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Company Size and Production System Changes

Sungjae Choo®

Summary

This study intends to test the hypothesis that larger companies are more likely to adopt dimensions
of production system changes than smaller ones, particularly in the Korean context. There are two
contrasting views regarding the relationship between company size and production system changes:
small-firm domination view, which is represented by the new industrial district debates, and large-firm
domination view, which points out that large firms do not have any restriction to actively adopting the
changes. In the Korean context, in which large firms have dominated the industrialization process with
their own competitive advantages, it is expected that the latter would be the case.

A firm-level, input-output focused definition of production system has been made as "a set of
production elements with relations between the elements and among their attributes”. Under this
definition, five dimensions of production system changes have been posited: adoption of new technology,
functionally flexible use of labor, numerically flexible use of labor, intimate relationship among
assemblers and part suppliers, and quick adaptation to market changes. Some proxy variables have been
developed to represent these changes.

Data obtained from a questionnaire survey to Korean consumer electronics companies have been
analyzed. Major findings are as follows:

1) There are two separate patterns in production system changes in relation to the company size
variable: Larger companies have much higher rates of adopting new technology, functionally flexible use
of labor, and quick adaptation to market changes, while smaller companies are more active in adopting
timely delivery method of resources and components, which is a proxy variable of intimate relationship
between companies. It is interpreted that small companies do not have many alternatives, given their
disadvantageous financial and technological situation, but to choose timely delivery method as one of
their active strategies.

2) The calibration of binary logit models using some company-specific variables. such as location,
ownership, export orientation, as well as company size, as independent variables shows that company
size, either positively or negatively, is the most powerful explanatory variable of most dimensions of
production system changes. However, it is found that company size is highly related to export
orientation.

3) In the spatial context, it seems that small companies’ active adoption of timely delivery method is
made possible by their location in the Seoul metropolitan area, where they make use of agglomeration
economies. However, these companies are divided into two groups which have different location
processes: inside-Seoul located ones, which adopt the other production system changes as well as timely
delivery, and outside-Seoul located ones, which adopt no other change but timely delivery. In addition,

* Visiting Fellow, Korea Development Institute
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large companies located in the Seoul metropolitan area do not adopt timely delivery method, but new
technology and flexible labor, which implies that they compose another location process.

The results of this study suggest that characteristics of so-called new industrial districts found in
Europe and North America do not appear in the Korean situation. Small companies in the Seoul
metropolitan area, although actively utilizing agglomeration economies provided by this area, are not
flexibly specialized high-tech companies, but those who have no choice but to use advantages of timely
delivery to survive in the business. In the absence of new industrial districts, each dimension of
production system changes can work as an important location factor in association with intra-firm
variables. The location processes can appear differently across variable groups.

The hypothesis that larger companies would dominate production system changes has been tested to
be true just for some of the dimensions of production system changes. This means that it is impossible
to declare every aspect of production is unequivocally flexible, and that each aspect of production
system changes should be studied separately. This last point implies that flexible specialization or
flexible production debates which view the changes integratedly have just theoretical utilities, not
empirical or positive utilities.

Key Words : company size, production system changes, Korean consumer electronics industry.
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