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CONCEPTUAL APPROACHES OF COMPANY DEVELOPMENT
STRATEGY CONSIDERING THE PHASE OF INDUSTRY
CONSOLIDATION AND INTEGRATION PROCESSES

Abstract. Increasing competition in the domestic and foreign markets require domestic
companies to form and develop competitive advantages through the use of strategic management
and planning, development and introduction of effective strategic behaviour.

Effective development of enterprises in the unstable economic environment due to the
concentration of resources can be provided by introducing a strategy of integration and creating
integrated structures, which are a form of cooperation between enterprises, establishments,
research organizations and financial institutions.

The aim of this study is to determine the conceptual approaches of companies’ development
strategy considering the stages of industry consolidation and integration processes.

Resources and methods. The research is based on application of methods of abstract and
logical, and systematic analysis, analytical and logical generalizations. Monographs and reference
books, scholarly works of local and foreign scientists, materials of periodicals were used in work.

Results. In order to provide the efficient functioning of enterprises in the competitive
environment the main directions of strategic development are based on a systematic study of
functioning of the environment, industry features, market characteristics, consumer behaviour,
product awards and analysis of the internal environment efc.
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This study reviews the main stages of industry consolidation and theoretical approaches to
strategy development for businesses, depending on the stage of development of the industry and
determines the features of integration development of industry.

Conclusion. The obtained results made it possible to reach the following conclusions: all
industries are consolidated and developed in a similar manner, activity in the field of mergers and
acquisitions can be predicted, every strategic event in the economy should be evaluated considering
its impact on the level of consolidation. Thus, the formation and development of companies is
impossible without the development of appropriate integration strategy based on the current
situation in the industry as a whole.

Keywords: strategic development, consolidation, integration, concentration.
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KOHIENTYAJIbHI NIIXOAU IO ®OPMYBAHHS CTPATEI'T]
PO3BUTKY KOMITAHIN 3 YPAXYBAHHAM CTAJIII KOHCOJIJAIIIT
TAJY31 TA IHTEITPAIIIMHUX MIPOIIECIB

Anomauisn. [locunenns KOHKypeHyii Ha 6HYMPIWHIX MA 308HIWHIX PUHKAX UMA2AOMb 6i0
BIMYUSHAHUX NIONPUEMCNE (DOPMYBAHHA MA PO3BUMK) KOHKYDEHMHUX nepeédaz HA OCHO8I
BUKOPUCMAHHS MEeMOo0i8 cmpame2iuno2o YNpasiiHta i NIaHY8aHHS, PO3POOKU Ma 6NPOBAONCEHHS
ehekmusHoi cmpame2iuHoi N0BeOiHKU.

B ymosax HecmabinbH020 eKOHOMIUHO20 cepedosuna 3ade3nevumu eqheKmusHull po3Uumox
NIONPUEMCME 30 PAXYHOK KOHYEHMPAYii pecypcié MONCIUBO UWIAXOM BNPOBAONCEHHS cmpamezii
inmeepayii ma CmMEOpPeHHs I[HMe2POBaAHUX CMPYKmMyp, AKi € Qopmor 83aEMO0ii  Midxc
nionpuemcmeamu, ycmanosam, HAYK0B0-00CHIOHUMU opeaHizayiamu, Ginancosumu
CMPYKmMypamu.

Memoto danoi pobomu € U3HaAUEHHA KOHYENMYAIbHUX Ni0X00i8 00 (opmyeanHs cmpamezii
PO3BUMKY KOMAAHI 3 YPAXYBAHHAM 0COOaU80CHel cmadill KOHCOMIOayii eany3i ma iHmeepayitiHux
npoyecis.

Mamepianu i memoou. Buxounami 0ocniodcenns 0a3yiomvcs HA 3ACMOCYBAHHI Memoois
abCmMpaKmuo-102i4HO20 i CUCMEMHO20 AHANI3Y, AHALIMUYHUX MA JT02TYHUX Y3a2albHeHb. Y pobomi
BUKOPUCMOBYBANACH MOHOCpApiuHa | 008I0K08A nimepamypd, HAYKOSI npayi GIMYUSHAHUX md
3apyOidCHUX UeHUX, Mamepianu nepioOUYHUX GUOAHD.
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Pesynomamu. 3 memoro 3abesneuenns e@exmusHoi OisaibHOCMI NIONPUEMCME 8 YMOBAX
KOHKYDEHMHO20 cepedosuya OCHOBHI HaNpIMu cmpame2ivHo20 po3eUmKy 8U3HA4AOMb HA OCHOBI
CUCMEMHO20 BUBYEHHS 306HIUHBLO2O CePedosUd (QYHKYIOHYBAHHS, 2aly3e6ux ocobausocmel,
gnacmugocmell PUHKY, MNOBEOIHKU CHOMCUBAYIB, GIO3HAK NPOOYKYIl, aHANI3Y GHYMPIUHBLO2O
cepeodosua moujo.

B pobomi pozensinymo ocnogui cmaodii konconioayii eanysi ma meopemuyHi nioxoou 00
Gopmysannss cmpameeiii  po36umKy cy6’€Kmie 20CnO0ApOBAHHs 8 3ANeHCHOCmI 68i0 cmaodii
PO3BUMKY 2alY3i, BUSHAYEHO OCOOIUBOCMI PO3BUMKY THMESPAYIIHUX BIOHOCUH Y 2AT1Y3I.

Bucnoexu. Ompumani pezyriomamu 00CHioxiceHb 0aiu 3mo2y Oilumu maxkux 6UCHOBKIB: VCi
2any3i KOHCONIOYIOMbCs Ma pPO36UBAIOMbCSA CXOJHCUM YUHOM, AKMUBHICMb y chepi 31ummis ma
NO2IUHAHb MOJICe OYMU NPOSHO308AHA,; KOMCHY CMPpame2iuyny nooilo 8 eKOHOMIYI Cllio oyino8amu 3
VpaxysauHam ii 6naugy Ha CmyniHb KoHconioayii. Taxum uunom, opmyseawHs ma po36UMOK
KOMNAHIU HeMOXNCIUsi 6e3 po3poOKu 6IONnoGioHoI inmecpayiunoi cmpamezii 3 Ypaxy8aHHAM
cumyayii, Wo CKIaNAcsa 8 2aay3i y Yiiomy.

Knrwouosi cnosa: cmpameziunutl po3eumox, KOHCONIOayis, inmespayis, KOHYeHmpayis.

TarbanaMocTeHcKas,
Haranbsa CkoneHko,
Kpucruna Yasopreau

KOHIENTYAJIbHBIE IIOAXOJbI K @OPMUPOBAHUIO CTPATEI'NH
PA3BUTHUA KOMITAHUU C YYETOM CTAANHU KOHCOJIMJALINHN
OTPACJIM © UHTETPAIIMOHHBIX ITPOOECCOB

AnHomayun. Ycunenue KOHKYpeHUUU HA GHYMPEHHUX U GHEUIHUX PbIHKAX mpedylom om
OmeuecCmeeHHbIX NPeONpUAMuUL (OPMUPOBAHUA U PA36UMUSL KOHKYDEHMHbIX NpeumMyuecms Ha
OCHOB€ UCNONB308AHUSL MEMOO08 CMPAMESULECK020 YPAGIeHUs U NIAHUPOBAHUS, pa3pabomKu u
BHEOPeHUsL IPPEKMUBHO20 CMPAMeULecK020 NOBEOEHUS.

B ycnosusix HecmabunbHOU 2KOHOMUYECKOU Cpedvl obecneuums 3¢hghekmugrnoe passumue
npeonpusmull 3a cuem KOHYEHMPAyuu pecypco8 603MOICHO NYmeM 6HeOpeHus cmpameuu
ummezpayuu U  CO30AHUSL UHMESPUPOBAHHLIX CMPYKMYp, KOmopwvle SAGIAIOMcs  (Hopmoi
83AUMOOCUCMBUSL  MENCOY  NPEONPUAMUAMU,  VUPEHCOCHUAMU,  HAYYHO-UCCIe008aMENbCKUMU
opeanusayuamu, QuHancosvimu cmpykmypamu. Llenvio 0annoil pabomvl sensiemcs onpeoenetue
KOHYEeNnmyaibHblX NOO0X0008 K (QOpMUPOBAHUI0 cmpamecuu pazeumusi KOMNAHUL C Y4emoMm
ocobeHHoCcmell cmaouti KOHCOIUOAyUU OMpAciu U UHMe2PAYUOHHBIX NPOYECCOB.

Mamepuanvt u memooOwvi. Bvinonnenuvie uccie0o8anus 0a3upyroOmcs HA NpUMeHeHUU
MEMOO08 AOCMPAKMHO-I02UYECKO20 U CUCMEMHO20 AHAAU3A, AHATUMUYECKUX U JI02UYECKUX
06006wenul. B pabome ucnonvsosanacy mMonocpaghuueckas u cnpagoyHds aumepamypd, HayuHble
mpyobl OMe4eCmBEeHHbIX U 3aPYOEIHCHBIX YUEHbLX, MAMeEPUAIbl NePUOOULECKUX U30AHULL.

Pezynomamei. C yenvio obecneuenus s¢)ghekmusnoi OesimenbHOCmMU NpeOnpusmuil 8
VCILOBUSX KOHKYPEHMHOU CpeOdbl OCHOBHbLE HANPABIEHUs. CIMPAMESULeCKO20 PA3GUMUsL ONPedesiion
Ha OCHOBe CUCMEMHO20 U3V4eHUs GHeuwHell cpeodbl  (YHKYUOHUPOBAHUS,  OMPACIEBblX
ocobeHHoCmell, CBOUCME PbIHKA, NO8edeHUsi nompedumeneti, OMAUYUs NPOOYKYUU, AHAIU3A
BHYymMpeHHell cpedbl U m.n.

B pabome paccmompenvl 0CcHOBHbIE CMAOUU KOHCOIUOAUUU OMPACIU U MeopemudecKue
Nn00X00bl K hopMUposanuro cmpamezuii pazsumust CyOvekmos X03aucmeo8anus 6 3a8UCUMOCIU OM
cmaouu pazeumusi Ompaciu, onpeoesieHbl 0COOEHHOCMU PA36UMUSL UHMEZPAYUOHHBIX OMHOUEHULL 6
ompacau.

Boi6oowl. Ilonyuennvle pe3ynrbmamsl  UCCIEO08AHUL  NO3B0IULU  COENAMb  CLEOVIOUjUe
8bIBOOBI. 6CE OMPACTU KOHCONUOUPVIOMCS U PA3BUBAIOMC CXOOHBIM 00pPA30M, AKMUBHOCMb 6
chepe crusHull U NOSNOWEHUU MOdcem Oblmb NPOSHOUPYEeMAsl;, KAaNCOYI0 CMpamecudecKyro
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cobvimue 8 IKOHOMUKe clledyem OYEeHUBAmMb C YYemoM ee GIUAHUS HA CMeneHb KOHCOAUOAYUU.
Taxkum obpazom, Qopmuposanue u pazsumue KOMHAHUU HEBO3MOJNCHO 6e3 pa3pabomku
coomeemcmeylowell UHMespayuoHHOU Cmpame2uy ¢ Y4emom CloHCUSUeNcs cumyayuu 8 ooaacmu
8 Yenom.

Kniouesvie cnoea:  cmpamecuueckoe — pazeumue;  KOHCOMUOAYUA,  UHMESPAYUSL,
KOHYeHmpayusi.

Introduction. The modern economy is characterized by high-quality structural
transformations caused by globalization, integration and increasing competition, which
acquiresglobal features. Tough competition in the domestic and foreign markets require domestic
companies to form and develop competitive advantages through the use of strategic management
and planning, development and introduction of effective strategic behaviour.

Modern scientific literature provides significant number of directions of development
strategies and types of strategic behaviour.

The basic development strategies include strategies of: concentric (intensive) growth,
integrative growth, diversified growth, targeted reduction [1].

Arthur A. Thompson and Alonzo J. Strickland [2] distinguish four levels in hierarchical
structure of strategy: corporate - business - functional - operating. The authors note that choosing a
strategy is associated with achieving required results according to the state of the company, its
strategic potential and development perspectives.

A significant number of authors [1, 3-7] pay much attention to the integrative development
strategies that vary by types of integration (horizontal, vertical, combined, diagonal, conglomerate),
direction (forward and backward)and the nature of integrative connections (production, marketing,
finance and credit, education and consulting, complex).

In our opinion however effective development of enterprises in the unstable economic
environment due to the concentration of resources can be provided by introducing a strategy of
integration and creating integrated structures, which are a form of cooperation between enterprises,
establishments, research organizations and financial institutions. Integrated formations are focused
on combination of high-tech manufacturing capabilities and concentration of financial capital in
order to provide stable conditions for functioning, gaining competitive advantages and increasing
the level of company competitiveness, and creating necessary investment potential for innovation.

The aim of this study is to determine the conceptual approaches of companies’ development
strategy considering the stages of industry consolidation and integration processes.

Results and discussions. In order to provide the efficient functioning of enterprises in the
competitive environment the main directions of strategic development are based on a systematic
study of functioning of the environment, industry features, market characteristics, consumer
behaviour, product awards and analysis of the internal environment etc.

The main features of domestic enterprises functioning in the external environment are multi-
orientation and high pace of economic changes, volatility and dynamism, a significant level of risk
and uncertainty. Under such conditions, businesses need time to detect changes in the environment,
to identify trends in their development, to use favourable conditions and to develop and implement
a system of measures to eliminate or reduce negative effects.

Current economic conditions cause significant differences in strategic management, namely,
reducing the period for making strategic managerial decisions, expanding enterprise relations with
other market players, variability of opportunities and threats of the external environment of an
enterprise and the increasing role of reliable information in decision-making etc.

Under such conditions, an accurate forecast and consideration of changes in factors of
external macro- and microenvironment allow the enterprise to achieve long-term competitive
advantages. It will contribute to the development of a successful strategy. The type of strategy
should confirm the features of the external environment and opportunities of a company.
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The means of achieving such conformity is a strategic behaviour as a form of enterprise
development, which is characterized by rapid response and flexible adjustment of internal business
opportunities to future changes of external environment.

Moreover, considering the strategic behaviour as a form of enterprise development we must
take into account the stage of industry development. Studies of scientists G. Dynza, F. Kruger and
S. Zayzel show, that the intensity and level of concentration, expediency and effectiveness of
integration strategies first of all depend on the stage of industry development. [3]The process of
consolidation of branches of industry can be represented graphically as an S-shaped curve (Fig. 1).
The periods of life cycle stages of the industry are on the abscissa. The industry concentration
(CR3) is presented as the total share of three largest companies of the industry on the market and is

shown on the ordinate.
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Fig.1. The consolidation curve

The authors distinguish four stages of the consolidation process in industry [3]: the initial
stage (infancy), the stage of growth and the stage of specialization and equilibrium stage (creation
of alliances).

Each development stage of any industry can be characterized by specific features.

The initial stage (infancy) is characterized by a low level or absence of market
concentration. Business activity begins with the creation of new companies in new sectors of
economy (such as biotechnology, organic products manufacturing), sub-sectors that have been
separated as a result of the consolidation of industries (convenience food and pastry manufacturing)
or sectors where deregulation process has just occurred (antitrust action) or privatization
(electricity, water, telecommunications, etc.).At this stage enterprises endeavour to increase their
income and market share rapidly. At the same time they are trying to create entry barriers for
potential competitors(e.g. ,in the form of patents). The process of consolidation and the initiators of
integration appear at the stage of infancy.

The feature of the initial stage is an absence or a weak level of competition within the
industry in comparison to the next stage. At the same time the level of competition with branch-
substitutes is high. It is obvious, that before a new branch of industry or structurally changed one
appears on the market its position on the market in occupied by others. So the new branch replaces
them with its own product. This process becomes a precondition of inter-industry competition. The
stronger consolidation of the new branch is, the weaker the inter-industry competition becomes. At
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the same time the number of companies in the industry grows and each market player gets a smaller
relative share of assets.

At the first stage of the industry the coefficient of concentration CR3 is characterized by
declining tendency, which indicates of deconsolidation.

The dashed line illustrates a situation in the new industry when the new technology appeared
(see Fig. 1).Firstly the company which has implemented this technology in practice, was a
monopolist (CR3 = 100%)and after its monopoly is destroyed by followers which enter this
industry.

After the separation of some sub-industries "traditional" industries enter a new development
cycle which is characterized by the lack of the short-term monopoly stage and deconsolidation with
initial CR3 = 30-40% decreasing to CR3 = 10-15% at the end of the initial stage.

This point on the curve can be compared with the state of perfect market where supply is
counterbalanced to demand. Until the marginal deconsolidation companies operate in the non-
competitive environment and can attract new customers because the rising demand exceeds the
stable supply.

However, F.Ragin [9] notes, that after passing a minimum (CR3 = 10-15%) unsatisfied
demand remains in the market. There are consumers who didn't get the product of the industry yet.
Nevertheless, it is not profitable for companies to incorporate them into their client base, because
the price of involvement of these consumers will be higher than marketing costs. The aim of
marketing department is to gain customers who are already loyal to competitors. The main reasons
for existing unreached segments in the market of the competitive industry are: territorial remoteness
of potential customers, inability to meet the needs of elite consumers, consumer purchasing
insolvency, and lack of consumption culture of innovative products.

Should be noted, at this stage it is very difficult or even impossible to identify the strongest
company and evaluate its strategic (long-term) capacity.

From the above mentioned one can conclude that entering the industry at the initial stage of
its development is more rational by creating a new business, rather than purchasing already existing
companies in this industry. The correlation of risk and profitability by setting up your own business
in the perspective and non-competitive industry is preferred, because there is no need to solve the
problems of a right choice of candidates for the purchase (the target company), adequate evaluation
and organizational reforming. A less acceptable strategy for entering the industry at this stage is
creating an alliance (e.g., joint venture) or purchasing the leader without its functional integration
into corporate management system.

Industry at the infancy stage ensures all its companies almost equal chances on leadership,
giving enough time to solve the dilemma of "growth or abandonment of growth". However, the
further strategic development is possible in two ways: a niche localization (non-competitive
environment of the industry allows companies to avoid price confrontation and have a bigger
margin than in the competitive environment) or continuing expansion and growth.

The stage of growth is characterized by a moderate consolidation in the range of CR3 = 15-
40%. Increasing of the coefficient of consolidation leads to enhancing competition within the
industry. The number of structures of the industry is reducing steadily. Companies enlarge their size
through the purchase (mergers, acquisitions) of competitors with their market shares. The size of the
company becomes a decisive characteristic, and the ability of the company to use advantages of
economies of scale and the effect of experience accumulation becomes a source of competitive
advantages. Some associations that appear become the initiators of consolidation and integration.
The level of concentration in certain industry sectors may reach 45%. Companies with larger
market share get an opportunity to implement its expansion through licensing their business model
or technology earlier than others (e.g., through a sale of franchises to growing companies). Such
companies have higher pace of industry assets concentration and the price paid by them for
expansions lower than competitors’.

The research [9] shows there is a clear division into three strategic groups at the second
stage of industry consolidation of the company. The leaders of growth are in the first group, the
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second one is for companies which have chosen growth, but still are lagging behind the leaders in
the pace of growth of the customer base as well as in profitability, the third group consists of small
companies (industry "newbie's" that claim to increase), and niche companies that specialize in
narrow consumer segments.

Identification of the leader at the second stage of industry consolidation is easier, but it does
not mean the purchase of the leader is the best strategy for external player to enter the market. The
stage of "growth" has a specific feature: industry leading companies consolidate the market with
greater speed and efficiency by their own than being a part of diversified corporations. The reason
is that at the second stage of the industry leading companies are able to finance their growth without
losing their strategic autonomy: as recipients of investment or as clients of bank crediting. These
companies are able to maximize all types of accounts payable (e.g., by increasing deferment of
payments to suppliers) and try to minimize accounts receivable (e.g., by requiring customers for
prepay).In other words, there are enough resources for the growth, the closed non-public form of
company doesn't interfere with its development yet, and the owners and managers are protected
from loss of power in favour of the new owners. It is reasonable to point out that the owners have
no rational motivation for selling business which is increasing in price.

However, arising problems of financing the growth force companies of the first (leading)
group to transform into open joint-stock companies that earlier than others. It simplifies purchasing
them by other corporations operating in similar or related industries on other territory (e.g., abroad).
However, buying the leader at the second stage of industry consolidation, enforcing him on another
management model, getting rid of some functions with further transfer them "up" to the corporate
management centre inevitably occurs in diversified structures and can destroy its leadership
potential. Such strategy of penetration into the industry may turn into failure at the first as well as
second stage of consolidation. There are several options to compensate the negative effect of being
included to diversified structure: a significant infusion of resources in purchased company (which is
unlikely after corporate centre expenditures for its purchase), realization of unrelated diversified
model of integration (e.g., the financial holding company),and a joint venture. In addition, there is a
possibility to enter the industry through the creation of a new structure inside it.

At the stage of specialization the industry development is characterized by intensification of
specialization and continuation of aggressive consolidation (CR3 = 40-65%). To maintain growth
rates achieved by leading companies of the industry in previous years more resources and effort are
needed. During this period, successful companies concentrate their effort on the most profitable
sector, capturing increasingly larger market share and eliminate inefficient or secondary
departments and not perspective activity directions. The growth of associations occurs mainly due
to mergers with other companies and concentration can reach CR3 = 70%.

In addition, the leaders’ expansion of the industry client base owing to growing businesses
requires too high costs. In a result no disloyal customers and suppliers remain in the industry.
Marketing wars, product and management innovations do not provide a significant advantage, and
lead to lower profitability of the industry in general. Under these conditions, the most logical and
acceptable strategy in correlation of "risk-profitability" is the integration strategy. It allows to get
rid of competitors through mergers and/or acquisition with simultaneous occupying their market
share and making their customers and suppliers loyal to you.

Agreeing with the opinion of F.Ragin [9] about further winning through involving a
swallowed rival to corporate governance, we consider it appropriate to note that in this case a high
centralization is not only possible, but necessary, as it guarantees synergy.

Thus, there is centralization of existing holdings and industry leaders begin to implement
integration strategies aimed to swallow growing companies. Leaders get resources needed for such
strategy not only in the market of industry capital, but also outside the industry, getting rid of their
assets in non-priority industries. Companies choose more narrow specialization to reduce the extent
of their diversification in favour of the industry, which level of development corresponds to the
third stage of consolidation, where they are planning to keep leading positions.
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At the third stage of consolidation companies of the industry continue dividing into three
groups: the leaders of growth, the company followers (challengers), and the companies that have a
small market share and niche companies.

The number of businesses claiming to growth, but lagging behind the leaders in the pace of
growth of the client base as well as in profitability is declining in the second group. Their resources
are insufficient to meet integration in one or another form, and their market share is significant that
it promotes leading companies to use integration strategies.

It follows that the position of companies with a small market share and niche companies is
more stable in the industry, than the position of companies-followers because of its small size and
low profitability (for small companies) and the loyalty of the target segment (for niche companies).

Entrance in the industry through the creation of a new company is possible at the stage of
specialization, but only in case when the goal is to create a niche company that is firmly positioned
in the market.

Among the alternative strategies of industry penetration companies choose selling franchises
to companies of the second group and/or purchasing the leading player.

So the third stage of consolidation is characterized by the integration of second-tier
companies by industry leaders to their corporate structures not only through direct swallowing, but
also through the sale of rights to use their business models and technologies.

The most perspective entry strategy is purchasing the industry leader in terms of being ready
to maximize resource costs and counteract power structures. As a rational strategy for the entrance
to the industry it is appropriate to consider an alliance with one of the leaders who leaves a strategic
initiative for further development of new cooperation.

For the fourth stage of industry development (stage of equilibrium and creation of alliances)
is characterized by the increase of industry concentration to the maximum (CR3 = 80-90%), and
then gradual reduction of concentration level. According to scientists G.Dynza, F.Kruger and
S.Zayzelya this is the time of industry giants [3, p. 22], due to the relatively stable state of the
industry, which has a small number of companies. In addition to leading companies there are only
small and niche players, which cannot grow due to lacking internal resources, and acquisition
possibilities are limited significantly. Companies' consolidation on parity terms (creation of
alliances) becomes inherent for the industry, as well as at the second stage.

At the stage of equilibrium market share increasing becomes more complicated, state
antitrust regulation is growing. Companies choose separation strategy of main growing businesses
from their main structures with an attempt to create new sectors of economy.

Value of the concentration coefficient indicates that 80% of industry belong to three or four
leaders, and the other 20% is the business of numerous small companies operating in the upper and
lower segments of the market by purchasing power.

Redistribution of loyal customers is complicated by significant costs of marketing
communications and the inefficient attempts to create a new competitive advantage for the buyer
and the impact of the antitrust agencies. This corrects a strategic perspective of the industry leaders
and encourages appealing to new areas of growth located in other industries. That becomes the
ground for beginning the deconsolidation process in the primary industry.

At the same time, according to experts [9], if the basic technology of industry does not
change radically, the new cycle of consolidation will take place with less amplitude. The coefficient
of consolidation CR3 of the first stage doesn't fall till 10%, but will be kept within 40-50%. So we
can note a kind of return of the industry to the third consolidation stage with all inherent
characteristics. However, if industry technology is replaced by innovation (which is possible at any
stage industry of development), begins full-scale consolidation cycle.

Government interventions in the industry, which is at the fourth stage of development (e.g.,
through the purchase of shares of strategically important companies) may slow the fall of CR3, i.e.
delay the deconsolidation and a new cycle of industry development. This will lead to the industry
withdrawal of a market economy, and the model becomes irrelevant (see Fig. 1, IV Stage, dashed
line).
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Entering the industry at the stage of equilibrium can take place through the creation of her
new small companies (without claims for growth and leadership) or through the well-timed
acquisition of niche business that is positioned in the lower segments of the market. Expansion in
higher market segments of lower ones requires considerable time and resources expenditures. At the
same time, technological and brand depreciation occurs when trying to expansion in the lower
segments of the upper and leads to the loss of former positions and does not provide getting new.

Deepening relationships with customers and suppliers of a perspective niche company may
be a prerequisite for further growth at the beginning of deconsolidation and the actual withdrawal of
industry of its former leaders.

Industry leaders are still interested in a merger, but are in no hurry of making a decision due
to possible negative synergies (according to research [9] share price of the integrated company in
more than 60% of cases is lower than the sum of share prices of the two companies before their
merge). The relevance of the integration strategy and creating association by industry leaders is
explained with the ability to demonstrate revenue and profitability growth to the shareholders. It
also provides business expansion, especially on the new territory.

Making strategic decisions on entering the target industry, increasing of the customer base
within this industry, and entering or changing the priority areas of growth involves the calculation
of two key parameters: the current position of the industry on the curve and speed of consolidation
with maintaining the current system of economic factors [3; 9].

For more accurate calculation the industry should be limited by defining it as a group of
direct competitors which operate in the area of similar economic factors

The position of the field on the curve is determined by calculating the concentration
coefficient CR3 in the present moment and confirmed by measuring CR3 retrospectively to
determine the direction of development of the industry 8. According to F.Ragin [9] a period of 3-4
years is enough for retrospective measurement of CR3 for most industries. However, in large or
slowly developing industries for retrospective analysis we need a longer term, and in small and
quickly developed ones the term can be smaller, which is also typical for industry analysis on the IV
stage of consolidation.

The coefficient of concentration CR3, which reflects the total share of sales of three major
companies of the industry, calculated by formula [3, c. 179; 9]

CR3; =53; — 53¢ + 5ar | (1)

whereCR3t is the industry concentration coefficient at the present moment;
S1 Sa, S3; are market shares of three leading companies in the industry at the moment.

Retrospective analysis is carried out by calculating the coefficient of concentration CR3,
[3; 91:

CR3; n=>5Sitn + Szt—n +Sar_n | (2)

whereCR3,., is the industry concentration coefficient n years ago;

Sit-n» S2tn»> S3tnaremarket shares of three leading companies in the industry # years ago.

The direction of industry development reflects the vector of industry development J,
calculated by formula [3; 9]:

§ = RS3. — RS3;_n 3)

where 9 is the vector of industry development.

The direction of industry development and the prevailing processes of consolidation or
deconsolidation describe the vector of industry development (6> O - consolidation; 6 <0 —
deconsolidation).
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While maintaining the current system of economic factors the rate (speed) of consolidation
is measured in percents per year and is calculated as a share of the module value of the vector of
industry development 0 and retrospective z [3; 9]:

LT
o ; 4)

where T is consolidation speed (%).

Based on the values of consolidation speed it is possible to determine needed time for the
industry to reach the next level of development. However, changes in the system of significant to
industry economic factors can accelerate or slow down the pace of consolidation. Thus, increasing
the tax load will negatively affect the rate of return and investment attractiveness of industrial
companies. As a result consolidation slows down. On the contrary the formation of consumer
culture, i.e. popularity on an industry product or service, is able to accelerate the consolidation.

Thus, when deciding on the establishment of an integrated union, merging with another
company within the industry or getting access to another market, it is necessary to take into account
the stage of industry consolidation and direction of industry development and the pace (speed) of
consolidation. Such steps are the most successful at the first and second stages. As G. Dynz,
F. Kruger and S. Zayzel say [3], about 50% of transactions on acquisitions are unsuccessful when
the consolidation occurs at the stage of specialization (third stage). At the stage of equilibrium and
alliances (fourth stage) wreck will occur almost in 70% of such transactions. In particular, this is
because of the influence of antitrust law and objective decreasing of profitability of the industry.

The obtained results made it possible to make the following conclusions: all branches of
industry are consolidated and developed in the similar way; activity in sphere of mergers and
acquisitions can be predicted; each strategic event in the economy should be estimated taking into
account its impact on the degree of consolidation. Thus, the formation and development of
companies are impossible without the development of appropriate integration strategy based on the
current situation in the industry in general.

The combination of stages of the industry development on the curve of consolidation and
periods of the life cycle of the industry (or product) in the conventional interpretation allows to
determine the features of development of the integrative relations in the industry (see Table 1).

Thus accurate estimate of retrospective processes in the system of economic factors, the
availability of reliable information on the current status of the external and internal environment,
and forecasting the expected changes will serve as the background for creation and implementation
of the development strategy for business entities. Risks of the leading companies are not limited by
their priority (basic) industry because they also arise beyond it in related and unrelated industries.
To gain an overwhelming share in priority industry leading companies need a rational strategy of
“over” industrial level [9] which allows to operate, develop, and improve the corporate portfolio of
business units depending on events that occur in the basic industry.

We agree with the opinion of F.Ragin [9] that the optimal strategy for the leader of the basic
industry should look like this: expansion by creating their own business units in the first half of the
growth phase (CR3 = 25%); start of parallel franchises selling with the gradual replacement of
diversification with this method on their own from the second stage of growth to the fourth stage of
consolidation of equilibrium (CR3 = 65 %); merge of competitors of the industry when the basic
industry is passing specialization stage (CR3 = 40-65%); reacquisition of franchises in extremely
consolidated industry at the fourth stage of equilibrium (CR3 = 65-80%).

Providing such a strategy with financial resources requires, on the one hand, timely changes
in the structure and the legal form of the company, and on the other hand, attracting assets from
related industries.
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The logic of providing expansion with funds suggests that at the beginning the company
finances its growth from its own profits, then begins to add long-term loans from financial
institutions, attracts resources through suppliers and consumers, gives bond issues, and finally
places the shares on the stock market. Up to the last step corporation may stay private, but to enter
the financial market transformation into an open joint stock company (public company) is required.
Practice shows that the private companies eventually lose the leadership in the industry because of
the lack of financial resources.

Thus, processes of consolidation in the industry have objective character. The decision to
integrate with another business entity should be based on a comparison of all advantages and
disadvantages, and determining compliance of the expected results with the aim of merger or
acquisition.

Conclusions and recommendations for further research in this direction. Thus, a
necessary precondition for effective strategic adaptation of businesses in today's environment is the
right choice of strategic objectives and directions of strategic development which should be
consistent with the needs of society, the nature of the external environment and internal capabilities
of the company. In other words, the optimal strategic behaviour of enterprises should focus on
providing protection against external threats, using of market opportunities taking into account the
features of industry development, and providing a set of activities that help to protect competitive
positions of the company and its long-term profitability.

To evaluate the state of the Ukrainian industries, which are at various stages of
development, to forecast their development and identify perspective growth ways it is necessary to
build and research the consolidation curve, to analyze consolidation degree and growth rates of
industries, and to determine positions of the domestic industries on the consolidation curve.

Further researches in this direction provide the definition of the industry state and place of
economic units in it: potential members of association. Namely, it is necessary: to evaluate the stage
of the life cycle of the industry and the intensity of competition, investment attractiveness of the
industry (profit margins, ease of entry and exit from the industry, availability of substitutes,
perspectives for further development), features of state regulation of the industry, market capacity
and share of participants; to determine the largest competitor, the range of consumers of goods
(services), availability of distribution network and technological relations between the participants,
expenditures for research and development, introduction of new products (services) etc. This will
serve as basis for determining the optimal direction of integration interaction and implementation of
effective strategy of creation and development of integrated joints.
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