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DIVERSIFICATION AS A DIRECTION OF ENTERPRISE'S
STABILIZATION

Abstract. The basic directions of industrial enterprises activity diversification on the basis of
diagnosis of their productive capacity with the basic activity and innovation implementation
preservation are revealed.

The preconditions of diversification are determined, namely, the loss of position on the
market of primary products, consumer dissatisfaction with certain types of products like consumer
goods and allied enterprises dissatisfaction with the products of the examined enterprises.

The methods of diversification measures calculation on the basis of estimated efficiency
coefficient and synergetic effect are suggested. On the basis of the test the importance of
diversification as a measure of enterprise's stabilization in conditions of unstable economy is
brought to light.
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JTUBEPCU®IKAIISA AK HAITPSIMOK CTABLII3ALI JISAJIBHOCTI
HIAITPUEMCTBA

Anomauin. Po3kpumo 0cHO8HI HanpsamKu Ousepcu@ikayitinoi OisibHOCMI NPOMUCTOBUX
NIONPUEMCME HA OCHOBI OIACHOCMUKU IX BUPOOHUY020 nomeHyiany, i3 30epedcenHaAM 0a30601
OisIbHOCMI MA 8NPOBAOHCEHHAM IHHOBAYII.

Busnaueno nepedymosu ougepcucghixayii, axi nonsiearoms y empami no3uyit NiOnpuemcmea
HA PUHKY OCHOBHOI NpPOOYKYIl, HEe3A0080JIeHHI CHOMCUBAUIE OKPEeMUMU BUOAMU NPOOVKYIL, SK
mogapamu HapoOHO20 CHONCUBAHHS, MAK I NIONPUEMCING-CYMINCHUKIE NPOOYKYIEIO PO32NIA0YEAHO20
nionpuemcmaa.

3anpononosano memoou pos3paxyHKy ousepcuikayitinux 3axodis, Ha OCHO8I OYIHOYHO20
Koegiyicumy egexmusHocmi, ma CcuHepeemuuHo2o egexmy. 3a pe3yrbmamamu OYIHIOBAHHS
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3’s1c08yembcsi HeoOXIOHicmb ougepcugpixayii sk cmaobinizayii' OisLIbHOCII NIONPUEMCIBA 8 YMOBAX
HecmaoiibHOT eKOHOMIKU.

Knrwouoei  cnosa:  Ousepcugixayis,  Odiaenocmuxa, — Koegiyieum — egexmuenocmi,
cunepeemuyHul eghexm.

bornan ®eaummmn, Upuna @egumuH

AUBEPCUPUKALUSA KAK HAITPABJIEHUE CTABWJIN3ALIUN
JAEATEJIBHOCTHU HPEAIIPUATHUSA

Annomayun. Packpvimo ocHoeHvle HanpaeieHus OUBEPCUPUKAYUOHHOU OessmelbHOCHU
NPOMBIULEHHBIX NPEONPUAMULL HA OCHOBAHUU OUACHOCTMUKU UX NPOU3BOOCMEEHHO20 NOMEHYUaLd
U3 coxpanenuem 6a3080u 0esTMerbHOCIU Ma GHEOPeHUeM UHHOBAYUIL.

Onpedeneno npedycnosus ousepcugpuxayuu, Ccymov KOMOPbIX 6 nomepe NOUYUL
npeonpusimusi Ha pblHKe OCHOBHOU NPOOYKYUU, HEYOO8IemE8OPeHUuU nompebumenet 0moeibHbIMu
8UOAM NPOOYKYUU, KAK MOBAPAMU HAPOOHO20 NOmMpebleHUs, Max u Npeonpusmuli-CMelCHUKO8
nPOOYKYUell paccmampuaemo2o npeonpusimusl.

Ilpeonosiceno memoovl pacuema OuUBePCUDUKAYUOHHBIX MEPONpUAmMuULl, HA OCHOB8e
OYEeHOUH020 Kodghuyuenma sgpghekmusrnocmu, u cunepeemuueckoeo 3pgpexma. Ilo pezyromamam
OYeHKU ONnpeoensemcss HeoOXo0umMocms ougepcupukayuy Kaxk cmaduiuzayuu O0esimenbHOCmu
npeonpusimusi 8 YCio8Uusx HeCmabuIbHOU SIKOHOMUKU.

Knrouesvie cnosa: ousepcugpuxayus, ouacnHocmuka, Kodpguyuenm 3¢ppexmusnocmu,
cuHepeemuueckuil d¢hghexm.

Relevance. One of the realizable directions of stabilization and development of industrial
enterprises in conditions of unstable economy is their diversification.

There are many strategic directions of enterprise's development. They give positive effect,
but usually in determined period. Every company should work rhythmically, regularly paying
salaries, accomplishing modernization. The diversification strategy involves the development of
new products in conjunction with the development of new markets. In this case, the goods may be
new to all businesses, or just for one company. This strategy provides revenue, stability and
sustainability of the firm in the distant future.

Analysis of publications displayed that despite wide range of studies in the sphere of
enterprises activity in conditions of unstable economy, insufficient attention is paid to problems of
diversification.

Problems of choice of directions and diversification methods, capital structure optimization
and sources evaluation of revenue were the research subject of a number of domestic and foreign
scientists. In Ukraine, these issues were explored by such scientists as Amosha A.l., Bulat A.F.,
Blank I.A., Voychak A.V., Vitlynskyy V.V., Galushko O.S., Gerasymchuk V.G., Kudenko N.V.,
Oborska S.V., Oberemenchuk V.F.; Prokopenko V.I., Pokropyvnyy S.F., Maslak N.G., Shershneva
Z.YE. and other researchers.

Among foreign scientists should be noted the works of Thompson A.A., Strickland A.J.,
Ansoff 1., Mintzberg H., Bowman, K., Assel G., Karlof B., Dyhtl E., Herhshhen H., Porter M.,
Kunz R., Kotler F., Aaker D. [1].

The aim of research is to develop recommendations for the improvement and optimization
of the basic patterns of enterprises diversification.

Results of research. The term "diversification" is usually associated with a change in the
characteristics of the company's product and / or market, in order to penetrate new markets, market
development, and product development, which may be a reaction to changes in the structure of the
market [2]. The study of the scientific literature and the history of companies that conducted
diversification reveals many different reasons for this method to improve the industrial enterprise
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activity. Enterprises engaged in this procedure to compensate for technological obsolescence, risk
sharing, to use excess capacity, to reinvest profits and others. When deciding on diversification,
higher link management must carefully analyze their prospects for future growth.

The idea of diversification has a long history. It received wide exposure in the 60-70ies of
the XX century, which was typical for USSR administrative economy. Each industrial plant had to
have part-time farming (pig farm, feeding complex, greenhouses, etc.). But these distracted key
staff from the basic core activities, dispersed financial and material resources, the income was used
inefficiently. Since 1985 this trend was practically stopped in the USSR. In place of such activity
came views on the need to focus efforts on key areas of industrial activity.

The reason of this situation are the processes of production globalization, development of
new forms of management (cooperatives, joint stock companies, agricultural companies, joint
ventures, etc.). Transformation of economic forms took place in industrialized countries. In the
early 90-ies of the XX century among the 500 largest U.S. corporations 90% existed in the form of
diversified corporations. Most of them had in their complement enterprises of 11 branches and more
powerful — 30-50 branches, own banks, educational centers.

Germany and Japan concerns achieved the greatest degree of diversification, which are of
the multi-companies, mainly the steel ones. They chose engineering and machine building services
as priorities of diversification. The Japanese concern JFE Holding hold the metal production sale
part of 53.2% in total sales, engineering work — 19.7%, high technology engineering products —
22.7%. As a result of diversification metallurgical sector share in total production of these
companies is reduced. For example, in the company of Nippon Steel share goal — metallurgical
sector decreased from 92% in 1974 to 75% in 2003, Kawasaki Steel — from 73% to 53% [3].

Diversification is a relatively new phenomenon in the economy, designed for life by science
and technological revolution, that is by the need to adapt business to rapid structural change,
increasing competition due to market saturation, the development of non-core products for
enterprise in unstable economy. After all, the main objective of the enterprise is profit. In these
circumstances, diversification uses advantages of combining production, production of new unusual
for this company products while maintaining core activities. It stabilizes the business, making it less
vulnerable to downturns. Diversified company is more sustainable and competitive in comparison
with highly specialized ones. It has the ability to transfuse capital into the most profitable products
or services.

When planning industrial enterprise diversification it's important must to consider issues
such as how the company should organize a search and assess opportunities of diversification,
which method should be used to expand business, and how it should coordinate its activity with the
activities of the subsidiary. These considerations lead to a new set of criteria for predicting the
future prospects and performance of such event.

The types of diversification activities are detailed on figure 1.

Diversification has an advantage in the effect of diversity. In modern terms it displaces the
effect of serial and mass production of similar products. The essence of production diversity in one
large company is more profitable than producing the same products in small specialized enterprises.
The main goal of diversification is income. Diversification on a large industrial enterprise enables it
faster to get. Such companies have reserves of production space, equipment and qualified personnel,
which can develop new production, including primary production waste, new markets, reduce risks
on all stages.

The key preconditions for diversification are:

— dissatisfied demand for certain types of products, goods and services;
— uneven economic sectors development;

— falling profit in traditional manufacturing;

— development of innovative processes;

— willingness of enterprises to get a profit.
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Types of enterprise's diversification

diversification of income

Depending on risks currency diversification

country diversification

revenue diversification

commodity diversification

Depending on
admittance technological and information
resources
energy diversification

horizontal diversification
Depending on vertical diversification
company's i di Ficati
development concentric diversification
direction

heterogeneous (conglomerate)

lateral diversification

Depending on firms intake diversification
size and  their

capital

diversification by expanding

Figure 1. Types of enterprise's diversification

There are always problems with non specific goods, services, products market in unstable
economy. Production slowly fills free demand niche. The winners are those companies that follow
market's needs and have the opportunity to satisty them.

Sectoral distribution erodes in market economy. Sector differentiation for enterprises is in
the background.

In the first place is profit that can be acquired, diversifying enterprise or sector in time. This
company should optimally load capacities while maintaining production potential and use it
effectively.

Along with this, there are economic reasons. Over accumulation of financial resources
occurs in traditional areas of activity. And in order to transform them into capital it is vital to invest
in new production, namely in diversification. Financial stability is possible only under such
circumstances.

Diversification promotes the saving of enterprise's and region's social stability, increases
employment.
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An important factor of stable enterprise's functioning is its activity in line with the law,
including compliance with antitrust laws. Attached to diversification, special attention should be
paid for competitors, considering benefits and requirements of antitrust laws.

Effectiveness of production diversification (ED) can be estimated in general by the formula:

Eq= ) [K-dyl
Z (1)

where n — number of production diversification effectiveness estimated coefficients;

m — amount of diversified production (un.);

K * dn — assessment rate of diversification.

Economic stability of the enterprise is related directly to development of new products, new
technologies and basically energy-saving ones. Market competition, which dictates the rules of the
company functioning, predetermines this. Herewith it's impossible to do without production
diversification in all sectors, that we have reviewed above. Studying problems of diversification
management of enterprises activity in industrial sector it is necessary to consider the effects that
objectively appear in formation of productive enterprise system. Identifying the complex of these
effects will determine the path to achieve maximum revenue and will allow to approach to
recognize effective areas of diversification within which it is possible to achieve reasonable rates of
innovation in the system, potential increase of it's mobility and flexibility level.

We offer to consider the synergetic effect of production diversification by the formula:

e
=1 =l 100 )
where n — number of the synergetic effect basic components;

m —number of employees to be rated at the new production;

keuno. — coefficient of the synergetic impact factor (ranges 1>4> 0);

K, — gravimetric coefficient of the effect basic components influence;

Eoy — evaluation of each of the employees according to scale of responsibility.

Synergism is an important element of business strategy. Synergistic effect occurs when the
total return from the merger of the company with existing and new products will be greater than the
sum of the profitability of the activities of existing and new product separately.

I. Ansoff identifies four types of synergies (synergy):

— sale synergism — occurs when for multiple types of products the same channels of sale are
used;

— operational synergies — is the result of more efficient use of assets and personnel allocation
overhead, common training of staff;

—investment synergy is a display of common use of capacities, total reserves of raw
materials;

— management synergism has considerable influence on the effect of the whole. [4]

The use of the formula (2) will provide objective assessment of projected production
diversification, the whole enterprise.

Energy and the security of energy is vital to the economic growth of all nations including the
development of the emerging counties. Relating to the former wealth creation through profitability
and employment is an integral part of the sustainable development equation [5].

In conditions of unstable economy, with constant increase of energy prices important focus
to stabilize enterprise's activity is to improve the energy balance structure, the increase of energy
resources efficiency through their diversification. This causes some adjustment and changes in all
sectors of the economy. The rise of gas prices, electricity, coal leads to higher prices for products,
and therefore falling demand on the domestic and international markets. Resources that form energy
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balance determine the rate of scientific and technological progress, effective intensive development
of enterprises, the economy of the region and state.

Important area of diversification of energy supply is the use of alternative energy sources by
domestic industrial enterprises, namely wind power, solar power, small hydroenergetic,
bioenergetic and others. For today in Ukraine wind power capacity exceeding 51 MW, and from the
moment when the first domestic wind power station started it's functioning, almost 100 million
kW/h of cheap and ecological electricity was produced. Experts estimate that the total potential
capacity of the Ukrainian wind power is 5000 MW. Great potential has solar power, small river
energy. The search continues, but the state support and interest of enterprises are important to
achieve economic success.

Ukraine, holding large amount of natural resources do not always benefit from these
resources. Furthermore the country is lacking strong institutional structures and has a lacking law
which negatively affects the country's international competitiveness. Since the country is highly
dependent on natural resources the country is in need to diversify its economy.

Many studies on business or economics diversification focus on related diversification of
new products or services production. Firms pursuing unrelated diversification attempt to reduce
business risk and systematic risk, creating a structure where each company in the corporate
portfolio has access to internal capital. On the other hand, they may pursue diversification using
outsourcing or co-operation between several companies. Though the tactics of these two
diversification strategies are different, at a general level each is is to use the infrastructure market.

Conclusions. Suggested directions of enterprise's diversification include enterprise's
activities concerning development of new competitive products, new energy technologies, new
markets and diversified energy sources, constant training, productivity increasing, innovation
implementation. Unstable economic situation obliges enterprise constantly monitor markets, supply
of raw materials sources, components and especially energy. Integration of businesses in global
markets compels enterprises to monitor these markets, to produce competitive products.

Preconditions of enterprises diversification are loss of positions on core activity direction,
profits falling, unmet demand for specific products, for services on both domestic and foreign
markets. Such fluctuations are periodic in unstable economy. Those companies survive in the
market competition wish are diversified in time, introduce innovation.

Enterprise's activity in the legislative field is important factor of its functioning.
Diversification should consider antitrust laws. tax code.

Diversification should be held in case of possible future economic effect. Thus,
recommendations described in this article are basic, although previous for the needs of
diversification conduction. Only by further careful study of the probable business success the
company can develop a long-term strategy that will "work twice as fast" in terms of transformation
of the world and national economy.

We offer to calculate the diversification efficiency based on the estimated efficiency
coefficient (1). Diversification of enterprise causes synergetic effect. It can be calculated by the
formula (2). Taking into account the suggestions and techniques elucidated in article, expediency of
enterprises diversification proceeding can be determined. Positive results of calculations and their
implementation in economic activity of enterprise stabilizes financial condition of enterprise and
make it competitive on the market.
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