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Strategy appeared on the palette of management instruments of profit oriented organizations in 

market economies more than half a century ago, and is still there - except for one or two downturns. 
Moreover, in recent years, not-for-profit organizations have also tried to use this method of management. 
During that more than fifty years, the palette of strategic management instruments became continuously 
richer, today a voluminous literature is at the disposal of the entrepreneurs who consider it important 
to apply this method. It is not the same at all, however, that in the given phases of development of the 
enterprise which process and methods we choose to put into shape and support strategic thinking. 
According to the experience, the form relevant to the phase of growth can help, while an inadequate 
process applied can hamper the development of the enterprise. 

In our study we show, with the use of theoretical and methodological material on the development 
of companies and by studying the life cycles of several of them, that in the framework of how many 
processes can a strategy come to existence. After that we examine that in the individual phases of 
growth, the adaptation of what kind of processes and methods can help the management succeed. First 
of all, let us look at what strategy really is as - like many other categories used in management science -
this concept is interpreted in many ways. 

1. VIEWS ON STRATEGY 
Trying to show even the most important of the different approaches in detail would be hopeless and 

senseless. (A multitude of works are at disposal, among others by the foreign authors: Ansoff, Campbell, 
Drucker, Lorange, Mintzberg, Porter, and also by the Hungarian authors: Karoly Barakonyi, Magdolna 
Csath, Tamas Meszaros, Janos Vecsenyi.) Instead of introducing the various approaches in detail, we rely 
on a general work and quote the book of Henry Mintzberg and his co-authors who collected the different 
approaches into schools (Mintzberg, 1998). 

To illustrate the different views on strategy, Mintzberg takes as example "The blind men and the 
elephant". If the blind men surround the elephant and we ask them to tell what the elephant is like, we 
will get the most different answers. The one who stands near its ear and feels it, will characterize the 

* (Ph.D.) Professor of Management, Head of Department, Budapest College of Management 



elephant as something soft. The one who feels its tusk will say quite a different thing. Again, we will 
hear something different from the one who touches the feet of the animal. Everyone is talking about the 
elephant, everyone is telling the truth but we can only figure out what elephant really is when we put 
together the different opinions. It is similar in the case of strategy. Theoretical and practicing professionals 
have tried to define it from different points of views. Most of them attempted to interpret strategy on the 
basis of the possible methods of itsformulation andformation. Again others have tried to give a definition 
on the basis of the content of strategy. 

Mintzberg collected the different approaches into ten schools. The propositions of three of them 
that belong to the so-called prescriptive group are founded on the premise that strategy can come to 
existence only as a result of intellectual activity (when we decide in advance in which ways we want to 
develop, what we want to focus on, and what we want to do in the future). The propositions of the next 
seven so-called descriptive schools are based on the fact that not every element of strategy can and needs 
to be defined in advance, as strategies rather form by themselves as a result of the interaction of different 
forces than are formulated. Before giving account of the features of the various schools, let us underline 
that according to Michael Porter, acknowledged as the "guru" of strategy formulation, strategy can come 
to existence only the former way, that is via the conscious formulation of notions. 

HOW DO STRATEGIES COME TO LIFE? 

1. The Design School 
According to the advocates of design school, strategies are formed as a result of a conscious and 

controlled process: 

Strategy formation = forming a concept. 

They think that our notions about the future have to be formulated in the framework of a transparent, 
simple process (see Figure 1) under the control of the number one leader. 

Figure 1 
The basic model of design school 

THE SCHOOLS OF STRATEGY FORMATION 
DESIGN-SCHOOL: The basic model 



The basic principles of the school are: 

• Strategy is individual, it has always to be tailored to the given situation, there are no standards and 
processes, the application of which is obligatory anytime and everywhere. It can be different 
across companies, even within a company, which task, to what extent is dealt with. (For example, 
what is given account of when the outside environment is analyzed.) 

• At the end of a creative process, a whole, full-fledged strategy comes to existence, which means 
that strategy also extends to answering the questions what and how. 

• Strategy has to be explicit, thus simple, clear-cut and easy to communicate. 
• The formulation and execution of strategy are divided in time. 

Thus according to the principles of the design school, strategy is hardly formal (only to a little extent 
formalized), it is formulated in the framework of a creative process, which is - as shown by its name - is 
an activity that requires creativity and imagination. 

2. The planning school 
Its followers also view only consciously formulated notions as strategy, but for this they think it 

necessary to apply a much more formal process (strategy is strictly formalized) than the advocates of the 
design school. In their view 

strategy formation = a formal process. 

It prescribes the application of different techniques in the individual steps of the process. We can 
thank to this school methods like SWOT and portfolio-matrix still applied today. The former is a method 
used to analyze strength, weaknesses, opportunities and threats, the name comes from the first letters 
capitalized; while the latter is a method that can be applied at the strategic evaluation of the field of 
activity or portfolio of companies. In principal the number one leader, while in practice the staff 
management/planning team assumes responsibility for the process. At the end of the process, a complete 
strategy is born, which has to be explicit to such an extent, that it can be broken down to targets, budgets 
and projects. 

This is the most widespread method of strategy formation, and it has the longest past. Under the care 
of famous consultants, such companies pioneered its introduction as General Electric, Shell, and Xerox. 
Its main popularizer is the guru of strategy formation, the already mentioned Michael Porter, professor 
at Harvard. 

One of the most popular models of the planning school was developed by Igor Ansoff still in the 60s 
in order to give such special methods of analysis that provide a general conceptional and methodological 
framework to solve the all the strategic problems of companies. The model recommended by him 
contains 57 elements. He prescribes in detail how to set targets. For example, there are nineteen steps 
in the hierarchy assigned to the long term ROE ratio alone. Another important phase is the valuation 
phase in connection with shaping the company's profile. Internal valuation deals with establishing 
whether the company can solve its problems without diversification, that is whether it can achieve its 
goals by utilizing on the opportunities given by its existing product-market strategy. If not, the external 
valuation follows. This means looking through the opportunities outside the existing product-market 
scale. In the end the total product-market strategy is born, also outlining its financial, management and 
budget consequences. 

From the 70s, sharp criticism was addressed to the formulation of strategy in the framework of a 
formal process, as more and more "perfect", more and more detailed methods were born. A multitude 
of consultants worked on developing newer and newer techniques, we can say that nearly as many 
portfolio models as the number of consultants came to existence. The environment begun to change 
more rapidly, more and more people said that planning hurdle rather than helps strategic thinking. It 
became a favorite saying in company circles that strategic plan is good for knowing what we departed 
from. 



The critiques of the school list the following arguments: 

• The essence of strategic thinking is synthesis. It requires intuition and creativity. The result of 
strategic thinking is an integrated company perspective not a picture about the direction to be 
followed composed with elaborate precision. 

• The use of rich methodology resulted in voluminous plans, experts peddled about with techniques 
instead of making strategy clear and communicating it. Form outweighed the essence. 

• The true purpose of the advocates of strategic planning is to decrease the management's power 
over strategy formation. According to an expert, Peter Lorange: The executives should not interfere 
into the process to deeply in general. They should be its formulator in a general sense. How 
should we expect enthusiasm from executives for a process that forces them into such role? 
(Mintzberg, 1994) 

• The process went to the hand of planners who produced newer and newer conceptions because 
of the environmental changes becoming more and more rapid. The detailed plans made them 
build a large amount of assumptions into the plans, which questioned in the eyes of the executives 
the seriousness of planning, they viewed the whole of it more and more as a needless ceremony. 

• Executives were increasingly forced out of the planning work, they had neither time, nor energy 
for following the detailed steps, sometimes they were forced to play only the role of the approver. 
Strategic planning got far away from reality, it became the planners' own cause. 

• Strategic planning was not able to treat the soft instruments of company management (values, 
culture). Among others, the book of Peters and Waterman, "In search of excellence" points to 
their importance. 

We could quote the arguments against planning even longer, but this is not our purpose. With their 
introduction, we only wanted to draw attention to what kind of dangers can the application of detailed 
planning involve. 

3. The Positioning School 
The advocates of this school also stand up for the conscious way of strategy formulation but approach 

strategy rather from the point of view of its content and are not interested in the method of its formulation 
(how formalized this process is). According to their view: 

strategyformation = an analytical process 

that is aimed to determine the market position of the company on the basis of detailed analyses. 
Their starting point is that the economy is a competitive market, the structure of the market is to be 
analyzed during strategy formation with well-established methods. To do this they also suggest - like 
the believers in the planning school - several techniques. (For example, the portfolio model, Porter's 
model with five elements suitable for discovering the industry's competitive forces.) 

Thus analysts are important actors of the process, the managers decide on the strategy, that is on the 
market position to be achieved based on the result of their work. According to the followers of the 
school, in a strategy, first of all we have to define what we want to achieve, and have to pay less 
attention on the conceptualization of the methods of achievement. 

4. The Entrepreneurial School 
This school represents a compromise between those who think strategy can only be formed as a 

result of a conscious process (see the schools mentioned so far) and those who think it rather evolves in 
a 'spontaneous' way. According to the followers of the entrepreneurial school, certain elements of the 
strategy have to be determined and thought over in advance, at the same time, other parts have to be left 
to evolve. The key factor of the formulation and realization of strategy is the personality of the number 
one executive, he is the pivot of strategy. The followers of this school believe in the following principles: 



Strategy is the vision of the leader (executive): 

strategy formation = a visionary process. 

• The organization adapts to the vision, to the leader. 
• The process is built on three elements: consciousness, experience and intuition. 
• The strategy (vision) is similar to positioning 
• It is inevitable that the leader be committed to the vision and be able to articulate the vision clearly 

both inside and outside. This strategy can work only if the leader is a person with charisma who 
is able to "visualize and depict the desirable future" and has such a charisma that he is able to 
mobilize his co-workers for the visualized future. 

According to several professionals, in the organization of the future, leader-type executives will be 
needed. A lively description of the differences between the leader and the manager is presented by B. 
Nanus: 

• The leader is the master of connections 
• The manager administers, the leader innovates 
• The manager focuses on systems and structure, the leader focuses on people 
• The manager relies on control, while the leader relies on trust. 
• The manager has a short-range view, the leader has a long-range perspective. 
• The manager asks how and when, the leader asks what and why. 
• The manager accepts the status quo, the leader challenges it. 
• The manager does things right, the leader does the right thing. 
• He defines the role of the leader as follows: 
• Direction setter: he selects and articulates the target; 
• Change Agent: he catalyzes changes in the internal environment of the organization; 
• Spokesperson: He represents and sells the vision to the stakeholders from the external environment; 
• Coach: he builds team, lives the vision and acts as a mentor. 

(B. Nanus 1992.) 

5. The Cognitive School 
The followers of this school state that 

strategy formation = a cognitive process, 

namely that kind of cognitive process that takes place in the head of the strategist. Strategy is aimed 
at taking a survey of the effects (inputs) coming from the environment and managing them, the method 
for this, however, depends basically on the personality of the cognizant, the strategist (who is in most 
cases the chief executive of the company). The advocates of the school point out a very interesting 
aspect: the cognizant unavoidably decodes information coming from the environment. This does not 
mean a conscious distortion of the incoming signals but it means that the strategists' past, their memory 
(what they remember) their personality, the schemes and biases residing in their minds also have an 
effect on what they notice from the environment, how they judge it. (Different personalities interpret 
the same event quite differently. The story of two salesmen trying to sell shoes in the desert is considered 
a stale joke in marketing fields: one of them reports to the boss that sale is impossible, for no one wears 
shoes, while the other announces with wild enthusiasm that there are incredible opportunities as no 
one wears shoes yet.) 

We can see the realization of the above principles in the practice of Nokia. Few people know that 
when Jorma Ollila took over the company in 1992, it had a $ 213 million loss. It had a wide range of 
operations, manufactured everything from power generation equipment through tyres and computers 
to television sets. It also manufactured mobile phones, this branch was started in 1979, but its size was 
insignificant, the number of staff working there did not reach 100, and its operating profit was negative. 
(Ollilla had been CFO of Nokia, he was appointed head of the branch because of its financial difficulties. 
He was promoted from here to head of the company. 



Today, Nokia is world leader of the wireless telecommunications market. How did this huge 
transformation happen? According to the literature, Nokia took notice of the fact that while the market 
for computers and electronic devices had come to saturation, that of wireless telecommunications had 
started to grow at an incredible pace. The Fortune Magazine wrote about this after an interview with 
Jorma Ollila: "In August, 1992 he came out of a brainstorming session and quickly scribbled on a piece of 
paper: 'telecommunications oriented, global, focus and value added'". Not exactly a piece of art, but 
from then on, this vision is the driving force for the company. (Lovio, R.-Pulkkinen, M.-Vaananen 
(1997)). Thus the first vision for the company was born: the "grocery" called Nokia had to be transformed 
into a telecommunications oriented company. "We made important decisions partly on the basis of 
intuition, partly on the basis of careful considerations" says Ollila about this change in another interview. 
(Lovio, R.- Pulkkinen, M.-Vaananen. 1997)Thus both the elements of conscious design (entrepreneurial 
school) and intuition appeared in the strategy of the company. What were these intuitions based on? 
Probably the fact that Ollila had been working in the field of telecommunications and knew this profession 
the best played a role in this. From the signals coming from the outside environment, he unavoidably 
paid attention most delicately to the ones concerning the telecommunications market, that is he filtered 
outside signals through his own set of information that is (also) the reason why he decided that the 
company should focus on the telecommunications market in the future. Thus Nokia's strategy was 
formed partly through a vision formation process, partly through a cognitive process. The vision was 
changed in the meantime. The new vision of Nokia sounds, "We put the Internet in every pocket. 
Everything grows together - mobile and the Internet, and Nokia grows together with them." 

6. The learning school 
It is built on the assumption that the environment is complex and unpredictable, the information on 

it is scattered about within the organization, thus strategy cannot be formed in advance, it is formed as 
a result of a collective and continuous learning process. 

Strategy formation = a learning process. 

Both the leader and the organization learn, the management's task is to assist and manage learning. 
According to the knowledge born as the result of learning, we distinguish different phases of the 
process, see the following figure: 



Figure 2 
The learning process and levels of knowledge 
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The subordinate and the manager both learn through cooperation (socialization) but this knowledge 
is tacit in the beginning. When it reaches a given level, it can be articulated and expressed (externalization) 
then becomes a matter of discussion (combination). During discussion the executive's and the 
organization's knowledge is enriched with different opinions then knowledge deepens (internalized) 
then the process goes on and on. 

Mintzberg draws comparison to a craftsman. The shaping of a jug can happen in many ways. If an 
engineer is given the job, he probably makes a plan of the jug in advance. He draws it in details, 
precisely calculates the sizes, determines the amount of material needed, etc. when the plan is complete, 
he begins fashioning the jug. (Turning it into the language of strategy formation, the jug is made as a 
result of a planning process.) 

If a craftsman is given the job, he takes a lump of clay, puts it on the jigger and starts fashioning it. If 
he doesn't like it, he alters it a bit. He learns making jug continuously. The final shape of the jug is 
formed in his hands. This is the learning school. If the process takes place in a larger manufactory, many 
people are shaping jugs, then it is the executive's task to determine, which jug he finds good and who 
he stops working. He can choose the really well made ones, these can become patterns and now he can 
intently require everyone to make these kinds of jugs. 

Thus the advocates of this school do not totally deny the raison d'etre of strategy formation. They 
admit that after a kind of learning phase it can be time to form a strategy . The notions are presented in 
such a concept, vision or plan, in which they build the so far tacit knowledge, experience and behavioral 
patterns of the management and subordinates. 



7. The Power School 
According to the teachings of the school, strategy formation is cardinally dependent on power and 

policy, strategy is formed as a result of fighting forces of power: 

; ^ strategy formation = a process of negotiation. 

Here the stakeholder groups of the company represent the power forces. (We are talking about those 
persons and organizations who are in some way interested in the profitability of the company's activity, 
it brings them profit or loss.) 

The stakeholder groups of the organization can be inside or outside of it. 

Outside stakeholders: 
• owners 
• customers 
• suppliers 
• industrial associations 
• local/general government 
• creditors 
• the population 
• the ones that live in its geographical environment 
• the press (representing publicity), etc. 

Inside stakeholders: 
• top management 
• staff management 
• middle management 
• employees 
• workers 
• experts, etc. 

Those vote for the raison d'etre of this strategy formation process, who think: 
an organization can be subject to its stakeholders, that is rather to one or two more powerful 

stakeholder group to such a great extent - with some exaggeration it is their galley-slave - that it cannot 
do anything but forms strategy through different games with them, by persuasion, bargaining, blackmailing, 
alliance, confrontation, etc. 

There are companies that consider the compliance with the requirements of the shareholders of 
prior importance, but there are those who also find it necessary to meet the requirements of other 
stakeholder groups as well (the ones following the stakeholder model). According to the latter group, 
the company can operate successfully in the long run only if it equally serves the interests of its most 
important stakeholder groups (owners, customers, employees.) This (relationship) is shown by the 
following figure on Xerox. 



Figure 3 
The magic circle of Rank Xerox 

8. Cultural School 
The views of its advocates are in many ways similar to those of the cognitive and learning schools, but 

they are more interested in the collective and cooperative processes of strategy formation. 

According to their view: 

III 
According to the principles of this school, during strategy formation, not only one person's (the 

executive's, the strategist's) personality filters the signals coming from the outside environment, but the 
whole community decodes them. They do not even take notice of some signals, they magnify some of 
them, they transmit some information, do not transmit others, etc. Besides their personality, such factors 
influence their behavior as the culture of the organization: the dominant views and beliefs in the 
organization (for example, which behavior will be valued by the boss: if one is quiet about bad news 
coming from the market or not. 

According to a renowned culture expert this catch is experienced by many American executives who 
happen to live abroad. The executive, arriving from the pragmatic American culture assumes and is sure 
that the solutions to the problems are always given priority. When they meet an employee grown up in 
another culture, things can easily happen according to the following scenario: the executive suggests 
some kind of solution to a problem. The subordinate knows it won ' t work but his subconscious 
assumptions suggest him keep quiet because contradicting the boss would bring discredit on the 
executive's authority and the judgment of the way chosen by him. The action is carried out, the result is 
negative. The executive becomes surprised and perplexed. He asks the subordinate what he should 
have done. The subordinate is baffled by the executive's behavior because he didn't try to defend his 
authority. For the executive, the subordinate's behavior is equally incomprehensible. He does not find 
a reason for his behavior except for that he is not concerned about efficient operation at all and it would 
be better to get rid of him. It does not even occur to him that there is another assumption - never offend 
the boss - works in the background and this has a stronger value for the employee than the command 
"do your job well." (Schein et al.) 



Strategy according to this view as well is difficult to change because culture back up existing strategy, 
less the change. 

9. The environmental school 
The advocates of this school adopt the theories of Darwin to business life. They proceed from the 

assumption that organizations form ecological systems, individual companies are totally subject to the 
rules of their environment. (According to some observations, laws can be found in the macroeconomy 
just as in the biological nature. Several researchers try to model these patterns.) The organization cannot 
do otherwise than trying to adapt to the rules of its surrounding environment but it has to be prepared 
to being selected at any time. 

strategy formation = a selective (reactive) process 

The most important principles of the school are as follows: 

• the environment seen as the set of powers is in the center of strategy formation; 
• the task of the executive is to help in the accommodation; 
• the positions remain until funds are sufficient, the climate is not too unfriendly. 

This school denies the most markedly that it is possible to prepare consciously for environmental 
changes. The widespread saying about forming strategies is well suited to it: Strategy is nothing but 
success explained afterwards. (Edward de Bono). 

10. The configuration school 
Its advocates approach strategy from organizational development. According to their views organizations 

take the form that is suitable for the given situation, from which ways of behavior and strategies come 
out: 

strategy formation = a process of transformation. 

Through the course of their life cycles, organizations go through characteristic life cycles and different 
form of organization belong to each life cycle. They have a simple organization or do not have a formal 
one at all at their foundation and their early years. They take a more complicated form (e.g. divisional or 
matrix) in the growth period and it again changes in the saturation phase. The different forms, however 
generate different strategies. The task of the management is to support either the stability or the change 
of the organization. 

Let us summarize the conclusion of what has been written. Returning to the elephant-metaphor: 
every school - approaching from its own system of notions - gives important knowledge and useful 
departure points for the interpretation of strategy. It also warns us that strategy formation is a very 
colorful process so it can be planning, conception forming, positioning and learning at the same time. 
As a consequence, the content of the strategy to be born can be different. It makes the case more 
complex that at the same time more methods of strategy formation can exist, (see Nokia) 

The principles of the last school draw our attention to the fact that in the life of an organization, 
from time to time, the application of different processes can answer the purpose. Accepting this, in what 
follows we will try to give a detailed analysis of the phases of development of organizations and their 
characteristics. Within this we concentrate on the ways in which strategies form by themselves or are 
formulated. 



2. PHASES OF DEVELOPMENT OF ORGANIZATIONS 
AND THEIR SPECIFIC FEATURES 
One of the best known life cycle model of enterprises was worked out by Greiner who distinguishes 

the following phases of development: 

1. creativity 
2. direction 
3. delegation 
4. coordination 
5. collaboration 

In Greiner's view a relatively smooth evolutionary process takes place for the first time in every phase 
but as a consequence of development problems appear that cannot be remedied in the usual way. 
Radically new solutions will be needed that basically affect the company's operation. Evolution is thus 
followed by a revolutionary phase, the company enters a new phase of development and again the 
evolutionary steps can follow. The process is demonstrated by the following figure: 

Figure 4 
The five phases of organizational growth 

Phase 1 Phase 2 Phase 3 Phase 4 Phase 5 

In practice most companies go through all the five phases. Depending on industry some of them 
move faster some of them slower, but there are organizations that skip some phases. Now let us look at 
the characteristics of the individual phases in more detail. 



2.1. Growth with creativity 
When enterprises are founded, detailed plans and calculations are almost never made. The starting 

phase is characterized rather by experimenting, trying out several ideas. Successful entrepreneurs pay 
big attention to the environment already at the beginning they try to gather ideas from it for the start. At 
the same time, there are those that proceed from their existing capabilities they try to seek market for 
that product or service that they are (able to produce) expert at. (This way started for example Graphisoft 
in Hungary. According to the head of the company the enterprise was founded on architectural software 
because that was they wee experts at.) One cannot experiment with many things even in the starting 
phase, they have to decide what kind of product, service or satisfaction of which market need the 
enterprise is to be based on, the founder or founders of the company have to set the focal points. Thus 
strategy forms at the early stage of the company's life cycle in the framework of partly a recognition 
process (watching signals from the environment and filtering them) partly an entrepreneurial process 
(setting the focal points). We have to mention that there also exist such entrepreneurs who even find 
setting the focal points of no interest trusting that they manage to adapt to the environment in such a 
way that it will not select them. (They follow the environmental school according to Mintzberg). The 
successful "founding fathers" are usually charismatic personalities they are characterized by creativity, 
special "aura" with which they can carry the others with them. Their management style is characterized 
by keeping personal contact, trying to form a friendly, shirt-sleeve atmosphere. The organization is 
simple and organic. There are no rules, preset scope of activities responsibilities, there is no formal 
control and motivation system. 

If the attempts are met with success and the enterprise starts growing, the growth pains will inevitably 
come about. The star-dust of everyone does everything but is good at nothing leads sooner or later to 
expedience/flurry, expedience leads to mistakes, mistakes lead to loss of revenue. The first conflicts 
arise, the employees start complaining of being overstressed and underpaid. They demand "order", 
better flow of information, coordination of jobs and attractive, clearly set motivation system. This 
phenomenon is called crisis of leadership. Revolutional changes are needed for the survival of the 
organization, different focal points, management style and organization. 

2.2. Growth with direction 
In this stage it becomes clear for the executive that it is no longer possible to manage the enterprise 

intuitively, by impulses as the problems that need to be solved need expertise, professional managers. 
The firm is already invented, the basic question is now how it can be efficiently managed and stabilized. 
The organization of the company becomes the case at issue the first rules are written down. The company 
is transformed, usually into a linear-functional organization in which the dependence relations are 
unambiguous, , the organization chart is tree-type. In a larger firm, special expertise is needed to 
perform the individual tasks thus the job descriptions are determined according to functions. In the 
management style the form of direction dominates, the managers continuously and closely control the 
subordinates' work. When time passes (with the passing of time) the organization's operation becomes 
increasingly formalized and mechanical. The number of rules increases the managerial and administrative 
duties start to be clearly circumscribed, the distance between managers and subordinates increases. 
There are strictly prescribed communication channels, everything has to be laid down in writing. 

The number of conscious elements in the formation of the company strategy increases in this phase. 
Especially the incursion of the analysis work can be noticed as the executives of the firm become aware 
of the fact that the setting the direction of development they need much more information on the 
environment and their company than they have. The use of strategic diagnostic method starts. Westel 
900, for example, used the SWOT method for its strategy formation. There are those who having detailed 
analyses try to position the company, they may work out a draft or detailed strategy. The former apply 
the positioning, the latter the conception forming or planning process. (The already mentioned Graphisoft 
positioned itself the following way: They want to sell first of all three dimensional planning program to 
architects on the foreign markets. Bill Gates, CEO of Microsoft also drew up a clear position not long 
after the foundation of the company: one PC on every desk in every home.) Besides consciously formed 
visions, other processes also play a role in strategy formation both the managers and the subordinates 
learn from the accumulated experience (learning process), often bargaining with the inside and outside 
stakeholders also affect the strategy followed (bargaining process). As the result of changes, the organization 
grows further it goes into new lines of business and establishes favorable positions in newer and newer 



markets with newer and newer customers. Sooner or later it has to face the fact that strict regulation the 
official channels to be observed make decision making slower. The operative issues are often solved on 
the highest level, such staff management units come to existence that deal solely with regulation and 
their observation. It happen sometimes that strategic planning also becomes a management instrument 
that hinders development. The detailed action steps worked out for long term and sticking to them in 
them in a rapidly changing environment hampers fast adaptation. As a result of all these the operation of 
the organization becomes rigid, inflexible it cannot serve the differentiated and rapidly changing needs 
of customers. Again a shock, loss of revenue, decreased income can follow. Change is thus unavoidable. 

2.3. Growth with delegation 
At the companies with increasingly diversified activities operating in an increasing number of markets, 

the formerly centralized operation is replaced by decentralized decision making in order to maintain 
flexibility, arguing that decisions have to be made where the greatest amount of information and expertise 
in the given field is at disposal. To put this into practice, the divisional organizational form is the most 
suitable. The divisional system makes the management of large companies easier, the strategies and 
operative levels can be separated. The headquarters deal with answering the issues concerning the 
whole company. The operative decisions are delegated to the divisions that know the market well and 
can serve quickly and flexibly the needs of the customers. In most cases the division covers some product-
market combination it has its own product, market, revenues, costs and income that can be shown 
separated from the other divisions. The divisions operate like individual enterprises within the company. 
The head and staff of the division are responsible for its profit. 

Strategy formation is characterized by consciousness at most organizations. Strategies are worked 
out at both the company and division level, both levels have their own specific task: the company level 
and functional strategies (if the functional departments belong to the headquarters) are formulated in 
the headquarters. The target portfolio of the company is often determined in the company strategy, that 
is they decide in which lines of business the company wants to operate and in which it does not. An 
important field of the central strategy is the determination of long term goals concerning the individual 
divisions. (For example which they support and how, whether they expect them to cooperate or to 
compete.) Functional strategies contain the objectives relating to marketing, innovation and human 
resources. In the framework of divisional strategies among others market position, competitive strategy, 
distribution strategy are determined. (The topics of functional and divisional strategies depend on 
where the company delegated the given activity in its organizational structure.) In this phase the whole 
methodology of strategic planning and analysis can be applied, especially the use of portfolio techniques 
is advantageous. The consulting firms developed the various portfolio matrixes for large companies in 
the delegation phase. (Like the well-known four-cell matrix by Boston Consulting Group, the nine-cell 
matrix by Mc Kinsey at the order of General Electric.) 

Naturally, the strategic planning or conception forming process is not applied at every company in 
this phase either, there are those that even in the delegation phase stick to the positioning school that 
is they deal only with setting the positions. And there are others that do not set long term targets 
consciously at all but rely solely on the processes that support strategy formation. (Learning, cultural, 
bargaining processes.) These processes can also be found at the organizations that consciously formulate 
strategy. At every organization, the learning process plays role: both the executive and the organization 
learn, in the different areas (divisions and headquarters) knowledge with various content is accumulated, 
which is expressed and discussed. In the meantime both the organization's and the individual's knowledge 
becomes richer. The notions formed as the result of debates can be built into the consciously formulated 
strategy, then follows the elaboration again and the process goes on. The cultural process also appears, 
for in this phase there are already formed behavioral patterns and customs that also form the strategy. It 
can often happen that power games make the most powerful effect on the strategy, that is it is formed as 
a result of the bargaining process between the divisions and the headquarters. 

In the delegation phase, the situation of crisis forms as a result of the tension between the headquarters 
and the divisions: it is more and more difficult to hold together the increasingly independent profit 
centers that dispose of their own earnings and make them cooperate. The headquarters loose their 
grasp, the divisions step on an independent path of development, the advantages following from corporate 
existence disappear. The change becomes necessary. 



2.4. Growth with coordination 
To get through the crisis, the executives of the firm centralize again but to a much lesser extent than 

in the phase of direction. They strive that the company operate like an integrate organization while at 
the same time they try to maintain great independence of the divisions. 

There are cases when they change organizational form, they shift to matrix organization. In this 
organizational form division of labor according to both functions and products are applied. First of all, 
the dynamic matrix, the so-called project organization provides greater independence: the employees 
of the company are divided by professions but for the individual tasks from experienced professionals/ 
experts projects are created. Projects are directed by appointed managers they operate until the task is 
solved. 

The executives of the firm (work, put in)apply company level communication instruments make 
operations more organized. (For example, introducing integrated management information systems, 
SAP, controlling). As far as the strategy formulation of the headquarters is concerned, the emphasis is 
placed on the integration of the activity of the separate units and the utilization of the synergy effects. 
They work out actions to enhance the headquarters' ability to create value. (They strive that the headquarters 
not play a role to destroy but create value.) For this, they mainly apply conception formation process. 
They introduce new techniques to link strategy and short term plans (e.g. Balanced Scorecard) that 
support the directing and controlling activity of the headquarters. The effect of learning, cultural and 
power processes can also be noticed. 

As a result of centralization, more and more conflicts break out between the headquarters and the 
divisions that is more and more conflicts blaze forth within the matrix organization. (Very few organizations 
can solve the problem of reporting to two superiors.) because of the regulations, the employees feel 
they have less and less chance for independence they begin to complain of their job being mechanical, 
their creativity decreases, thus the innovative ability of the organization also deteriorates. The red-tape 
crisis emerges. The situation is ripe for change. 

2.5. Growth with coordination 
In this phase of life the most important task is to increase the organization's ability to reform itself for 

which intellectual property is needed first of all. The carriers of intellectual property are those employees 
who - with their expertise, knowledge, readiness for cooperation and their network of connections -
are able and ready to support the growth of the organization with newer and newer solutions and ideas. 
To develop creativity smoother, more humane coordination and controlling instruments are needed 
than plans and regulations. The management of the company therefore tries to keep the employees 
together with vision, mission and values and achieve that they become committed to the organization. 
All this means that strategic thinking appears in the framework of entrepreneurial process in which only 
vision, mission and guiding principles are articulated; working out "how" is not dealt with. Thus in this 
phase, strategy partly forms by itself, and is partly formulated. The management of the company pay 
much attention to shaping company culture. (It is difficult to change culture and it requires a long time 
thus it can be a process hindering renewal, change of strategy.) The leaders try to accomplish that 
sooner or later the values they find important appear in the company culture. The learning process also 
plays a dominant role. 

In the fifth stage of life cycle, the mechanical organizational forms start to disappear the (less regular) 
organization becomes more organic, the appearance of more elastic, network-like forms can be expected. 



In the end, we give a summary of the most important features of the individual phases. 

PHASE 1 

PROCESS 
OF 
STRATEGY 
FORMATION 

Entrepreneurial 
Cognitive 
process 

Positioning 
Conception 
forming 
Design 
Learning 
Bargaining 
process 

Design 
Conception 
forming 
Positioning 
Learning 
Cultural 
Bargaining 
process 

Conception 
forming 
Learning 
Cultural 
Bargaining 
process 

Entrepreneurial 
Cultural 
Learning 

MANAGEMENT Individualistic 
STYLE and 

entrepreneurial 

Directive Delegative Watchdog Participative 

OGANIZATIONAL Informal 
STRUCTURE 

Centralized 
and functional 

Decentralized Line staff and 
product 
groups 

Matrix, team 

FOCUS Innovate, 
make, and 
sell 

Efficiency Expansion 
Diversification 

Consolidation 
of organization 

Renewal 
of organization 

Summary 
The study examines the possible ways of the formation or formulation of strategy, which is one of the 

most important instruments of company management. Based on the book of Henry Mintzberg, who is 
considered the guru of management science, it draws attention to the fact that strategy can form in a 
multitude of ways. Some experts, for example, question the wide spread view that strategy can only be 
a consciously formulated conception. They think it can form spontaneously, for example through 
bargaining or learning process. The study deals with the possible processes of strategy formation in 
detail, then going through the characteristic phases of company development, it gives an answer to the 
question which processes should be applied in the individual stages. Besides the possible forms of 
strategic thinking, we can also learn from the study the typical problems appearing through the course 
of the growth of companies and the set of instruments for their successful solution. 
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