were afraid of 
pos si bIe disadvantageous evaluations of future 
owners. This period can be described as strate­
gic stagnation, sometimes resulting in devalua­
ti on of company properties. 

Companies dealing with formulation of new 
strategies in the transition period frequently 
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develop only strategie guidelines instead offor­
mer/y used detai/ed strategie plans. The condi­
tions do not allow for preparing voluminous 
documents. This is similar to companies in 
market economies in the same period of time 
(Eisenhardt, 1990). 

As a consequenee of rather inseeure envi­
ronments and future prospects alternative stra­
tegie decisions are frequently favored. For­
merly, development and careful analyses of two 
or more options was hardly observed. 

Marketing orientation and aspirations to 
meet customer expectations seem to increase in 
importance for decisions makers. This reflects 
an important first step in shifting the orienta­
tion from hierarchy towards market. 

STRATEGY C ONTENT IN PRIVATE 

HUNGARIAN FIRMS 

Analysis of our empirical data shows different 
patterns of strategies in firms that were 
founded before the political and economic 
changes in 1990, compared to those founded 
later. Newly established private firms often fol­
low the example of their predecessors, some­
times even the unsuecessful or dangerous stra­
tegie pathways. 

One of the most important features of strat­
egy content in the category ofprivatefirms 
founded before 1990 is intended growth. Profit 
ratios are of ten subordinated to possibilities for 
growth. All types of growth strategies (Ansoff, 
1988) are found in our samples, namely: in­
crease in marked share, market development 
(invading new markets), product development, 
and diversification (both market and product 
development). 

In some firms emphasis on growth resulted 
in a level of aeeelerated growth whieh exeeeded 
the resource and managerial capabilities of firms . 
Here we are faced with the typical problems of 
young firms being too successful in meeting 
growth targets. In Hungary aspecific condition 
which contributed to failures of fast growing 
private firms, was the high interest on loans. 
Growing firms we re generally in shortage of 
funds, so aequiring loans became a con se­
quence oftheir strategies. When the annual rate 
of interest is about 40%, it is rather difficult to 
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be successful in manufacturing industry or even 
in the trading sector. Increasing debt and ins 01-
vency were characteristic for some of the stud­
ied enterprises. 

Another reason for failures in case of fast 
growing firms is that attention is centred 
around increasing turnover and organization 
structures are not always redesigned as a con se­
quence of increasing size. The informal way of 
doing business contributing to success in earlier 
stages does not apply to larger sizes and diver­
sified activities. Time and attention for organi­
zational design issues is frequently lacking. 

Strategies of privat firms are rather 
entrepreneurial in nature. High risk taking is 
gene rally regarded as a precondition for suc­
cess. 

Several ofthe firms belonging to the category 
of privateJirms established in 1990 or later fol­
low strategies similar to those described above. 

Some other firms developed strategies for 
short term profit making. Sometimes longer 
term survival is not regarded as an important 
strategic issue. Means for meeting profit targets 
may induce legal, partially legal or totally ille­
gal ways of doing business. Sometimes infor­
mation on these activities is obtained from 
criminal news. 

STRATEGIES OF JOINT VENTURES WITH 

FOREIGN PARTNERS 

Increasing numbers of multinational firms re­
gard the newly opening Central and Eastern 
European countries as a new and challenging 
region for market diversification (Humes, 
1993). Entering the market and benefitingJrom 
possible advantages oJ Jirst movers is a major 
characteristic of international joint ventures 
established in Hungary. The Hungarian Gov­
ernment offered favorable conditions such as 
tax holiday, duty-free zone for the first multi­
nationals investing in the country. 

Another important strategic consideration is 
using relatively cheap but skilled labor available 
in the country. In the motor industry the aver­
age Hungarian wage level of GM Hungary is six 
times lower than in Austria and eight times 
lower than in Germany (Balaton, 1993/a). 
Strategies based on cheap labor can success-

fully be used until the Hungarian wage level 
approaches the Western European standards. 

Joint ventures in the manufacturing industry 
usually Jocus on production. Research and de­
velopment is only found in exceptional cases 
such as General Electric Tungsram or Chinoin­
Sanofi (Tari, 1993). It is important to note that 
both examples above are connected with long 
traditions of innovative company activities. 
Tungsram was world leader in the early decades 
ofthis century. On the other hand, there was no 
car production in Hungary in modern times 
(Balaton, 1993/a). 

Strategie alliances with Hungarian partners 
are of ten based on existing distribution networks 
and personal relations which are rather impor­
tant in Central and Eastern European coun-
tri es. Long traditions of doing business with 
countries ofthe former Soviet Uni on is a ma­
jor, strategically important asset for many 
multinationals. 

MultinationalJirms are rather cautious in 
making major investments in Hungary and 
neighboring countries. Violence and ethnic 
confliets in the region reduce the attractiveness 
of the transforming economies. Hungary is of­
ten regarded as a 'bridge-head' for possible 
further expansion, due to its political stability 
and the relatively well developed legal and 
banking infrastructure. 

Up till now international joint ventures have 
resulted in only low levels oJintegration oJthe 
Hungarian economy into the world business. 
There are many further possibilities to increase 
this integration. 

Hungarian suppliers have only a limited role 
in the production processes of joint ventures. 
There are positive signs showing the possible 
emergence oJbackground industries which is one 
op ti on for the Hungarian industrial restructur­
lOg. 

Characteristics oJ strategy processes 

STRATEGie PROCESSES OF STATE OWNED 

FIRMS DURING TRANSFORMATION 

It has already been mentioned that companies 
in this category have limited experience with 
strategic management. Approaches Javored and 
disseminated by Government level organiza-
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tions were connected to strategie planning. Since 
1977 methodological guidelines we re provided 
for state owned firms , and the attention of top 
management of firms was of ten drawn to the 
topic of starting strategy development (Csath, 
1990). 

The approach to strategy creation was the 
planning approach, rooted in rational decision­
making. Other characteristics of strategic pro­
cesses, such as the influence of the existing or­
ganization, power relations, and the role of 
culture (Schwenk, 1988) were not emphasized. 

Hungarian companies were rather receptive to 
the planning approach, which is clearly compre­
hensible. They had ample experience with an­
nual and five year planning. Enterprise level 
five year planning had been compulsory in 
Hungary since 1971. In practice, this planning 
was a standardized process with detailed tables 
to be filled out. Enterprises did not analyse en­
vironmental trends or their own strategic cap­
abilities, but rather extrapolated from former 
trends of development. Sometimes the difTer­
ence between the traditional five year planning 
and strategic planning was not c1ear for man­
agers. 

Processes of strategy implementation are less 
emphasized than strategic planning. In one 
company in our sample the term strategic 
planning has been widely accepted now. lts 
proponents do not dare to change to strategic 
management because they are afraid of confu­
sion among organizational members possibly 
resulting from changing a term th at has just 
been accepted. 

Uncertainty in the strategy creation processes 
is high , and the decisions of state administra­
tion often increase it. Top managers sometimes 
feel uncertain about their future position. 

Strategy creation was strongly centralized in 
state owned companies before privatization. 
Uncertainties and severe financial conditions 
resulting in crisis situations did not provide a 
favorable background for developing autono­
rnous strategic behavior. 

The institutional processes are also present in 
strategic decision-making. Part of our firms 
copy strategic processes of Western firms. Si­
milarity is often seen as precondition of ac­
ceptability. The socio-political environment 
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emphasizes being similar to Western partners, 
as a means for enhancing the communication 
and cooperation, crucial for inviting foreign 
investors in the privatization process. 

Some elements of learning by exploitation 
(March, 1991) can be observed as weil. A 
further analysis of the change processes reveals 
different approaches when the early period of 
transition (1990 and 1991) and the present si­
tuation are compared. In our sample we have 
that experience with attitudes toward profit 
centres as forms of decentralized structures. In 
one of the companies profit centres were forced 
by higher level decision-making bodies. Nowa­
days it is clear to professionals that the neces­
sary preconditions for using profit centres ef­
fectively are missing, and it would be advisable 
to change the organizational structure. Inter­
esting examples are found using the scenario 
technique in strategic planning. AIthough most 
of the companies we studied are not familiar 
with the exact characteristics of the portfolio 
approach, an unconscious and simplified use of 
this approach can frequently be observed. We 
had similar experiences with logical incremen­
talism. One of the managers interviewed by the 
author described the process of their strategic 
planning as incremental without having heard 
about the concept described first by Quinn 
(1980). 

STRATEGIC PROCESSES OF PRIVATE 

HUNGARIAN FIRMS 

Here a distinction will be made between com­
panies founded before the transition of 1990 
and those set up during or af ter 1990. 

One of the distinguishing features of strategic 
processes in firms established before 1990 is 
th at the formulation of strategie decisions is 
rat her informal. These firms started as small 
companies in which the owner/ founder had a 
decisive role in both strategic and operational 
decisions. While growing, many characteristics 
of informality were preserved. In fast growing 
companies managers other than the owner also 
became involved in strategic decisions. The 
dominant coalition (Child, 1972) could in many 
cases easily be identified, as the (relatively 
sm all) group of people (managers and some-
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times leading experts) who had a decisive role 
in strategic decision-making. 

Strategy formulation processes reflected a 
high level of adaptivity. It was especially charac­
teristic for the 1970's and the 1980's that these 
firms, although they were allowed to exist, were 
faced with unfriendly, hostile political and so­
cial environments imposing more and more re­
stricting regulations. One of the managers re­
members these years as follows: 

'We were constantIy subject to tax authority 
investigations and vigorous political attacks. 
My activity was considered dangerous for the 
establishment and for some people, because in 
their eyes it was very unusual. All in all, the cli­
mate in those times was everything but suppor­
tive' (Vecsenyi and Szántó, 1991). Legal forms 
of the private firms changed frequently, reflect­
ing adaptive behavior of firms to the altering 
taxation or other regulations. 

Learning can be seen as a erucial element of 
organizational change. We identified both 
learning by experimentation and learning by 
exploitation (March, 1991). The highly entre­
preneurial strategies made experimentation 
crucial in enlarging organizational knowiedge. 

In later stages of development (second half of 
the 80's or later) there are some signs of emer­
ging autonomous strategie behavior, especially 
in these where relatively individual business 
units we re created as an organizational re­
sponse to growth (see the example of Graphi­
soft, the successful architectural software de­
veloping firm, Hisrich and Vecsenyi, 1990; 
Dyran, 1991). 

From the point of view of strategy creation, 
firms established in 1990 or later can be char­
acterized as having no formal strategie decision­
making processes. Informality and the decisive 
role, of the owner/manager are characteristic. 
In many cases there were no dominant coali­
tÏons except the number one manager/owner. 
Spontaneity and intuition played an important 
role, leading to both success and failure. 

These late coming private firms oftenfol/ow 
the example of their sueeessful predeeessors 
founded before 1990. Following examples can 
be regarded as rational action from two points 
ofview: 
l. it helps when availability of knowledge is 

limited (as institutional mechanism con­
tributing to enlarging organizational 
knowiedge); 

2. it helps in gaining acceptance of others. 
Newly established private firms are Ie ss 
protected from natural selection mecha­
nisms when trying to be similar to others 
(see: Torres, 1988). 

The strategie decision-making proeesses are 
rather ineremental in their nature. Usually there 
are no formal procedures for both strategic and 
operational decisions. 

New information technologies, which are 
more easily available as a consequence of being 
freed from COCOM restrictions, are used as an 
unavoidable means of business activity. These 
have strategic importance in the birth of new 
ventures. In that respect there is a clear cultural 
difference between these private firms and for­
merly state owned larger companies. As a con­
sequence, these newly established private firms 
were not faced with the problems of organiza­
tional conservatism in relation to new technol­
ogies (Child, Ganter and Kieser, 1987). 

STRATEGIC PROCESSES OF JOINT VENTURES 

WITH FOREIGN PARTNERS 

Strategic decision-making in international joint 
ventures located in Hungary reflect power in­
equalities between the host country and the for­
eign partners (Child and Markóczy, 1993). The 
typical situation entails that the foreign partner 
dominates the decision processes. This is par­
tially explained by foreigners in that they re­
gard it as their role to transfer managerial and 
organizational knowledge to Hungary (BaIa­
ton, 1993/a). Similar patterns of behavior can 
be observed in other parts of the world as weil 
(see Bonazzy and Botti, 1993; Rolfsen, 1993; 
Nishida, 1993). Our Hungarian examples do 
not support the statement that intercultural 
learning is important from a long term success 
point of view (Duenas, 1993). 

Decision-making aften involves eanfliets 
among the partners in alliances due to cultural 
differences, alterations of interests and power 
struggles. The foreign partners have in many 
cases tried to acquire a dominant role through 
ratio of ownership, inside contracts, and man-
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agerial dominance. Power struggle is especially 
characteristic before dominant positions are 
acquired. 

Strategic decisions frequently fol/ow the pat­
terns of decisions of the foreign partners in their 
mother company. Sometimes this is labeled as 
'it is our way of doing business'. 

Organizationallearning is present and of ten 
takes the form of 'imposed learning' prescribed 
by the foreign partners. There are some indica­
tions that learning is present on the side of the 
foreign partners as weil. But this is gene rally 
only true in case of failures or serious difficul­
ties and conflicts in the joint ventures (Makó 
and Novoszáth, 1993). 

Discussion 

Space does not allow here to go into detailed 
discussion of empirical findings . We shall re­
strict the discussion to some general patterns of 
organizational changes. 

One lesson we can learn is that the organiza­
tional transformation in the period of sociopo­
litical transition in Hungary shows much dyna­
mism. Change processes are not linear, the 
recent phase (between 1992 and May 1994) has 
somewhat different characteristics that the ear­
lier stage (bet ween 1990 and 1992). 

The periodjust before privatization is not 
favorable from the point of view of strategy de­
velopment. Everybody is interested in owner­
ship changes and possible consequences for or­
ganizational structure and employment. 

The differences in strategic behaviors are 
partially due to personal characteristics of 
members in the dominant coalition. Those 
eager to get into power positions follow strat­
egies not always best for the whole organization 
or for the owner. 

Consultancy firms have strong influence on 
strategic behavior of enterprises. Therefore, 
their responsibility is large in suggesting direc­
tions leading to success of their clients. 

The first years of post-socialist recession are 
not favorable for creating innovative and en­
trepreneurial strategies. 

Károly Balaton 
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