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Strategic directions of production efficiency research
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Abstract. The article focuses on such indicators as profit and profitability, reflecting the economic efficiency of an enterprise, its finan-
cid condition and the problems of its economic development. The enterprise's priority directions of activity aimed at improving of tech-
nique and technology on the basis of modern scientific developments in order to reduce energy and material consumption, as well as to
improve the quality of pipe products are shown. The key ways of increasing profit and profitability are indicated. The factors of the in-
come increase, which alow the enterprise to carry out its activities more successfully are reveaed.
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Problem gatement and relevance of the topic of
research. In an economic anadysis, the results of an
enterprise can be estimated by such indicators as output,
sales, profit, etc. However, when it comes to assessing the
effectiveness of an enterprise, it becomes obvious that the
listed characteristics are not enough, because those are the
absolute indicators. In this regard, in order to characterize
the efficiency of the enterprise in general, the profitability
of different areas of production in the economic analysis
there used, in particular, the indicators of profitability.
Profitability in the broad sense of the word means efficien-
cy and returns [1]. Profitability is the most generdized,
qualitative indicator of the economic efficiency of an
entity's activity, allows you to compare the amount of profit
with the value of the means by which it was obtained.
Therefore, profitability can be interpreted as a measure of
returns, reinunerativeness and businees efficiency.

Relative indicators that allow one to evaluate the effi-
ciency of an enterprise in general, as well as the directions
of its activities (production, commercial, investment, etc.),
the profitability of production of certain types of products
and definite services rendering measure profitability.

It should be noted that the indicators of profitability are
important elements that reveal the factor environment of
profit generation, so they are mandatory in conducting a
comparative analysis and assessment of the financial condi-
tion of the enterprise. In addition, profitability is important
for decision-making in investment, planning, budgeting,
coordination, evaluation and control of the enterprise ac-
tivity.

Analysis of recent research and publications. One of
the main results of an enterprise is profit, which is an
absolute indicator of its efficiency. A dgnificant
contribution to solving the problem of improving the
efficiency of enterprises belongs to such economists as
V.G. Andriychuk, M.Ya. Demyanenko, V.N. Kosinsky,
P.M. Makarenko, L.L. Melnik, N.M. Bogatska, P.T. Sabluk
et a. [2-6]. Thoroughly this probleminthe classical formis
reflected in the researches of E.l. Krylov, V.M. Vlasova,
I.V. Zhuravkova, T.U. Turmanidze, |.A. Blank et . [7-9].

Note that some Western economists define profits as a
category of well-being. So, J. Hicks stated that the goal of
determining profit in practice is to give people a sense of
the amount they can spend on consumption without
becoming poorer. The essence of this provision isthat prof-
it should be considered as the maximum amount that a per-
son can spend, provided that his’her welfare will have not
been decreased by the end of a certain control period. At
the current stage of economic development, most econo-
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mists also interpret the profit from economic activity of an
enterprise as excess of income over costs. In particular, S.F.
Pokropivniy [10] and N.M. Bondar [11] consider the profit
as apart of the proceeds remaining after the reimbursement
of all costs for the production and commercia activities of
an enterprise. O.0. Get’'man and V.M. Shapoval prove that
"profit is the difference between the sale price and the cost
price of products (goods, works, services), between the
amount of proseeds received and the amount of production
and sales costs' [12].

The researches of local and abroad scientists attest that
the absol ute profit size does not allow obtaining a clear idea
of the level, or changing in the efficiency of production.
Thus, the total amount of profit may increase, when the
production efficiency will remain unchanged, or even de-
crease. This situation can take place with the profit growth
due to quantitative factors of production. For example, with
the equipment and staff expand.

At the same time, we note that the profitability of pro-
duction (or reinunerativeness) is derivative from the profit
[13]. In this case, the meaning of profitability in the eco-
nomic literature is presented in several interpretations. This
fact indicates that the profitability of the production relates
to the economic category, which is different in its complex-
ity. For instance, in general it can be noted that the profita-
bility of production is a relative indicator of economic effi-
ciency of an enterprise. In addition, such a indicator com-
prehensively represents the use of monetary, labor and pro-
duction resources. On the other hand, the profitability of
production can be interpreted as the ratio of income and the
capital invested in creating such income. Consequently, the
profitability of a production based on comparison of the
return on investment with the capital invested, alows to
determine the level of profitability of an enterprise and
compare it with the alternative use of capital, received by
the enterprise on equal risk terms.

It should be noted that, despite the significant source of
research on the theory of an enterprise increasing efficien-
cy, the problem of profit and profitability increasing has not
been studied sufficiently. This is especialy true in the iron
and steel industry, where thereisadrop in production.

The purpose of the articleis:

- analysis of production activity of "NmTZ" OJSC and
proposals development for improving its production effi-
ciency;

- research of ways of production devel opment;

- research of factors that delay the production growth
process of pipe products;
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- identification of profitability growth factors of an en-
terprise that allow increasing the competitivenessindicators
in the pipe market;

- definition of directions of optimal production process
development;

Main material presentation.

Research of the production efficiency increasing prob-
lem. Profit, as a source of industrial and social develop-
ment, is one of the mgor factors in sdf-financing of an
enterprise. Moreover, the possibilities of an enterprise are

Rational use of
industrial resources

The main factors

mainly determined by the extent to which its income ex-
ceeds cogts. Therefore, it is not only profit that plays an
important role in the enterprise's activity, but also the loss-
es. Those can usualy show miscalculations and even errors
in the production organization, as well asin sales. The not-
ed points allow asserting that the profit is the result of the
activity of an enterprise that indicates its absolute efficien-
cy. Figure 1 shows the main factors of increasing the profit
of an enterprise.

Application of technical
and organizational
innovations

of profit growth

Cost of production
reduction

Improving product
quality

Ensuring the products
competitiveness

Fig. 1. The main factors of increasing the profit of an enterprise

The indicators of production profitability are the most
important factors for the current planning of an enterprise.
They are aso taken into account in determining the finan-
cia capacity of an enterprise. It is clear that the profitability
indicators of an enterprise can be considered as generaliz-
ing criteria of economic production efficiency. In general,
such indicators reflect the efficiency of usage of money and
labor resources. In this case, the enterprise is considered to
be profitable if it is remunerative. The study of the produc-
tion profitability indicators can reveal the profits increase
factors, as well asindicate the ways of further development
of an enterprise. Also, the profitability indicators may show
the assessment of the enterprise management effectiveness.
As it is obvious that the high profit level and a significant
return of the enterprise directly depends on effectiveness of
management decisions. From these positions, the produc-
tion profitability can be interpreted as one of the most im-
portant factorsin the quality of the enterprise management.

An enterprise must constantly identify ways to increase
profitability for ensuring highest indicators of its activity
[4, 6]. Main factors in increasing the production profitabil-
ity can be defined by the following: the higher the income
and the less the vaue of fixed assets and working capital
for its achievement, the higher the production profitability.
At the same time, the economic efficiency of an enterprise
operation increases significantly.

As arule, when performing an analysis of ways to in-
crease the production profitability, there distinguish the
influence of externa and internal factors. The external fac-
tors in increasing the production profitability can be re-
ferred to the sales market expansion of the products at ex-
pense of lower prices for goods produced. The internal
factors are considered to be more significant than external
ones. These include the following: reducing production
cost, increasing production volumes, increasing the return
on fixed assets, and so on. (Fig. 2).
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Key ways to increase profitability

Increasing the absolute amount of profits

Production costs reduction

Fig. 2. The key waysto increase profitability

A wide range of indicators may characterize the produc-
tion profitability. Those show the ways to increase the effi-
ciency of production. On the other hand, profitability indi-
cators are to determine the effectiveness of the funds in-
vested in production. The more so, the assessments analysis
of the financial and economic enterprise activity is based
on these indicators. The most important ones may include
the following. In particular, these are: assets profitability,
investment capital profitability, products profitability, ROI
of personnd, sales profitability, coefficient of basic profita-
bility of assets, profitability of net assets, etc.

The direct analysis of the assessments of the "NmTZ"
0JSC efficiency was conducted on the basis of determining
the following indicators of profitability.

Production profitability:

PP =Pr/PC x 100%, (1)

where: PP — production profitability; PC - production
costs; Pr - profit obtained from the production volume. The
share of profits accounted for by 1 UAH spent on produc-
tion assets characterize such an indicator.

Products profitability:

PR =Pr/C x 100%, (2)

where: PR — production profitability; Pr - profit; C -
cost. It shows the profit amount for 1 UAH of self-cost.

Sales profitability:

SP=Pr/S x 100%, (3)

where: SP — sdles profitability; Pr - profit; S - sales, or
revenue. The sales profitability is responsible for the profits
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amount, which accounted for 1 UAH of revenue. Some-
times such an assessment is called general profitability.
Analysis of profit, financial condition and production
profitability. The "NmTZ" OJSC is focused on production
of electric welded pipes of various purposes. The priority
direction of the plant's activity is the production of pipes of
such a diameter as large, medium and small. Modern tech-
nologies and equipment in production, as well as quality

control and product testing systems ensure the production
of pipes of the following grades of steel: carbon, low-alloy
and stainless stedl. The pipes are produced according to the
local and international standards.

The analysis of the financial condition of the enterprise
was based on the report that describes the corresponding
Balance of the enterprise. Table 1 shows the main indica-
tors of such aBalance.

Table 1. Main indicators of financial activity of the enterprise

ltem Line |For thereporting| For the same period of
code period the previous year

Net income from salesof goods 2000 1498 197 1842500
(goods, works, services)
Salf-cost of theproductssold | 55 | (4 571 gap) (1516 403)
(goods, works, services)
Gross 2090 226 367 326 097
profit

Table 1 analysis 1 shows the following. The enterprise
received a profit of 1 419 197 thousand UAH from its ac-
tivity for the reporting period. This profit amount shows
that in comparison with the last year’s corresponding indi-
cator, it decreased by 18.7%. It is 423 303 thousand UAH
in absolute values. Closer analyses of the enterprise main
indicators show the following. The self-cost of production,
realized by the enterprise, increased by 8.4%. Thus, at the
enterprise there was a growth in the production self-cost
over the income. This situation has led to a 9.8% decrease
in gross profit in general.

A detailed analysis of the dtuation at the enterprise
showed the following. The dowdown in the enterprise per-
formance occurred due to the deteriorating situation in the
production and sale of the produced goods, that is, the main
activity of the enterprise was in the crisis phase. This ex-
plains the costs increase over other activities of the enter-
prise.

The next step was to analyze the enterprise profitability.
Table 2 represents the main profitability indicators. Those
show a decrease in the efficiency assessment of the enter-
prise for all mgjor parameters compared with the last year.

Table 2. Basic indicators of the enterprise profitability
For thereporting | For the same period of

Profitability . .

period the previous year
Production 0,166 0,143
Products 0,215 0,178
Sales 0,166 0,143

In addition, there were determined other profitability in-
dicators of the enterprise.

Profitability decreased by 16%. Such an assessment
showed that 1 UAH 1 of assets accounted for 0.12 UAH of
net profit. In the past reporting period, it was 0.28 UAH.

The profitability of the net worth decreased by amost
2.1 times. In the previous reporting period, 1 UAH of the
net worth accounted for 0.51 UAH, while at the reporting
period it was 0.24 UAH.

The strategy of increasing the production profitabil-
ity. Analysis of the strategy of increasing the production
efficiency is based on the peculiarities of the sales figures
of pipes by the enterprise. Table 3 shows such data.

Table 3 data analysis shows that the enterprise pays con-
siderable attention to the sales of pipes for export. The
main consumers of the enterprise’s products are such coun-

tries as the US and China, as well as the EU countries. It
should be noted that the enterprise produces pipes for oil
and gas sector.

Table 3. Pipes salesfigures

- For the reporting | For the same period of

Profitability period the previous year
Sdlesof pipesatlocal | 455 435 500 217
market
Sales of pipes for 1045765 1342283
export
Total proceeds from
sales of pipes 1498 197 1842500

And this, in turn, means that the prospects for the expan-
sion of the production of the enterprise directly depend on
the oil and gas field development. Against this background,
there could be specified severa subjective factors that af-
fect the phase-out. The main onesinclude the following:

- expansion of pipes production by countries that are
consumers of pipes’ products (USA, China, EU);

- dgnificant aggravation of competitive opportunities in
the world markets for pipe products,

- agignificant increase in prices for raw materials;

- some activation of the policy of import substitution of
Ukrainian pipe products.

It is also possible to point out the objective factors that
hamper the expansion of the pipe product market. Thus, the
price of energy resources has a significant impact on the
final cost of pipe products. Abroad pipe plants have the
opportunity to buy them at a significantly lower price than
local producers do. Clearly, this situation leads to a reduc-
tion in the cost of pipe production for abroad enterprises
and thus has significant advantages in the competition.

There should also be noted another aspect that has a sig-
nificant impact on the competitiveness of products. This is
the quality. For pipe products, this is primarily due to the
increase in the accuracy of the pipes diameter. This circum-
stance indicates that today pipe producers are trying to fol-
low American standards. This alows a significant increase
in the sales figures of pipesin the US market. On the other
hand, this approach opens the prospects of development
and other markets, e.g., Central Asian.

The results of the above analysis show that competition
in the market of pipe products is quite high. For these rea-
sons, every pipe producer is looking for ways to increase
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the competitiveness of its products. One of the most prom-
ising directions for increasing the competitiveness of prod-
ucts for "NmTZ" OJSC could be the implementation of the
energy saving program. To do this, there was analyzed both
externals and internals of the enterprise. At the same time,
there were spotted the opportunities and the greatest future
threats. In this regard, to improve the profitability of the
enterprise there were proposed some measures: the invest-
ment project involves the improvement of the technology
of producing pipes of a certain diameter, which increases
the yield of a suitable products and reduce the number of
defects, as well as reduce the salf-cost and improve the
profitability of production. The essence of the design
choices is to replace the outdated electrical equipment of
one rolling mill with more up-to-date and reliable, namely,
the replacement of the relay-contact control system on four
motors on serial complete thyristor convertors. Moderniza-
tion of electrical equipment can be carried out at the ex-
pense of the depreciation fund.

Direct capital investments were calculated to implement
such a proposal. Capital investment in production includes:
the costs associated with the purchase of the appropriate
equipment, the cost of ingtallation and commissioning, the
cost of supporting materials. In general, this project re-
quires 190.35 thousand UAH.

Another strategic direction of the enterprise's energy
saving program is the refusal of the open-hearth process
and the introduction of the technology of smelting steel
processing. Such a transition alows the use of the loca
gteel. The introduction of such an approach is aimed at re-
ducing the cost of production as the enterprise may partial-
ly refuse the purchase of imported production components.
Consequently, there is an opportunity to bring the quality
of pipe products to the level that meets the regulatory re-
quirements of the European Union, as well as to increase
the volume of pipes delivered to the abroad consumers.

In addition, there should be noted that it is advisable for
the enterprise to consider a competitive strategy of cost
leadership, since it may be very relevant to it. Such a strat-
egy aims at reducing costs throughout the chain of techno-
logical process of pipes production. The main purpose of
such a dtrategy is to create a significant advantage over
competitors at appropriate costs. For the most part, such a
strategy is used by large enterprises with a limited range of
products, namely, such as"NmTZ" OJSC.

The main idea of this strategy is to find opportunities to
reduce costs. The use of this strategy could cut production
costs by reducing the percentage of defects and by optimiz-
ing the production process. With the cost lowering, there
supposed the increase of the net profit amount, with the
same sales figures, which leads to an increase in profitabil-
ity indicators.

Therefore, in order to maintain favorable positionsin the
pipe production market, it is necessary to work systemati-
cally in all directions of the enterprise’s activity, particular-
ly: improving the quality of products, improving produc-
tion technologies and developing new types of products
according to the growing market requirements.

Conclusions. Based on the foregoing, subjective and
objective factors hindering the increase of pipe production
efficiency are established. The priority directions of the
enterprise development are determined. A program of en-
ergy saving is proposed to increase the competitiveness of
products. In addition, the enterprise was proposed to intro-
duce a competitive strategy of cost leadership. The use of
this strategy will cut production costs by reducing the per-
centage of defects and by optimizing the production pro-
cess. With the cost loweringl, the net profit amount is sup-
posed to increase, keeping the same saes figures, which
leads to an increase in profitability indicators.
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CTpaTern'leclme HanpaBJ€HHUS UCCICT0OBAHUSL 3(1)(l)eKTHBHOCTI(I Nnprnou3BoACTBA

I'.T'. IBauny, E. I'. XoJo0x, B. B. Bycbirnn

AnHoTammsi. B crathe OCHOBHOE BHIMAaHHE Y/IeJIeHO TaKUM IT0Ka3aTelsiM, KaK MPHOBUIb M PEHTa0eIbHOCTD, OTPaXKaIOIINM SKOHOMHYE-
CKyI0 3()(EKTHBHOCTD MPeIIPHATHSI, (UHAHCOBOE COCTOSHHE M NMPOOJIEMBI €T0 SKOHOMHYECKOTO pa3BUTHs. [loka3aHbl IPHOPUTETHBIE
HaIpaBJIeHUsI AESITSbHOCTH IPENPHUATHS, HAIPABICHHbIE HA COBEPIICHCTBOBAHNE TEXHUKH 1 TEXHOJIOTHU Ha 0a3e COBPEMEHHBIX Hayd-
HBIX Pa3pabOTOK C IENBI0 CHIKEHHUS SHEPro- ¥ MaTepHATOEMKOCTH, a TAakKe Ha MOBBIICHNE KauecTBa TPYOHO! MPOTYKIHH. YKa3aHbI
KJTIOUEBbIE ITyTH HOBBIIICHNS IPUOBUTH U PEHTA0EIBHOCTH. BBISBICHBI (haKTOPHI YBETMYEHUSI 10X0/A, KOTOPHIE MO3BOISIET TPEATIPHS-

THIO YCIICITHEES OCYIIECTBIIATH CBOKO JACATCIBHOCTD.

Kniouegvie cnoea: npubwvine, penmabenvHocms, npeonpusamue, KOHOMUHECKAs IPHEKmMueHOCHy, PLIHOK, KOHKYPEHMOCnocoo-

HOCnb.
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