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DIVERSIFICATION OF ACTIVITY AS A COMPONENT
OF ADAPTIVE STRATEGIC MANAGEMENT OF CONSTRUCTION ENTERPRISE

Abstract. The paper describes the strategy of diversification of construction enterprises. Their advantages
and disadvantages are highlighted. The necessity of diversification of enterprises for increase of profits,
reduction of risks and expansion of competitive opportunities is established. It was found that
diversification of construction companies is relevant due to the significant development of the construction
industry in the last decade in Ukraine, China and the world. The task of adaptive enterprise management
in the part of creating diversification strategies is to conduct an analysis of the enterprise and the conditions
in which the company operates. The scheme of analysis of the construction company for the implementation

of diversification strategies is presented.
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Introduction

Scientific  and  technological  development,
increasing competition between producers and reducing
the life cycle of products are a consequence of the
variability of the vector of economic development. In
order to accelerate the growth rate and intensify scientific
and technological progress in the field of production, it is
necessary to adapt the enterprises of the industry to
external conditions. One of the approaches to adapting
the company to changing business conditions is adaptive
strategic management. The most effective part of
adaptive strategic management is the diversification of
enterprise activity.

Diversification of an enterprise is an integral part of
its adaptive management. The introduction of
diversification is due to the growth of the dynamics of the
economy, the creation and activation of new markets, the
permanent crisis in the economy, changes in demand for
products. Diversification of enterprise activity and
adaptive management allows you to profit in new
markets if there is a loss in the main market.

Enterprises that use diversification are more
competitive and profitable compared to other businesses.
This is due to the fact that diversified enterprises increase
the name of goods and services, penetrate into new areas
of activity.

Analyzing the approaches to diversification of
enterprises, one can conclude that the construction of
diversification strategies in each country (Ukraine,
China, EU countries) has some differences and features.

This is due to legislation and traditional approaches to
managing enterprises in each country.

In general, diversification is divided into two
components:  diversification of activities and
diversification of production. In general, these two
components can be combined together. In addition, we
will consider a special approach to diversification, as we
will be interested in the diversification of construction
companies.

In general, according to studies, the diversification of
activities of enterprises, in particular the construction
industry, leads to an increase in long-term profits of the
enterprise and reduces risks. However, diversification of
the company is associated with the risk of uncertainty. The
company did not work in a new market, does not know its
features and can not effectively calculate gains and losses.
This problem is eliminated by an integrated approach to
diversification, taking into account adaptive strategic
management, which involves analyzing potential markets
for diversification of activities. In addition, in order to
create effective diversification strategies, it is necessary to
make predictions of the company's activity based on its
performance indicators [1 — 6].

In addition, strategic management of the company
requires the use of new concepts of project and program
management [7 — 12].

The work [13 — 15] describes the features of
investment and diversification activities of enterprises.

In works [16 — 17] formed four basic strategies for
enterprise development: market penetration, new product
development, market development and diversification.
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Diversification is the most complex strategy,
because it requires the company to acquire new
knowledge, skills, resources, new tools and technologies
that will compete with other companies in the new
market.

In work [18] describes that an enterprise can choose
to diversify its activities only when there are no other
opportunities for growth. It is proposed to perform tests
to determine the effectiveness of diversifying activities:

1. The chosen market should be interest to the
consumer.

2. The cost of diversification should be acceptable
to the enterprise.

3. The new market should feed the company to
gain a competitive advantage.

Diversification of construction companies is
relevant due to the significant development of the
construction industry in the last decade in Ukraine, China
and the world. Diversification of the activities of
construction companies has a number of specific features
that are studied in this study.

In general, to create an effective system of adaptive
strategic management of a construction company, in
particular in terms of diversification of activities, the
following tasks must be performed:

1. Conduct an analysis of construction companies,
their classification regarding the application of
diversification strategies.

2. Explore strategies for diversifying construction
companies taking into account the risk and financial
effect.

3. To propose more advantageous strategies of
diversification of construction enterprises.

The purpose of the article

The research objective is:

1. To conduct a review of diversification strategies
for use in the activities of construction enterprises.

2. To propose a scheme of analysis of the
construction company, which is the first stage of the
implementation of diversification strategies.

Presenting main materials

Features of diversification of enterprises

Diversification strategies in adaptive management
can be considered a marketing strategy. This strategy
manifests itself in increasing the name and type of goods
and services, improving the service, increasing consumer
demand and attracting new consumers through
advertising. For example, let the construction company
deal with housing construction. In order to increase the
demand for its main products, the enterprise can engage
in interior design, production and furniture, windows and
doors. All of this can be offered to potential customers to
increase profits.

However, diversification may apply to non-core
products and services. This kind of diversification is
especially complex. However, in the event of its
successful implementation, the company significantly
reduces the risks associated with the crisis in the main
industry. To implement this type of diversification, the
company needs to create new relationships with
consumers and partners, to form a new system of sales of
services and goods, to conduct effective marketing, to
gain experience in a new market. It takes time and
considerable human and financial resources.

Diversification as a complex process is a
combination of the process of creating new products and
services and the outputs to new markets. Products and
services may be brand new for their core business. Such
a strategy is expensive and risky.

Consequently, diversification involves access to
new markets that are not related to the core business. This
contributes to the development of inter-branch relations,
which positively affects the economy of the region or the
country as a whole. In general, diversification is used to
increase economic benefits and reduce risks in conditions
of instability and uncertainty of the economy.

A classic look at the diversification strategy is
discussed in [19]. The construction of diversification
strategies depends to a large extent on the combination of
competencies and capabilities of the enterprise to
diversify with the desire to increase the diversity of goods
and services.

The system of indicators that determine the
company's ability to implement diversification is
described in [20]:

1. Specialization coefficient (SR): The share of
annual revenue of a firm to its main business in this year.

2. Related Ratio (RR): The proportion of annual
revenue earned by a firm belonging to its largest group of
affiliated enterprises.

3. Contiguous core assets ratio (CR): The
proportion of annual revenue earned by a company that
falls on its largest business group that shares or uses the
same general skills or resources.

4. Vertical Ratio (VR): The share of annual
revenue earned by a firm in its largest product group.

According to the definitions, SR is an indicator of
the state of diversity used in the economy, RR and CR
characterize horizontal diversification strategies, and VR
is for vertical strategies.

According to the concept described in [21],
diversification involves identifying exactly the kind of
activity (products) in which the company's competitive
advantages can be most effectively realized. An
enterprise applies diversification strategies in the event
that it is necessary to reduce the risk or to generate profits
in other industries. The main reason for Ukrainian
construction companies is the crisis in the economy of
recent years. These crises threaten a steady profit and
commitment to customers and partners.
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In an unstable Ukrainian economy, diversification
of activities is an effective way to reduce risks. Another
classification of diversification strategies is as follows:

1. Assortment diversification. When a product is
produced or provided with a service with significant
differences from other market positions.

2. Conglomerate diversification. Investing in
completely unrelated to the main production market.

3. Chain diversification. It involves the
involvement of suppliers, carriers and other companies
related to the company's core business to the structure of
the company.

Commonly accepted classification of business
strategies includes: dominant vertical, limited, unrelated
strategies, related strategies and conglomerate strategies.

The associated diversification is to attract factors
that already exist in the mainstream. Such factors
include: staff, sales channels, technology, suppliers,
marketing system, management methods, etc. Associated
diversification can be strong or weak. A well-organized
strategy for related diversification has a positive impact
on all the strategies of a construction company. Such a
type of diversification increases the competitiveness of
key goods and services, and allows lower production
costs through the introduction of new technologies.

An unrelated strategy involves creating a new
product or service that is complementary to the main
product or service. Conglomerate strategy involves the
creation of a new product that is not related to the main
product and is aimed at the new consumer. Conglomerate
diversification is more complicated. Its implementation
is a costly and risky process. On the other hand, if an
enterprise produces only goods of the same type, it is a
factor of additional risks.

Another classification distinguishes the following
types of diversification:

— vertical diversification is that the company
produces goods that are related to the main goods. An
enterprise in this case creates goods and services
independently, without buying them from third parties;

— horizontal diversification involves the release of
goods that are not technologically related to the main
products, but in general may be of interest to the main
customers of the enterprise. In this case, enterprises can
unite and produce goods that will be in demand for a
particular group of customers;

— conglomerate diversification involves the
creation of goods and services that are not at all related
to the main goods and services. Customers of such goods
and services may be completely different consumers.
That is, the market for such goods is different from the
main one. In this case, the company's activities extend to
new industries to reduce risk, increase profits, and open
new markets.

In [22] the following types of diversification
processes are defined:

1. Concentric (vertical) — the company produces
goods that are both in the technological and marketing
aspects associated with existing products of the company.
The advantages of this type of diversification are
guarantees for providing resources, availability of
reliable sales channels, stability of economic ties at the
enterprise. The disadvantages of this type of
diversification are the reduction of competition and the
limited marketing market, significant production costs,
and so on.

2. Horizontal diversification — expansion of its
own assortment of products products that are not related
to what is produced, but create the interest of existing
customers. Horizontal diversification involves the
development of new markets and business areas that meet
the needs of existing customers. The advantage of
horizontal diversification is the versatile satisfaction of
consumers' needs. A disadvantage is the risk of a
decrease in sales market. This leads to a change in
activity as a whole.

3. Conglomerate diversification — replenishment
of the company's range of products that are not related
neither to the technologies used, nor with the markets in
which the firm operates, nor with the existing needs of
consumers. This type of diversification requires the
greatest financial cost and can only be used by large,
profitable enterprises.

In [21], the following types of diversification are
defined:

— diversification with a vertical dominant;

— diversification with limited vertical dominance,
when diversification is focused on one of the strong
positions in the market or on one resource;

— diversification associated with a vertical
integration dominant when diversification is oriented
simultaneously to several strong positions or several
resources;

— unconstrained diversification;

— conglomerate diversification, the creation of
conglomerates through the acquisition of new
enterprises;

— passive diversification.

Thus, the diversification of construction companies
is to expand the business to develop new markets, reduce
risk and increase profits. The choice of diversification
strategy depends on enterprise management. The decision
to implement a specific strategy is an important step in
ensuring the efficiency of a construction company.

In order to implement diversification strategies at a
construction company, it is necessary to conduct an
analysis of the enterprise, to explore the existing
strategies and to propose new diversification strategies.

The primary task for the formation of effective
adaptive management of a construction company in
terms of diversification is to conduct an analysis of
enterprises. The following sequence of research is
proposed (Figure):
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Estimation of the environment in which the enterprise 1. Factor of the environment: the presence of
operates competitors, partnerships with other companies, entry
into regional construction clusters.
v 2. The factor of strategic enterprise management.
Enterprise analysis 3. Organizational structure of the enterprise.

4. Productivity of the enterprise.

The analysis of construction companies in Ukraine
shows that about 40% of companies use horizontal
Market structure analysis diversification strategies in their activities, 27% use
unrelated strategies, 9% use vertical strategies, and 24%

;—l do not use any of the strategies at all.

Assessment of existing Creating new Conclusions
corporate diversification _ | diversification .
strategies Pl teuteptes As a result of the conducted research:

1. Diversification strategies used by construction
companies in their activities are considered.

2. It is determined that the tasks of adaptive
enterprise  management in the part of creating
diversification strategies are to conduct an analysis of the
enterprise and the conditions in which the company

Figure — Scheme of enterprise research before
implementing diversification strategies

1. Estimation of the environment in which the

enterprise operates. operates. Scheme analysis is shown in Figure 1.

2. Enterprise analysis from the middle: 3. It has been established that most Ukrainian
assessment of the management of the enterprise, its construction companies use horizontal diversification
organizational structure. strategies. In addition, a quarter of all construction

3. Analysis of the structure of the market. companies do not diversify their activities at all.
Estimation of profitability of markets of goods and Due to the crisis conditions in the Ukrainian
services. economy, construction companies should use

4. Assess current corporate diversification diversification strategies. Effective use of diversification
strategies, if any. strategies increases the adaptive capacity of a

5. Creating new strategies. Calculation of construction company, reduces risks and increases
financial effect and risks from implemented profits. In general, the use of diversification strategies
diversification strategies. should be considered not only to reduce risks due to

The key factors that influence the activity of a economic crises, but also for the future development of
construction company are: the enterprise.
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JUBEPCHU®IKANLIA AIAJIBHOCTI SAK CKJIAJJOBA AJAIITUBHOI'O
CTPATETTYHOTI'O YIIPABJIIHHA BY AIBEJIBHUM HNIAITPUEMCTBOM

Anomauia. B pobomi onucano cmpameeii ousepcugixayii 6yoigenvHux nionpuemcms. Pozenawymo ix nepesacu ma
Hedoniku. Buznaueno HeobXioHicmb nposedents ousepcugpixayii nionpuemcme Os 30i1buleHHs. NPUOYMKIG, 3MEHUIEHHS PUBUKIG
Ma po3uUpeHHs KOHKYPEeHmMHUX Modcaugocmeu. Buseieno, wo oueepcughikayis 6y0igenibHUX KOMRAHIL € aKMYAIbHOW Yepes
BHAYHULL PO36UMOK 6Y0I8eNbHOT 2ay3i 8 OCMaHKe decamunimms 8 Ykpaini, Kumai ma ceimi. 3a60anHsam a0anmueHo20 ynpasiinHs
NIONPUEMCTNBOM OO0 CMBOPEHHA cmpameeitl ousepcudixayii € npogedenHs aHanisy NIONPUEMCIBA MA YMO8, 6 AKUX
nionpuemcmeo Qynxkyionye. B pobomi naéedeno cxemy awanizy 0yoienvHoeo RIONPUEMCMBA OJisl BNPOBAOICEHHs Cmpamezill
ousepcugpixayii JissibHOCMI.
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