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The factors affecting therapeutical diversification of domestic
pharmaceutical companies in Korea
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Abstract This study is to identify factors influencing therapeutic diversification strategy for Korean pharmaceutical
companies. So, it purposes to find deciding factors for companies to adopt strategy for diversification or specialization.
In this paper, we set six factors that are expected to influence diversification. The factors are asset scale, sales,
profitability, and growth potential. Also, we included number of employees and SG&A cost ratio as factors that reflect
business characteristics. We analyzed the impacts of each factor on diversification and found a relationship amongst
each other. In this paper, regression analysis is applied with forward selection method, considering that it takes 5 years
for companies to decide on diversification strategy. As a result, asset scale, the number of employees and profitability
have significantly influenced decisions of diversification at t-1 time, and growth potential was significantly influenced
at t-2 time. Korean pharmaceutical companies generally tend to go with specialization model if they have larger asset
scale, higher profitability and growth potential. However, they have tendency to decide on diversification strategy, if
they have large number of employees. Overall, the result of this study is expected to provide useful information for
Korean pharmaceutical companies to set the suitable strategy for their situation to become a competitive company in

global pharmaceutical market.
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Table 1. Descriptive statistics

Variables N Minimum | Maximum Average Annual average
2016 2015 2014 2013 2012
Berry-Herfindahl Index(BHI) 235 0.15 0.87 0.75 0.75 0.75 0.75 0.74 0.74
Asset scale 233 6.13 9.99 7.6 7.79 7.71 7.62 7.54 7.45
Sales 233 239 10,271 2,151 2,566 2,430 2,138 1,877 1,743
SG&A cost ratio 229 0.14 0.59 0.38 0.36 0.38 0.39 0.39 0.40
Number of employees 229 146 1,910 624 678 657 624 610 552
Profitability 233 -0.33 0.46 0.05 0.05 0.09 0.03 0.05 0.05
Growth potential 186 -0.04 1.93 0.14 0.09 0.12 0.18 0.15
Table 2. Correlation table

Variables BHI Asset scale Sales cossct}g::io I:;‘;lll:) cyrccosf Profitability p(()}trc(;‘:i:i
Berry-Herfindahl Index(BHI) 1.000
Asset scale -0.170** 1.000
Sales -0.016 0.823%** 1.000
SG&A cost ratio 0.228*%** -0.547+** -0.485%** 1.000
Number of employees 0.051 0.849%** 0.906%*** -0.431%%* 1.000
Profitability -0.268*** 0.290*** 0.101 -0.452%** 0.087 1.000
Growth potential 0.044 0.111 0.158** -0.027 0.229%** 0.053 1.000

“n o Hee

WH .

014 024 034 043 053 063 073

BHI (2016)

Fig. 1. Histogram of diversification
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Table 3. Regression results

Depéndent Diversification ( BHI )
variable
Model Model 1 Model 2 Model 3

Asset scale -0.182%%** -0.160%*** -0.131%*

(t-1) (-3.166) (-2.907) (-2.303)
0.000* 0.000 0.000
Sales (t-1) (1.904) (1.608) (1.156)
costSrGafiL;?"/) 0.587% 0.398 0.418*
° (2.359) (1.606) (1.721)

1)

Ij;“nﬁ)crcc"sf 0.151% 0.143* 0.142%
ploy (1.975) (1.976) (2.008)
(1

Profitability 0.172* 0.152* 0.249%*
(t-1) (1.886) (1.760) (2.409)

Growth -0.016 -0.015 -0.034
potential (t-1) (-0.228) (-0.236) (-0.529)
Growth -0.307%* -0.228
potential (t-2) (-2.314) (-1.648)

Profitability -0.330
(t-4) (-1.626)

R’ 0.394 0.476 0.515

F 3,784 44130k 4,378

N 252 294 336
*¥*¥p<0.01,  **p<0.05, *p<0.10, t-statistics in parenthese

B
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Table 43 AHFRE 1 BR8] AAE T3 B2l
20 FFL ML, Beg} ol e 1de] Az
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(8 #AE tehlon] Ak 2doR vehdth
Table 4. Result of hypothesis verification
Depen Indepen Hypo Re- | Accepted Time
~dent ~dent -thesis sult /Reject la;
variable variable d e
Asset + - Accepted t-1
scale
Sales + + Rejected
SG&A cost
+ + -
ratio(%) Accepted t-1
Diversif
-ication Number
(BHI) of + + Accepted t-1
employees
Profitability - - Accepted t-1
GrowTh - - Accepted t-2
potential
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