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Abstract

A dramatic surge in information technology (IT) around the world and an evolving global economy are subjecting firms to
megacompetition, thereby compelling them to develop a resilient structure for survival. The construction of a co-evolutional structure
between enhancement of core competences and agile correspondence to dynamically changing external circumstances, including
dynamic change in customer preferences and competitive conditions, is thus essential. While technological innovation for developing
new functionality is a strategic option, given the huge risks and uncertainty indigenous to technological innovation, a high level
of dependence on this process can lead to a vulnerable structure. The fluctuating nature of external circumstances can also have
the same result. Thus, sustainable firm development can only be expected using systems resilience incorporating a stable innovation
orbit. Prompted by this postulate, this paper attempts to identify a resilience structure for high-technology firms that are experiencing
megacompetition through a comparative empirical analysis of factors governing operating income to sales for R&D intensive
Japanese pharmaceutical and electrical machinery firms over the last two decades.

00 2003 Elsevier Ltd. All rights reserved.

Keywords: Resilient structure; Co-evolution; Megacompetition; Operating income to sales; Japan’s pharmaceutical and electrical machinery firms

1. Introduction An orbit control of this co-evolution requires an
extremely subtle management as it sustains a simul-
Stimulated by a dramatic surge in information tech- taneous solution of contradictory issues. Under a long
nology (IT) around the world and an evolving global lasting economic stagnation in Japan while facing a
economy, firms are now in the midst of megacompeti- megacompetition, not a few firm strays from an orbit.
tion, which inevitably urges them to construct a co-evol- This is clearly observed in a contrast between two major
utional structure between enhancement of core com-Japanese high-technology industries, pharmaceutical and
petences and agile correspondence to dramaticallyelectrical machinery industries. If we compare the bal-
changing external circumstances. ance of estimated ordinary profit or loss in leading firms
In order to enhance core competences, convergenceof these industries, we are surprised to see that while
to certain innovation is important while divergence is the majority of pharmaceutical firms are counted among
essential for agile correspondence to dynamically chang-profitable firms, many electrical machinery firms are
ing external circumstances including dynamic change in counted among non-profitable firms.
customer preferences and competitive conditions. Thus, This clear contrast in leading high-technology indus-
co-evolutional approach is indispensable for a simul- tries can be attributed to the different orbit of operating
taneous solution to these contradictory requirementsincome to sales of these industries. While the pharma-
(Watanabe and Nagamatsu, 2002). ceutical industry generally maintains its increasing trend
in operating income to sales, the electrical machinery
industry displays a decreasing trend after the bubble
“ Corresponding author. Tel+81-3-5734-2248; fax+81-3-5734-  €conomy started from 1987. , ,
2952 It is generally assumed that an orbit of operating
E-mail address: chihiro@me.titech.ac.jp (C. Watanabe). income to sales is subject to technological innovation
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and external circumstances of firms (Watanabe and
Wakabayashi, 1996). However, since these factors con-
tain uncertainty and subsequent fluctuation, a high level
of dependence on them can lead to a vulnerable struc-
ture. Thus, sustainable firm development can only be
expected using systems resilience! incorporating a stable
innovation orbit.

Prompted by this postulate, this paper attempts to
identity a resilience structure for high-technology firms
that are experiencing megacompetition. To date, a num-
ber of studies have evaluated high-technology firms pro-
fits structure and sources supporting such profits by mea
suring internal rate of return to R&D investment.

Mansfield (1977) attempted pioneer work and calcu-
lated social and private returns and found that the social
return (return to spillover R& D) was twice as big as the
private (own) return. Bernstein and Nadiri (1991) also
obtained similar conclusions. Recently Watanabe et al.
(2001) computed their own and spillover return using
assimilation capacity method, stimulated by Jaffe's
(1986) attempt to measure technology spillover based on
proximity approach. Griliches and Lichtenberg (1984) as
well as Mohnen and Lepine (1988) attempted to analyze
such returns by using patent flows while Terleckyj
(1974) and Sveikauskas (1981) I-O flows anaysis, and
Bernstein and Nadiri (1988, 1989, 1991) initiated cost
function approach. Mohnen (1996) attempted to identify
R&D externalities and their impacts on productivity
growth in OECD countries based on cost function
approach. All these works correspond to the analysis
aiming at identifying firms or industries profits and fac-
tors contributing to such profits.

However, these works focus on the identification of
respective factors contributing to firms profits, and none
have taken the perspective of systems resilience. There-
fore, this paper aims at identifying a resilience structure
for high-technology firms that are experiencing megac-
ompetition by conducting a comparative empirical analy-
sis of Japanese pharmaceutical and electrical machinery
industries over the last two decades taking intensive R&
D (thirty firms and twenty four firms, respectively).

Section 2 reviews states of R&D and revenue in high-
technology industries. Section 3 is devoted to model syn-
thesis. Empirical analysis and its interpretation are
presented in Section 4. Section 5 briefly summarises new
findings and implications for firms survival strategy in
a mega-competition.

1 The word “resilience” here means “the capability of strained body
to recover from or adjust smoothly to external changes, shocks or cris-
es’.

2. States of Japan’s high-technology industries: R&
D and revenue

Triggered by a shift from heavy and chemical indus-
trial structure in the 1960s to knowledge intensified
industrial structure in the 1970s, the electrical machinery
industry took a leading role in the advancement of
Japan’sindustrial structure and made a significant contri-
bution to its “high-technology miracle” in the 1980s.
This can be demonstrated by electrical machinery’s
extremely big amount of R&D expenditure as 35.2% of
industry total R& D expenditure in 2000 as demonstrated
in Table 1.

In addition to such an extremely large amount of R&
D expenditure, electrical machinery maintains a high
level of R&D intensity (ratio of R& D expenditures and
sales) as demonstrated in Fig. 1. Fig. 1 illustrates trends
in R&D intensity at 1990 fixed prices in mgjor sectors
in Japan’s manufacturing industry over the period
1979-2000.

Looking at the Fig. 1 we note that R&D intensity of
electrica  machinery, together with pharmaceutical
which substituted for electrical machinery’s highest pos-
ition in 1987, demonstrates an extremely high-level and
leads Japanese manufacturing industry’s R&D over the
whole period examined.

As demonstrated above, electrical machinery played a
leading role in Japan for its economic development in
the 1970s and the 1980s by shifting from heavy and
chemical industrial structure to knowledge intensified
industrial structure. It is the biggest sector in Japan’'s
manufacturing industry with respect to GDP by sharing
16% of manufacturing total, and shares one third of
industry’s total R&D investment. However, notwith-

Table 1
R&D expenditure share in the Japan Industry in 2000 (%)

Agriculture 0.1
Mining 0.2
Construction 17
Manufacturing 90.4
Electrical machinery 35.2
Chemicals 15.0
(Pharmaceutical)? (6.9)
Transport machinery 14.3
General machinery 8.1
Precision instruments 45
Food 21
Other manufacturing 15
Transport, telecommunication, public utility 5.6
Software industry 19
Industry total 100.0

Source: Report on the Survey of Research and Development (Statistics
Bureau, Ministry of Public Management, Home Affairs, Posts and
Telecommunications (MPHPT), 2001).

2 Pharmaceutical is encompassed in chemicals.
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Fig. 1. Trendsin R&D Intensity in Japan’s Manufacturing Industry (1979-2000): 1990 fixed prices. (a) Ratio of R&D expenditure and sales by
1990 fixed prices using R&D deflator and WPI (wholesale price index), respectively. (b) The notation of Japan’s manufacturing industry is as
follows: Pl: precision instruments; CH: chemicals, TM: transportation machinery; GM: general machinery; CR: ceramics; |S: iron and steel; MP:
metal products; and TX: textiles. Sources. Report on the Survey of Research and Development (1980—2000, Statistics Bureau, Ministry of Public
Management, Home Affairs, Posts and Telecommunications (MPHPT)), and Economic Statistics Annual (Bank of Japan, annual issues).

standing increasing expectations, its R&D investment
has stagnated in the 1990s. Looking at Fig. 1 carefully,
we note that the trend in electrical machinery changed
to a decreasing trend in the 1990's while the trend in
pharmaceutical remains a slightly increasing trend.

R&D intensity represents firms R& D strategy for their
sustainable development and its level is affected by
internal and external circumstances surrounding firms
business activities including the level of sales, the degree
of competition, the state of the external crises (e.g.
exchange rate and energy prices) and R&D investment
condition such as rate of return to R&D investment
(Watanabe et a., 2000). This implies that such a
decreasein R&D intensity in electrical machinery affects
firm’s returns structure.

Fig. 2 illustrates trends in operating income to sales
in 54 firms in pharmaceutical and electrical machinery
over the period 1979-1998 by dividing them into bigger
and smaller firms categories.?

Looking at Fig. 2 we note that these trends demon-
strate oscillating trend influenced by changing economic
cycle (particularly silicon cycle in the case of electrica
machinery) with a clear contrast between pharmaceutical
and electrical machinery. While operating income to
sales of electrical machinery changed to a decreasing
trend from the middle of the 1980s due to the appreci-

2 Bigger firms in pharmaceutical include: Takeda, Sankyo, Y aman-
ouchi, Daiichi, Eisai, Shionogi, Fujisawa, Tanabe, and Chugai; while
smaller firms include: Banyu, Dainippon, Ono, Y oshitomi (presently
Mitsubishi Pharma Corporation), Tsumura, Santen, Green Cross,
Kaken, Mochida, Nikken, Kissel, Nippon Shinyaku, Fuso, Tokyo Tan-
abe, Toyama, Torii, Fujirebio, Teikoku, Seikagaku, Nippon Chemipha,
and Hokuriku. Bigger firms in electrical machinery include: Matsush-
ita, NEC, Hitachi, Toshiba, Fujitsu, Mitsubishi Elec., and Sony; while
smaller firms include Canon, Sharp, Sanyo, MEW, JVC, Fuji Elec,,
Kyocera, Oki, Pioneer, Alps, Casio, Rohm, Aiwa, Yokogawa, JRC,
Meidensha, and Kokusai Elec.
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Fig. 2. Trends in Operating Income to Sales in Japan's R&D Inten-
sive 30 Pharmaceutical and 24 Electricd Machinery Firms (1979—
1998) %. Sources: Quarterly Japan Company Handbook (Toyo Keizai
Inc., Tokyo, quarterly issues) and Toyo Keizai Monthly Statistics
(Toyo Keizai Inc., Tokyo, monthly issues).
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ation of Japanese Y en triggered by the Plaza Accord in
1985 and consequent bubble economy started from 1997,
and continued to decrease, this operating income to sales
of pharmaceutical maintained increasing trend with
small oscillation influenced primarily by drug price (NHI
price: new health insurance) adjustment trend,® and dem-
onstrated higher increase in the 1990s.*

Given that an orbit of operating income to sales is
subject to technological innovation and external circum-
stances of firms, the foregoing contrast between pharma-
ceutical and electrical machinery with respect to R&D
structure and profits demonstrated by operating income
to sales under dynamicaly changing circumstances,
prompts us to the structural differences of the two indus-
tries, particularly of resilience structure to dramatic
change in external circumstances as well as uncertainty
inherent to technological innovation.

3. Model synthesis
3.1. General function

Operating income to sales (OIS) in high-technology
firms are subject to their external circumstances as well
as innovation. External circumstances are typically rep-
resented by an economic cycle such as silicon cycle for
electrical machinery and drug price adjustment trend for
pharmaceutical, while innovation can be traced by the
trend in functionality development (Watanabe et a.,
2001). In addition to these factors, OIS in Japan’s high-
technology industries are sensitive to the exchange rate
of the Yen and also the state of competitiveness of the
industry. Furthermore, OIS is subject to certain time
trends inherent to the respective industry in a respect-
ive era

Taking these factors into account, a function depicting
governing factors on OIS can be expressed as follows:

OIS = F(EC, YR, FD, SV, 1) )

3 Drug prices are generally adjusted to lower prices in the period
of economic boom and higher in the period of economic recession.

4 The period 1979-1998 can be divided into the following five per-
iods depending on their structural back ground of the economy: 1979—
1982 (after the second energy crisis and before the fall of international
oil prices); 1983-1986 (after the fall of international oil prices and
before the “bubble economy”); 1987-1990 (during the period of the
“bubble economy”); 1991-1994 (after the burst of the “bubble
economy”); and 1995-1998 (during the further stagnation of
economy). General trends of OIS in pharmaceutical firms demonstrated
structural difference between the first two periods (1979-1986: before
the “bubble economy™) and the latter three periods (1987—-1998: during
and after the bursting of the “bubble economy”), while similar trends
in electrica machinery firms demonstrated structural difference
between the first three periods (1979-1990: before the bursting of the
“bubble economy”) and the latter two periods (1991-1998: after the
bursting of the “bubble economy”).

where EC is economic cycle; YR is exchange rate of
Yen; FD is functionality development; SV is state of ver-
satility; and t is time trend.

Eg. (1) incorporates economic cycle and state of ver-
satility as proxies of external circumstances and state of
competitiveness of the industry, respectively.

3.2. Measurement of economic cycle

Among factors governing OIS taken in Eqg. (1),
measurement of the economic cycle in an objective way
is considered essential for objective analysis of the gov-
erning factors of OIS and also for identifying the mech-
anism of dynamic change. In light of these understand-
ings, further effort in identifying a dynamic behavior of
economic cycle is first attempted.

The economic cycle can generally be traced by com-
posite index (CI)® of business indices and this index for
Japan’s economy over the period (1979-1998) can be
represented by the following sine curve:

Cl = a + bsin(cxt; + d) + gD1go4 (2

where i indicates five periods, (1) 1979-1982; (2) 1983—
1986; (3) 1987-1990; (4) 1991-1994; and (5) 1995-
1998.

The year 1994 was the year of Japanese economy’s
termination from the damage of the bursting of the bub-
ble economy in 1991, which lasted up until 1994 before
the change to recovery.®

In order to demonstrate the representability of Eq. (2)
depicted by sine curve, a correlation analysis between
estimated model by means of sine curve and composite
index of business indices is conducted.

Looking at Table 2 we note that all parameters esti-
mated demonstrate statistical significance over the whole
periods examined with high representability as illus-
trated in Fig. 3. This high representability is supported
by such a high adj. R? ratio as 0.992.

Thus, we concluded that the state of economic cycle
can be represented by sine curve model enumerated by

Eq. (2).

4. Analysis and its interpretation

By using Egs. (1) and (2) an empirical analysisis con-
ducted taking R& D intensive Japanese firms, 30 pharma-
ceutical and 24 electrical machinery firms (see names of
these 54 firms in footnote 2) over the period 1979-1998.

5 Cl was developed by the US NBER and deployed for practical
use by the DOC in 1968.

8 Trend in Japan’s GDP growth rate (fixed prices base) suggests
the following termination indication with respect to the year 1994:
1990=5.5, 1991=2.9, 1992=0.4, 1993=0.5, 1994=0.6, 1995=3.0,
1996=4.4 (%p.a.)
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Fig. 3. Trends in Japan’s economic cycle measured by Cl and sine
curve (1979-1998).

These firms share 65.6% of sales and 78.5% of R&D
expenditure of total pharmaceutical industry and 56.4%
of sales and 82.2% of R&D expenditure of total electri-
cal machinery industry in 1998.

4.1. Comparison of resilience structure

Eqg. (1) can be represented by the following simple
Cobb—Douglas type function:

OIS = A(EC)’(YR)¥(FD)N(SV)kett @)

where b, g, h, and k indicate elasticities, and A indicates
time trend coefficient.

Taking logarithm and correlation analyses are conduc-
ted. Results are summarized in Table 3 (pharmaceutical)
and 4 (electrical machinery). Tables 3 and 4 summarize
not only the results of the analysis of whole firms but
also those classified by bigger and smaller firms.

Tables 3 and 4 provide the following interpretations
with respect to factors governing operating income to
sales in R&D intensive pharmaceutical and electrical
machinery firms:

(i) Elasticity of economic cycle to operating income to
sdle in pharmaceutical (= 0.56) is much smaller than
that of electrical machinery (= 1.38) which demon-
strates that operating income to sales of pharmaceut-
icals is not so sensitive to decline in the economic
cycle as electrical machinery. This propensity can be
observed more clearly by classifying bigger and
smaller firms: 0.25 vs 2.24 in bigger firms, and 0.04
vs 1.08 in smaller firms.

(ii) Both industries demonstrate that the operating
income to sales decreases as the Yen rate increases
(strong Yen). This is because both industries are
export oriented industries. In pharmaceuticas,
smaller firms are more sensitive than bigger firms,
while bigger firms are more sensitive in electrical
machinery.

(iii) Elasticity of functionality in pharmaceutical (4.57

for 1979-1990 and 2.81 for 1991-1998) is more
stable (less elastic) than that of electrical machinery
(5.50 for 1979-1986 and 5.73 for 1987-1998)
which implies that the possibility of failing to cap-
ture economic fluctuations can be minimized even
in the case of decrease of functionality develop-
ment.

(iv) Increase of sales entropy contributes to increase in
OIS in pharmaceutical with high elasticity (12.60—
14.10) while it isthe reverse in electrical machinery
(—2.75——4.91). Thisis due to the structural differ-
ence between the two industries with respect to
homogeneity (pharmaceutical firms are relatively
more heterogeneous than electrical machinery).
Increase in sales entropy implies stimulation of
competition leading to an increase in OIS in pharm-
aceutical while there is adecrease in OIS in electri-
cal machinery.

(v) Pharmaceuticals maintain arelatively higher positive
coefficients with respect to time trend (0.24) than
electrical machinery (0.04). This is considered due
to self-propagating structure of pharmaceutical
industry regarding new functionality development.

These findings demonstrate that the structural sources
of the degree of operating income to sales in electrical
machinery can be attributed to its sensitive structure to
change in economic cycle and functionality develop-
ment, which suffered from a significant decreasing trend.
Contrary to such a structure in electrical machinery,
pharmaceuticals maintains more resilient structure
against fluctuations of the economic cycle and uncer-
tainty inherent to functionality development by diver-
sifying the dependency on them and supported by self-
propagating structure.

Similar trends can aso be observed in each respective
firm in the two industries as illustrated in Figs. 4 and 5.

Tables 5 and 6 summarize the results of similar corre-
lation analysis as demonstrated in Tables 3 and 4 taking
five representative firms in each respective industry.

Tables 5 and 6 provide the following implications
with respect to factors governing operating income to
sales in representative R&D intensive pharmaceutical
and electrical machinery firms:

(1) Pharmaceutica firms

(i) Elasticities of economic cycle to OIS of Daiichi
(1.19), Takeda (0.78) and Yamanouchi (0.73) are
bigger than that of the whole pharmaceutical (0.56)
which demonstrate that OIS of these firms are more
sensitive to the economic cycle than whole pharma-
ceutical. On the other hand, that of Eisai (0.33) is
smaller than the whole pharmaceutical which indi-
cates that OIS of Eisai is less sensitive to economic
cycle than whole pharmaceutical supported by its
unique innovation.
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Table 3
Factors governing operating income to sales (OIS) in R&D Intensive Japanese Pharmaceutical Firms (1979-1998)2

INOIS= a + bin(@ + b'sin(ct + d) + YDiges) + gINYR + DhINFD + DikINSV + At

30 firms

a b g h, h, K, A adj.R? DW
-45.40 (-6.98) 056 (3.49) -0.16 (-2.01) 457 (5.94) 2.81(3.88) 12.60 (5.50) 14.10 (5.80) 0.24 (5.19) 0.937 1.82
D,: 1979-1990; D,: 1991-1998 (see footnote 4).

Bigger firms (No. 1-9)

a b g h, h, ko A adj.R? DW
-11.17 (-4.71) 025 (156) -0.50 (-553) 0.42 (321) 1.13(1.71) 256 (1.04) 2.44 (1.03) 0.02 (1.64) 0.821 2.35
D, 1979-1990; D,: 1991-1998.

Smaller firms (No. 10-30)

a b g h, h, ko A adj.R? DW
-11.87 (-2.92) 0.04 (0.14) -0.82 (-5.03) 026 (1L12) -2.66 (-2.36) 1.97 (0.48) 2.98 (0.69) 0.03 (1.27) 0.837 2.23

D,: 1979-1990; D,: 1991-1998.

aa + b'sin(ct + d) + yDyeg4 represents trend in composite index (Cl).

® YR: exchange rate of Yen (US$/Yen); FD: functionality development; e:sales entropy; and t: time trend.
¢ FD is represented by the ratio of actual to carrying capacity (RAC..;) and technology elasticity to sales.
9 SV is represented by sales entropy (e).

(i)

Elasticities of Yen rate to OIS of Takeda (—0.75),
Eisai (—0.81), Tanabe (—0.80) and Y amanouchi
(—0.21) are bigger in negative direction than that of
whole pharmaceutical (—0.16) which demonstrate
that OIS of these firms are more sensitive to Yen
rate than whole pharmaceutical. Those results are
considered due to high exportation rate (the rate of
exportation to sales) of these firms as Takeda
(22.4%), Eisai (10.8%), Tanabe (13.7%) and Yam-
anouchi (10.1%) in 1998 while the average rate of
whole pharmaceutical was 4.2%.

(iii) Elasticities of functionality of al five firms exam-

(iv)

ined (0.66—3.61) in 1979-1990 are more stable (less
elagtic) than that of whole pharmaceutical (4.57)
which imply that these firms are robust to an uncer-
tainty inherent to innovation and consequent
decrease in functionality development. However,
the elaticities except Takeda increased over the
whole period after 1991 which provide a warning
that the robustness decreased after 1991.

Elasticities of entropy are positive for Tekeda, Dai-
ichi, Eisai and Tanabe as is observed in the whole
pharmaceutical industry which implies that these

companies are strong in the competitive business
environment and stimulated by competitive circum-
stance. An exception is Yamanouchi which demon-
strates afragile structure against severe competition.

(v) Coefficient of time trend indicates other governing

factors of OlISincluding such factors relevant to self-
propagating structure as economies of scale, man-
agement restructuring, learning effect etc. The
values for five firms examined are 0.06 to 0.10.

While the general tendency on the contribution of the

governing factorsto OIS is almost common to all pharm-
aceutical firms examined, there are some differences
between each firm depending on its business strategy and
core competences as mentioned above.

(2) Electrical machinery firms

(i) Elasticities of economic cycle to OIS of the firms

(2.06 to 4.77) except Sharp are bigger than that of
thewhole electrical machinery (1.38) which imply
that these four firms tend to be influenced stronger
than the whole electrical machinery. On the other
hand, Sharp (1.22) is supposed to be more robust to
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Table 4
Factors governing operating income to saes (OIS) in R&D Intensive Japanese Electrical Machinery Firms (1979-1998)2

INOIS= a + bin(@ + b'sin(ct + d) + YDiges) + gINYR + D;hINFD + DikINSV + At + I1D;gg;

24 firms

a b g h, h, Ky K, A | adj.R? DW
—8.65 1.38 -155 5.50 5.73 —-2.75 —4.91 0.04 0.35 0.800 1.13

(—5.37) (2.36) (—2.89) (5.41) (5.21) (-272) (—4.26) (210 (1.68)

D;: 1979-1986; D,: 1987-1998 (see footnote 4).

Bigger firms (No. 1-7)

a b g h, h, ke k, A adj.R? DW
—12.67 2.24 ~1.96  6.70 6.87 534 -634 005 0.974 141
(—6.16) (2.66) (-2.74)  (5.76) (5.78) (—4.45) (—4.95) (195

D,: 1979-1986; D,: 1987-1998.

Smaller firms (No. 8-24)

a b g h, h, ke ks A adj.R? DW
~8.95 1.08 152 421 3.02 321 —474 004 0.857 2.48
(—4.60) (1.86) (-348) (452 (1.78) (—345) (-270) (1.62)

D,: 1979-1986; D,: 1987-1998.
aa + b'sin(ct + d) + yDjgerepresents trend in composite index (Cl).
P YR exchange rate of Yen (US$Yen); FD: functionality development; e:sales entropy; and t: time trend.
¢ FD is represented by the ratio of actual to carrying capacity (RAC,,) and technology elasticity to sales.
d SV is represented by sales entropy (e).
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Fig. 4. Trends in operating income to sales in selected Japanese pharmaceutical firms (1979-1998).
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Fig. 5. Trends in operating income to sales in selected Japanese electrical machinery firms (1979-1998).

Table 5
Factors governing operating income to sales (OIS) in selected Japanese pharmaceutical firms (1979-1998)2°

INOIS= a + bin(@ + b'sin(ct + d) + yDiges) + gINYR + DihiInFD + DikINSV + At

a b g hy h, Ky K, 2 adj.R? DW

Takeda 2729 078 -0.75 361 353 14.82 14.88 0.08 0.742 1.98
(-333) (212** (—362) (3.29) (038 (230  (218)** (3.04)x

Yamanouchi  1.66 0.73 -021 0.66 11.16 -8.39 10.41 0.10 0.871 2.68
(036"  (280)x  (—144)xxx (L80)xx  (3.23) (-2.28)x (-257)%  (5.25)

Daiichi —-1358 119 -0.12 0.90 6.14 4.30 3.25 0.06 0.971 213
(-382) (556 (—1.08)*%% (277 (2.28)%  (L52xxx (LO4¥  (4.14)

Eisai -1258 033 -0.81 1.83 2.28 347 342 0.07 0.945 213
(-531) (247)x  (—112) (6.42) (L67)xx* (L85)x* (L7L)*%x (7.68)

Tanabe -1738 047 ~0.80 2.18 59.06 11.11 5.38 0.09 0.717 217
(-1.98)%* (—095)* (—299)%  (207)xx (219%  (L60)xxx (0.64*  (2.53)*

2 D,:1979-1990; D,:1991-1998.
b Figures in parentheses indicate t-statistics, all indicate significance at 1% level except x: 5%; xx: 10%; ***: 20%; ***x: 30% significance;
and #: non significance.

After 1987, the eladticities of Toshiba (—13.45),
Sony (—13.85), Sharp (—10.91) and Sanyo
(—16.30) turned out to be negative values. These

economic fluctuations with its unique corporate strat-
egy and products.
(i) Elasticities of Yenrateto OIS of thefirms (—2.38 to

—8.73) except Sharp (—1.18) are higher in negative
direction than that of whole electrical machinery
(—1.55). Those results are due to higher exportation
rate of these firms as Matsushita: 50.7%; Toshiba:
39.9%; Sony: 71.8%; and Sanyo: 46.9% in 1998.

(iii) Over the period 1979-1986, elasticities of func-

tionality to OIS of Matsushita (24.17) and Sanyo
(9.82) are higher than those of whole electrical
machinery (5.50), Toshiba (5.30) and Sharp (3.25).
These results suggest that Matsushita and Sanyo
might have been less stable (higher dependence on
functionality) than other electrical machinery firms.

(iv)

results suggest the possibility that the relation
between profits and functionality of these firms
made a dramatic change due to long lasting econ-
omic stagnation.

Contrary to a general trend in the whole electrical
machinery industry, elasticities of entropy to OIS
are positive for Toshiba, Sony and Sharp while
those for Matsushita and Sanyo are negative. These
results indicate that the former three firms maintain
a competitive nature that market competition leads
to increase OIS while reverse for the latter two firms
similar to whole electrical machinery which takes
rather homogeneous behavior.
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Table 6

Factors governing operating income to saes (OIS) in selected Japanese electrical machinery firms (1979-1998)2°

INOIS= a + bin(@ + b'sin(ct + d) + yDjges) + gINYR + DihiInFD + DikINSV + At

a b g hy Ky ko A adj.R? DW

Matsushita 48.63 477 —2.66 24.17 —102.81 —9831 050 0.838 231
(L24)x %% (4.09) (=325 (414 (099 (—252)% (—2.37)% (4.37)

Toshiba -91.18 292 -2.38 5.36 —1345 60.49 7125 —0.06 0.958 2.59
(—3.88) (3.58) (-5.25)  (215)%x  (—3.89) (249)%  (278)% (—L1B)xx*x

Sony —121.07 2.06 -8.73 36.70 —1385 96.40 54.68 -0.27 0.927 251
(—1.98)%* (L0O8)x*xx (—859)  (0.87)* (—4.28) (156)%xx (0.91)* (—2.17)x

Sharp —95.59 122 -1.18 3.25 —-1091 80.96 86.56 -0.07 0.831 2.58
(—3.45) (1.25)xxx  (—2.00)x* (1L.25)x%xx (—2.45)% (2.96)% (3.07)x  (—1.08)%xxx

Sanyo —-9.12 3.77 -3.70 9.82 —16.30 —46.47 —-1249 0.10 0.962 2.03
(—0.29)* (351) (—3.98) (1.33)xx* (—2.02)x (—1.36)** (-0.34)* (0.98)*

a D,:1979-1986; D,;1987-1998.

b Figures in parentheses indicate t-statistics, all indicate significance at 1% level except *:5%; * *:10%; * * *x:20%; * * * *:30% significance; and

#: non significance.

(v) Coefficient of time trend which include other factors
governing OIS varies from —0.27 (Sony) to 0.50
(Matsushita).

Similar to pharmaceutical firms, while the genera
tendency on the contribution of the governing factors to
OIS is amost common to all electrical machinery firms
examined, there are some differences between each firm
depending on its business strategy and core competence
as mentioned above.

All these analysis support the results obtained in the
analysis by means of aggregate level as summarized in
Tables 3 and 4.

4.2. Comparison of factors contributing to OIS

In order to identity structural characteristics of resili-
ence of pharmaceutical and electrical machinery firms,
a comparative anaysis of factors contributing to change
in OIS of firmsin two industries over the period 1991—
1998 is conducted. Results of the analysisis summarized
in Table 7.

Looking at Table 7 we note that the average change

Table 7

rate of OIS in pharmaceutical firms recorded was 2.53%,
which was contributed primarily by their self-propagat-
ing structure represented by the time trend followed by
stimulation of competition in the industry, while nega-
tive impacts due to decrease in economic cycle and func-
tionality development is relatively small. Contrary to
pharmaceuticals, electrical machinery firms experienced
a 2.36% decrease in their OIS which was derived prim-
arily from a dramatic decrease in functionality develop-
ment followed by a decrease in economic cycle.
Appreciation of Yen as well as an increase in compe-
tition in the industry also reacted to decrease in OIS.
Although factors represented by time trend contributed
to increase in OIS, its contribution was extremely small
in comparison to the significant contribution observed in
pharmaceutical firms.

This analysis demonstrates clear contrast of resilience
structure between the pharmaceutical and electrical
machinery industries. A stable OIS increase in the phar-
maceutical industry can be attributed to its resilience
structure characterized by less dependency on the econ-
omic cycle with fluctuating nature and functionality
development with inherent uncertainty while incorporat-

Comparison of factors contributing to change in OIS in R&D intensive Japanese pharmaceutical and electrical machinery firms (1991-1998)

Contribution of

Economic cycle Yen rate Functionality State of Time trend Other factors
devel opment versatility
Pharmaceutical 2.53% —2.02% —0.20% —3.74% 1.19% 24.00% —16.70%
Electrica machinery —236% —3.06% —1.18% —22.04% —0.28% 4.00% 14.81%
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ing stable innovation orbit supported by its self-propa-
gating structure.

4.3. Comparison of impacts of OIS change on
deviation of firms OIS

As demonstrated in the analysis in section 4.1, the
state of competitiveness of the industry provides a sig-
nificant impact on the operating income to sales of each
respective firm in the industry. This observation suggests
that there exists certain cyclic correlation between state
of the operating income to sales of the industry and state
of deviation of firms in the industry which reacts to the
governing state of competitiveness of the industry lead-
ing to a significant impact on the operating income to
sales of each respective firm in the industry as illustrated
in Fig. 6.

Under a long lasting economic stagnation, a few
Japanese industries currently suffer from decreasing
OIS, which results in an increasing number of firms
“dropping out of the race”. Those firms who drop out
lose their credit standing leading to a difficult position
in securing funding in a capital market, and result in
falling into a vicious cycle between business recovery
and OIS increase. “Bipolar phenomena’ dividing winner
and defeater observed in a few industries in Japan in the
latter half of the 1990s can be attributed to this
vicious cycle.

In light of these structural problems, a comparative
analysis of impacts of OIS change on deviation of firms
OIS is attempted. Figs. 7 and 8 analyze trends in stan-
dard deviation of OIS in 30 pharmaceutical firms and 24
electrical machinery firms over the period 1979-1998 by
dividing bigger and smaller firms.

Looking at the Figs. 7 and 8 we note that while stan-
dard deviation in smaller firms of pharmaceutical fluc-
tuates demonstrating an increasing trend in the first half
of the 1990s changing to a decreasing trend in the later
part of the 1990s, standard deviation of bigger firms
demonstrate dightly increasing trends in the latter half
of the 1990s.

Contrary to these trends in pharmaceuticals, the stan-
dard deviation in smaller firms of electrical machinery
demonstrate sharp increases in the latter half of the

@ State of deviation of ®
firms
Fig. 6. Cyclic correlation between state of OIS of industry and state

of deviation of firms in the industry.
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Fig.7. Trends in standard deviation of OIS in R&D intensive
Japanese pharmaceutical firms (1979-1998).
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Fig.8. Trends in standard deviation of OIS in R&D intensive
Japanese electrical machinery firms (1979-1998).

1990s, while a similar trend in bigger firms remains
stable after decreases in the early part of 1990s.

In order to identify the impact of OIS on deviation of
these two industries, Tables 8 and 9 analyze the corre-
lation between operating income to sales and standard
deviation of OIS in pharmaceutical and electrical
machinery firms over the period 1979-1998 by dividing
bigger and smaller firms and aso five periods.

Tables 8 and 9 demonstrate that an increase in OIS
reacts to increasing standard deviation in bigger firms of
both industries while it is the reverse in smaller firms of
both industries. This observation suggests that under the
increasing circumstances of OIS, deviation increases
(diverge) while decrease in OIS reacts to a decrease
(converge) in deviation in bigger firmsin both industries.
Contrary to these behaviors in both industries, while an
increase in OIS reacts to a decrease in deviation under
the decreasing circumstances of OIS, deviation increases
in smaller firms in both industries.

Synchronizing the results obtained by Tables 3 and 8
(for pharmaceutical) and Tables 4 and 9 (for electrical
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Table 8

Correlation between operating income to sales (OIS) and standard deviation of OIS in R&D intensive Japanese pharmaceutical firms (1979-1998)

INSD = a + bD;In0IS

30 firms

a b, b, bs b, bs adj. R? DW
—323(-748) 002 (0.11) —-0.18 (—0.93) —026(-1.37) —024(-126) —040(-182) 0916 2.68
Bigger firms (1-10)

a b, b, bs b, bs adj. R? DW
-1.66 (-6.27) 0.21 (2.70) 0.20 (2.88) 0.22 (2.61) 0.23 (2.60) 0.17 (1.92) 0.777 252
Smaller firms (11-30)

a b, b, bs b, bs adj. R? DW
—-275(-1001) —0.13(—-155) —-0.19(-193) -0.16(-159 -0.19(-181) -031(2.65  0.906 2.31
Table 9

Correlation between operating income to sales (OlS) and standard deviation of OIS in R&D intensive Japanese electrical machinery firms

(1979-1998)

InNSD = a + bD,In0IS

24 firms

a b, b, bs

—3.96 (—4.10) —-025(—198 —0.17(—153) —0.10(—1.01)
Bigger firms (1-10)

a b, b, bs

0.12 (0.08) 0.69 (2.05) 0.66 (2.05) 0.74 (2.40)
Smaller firms (11-30)

a b, b, bs

—4.59 (—4.71) —0.63 (—2.01) —046(—155) —0.40(-141)

b, bs adj. R? DW
-0.10 (—111) -0.18(-177) 0.724 2.32
b, bs adj. R? DwW
0.86 (3.00) 0.82 (2.74) 0.763 2.31
b, bs adj. R? DW
—-0.20 (—0.72) —0.48 (-1.49) 0.759 154

machinery)” Table 10 summarizes institutional behavior
of pharmaceutical and electrical machinery firms experi-
encing megacompetition in the 1990s.

Looking at Table 10 we note that the following note-

7 Although Table 10 attemptsto link (i) state of versatility measured
by sales entropy (e), (i) OIS, and (iii) standard deviation of OIS (not
sales), the general relationship between entropy (€) and standard devi-
ation of the same factor (¢) can be depicted as follows:

worthy observations with respect to ingtitutional
behavior of pharmaceutical and trical machinery firms
in the 1990s under megacompettion:

(i) Bigger firms of pharmaceuticals under increasing

where x; is state of firm i (eg. sales of firm i); and n is number of
firms in the same group. Let

oy ne- Sl

n
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Table 10

Institutional behavior of high-technology firms experiencing megacompetition in the 1990s

Industry Firm size Change rate of SV 42— OIS (State of OIS — SDg¢? Firms institutional behavior
Qls competition)
Pharmaceutical Bigger + + (Severe competition) + (Diverge) Clear distinction between winner and
defeated
Smaller + + (Severe competition) — (Converge) Shift to cartel behavior
Electrica machinery Bigger - — (Weak competition) + (Converge) Acceleration of standardized behavior
Smaller - — (Weak competition) — (Diverge) Increase of dropouts

2 SVaes State of versatility measured by sales entropy; and SDq,s: standard deviation of OIS.

trend in OIS display divergence demonstrating a
clear distinction between winner and defeated, while
smaller firms display convergence demonstrating
shifting to cartel behavior.

(ii) Contrary to those behaviors in pharmaceuticals, big-
ger firms of electrical machinery under a decreasing
trend in OIS display convergence demonstrating
acceleration of standardized behavior, while smaller
firms display divergence demonstrating an increase
of dropout firms.

5. Conclusion

Prompted by a postulate that sustainable development
of firms under the megacompetition can be expected by
systems resilient with sustainable innovation function,
this paper attempts to identify a resilience structure for
high-technology firms that are experiencing megacom-
petition.

Firstly, based on an intensive review of states of
Japan’s high-technology industries focusing on R&D
and profits, a general function depicting governing fac-
tors on operating income to sales (OIS) incorporating
economic cycle orbit depicted by sine curve function
was developed.

Secondly, using this model, a comparative empirical
analysis of Japanese pharmaceutical (30) and electrical
machinery (24) industries taking R&D intensive firmsin
the respective industry over the period 1979-1998 was
conducted.

On the basis of the empirical anaysis following find-
ings suggesting a resilient structure for sustaining OIS
were obtained:

RN

Therefore, entropy is subject to standard deviation and state of firms
depicted by x/n.

(i) Elasticity of economic cycle operating income to sale
in pharmaceutical is much smaller than that of elec-
trical machinery which demonstrates that operating
income to sales of pharmaceutical is not so sensitive
to decline in economic cycle as electrical machinery.
This propensity can be observed more clearly by
classifying bigger and smaller firms.

(if) Both industries demonstrate that operating income
to sales decreases as Yen rate increases (strong
Yen). Thisis because both industries are export ori-
ented industries. In pharmaceuticals, smaller firms
are more sensitive than bigger firms, while bigger
firms are more sensitive in electrical machinery.

(iii) Elasticity of functionality in pharmaceuticals is
more stable (less elastic) than that of electrical
machinery which implies that the possibility of fail-
ing to capture economic fluctuations can be minim-
ized even in cases of decrease of functionality
development.

(iv) An increase of sdles entropy contributes to an
increase in OIS in pharmaceuticals with high elas-
ticity while it is the reverse in electrical machinery.
This is due to the structural difference between the
two industries with respect to homogeneity. An
increase in sales entropy implies stimulation of
competition leading to an increase in OIS in pharm-
aceuticals while it decreases in OIS in electrical
machinery.

(v) Pharmaceuticals maintain relatively higher positive
coefficients with respect to time trend than electrical
machinery supported by its self-propagating struc-
ture regarding new functionality development.

These findings demonstrate that the structural sources
of the degree of operating income to sales in electrica
machinery can be attributed to its sensitive structure to
change in economic cycle and functionality development
which suffered from a significant decreasing trend. Con-
trary to such a structure in electrical machinery, pharma-
ceuticals maintain a more resilient structure against fluc-
tuations of the economic cycle and uncertainty inherent
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to functionality development by diversifying the depen-
dency on them.

These suggestions, with respect to a resilient structure,
were demonstrated by further comparative analysis on
factors contributing to OIS leading to an identification
of aresilient structure that well balanced structure with
less dependency on economic cycle and functionality
development and incorporating stable innovation func-
tion supported by self-propagating structure.

Stimulated by a finding that state of versatility pro-
vides significant impact on OIS, a cyclica relation
between state of OIS of industry and state of deviation
of firmsin the industry was identified leading to a corre-
lation analysis between them. On the basis of this analy-
sis it was identified that state of deviation of firms has
a positive correlation with state of OIS in bigger firms
in both pharmaceuticals and electrical machinery indus-
tries, while it was the opposite correlation in the case of
smaller firms in both industries.

These findings provide reasonable interpretation on
“dropping out of the race” phenomena observed in afew
industries in Japan in the later half of the 1990s.

More specificaly, the following noteworthy obser-
vations with respect to institutional behavior of pharma-
ceutical and electrical machinery firms in the 1990s
under megacompetiton were observed:

(i) Bigger firms of pharmaceuticals under an increasing
trend in OIS display divergence demonstrating a
clear distinction between winner and defeated, while
smaller firms display a convergence demonstrating
shifting to cartel behavior.

(ii) Contrary to this behavior in pharmaceuticals, bigger
firms of electrical machinery under a decreasing
trend in OIS display convergence demonstrated an
acceleration of standardized behavior, while smaller
firms display divergence demonstrating an increase
of dropout firms.

All provide constructive insight suggestive to survival
strategy for high-technology firms that are experiencing
in a megacompetition by means of restructuring to a
resilient structure.

Future works should be focused on further elucidation
of system interaction in an OIS orbit function including
elucidation of twisted correlation of state of versatility
and deviation of firms between bigger firms and smaller
firms. In addition, application of developed approach to
broader industries would provide further insight not only
supportive to survival strategy for these industries but
also suggestive to the above elucidation.
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