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Diversification strategies In Creating Value
Introduction
Diversification is the process of firms extending their operations by going into new organizations or the formation of new businesses. Firms may move from a solitary or predominant business position to a more diversified position for three general reasons. First (value creating), they do this to improve strategic competitiveness by means of expanded economies of cope (such as, by sharing exercises and exchanging core competences), market control (such as, by blocking competitors through multipoint rivalry or actualizing vertical integration), and financial economies (like, from proficient internal capital distributions and business restructuring) (Agarwal and Ramaswami, 1992). 
Second (value neutral), firms may diversify in light of motivating forces like incentives. For instance, they may do as such to react to take advantage of tax law, to beat a low performance trend, or to adjust uncertain future cash flows. Last is value reduction, unrelated acquisitions likewise might be made for managerial reasons (either to enhance managerial work hazard or to increase managerial pay). Note that diversifying is not constantly sought after with an end goal to upgrade the company's strategic competitiveness; but, diversification may have neutral or even negative consequences for firm performance (Alhowais and Al-Shihri, 2010). 
Diversification strategies and value creation
Activity sharing and transfer of core competences are utilized in diversification to acquire economies of scope while seeking after a related diversification strategy since cost savings are credited to entering an extra related business using capacities and skills created in one business that can be exchanged to another business without huge extra expenses. At the end of the day, related firms might be able to share distribution networks or production facilities, or a core competence; for example, marketing expertise may be exchanged between related business units. Be that as it may, related firms likewise should consider the costs identified with movement sharing and core competency exchanges, to be specific the expense of coordination and sharing of control made by the interdependencies that outcome or the savings ascribed to economies of scope may not be established (Bruche, 2000). 
The second strategy of diversification has been known where firms use a related diversification strategy gain market control when effectively utilizing their related constrained or related linked strategy. Market control exists when a firm can offer its products over the present competitive level or to decrease the expenses of its essential and support exercises below the focused level, or both. Some organizations utilizing a related diversifying strategy participate in vertical integration to gain market control. Vertical integration exists when an organization delivers its own inputs or owns its very own source of output distribution (Chah, 2012).
Importantly, the impact of diversification of firm boundaries cannot be ignored. Whereas firms are connected by common ownerships a result of portfolio diversification, it is important to understand the implication for the theory of the firm. Acquisitions and mergers form changes in a firm’s boundaries. Firm’s boundaries become blurred through common ownership links and market power. Portfolio diversification can lead to integration of a firm ownership (Holmstrom & Robert, 1998). In some cases, organization would prefer different ownership structure in separate firms with highly correlated ownership instead of one large organization with a common ownership (Azar, 2016). Thus, diversification through different portfolios, merges and acquisitions leads to firm’s boundaries being blurred or disintegrated because ownership is through other separate firms instead of a singular organization that has common ownership.
Conclusion
An organization following a diversification strategy can create value for its investors when the blend of the skills and resource of the two organizations fulfils at least one of the following: an income stream more noteworthy than what could be acknowledged from a portfolio interest in the two organizations; and, a decrease in the inconstancy of the income stream more prominent than what could be realized from a portfolio interest in the two organizations—that is, reduced systematic risk efficient hazard (Salter and Weinhold, 1978). 
The starting point for strategic planning is strategic thinking that includes understanding the company's current situation. This is critical on the grounds that thinking strategically includes not just in understanding the patterns, events, and problems facing the firm, but also figuring out how to convey the conditions most profitable to the firm in the most creative and innovative way. Moreover, as a long haul convenient reasoning procedure, strategic reasoning requires the firm to be future arranged (Hashim, 2017).








References
Agarwal, S. & Ramaswami, S.N. (1992), “Choice of Foreign Market Entry Mode: Impact of Ownership, Location and Internalization Factors.” Journal of International Business Studies, Vol. 23, No. 1 (1st Qtr. 1992), 1-27. 
Alhowais, A. and Al‐shihri, F. (2010). Economic trends of Saudi urban system (1992‐2010). Economic Trends, 42, 216–225.
Azar, J. (2016).Portfolio Diversification, Market Power, and the Theory of the Firm. Universidad de Navarra.
[bookmark: _GoBack]Bruche, G. (2000). Corporate Strategy, Relatedness and Diversification. Business Institute Berlin at the Fachhochschule für Wirtschaft Berlin. Working Paper No. 13. Retrieved from: https://www.researchgate.net/publication/237211642_Corporate_Strategy_Relatedness_and_Diversification 
Chah, E. (2012). Foreign Direct Investment in Saudi Arabia; A Case Study Of Two Swedish Firms. Retrieved from: http://www.diva-portal.org/smash/get/diva2:570419/FULLTEXT01.p
Hashim, M (2017). Approaches to Formulating Business Strategy: A Review. Arabian J Bus Manag Review 7: 281. Retrieved from: https://www.omicsonline.org/open-access/approaches-to-formulating-business-strategy-a-review-.php?aid=85973 
Holmstrom, B., Roberts, J. (1998). The Boundaries of the Firm Revisited. The Journal of Economic Perspectives, 12(4), 73-94
Salter, M., & Weinhold, W. (1978). Diversification via Acquisition: Creating Value. Harvard Business Review. Retrieved from: https://hbr.org/1978/07/diversification-via-acquisition-creating-value

