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The Business Effects of 
Standardization for SMEs
Manabu Eto, Hitotsubashi University, Japan

ABSTRACT

Standardization activity is a type of open innovation, specifically an outbound-
revealing open innovation. Through standardization activities, a given technology
spreads, its effects extend to the market, and the market expands. However, in
many cases, competition intensifies, and price competition occurs. To succeed as
global businesses, SMEs should take a strategy known as “Niche Top” in Japan.
Standardization activities are more likely to constitute a risk for SMEs. However,
theJapanesegovernmenthasestablishedasystemthatactivelyencouragesSMEsto
standardize. The authors of this manuscript conducted interviews with companies
thataretargetsofthisstandardizationsystemandinvestigatedhowthesecompanies
expandtheirbusinessesthroughstandardizationactivitieswhilestillsecuringprofits.
TheresultsshowthatstandardizationbySMEsdoesnotcausethedisseminationof
technologyandtheexpansionofmarkets;rather, ithelpssuchSMEserectbarriers
tomarketentrythroughthecreationofstandardsandplaysalargeroleinsecuring
sharesinnichemarkets.
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INTRodUCTIoN

Thegovernmentof Japanactively supports standardizationactivities aspartof its
activities to encourage open innovation and expand the market for new products.
AlthoughthetermopeninnovationwascoinedintheUnitedStates,itiswidelyused
amongJapanesecompaniesandtreatedlikeamagicalconceptthatwillreformtheir
innovationsystems.Thetermopenandclosedstrategyisalsocommonlyemployedin
Japan.Bothtermsencompasscommonandlong-runningactivitiesformanyJapanese
companies;thus,theyarenotanewtypeofstrategy.Japanesecompanieshavethus
farnotclarifiedthemeaningoftheseterms;however,theseconceptsareactivelyused
in corporate activities as they involve simplified technologymanagementmethods
previouslybasedonexpertise.

TheJapanesegovernmentassumesthatstandardizationhelpsexpandmarketsfor
newproducts;therefore,ithasestablishedasystemtoencouragesmallandmedium-
sizedenterprises(SMEs)toproactivelystandardize.ForSMEs,doesopeninnovation
alwaysleadtoprofit?ArethereanytechnicalareasinSMEsthatcanbestandardized
andusedbyothercompanies?Isopeninnovation,infact,atrapforSMEs?Toanswer
thesequestions,theauthorandthecollaborator(theauthors)interviewedthesystem’s
usersandcompiledtheresults.

LITERATURE REVIEw

Itiseasytoorganizestandardizationactivitiesaspartofaninnovationprogramthat
involvesstandardizationtopromotethedisseminationofa technology.Thereisno
doubt that standardization promotes the dissemination of technology. However, it
is equally clear that there isnetworkexternality in standardized technologies, and
as market monopolization progresses, it hinders the rise of technologies that are
incompatiblewiththestandard.Moreover,sinceamarketmonopolywillincreasethe
switchingcostsfromtheoldtothenewtechnology,along-termmarketoligopolyis
likelytoemerge,whichmayhinderthedevelopmentanddiffusionofnewtechnologies.

Thus, standardization activities can both promote and inhibit innovation, and
their effects significantlydiffer dependingon the standardizationmethod, fieldof
application,technique,andsoon.

“TheEconomicsofStandardization”byG.M.PeterSwann (2000), a research
reportpreparedat therequestof theUKDepartmentofTradeandIndustry(DTI),
statedthatinorderforstandardizationtonarrowdownthenumberofresearchand
development(R&D)items,R&Dhastoeffectivelyprogress.Furthermore,areport
jointlyissuedbyDTIandtheBritishStandardsInstitution(BSI)in2005statedthat
“standardizationnarrowstheR&Darea,andpromotesinnovationinordertohavethe
effectofconcentratingR&Dfundsonnecessaryareas”(DTI,2005).

Followingthesepublications,manystudieswereconductedon therelationship
between standardization and innovation, including Andersen (2014) and De Vries
(2019), who also classified that relationship. Blind et al. (2017) analyzed the
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