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Abstract. Companies' diversification is analyzed in various aspects. It is generally recognized, that, as
adaptation to market strategy, which can be both very successful and very unsuccessful, this phenomenon
is controversial. There is a practical and scientific problem - to highlight and analyze conditions for suc-
cessful diversification activity. One of the condition is market situation. The economic crisis has shown
that companies which did not assess eventual key changes in market, went to bankrupt, i.e. the ones,
which did not provide an alternative for products which are sensitive to shrinking market. It follows, that
it is reasonable to examine diversifications dependence on market situation, i.e. to examine influence of

developing, shrinking and stable markets to it.
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1. Introduction

In recent years the company’s operating activities
became more complicated. Two essential circum-
stances were the cause of this phenomenon. First-
ly, the world globalization process which resulted
in fierce competition, secondly, rapid changes in
market situations were influenced by protracted
financial and economic crisis in the world. It hap-
pened in the Lithuanian enterprises as well. Some
of the companies went bankrupt. Therefore, to
function and be active today, the companies are
forced to look for new ways how to adapt to exter-
nal changes. One of these strategies is activity di-
versification, which implies the manufacturing and
introduction of new products into the markets,
which are different from the existing ones. This
phenomenon is very complex, therefore, many
contradictory evaluations occur. On the other
hand, because of the economic crisis, namely, such
companies went bankrupt, which lacked independ-
ent inflows (revenues), i.e. manufacturing program
was not diversified. Therefore, if markets are
shrinking, the importance of diversification in-
creases. It follows, that it is reasonable to examine
diversifications, as companies’ development strat-
egy dependence on market situation. The analysis
of scientific literature indicates that too little atten-
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tion is paid to this aspect, ignoring the importance
of this phenomenon. Most attention is paid to di-
versification quantitative evaluation, display (per-
form) forms and some other similar issues. The
aim of the article is to define how the situation in
the market influences companies’ activities diver-
sification efficiency. To describe this process, the
quantitative diversification level is ascertained,
correlation — regression analysis and other meth-
ods are applied. The application of the above men-
tioned methods gives possibility to ascertain the
connection between companies’ commercial activ-
ities and diversification degree in developing,
shrinking and stable markets.

2. Theoretical assumptions which are based on
relation between market situation and
companies‘ activities diversification efficiency

The strategy of a company‘s manufacturing pro-
gramme diversification differs from other develop-
ing strategies, which certifies that a company func-
tions in existing product — market area (Ansoff
1957, 1965, 1979, 1984; Ansoff, McDonnel 1990;
Ginevi¢ius 1998; GineviCius, Sudzius 2007).
Therefore, the situation is based on existing tech-
nical, financial, marketing and other resources and
capabilities. Meanwhile, the diversification im-
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plies new technologies, new qualifications, new
knowledge, the other ways of management, new
means of marketing, etc (Lang, Stulz 1994). De-
spite its complexity and riskiness, it provides bet-
ter possibilities to adapt to the external changes.

External situation, i.e. changes, can be fa-
vourable, neutral or unfavourable to develop di-
versification strategy (Lemelin 1982; Chang 1996;
Lee et al 2012; Giachetti 2013; Lejarraga,
Walkenhorst 2013). Therefore, the question arises:
how far these changes are influential speaking
from the company’s point of view. There are two
main factors: firstly, the existence of changes, sec-
ondly, the nature of changes. If the company faces
constant fluctuations in demand, we can speak
about unstable external situation. These fluctua-
tions can be both short and long term. An example
of short term cyclic fluctuations in demand can be
quarterly performed jobs fluctuations in construc-
tion business which recur from year to year (Fig-
ure 1).
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Fig. 1. The flactuations of the amount of work done in
construction sector in quarters of a year (2005-2011
year average) (source: Statistics Lithuania)

Difference lies in the long — term demand
changes: they are closely linked with the situa-
tions in the market — developing, shrinking and
stable.

In order to formulate theoretical assumptions
which are based on market situation impact on
diversification efficiency, it is important to inves-
tigate company‘s activities conditions in specific
above mentioned markets.

Developing markets. Developing markets in-
fluence the increase of demand for existing com-
pany’s products. In order to answer the question
whether it is worthwhile in this situation to in-
crease the scale of diversification, it is important to
remember its essence. It is essential for every
company to have its own “core®, which indicates
the total ability of a company precisely and effec-
tively to combine market knowledge with technol-
ogies the aim of which is to gain bigger profit, to
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increase the scope of work, and adapt to the exter-
nal conditions (Wirgley 1970; Ginevicius, Pet-
raSkevicius 2008). In the process of diversifying
the manufacturing program such products are in-
volved in production and realization where certain
skills are needed which are beyond “core” limits.
In other words, new technologies, new equipment
and different specialists and other ways of “enter-
ing” into new, sometimes unknown markets are
needed, etc. But on other hand, is it good to pro-
ceed this way if the demand for existing products
is big, which brings good profit and it is possible
to increase the amount of goods produced without
any risk (Lichtenthaler 2005). Therefore, it is logi-
cal that in developing market manufacturing pro-
gram diversification role should not be too big, a
company should concentrate on existing products.
The theoretical model describing the impact of
company’s activities diversification efficiency in
developing market should be as follows (Figure 2).
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Fig. 2. The theoretical model of developing market
impact on company‘s activities diversification efficien-
cy (D — the level of company‘s activities diversifica-
tion; E — integral index of company‘s commercial activ-
ities efficiency; T — linear dependence; K;, K, —
curvilinear dependence) (source: compiled by authors)

Shrinking market. In this case, the company
finds itself in different, opposite situation. The es-
sential feature of this type of market is, that the
demand for existing products decreases very
much. The company can survive if it offers new
products, which can be sold in other markets,
where the crisis was not so vivid. Consequently, if
the market shrinks, company‘s manufacturing pro-
gram diversification importance is increasing.
However, there is a limit to diversification, be-
cause over-extended use of shared resources may
result in congestion and loss of control (Ginevicius
2009; Purkayastha et al. 2012).

The theoretical model of the shrinking market
impact on company‘s activities diversification ef-
ficiency is presented in (Figure 3).
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Fig. 3. The theoretical model of the shrinking market
impact on company"s activities diversification efficien-
cy (source: compiled by authors)

Stable market. The situation covers two, the
above mentioned, market characteristics. On the
one hand, when the demand is comparatively sta-
ble too big “estrangement™ from the manufactur-
ing of existing goods, i.e. “entrance” into so cold
distant markets, is closely connected with addi-
tional material and managerial costs (mastering
new technologies, overcoming “barriers“ while
entering new markets, etc.).

Therefore, it indicates a big risk not to achieve
desirable economic result (Gineviius et al. 2013).
It might appear, that the increase of inflows (reve-
nues) can be achieved, without any big risk, by de-
veloping existing or similar products, i.e. staying
close to existing manufacturing of products.

On the other hand, narrowing the manufactur-
ing program too much can bring a negative result
because in this case, the company becomes to sen-
sitive to demand fluctuations, and the amount of
resources, which brings profit to the company,
goes down. It follows that the company‘s financial
stability is reduced.

Some authors (Purkayastha et al. 2012; Lam-
pel, Giachetti 2013) argue that once economies
reached this ideal state, the need for diversified
firms would disappear, it could be said, that under
the conditions of stable market, it is important to
diversify the company‘s manufacturing program to
a certain degree, because, as it was indicated too
big diversification and narrowing the production
can bring a negative result. The theoretical model
of stable market impact on company‘s activity di-
versification efficiency is as follows (Fig. 4.).

Having combined all three above described
theoretical models (Figs 2—4) we get company’s
activities diversification efficiency integrated theo-
retical model which is influenced by the situation in
the market (Ginevicius 2010) (Fig. 5).
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Fig. 4. The theoretical model of stable market impact
on company‘s activity diversification efficiency is as
follows (D;-D, — the zone of appropriate diversifica-
tion) (source: compiled by authors)
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Fig. 5. The integrated theoretical model of market situa-
tion impact on company‘s activity diversification effi-
ciency (source: compiled by authors)

3. The empirical verification of market
situation impact on company‘s activity
diversification efficiency

The empirical investigations of the Lithuanian
companies activities diversification process started
in 1995 in Lithuania (Ginevicius 1995). Later, in
2008 (Ginevicius, Andruskevicius 2008) and 2009
(Ginevicius 2009) very similar investigation were
produced. The goal of all investigations was to
establish construction companies’ commercial ac-
tivity efficiency dependence on the level of diver-
sification Dy and D, (Ginevic¢ius 2009):

n
Db =1_Z qiz,
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1
T

n

2

i-1 1-
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D, = @)
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where: ¢; — ratio of ,,i* product (inflows/revenue,
turnover) (i =1,n); ¢ma — the biggest number of
product (inflows/revenue, turnover) ratio; n — the
amount of products (i =1,n)

The efficiency of company‘s commercial ac-
tivity was calculated on the basis of multi — criteria
evaluation method. The method SAW was applied
more often (Ginevicius, Podvezko 2012; Ginevi-
cius 2012; Stasytyte 2012; Lee, Lee 2013; Agh-
daie et al. 2013):
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3)

¢

company‘s commercial activity
efficiency complex evaluation index; ® i — index

where: E; — j°

. . . ce . n _ .on
of importance in parts of ,, i unit (y,, =1,0); 7; —
i-1
,,Jj  company‘s index normalized value

The indexes indicating company‘s commer-
cial activity efficiency were: profitability, cost —
effectiveness, the coefficients of financial activity
(current, general, critical liquidity, etc.) and other
indexes.

from Statistics Lithuania, in the period of 1995-
2011 the stable market prevailed.

Secondly, the biggest commercial activity ef-
ficiency which correspond the degree of diversifi-
cation in the second investigation is indicated by
the movement to the right. It means, that under the
conditions of stable market economy the compa-
nies manage properly to control bigger amounts
of goods produced. It indicates the growth of man-
agerial maturity in an organization.

The investigation made in 2004-2006 was based
on this data (GineviCius et al. 2008) (Table 2).

Table 2. The investigation of diversification degree
(Dp) and cost effectiveness (R) in construction compa-
nies in the years of 2004- 2006

In order‘to deﬁr}q hoW the mark@t impacts up- Compa- 2004 2005 2006
on company‘s activities diversification efficiency nies [ Db [R(%) | Db | R(%) | Db | R(%)
the period under investigation should be connected ° 2 >
. . . c 1. 0.286| 3.90 | 0.288 | 4.50 |0.578| 5.40
with either developing, shrinking or stable mar-
kets. 2. 0.670| 2.90 | 0.677 | 5.50 |0.660| 5.70
On the basis of statistical reports and the situ- 3. 0 | 020 0 500 | 0 550
ation in construction sector which is indicated in 4. 0 0.13 0 4.12 0 3.40
(Figure 1) starting with 2005 and finishing with 5. 10.003| 2.10 | 0.026 | 4.10 [0.028| 4.70
201 1, the information is as follows in table 1. 6. 0.150 1.11 0.200 456 10.280| 5.02
Table 1. 2005- 2011 year period describing the situa- 7. |0.175] 3.00 | 0.146 | 2.50 |0.141| 2.00
tion of construction sector in the market (source: Statis- 8. 10.308| 1.90 | 0.308 | 3.20 ]0.284| 5.80
tics Lithuania) 9. 0.517| 3.51 | 0.508 | 3.55 |0.489| 4.01
20éea2rf)06 The nslarlglet type 10. |0.121| 0.14 | 0.129 1.09 |0.156| 1.08
— table
3007-2008 Developing 11. [0.405| 0.37 | 0451 | 0.65 |0.500| 1.26
20092010 Shrinking 12. [o.116] 051 | 0.172 | 0.54 [0.183] 6.76
201 1— to the present Developing 13. [0.200| 3.17 | 0.251 | 4.86 |0.233| 5.90
14. (0.481] 13.00 | 0.531 | 10.00 |0.474| 11.00

It is possible to check, if the market type is
known, the empiric dependence compliance with
the theoretical models (Figures 4 and 5).

The results of empiric investigation which was
done in 1995 and 2011 are depicted in Figure 6.

o

(1] D
Fig. 6. Companies‘ commercial activity efficiency de-
pendence of the degree of diversification (1 - 1995 in-
vestigation, 2 - 2011 investigation)

Some conclusions can be made from the giv-
en information presented in Figure 6. Firstly, the
actual company‘s commercial activity efficiency
dependence complies with the company‘s activity
diversification efficiency theoretical model under
the conditions of stable market. As it is known
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Companies’ commercial activity dependence
on the degree of diversification was established on
the information presented in Table 2 and on pa-
rabola correlation — regression model:

“

where: a,,, — the coefficients of correlation equa-
tion.

E=a0 +a1Db +612Db2,

The obtained results are revealed by the corre-
lation regression equations (Table 3) and in the
graphic depiction of these equations (Figures 7 - 9).

Table 3. Construction companies‘ commercial activity
cost — effectiveness dependence on the level of diversi-
fication

. The strength
Years Equation of linkg
2004 R=0,14+10,45DD, +9,888D,’ 0.22
2005 R=4261+12412D, +20355D,> | 0.29
2006 R=4,411+1942D, +3,884D,’ 0.26
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Fig. 7. Company‘s commercial activity dependence on
the level of diversification in 2004 (source: compiled by
authors)
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Fig. 8. Company‘s commercial activity dependence on
the level of diversification in 2005 (source: compiled by
authors)
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Fig. 9. Company‘s commercial activity dependence on
the level of diversificationin 2006 (source: compiled by
authors)

As it is seen from Figures 7 — 9, the nature of
empirical dependence does not correspond the inf-
luence of developing markets on the nature of the-
oretical model of company‘s activities diversifica-
tion efficiency (Figure 2). On the other hand, the
real situation is defined not by the nature of de-
pendence, but the strength of link.
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It is rather weak, because its significance flac-
tuates within the limits of 0.22 and 0.29 (Table 3).
It indicates, that the impact of diversification upon
the commercial activity results is weak and it
complies with theoretical assumptions.

Very similar investigation was done in the
years of 2008-2009 when the market was shrin-
king. On the basis of theoretical assumptions, in
this situation, the importance of diversification to
company‘s commercial activity results should be
increasing. This is confirmed by the correlation -
regression equations and by the coefficients
(strength) of link (Table 4).

Table 4.The dependence of turnover (T) in construction
companies on the level of diversification (Dg) 2004
(source: compiled by authors)

The
Years Equation strength of

link
2008 A=0,134+0,0254D; 0.58
2009 A=0,0088+0,0918D ; 0.66

The equations presented in Table 4 are de-
picted graphically (Figures 10 and 11).

a)
A 0.16
015 /
0.14
0,13 T T T T T T T T T 1
0O 01 02 03 04 05 06 07 08 05 1
D

Fig. 10. Construction companies turnover dependence
on the level of diversification in year 2008 (source:
compiled by authors)

As it is indicated in Figures 10 and 11 the na-
ture of empirical dependence corresponds to the
influence of shrinking market on the companies
activity diversification efficiency theoretical mod-
el (Fig. 3). This correspondence is confirmed by
the high level of strength of link coefficients (con-
sequently 0.53 and 0.66).

The latest investigation of markets’ influence
of company‘s activity diversification efficiency
was done in 2010, i.e. when the construction sector
recovered. The equation is as follows:
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A=0,1952+0,025D; (5)

The Eqn. (5) is graphically depicted in
Fig. 12.

A 0,1
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Fig. 11. Construction companies turnover dependence
on the level of diversification in year 2009 (source:
compiled by authors)
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Fig. 12. The dependence of construction companies
turnover on the level of diversification in 2010 (source:
Statistics Lithuania)

Fig. 12 indicates that the nature of empirical
dependence does not comply with the developing
markets influence on the nature of company’s ac-
tivities diversification efficiency theoretical model.
Therefore, having compared it with the past period
it can be said that the strength of link decreased
very much. In fact, there is no contradiction be-
cause for strategic orientation entering new mar-
kets more time is required. Decreased strength of
link speaks about the fact that companies evaluat-
ed the present situation and certain steps were
made.

4. Conclusions

In order to adapt to more complex and dynamic
external environment, companies have to search
new strategic means of development. One of the
ways is — diversification of manufacturing pro-
gram. Numerous existing studies have explored
the link between diversification and company per-
formance (Fukui, Ushijima 2007; Jiraporn et al.
2006; Johnson et al. 2011; Chen, Yu 2012; Park,
Jang 2012; Purkayastha et al. 2012). The im-
portance became clear under the conditions of
economic crisis. Life showed that in this situation
such companies survived which had some inde-
pendent resources of inflows (revenues).

There have been relatively fewer studies that
compare diversification and company performance
in unstable periods such as an economy-wide
shock (Lim et al. 2009).

Because of its complexity and exclusivity (a
company must push competitive products into the
markets) the diversification strategy is very risky,
therefore, in scientific literature it is investigated
from different aspects. On the other hand, too little
attention is paid to diversification because its im-
portance for company‘s development strategic ef-
ficiency is dependent on the situation in the mar-
ket. Some researchers agree (Purkayastha et al.
2012) that the functional form of diversification
and company performance relationship in different
market situation may not be identical.

The situation in the market can be described
as follows: developing, shrinking and stable mar-
kets. Theoretical analysis of market situation in-
fluencing company‘s activities diversification effi-
ciency indicates that in the developing market the
importance of diversification decreases, in shrink-
ing market — increases, and in stable markets — is
rationale within certain limits.

The results of produced empiric investiga-
tions (period 1995-2011) on construction compa-
nies activity diversification indicate, that, firstly,
manufacturing program diversification did not be-
come the effective construction development strat-
egy among companies in Lithuania, secondly,
practically, companies‘ commercial activities effi-
ciency dependence does not always comply with a
situation in the market and does not influence the-
oretical model diversification efficiency. It fol-
lows, that companies do not consider the tenden-
cies of changes in the market and do not timely
foresee adaptation to different strategic means of
forthcoming situation. On the other hand, the
strength of link between companies competitive
activity results diversification in different situa-
tions in the markets indicate, though sometimes
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the companies are belated they take measures to
define their manufacturing program.
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