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From Local Traditional Industries to Advanced
Industries: An Empirical Study of Inter-Sectoral
Upgrading in Manufacturing Firms

Munehiro Okamoto

Abstract

This paper examines the processes and factors that enabled business transformation in
small and medium-sized manufacturing firms that originated in traditional local industries
and later expanded into advanced industrial fields such as electronic components and
lithium-ion battery materials. The study analyzes the trajectories of three firms that moved
from different traditional industries into advanced sectors, using the concept of upgrading
in global value chain (GVC) research to clarify changes in their business activities.

The findings of this study can be summarized in three points. First, inter-sectoral
upgrading was a long-term process supported by the cumulative advancement of process,
product, and functional upgrading, with the expansion of internal technological capabilities
and customer bases playing a central role. Second, inter-sectoral upgrading was shaped
through external networks, including proposals from trading company representatives, new
orders from client firms, advice from local bank branch managers, and orders obtained
through engineers’ job changes. These examples show that human and regional networks
played an important role even before cluster-based discussions emerged. Third, firms
maintained their competitive advantage after inter-sectoral upgrading by combining the
flexible use of existing equipment with substantial investments in new facilities and
technologies. This enabled them to respond to diverse types of demand and differentiate
themselves from competitors.

Overall, the findings indicate that firms transitioning from traditional to advanced
industries achieved inter-sectoral upgrading through the accumulation of internal
technological capabilities and the effective use of external networks grounded in that

internal foundation.
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