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Effects of R&D Expenditure on Future Profitability and Profit Volatility
of Leading and Laggard Companies in High Technology Industries*
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— | Abstract

Companies strive to secure core competencies to maximize corporate value. As
technology advances and the technology life cycle shortens, the ability to develop
technology is becoming a core competency of companies. As a result, many
companies are setting strategies for R&D investment. However, R&D investment can
have a positive impact on a company, but failure to invest due to high costs can act
as a big negative. Therefore, in this study, the impact of R&D expenditure on future
profitability and future profit volatility was analyzed based on the high-tech industry.

In this thesis, the purpose of R&D was considered to be innovation or imitation, and
the research was conducted. If a company is in a leading position, R&D investment is
carried out for the purpose of innovation, and in the position of a latecomer, it can be
said that imitative R&D is conducted. As a result of the empirical analysis, in the
high-tech industry, if the nature of R&D is innovation, it has a more positive effect on
future profitability than imitation R&D. In the case of the analysis of the impact of
R&D investment on the future earnings volatility of a company, it was found that R&D
investment for innovation has greater future earnings volatility than R&D investment
for imitation. This can be interpreted as the fact that innovation R&D has greater
uncertainty about technology development and market entry than imitation R&D.

This paper believes that the reason why the impact of R&D investment has been
mixed so far is that the purpose of R&D investment is not analyzed in detail, and it is
of great significance that the purpose of R&D investment is divided into innovation
and imitation.

Key word : R&D cost, high technology industry, profitability, profit volatility,
innovative company, imitation company
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