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Prerequisites for development and diversification
of production in industry

Abstract. This article describes the process of diversification as a matter of aggregate socio-economic and administrative relations
that arise between the subjects of a region, including industrial enterprises on the one hand and regional consumers on the other
as well as the participation of authorities and entities of the institutional environment. Diversification through the acquisition and con-
struction of assets in a country is supplemented by diversification through the acquisition of assets abroad. The diversification of
industrial activities in a region as a matter of administrative relations that structure the interaction between these relationships is a
form of the implementation of corporate strategies and promotes the benefits of diversification. The main obstacle to the direction of
diversification is limited financial, information and manufacturing capabilities as well as limited experience.
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3iaain C.

[OKTOP EKOHOMIYHMX HayK, npodhecop, AeKaH haKynbTeTy iHaHCiB Ta eKOHOMIKM,

KaszaxcbKkuin rymaHiTapHO-IOpuANYHUIA iHHOBaUiHWIA yHiBepcuTeT, Cement, KasaxcTaH

€ceHoBa .

KaHanaaT eKOHOMIYHWUX HayK, AOUEeHT, Kadeapa diHaHciB,

AT «®iHaHcoBa akagfemifa» MiHicTepcTsa iHaHciB Pecnybnikvu KasaxctaH

YmoBuM po3BUTKY auBepcudikauii BUpobHULTBa

Y cTaTTi po3rnAHyTO npouecu ameepcudikauii AK npeaMeT CyKYNHOCTI coLianibHO-eKOHOMIYHMX 1 yNpPaBniHCbKUX CTOCYHKIB, IO
BMHMKAIOTb MiXX Cy6’eKTamu perioHy: MPOMMCIOBUMM MiANPUEMCTBAMMN 3 OAHOro 6OKY i perioHanbHUMK croXXveadamu — 3 Apy-
roro, 3a y4acTio OpraHiB Bfiagu ta cyb’eKTiB iHCTUTYLIOHaNbHOro cepenoBmila. Y ctatTi 3pobneHo BUCHOBOK NPO Te, WO B Cy-
YacHWX ymoBax auBepcudikalia, Aka pO3BMBAETLCA LUAXOM NpuabaHHA i OyAiBHULTBA aKTUBIB yCepeanHi KpaiHu, AOMOBHU-
naca ameepcudikalieto, AKa 34INCHIOETLCA LUNAXOM NpuabaHHA akTUBIB 3a KOPAOHOM. ABTOPOM BUABMEHO, LLO AvBepcudikadina
LiANBHOCTI NPOMMUCNIOBUX NIANPUEMCTB Y PErioHi AK NpeaMeT YNpaBiHCbKUX CTOCYHKIB, AKi CTPYKTYPYIOTb B3aEMOLji Cy6’eKTiB
LMX CTOCYHKIB, € (hopMOto peanisauii KopnopaTyBHUX CTpaTerivi i CTUMYMIOETLCA NepesBaramn ansepcudikadii. BusHaveHo, wo
OCHOBHOIO MEPELLKOAO0 Y HanpAMi aneepcudpikauii € obmMexxeHicTb hiHaHCOBUX, IHPOPMALINHUX | BUPOOHUYMX MOXKITMBOCTEN, a
TakoX [ocsify.

Knioyosi cnosa: avsepcudikauia; iHHoBaLii; NPOMUCNOBICTb; EKCNOPT; BUPOOHULITBO; PerioH; NiANPMEMCTBO; cTpaTeria.

3uapuH C.

LOKTOP 9KOHOMMYECKMX HayK, npodheccop, AeKaH dakynbTeTa (ONMHAHCOB N 9KOHOMUKW,

Kaszaxckuin rymaHUTapHO-opUaNYeCKNin MHHOBALMOHHbIV YHUBepcuTeT, Cemen, KazaxctaH

EceHoBa I

KaHamaaT 3KOHOMUYECKUX HayK, JOLUeHT, kacdeapa uHaHcos, AO «PuHaHcoBaA akaaemua»

MuHucTepcTea thmnHaHcos Pecrybnmku KasaxctaH

YcnoBua pa3sutua ausepcuduKaumm npousBoacTsa

B cTatbe paccMoTpeHbl NpoLecchl AvBepcuuKaumm Kak npeamMmeT COBOKYMHOCTU COLMarnibHO-3KOHOMUYECKMX U yripaBrieHye-
CKUX OTHOLUEHWI, BOZHUKAIOLMX MeXAy CyObeKTaMu permoHa: npoMbILLIEHHBIMU NPEeANPUATUAMUN C OAHON CTOPOHbI U permo-
HanbHbIMY NOTPebUTENAMN — C APYroM, MPW y4acTUK OPraHoB BNacTu U Cy6BEKTOB MHCTUTYLIMOHANbHOM cpeabl. B cTaTtbe coe-
f1aH BbIBOA, O TOM, YTO B COBPEMEHHbIX YCMOBUAX AnBeEpcUcukauma, passmsBaroLanca nyTem npuobpeTeHna 1 CTpouTenbCcTea
aKTVBOB BHYTPW CTpaHbl, AONOMHWMIACh AnBepcudmrKaLumen, ocyLwecTBAOWENCA NyTeM NpMobpeTeHA akTBOB 3a py6exxoMm.
ABTOpPOM BbIABIIEHO, YTO AVBepcuUKaLma 4eATENbHOCTY NPOMbILLNEHHbIX NPEANPUATUIA B PerMoHe Kak NnpeameT ynpaBneH-
YECKUX OTHOLLEHWI, CTPYKTYPUPYIOLLUMX B3aMOAENCTBUA CyObEKTOB 3TUX OTHOLLEHUIA, ABMNAETCA (DOPMOV peanusaumm Kopro-
paTUBHbIX CTpPATErMii U CTUMYNUPYeTCA NpeumMyLlecTBamu anBepcudmkaumi. OnpeneneHo, YTo OCHOBHBIM MPENATCTBUMEM B
HanpasfieHnn auBepcuukaummn ABNAETCA OrpaHUYEeHHOCTb (PUHAHCOBBIX, MHGOPMALMOHHBIX N MPOM3BOACTBEHHbBIX BO3MOX-
HOCTeMN, a TakXe onbiTa.

KnioueBble cnosa: auBepcuduKauma; VMHHOBaLUUM; MPOMBILLNIEHHOCTb; 3KCMOPT; MPOM3BOACTBO; PErvoH; NpeanpuATue;
cTparerus.

1. Introduction. The structure of the modern world econo-
my and globalisation impose difficult, new and competitive

tion where high technology is produced in developed countries,
while countries rich in raw materials remain at the bottom.

requirements for all participants. Kazakhstan needs to recog-
nise the realities and challenges of global production, where
developed countries and transnational corporations, in pursuit
of their objectives, fight for resources to maintain a dominant
position in the global production chain. This leads to the situa-
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In recent decades, countries have been attractive to inves-
tors due to lower labour costs. Currently, however, investors are
interested in the availability of energy resources. China and
India, the two rising Asian giants comprising a third of the
world’s population, are showing a huge demand for energy.
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China, for example, has already become the second largest
consumer of oil in the world. The dependence of these eco-
nomies on energy imports (in 2013, India — 70%, China — 50%)
has increased their search for reliable sources of oil and gas,
including more active investment policies abroad.

Since the beginning of the 215! century, there has been an
increasing trend of mergers and acquisitions of large compa-
nies, which has led to further consolidation and strengthening of
transnational corporations in the world economy. The primary
reason for mergers and acquisitions is the struggle for raw
materials, labour, and capital, and also to acquire information,
knowledge and technologies. In economic terms, the world’s
largest multinational companies are commensurate with inde-
pendent states. This process has already begun in the CIS
space. For example, in 2013, the market volume of mergers and
acquisitions in Kazakhstan and Russia grew by almost half and
reached nearly $8 billion and $71 billion, respectively, and this
trend is expected to continue in the future (Andrew Muhammad,
2012) [15].

In the U.S. and other countries, the process of diversifica-
tion was accelerated by the adoption of antitrust laws.
Traditionally, companies are widely diversified in Japan and
South Korea, which is primarily due to the desire for conquest
in foreign markets.

World experience shows that in all countries (including
France, Germany, South Korea and Japan), the targets of
industrial policy are companies rather than industries. For
example, in France, every industry has been created with one
or two large companies that support small businesses and
compete with foreign firms in the world markets. Modern indus-
trial policies in economically developed countries are charac-
terised by the absence of rigid sectoral priorities, primarily due
to highly diversified business structures. Therefore, the main
results of industrial policy are increasingly corporate structures
that are formed to meet the interests of the country. All inc-
reased power resources are concentrated in national develop-
ment: professional staff (marketers, top managers), managerial
competence, advanced technology and financial resources.

2. Brief Literature Review. To the issues highlighted in the
article were devoted the works on management, marketing and
production diversification of Ansoff, H. I., & McDonell, E. J.
(1990) [1], Aronov, A. M. & Petrov, A. N. (2001) [2], Assael, G.
(1999) [3], Berezin, I. S. (1999) [5], Dobrianskaya, N. A, &
Popovich, V. V. (2013) [6], Kono, T. (1987) [7], Kotler, P, &
Keller, K. L. (2015) [8], Liouville, J. (1993) [9], Sheveley, S. A.
(1999) [12], Thompson, A. A., & Strickland, A. J. (1998) [13].

3. Purpose. To analyze obstacles and propose ways of their
overcoming for production diversification as socio-economic and
administrative relations between region, including industrial
enterprises on the one hand, and regional consumers on the
other hand in Europe, USA and Kazakhstan.

4. Results & Discussion. Currently, the world is witnessing
the next stage of industrialisation. However, unlike the initial
stages of industrialisation of the late 19th and early 20th cen-
turies, where the future world powers evolved under strong pro-
tectionism, lively competition for colonies, military build-up and
war, the present stage is dynamic. Under entirely different con-
ditions of world globalisation, changes in world trade markets,
mobility of capital and labour processes, which once occurred
over a period of a decade, are now happening under one gover-
nment. World experience shows that, in the modern process of
industrial development, the decisive role belongs to the state.
For example, a decision on the construction of large steel mills
is accepted based on macroeconomic and geopolitical conside-
rations. Exploration and development of resource bases are
also conducted under the supervision and with the participation
of the state. Even when initiatives, such as Tori projects, involve
transnational corporations, construction companies are con-
tracted at the national level, which takes into account the needs
of the country and is an effective way to reduce risk. Ideally,
decisions about industrialisation in the interests of a national
economy should be taken at a time when the corresponding
manufacturing, export-oriented production is still evolving.
Consequently, the development opportunities based on market
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mechanisms are very limited and therefore occur with the
active participation of the state.

A number of steel companies in the U.S. and Western
Europe were combined. They carried out the development of
iron ore, coking coal, iron production, steel, rolled products, pi-
pes and other steel products. Additionally, these companies
now produce products for domestic consumption: rolls, refracto-
ries, ferroalloys, etc. Some companies even have their own fleet
and railways. Almost all have extensive distribution networks,
both national and foreign.

The greatest degree of diversification has been achieved by
companies in Germany and Japan, predominantly in steel pro-
duction. The priority areas selected for diversification were in
engineering and engineering services.

The main indicators of socio-economic development of the
country over the past few years confirm the presence of sus-
tainable economic growth and improving living standards.
However, the situation in the global economic environment has
not reached the Kazakh economy and so dynamic economic
growth has not been observed since 2011.

The growth rates of the oil and mining industry (63.2% in
real terms over the period 2008 to 2012) have outpaced the
growth of processing industries (55.1% for the same period).

However, the commodity structure still predominantly con-
sists of raw materials. Exports mainly consist of a combination
of fuel and metals (oil, ferrous and non-ferrous metals) together
with corn (90%). In addition, there is a trend of increasing con-
centration on the commodity nomenclature of raw materials or
products of low redistribution. In 2008, the top five groups of
exports constituted 82.5% of total exports, while in 2011 this
ratio was 88% (the top five exports were mineral products, steel
and steel products, and copper and articles thereof ).

The fact that the export of non-oil products is growing sig-
nificantly and outpacing growth in exports of raw materials and
products of low added value leads to a steady decline in the
share of non-oil products in total exports.

The share of non-oil products in total exports amounted to
11.6% in 2008, and decreased to 6.1% in 2012. In addition, a
significant share of non-commodity exports are products with
low added value and usually a limited number of items.

These trends demonstrate the need to develop adequate
mechanisms of state support for domestic producers and
exporters of finished products in two key areas and the resolu-
tion of both internal and external issues.

A preliminary analysis of statistical data to consider various
factors associated with demand and supply, as well as the con-
tribution of industries to socio-economic development, has
shown that there are some industries in Kazakhstan that have
a significant potential for withdrawal of their products in foreign
markets. A scale index and classification of high, medium and
low potential identified the most competitive industries:

e chemical industry - 40.4% of total non-oil products;
* mechanical engineering - 13%;

e food industry (foodstuff) - 4.1%,;

e textile industry - 0.5%.

Particular attention should be paid to supporting existing
competitive advantages and developing new advantages that
would increase the volume of exports of these industries in fo-
reign markets (Ani L. Katchova, 2005) [10].

On the one hand, prospects for access to the WTO and
more progressive globalisation of the economy greatly expand
the integration of domestic enterprises in the sphere of global
business. On the other hand, this increases the likelihood of
clotting in already occupied market niches. The current situation
shows that the international market has no open market niches.
In this situation, it is necessary to define what type of products
can be displayed on the international market because of their
competitiveness, as well as meeting the requirements of the
innovation economy. This factor requires action on the part of
industrial enterprises in the direction of diversification. (Dob-
ryanskaya, 2013)

As previously mentioned, the main obstacle in the direction
of diversification is limited financial, information and manufac-
turing capabilities, as well as experience. Industrial enterprises,



in our opinion, should be looking for opportunities to diversify,

primarily in the territory where they are located, i.e. in the re-

gion, thereby forming clusters of related diversification.

Industry-specific areas have their own specialization. For
example, Pavlodar region is an industrial region and, therefore,
the management of industrial enterprises will mainly use the
experience of diversification of regional enterprises that are si-
milar in structure and purpose in the absence of a unified con-
cept of diversification.

One of the key priorities is the development of modern eco-
nomic growth through a phased replacement of raw materials in
the gross regional product with high-tech products, including
exports, to increase the share of processing industries with high
added value. Innovation policy is a powerful lever that ensures
restructuring and allows saturation of the market with a variety
of competitive products.

The Presidential Address to the people of Kazakhstan on 17
January 2014, named «Kazakhstan — 2050», is a fundamental
document that describes the long-term development priorities of
the state. Prosperity, security and the welfare of all Kazakhs are
themes that define the long-term development strategy until
2050 («Kazakhstan’s Way — 2050») [11].

In accordance with the President’s Message to the people
of Kazakhstan, further documents have been developed around
this plan.

The main objective of the program of the industrial-innovati-
ve development of Pavlodar region is to achieve the sustainable
development of the region through economic diversification and
the phase of substituting raw materials in the gross regional
product with high-tech product exports.

To achieve this goal, the Program involves the following
tasks:

e diversification of production and the formation of non-oil sec-
tors of the economy;

e further development of the field of innovation infrastructure;

e stimulation of the creation of high-tech export-oriented indus-
tries;

e assistance in the implementation of promising investments
and innovative projects through state development institu-
tions;

e involvement in innovative activities of small and medium
enterprises;

e assistance of industries in meeting international quality stan-
dards;

e preparation of qualitatively new management, engineering,
technical and skilled workers for newly developed sectors of
the economy.

The program consists of the following main areas:

e research of the competitive advantages of industries and
enhancement of the competitiveness of the region;

e development of investment and innovation;

e improvement of the competitiveness of the economy;

e development of innovation infrastructure.

In this regard, the main priority for the region in the coming
period is to create new high-tech industries and to increase the
competitiveness of their products in domestic and foreign mar-
kets.

Due to several factors, the following important strategic
diversification benefits would arise:

1. Potential synergies, which would manifest in:

e operational savings as a result of increasing returns to scale
production, management, marketing and distribution;

e financial savings through reduction of transaction costs;

e the possibility of efficient control when merging firms;

e the increased market power of the company and reduced
competition.

Zhao Jianmei (2014) [14] notes that at the dawn of diversi-
fication criteria, synergies manifest mainly with functional
departments: the marketing department, R&D and others.
However, subsequent experience has shown that the most
important criterion of synergy is often in corporate governance.

2. The stability of income and risk reduction.

3. Strengthening information security businesses and the
integration of marketing research.

ECONOMICS AND MANAGEMENT OF NATIONAL ECONOMY

4. Tax benefits.

5. Technological gains from mutual penetration technologies
and joint R&D activities.

Promotion of diversification in industrial activities at the
regional level is stimulated by the following factors:

e rational external concentration, which is impractical in a par-
ticular region;

e reducing the risk of entrepreneurship through renovation and
expansion of the range (range) of products;

e reduced risk of structural changes and market fluctuations:
the possibility of financing the restructurings of enterprises
with a long cycle of circulation of capital through production
with rapid turnover of capital;

e |egislative restrictions on the growth of the horizontal and ver-
tical integration of production to ensure free competition bet-
ween manufacturers.

Diversification of enterprises in the region will be successful
due to:

e multi-purpose sharing of production capacities;

e lower costs, due to the rational, comprehensive utilisation of
production capacity, as well as the concentration of distribu-
tion networks;

e formation of channels of information, knowledge, technology
and managerial expertise;

e reduction of business risks;

e avoidance of gaps in production goals;

e economies of scale;

e organization of joint activities with regional partners etc.

In analysing the situation at the national and regional levels,
we can say that there exist all necessary conditions and pre-
requisites for the implementation of diversification.

In analysing process control diversification, several authors
formulated its principles. Given the regional dimension, we can
formulate its principles as follows:

1. The principle of depth of diversification is determined as
a proportion of the volume of production of new products in the
current period to the total volume of production in the base pe-
riod. Therefore, the necessary degree of diversification is deter-
mined by taking into account the current situation and future
goals of the company and the region, as well as the direction of
economic development in general.

2. The principle of macro- and micro-economics which take
into account the influence of the components and relationships
that characterise the separate spheres of the environment (in
the region) and affect the performance of the enterprise.

3. The principle of performance suggests that the analysis
and development activities in the diversification must be
weighed against the costs and results of both businesses and
the region.

4. The principle of focus and control is associated with inc-
reasing role of heads of the organisation and the region. As the
implementation of diversification affects many departments of
enterprises and institutions in the region, it needs a body (coun-
cil, team, etc.) for the coordination and monitoring of the
process and outcomes.

5. The principle of calculation of resistance due to the pre-
sence of changes introduced in the existing control system, and
the availability of the system to counter these changes. Resis-
tance may be a personal character or economic (unforeseen
costs, results, etc.). |. Ansoff (1984) [1] gives the following main
reasons for resistance: fear of the new, unfamiliar circum-
stances, and changing relationships. At the regional level, rea-
sons for resistance to diversification are:

o fear of material loss due to the restructuring;

e increased accountability for results;

e |oss of status and privileges as a result of changes;

e increase in the volume and complexity of the work;

e |ack of awareness;

e display of professional incompetence;

e discrepancy between the old and new culture and power
structures;

e duration of the implementation process.

6. The synergy principle focuses on the diversification of
collective action at all levels of management and execution.
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7. The system’s principle is an integrated approach in the
management of diversification.

8. The principle of equilibrium involves maintaining a balan-
ce between company divisions and structures in the region,
according to their relevance to the organisation and the region.

9. The principle of originality directs the company’s mana-
gement and the region to search for and stimulate creative per-
sonnel associated often with extraordinary offerings in the area
of innovation.

Thus, the diversification activities of industrial enterprises in
the region, as an object in the aggregate management relations
that structures the interaction of subjects of these relations,
stem from my implementation of corporate strategies and are
stimulated by the aforementioned factors.

6. Conclusions. Diversification can be successful only
when it is beneficial to structural units and increases the com-
petitive status of the company as a whole. To this end, accor-
ding to Azoev (2000) [4], it is necessary:

1. To implement constant search capabilities for separation
of production in existing structures. This may lead to new orga-
nic lines of business and simplify the integration.

2.7To review the relationships between existing departments.
Weak links in process steps and gaps in the life cycle of manu-
factured products may indicate the direction of diversification.

3. To assess the possibility of a subsequent reorganisation
of the new business. According to some researchers, the pro-
posed scope of the business should not be attractive until diver-
sification. It is desirable to enter into a new realm before the full
economic potential is visible.

4. To use business experience and knowledge gained du-
ring diversification. The main objective in this case is to enhance
the overall capacity of a diversified enterprise.

5.7To establish the foundation for simplifying horizontal linka-
ges between business units and their staff in order to prevent
disunity from diversification in the enterprise, and to emphasise
the special importance of cooperation by creating mechanisms
of corporate unity (motivation of employees, establishment of
regional centres, development of corporate culture, etc.).

With regional management positions, emphasis should be
given to the strategic areas of diversification. In economics,
business sectors form the appeal.

In managing the diversification of business, less importance
should be given to efficiency aspects. The regional focus of the
study should be attributed to:

e optimisation (minimisation) of transaction cost agents when
combined under a single management system with several
spheres of activity;

e avoidance of the risks of specialisation in a deficit market in
the region, as well as the possibility of reducing the proportion
of products with special purposes;

e improvement of the effectiveness of information security of
economic entities and integration of marketing research;

e build-up of R&D capacity and technical training production;

e acceleration of the exchange from the use of business rela-
tions of the subjects of management for all industries;

e increasing the efficiency of enterprises through the develop-
ment work to improve the quality, service development, mar-
keting and distribution channels;

e strengthening the position of industrial enterprises versus
their competition;

e minimisation of the risks of entering new markets;

e possibility of manufacturing the same (commercially availab-
le) of the various raw products;

e strengthening the links between technology companies in the
region;

e gaining experience.

As a result of minimising the risks associated with economic
activity, diversification allows the volume of goods and services
to be increased to ensure the profitability and sustainability of
the company and the region as a whole.

Thus, we can consider the diversification of activities as a
matter of the aggregate socio-economic and administrative rela-
tions that arise between the subjects of the region: industrial
enterprises on the one hand and regional consumers on the
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other, with participation of authorities and entities of the institu-
tional environment.

Diversification of industrial activities at the regional level,
with administrative relations structuring the interaction of the
subjects of these relations, constitutes a corporate strategy that
promotes the benefits of diversification.
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