EKOHOMIYHUI ®OPYM 2 /2020

UDK 332.12(477)

Zabedyuk M., PhD, Associate Professor
3abenrox M.C., K.€.H., IOLIEHT
https://orcid.org/0000-0001-5913-6090

DIVERSIFICATION STRATEGY AS AWAY TO INCREASE EFFICIENCY OF AN
ENTERPRISE

Lutsk National Technical University

The article proposes the stages of forming a diversification strategy in order to increase the efficiency of
the enterprise. The essence and main characteristics of diversification are considered. The main factors and
principles of implementation of the diversification strategy at the enterprise are distinguished. Features of
approaches to application of diversification are considered. The types of diversification and their main
characteristics are investigated.

The use of diversification method by economic entities of different spheres of activity and forms of
ownership is an effective way, because it allows to expand specialization and types of activity, deepen vertical
integration, restore inter-sectoral links in the enterprise, be the impetus for the emergence of new rational initiatives
and decisions.

The importance of diversified enterprise development is due to the exhaustiveness of internal sources of
increasing production efficiency in major business areas, or vice versa an increase in equity. Therefore,
diversification should be seen not only as a means of preventing an enterprise’s crisis, but also as a strategy for its
further prosperous development.

Enterprises that choose a diversification strategy are trying to produce more product modifications to
maximize scale. The strategy is implemented through a growth strategy (expanding the product mix) and a market
expansion strategy (exploring new markets) or by combining elements of both. The diversification strategy
contributes to the independence of the enterprise from one strategic business unit.

To select the most optimal type of strategy, it should be considered the types of diversification, their main
characteristics, advantages and disadvantages

Also, in the process of choosing the optimal type of strategy, the influence of factors on the activity of the
enterprise should be taken into account. Impact factors, in turn, should be considered and investigated from two
points of view: the external environment, from the macro- and microenvironment in which the enterprise operates;
the internal environment of the enterprise itself, consisting of a number of links and areas of activity (resources).

Therefore, analyzing the existing types of diversification, the enterprise chooses the most optimal with the
greatest benefit and the least risk, that is, to choose the best option for investing with the highest possible profit
and ensuring the financial stability of the enterprise.

Keywords: diversification, strategic management, horizontal diversification, vertical diversification,
conglomerate diversification.

CTPATEIISA JUBEPCU®IKAIII SK IIJIAX MNIABUIIEHHS EOEKTUBHOCTI
JIAJBHOCTI HNIANTPUEMCTBA

JhyybKkuil HayioHanbHULL MEXHIYHUL YHIeepcumem

Cratrs mprcBsdeHa (OPMYBAaHHIO €TamiB cTpaterii AuBepcHdikamii 3 METOI0 MiIBUINEHHS e(EeKTHBHOCTI
JUSUTBHOCTI MiAnpHeMcTBa. PO3IVISIHYTO CYTHICTH Ta OCHOBHI XapaKTepPHUCTHKH JuBepcudikamii. BuokpemneHo 0CHOBHI
YMHHUKH Ta TIPUHIMIN BIIPOBA/HKEHHS CTpaTerii quBepcriKarii Ha mianprHeMcTBi. PO3IISIHYTO 0COOIMBOCTI MiAXOIIB
JI0 3acTocyBaHHs tuBepcudikarii. JJocimimpkeHo Buau auBepcrdikartii Ta iX OCHOBHI XapaKTepHUCTUKH.

3acTocyBaHHS MeTOAy IuBepcH(ikalii cy0’eKTaMu TOCHOAapIOBaHHs Pi3HUX cdep AisUIBHOCTI Ta GopMm
BJIACHOCTI € e(PEKTUBHMM IIUIIXOM, aJKe BiH JO3BOJISIE POLIMPUTH CIIENiai3alliio Ta BUAN TisTIbHOCTI, IIOTIINONTH
BEPTHKAJIbHY IHTETpPAIlifo, BITHOBUTH MIXKIraTy3eBi 3B'sI3KM Ha MiAIPUEMCTBI, CTATH MOIITOBXOM JI0 BUHUKHEHHS
HOBHX palliOHAJbHUX 1HIMIATHB Ta PIlICHb.

BaxnuBicTh nuBepcr(piKOBaHOTO PO3BHUTKY IIANPUEMCTB 3yMOBIIEHA BUUEPITHICTIO BHYTPIIIHIX JDKEpe
3pocTaHHs e(EeKTUBHOCTI BHPOOHMIITBA B OCHOBHHX cdepax Oi3Hecy abo HaBmakw 30UTBIIEHHSM BIIACHOTO
Kamitany. Tomy, AuBepcUdiKaliio Cifi po3rIAgaTH HE TIJIbKK K 3aci® 3amoOiraHHs KPU30BOMY CTaHOBHIILY
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HIiANPUEMCTBA, a i K CTPATeTiI0 HOro MOAAIBLIOTO MPOLBITAIOYOTO PO3BUTKY.

[MimmpuemMcTBa, sIKi 0OMPArOTh CTpATETio AWBepCcH]IKalii, HAMaraloTbCs BHPOOIATH OuTbIe Moau(iKariii
TPOAYKIii, m00 HOCATTH sKOoMora BHIIOTo edekry macmraly. Crparteris peami3yeThcsi 3a IOTIOMOTOIO CTpaterii
3pocTaHHA (PO3MIMPEHHS TOBAPHOTO aCOPTHMEHTY) i CTpaTerii po3IMMpPEeHHS PHHKY (OCBOEHHS HOBHX PHHKIB) a00 Ha
OCHOBi KOMOIHYBaHH €7IeMEHTIB ix 000X. CTparerist quBepcudiKariii cprse yHe3aIe)KHEHHIO T IIPUEMCTBA Bijl OJTHOTO
CTPATEriqHOTO TOCTIOJAPCHKOTO ITiIPO3ILTY.

3 MeTor0 BUOOPY HaWOUTBII ONITHMATIFHOTO BUAY CTpAaTerii pO3MIIIHYTI BUAM IuBepcrdiKarii Ta iX 0CHOBHI
XapaKTePUCTUKH.

B mporneci BuOOpy ONTUMajbHOTO BHIY CTpaTerii CiiJ BpaxOBYBAaTH BIUIMB (DaKTOPIB Ha [IsUIBHICTH
minpreMcTBa. GakTopu BIUIMBY, B CBOIO Yepry, CIiJl PO3IIIIATH 1 JOCTIDKYBATH 3 ABOX TOYOK 30pY: 30BHILIHBOIO
cepezioBuIna, TOOTO 3 OOKY MaKpo- 1 MIKPOOTOUCHHS, Y SIKOMY JIi€ MiIPUEMCTBO; BHYTPIIIIHEOIO CEPEOBHIIA CAMOTO
T IIPUEMCTBA, 0 CKIIAIAETHCS 3 PsLY JIAHOK 1 chep MsLTBHOCTI (PecypciB).

Omxke, aHaNi3yloud ICHYrOYI BHAM JMBepcU(diKallii MiAIPUEMCTBO OOMpae HAHOUIBII ONTHMAJIbHUH 3
HaHOUTBIIIONO 171t ceOe BUTOIOK0 1 HAMEHIIIM PU3MKOM, TOOTO BHOpaTH ONTHMATBHIH BapiaHT BKJIAJICHHS KaIliTary i3
MaKCHMaJILHO MO>KJTFBUM TIPHOYTKOM 1 3a0e31edeHHsM (piHaHCOBOI CTIMKOCTI ITiIIPHEMCTBA.

Kntouogi cnosa: ousepcugpikayis, cmpameziune YnpasninHsa, 20pU3OHMALbHA OUBEPCUDIKAYISA, BEPMUKATLHA
oueepcuirayis, Konenomepamua ousepcugixayis.

Problem setting and its relationship with important scientific and practical tasks.
In the conditions of fierce competition, reduction of demand for products (services) of
enterprises both in the domestic and foreign markets, the question of finding alternative
directions of activity of enterprises becomes especially relevant. Diversification is one of the
approaches that makes it possible to increase the competitiveness of the enterprise.

The acceleration of the pace of scientific and technological progress in recent years, the
intensification of competition caused by the globalization of the economy, the financial crisis,
sharply exacerbate the problem of improving the competitiveness of producers, the problem of
finding and realizing competitive advantages. At the same time, dynamic changes in conditions
and environment require continuous improvement and updating of the range of products,
technologies of its production and market promotion [1]. Therefore, business entities seeking
to survive in the market should have at least several varieties of products (services) at their
various stages of life cycle that complement each other, that is, diversify products (providing
services).

Recent research and publications analysis. The questions of application of the method
of diversification by enterprises were investigated in the works such scientists as I. Ansoff,
K. Bury, LLA. Belotkach, A.S. Vitkovsky, M. Gort, O.V. Zorenko, 0.0. Komlichenko,
N.l. Stepanenko, V.A. Tsymbal, A.A. Chukhno and others.

However, further consideration is needed to investigate the strategic directions for
applying diversification in business activities of enterprises.

The purpose of the article. Research of stages of formation of strategic directions of
diversification of activity of the enterprise.

The main results and their rationale. The success of any enterprise depends on the
ability to anticipate and adapt to strategic changes in a timely manner, in particular to change
the structure of production, develop and introduce into production new types of products,
correctly plan the volume of production of different goods, as well as the ability to innovate
and adapt to technological changes.

The effective way to increase the efficiency of the enterprise is to develop and implement
a strategy that can take the enterprise to a new level of management, improve financial results
and ensure effective functioning in a competitive environment. Among the existing strategic
alternatives, diversification of activities as a multifaceted development strategy can provide
such prospects, which in turn will lead to competitiveness of the enterprise.

Diversification is the type of economic process, the main essence of which is the
development of several unrelated or service productions, the development of new types of
goods, works and services. In the general sense, diversification (Latin diversus - different and
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Latin facere - do) is a process of enterprise development related to increasing the range of
species and penetration into new fields of activity, development of new productions, expansion
of product range, including not only diversification of commodity groups, but also the
expansion of entrepreneurial activity to new and not related to the main activities of the
enterprise [2-4].

Diversification (new product - new market) is a strategy that allows the enterprise to take
advantage of current advantages in new areas of activity in the context of significant variability
of the business environment [5].

Diversification does not mean that the enterprise should take every opportunity, but must
identify a direction where it will find application of its experience, or a direction that will help
to eliminate the shortcomings [6].

The use of diversification method by economic entities of different spheres of activity
and forms of ownership is an effective way, because it allows to expand specialization and types
of activity, deepen vertical integration, restore inter-sectoral links in the enterprise, be the
impetus for the emergence of new rational initiatives and decisions.

The importance of diversified enterprise development is due to the exhaustiveness of
internal sources of increasing production efficiency in major business areas, or vice versa an
increase in equity. Therefore, diversification should be seen not only as a means of preventing
an enterprise's crisis, but also as a strategy for its further prosperous development.

The following factors are the main causes for business entities to make diversification
decisions:

- Incomplete use of resources;

- reduction of profits from the main production;

- reduction of demand for products and services;

- creation of new jobs;

- constant growth of competition;

- scientific and technological progress.

It should be noted that the development and implementation of a diversification strategy
should be based on the following basic principles:

- enhancing the potential for further growth development;

- accumulation of resources and other means for development of related or new directions,
spheres of activity, types of products;

- effective reduction of production costs (cost reduction);

- assessment of prospects for new activities, industries.

Also, it should be taking into account existing approaches to applying diversification:
resource, market and systemic. The peculiarity of the resource approach is that the type of
diversification depends on the flexibility of resources. Concentrating on its strengths, an
enterprise can act in many markets at once and hedge against cyclical fluctuations in individual
markets. If, as a result of the comparison of productions and available resources, excess capacity
is found, then a new unit of the enterprise can be created in response to this, as an independent
economic unit. At the same time, if there are unused resources, they can be applied not only in
the already developed markets, but also become the basis for expanding the activity of the
enterprise in other markets.

The market approach is characterized by the fact that special attention is paid to the
attractiveness of the environment as an indicator of growth, market quality, as well as
commodity market positioning in relation to competitors. The enterprise has the opportunity to
identify untapped business opportunities, rethink existing ones and find new markets.

A systematic approach for assessing the impact of production diversification on the
production system is based on identifying the information and economic nature of the process
as an integral part of the enterprise management mechanism. It helps to identify the reasons for
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decision making, provides tools and techniques to improve planning and control.

Investigations into strategic areas of enterprise activity management have found that it is
advisable to consider a diversification strategy:

- as a corporate-wide strategy that leverages key potential competitive advantage over
specialized non-diversified businesses. At the same time, one of the main advantages is the
emphasis on the opportunities afforded by a broadly diversified enterprise to reallocate its
resources in the area where there is the greatest potential for profitability. In doing so, managers
must act in such a way that diversification does not reduce the cost of accumulated capital.

- as a factor of strategic development of the enterprise through the choice of effective
"portfolio"” strategy and the combination of centrifugal forces. That is, by diversifying the
enterprise, managers consider its activity in the long term, while combining traditional with
non-traditional production, extend the boundaries of its core activity, concentrate efforts on the
production of new products and improving the needs of consumers, etc.

Enterprises that choose a diversification strategy are trying to produce more product
modifications to maximize scale. The strategy is implemented through a growth strategy
(expanding the product mix) and a market expansion strategy (exploring new markets) or by
combining elements of both. The diversification strategy contributes to the independence of the
enterprise from one strategic business unit.

Considering the above, we will elaborate the stages of formation of the enterprise
diversification strategy (Fig. 1).

»[ STAGE 1. DEVELOPING THE PURPOSE AND GOALS OF THE STRATEGY

J L

STAGE 2. ANALYSIS OF STRENGTHS AND STABILITY OF THE
ENTERPRISE
J L
[ STEP 3. ANALYSIS OF THE COMPANY'S OVERALL PORTFOLIO
RESEARCH OF RESEARCH OF
BENEFITS DISADVANTAGES
[ STEP 4. SEARCHING DIRECTIONS FOR DIVERSIFICATION
[ STEP 5. EVALUATION OF DIVERSIFICATION DIRECTIONS
>
- L
"L'E 4———[ STAGE 6. EVALUATION OF STRATEGY EFFICIENCY ]
m
zZ
- EFFECTIVE
STAGE 7. THE STRATEGY IMPLEMENTATION

Fig. 1. Stages of formation of enterprise diversification strategy *

* developed by the author
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In the first stage of the enterprise diversification strategy formation it is necessary to
define its purpose and goals.

It should be noted that diversification objectives can be:

- conquering new markets for products;

- expansion of product range;

- improving the financial and economic condition of the enterprise;

- conformity of production to the constantly changing market needs;

- insurance of the enterprise against the risk of entry of products to the stage of life cycle
decline;

- increase of competitiveness of the enterprise;

- updating of the scientific and technical base of the enterprise;

- more complete utilization of production facilities.

The next step is to analyze the strengths of the enterprise and its stability. For this
purpose, it can be used the results of SWOT - analysis and other types of analysis that allow to
determine the benefits and opportunities of the enterprise.

To select the most optimal type of strategy, it should be considered the types of
diversification, their main characteristics, advantages and disadvantages (Table 1).

Table 1
Types of diversification and their main characteristics
Types of Main characteristics Advantages Disadvantages
diversification
- new production in - combination of - limited markets
technological and marketing coordination of actions
aspect is connected with with high control
existing production of the capabilities; _
enterprise; - stability of economic
- expansion of activities for relations within the
enterprise;

the purpose of production or
control
production of all components,

Vertical - guaranteed supplies of

material and technical

s and materials: resources;
parts and materials, - close contact with end
- absorption of intermediaries | ~onsumers.

and suppliers;

- control over the entire
production chain from raw
materials to finished products.
- production or sale of new | - consumer needs are taken | - the risk of restricting
products, not related to the | into account markets

existing assortment, but aimed
) at the existing clientele;
Horizontal - entering new business areas
that are related to meeting the
needs of existing customers.

- the creation of new products | - rational use of financial - difficulties in

that are in no way related to | resources; regulating different types

existing technology, - reducing the risk of of businesses and units;

nor with the needs of existing | falling demand for certain | - complexity of the
Conglomerate consumers in the enterprise; goods; analysis of strategic

- requires 'Fhe Iar_gest financial | _ protection against problems;

costs and is available only to absorption. - problematic assessment

large enterprises of strategic plans.
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In the process of choosing the optimal type of strategy, the influence of factors on the
activity of the enterprise should be taken into account. Impact factors, in turn, should be
considered and investigated from two points of view:

- the external environment, from the macro- and microenvironment in which the
enterprise operates;

- the internal environment of the enterprise itself, consisting of a number of links and
areas of activity (resources).

Therefore, analyzing the existing types of diversification, the enterprise chooses the
most optimal with the greatest benefit and the least risk, that is, to choose the best option for
investing with the highest possible profit and ensuring the financial stability of the enterprise.

Conclusions. Thus, developing and implementing a diversification strategy can help
increase the value of the enterprise, which is relevant to any type of economic activity.
Diversification will support the enterprise during the economic downturn and will allow it to
achieve competitive advantages in the medium to long term. Also, it is rational to study to
evaluate the effectiveness of economic diversification, depending on the state of the industry
market in which the enterprise operates.
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