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The article discusses various examples of the diversification of enterprises both by expanding
production through the creation of new production lines, and through the mergers and acquisitions
of ready-made enterprises. Suggested that the most successful is diversification, aimed to the
production of goods that complement each other. Itis in the production of complimentary goods that
the occurrence of a synergistic effectis mostlikely. Moreover, in determining the complementarity,
it becomes possible to determine the trend of the company'’s further development and changes in
the volume of its revenue. The article also presents and describes all the most common methods for
assessing the feasibility of a decision on diversification and points to their advantages and
disadvantages. Analyzed various criteria for assessing the feasibility of a diversification, and proposed
complementarity of goods, determined using the coefficient of elasticity of demand, as the main
criterion for deciding whether to complete merger or acquisition. It's proved that in addition to
assessing the feasibility of diversification, itis also necessary to have a tool that will allow to assess
the amount of synergistic effect to which it will lead. None of the existing methods provides such an
opportunity. Itis proposed to use for this the complementarity multiplier, which will make it possible
to predict the change in demand for the company’s products after diversification, and therefore to
evaluate the future synergistic effect. The article also presents the formula of the complementarity
multiplier, which allows to predict the trend of change in income after such transactions. By the
example of real companies, it has been proved that diversification, which allows to achieve a
synergistic effect, leads to an increase in revenue. Article also presents the idea that insists on the
fact that the return on investment is most likely when a synergistic effect occurs, which will be able
to cover the costs by increasing revenues. That is, when assessing the feasibility of diversification,
we should talk about the assessment of the synergistic effect to which it will lead.

Y crarri po3rnspatorscs pi3Hi npuknaav ansepcundikayii nignpueMcTs siKk 3a paxyHOK PO3LUNPEH -
HSI BUDOOHULITBA LUJIIXOM CTBOPEHHSI HOBUX BUPOOHMNYNX JTiHIN, TaK i LUISIXOM 31NTTS | NOrIMHaHHS
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roroBux nNignpPuemMcTs. 3anpPornoHOBaHO, WO HabinbLL ycnilHOo € anBepcudikauisa, cnpsMmoBaHa
Ha BUpOOGHULTBO TOBapiB, L0 AOMNOBHIOIOTb O4UH oAHOro. Came y BUPOOHULTBI KOMIMIIMEeHTapHNX
TOBapiB HaVbIiNIbLL iIMOBIPHUM € BUHUKHEHHSI CUHepreTu4yHoro egpekry. binbwie Toro, nig4ac Bu3aHa-
YeHHSs1 B3a€MO40MOBHIOBaAHOCTi CTAa€ MOXJ/INBUM BU3HAYUTU TEHAEHLIIO No4asibLLIOro pO3BUTKY KOM-
naHii Ta aminn ob6csry if goxoaiB. Y cTatTTi Tako)Xx npeAcTaBsieHi Ta onucaHi Bci HanbinbLU nownpeHi
MeToAM OLIHKN AOLUINIbHOCTI NPUUAHSATTS pilLeHHS rnpo ansepcudikaLilo Ta BKa3yloTbCS Ha ix nepeBa-
M Ta Hegonikun. lIpoaHanizoBaHoO pi3Hi KpUTepii oLuiHKKU AoUiNbHOCTI ANBepcudikalii, a Takoxx 3ar-
POroHOBaHa KOMIUIIMEHTapHIiCTb TOBapiB, BU3Ha4YeHa 3 BUKOPUCTaHHSIM koeilieHTa ennacCTUYHOCTI
nonury, ik OCHOBHWIA KPUTEPIii NPUAHATTS PiLLeHHSs NPo 3aBepLIeHHs 00 egHaHHs abo npuab6aHHs.
JAdoBeneHo, Wo Ha 4o0[aTOK [0 OuUiHKu gouinbHOCTI AnBepcudikayii, HeOOGXigHO TAKOX MaTU iIHCTPY-
MEHT, SIKuii fO3BOJINTb OLiHUTU KiJIbKiCTb CUHEPreTU4YHoro epekTty, Ao AKoro BiH npusee. Josege-
HO, L0 X0OA€EH 3 iCHYIOYNX MeTOoAiIB He Aa€ TaKoi MOXXJINBOCTI. [is1 LibOro nporoHyeTbCs1 BUKOPUCTATU
MYyZIbTUMTIKaTOP KOMIJTIM@HTapHOCTI, O JO3BOJ/INTb MPOrHO3yBaTy 3MiHY MOMUTY Ha NPOAYKLiI0 KOM-
nanii nicna gueepcugikayii, a omxe, oLiHNTN MaiiGyTHIV cuHepreTu4yHui epekT. Y cTarTTi Takox npen-
CcTaBJ/IeHO POopMyny MyNbTUINJTIKATOPa KOMIUJIIMEHTapHOCTI, sIKka A03BOJISIE MPOrHO3yBaTu TeHAEHLiI0
3MiHu goxony nicss Takux ornepauiv. Ha npuknaai peanbHUX KOMNaHin 4oBeAEHO, Lo AnBepcudika-
uis, Ka fO3BOJISIE [OCAITU CUHEPreTUYHOIr 0 epeKTy, NPN3BoOANTb [0 36inbLUeHHs BUpy4ku. Ctarrsa
TakoX npeAcTaBJIsE igero, ska Hanossarae Ha ToMy, Lo peHTabenbHiCTb iHBecTuLin, Hacamnepen,
BinbGyAeTbCa Npu cUHepreTuYHomMy eeKTi, Sk 3Mo)Xe NOKPUTU BUTPATHN 3a PaxyHOK 36i/bLLUEeHHS
Aoxoais. To6To y pa3si ouiHIOBaHHA AOLiIbHOCTI AuBepcugikayii cnig rosopuTy Npo ouiHKy cuHepre-

TUYHOro epeKTy, A0 SIKOro BiH npusee.

Key words: complementarity multiplier, synergistic effect, goods complementarity, diversification, mergers and

acquisitions, forecasting the trend ofincome change.

Knto4oBi cnoBa: myaemunaikamop KomMnaimMeHmapHoCcmi, CUHEP2eMUYHUU eghekm, KOMNAIMEHMAPHICMb Mo-
BapiB, duBepcugbikauis, 3aummsi  NO2AUHAHHS, NPO2HO3YBaHHs meHOeHyli' 3miHu doxody.

STATEMENT OF A PROBLEM

In the current conditions of enterprises' development,
mergers and acquisitions of companies are quite frequent
phenomena. Through such deals, firms are trying to solve
various kinds of problems, such as, for example, obtaining
new opportunities for further development — entering new
markets, attracting new customers, etc. However, the main
objective of the merger or acquisition is to achieve a
synergistic effect.

According tol. Ansoff, in along-term period, in tense
situations and (or) at the moments of a recession in the
conjuncture, synergistic firms turn out to be more
persistent and show better performance than con-
glomerates. [1, p. 54] That is, the synergistic effect allows
not only to increase the amount of income, but also to
increase the resistance of the company to various negative
factors of the macroenvironment.

As you know, one of the tools for the development of
an enterprise is vertical diversification, which, in turn, can
be implemented by various methods. The first one is the
launch of a new production line in the enterprise; the
second is the acquisition by the enterprise. Both of these
methods are associated with large economic, intellectual
and labor costs, which, in turn, can lead to losses.
According to Kotler, 70% of diversifications are unsu-
ccessful [2, p. 174]. That is, before implementing a

diversification strategy, the firm's management must be
confident that it justifies its value.

According to the authors, the main criterion for the
selection of a diversification strategy should be the
complementarity of goods, in the case of the addition of
already existing goods with compliments, a synergistic
effect is achieved, which, as has been said earlier, is the
main goal of any diversification.

ANALYSIS OF THE LATEST
INVESTIGATIONS AND PUBLICATIONS

The use of the diversification process to achieve a
synergistic effect has been repeatedly analyzed by such
scientists as |. Ansoff [1], F. Kotler [2], A. Thompson,
A. Strickland [3], etc. But they considered those cases
where the goal of diversification there was an expansion
of the product range and an increase in sales. However, in
their works they did not give clear criteria for assessing
the feasibility of the diversification process, but only
analyzed the state of companies before and after
transformations.

TASK DEFINITION

The purpose of this article is to determine the criteria
for the expediency of diversification through the expansion
of production or the acquisition of existing enterprises to
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achieve a synergistic effect; description of the diversi-
fication process on the example of real companies
operating in various industries.

The novelty of the study lies in proposing a funda-
mentally new approach to determining the effectiveness
of diversification with the help of a modified coefficient
of demand elasticity, as well as in using the comple-
mentarity multiplier to determine the nature of the
synergistic effect.

STATEMENT OF THE MAIN MATERIAL

As is known, the goal of any company is to strengthen
indicators and stable growth. This goal can be achieved in
various ways, such as minimizing production costs,
modernizing the production process, conducting effective
marketing campaigns, etc. However, the main way to
increase revenue is to expand production, both by
increasing the quantity of goods produced and by
diversifying the range.

As mentioned earlier, diversification can be realized
through the opening of a new production line, or through a
merger or acquisition of a company that already produces
the necessary goods. Each of these approaches has its
advantages. So, when opening a new line, the management
of the enterprise has the ability to manage all processes
independently, and this allows to handle the control over
the quality of products. At the same time, in case of buying
a ready-made business, the company receives a number
of advantages: streamlined production of products for
which market demand has already been formed, acquired
technologies help to save time on developing and opti-
mizing production processes.

But, no matter which of the above strategies the com-
pany chooses, the management is faced to the question
of assessing the feasibility of diversifying into one or
another industry in order to minimize the risk of losses. It
should be noted here that the return on investment is most
likely when a synergistic effect occurs, which will be able
to cover the costs by increasing revenues. That is, when
assessing the feasibility of diversification, we should talk
about the assessment of the synergistic effect to which it
will lead. According to A. Thompson, most companies
prefer expansion to related industries, since it provides
increased productivity due to synergistic effect [3, c. 73].

There are various methods for assessing the syner-
gistic effect, namely:

1. The overall effect of the implementation of the
diversification strategy (it also includes the synergistic
effect). It is calculated by the formula:

AW, +K, +4,) (B, +IT, +BB ),

E

saed < (1 +l’)[
ST $ER, 0
=l 1+7')t = (I‘H')l ’
where:

AJl, — is the increase in revenue (revenue) from the
implementation of the diversification strategy obtained in
the t-th year by expanding the scale of production, UAH.

T, — the total period of the implementation of the
diversification strategy (action of the diversification

factor), years;

K, — bank loan in the t-th year, required for
diversification, UAH;

A, — annual depreciation of t-th year, due to the
installation of new equipment, which is necessary for
diversification, UAH;

B, — current expenses of the t-th year for the
manufacture of additional products as a result of
diversification, UAH;

11, — tax on additional income from diversification,
UAH;

5B, — payment in the t-th year of bank interest on the
loan that was required to implement the diversification
strategy, UAH,;

r — is the discount rate taking into account probable
inflation, %;

IIK, — amount of loan repayment in the t-th year,
UAH;

Pt — the probability of selling new products in the
event of diversification (the probability of obtaining
planned income from the implementation of the
diversification strategy);

EB, — savings in operating costs, arising from
reducing the share of fixed costs, since the manufacture
of new products may be carried out in the same workshops,
on the same equipment, stored in the same warehouses
and serviced by the same personnel, and the products
manufactured earlier, thousand UAH [4].

2. The method of discounting cash flows. It is based
on the concept of the present value of the future cash flow
of the enterprise, estimated in the context of individual
periods [5].

According to the DCF method, the company's value is
determined by the formula:

©. FCF,

V=E+D-= :
o (1+7)

(2),

where

V (Value) — assessment of the current value of the
company;

E (Equity) — assessment of the current market value
of the share capital of the company;

D (Debt) — short-term and long-term debt;

i — the number of the year;

FCF (Free Cash Flow) — free cash flow of the company
in the i-th year;

r — the discount rate [6].

According to DCF, the fair value of a company is equal
to the sum of all the funds that this company generates
over the entire period of its existence.

Discount formula:

" CF,

M LTy

),

where

q — the discount rate;

CF — the company's cash flow in the i-th year [7].

These methods are the most popular and often used
by financial analysts to assess the feasibility of investing
in a particular project. However, none of them gives an
answer to the question of whether diversification will lead
to a synergistic effect and to an increase in revenue.
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Picture 1. Structure of Nestle S.A. [11]

It should also be noted that in both methods the main
role is played by the time factor, which determines the
further result of the calculations. Such an approach distorts
the actual situation, since it is impossible to determine the
moment of the appearance of a synergistic effect, and the
possibility of its occurrence in general. This means that
none of these methods can determine the trend of events
after diversification.

It can be concluded that all this time without attention
remained one factor that, in fact, determines the further
success or failure of diversification, since it is who predicts
the emergence or absence of synergistic effect in the
future, namely, according to the authors
complementarity of goods.

The essence of evaluating the complementarity or non-
complementarity of products is that before making a
decision to open a production line for new products, it
should be determined which of the existing products for
new products are in relation to each other —
complimentary goods, substitute products or independent
goods.

However, in addition to assessing the feasibility of
diversification, it is also necessary to have a tool that will
allow to assess the amount of synergistic effect to which
it will lead. None of the above methods provides such an
opportunity. We propose to use for this the
complementarity multiplier, which will make it possible to
predict the change in demand for the company's products
after diversification, and therefore to evaluate the future
synergistic effect. For complementary goods, it gets a
value higher than one, for independent goods — equal to
one, for substitutes — from one to zero. This can be done
(with some approximation) as follows:

if Exy <0, then Mk = 1-E (5),
if Exy> 0, then Mk =1/ (1+E) (6),
if Exy =0, then Mk =1 (7).

Thus, in the case of a merger of enterprises, it is
possible to carry out a preliminary calculation of the
increase in demand for these goods by multiplying the
existing level of demand and complementarity multiplier
[8].

In the absence of the necessary data for calculations,
itis not possible to verify the accuracy of this hypothesis,
since itis necessary to have data on the volume of demand
for goods, and these data can only be contained in the
company's internal statistics.

According to the authors, the most successful is
diversification, aimed to the production of goods that com-
plement each other. It is in the production of complimentary
goods that the occurrence of a synergistic effect is most
likely. Moreover, in determining the complementarity, it
becomes possible to determine the trend of the company's
further development and changes in the volume of its
revenue. But it should also be noted that the emergence
of asynergistic effect is also influenced by other factors,
both objective (financial crises, weather conditions, etc.)
and subjective factors (management model of the board
of directors, executive discipline, etc.).

Such an assessment makes it possible not only to
determine the expediency or inexpediency of
diversification with high accuracy, but also it is rather
simple to perform, since all calculations are based on the
formula of the coefficient of cross elasticity of goods X,
Y:

AQX . APY
TR (®),

Y
where — the volume of demand for product X;

E

P, — the price of goods Y [9].

Since it is almost impossible to estimate the volume
of demand for product X in physical units, it is expedient
to express it in the cost of products sold by the company.
At the same time, if diversification occurs in a firm with a
wide range of goods, it is impossible to distinguish the
average price, since this will distort the overall picture,
therefore, instead of the price of product Y, itis advisable
to use the company's revenue, since it is in the revenue
that the price of the product is laid.

Thus, the modified formula of the coefficient of cross
elasticity of goods X, Y will have the following form:

ACOGS(AFTER —-BEFORE)

EXY= COGS BEFORE

_ASales (BEFORE — AFTER) (9)
) Sales BEFORE ’

where COGS — cost of goods sold;

BEFORE — before diversification;

AFTER — after diversification.

The results of the calculations are treated the same
way as when using the usual coefficient of cross elasticity
of goods:
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Picture 2. Bayer AG's structure

When Exy <0, the goods are complementary;

When Exy> 0 — goods substitutes;

When Exy =0 — the goods are independent.

To confirm this theory, it is necessary to consider the
statements of some companies that conducted mergers
and acquisitions. It should also be noted that the companies
selected for the study satisfy the following requirements:

1. Carried out mergers and acquisitions to achieve
various strategic objectives (to increase production, enter
new markets, expand the range of products, etc.).

2. Carry out activity in different spheres (this
requirement is necessary in order to exclude the possibility
of specialization of this theory and make sure that it works
in various industries).

The first company selected for analysis is Nestle S.A.

Nestle S.A. is a Swiss transnational corporation, the
world's largest food producer [ 10]. The main office of the
company is located in the Swiss city of Vevey.

Nestle produces coffee, mineral water, chocolate, ice
cream, broths, dairy products, baby food, pet food,
pharmaceuticals and cosmetics. The main trademarks are
KitKat, Maggi, Nescafe, Nesquik, Nestea. The main market
for products is the United States, they account for a little
less than a third of the company's turnover.

The structure of industries is shown in Pic. 1.

In the absence of the necessary reporting, it is
impossible to track how the opening of new production
lines affected the volume of the company's total revenue.
However, the analysis can be carried out based on the
effect of the 2010 transaction — the takeover of Kraft
Foods' company [12], which specializes in the production
of frozen pizza (i.e., the transaction occurred to expand
the fast food industry). It can be assumed that pizzais a
compliment to chocolate products, which, like fast food,
are popular among children and used in organizing holidays,
etc.

According to the formula of the modified coefficient
of cross elasticity of demand, which was presented above,
calculations are made according to data from the official
financial statements of the company [13]:

_ COGS2010 - COGS2009  Sales2009 - Sales2010

EXY - COGS52009 Sales2009
45849 — 45208 . 107618 — 109722 _ (_0,7 194)
45208 107618

Since E,, <0, the products that were previously
produced by Nestle S.A. and a new product — frozen
pizza, is complementary, therefore, the acquisition of this
production will lead to a synergistic effect.

If we analyze the report on the profitability of the
company for 2011 [13], then we may notice a decrease in

the amount of revenue by 10.0769%, but already in 2012,
the revenue increased by 10, 2149%, which compensated
for the fall of 2011. In 2013, revenue growth amounted to
2,7162%, which indicates a positive trend. It should also
be noted that in the absence of data, it is difficult to
calculate the share of revenue from the acquired company
in the total volume. That is, it is difficult to determine how
much exactly this company brought.

However, based on calculations, we can confidently
assert that the acquisition of the production of comple-
mentary goods had a positive impact on the company's
development trend, and, subsequently, led to the
emergence of a synergistic effect.

The second company that also has a positive
synergistic effect from acquisitions is the multinational
pharmaceutical company Bayer AG.

Bayer AG is a German chemical and pharmaceutical
company founded in Barmen (currently part of Wuppertal,
Germany) in 1863. Its headquarters is located in
Leverkusen, North Rhine-Westphalia (Germany) [ 14].

Concern "Bayer" represents over 350 companies in all
countries of the world. The number of staff — 106,2
thousand employees.

In order to separate operational and strategic
management, Bayer AG was transformed into a holding
company in 2003. The divisions that make up the core of
the group have been transformed into limited liability
companies controlled by Bayer AG. These include:

— Bayer CropScience AG;

— Bayer HealthCare AG;

— Bayer MaterialScience AG;

— Bayer Chemicals AG.

There are also three service companies: Bayer
Technology Services GmbH, Bayer Business Services
GmbH and Bayer Industry Services GmbH & Co. OHG [ 15].

Bayer carries out its activities in four areas, as shown
in Pic. 2.

Further it will be reviewed 5 transactions on the
takeover of enterprises in the period from 2000 to 2011,
and their impact on the company's development trends will
be analyzed.

1. In 2000, Bayer acquired the polyol business of the
Lyondell Chemical Company in the United States [16].
After that, Bayer becomes the world's largest producer
of polyurethane raw materials.

As is known, due to the many advantages (durability,
environmental friendliness, elasticity, strength, low
cost, etc.), polyurethane is used for the manufacture of
polyurethane products for various purposes. It is used
in the manufacture of footwear, rollers, mattresses,
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technical gaskets, sleeves, cuffs, rings and other sealing
parts. It is often used as a heater, protective coating,
insulator and for other purposes. Thus, it can be
assumed that this product can be used in any of the
activities of the company, and, therefore, compli-
mentary to it.

COGS2000 - COGS1999  Sales1999 - Sales2000

Evw = COG51999 Sales1999 =
15949 — 13217 27320 — 30971 _ (-1,54)
15949 - 27320 A

E,, <0, which means that the polyol business is
complementary to the core activities of Bayer.

Analyzing changes in revenue in 2001, 2002 and
2003, we can trace the downward trend — in 2001, the
growth rate was 97.75%, in 2002 — 97.85%, and in
2003 — 96.43% [16]. This trend is negative, as over
three years, revenue increased by an average of 2.66%
annually. However, it should be noted that in 2000 the
whole world was in a state of deep financial crisis in the
field of IT-technologies, which led to the bankruptcy of
many corporations, while Bayer revenue fell only by
2.66%.

This can serve as direct evidence that, as |. Ansoff
suggested, synergistic companies are more resistant and
resistant to exogenous negative influence.

2. In 2001, the company acquired Aventis Crop-
Science, an enterprise for the production of various
vegetable fertilizers. After that, Bayer became the world
leader in the field of plant protection [16].

COGS2001 - COG52000 Sales2000 - Sales2001

Evv = COG52000 = Sales2000 =
16747 — 15494 3097130275 _,
15494 N 30971 T £rll

The value E,, > Oindicates that the acquired company
is engaged in products that do not complement the existing
one, but replace it, that is, it is not a compliment, but a
substitute.

Acquisition of the production of substitute goods
always negatively affects sales of an existing product
range and causes a decrease in demand for it. This follows
from the financial statements, after analyzing which it is
clear that in 2002 revenues decreased by 2.15%, and in
2003 — by 3.57%. But it should be noted that in the
analyzed period of time there were still consequences of
the financial crisis, which also had a negative impact on
the market.

However, in describing this deal, we cannot speak only
about its negative impact on the company's activities.
Moreover, analyzing the further actions of the company's
management, it can be concluded that this acquisition was
a deliberate strategic step that brought the company to
the position of aleader in the field of plant protection. On
the basis of the acquired enterprise, a separate division
was subsequently formed, specializing in the development
of plant protection products.

3.1n 2005, there was a takeover of Roche consumer
health business — a company that developed over-the-
counter medicines [16].

Such products may be complementary to already
existing products of the pharmaceutical line, since if the
products of the pharmaceutical line are used during the
acute stage of the disease, over-the-counter medicines are

used for the prevention of diseases.
COGS2005 - COGS2004  Sales2004 - Sales2005 _

Exy = COGS2004 Sales2004 -
15027 — 12421 23278 — 27383 _ (-1,19)
12421 N 23278 R

E,, <0, therefore the goods of the absorbed
enterprise are complementary to the already existing
goods.

After analyzing the change in revenue over the next three
years, you can see a positive trend, namely — in 2006 the
increase was 5.74%, in 2007 — 11.84%, and in 2008 —
1.65%. As we see the most obvious result of the takeover
was in 2007. Thus, it can be concluded that a synergistic
effect has been achieved.

4. Acquisition of Athenix Corp. in 2009 — a private
biotechnology company specializing in research in the field
of plant protection and fertilizer development [17]. The
activity of this company allows us to develop and improve
plant protection products, which means that we can
assume the existence of complementarity between this
research activity and the products existing in this industry.

COGS2009 - COG52008 Sales2008 - Sales2009

Exy = CO0G52008 = Sales2008 =
15135 — 16456 32918 — 31168 _ (4 54
16456 N 32918 e

E,, <0, which means the products are complementary
and the acquisition of this enterprise will allow the company
to achieve a positive synergistic effect. This is proved by
an analysis of the change in revenue over the next three
years. In 2010, revenue growth was 12.58%, in 2011 —
4.1% andin2012 — 8.79% [17].

5.InFebruary 2011, a pilot plant "Dream Production”
was launched in Leverkusen to produce high-tech plastics
using carbon dioxide. This project aims to improve the
environment through the use of hazardous industrial waste
for production. [17]

E — CO0GS52011 - COGS2010 Sales2010 - Sales2011 —

XY COG52010 Sales2010
17975 — 17103 ] 35088 — 36528 — (_1 24)
17103 N 35088 e

E,, <0, which indicates the complementarity of this
production to the already existing lines of activity of the
company. Revenue growth in 2012 was 8.79%, in 2013 —
1.05% andin 2014 — 5.18%, which indicates a positive trend.

Thus, it can be concluded that the takeovers carried
out by Bayer were successful only if the goods
complementarity condition was observed. Each of the
analyzed transactions confirms the fact of direct
dependence of success on the ability of goods to
complement each other.

The third company is the Ukrainian company JSC Trust
Zhilstroy-1, which is engaged in the construction of
residential buildings, the restoration of architectural
monuments and the production of building materials.

The company has been operating for 70 years, during
which it has implemented 318 projects, and rents out
25 houses a year. It accounts for 65% of housing in
Kharkov [18].

The production structure of JSC "Trest Zhilstroy-1" is
shown in Pic. 3.

As it was mentioned earlier, the main activity of the
company is the construction of residential buildings.

N
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Picture 3. Production structure of JSC "Trust Zhilstroy-1"

However, production is quite diversified, as can be seen
in Fig.3.

Production of small concrete products (foundation
blocks, fencing and finishing elements) was organized in
2013. According to the internal statistics of the company,
the calculations of the coefficient of cross elasticity were
carried out:

254631 — 223276 222576 — 315764

B =="2m26 = 22376 (0:34)

E,, <0, therefore, small-piece concrete products are
complimentary for construction, and the expansion of
production in this area will give the company the
opportunity to achieve a synergistic effect. In 2014,
revenue growth amounted to 1.26%, while in 2015 —
42.23%. The positive trend of changes in revenue is due
to the resulting synergistic effect. However, we should also
mention the fact thatin 2013-2014 there was the beginning
of a military conflict in Lugansk and Donetsk — areas
located close to Kharkov, so the increase in income also
occurred due to the influx of refugees in the Kharkov
region, which provoked a rise in housing sales economy
class.

Also one of the activities of JSC "Trust Zhilstroy-1" is
the manufacture of foam used in existing activities, which
was started in 2015.

369663 — 257384 319753 — 449212

EXY == 257364 - 319753 =(-1,08).

E,, <0, which indicates the complementarity of the
foam to the already existing types of production. The
increase in revenue in 2016 relative to 2015 amounted to
14.09%, which indicates the occurrence of a synergistic
effect.

That is, both implemented diversifications were aimed
at the production of goods that were complementary to
existing ones, and both led to a synergistic effect.

CONCLUSIONS

So, it can be concluded that when deciding whether to
carry out diversification in one area or another, new to the
enterprise, it is necessary to determine the comple-
mentarity of the new product to the existing one. The
production of complimentary goods strengthens the
enterprise in the market because it makes it possible to
achieve a synergistic effect, which, in turn, makes the

company more resistant to various negative exogenous
factors.

Using the example of three companies operating in
different areas, the effect and expediency of using a
modified coefficient of demand elasticity, which is the main
indicator of the complementarity of goods, was clearly
demonstrated.

Also, using the example of Bayer AG revenue analysis
during the global financial crisis of 2000, it was proved
that diversified synergistic firms are more resistant to
crises, as they have the ability to minimize their losses.

It should be noted that the coefficient of cross-
elasticity takes into account only a few objective factors
affecting the state of the company. However, there are
many other factors that determine the efficiency of a
firm, such as financial and political crises, military
conflicts, management style of a company in managing
a firm, etc.
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