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A Quantitative Analysis of Entry into the Japanese Manufacturing Industries

Hiroyuki Odagiri and Yuji Honjo

Abstract

In this paper we analyze the entry of firms into the Japanese manufacturing industries and the
relationship between entry and market structure.

- The number of manufacturing firms has been increasing at a rather low rate but interindustry
difference is large. In the textile and steel industries, for instance, the number has been declining
whereas it is increasing in the electrical and electronics equipment industry. It is generally observed
that industrial growth and the rate of entry are positively correlated.

Using the model that postulates that entry takes place according to the difference between the
observed profit rate and the long-run equilibrium profit rate that is determined on the basis of the
market structure, we estimated the relationship between entry and market structure and other market
conditions. The results indicate that entry is more active where market growth is higher and the
market size is larger, and where economies-of-scale entry barriers and capital-requirement barriers are
lower.

We also found that the speed of entry's response to excess profits is larger in the light
manufacturing industries than in heavier manufacturing industries. To inquire into this difference
further, we estimated the adjustment speed of the number of firms by industry, using a model similar
to the partial-adjustment mvestment model, to find that the speed is slower in heavy industries and in

the industries with higher capitai—rcquiremcnt entry barriers.




