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The main purpose of this research is to examine the process through which
firms form their competitiveness. In this research, firms" product choices are viewed as one of the
important strategic decisions and demand factors and technologﬁ factors are incorporated into a
unified framework to conduct empirical analysis. To overcome the difficulties past studies
encountered, the database that contains the detailed information about demand and technology factors

were constructed from the historical data on the Japanese cotton spinning industry. In contrast to
the results from past studies, this research shows that, while the role of demand shock is rather
minor, firms® resources such as engineers and supply network play critical roles in the
determination of firms" product choices. This research also reveals that firms must overcome
technological difficulties when they introduce vertically differentiated products, although there is
sufficient demand for such products.
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