ECONOMICS, ENTREPRENEURSHIP, MANAGEMENT

Vol. 5, No. 1, 2018

https://doi.org/10.23939/eem2018.01.039
UDC 334.758

V. Kozyk
PhD in Economics, Professor

Kh. Zalutska
PhD in Economics, Associate Professor

V. Zalutskiy
PhD in Economics, Associate Professor
Lviv Polytechnic National University

HYBRID DEVELOPMENT OF MODERN ENTERPRISES

Abstract. Long-term effective development of
enterprises in the modern dynamic conditions, as a rule,
provides the use of certain variants of integration or
diversfication growth. However, as research shows, in
many cases it is advisable to choose a hybrid variant of
such growth due to the formation of business structures
by combining concrete business units of severd
enterprises. At the same time, enterprises whose business
units are involved in the formation of hybrid structures
can continue their normal functioning with other own
business units, usng the residual capahilities of business
unitsthat are part of the hybrid structure. With the hep of
comparative analysis, generalization and system approach
in the work, variants of hybrid growth are highlighted and
one of them is described for the tourigt indugtry. The
efficiency of the ski resort with the use of concentric
growth  drategies, concentric  and  conglomerate
diversfication, and hybrid growth are calculated. The
results confirmed the effectiveness of hybrid growth for
enterprises with insufficient financial resources and
strategic  opportunities and successful enterprises by
integrating certain business units of one enterprise with
specidlized busness units of other enterprises. The
difficulties of using hybrid growth variants for enterprises
of other indudtries are determined and recommendations
for their solution are given.

Key words. diversification; integration; hybrid
growth; business unit; strategy.

Formulation of the problem
One of the most effective ways of modern
enterprise activity is diversified or integration
growth, which ultimately provides a successful
long-term development of the enterprise. At the
same time, diversified growth is ensured by the
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formation of effective measures of competitionin a
certain market through the release of a new non-
traditional technology, marketing or consumer
product position, and integration — by establishing
the best options for cooperation with suppliers,
consumers, intermediaries, competitors, other
subjects of management.

However, one-way orientation of the enterprise
into one of the above-mentioned directions can lead to
its destruction in thelong run dueto:

— drict competition, which, in addition to
significant costs, can help to unite competitors against
the company in order to withdraw it from the market;

— orientation towards unification, which may
lead to dependence and control from enterprises
with which cooperation is established;

— the presence of enterprises at different
stages of development with significantly different
financial, marketing, innovation opportunities, etc.

In addition, not all enterprises can apply these
development options. For example, an expedient
development direction for a company with weak
financial resources is the reduction of production, and
for a company that is in a stage of decline in the life
cycle—liquidation or restructuring.

Therefore, an important point is the need for
arational and timely solution to the question: when
and where to compete, and when to cooperate, so
that it would be beneficial to al interacting sub-
entities of the economy irrespective of their
financial status, developmental possibilities and
life-cycle stage. There is a need to introduce a
development option that would combine the
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features of each of the above approaches. That is,
the question is about the formation of hybrid
variants of development, which would ensure the
establishment of a rational balance between
competition and cooperation.

Therecent investigations and publications

The scientific literature describes widely the
variants of diversification and forms of integration of
enterprise activity [1-12]. Diversfication is a common
form of devdopment of foreign and some domestic
enterprises.  Of  paticular  rdevance is the
diverdification of enterprises with the allocation of
business units according to certain classfication
characterigics and ther subsequent successful long-
term functioning by finding opportunities for optimal
and effective interaction between them. The results of
research [13] confirm that the operaion of business
units in the form of business units brings far more
effect than their individual management. In particular,
the effectiveness of our proposed division of the
Zakhar Berkoaot Resort is not only on the business unit
(BU), but also on the strategic business units (SBUs),
heping (HBU) and providing (PBU) business units, is
confirmed by postive results. Its functioning as an
integral unit due to the formed synergy effect.
However, diversification reguires significant spending
to form strategic development opportunities, which can
be achieved with reduced costs by combining with
other enterprises or their business units. Therefore, the
question of finding ways to combine the possibilities of
integration and diversfication growth, to create
possble effective hybrid directions for enterprise
development, requires detailed research.

Statement of purpose
The goa of the rsearch is to create options for
hybrid growth of enterprises based on the benefits of
diversification and integration of their business units.

Description of the main study material
and theresults

Taking into account the peculiarities of the
division of enterprises in the SBU, HBU and PBU
[14, 15], as wdl as the conditions and forms of
integrated growth, the proposed variants of hybrid
growth are presented in Fig. 1.

According to the first variant of the hybrid
growth of enterprises 1, 2 and 3 are divided into SBU,
HBU and PBU. For further operation, they can unite
in one company, whose effective operation will be
provided only by certain business units of al three
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enterprises. The presence of oneintegrated enterprise,
the rest of the business units of units of all interacting
enterprises, will incur unnecessary cogts. That is, the
peformance of all three enterprises in the form of
business units with the formation of a hybrid structure
will be more productive, by combining the SBU of
one enterprise with the HBU and the PBU of others.
In this case the PBU and HBU of the parent
company may be stored, and the activities of some of
them may be reduced.

Considered variants of hybrid growth
(Fig. 1) can be used aso in the formation of
international clusters, when one of the enterprises
1, 2 or 3islocated in another country.

Each of the variants of the hybrid growth of the
company provides him with a certain synergistic effect,
which manifests itsdf in the advantages:

— the general ones that are present for 4l
sructura dements of the created hybrid structure
(SBU, HBU and PBU) and manifested in reducing or
diminating certain trade barriers, combining and
wider use of resources and potentials of two or more
enterprises, avoiding competition from partners , the
best knowledge of the needs and preferences of local
consumers and the requirements and conditions of the
functioning of this marke, the more effective
application of special skills and knowledge, increased
differentiation of goods/ services, rapid entry into the
market, increasing the patential for learning, decision
of consumers as domestic producers need less
investment;

— specific, namely, for:

— SBU is alow cost due to the use of cheap
labor, raw materials, materials, etc.; better quality
of products at the expense of manufacturer's
specialization; close placement to the manufacturer
of products,

— HBU is the emergence of a stable market
share; no need to adapt the product to a new
market; absence of restrictions on the sale of the
offered product (provision of services) in the
desired market; insignificant barriers to exit the
market through the use of available infrastructure;

— PBU is the high return on investment.

The best performance of hybrid growth is
traced to enterprises of the tourist industry, which
is dueto the ease of allocation in their composition
of SBU, HBU and PBU. Our research on the
activities of the Zakhar Berkoot ski resort confirms
the efficiency of the allocation of business units at
the expense of a synergistic effect. However, in the
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event that the company does not have a sufficient
amount of its own financial resources and strategic

the above hybrid growth features. For example,
you can consider the activities of the resort “Ski

capabilities, it is difficult or impossible to achieve  Center Polyana’” (hereinafter “SCP”), which
such a result. Necessary new approaches based on  consists of a hotel and a ski lift.
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Fig. 1. Optionsfor hybrid growth of enterprises [ self-design project]

Thedivision of the resort “ Ski Center Polyana”
on the SBU “hatel complex” and the “Ski Complex”
PBU did not bring the desired results (encouraging a
certain number of consumers), athough the proposed
division allowed outlines directions and variants of
hybrid growth. Thet is, for the development of the
existing resort, taking into account the variants of
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hybrid growth presented in Fig. 1, it is proposed to
use concentric diversification by expanding the
gpectrum of existing services with new ones with
corresponding directions of integration devel opment
of the interaction of the own business units of the
resort with the structural units of other enterprises

(Fig. 2).
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Fig. 2. Option of hybrid growth of “ Ski Center Polyana” Ltd [ self-design project]

Consequently, it is necessary to combine the
researched resort with the following structures:

— Public catering complex (outbound services).
This complex will be presented by small traders who
will sdl their products near the ski lifts and descents of
the resort and only with the permisson of the
management. This facility will act as a supportive
business unit, as it will not support the activities of the
researched resort, will not promote the interest of
customers, and will bring only certain cash;

— a complex of trangport services (sphere of
trangport services). The complex will aso be presented
by a private owner, but it will support the resort's
activities, as it will boost consumers and will work
mainly to ensurethelivelihood of theresort. Therefore,
it will act asaunit providing business;
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— investment and auxiliary complex. In our
case, this will be a supporting business unit and
will be a travel agency that will organize
recreational and sports entertainment for both
adults and children;

— the engineering and insurance complex is
represented by a special company, which provides
aset of services for the maintenance of engineering
networks, transformer substation, life insurance, as
well as rescue services. In our case, it will also be
a supporting business unit.

Integration strategy is presented in three
types. direct vertical integration with travel
companies, horizontal integration with retailers and
diagonal integration with transportation and rescue
organizations.
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The effectiveness of selected strategic

development directions of

confirmed by the results obtained from their

implementation.

“SCP”

Ltd.

For weight and necessity of redlization of the
is  chosen directionsin Tabl. 1 discussed severa possible

options for the development of the resort “SCP” Ltd.

and calculated the possible results of each of them.

Tablel
Results of realization of selected directions of strategic development
of theresortment of a larger amount of investment
Theresults of “Ski Center Polyand’ Ltd. activity
Without Using the . . Using the
: Using the With the
Indexes using of strategy of ar ate%y of chosen strategy of
any concentric concentric strategy of conglomerati
srategy | growth | g dfication | hybrid growth | Vediversifica
(2015) (2016) -tion
Investment costs, UAH ths. - 1200 2750,38 2750,38 5175,07
Revenues from the sale of
tourist resort services, ths. 3456 6532 9144.8 13538.78 15167.82
UAH, in particular:
Revenue from
realization of services of the - - 5083 7014.54 7014.54
ski complex, ths. UAH.
Revenues from the sale of hotel B B 4061.8 6506.24 4879.68
complex services, ths. UAH
Revenues from the sale of
catering services, ths. UAH. B B B 18 2930.37
Revenues from the sale of
services of the transport - - - (292.27) 145
complex, ths. UAH.
Revenue from the sale of
services of the investment and - - - (227.96) 198.23
auxiliary complex, ths. UAH
Revenue from the sale of
engineering and insurance - - - (234.5) -
complex services, ths. UAH.
Costs of operating activities of
the resort, ths. UAH, in 4033 5506.58 5612 6310.43 7380.26
particular:
EZ{; costs of the ski resort, ths. 1683 2044 290338
Costé of the hotel complex 4033 5506.58 5612
ths. UAH : 3929 3368 1907,58
Expenses of the complex of B B B B 2200
public catering, ths. UAH.
Expenses of the transport B B B
complex, thousand UAH 265.7 206
Expenses of the investment and
auxiliary complex, ths. UAH B B B 19823 %3
Expenses of engineering and _ _ _
insurance complex, ths. UAH 2345 65
Profit before taxes, ths. UAH -577 1025.42 3532.8 7228.35 7787.56
Income tax, ths. UAH - 184.57 635.9 1301.103 1401.76
Profit after taxes, ths. UAH 577 869 2896.9 5927.25 6385.79

Source: calculated based on data provided by the enterprise
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Thefirst option is the activity of the resort of
“SCP” Ltd. without the use of any strategy. Just so,
the resort functioned until 2016. During this period,
his activities were loss-making due to low incomes
and high costs, and the management did not invest
any funds in the activities of the resort. The
ineffective activity of the resort forced the
management to review the company's policy,
assess its own capabilities and market needs and,
on the basis of this, form a new direction for
further devel opment.

This direction has been concentric growth,
which envisaged improvement of the company by
improving and expanding the list of certain types of
services, reducing the cost of providing services,
etc. It is clear that such measures required certain
cash, which the enterprise practically did not have
and the management turned to investors. Of course,
the use of this strategic direction of development
allowed the resort to increase the number of
customers, and accordingly, and profits. However,
for a long time to stay at this level, due to the
diversification of the resort services prevented by
competitors, who also actively began searching for
ways to reduce the prices of services or to improve
and diversify them.

The results of research on the activities of
promising domestic and foreign enterprises have
confirmed the effectiveness of diversified growth.
However, the limited amount of money allowed
using only concentric diversification, the essence
of which was to focus on their own needs in order
to improve the quality of existing services and
develop new promising services to create the
maximum paossible synergy effect. Such synergistic
specialization allowed increasing the company's
income by 40 %, with an increase in costs by only
15%. It is clear that the formation of additional
services required the invest.

The application of the hybrid strategy
required the same investment as for concentric
diversification, since in two cases there were only
two business units in the enterprise, and only the
quality of services, their list and costs for their
implementation changed accordingly. The merger
of the resort “SCP” Ltd. with the enterprises and
business units of other enterprises strengthened its
attractiveness, increased the number of consumers,
and, accordingly, the amount of income by 30 %

compared with concentric diversified growth. At
the same time, the availability of transport services
increased the income of the ski resort by 15 %, and
the hotel — by 10 %, the complex of public catering
increased incomes of the ski resort by 5 %; travel
companies provided growth of both business units
by 15 %, and the engineering and insurance
complex by reducing the downtime of the
equipment of the resort due to breakage and the
availability of rescuers increased revenues and
hotel and ski resort by 3 %. With a hybrid growth,
the catering complex consisted of outlets at the ski
lifts, which provided income in the form of alease.
The restaurant in this case belonged to the hotel
complex. ldentification of a business unit catering
complex did not provide a large number of
customers and did not bring significant profits,
however, allowed to restrict and take control of the
work of outlets.

With hybrid growth, the cost of the “SCP”
Ltd. remained constant, and additional costs began
to pay for services to outsized business units,
whose incomes were corresponding to their
payments to the resort “SCP” Ltd. But apart from
the “SCP” Ltd., enterprises whose business units
cooperated with this resort, served several other
enterprises, not only the tourism industry. Thus, for
example, travel companies that acted for the“ SCP”
Ltd. as a“investment and auxiliary complex” were
receiving money from the resort, and for its part
provided its activities to a certain number of
clients. The very successful proposa was the
formation of children's groups for sporting and
recreational activities. Adoption of a group of
children allowed the resort and available children's
rooms and playgrounds, as well as attached multi-
lifts and equipped with a walk-in closet. Of course,
the inflow of customers increased the volume of
services and hotel, and bugles, and transport. We
did not include incomes of affiliated business units
in the total income of the resort, since these are
personal revenues of these structures, which consist
of two parts — payments by the Ski Center Polyana
Ltd. for services rendered plus 10 % for the
transport complex and 15 % for travel companies
that they earned an accompanying rendering of a
resort service (the size of their profits for clarity is
givenin round brackets).
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The cost of applying this drategy and the
amount of profit may vary, respectivdy, in the
direction of reduction and increase by establishing the
most effective options for enhancing some business
units at the expense of others. Such profitability
requires for alonger period of research.

In addition to the hybrid growth strategy as
an option for effective long-term development of
the resort (which was used by the Zakhar Berkoot
spa resort), Table 1 shows the indicators of
conglomerate diversification, which involves
replenishing the company's range of products that
are not related to either the technology used or the
the markets in which the firm operates, or with the
existing needs of consumers. The strategy of
conglomerate diversification is considered for
comparison, if all integration business units were
present at the studied resort.

However, at the moment, the practical use of
this strategic alternative is not feasible due to lack
of funds. It is clear that conglomerate
diversification requires a much larger amount of
investment, due to the creation of infrastructure and
the purchase or construction of objects of the
proposed business units (purchase of transport,
opening an office for a tour of the company, etc.).
With conglomerate diversification, hotel revenues
would fall by 25 % because restaurant services
with self-generated outbound points of sale would
be part of a catering complex. In this case, the
revenues of the transport complex would be 10 %
higher due to the fact that we would independently
provide these services and, accordingly, would
more clearly indicate the number of all passengers
transported. In the minus left only the engineering
and insurance complex, which is connected with
the use of services of specialized rescue and
security companies. It is clear that the effectiveness
of the conglomerate development option can be
much higher than the hybrid variant if it is true to
form and realize a synergistic effect. However,
with a low financial position and an overly
threatening external environment, the
implementation of the conglomerate diversification
option is too risky and usually costly due to the
need to attract a large amount of investment.

Consequently, a hybrid strategy is effective
in an unattractive or critical financial condition, but
the available opportunities (marketing, innovation,
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personnel, etc.) continue to grow. In addition, as
can be seen from Table. the obtained results of the
implementation of the hybrid variant of
development at the enterprise are not very different
from the results of conglomerate diversification. Of
course, by improving its activity due to hybrid
growth, the resort may gradually create some
business units on its own, but it is expedient to
attract from the side specialized services on certain
services with high quality, low cost, variety of
assortment, etc. business unit for effective long-
term growth.

It will be more complicated to use hybrid
growth options for enterprises that are difficult to
clearly distinguish between SBUs, HBUs and
PBUs. In this case, a closer examination of the
need for a clearer definition of the critical points of
contact between business units of different
enterprises, determination of the time of
termination of own production and association with
specialized enterprises or their business units, etc.,
are needed. The best way to establish links between
the allocated SBU, HBU and PBU of different
enterprises will be through the relationship between
universally allocated for all businesses business
processes of specific business units and their
respective components.

Conclusions and per spectives of further
research

The conducted studies allowed us to
conclude that:

— From the theoretical point of view, the
hybrid growth strategy can be used by al
enterprises, regardiess of their strategic capabilities
and devel opment stages, without contradictions and
dependencies from  other  enterprises by
establishing a rational balance between competition
and cooperation. This variant of development is
based on the peculiarities of diversification and
integration growth with the formation of the
appropriate variants of interaction of specific
business units of different enterprises;

— From a practical point of view, the hybrid
growth option is effective because of the possibility
of its use for enterprises without significant
financial resources in order to: rapidly and stably
increase the corresponding strategic capabilities by
specializing in certain business units; rapid balance
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of the enterprise portfolio, which involves the
involvement of business units at the appropriate
stage of the life cycle effective entry into
international markets, where products will be
treated as national ones, etc.

Consideration of the possibilities and difficulties
of using hybrid growth options for enterprises of
different ownership forms of dl industries has allowed
to outline the prospects for further research in the
direction of the formation of methodological
provisionsfor the dlocation of critical points of contact
between business units of different enterprises, by ther
divison into universal congtituent elements (business
JorOCESSEs).
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