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Abstract
Subsidiarity management has been one of the major managerial issues the executives of global MNCs have
long struggled with. Ongoing changes in the business and geopolitical environments have lessened the
heterogeneity among subsidiaries within the same MNC group, which complicated the headquarters’
decision making on resource optimization among subsidiaries as it deprived of clear rationale in allocation.
On the other hand, from the subsidiary’s view point, the decision criteria of headquarters in resource
allocation became unclear and new types of competition emerged among subsidiaries. Now subsidiaries are
seeking any measures to demonstrate its value to be recognized by the headquarters and granted investment
over other subsidiaries. Although Japanese subsidiaries used to enjoy the attention from the MNC group for
its rapid growth and innovations, they are now losing presence without exogenous power to fuel the
distinctiveness. The growth of developing economies both in the size of the market and the ambition of the
subsidiaries in those areas is further threatening the presence of Japanese subsidiaries. Yet, the past glory
blinded them to the necessity to develop the skill set to be able to stand out in the MNC network, creating a
serious issue to Japanese subsidiaries currently. This paper aims to offer hypotheses on how a Japanese
subsidiary could build its new value proposition and raise its positioning among peer subsidiaries.
Hypotheses were generated based on the two streams of input: the series of prior researches and
understanding of macro trends and technological advantage in Japan. The latter identified the potential
strength and opportunity areas a subsidiary could leverage to build its value, while prior research review
provided insights into the behaviors and actions for a subsidiary to demonstrate the value. Four hypotheses
were presented: 1) experimenting business ideas to solve new types of social issues arising in Japan, 2)
building efficient operation model, 3) leveraging technological advantage in Japan, and 4) reinforcing
organizational capability to demonstrate achievement. The hypothéses were tested by case studies to the
Japanese subsidiaries of two MNCs by the means of literature research and interviews to the executive
officers from each company. The case studies supported the initial hypotheses and offered a few perspectives
to be highlighted considering the unique conditions existing in Japan. Although the major limitations are
associated with the width of supporting evidence, the paper made contributions in shedding light on the

unmet needs by the Japanese business community and offering the initial effort to answer them.
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Abstract

This report explores the question; how firms can make their professional services business
productive to get the maximum out of invested inputs.

In the global economy, the service business is getting more and more important as observed
in shares in GDP, added value and employment. While its economic importance grows, the
demands on services put another complexity on the situation. The current economy
experiences rapidly changing social structure and expanding business domains.

From a viewpoint of services providers, this brings both opportunity and challenge. While
this strong increase of demands is obviously considered as an opportunity, a challenge is how
a business unit can ensure profitability by responding to many multiplex kinds of demands.
Here, knowledge gaps exist in defining concrete actions. The needs of services business
manager lies on rationale to justify their decision making for securing profit. This report
empirically and econometrically challenges these requirements, and intends to provide
references in decision making for investment to realize higher productivity.

To reach the answer, the main question is detailed into the three sub questions as below.
> (a) Which industry sector realizes scale of economics in “As-Is"?
> (b) Is it more labor- or capital- intensive in the identified industry sector, where scale of

economies is observed?

> (c) What characteristics make a firm more productive in the given industry sector

The analysis of the report starts from assessment of productivity of the 31 industry sectors.
In general comparison between the sectors which realize scale of economies and which do not,
profitability and cost of employees per operating revenues are confirmed to be higher for the
sectors on scale of economies. In the second comparison between labor-intensive and capital
intensive sectors, labor-intensive industry sectors are found to be smaller in firm and revenue
sizes when compared to capital-intensive industry sectors. The analysis specifies the five
sectors realizing the scale of economies; “Legal service”, “Specialized Design Services”,
“Accounting, Tax Preparation, Bookkeeping and Payroll Services”, “Dry cleaning and
Laundry Services” and “Other Professional, Scientific, and Technical Services”. The detailed
description is provided for each sector, qualitatively and quantitatively. For instance, the
quantitative suggestion that the Legal service benefits from scale of economies with labor
intensive investment by keeping a number of employees limited is consistently supported by
qualitative prior-research on the institutional features of the law firms. Furthermore,
productivity is addressed at firm level by benchmarking productivity per firm with respect to
the industry average. The productivity performance of firms are compared with other
performance metrics at firm level, so that reference metrics is suggested to improve
productivity and is made available for managers in business operation.

Finally, discussion is made to get the maximum out of the findings together with remarks
for future research. Several takeaways are suggested to be useful to manage services business.
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