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Existence Conditions of “Active Genba-oriented (Site-oriented) Firms’:

An Endogenous Model regarding Productivity Improvement and Demand Creation
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Abstract

This paper, based on an economic model with genba-oriented firms proposed by Fujimoto (2016),
analyzes certain attributes of active genba-oriented firms that actively commit to both productivity
improvement and effective demand creation.

A genba (in Japanese), or a manufacturing site, is defined here as a place where design
information that carries value-added is created and flowing to the market, including factories,
development centers, service facilities and sales shops. A genba-oriented firm refers to an ideal type for
firms that emphasize genba's capability-building abilities and motivations for survival and thereby
pursue two objectives simultaneously — a certain level of mark-up ratios for the firm's survival and

a certain stable number of regular employees for contributing to the community in which genba is
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embedded. Among such firms, an active genba-oriented firm is the one that pursue the two goals
mentioned above by actively carrying out productivity improvement through genba’s capability-
building and demand creation through its marketing and development efforts at the same time. This
conceptualization is based on empirical investigations of a number of actual small and medium size
manufacturing enterprises (manufacturing SMEs) in Post-War Japan.

In order to depict behavioral patterns of the genba-oriented firms, Fujimoto (2016) suggested
PXNW model that explores the compatible relations among a commodity’s prices (P), quantities (X),
wage rates () and employment levels (IV), following assumptions of classical economic models
(e.g., Sraffa 1960) including flat supply curves (full cost principle), as well as those of monopolistic
competition with products that are differentiated by their designs.

The PXNW model indicated that genba-oriented firms have to carry out both process innovations
(physical productivity increase) and product innovations (effective demand creation) at the same tome
in order to achieve the dual goals of mark-up ratios and employment retention while improving wage
rate. This model, however, the differences between active genba-oriented firms and passive ones were
explained by such exogenous factors as the firms’ willingness to make efforts for capability building and
demand creation.

In this article, by contrast, we modify the original PXNW model by making these firms’
productivity improvement and demand creation efforts as endogenous variables. More specifically, we
assume that the active genba-oriented firms, compared with the passive ones, tend to spend larger
portions of their profits on enhancing productivities and demands for the future, introduce the
concept of cost for demand creation that was ignored in Fujimoto (2016), and make the mark-up ratios
as endogenous variable, as opposed to exogenous ones in Fujimoto (2016). In this way, the paper
explores the conditions on which firms are engaged in productivity improvement and demand creation
simultaneously — the conditions for active genba-oriented firms to exist.

The new model with additional endogenous variables brings about the following insights. (1)
When effective demand decreases due to global competition and other reasons, and under the condition
on which wage rates decreasewith production volumes, (D active genba-oriented firms emerge when
productivity elasticity of wage rateis moderately high, (2) whereas passive ones emerge when productivity
elasticity of wage rate is veryhigh. (2) When wage rates increase with production volumes, by contrast,
a active genba-oriented firms defined in this article do not emerge. In this case, Dwhen productivity
elasticity of wage rate is very low, semi-active genba-oriented firms which increase productivities with
their effective demands decreasing emerge, @ whereas when productivity elasticity of wage rate is
moderately low, those which expand productivities with their productivities decreasing emerge.

After briefly discussing the purposes and backgrounds of this paper in section 1, section 2 explains
the outline of the PXNIW model, examines the necessary condition for achieving the profit and
employment goals with wage increases, and presents the modified model with making demand creation
efforts and mark-up ratios endogenous variables. In section 3, we derive the conditions for the existence
of active genba-oriented firms by analyzing the effect of intensifying global competition on increasing
productivities and effective demands. Section 4 summarizes our analysis and discusses future research
directions.

Keywords: Active Genba-Oriented Firms, Simultaneous Pursuit of Mark-Up Ratios and Employment

Numbers, Productivity Increase, Effective Demand Creation, Endogenous Model
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