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Preface

This book is written as a self-teaching tool to assist every teacher, student, mathe-
matician, or nonmathematician for educating themselves or others, and to support
their understanding of the elementary concepts of assessing the performance of a set
of homogenous firms, as well as how to correctly adapt mathematics to these
concepts step by step.

The book can be used as a reference for undergraduate or graduate level courses
in mathematics, economics, management, business, statistics, or industrial engineer-
ing. There is no precourse required to start reading the book, except a basic and
elementary knowledge of mathematics and computer.

In order to prevent prejudgment about the meaning of efficiency and productivity,
some new phrases are introduced and, after elucidating each phrase in detail, they are
reintroduced for industry-wide accuracy.

In the first chapter, several concepts are introduced along with a simple example
to measure the performance of a set of homogenous firms with one single input
factor and one single output factor. The concepts are logically discussed to pave the
way to introduce different aspects and to establish the corresponding mathematical
foundation for further complex questions with respect to performance evaluation.
For each aspect, a figure is provided to assist learning the concepts. In order to avoid
any confusion based on previous literature, the concepts are introduced with new
phrases and terms.

In Chap. 2, the discussions in Chap. 1 are continued, and the mathematical
background of the requirement axioms is gradually built to evaluate performance
of homogenous firms. Two important phrases are introduced, namely, “doing the job
well” and “doing the job right.” A philosophical argument to clarify the introduced
concepts is provided. The overall elementary concepts to evaluate the performance
of firms are covered in this chapter.

Chapter 3 starts with an example of two input factors. The introduced concepts in
Chaps. 1 and 2 are adjusted for the example. The important information to introduce
relative scores for firms, when the number of input factors is more than one, is
provided. If there are no assumptions to introduce unit of measurement for each
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input factor, a linear combination of input factors is not meaningful. The relative
scores of firms can be different when the introduced weights or prices for input
factors are changed.

In Chap. 4, the discussion in Chap. 2 is continued and optimization approaches
and linear programming models are introduced, without prerequirement knowledge
in Operations Research. Linear programming problems are solved by Microsoft
Excel Solver software and Microsoft Visual Basic for Applications (VBA) without
preknowledge about the software. The readers will gradually develop their mathe-
matics and computer skills as they follow the provided instructions to solve models.
The concepts are also adapted for an example of two output factors.

In Chap. 5, an example of eight international airports in Persia is proposed, and
the introduced concepts in the previous chapters are adjusted for four input factors
and three output factors. The mathematical foundations, linear programming models,
and the computer programming are demonstrated in detail. The aim of this chapter is
to prepare the readers to generalize the concepts of doing the job right and doing the
job well for a set of homogenous firms with multiple input factors and multiple
output factors.

Chapter 6 discusses several views about performance evaluation of firms. A delta
neighborhood of a firm is introduced to find a bridge between the concepts of “doing
the job right” and “doing the job well.” The prime and dual linear programming
models are introduced. At the end of this chapter, readers are completely prepared to
carry out the performance evaluation of a set of homogenous firms with multiple
input factors and multiple output factors.

Chapter 7 adapts the introduced concepts in the previous chapters with the
literature of Data Envelopment Analysis (DEA). The philosophical background is
also discussed to elucidate the required information to measure the performance of a
set of homogenous firms. It is also discussed that the measured technical efficiency
scores by conventional DEA models do not allow us to rank Decision-Making Units
(DMUs). In other words, the technical efficiency means “doing the job right” and as
discussed in the first four chapters, the meaning of “doing the job right” is different
from “doing the job well.” At the end of this chapter, readers’ knowledge to apply a
DEA model and to interpret the results is significantly increased.

In Chap. 8, mathematical properties to describe the natural relationships between
the DEA frontier and the ratio of output to input factors are illustrated. It is shown
that the deficiency of ratio analysis fails to identify all types of dominating units
unlike DEA. The conventional DEA models are discussed in detail, and the com-
puter programming to solve these models is presented step by step.

A production-planning problem is discussed in Chap. 9. Two planning ideas with
a centralized decision-making unit are discussed to arrange new input and output
plans for all specific units when demand deviations can be predicted. The detained
mathematical information is also demonstrated as well as solving the models with
Microsoft Excel Solver and Visual Basic for Application (VBA) software.

Chapter 10 illustrates a context-dependent DEA model. The performance of firms
can be influenced by the context and a product can appear attractive in comparison
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within the context of less attractive alternatives. An example of twenty-three Tokyo
public libraries is considered and the attractiveness score of each library is measured.
It is illustrated that when DMUs in a particular level of measured frontiers are
observed as having the same performance, the attractiveness measure allows dis-
crimination of the “equal performance” based upon the third option or the same
particular evaluation context. The computer programming is also developed to run
the models with just one click.

In Chap. 11, radial and a nonradial DEA Malmquist efficiency indexes are
introduced to measure the performance of DMUs in different time periods. The
Malmgquist indexes are decomposed into three components and each component is
illustrated. An example from the computer industry, a set of Fortune Global
500 Computer and Office Equipment companies from 1991 to 1997, is also consid-
ered and the computer instructions to solve the models are provided. The radial and
nonradial models are also applied to calculate the efficiency change and the impact
of economic development plans on efficiency changes of three Chinese major
industries: (1) textiles, (2) chemicals, and (3) metallurgy during five-year-plan in
four different periods, from 1966 to 1985.

In the last chapter, the introduced mathematical model in Chap. 6 is mathemat-
ically improved to fairly rank firms in various conditions. The chapter is finished
with several outcomes of the model, which definitively resolves several arguments.

At the end of this book, the user can independently follow the literature of
Operations Research, comprehend the specifications of linear programming, and
solve a linear programming model using VBA.

We gratefully thank our friends who have supported us to write this book with
their hope and love during the last 7 months. Without their love and support, it would
have been very difficult to finish the book in this short period.

This is the first edition of this book and it is possible there might be some typos.
Please do not hesitate to contact the authors at the following email address, if there
are any points, correction, or questions, khezrimotlagh @ gmail.com.

Oxford, OH, USA Dariush Khezrimotlagh
Lowell, MA, USA Yao Chen
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Abbreviations and Symbols

VRS-PPS Variable Returns to Scale Production Possibility Set
VRS-TE Variable Returns to Scale Technical Efficiency
Symbols
n number of firms
m number of input factors
P number of output factors
i index of firms
Jj index of input factors
k index of output factors
l index of specific firm whose performance is being assessed
F; firm number i
X non-negative observed amount of jth input factor of F;
Yik non-negative observed amount of kth output factor of F;
Ai multipliers used for computing linear combinations of firms’ factors
8; non-negative slack or potential reduction of jth input factor of F;
Sk non-negative slack or potential increase of kth output factor of F;
W, positive specified weight or price for jth input factor of F;
Wi positive specified weight or price for kth output factor of F;
A optimal multipliers to identify the reference sets for F;
s;* optimal slack to identify an excess utilization of jth input factor of F;
sx™  optimal slack to identify a shortage utilization of kth output factor of F;
1 non-negative real number
A vector of non-negative real numbers with m + p components
x; target for jth input factor of F;y;
target for kth output factor of F;
KA} KAM optimal score regarding the value of delta
R, the positive real numbers set
Tc PPS with CRS technology
Tg‘s Extension of PPS with CRS technology regarding the value of delta
Ty PPS with VRS technology

Extension of PPS with VRS technology regarding the value of delta
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Chapter 1 ®)
The Gemstone Example s

1.1 Introduction

In this chapter, a simple example is provided to explain several concepts which are
important to measure the performance of a set of homogenous factories, organiza-
tions, firms and so on. No computer knowledge is needed in this chapter, but a very
elementary knowledge of mathematics will be required, such as sketching a line in a
plane. The section is started with a question about a jewelry company which would
like to evaluate 17 candidates according to the results of a task. The concepts are
logically discussed to pave the way to introduce different aspects of the company
and to establish the corresponding mathematical foundation for further complex
questions on measuring the performance of firms. Several figures are provided to
elucidate the concepts. Of course, the provided concepts are not new and have been
mentioned in the literature of Economics, Management, Engineering and Operations
Research; however, in order to avoid any confusion, these concepts are re-introduced
and the pros and cons of each concept are generally illustrated. At the end of this
chapter, readers will have learned the elementary requirements and concepts of
measuring the performance evaluation of firms.

1.2 The Gemstone Example

Suppose that 17 eligible candidates, labeled by A—Q, are being considered to be
dealers for a jewelry company specializing in unique gemstones. In order to find the
best dealers, the company sends the candidates to Sri Lanka to test their dealing
skills. In one determining task, the company gives the same amount of money to
each candidate to buy a gemstone and sell it without re-cutting/re-polishing. Each
candidate spent a different amount of time and earned a different amount of money.

© Springer International Publishing AG, part of Springer Nature 2018 1
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2 1 The Gemstone Example

Table 1.1 represents the used time in minutes and the earned money in $ for each
candidate. Which one of the candidates completed this task well/better?

Generally, there is not a grading system to claim how much time should be used
to buy or sell a gemstone and earn an expected amount of money. Different
gemstones have different values according to their color, cut, clarity and carats.
However, one may assume that candidates who used lesser amount of time in this
task have done the job well, without paying attention to the possible shortage amount
of the earned money. Another may assume that candidates who earned higher
amount of money have done the job well, without paying attention to the possible
excess amounts of the used time. In both these views, a part of information is
neglected and the decisions are not strong enough. Thus, the candidates in this
task are discriminated by finding who has used the least time to earn the highest
amount of money, according to the following definition.

Definition 1.1 A candidate, who has done the job well in comparison with another
candidate, should have used lesser amount of time and earned greater amount of
money in comparison with the other.

One simple measure for finding such an aim is to calculate the ratio of the earned
money to the used time given by the following equation:

Earned ($)
Time (min)

(1.1)

Definition 1.2 A candidate has done the job well in comparison with another
candidate, if it has a greater value of Eq. 1.1.

In order to have a greater value of Eq. 1.1, the four following types can be
illustrated.

Type 1 If only the denominator in Eq. 1.1 decreases, (that is, the used time is
decreased while the earned money is fixed), the ratio increases.

For instance, candidates B and I earned $1500, whereas B used 380 min and I
used 800 min, that is, B used 420 min less than I to earn the same amount of money.

Table 1.1 The record data for candidates of gemstones

Candidate Time (min) Earned ($) Candidate Time (min) Earned ($)
A 400 1600 J 1300 1780

B 380 1500 K 700 900

C 420 1580 L 1100 1300

D 450 1550 M 200 200

E 500 1620 N 1800 1800

F 220 700 (¢} 1800 1600

G 500 1200 P 1300 700

H 600 1400 Q 400 200

1 800 1500
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Therefore, the scores of B and I by Eq. 1.1 are 3.95 ($/min.) and 1.88 ($/min.),
respectively, which shows the score of B is greater than the score of I, and therefore,
B has done the job well in comparison with .

Type 2 If only the numerator in Eq. 1.1 increases, that is, the earned money is
increased while the used time is fixed, the ratio increases.

For example, both candidates E and G used 500 min, but E earned $1620 and G
earned $1200, that is, E earned $420 more than G by using the same amount of time.
Therefore, the scores of E and G by Eq. 1.1 are 3.24 ($/min.) and 2.40 ($/min.),
respectively, which shows that E has a greater score, and thus, has done the job well
in comparison with G.

Type 3 If the rate of increasing the numerator in Eq. 1.1 is greater than the rate of
increasing the denominator, the ratio increases.

For instance, M uses 200 min to earn $200, but F uses 220 min (20 min extra
than M, that is, the rate of increasing the denominator is almost 0.091) and earn $700
($500 extra than M, that is, the rate of increasing the numerator is almost 0.714).
Therefore, the values of Eq. 1.1 for M and F are 200/200 (1 $/min.), 700/220 (= 3.18
$/min.), respectively, which shows the score of F is greater than the score of M, and
this means F has done the job well in comparison with M.

Type 4 If the rate of decreasing the numerator in Eq. 1.1 is greater than the rate of
decreasing the denominator, the ratio increases.

For instance, N uses 1800 min to earn $1800, but J uses 1300 min (500 min less
than N, that is, the rate of decreasing the denominator is almost negative 0.384) and
earn $1780 ($20 less than N, that is, the rate of decreasing the numerator is almost
negative 0.011). Note that —0.011 > —0.384. Therefore, the value of Eq. 1.1 for N is
1800/1800 (= 1 $/min.), whereas it is 1780/1300 (=1.37 $/min.) for J, which shows
that the score of J is greater than the score of N, and this means J has done the job
well in comparison with N.

Table 1.2 illustrates the results of calculating Eq. 1.1 for each candidate. From
the table, A has done the job well in comparison with other candidates, followed

Tabl.e 1.2 The scores of Candidate Time (min) Candidate Time (min)
candidates A 1 1 137

B 3.95 K 1.29

C 3.76 L 1.18

D 3.44 M 1

E 3.24 N 1

F 3.18 (0] 0.89

G 24 P 0.54

H 2.33 Q 0.5

1 1.88
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by B—Q. Indeed, candidate A only uses 400 min to earn $1600, and has the best
score, whereas candidate Q with using 400 min only earned $200, and has the
worst score among other candidates.

1.3 Factors and the Cartesian Coordinate Plane

The used time in Table 1.1 is a factor that a lesser amount of this factor has more
value while the earned money is fixed (Type 1), whereas the earned money in
Table 1.1 is a factor that a higher amount of this factor has more value while the
used time is fixed (Type 2). Although a lesser amount of the used time is desirable,
both the used time and the earned money can simultaneously increase as long as the
rate of increasing the used time is less than the rate of increasing the earned money
(Type 3). Moreover, a greater amount of the earned money is desirable; however, a
company can simultaneously decrease both the used time and the earned money as
long as the rate of decreasing the used time is greater than the rate of decreasing the
earned money (Type 4). If any of these four types are neglected the discrimination
power decreases.

Definition 1.3 When a company desires a lesser (greater) amount for a factor, the
factor is called input (output) factor.

From definition 1.3, Eq. 1.1 can be rewritten as follows:

Output

1.2
Input (12)

Each candidate in Table 1.1 has two factors which can be shown with a pair
(input, output) and depicted in a Cartesian coordinate plane similar to Euclidean
geometry.

For example, the value of input factor for candidate A is 400 and the value of
output factor is 1600, which can be shown with the pair (400, 1600), and depicted as
a point in a plane. Figure 1.1 depicts the point A (400, 1600).

The horizontal axis in Fig. 1.1 shows the values of input factor in minutes and the
vertical axis shows the values of output factor in dollars. The dotted lines elucidate
how the pair (400, 1600) is depicted in the Cartesian coordinate plane.

By the same technique to show candidate A as a point in the plane, other
candidates B—Q can also be depicted in the plane. Figure 1.2 illustrates candidates
A-Q in the Cartesian coordinate plane.

From the figure, why is the score of A, greater than the scores of other candidates?
Why is the score of B greater than the score of F? Why is the score of J less than the
score of D? Why does F have a score less than D? Why does H have a greater score
than J, M and N? How are the measured scores of candidates in Table 1.2 clarified
geometrically?
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_. 2000
1900
1800
1700 A (400; 1600)
1600 = = = = ==l = o
1500
1400
1300
1200
1100
1000
900
800
700
600
500
400
300
200
100

Output ($

500
600
700
800
900
1000
1100
1200
1300
1400
1500
1600
1700
1800
1900
2000

Fig. 1.1 Depicting the candidate A

For the first step to answer the previous questions, let’s compare volunteers M
(200, 200) and F (220, 700). As it is explained in Type 3 in the first section, the rate
of increasing the value of input factor from 200 to 220 is much less than the rate of
increasing the value of output factor from 200 to 700.

Figure 1.3 depicts that F by using 10% extra minutes earned $250% more than
M. Therefore, the company knows that the performance of F is better than M, due to
the fact that, increasing 10% of the input factor is reasonable while it causes an
increase of 250% the output factor, which means the ratio of output/input increases.

For another view, let us sketch the lines which pass origin (0, 0) and F, and origin
and M. As can be seen in Fig. 1.4, the scores of F and M in Table 1.2 are the same as
the slopes of the sketched lines in Fig. 1.4 which passes F and M, respectively.
Indeed, 1 min increase on the value of input factor in the line which passes origin
and M, yields only an one dollar increase on the value of output factor, whereas



6 1 The Gemstone Example

—_ _—_——_———_—— - - -

Input (min)

100
200
300
400
500
600
700
800
900
000
100
200
300
400
500
600
0
0
0
2000

Fig. 1.2 Depicting the candidates A—Q

1 min increase on the value of input factor in the line, which passes origin and F,
yields 3.18 dollars increase on the value of output factor. This shows the worth of the
used time by F via M.

Figure 1.5 also shows the line which passes (0, 0) and J (1300, 1780), and the line
which passes (0, 0) and N (1800, 1800). The slopes of the lines in Fig. 1.5 are also
the same as the scores of J and N in Table 1.2, and represent the worth of the used
time by J via N. As depicted in Fig. 1.6, if N decreases 28% of the used time from
1800 to 1300, it only loses 1% of the earned money from 1800 to 1780. In other
words, the rate of decreasing the value of output factor (= —1%) is much greater than
the rate of decreasing the value of input factor (= —28%) (Type 4), and therefore, the
performance of J is better than N. Note that, N used 500 min more than J in this task
to earn only $20 more, whereas 500 min are equal or more than the used time that A,
B, C,D, E, F, M and Q used to earn $1600, $1500, $1580, $1550, $1620, $700, $200
and $200, respectively.
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+ 250% output

600 M
+ 10% Input

400 +$ 500

M
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100
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Fig. 1.3 Comparing the job of F and M

1.4 The Partially/Wholly Dominant Concept

Figure 1.7 depicts the line which passes origin (0, 0) and K(700, 900), that is,
y = (9/7) x. According to Table 1.2, the points in the right side of the line in Fig. 1.7,
that is, L—Q, have the lesser scores than K, and the points in the left side of the line,
that is, A-J, have the greater scores than K.

Indeed, the line which passes origin and K says that 1 min increasing on the value
of input factor yields 1.29 dollars increasing on the value of output factor, whereas
for the lines which pass the origin and the points in the right side of the line in
Fig. 1.7, 1 min increasing on the value of input factor, yields lesser amount of dollars
on increasing the value of output factor. Therefore, the weak performance of L-Q
(the points in the right side of the line) can be shown by the performance of K. This
phenomenon is read “K partially dominates L-Q”.

Likewise, the weak performance of K can be shown by the stronger performance
of A-J, which this phenomenon is read “K is partially dominated by A-J”.

From the above illustration the following definition is suggested.
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Definition 1.4 A candidate partially dominates another candidate, if the candidate
has done the job well in comparison with the other candidate.

On the other hand, as can be seen in Fig. 1.7 as well as Table 1.1, A—Q used
different values of input and output factors in comparison with K. For instance, the
values of input and output factors of M are less than that of K, whereas the
components of L are greater than the components of K. Every point in the plane
can be shown with a pair (x, y), where x displays the value of input factor and
y displays the value of output factor. The components of K introduce four different
areas by the following Eqgs. 1.3, 1.4, 1.5, and 1.6, as Fig. 1.8 represents.

700 <x & y<900. (1.3)

x<700 & y<900. (1.4)
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700 <x & 900 <y. (1.5)
x<700 & 900 <y. (1.6)

Equation 1.3 displays the points in the area in which the value of input factor is
equal or greater than 700 and the value of output factor is equal or less than
900, which is the right bottom shaded rectangle, as shown in Fig. 1.8.

Indeed, when the first component of (x, y), that is, x, is equal or greater than
700, the following inequality is satisfied, 700 < x. Likewise, when the second
component of (x, y), that is, y, is equal or less than 900, the following inequality is
satisfied, y < 900. A point (x, y) which satisfies both inequalities in Eq. 1.3 belongs
to the right bottom rectangle in Fig. 1.8. From Table 1.1, only P (1300, 700) satisfies
the Eq. 1.3, because x = 1300 satisfies the first inequality, that is, 700 < x, and
y = 700 satisfies the second inequality, that is, y < 900.
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On the other hand, Eq. 1.6 displays the points in the area that the value of input
factor is not greater than 700 (which means, the value of input factor is equal or less
than 700, that is, x < 700) and the value of output factor is not less than 900 (which
means, the value of output factor is equal or greater than 900, that is 900 < y). The
area which is displayed by Eq. 1.6 is the shaded rectangle in the left top in Fig. 1.8.
According to Table 1.1, the components of A-E, G and H satisfy the inequalities in
Eq. 1.6. For instance, H (600, 1400) has less than 700 value of the input factor (that
is, 600 < 700) and greater than 900 value of the output factor (that is, 900 < 1400).

Equation 1.4 represents the points (x, y) that the values of input and output factors
of those points are less than the values of input and output factors of K, respectively.
However, Eq. 1.5 represents the points (x, y) which the values of their input and
output factors are greater than the values of input and output factors of K, respec-
tively. The left bottom and the right top rectangles in Fig. 1.8 are displayed by
Egs. 1.4 and 1.5, respectively.

As a result, the points which satisfy both inequalities in Eq. 1.3 are completely in
the area which is partially dominated by K. The points which do not satisfy both
inequalities in Eq. 1.3, that is, the points which satisfy the inequalities in Eq. 1.6, are
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completely in the area that partially dominates K. However, the points which only
satisfy one of the inequalities in Eq. 1.3 may partially dominate K or be partially
dominated by K. Therefore, as Fig. 1.9 represents, 6 different areas can be
introduced.

Region (1): In the gemstone example, candidate P (1300, 700) does not get a higher
score than K (700, 900), because the company can claim that P with 600 extra
values of input factor has earned 200 lesser values of output factor in comparison
with K, as shown in Fig. 1.10.

This phenomenon is read as ‘K wholly dominates P’ or ‘K dominates P’. All the
points in Region (1) satisfy the two following inequalities

700 <x & y <900.

In other words, K wholly dominates every point which has greater than 700 values
of input factor and less than 900 values of output factor (Fig. 1.11).
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Fig. 1.8 The performance of K

Region (2): Likewise, candidate C (420, 1580) gets a higher score than K (700, 900),
because the company can claim that C with 280 lesser values of input factor has
earned 680 extra values of output factor in comparison with K, as shown in
Fig. 1.12. This phenomenon is read as ‘K is wholly dominated by C’ or ‘K is
dominated by C’.

Indeed, K is wholly dominated by every point which has less than 700 values of
input factor, and has greater than 900 values of output factor.

This means, K is wholly dominated by the points which satisfy the two following
inequalities, as Fig. 1.13 illustrates

x<700 & 900 <y,

The following definition illustrates the concept of wholly dominant.

Definition 1.5 A candidate wholly dominates another candidate, if the candidate
does not have greater values of input factors and lesser values of output factors in
comparison with that of the other candidate.
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Regions (3) and (4): The points in Regions (3) and (4) do not satisfy the inequalities
in Eqgs. 1.3 and 1.6, but satisfy the inequalities in Eq. 1.4.

In other words, the points in these regions in both factors have less values than the
factors of K, that is, every point in Regions (3) and (4) satisfies the two following
inequalities

x <700 & y<900.

However, the points in Region (3) are partially dominated by K, whereas the
points in Region (4) partially dominate K, as depicted in Fig. 1.7.

For instance, Q (400, 200) has used 300 values of input factor less than that of K,
but earned 700 values of output factor less than that of K as well (Fig. 1.14), that is,
the rate of decreasing the output factor (= —0.78) is not greater than the rate of
decreasing the input factor (= —0.43), and hence Q has a score less than K (Type 4),
and K has done the job well in comparison with Q.
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In contrast, F (220, 700) has used 480 values of input factor less than that of K and
earned 200 values of output factor less than that of K (Fig. 1.15), that is, the rate of
decreasing the output factor (= —0.22) is greater than the rate of decreasing the input
factor (= —0.69), and hence the score of F is greater than the score of K, and F has
done the job well in comparison with K.

Figure 1.16 illustrates the generated area by Eq. 1.4, and the points that partially
dominate K as well as those are partially dominated by K. Therefore, the points in
Regions (3) and (4), that is, the points which satisfy the inequalities in Eq. 1.4, that is,
x <700 & y <900, can be discriminated by measuring the rate of decreasing each
factor and comparing the rates according to Type 4.

Since both factors decrease, the rate of each factor is a negative number, hence the
ratio of the rate of output factor over the rate of input factor for a point in Regions
(3) and (4) is a non-negative number. If the ratio is greater than 1, the point is in
Region (3) and if the ratio is between O and 1, the point is in Region (4).
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Regions (5) and (6): Similar to the discussion for Regions (3) and (4), the points in
Regions (5) and (6) can be discriminated by comparing the rates of increasing
input and output factors (Type 3). Indeed, the points in Regions (5) and (6) have
greater values of input and output factors via K (Fig. 1.17).

These points satisfy the inequalities in Eq. 1.5, that is, 700 < x & 900 < y.
Therefore, the ratio of the rate of output factor over the rate of input factor for a
point in Regions (5) is less than 1, and in Region (6) is greater than 1.

For instance, O (1800, 1600) via K has used 1100 extra values of input factor to
earn 700 extra values of output factor. Therefore, the rate of increasing output factor
(= 0.78) is less than the rate of increasing input factor (=1.57), and K has done the
job well in comparison with O (Fig. 1.18).

In contrast, I (800, 1500) has used 100 extra values of input factor and earned
1500 extra values of output factor, that is, the rate of increasing the output factor is
almost 0.67 whereas the rate of increasing the input factor is almost 0.14, and I has
done the job well in comparison with K (Fig. 1.19).
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Fig. 1.12 The performance of K via C

1.5 The Rank of the Candidates

As illustrated in the previous section, the wholly dominant concept is not enough to
discriminate each two of candidates fairly. For instance, the candidates which are in
regions (3)—-(6) are not compared by the wholly dominant definition. But, the
partially dominant concept can be applied for each candidate and discriminate the
candidate with all other candidates according to Types (1)—(4), in order to arrange/
rank them and find who has done the job well in comparison with the other. Indeed, a
candidate who partially dominates all other candidates has done the job well in
comparison with all other candidates, and should have a greater score than other
candidates, and hence the candidate should get the highest rank. Likewise, a
candidate who is partially dominated by all the other candidates should get the
lowest rank.

For instance, candidate A (400, 1600) gets the best rank among the other
candidates, because A partially dominates candidates B—Q, as Fig. 1.20 depicts.
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Candidate A wholly dominates the candidates in Fig. 1.21, and partially domi-
nates the candidates in Fig. 1.22.

As can be seen, the candidates who are wholly dominated by A, are also partially
dominated by A, but there might be some candidates such as B and E which are
partially dominated by A, but are not wholly dominated by A.

The points (x, y) which are wholly dominated by A(400, 1600) are those points
which satisfy the two following inequalities

400<x & y< 1600. (1.7)

When at least one of the inequalities in Eq. 1.7 is not satisfied, the point is not
wholly dominated by A.

For instance, the value of input factor of N satisfies 400 < x (because, 400 < 1800),
but the value of output factor of N does not satisfy y < 1600 (1800 < 1600). Therefore N
is not wholly dominated by A, but as can be seen in Fig. 1.22, N is partially dominated
by A, and A has done the job well in comparison with N.

As Fig. 1.23 depicts, none of the candidates A, B, E, F, J, M and N are wholly
dominated by each other. This means, if the areas which are wholly dominated by
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Fig. 1.14 The performance of K via Q

candidates A, B, E, F, J, M and N are depicted, none of them belong to the other
wholly dominated area. However, A partially dominates B, E, F, J, M and N, and B
partially dominates E, F, J, M and N, and so on, which illustrates A has done the job
well in comparison with B, E, F, J, M and N, and B has done a better job than E, F, J,
M and N, and so on.

For example, the shaded rectangle, which depicts the area dominated by M in
Fig. 1.23, is made by the inequalities in Eq. 1.8.

200<x & y<200. (1.8)

None of A(400, 1600), B(380, 1500), E(500, 1620), F(220, 700), J(1300, 1780)
or N(1800, 1800) satisfy Eq. 1.8. Therefore, none of A, B, E, F, J and N are wholly
dominated by M. Moreover, the area dominated by B, E, F, J and N are respectively
made by the following Egs. 1.9, 1.10, 1.11, 1.12, and 1.13:

380<x & < 1500. (1.9)
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500 <x & y<1620. (1.10)
220<x & y<700. (1.11)
1300 <x & y<1780. (1.12)
1800 <x & y < 1800. (1.13)

As can be seen, at least one of the coordinates of A, B, E, F, J and M does not
satisfy Eq. 1.9, which means none of A, B, E, F, J and M are wholly dominated by N,
and so on.

On the other hand, the points which are wholly dominated by A in Fig. 1.21, that
is, C,D, G, H, I, K, L, O, P and Q, may be wholly dominated with other points as
well. For instance, P is wholly dominated by all points A-L, but P should be
compared with the most eligible candidate, A, in order to get a fair score. This
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Fig. 1.16 Regions (3) and (4)

phenomenon provides a very important issue to benchmark the factors of P which
will be discussed in the next chapters.

By the same illustration, M only dominates Q, partially dominates O and P and
has the same performance as N. In fact, the rate of increasing input factor from
200 min by M to 1800 min by N is the same as the rate of increasing output factor
from $200 by M to $1800 by N. Indeed, both M and N partially dominate each other,
and therefore, they have the same score for their performances in this task, as
Table 1.2 represents.

C is wholly dominated by A, and is partially dominated by B. But, C partially
dominates E, F, J, M, N, O and Q, and dominates D, G, H, I, K, L and P. Therefore,
the score of C is less than A and B, and greater than D-Q, which means, A and B
have done the job well in comparison with C and, C has done the job well in
comparison with all other candidates D-Q.

H is wholly dominated by A, B, C, D and E, and is partially dominated by F and
G. However, H partially dominates I, J, M, N, O and Q, and wholly dominates K, L
and P. Hence, the score of H’s performance is less than A-G, and greater than I-Q,
which means H has done the job well in comparison with I-Q.
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Fig. 1.17 The performance of K via |

Moreover, a candidate who is wholly dominated by another such as A, may
partially dominate a candidate that is not wholly dominated by A. For example, C is
wholly dominated by A, which means, A has done the job well in comparison with
C. The candidate C partially dominates the candidates F, J, M and N, which means C
has done the job well in comparison with the candidates F, J, M and N. As can be
seen, the candidates F, J, M and N are partially dominated by A, but are not wholly
dominated by A. Therefore, C is wholly dominated by A, but C partially dominates
the candidates F, J, M and N who are partially dominated by A (and are not wholly
dominated by A). This phenomenon also provides a very important issue to dis-
crimination between candidates which will be discussed in the next chapters.

Table 1.3 illustrates the relationship between each two candidates with three
symbols “++”, “+” and “~”, which means, “wholly dominated”, “partially domi-
nated” and “not partially dominated”, respectively.

Every row in Table 1.3 illustrates whether a candidate is wholly/partially dominated
by other candidates or not. For instance, the corresponding row for candidate I says that I
is wholly dominated by A-E, is partially dominated by F-H, is wholly/partially
dominated by itself, and is not wholly/partially dominated by the other candidates J-Q.
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Fig. 1.18 The performance of K via O

Likewise, every column in Table 1.3 illustrates whether a candidate wholly/
partially dominates other candidates or not. For example, the corresponding column
for candidate I says that I does not wholly/partially dominate candidates A—H, but, I
wholly dominates I, L and P, and partially dominates J, K, M, N, O and Q.

In short, Table 1.3 elucidates the results in Table 1.2, and clarifies the introduced
Types 1-4 based upon Eq. 1.2.

1.6 The Relative Score

In the gemstone example, candidate A wholly dominates the candidates in Fig. 1.21,
partially dominates the candidates in Fig. 1.22, and therefore, has the maximum
score among other candidates in Table 1.2. The weak performance of other candi-
dates is identified, when they are compared with A. This phenomenon can be shown
by measuring the ratio of the score of each candidate to the score of A, as Table 1.4
illustrates.
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Fig. 1.19 The performance of K via O

The scores in Table 1.4 are relatively meaningful. For instance, the relative score
of C is 0.94, because the score of C (=3.95) is compared with the best available
score, that is the score of A (= 4), by measuring the ratio of the score of C to the
score of A, that is, 3.95/4 (= 0.94).

Note that, A has done the job well in comparison with all other candidates in this
task. If there were another group of candidates or another approach to compare the
candidates and so on, A might not get the best score. For instance, if there was a
candidate who used 200 min to earn $1800, A could not get the highest score,
because A (400, 1600) is wholly dominated by (200, 1800). Therefore, the relative
score illustrates the score of each candidate in comparison with the best observed
score.

As can be seen, the relative scores of C and D (which are wholly dominated by A)
are greater than the relative scores of E, F, J, M and N (which are not wholly
dominated by A, but are partially dominated by A). This is due to the fact that,
although, C and D are wholly dominated by A, they partially dominate E, F, J, M and
N (Table 1.3), and therefore, they have greater relative scores than E, F, J, M and N,
which means, they have done the job well in comparison with E, F, J, M and N.
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Fig. 1.20 A partially dominates B—Q

In short, the relative scores in Table 1.4 display the results of Table 1.3 appro-
priately as well as providing the scores between 0 and 1.

1.7 The Unity Scale and the Unit Invariant Property

In Figs. 1.1, 1.2, 1.3, 1.4, 1.5, 1.6, 1.7, 1.8, 1.9, 1.10, 1.11, 1.12, 1.13, 1.14, 1.15,
1.16,1.17,1.18,1.19, 1.20, 1.21, 1.22, and 1.23, the horizontal and the vertical axes
are scaled 100:100 from O to 2000 while the units of measurement in these figures
are in minutes and $, respectively. Every candidate in the gemstone example has two
factors which their values can be considered as the units of measurement to rescale
the axes. For instance, M has two factors that the values for both factors are 200 in
minute unit and 200 in $ unit, respectively, and the company can suppose these
values as units of measurement.
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Fig. 1.21 Candidates who are wholly dominated by A

For example, suppose that the coordinates of M are considered as the units of
measurement. Thus, the value of input factor of A, 400 in minute unit, over the value
of input factor of M, 200 in minute unit, is equal to 2 in minute/minute unit, and the
value of output factor of A, 1600 in $ unit, over the output factor of M, 200 in $ unit,
is equal to 8 in $/$ unit. After rescaling the factors of A by the coordinates of M, the
units of measurement for the factors of A are dimensionless, because minute/
minute = 1 and $/$ = 1. The unit of measurement in this case is called the unity
scale, and is often used in this book.

Definition 1.6 A factor has the unity scale, if it is dimensionless or unit-less. The
unity scale is shown by (1).

The coordinates of A—Q can also be divided over 200 in the unity scale. In this
case the units of measurement are not changed. Table 1.5 represents the data for each
candidate in 200:200.

Furthermore, as Fig. 1.24 depicts, the locations of A—Q in Fig. 1.2 in comparison
with each other are equivalent with the locations of A—Q in Fig. 1.24.
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Fig. 1.22 Candidates who are not wholly dominated by A

The scores and the relative scores of data in Table 1.5 by using Eq. 1.2, are also
shown in Table 1.6, which are the same as the results in Tables 1.2 and 1.4.

As Fig. 1.25 depicts, by rescaling the axes differently, the locations of A—Q are
still equivalent with Fig. 1.2. Although, the value of Eq. 1.2 is changed while the
value of input factor of each point is multiplied to a positive value such as a and the
value of output factor is multiplied to a positive value such as f, which a # f, but the
relative scores of A—Q are not changed. In other words, if the points (ax, fy)‘s are
replaced by (x, y)‘s, the value of Eq. 1.2 is measured by fy/ax’s or (f/a)‘s. This
means, every score in Table 1.2 is multiplied by (f/a). However, in calculating the
relative score, which is the score of a point over the best observed score, the
multiplier (f/a) is simplified and the relative score is not changed.

Indeed, the measured relative scores in the previous section are independent of
the units of measurement. This phenomenon is read as unit invariant property. For
example, the score of M in Fig. 1.25 is measured by 2/200 (= 0.01 in 100$/min. unit)
and the score of A is measured by 16/400 (= 0.04 in 100$/min. unit). Hence, the
relative score of M is 0.25 in the unity scale.
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Fig. 1.23 The wholly dominated area by A, B, E, F, J, M and N

Table 1.7 illustrates the replaced data of candidates which have the same relative
scores as the relative scores in Tables 1.4.

Definition 1.7 A measure has the unit invariant property, if the measure is not
changed when the input and output factors are multiplied to positive values.

1.8 Conclusion

This chapter provides a fundamental step to introduce the basis of a methodology for
making a fair decision concerning the performance of a candidate (a factory, a doctor
and so on among a set of homogenous candidates, factories, doctors and so on,
respectively). An example of one input factor and one output factor is presented to
evaluate the performance of 17 candidates for a task in a gemstone company. The
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Table 1.3 Wholly dominated and partially dominated candidates

Candidatel A[B[C[D[E[F|[G[HMJ[K|[L[M[N]JO[P]Q
A |- =-T=-T=-T=-1T=-1T=1=-1=T=-T=-T=-1=1=1=7T=
B [+ [+ - -1-1T-1-1=-1-1-1-1-=-1=-1=1=-1-

C [+ +]+=+]-[-1-1-1-1-1-1-1=-1-1-1-1=-1-
D [+ [+ [+ --1-1T-1-1T-1T-1-1-1=-1=-1-1-=
E [+ [+[+]+[+=[-T-1T-T-T=-T=1T=T=-T-=-T=-T=7T-=
F [+]+]+]+]+[+=]-1]- - -1 -1-1=-1=-1=-1-
G |+ |+ [+ [+ [ ] = - -1 -1-1-1-1=-1-
H [+ |+ |+ ][+ [+ [+ [+ ][ =-]-1-T-1T=-1T=-1=-1-1-
J +l+ [+ [+ ]+ ]+ + ]+ -]=-1=-1T=-T=-1-1-
K [++[+ [+ ][+ ][]+ [+ ]+ ][] -T-1=-1=-1=-71=
L |+ [+ |+ [+ [+ [ - [+ == -1-1-1-
M [+ [+ +[+]+]+]+]+]+[+]+]+]=]+]=-]1-7]-
N [+[+[+]+]+[++]+]*#]+]+]+]+]=]=-1=-71T=
O |+ |+ [+ [+]+[+T+[+[x[=]+T++]+][=+]-7]-
P |+ [+ [+ [+ [ [ [+ [+ [ [+ [+ [+ [ ] -
Q |+r|+ |+ [+[+[={+ [+ [+ +]+[=[+]+]+ [+

Table 1.4 The relative scores of candidates

Candidate Relative Score (1) Candidate Relative Score (1)
A 1.000 J 0.342

B 0.987 K 0.321

C 0.940 L 0.295

D 0.861 M 0.250

E 0.810 N 0.250

F 0.795 (0] 0.222

G 0.600 P 0.135

H 0.583 Q 0.125

1 0.469

Table 1.5 Rescaled Data in 200:200

Time Earned Time Earned

Candidate | (200 x min) (200 x $) Candidate | (200 x min) (200 x $)
A 2.00 8.00 J 6.50 8.90

B 1.90 7.50 K 3.50 4.50
C 2.10 7.90 L 5.50 6.50
D 2.25 7.75 M 1.00 1.00

E 2.50 8.10 N 9.00 9.00

F 1.10 3.50 (0] 9.00 8.00
G 2.50 6.00 P 6.50 3.50
H 3.00 7.00 Q 2.00 1.00

| 4.00 7.50
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Fig. 1.24 Locations of A—Q by rescaling 200:200

Table 1.6 The scores and the relative scores for Data in Table 1.5

Candidate | Score ($/min) | Relative Score | Candidate | Score ($/min) | Relative Score
A 4.00 1.000 J 1.37 0.342

B 3.95 0.987 K 1.29 0.321

C 3.76 0.940 L 1.18 0.295

D 3.44 0.861 M 1.00 0.250

E 3.24 0.810 N 1.00 0.250

F 3.18 0.795 O 0.89 0.222

G 2.40 0.600 P 0.54 0.135

H 2.33 0.583 Q 0.50 0.125

1 1.88 0.469

example is easily solved, the reasons to select the best candidate are explained, and
the fundamental subjects are discussed to measure the relative scores, to know the
meaning of the unity scale and the unit invariant property, to show the advantages of
introducing the partially dominant and the wholly dominant concepts.
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Fig. 1.25 Locations of A—Q by 1:100

Table 1.7 Data in (minute, $100)

Candidate Time (min) Earned (100 x $) Candidate Time (min) Earned ($)
A 400 16.0 J 1300 17.8

B 380 15.0 K 700 9.0

C 420 15.8 L 1100 13.0

D 450 15.5 M 200 2.0

E 500 16.2 N 1800 18.0

F 220 7.0 (¢} 1800 16.0

G 500 12.0 P 1300 7.0

H 600 14.0 Q 400 2.0

| 800 15.0
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1.9 Exercises

1.1. A group of 9 property investors review their performances together based upon
the capital expenditure and income earned in their city according to the follow-
ing table. Each investor is numbered with a Latin number and the one who
made least capital expenditure while gaining the greatest income earned is the

1.2

1.3.
1.4.

best.

1.1.1.
1.1.2.
1.1.3.
1.1.4.

1.1.5.
1.1.6.
1.1.7.
1.1.8.

1.1.9.

Graph the location of data in Table 1.8 in the Cartesian coordinate plane.
Which investors partially dominate the investor IV?

Which investors is partially dominated by the investor IV?

Display the area that investor V wholly dominates, and is wholly
dominated.

Measure the scores of each investor.

Measure the relative scores the investors.

Display the feasible area by applying the wholly dominant approach for
data in Table 1.8.

Rank the investors in Table 1.8, and find the best investor and the
weakest investor.

Similar to the results in Table 1.3, provide a table to show which investor
wholly dominated and partially dominated with other investors.

What does a relative score mean and why such a score is important in measuring
the performance evaluation of a set of homogenous firms?

What does a unit invariant property mean? Explain with an example.

What are the differences between the wholly dominant concept and the partially
dominant concept?



Chapter 2 ®)
Possibility and Practicability s

2.1 Introduction

In this chapter, we continue the discussions in Chap. 1. Step by step, we built the
mathematical background of the requirement axioms to measure the performance of
homogenous firms. We similarly start with a question from the gemstone company
and gradually illustrate the new concepts. The provided concepts are not new, and
have been mentioned in the literature of operations research; however, in order to
avoid any confusion and pretend judgment based on the literature, only the concepts
are re-introduced and the pros and cons of each concept are demonstrated. We also
provide a philosophical argument to clarify some of the concepts. At the end of this
chapter, readers will have an understanding of the overall concepts used to measure
the performance of firms and will be ready to develop the mathematical background
for complex situations.

2.2 Possibility and Practicability

In the Gemstone example in Chap. 1, the company may look for a relationship
between the input and output factors in order to know how much an amount of input
factor would possibly yield an amount of output factor.

The above objective may lead the company to conduct its dealers for future
business in Sri Lanka. However, there is not a grading system or formula for such an
aim and it is almost always impossible to find one, because gathering enough data is
not usually possible, reasonable or economically appropriate. A regression approach
also focuses on the average values which do not appropriately reflect how much a
value of input factor obtain a value of output factor. So, how can the company
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Table 2.1 The record data for candidates of gemstones

Candidate Time (min) Earned ($) Candidate Time (min) Earned ($)
A 400 1600 J 1300 1780

B 380 1500 K 700 900

C 420 1580 L 1100 1300

D 450 1550 M 200 200

E 500 1620 N 1800 1800

F 220 700 (0] 1800 1600

G 500 1200 P 1300 700

H 600 1400 Q 400 200

1 800 1500

achieve its objective through the available sample in Table 2.1? In other words, how
much money can possibly be earned after using an amount of time?

Note that, this new objective is different from the previous objective of the
company in Sect. 1.2 to compare the candidates to find the best performers.

2.2.1 The Wholly Dominant Approach

A simple way to achieve the above objective is to use the dominant concept,
discussed in Sect. 1.4, which allows the company to find some possible or practical
points from the available data which are already feasible and practical.

For instance, as depicted in Fig. 2.1, when the company sees that M used
200 values of the input factor and earned 200 values of the output factor, the
company can deduce that it is possible to use a value of the input factor greater
than 200 to earn 200 values of the output factor; and by using 200 values of the input
factor, it is possible to earn a value of the output factor less than 200.

In other words, by the coordinates of M, the company can deduce that all the
points which are wholly dominated by M (which are generated by Eq. 2.1) are
practical.

200<x & y<200. (2.1)

The above approach can be applied for every practical point A—Q. For instance,
Eq. 2.2 generates all the practical points which are wholly dominated by A.

400<x & y<1600. (2.2)

Since A wholly dominates C, D, G, H, I, K, L, O, P and Q, there is no need to
apply such an approach for these points, because all points which are wholly
dominated by these points, are already generated by Eq. 2.2, as Fig. 2.2 illustrates.
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Fig. 2.1 The wholly dominated area by M

As aresult, all the points in the shaded area in Fig. 2.3 are practical and feasible,
and can be generated by Egs. 2.1, 2.2, 2.3, 2.4, 2.5, 2.6, and 2.7.

380<x & y< 1500 (2.3)
500<x & y<1620. (2.4)
220<x & y<700. (2.5)
1300 <x & y<1780. (2.6)
1800 <x & y < 1800. (2.7)

In other words, every point in the shaded area in Fig. 2.3, satisfies one of the
Egs. 2.1,2.2,2.3,2.4, 2.5, 2.6, and 2.7. From this outcome, the following theorem
can be proposed.
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Fig. 2.2 Candidates who are wholly dominated by A

Theorem 2.1 Suppose that A (xy,y1), Ax(x2,¥2), ... and A7(x17,y17) denote the
observations A—Q, respectively. The practical area from these points, using the
wholly dominant approach, is generated by the following set:

17
igl {(xy) rx <xy <y} (2:8)

Proof The proof is leaved as an exercise. |
The Eq. 2.8 can also be rewritten by the following equation:

{(x,y) : x; <x,y <y,forsome i =1,2,...,n} (2.9)

InEq. 2.9, ‘forsome i =1, 2, ...,n means ‘foratleastonei=1,2,...,n’°, thatis,
‘fori=1(2,3,...,n),fori=1and2 (1 and 3; 2 and 3; 1 and 4; and so on), fori =1,
2and 3 (1,3 and 4; and soon),orforalli=1,2,...,n’.

Now, the company can introduce the frontier of the shaded area in Fig. 2.3, as an
approximation to find a relationship between the factors, in order to know how much
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Fig. 2.3 The wholly dominated area by A, B, E, F, J, M and N

a value of the input factor can practically obtain a maximum value of the output
factor, as shown in Fig. 2.4.

Note that, the shaded areas in Fig. 2.3 are the feasible areas which can be
generated by the proposed approach (using the wholly dominant approach) and the
sample in Table 2.1. The other points which are out of the shaded area in Fig. 2.3
might be feasible or practical as well; however, the company is not able to introduce
extra feasible points from the used approach and the data in Table 2.1. Therefore, by
such an approach, the company can assume that there are not any feasible points out
of the shaded area in Fig. 2.3, which means, the company supposes that if an
arbitrary candidate uses 200 min to buy a gemstone, and then sells it without
re-cutting/re-polishing with the same situations and conditions in this task, the
candidate can at most earn $200.

In other words, the company assumes that even if A, B or another candidate C-Q
uses the same amount of time, similar to the time that M has used, none of them are
able to earn more than $200.

From the above illustration by using the wholly dominant approach, the company
can introduce the points on the frontier in Fig. 2.4 as the points which have’ done the
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Fig. 2.4 The frontier of the area in Fig. 1.23

Jjob right’. The company can say the candidates A, B, E, F, J, M and N have done the
job right, because it is impossible to earn more than what these candidates have
earned with their corresponding amount of time (using the wholly dominant
concept).

In contrast, candidate C has not done the job right, because C has used 20 min
more than A, but earned $20 less than A. Here the word ‘right” means ‘correct for a
particular situation or thing’ or ‘correct in the company’s opinion or judgment’.

Definition 2.1 A candidate has done the job right, who used an amount of time and
earned the maximum amount of money according to that amount of time.

2.2.1.1 Differences Between Doing the Job Well and Right

Are there any relations between the findings in Sect. 2.2.1 and the outcomes in
Table 1.4 (which shows the relative scores of candidate)? Do these findings support
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Fig. 2.5 The area dominates C, or is dominated by C

the outcomes in Table 1.2 (which shows the scores of candidate)? Is the meaning of
‘doing the job well’ the same as the meaning of “doing the job right”?

As can be seen, candidate C with the relative score 0.95 in Table 1.4 is known as
the candidate who has not done the job right, whereas candidate M with the relative
score (.25 has done the job right. This phenomenon at least shows that the meaning
of doing the job right does not satisfy the meaning of doing the job well. In other
words, C has not done the job right in comparison with A, but C has done the job
well in comparison with M (E, F, J and N), (see Sects. 1.2, 1.3, 1.4, 1.5, and 1.6).

From Fig. 2.5, by applying the wholly dominant concept, C is only comparable
with A, and none of the other candidates wholly dominate C (or even partially
dominate C, except B which partially dominates C). As a result, the great perfor-
mance of C is not measured by using the concept of doing the job right. This means,
introducing the frontier in Fig. 2.4, as the extreme practical location from the
available sample in Table 2.1, does not represent the discrimination between the
candidates completely. Therefore, the concept of doing the job right by the wholly
dominant approach does not logically support the measured scores in Table 1.4
which discriminate the performance of each candidate appropriately.
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The company can debate that if really using 200 min provides only $200, why M
should not use 20 min more to earn $700 as F has done (Fig. 1.3). In fact, F not only
has done the job right (Fig. 2.4), but at the same time has done the job well in
comparison with M, as discussed in Fig. 1.3. Or the company can even say, what are
the advantages of doing the job right for M, whereas C has done the job well in
comparison with M and can get higher rank?

Note that, the concept of doing the job right is good to find the possible waste of
the used time and the earned money, but it is neither enough to measure the waste
completely nor provides a ranking or benchmarking tool. For instance, the frontier in
Fig. 2.4 shows that, Q has not done the job right and it could improve its perfor-
mance (in comparison with one of A, B, E, F, J, M and N which have done the job
right); however, it can mislead Q, for instance, toward M which has had the weakest
performance among A-L. As a result, a candidate, who has not done the job right,
might have done the job well in comparison with some of the other candidates who
have done the job right.

On the other hand, the meaning of the relative score is missed as well as the
excellent performance of A, if only the frontier in Fig. 2.4 is estimated, and the
candidates are classified into two different groups such as ‘those have done the job
right’ and ‘those have not done the job right’. Indeed, the points on the frontier might
not have the same performances, and need to be discriminated to provide an
appropriate relative score to estimate the performance of each candidate, thus, it is
necessary to classify the candidates into two groups of ‘those have done the job well’
and ‘those have not done the job well’.

In short, assuming the frontier in Fig. 2.4 by the wholly dominant approach is
useful to achieve the objective of the company (to display how much a value of the
input factor can at most obtain a value of the output factor), however, the points on
the frontier have different relative scores, and require to be discriminated before any
judgment which can be made about candidates. Of course, the points on the frontier
can be estimated as those points which have done the job right, however, they might
not have done the job well, and those which have not done the job right should not
blindly be compared with the points on the frontier in Fig. 2.4.

2.2.2 The Convexity Approach

Another way to achieve the objective of the company (to know how much an amount
of input factor would possibly yield an amount of output factor) is to use the
convexity approach, that is, when two points such as F(220,700) and B(380,1500)
are practical, therefore, the points on the line-segment BF are also practical.
Figure 2.6 depicts the practical points generated by the convexity approach
while B and F are observed. In other words, the convexity approach says that



2.2 Possibility and Practicability 41

& 2000
§_ 1900
&5) 1800
1700
1600
1500
1400
1300
1200
1100
1000
900
800
700
600
500
400
300
200
100

0

o

B (380, 1500)

F (220, 700)

100
200
300
400
500
600
700
800
900

1000
1100
1200
1300
1400
1500
1600
—1700
21800

31900

22000

Fig. 2.6 The feasible points on the line-segment BF

when two points such as F(220,700) and B(380,1500) are practical, a linear
combination of these two points, that is,

2(220,700) + (1 — 2)(380, 1500) where 0 < A < 1, (2.10)

is also practical, for a A in the set of real numbers. If 1 = 0, point B is generated and if
A =1, point F is generated. Considering a A between 0 and 1 yields to find another
point between B and F. Indeed,

x 220 380 2204 380(1 — A)
=1 +(1-2) +
y 700 1500 | | 7002 1500(1 — )
[ 2204 4 380(1 — 4)
- [ 7002 + 1500(1 — 2)

[ 380 — (380 — 220)4
| 1500 — (1500 — 700)2 |




42 2 Possibility and Practicability

As can be seen, (380-220) is the distance value between the values of input
factors of B and F. Multiplying this value to a A for 0 < 1 < 1, yields measuring a
proportion of the distance, and subtracting from 380 yields a value of the input factor
of the line-segment BF. For instance, if 1 = 1, the whole distance value (= 160), is
subtracted from 380, and hence the value of input factor of F (= 220) is found; if
A = 0.5, half of the distance value (= 80), is subtracted from 380, and hence the
middle of the values of input factor (= 300) is found; and so on. The same
illustration can also be demonstrated for the output factor coordinate.

On the other hand, the above equations yield the formula of the line which passes
the points B and F, by the following steps:

] [380 — (380 — 220)2
H - [1500 — (1500 — 700)2

x = 380 — (380 — 220)2
{y — 1500 — (1500 — 700)4

x — 380
A —
—(380 — 220)

=

y—1500
— (1500 — 700)
y—1500  x—380
—(1500 — 700) ~ —(380 — 220)
1500 — 700
-1 T Y )
=y — 1500 = 27— (x — 380)

The formula of the line-segment BF, the convexity approach, can also be written
as follows:

Ap(xp,yg) + Ar(xr,yp), where Ag + Ap = 1,for 0 < Ag, Ap < 1. (2.11)

In Eq. 2.11, x and x refer to the values of input factors of B and F, respectively,
and yg and yrefer to the values of output factors of B and F, respectively. Moreover,
Agp = 1 — Ar shows that both Eqgs. 2.10 and 2.11 are equivalent.

Similarly, the convexity approach can be applied for every set of two observa-
tions in Table 2.1. For instance, Eqs. 2.12 and 2.13 represent the lines-segment
between B and K and K and F, respectively.

),B(.XB,)?B) + AK(xK,yK),where ﬂB + /?'K = l,forO < /13,11( < 1. (212)

Ak (xXx,yx) + Ar(xF, ygp), where Ax + Ap = 1,for 0 < Ag, Ar < 1. (2.13)

The convexity approach can also be extended for more than two points. For
instance, the convexity approach can be simultaneously applied for the three
points B, K and F as Eq. 2.14 represents.
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Fig. 2.7 The three-sided polygon BKF

)vB(vayB) +)“K(xKvyK) +A'F(XF7yF)’ (2 14)
where Ap + Ax + A = 1,for 0 < Ap, A, Arp < 1. ’

If it is supposed that, Ax = 0, Eq. 2.14 is the same as Eq. 2.11, if Ar = 0, Egs. 2.12
and 2.14 are the same, and if 13 = 0, Eq. 2.13 is yielded from Eq. 2.14. Therefore,
not only all the generated points by Eqs. 2.11, 2.12, and 2.13 are generated by
Eq. 2.14, but also all points in the triangle BKF, are also generated, as the three-sided
polygon is depicted in Fig. 2.7.

For instance, G is in the triangle BKF, which means, there are at least some Az, Ag,
Ar, between 0 and 1 where A + Ax + 4z = 1 and the following equation is satisfied:

A8(xB,Yp) + Ak (Xx, Yk ) + Ar(XF, YF) = (X6, Y5)-

The above equation yields the following equations:
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XG
Y6

500
54
1200

Thus, the following system should be solved.

Apxp + AxXg + Apxp

s

ABYp + AkYx + AFyp
3805 + 7004k + 22017
150045 + 9004k + 70027 |

38045 + 7004k + 2204 = 500,
150045 4+ 9001k + 7004 = 1200,
A+ Ag+Ap =1,

Ap > 0,

Ax >0,

Ak > 0.

The unique answer for (1, A, Ar) in the above system is
95 75 6
1827182'91)°
Moreover, none of the points which are out of the triangle BKF, can be generated

by Eq. 2.14, as Lemma 2.1 illustrates.

Lemma 2.1 Equation 2.14 generates the area and circumstance of the three-sided
polygon BKF in Fig. 2.7.

Proof The Proof is leaved as an exercise. O
Lemma 2.1 can be extended for four-sided polygon, five-sided polygon, six-sided
polygon and so on, as Theorem 2.2 represents.

Theorem 2.2 The area and circumference of an n-sided polygon, A A;. . .A,, where
Ai(x3,y1), Ax(x2,Y2), - .., and A,(x,,y,), are generated by Eq. 2.15,
/1] (xl 7y1) + 12(x27y2) +.o.+ j'rl(xl’la.YH)’

(2.15)
whered; + 4, +...+ 4, =1, for0 < A, A, ..., 4, < 1.

Proof The proof is leaved as an exercise. O
Equation 2.16 can be merged as follows:

Zinzl Ai(xi, i), - - -or- - (E,L Xidi, Zznzl yili)

(2.16)
where ) " 4 =1and0 <4 <lfori=12,...,n
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Fig. 2.8 The octagon AINOPQMF

Theorem 2.2 suggests the practical area from the observations A—Q by using the
convexity approach, as an octagon (eight-sided polygon) depicted in Fig. 2.8. The
company can introduce the circumference of the octagon in Fig. 2.8 to display how
much an amount of input factor can obtain at most (at least) an amount of output
factor from the practical observation in Table 2.1.

The circumference of the eight-sided polygon can be divided into the two
following parts, MFAJN and MQPON. The practical points on MFAJN can be
illustrated as the points which have done the job right, however, similar to the
Sect. 2.2.1.1, these points are not representing the set of the points which have
done the job well. Moreover, the points on MQPON can be introduced as the points
which have done the job worst, because of wasting a huge amount of the input factor
to earn a lesser amount of the output factor. Note that, the points M and N are
simultaneously known as those who are doing the job right and worst, while the
convexity approach is applied. In order to remove this contradiction, M and N can be
classified to the part MFAJN. However, there is still a need to discriminate the points
on the circumference of the octagon whether they have done the job well.
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In short, the objective of the company (to display how much a value of the input
factor can at most obtain a value of the output factor) can be achieved by the
convexity approach, however, the outcomes should not be wrongly interpreted to
provide a relative score for each practical point, as discussed in Sect. 2.2.1.1.

2.2.3 The Radiate Approach

The objective of the company may also be achieved by utilizing the radiate
approach. A radiate approach means that, if (x, y) is practical, then A (x, y) is also
practical, for every positive real number A. Figure 2.9 depicts the points which are
generated by applying the radiate approach for the practical points in Table 2.1. As
can be seen in Fig. 2.9, the radiate approach assumes that increasing/decreasing the
value of input factor has the same effect to increase/decrease the value of output
factor. In other words, if the time is become doubled, the earned money should have

Fig. 2.9 The radiate approach
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also become twice, which means, the rate of increasing (decreasing) the input factor
is the same as the rate of increasing (decreasing) the output factor. Therefore, the
score of an observed point by Eq. 1.1, that is, Earned($)/Time(minute), is the same as
the scores of the points which are generated by the radiate approach from that
observed point. For instance, suppose that the radiate approach is applied for
A. The following set represents the generated points:

{(x,y): x=xad & y=y4, 1>0}. (2.17)
which is equivalence with the following set:
{(xad,y44) : A >0}. (2.18)

By using Eq. 1.2, that is, output/input, the score of each point in the above set is
measured by

Yah
XA/I ’

which is the same as the score of A’s performance, that is, ys/x4. The following
theorem mathematically represents the generated points in Fig. 2.9.

Theorem 2.3 Suppose that A (xy,y;), Ax(x2,¥2), ..., and Ay7(x17,y17) denote the
observations A—Q, respectively. The following set displays all the practical points
which are generated by the radiate approach, as depicted in Fig. 2.9.

17
Y {(xid, y;A) - 4> 0}. (2.19)
Proof The proof is leaved as an exercise. |

Equation 2.19 can also be rewritten as follows:
{(x,y) :x=x4, y=y4, A>0,forsomei=1,2,...,17}. (2.20)

If the domain of the multiplier, A, is restricted to 0 < A < 1 (or A > 1), the inner
(or outer) radiate approach can be defined, as Figs. 2.10 and 2.11 represent.
The following set generates the inner radiate approach,

{(xi4,y;4) : 0 < A < 1,forsomei=1,2,...,n}. (2.21)
and the Eq. 2.22 generates the outer radiate approach,
{(xiA,y;4) : 4> 1, forsomei=1,2,...,n}. (2.22)

The radiate approach may rarely be applicable; however, it allows generating
some feasible points with the same relative scores corresponding to the scores of the
observed points.
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Fig. 2.10 The inner radiate approach

On the other hand, Eq. 2.18 is the set of all the points on the line which passes
origin and A, and can be considered to define how much a value of the input factor
can at most obtain a value of the output factor, because these points have the same
relative scores as A. Since A partially dominates B—Q, every point of the set in
Eq. 2.18 also partially dominates B—Q. Therefore, the points in Eq. 2.18 are the
points which have done the job right and at the same time have done the job well.
Therefore, it seems that if a candidate which partially dominates all other candidates
is known, the radiate approach can introduce other practical points which satisfy
both concepts of ‘doing the job right’ and ‘doing the job well’. Nonetheless, it is not
correct as it is illustrated in the next chapters.
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Fig. 2.11 The outer radiate approach

2.2.4 The Mixed Approaches

The company can combine the previous approaches in Sects. 2.2.1, 2.2.2, and
2.2.3 to generate some practical points from the observations in Table 2.1, and
supposes some other frontiers to introduce the points which have done the job
right, although, may not have done the job well.

Note that, as it is discussed in the previous Sects. 2.2.1,2.2.2, and 2.2.3, doing the
job right is a necessary condition to find the best performers, and is not enough to
measure the relative scores of the candidates. The company should use another
methodology to find those who have done the job well (which are among those have
done the job right and those which partially dominates all the others), and after that,
should estimate the relative scores. Nonetheless, this section only focuses to find
how much a value of the input factor can at most obtain a value of the output factor,
regardless of the concept of doing the job well and finding the relative scores.

The following sections illustrate the combination of each two or all approaches in
Sects. 2.2.1, 2.2.2, and 2.2.3.
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Fig. 2.12 The wholly dominant and the convexity approaches

2.2.4.1 The Wholly Dominant and the Convexity Approaches

There are two different ways to generate the practical points by combination of the
wholly dominant and the convexity approaches. The first way is to apply the wholly
dominant approach and then apply the convexity approach, whereas the second way
is to apply the convexity approach and then apply the wholly dominant approach.

If the company first uses the wholly dominant approach, the points in Fig. 2.3 are
generated and then, by applying the convexity approach, the shaded area in Fig. 2.12
is generated. By applying the convexity approach, the points in Fig. 2.8 are gener-
ated and then the wholly dominant approach results the shaded area in Fig. 2.12 as
well. As a result, there are no differences between the outcomes of both ways
graphically. Is the mathematical modeling in both ways to generate the shaded
area in Fig. 2.12 the same, too?

The answer to the above question is negative. In order to display the differences, first
the meanings of linear equation and non-linear equation are illustrated. An equation is
called a linear equation, if it is an algebraic polynomial of degree 1 as follows:
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ayxy + axxy + - - -+ apxy, (2.23)
where, xy, x5, . . ., X,, are the n variables or unknowns with the exponent one, and a,
a,, . .., a, represent numbers which are called the coefficients (n € N).

An equation which is not linear is called a non-linear equation. For instance, if a
variable with an exponent other than one appears in an equation, the equation is
non-linear. Or if two variables are multiplied together, even if the degree of each
variable is one, the degree of the equation is not one, and therefore, the equation is
non-linear. For instance, the following equations are linear equations,

x, 3x+y, 5Sx+2y+7z—1t,

however, the following equations are non-linear,

X .xy, VX 1/, x/(y + 2).

Now, suppose that A;(xy,y1), Ax(xX2,¥2), ..., and A;7(x17,y17) denote the obser-
vations A—Q, respectively. For the first way, the company should use Eq. 1.14 and
then use Eq. 2.15. The combination of such an approach is non-linear. Because there
are two variables x} and y! corresponding to each observations, in the generated point
by the first two inequalities of the wholly dominant approach, that is,
x; <, ¥ <y, Applying the convexity approach for each two sets of variables,
xiand y!, fori =1, 2, ..., 17, yields multiplying A;x; and A;y: with the exponent of
1 + 1 = 2. Thus, the first way is a non-linear approach, as Eq. 2.24 represents.

{W&% W=Zl%w_ny—ELM,}
17. |

(2.24)
yggyi, Z,‘”:l/li: 1, OSLS l,fOI'iZ 1,2, ey

For the second way, the company should use Eq. 2.15 and then use Eq. 2.8.
Equation 2.25 represents the combination of both approaches by the second way.

{(xl’y,): Zz lxl/1 <)C y <Zl lyl is }
17. |

(2.25)
Zinzlli:]’ OSA,S], forz:],Z,...,

Since the convexity approach applies for the observations with known data,
therefore, the equations, Zl": | Xi4; and Zl”: | Yi4i, are two polynomials of degree
1. Now, applying the wholly dominant approach yields two inequalities > | x;4;
<x'andy < Y, y;4;, which are both linear equations. Thus, the second approach
is a linear approach and the following theorem is proposed.

Theorem 2.4 Suppose that A;(x;,y;), Ax(x2,Y2), ..., and A;A(x;7,¥;7) denote the
observations A-Q, respectively. Equations 2.24 and 2.25 yield the shaded area in
Fig. 2.12 by a non-linear approach and a linear approach, respectively.

Proof The proof is leaved as an exercise. O
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2.2.4.2 The Wholly Dominant and the Radiate Approaches

Similar to the previous section, the area generated by applying the wholly dominant
approach in the first step and then applying the radiate approach in the second step,
yields a non-linear approach, while applying the radiate approach in the first step and
then applying the wholly dominant approach in the second step, yields a linear
approach. However, the generated areas by both approaches are the same graphi-
cally, as Fig. 2.13 illustrates, (see Figs. 2.9 and 2.10).

Figure 2.13 represents all the points which are wholly dominated by A (See
Fig. 1.20), and can be generated by Eqgs. 2.9 and 2.10 according to the following
theorem:

Theorem 2.5 Suppose that A;(x;,y;), Ax(x2,Y2), - .., and A;,(x;7,y;7) denote the
observations A-Q, respectively. Equations 2.26 and 2.27 generate the area which is
depicted in Fig. 2.13, non-linearly and linearly, respectively.
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Fig. 2.13 The wholly dominant and the radiate approaches
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(Y") e xS X Vi <y X=X Y =V,

(2.26)
A>0, forsome i=1,2,...,17.
{(x,y): xA<x, y<yA, 4>0, forsomei=1,2,.,17.} (2.27)
Proof The proof is leaved as an exercise. |

In the same manner, the combination of the inner (outer) radiate approach and the
wholly dominant approach can be introduced. Figures 2.14 and 2.15 depict the
generated areas by these two combinations, respectively.

Equations 2.28 and 2.29 linearly generate the shaded areas in Figs. 2.14 and 2.15,
respectively.
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Fig. 2.14 The wholly dominant and the inner radiate approaches
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Fig. 2.15 The wholly dominant and the outer radiate approaches

{(,y): xid<x, y<yd 0<A<I1,forsomei=1,2,.,17.} (2.28)

{(x,y): xA<x, y<yd, A>1,forsomei=12,.,17.} (2.29)

The frontier of the shaded areas in Figs. 2.13, 2.14, and 2.15 can be considered to
measure how much an amount of input factor can, at most, obtain an amount of
output factor. Moreover, it is supposed that the points out of the shaded area are
infeasible, that is, impossible to achieve according to the selected approaches.

2.2.4.3 The Convexity and the Radiate Approaches

If it is assumed that the radiate approach is applied in the first step and then in the
second step, the convexity approach is applied for the points which are generated in
the first step, the combination of these two approaches are non-linear. Moreover, if it
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Fig. 2.16 The convexity and the radiate approaches

is also assumed that the convexity approach by Eq. 2.16 is applied and then the
radiate approach is applied, the combination is still non-linear.

However, the convexity approach can be extended by the increasing the domains
of the multipliers 4;, fori =1, 2, .. ., n, in Eq. 2.16. In other words, if it is supposed
that 4, > 0,fori=1,2,...,n, and Zln:l Ai = 1 is removed in Eq. 2.16, both the
convexity and the radiate approaches are simultaneously applied and the mathemat-
ical formula is also linear (See Theorem 2.6). For instance, if it is supposed that
M=2dand 4; = 0fori=2, ..., 17, the point (3°}7, xidi, S, v;4:) is the same as
(/1x1, Ayl) which displays Eq. 2.18. Every line in Fig. 2.9 can be illustrated by the pair

(Zz 1)6,1,, Zz lyl )

Theorem 2.6 Suppose that A;(x;,y;), Ax(x2,¥2), ..., and A;-(x;7,y;7) denote the
observations A-Q, respectively. Equation 2.30 generates the shaded area in
Fig. 2.16, linearly.
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{(x,y): ¥'= lel xidi, ¥ = le; yidis AERYY. (2.30)

where A = (44,45, ...,4;7). and /L-’s are non-negative real numbers fori =1, 2, ...,
17, which at least one of them is positive.

Proof The proof is leaved as an exercise. O

From Fig. 2.16, the company can introduce two frontiers. One frontier passes the
point A and another frontier passes the point Q. The points on the first frontier can be
introduced as the points which have done the job right, and the points on the second
frontier can be introduced as the points which have done the job worst.

This phenomenon yields that every point in the shaded area can be written with a
linear combination of the A and Q coordinates, which means, every point between
the two lines in the shaded area in Fig. 2.16, is a combination of two points in which
a point has done the job right and another point has done the job worst. For instance,
the following equation system illustrates how the point K(700, 900) is generated by
the points A and Q.

700] l400/1A + 40029 ] { 40044 + 4004y = 700
= @

900 1600y, + 20049 1600y, + 2004y = 900
11 19

By the same illustration, the combination of the convexity and the inner/outer
approaches can be proposed by Egs. 2.31 and 2.32, respectively, which result
Figs. 2.17 and 2.18, respectively.

(W) : ¥ =3 wd v =3 vt 0<Ai <1, fori=1.2,....17}.
(2.31)

{(X,y): ¥ = lelx,yli, v = lelyi/li, Ai>1, for i=1,2,...,17}.
(2.32)
Figure 2.17 depicts the combinations of the convexity approach and the inner

radiate approach, according to Eq. 2.21, and Fig. 2.18 depicts the combination of the
convexity approach and the outer radiate approach, according to Eq. 2.32.
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Fig. 2.17 The convexity and the inner radiate approaches

2.2.4.4 The Wholly Dominant, the Convexity and the Radiate
Approaches

Similar to the previous sections, the combination of these three approaches can be
considered as Theorem 2.7 illustrates, and the generated area by Eq. 2.33 is the same
as the shaded area in Fig. 2.13.

Theorem 2.7 Suppose that A;(x;,y;1), Ax(X2,¥2), ..., and A;Ax;7,y;7) denote the
observations A-Q, respectively. Equation 2.33 generates the shaded area in
Fig. 2.13, linearly.

{(¥,y): Z:l xidi <X,y < lel yidi, AERY. (2.33)
where A = (A1, s, . .., A17) and A;'s are non-negative real numbers fori =1, 2, ...,

17, which at least one of them is positive.

Proof The proof is leaved as an exercise. O
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Fig. 2.18 The convexity and the outer radiate approaches

Note that, in this task with one input factor and one output factor, the combination
of the radiate and the wholly dominant approaches and the combination of the
convexity, the radiate and the wholly dominant approaches result in the same shaded
area as shown in Fig. 2.13. Is it deduced that these two combinations are the same?
(See the exercise 2.7.)

By the same illustration, the combination of the convexity, the inner (outer)
radiate and the wholly dominant approaches can also be introduced (see the
exercise 2.8).

2.2.5 The Other Approaches

The approaches in the previous sections are linear approaches (or, at most, combi-
nation of two linear approaches). The company can use a multitude other relations to
introduce a practical point from an observed point. For instance, Fig. 2.19 depicts the
natural logarithm function y = In x on interval (0, 50] to interval [—1, 5].
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-1

Fig. 2.19 The natural logarithm function

The company can assume that if a point with positive coordinates, (x,y), is
observed, then every point (¢,In(r + 1 — x) + y) is also practical, for some real
value #. Figure 2.20 illustrates the practical points from the observations A—Q which
are generated by the following equation.

17
'91 {&,In(t+1—x)+y):t>x—1,In(t+1—x) > -y} (2.34)

2.3 Homogeneity and the Relative Score

The comparisons between each two candidates in the gemstone example certainly
depend upon the selected input and output factors, their dimensions, units and the
worth of each factor in comparison with another factor. For instance, the used time
for each candidate should have the same measurement, dimension, unit and worth. In
other words, if the used time for one candidate is in minute unit and for another is in
hour unit, measuring the relative scores of these two candidates are not appropriate
unless both the used times are transferred to one of minute unit or hour unit. In
addition, the company cannot determine the worth (price) of the used time for a
candidate different with the worth (price) of the used time for another candidate. One
minute unit to measure the score of A should have the same meaning with 1 min unit
to measure the score of B, and vice versa.

On the other hand, in the gemstone example, the candidate has the same situation.
If the company does not give the same amount of money to each candidate, or each
candidate was in different state or country, or the worth of time is more than the
worth of money for some candidate, and the company displays the same data in
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Fig. 2.20 The natural logarithm approach

Table 2.1, the relative scores in Table 1.4 do not represent the fair discriminations
between candidates A—Q. In this situation, for instance, it is not clear whether
candidate A had a great performance due to have a higher or a lesser amount of
money in comparison with others. Therefore, one of the most important conditions to
compare two candidates in gemstone example is that the situations for each candi-
date should be homogenous. The requirement to define the word ‘homogenous’ is
introduced in the next chapter. Indeed, one way to decrease the concerns about the
homogeneity of candidates is to increase the effected factors. The next chapters
extend the methodology while the number of input and output factors increases. The
following discussions mathematically illustrate the requirement to compare two
different candidates regarding Eq. 1.2, that is, output/input, while there are one
input and one output factors.



2.3 Homogeneity and the Relative Score 61
2.3.1 A Philosophical Discussion

Suppose that there are two candidates, labeled by, A; and A, which A; has two
factors, for i = 1, 2. One factor is an input factor with a positive real value, labeled by
X;, and another factor is an output factor with a positive real value, labeled by y;, for
i = 1, 2. The score of A; is calculated by S(A;) = y/x;, for i = 1, 2, according to
Eq. 1.2, that is, output/input.

If the units of measurement for x; and y; are in $ unit, then the unit of measurement
for the scores of A; is calculated by $/$, for i = 1, 2. Note that, $/$ is equal to 1 (unit-
less or dimensionless) as well as m/m, £/£, and so on, which in this article is called
unity scale and denoted by 1, as described in Sect. 1.7. Here, the symbols $, £ and
m indicate US dollar, UK pound and meter, respectively.

If the unit for x; is $ and the unit for y; is m, the unit for the scores of A; is m/$, and
called ‘meter per dollars’, for i = 1, 2. In both of these situations, the comparison
between the scores of A; and A, are valid and the maximum score can be identified.
Thus, the relative score for A;, described in Sect. 1.6, can be calculated by the
following equation, for i = 1, 2.

ReS(A;) = Yi/%i . (2.35)
max{y, /x1,y,/x2}

However, if the units for x; and x, are £ and $, respectively, and the units for both
vy and y, are $, the units for the scores of A; and A, are “$/£” and “1”, respectively.
This means that the comparison between the scores of A; and A, in Eq. 2.35 is not
logical, except when the units of measurement are converted to the same unit.

As a result, the first assumption for comparing the scores of A; and A, is that the
corresponded units of measurement for the input and output factors of A; and A,
should be identical. This means, if the unit of x; is £ and the unit of y, is m, the unit of
X, and y, should be £ and m, respectively, which yields x,/x, and y,/y;have the unity
scale.

On the other hand, the equality x; = x, is valid if the worth (price/weight) of one
unit of x; is the same as the worth (price/weight) of one unit of x,. For instance,
suppose that x; = 4 (m2) and x, = 4 (mz), where the worth (price/weight) of x; is
twice the worth (price/weight) of x,, that is, one square meter of x; is equal to two
square meter of x,, and therefore, x; = 2 X x,, and x| # x,. In this case, the Eq. 2.35
is not also valid, except the worth (price/weight) of x; and x, are identical or their
worth (price/weight) are multiplied.

Consequently, if it is supposed that the worth (prices/weights) of x; and x»,
labeled by, u; and u,, respectively, are unknown while x; and x, have an identical
unit, the relationship between x; and x, are ambiguous and finding the minimum
and maximum of x; and x, are not possible, except u; and u, are specified and
multiplied to x; and x,, respectively. Hence, the relation between x; and x,
completely depend upon u; and u,. For example, suppose that x; = 4(m2) and
X, =38 (mz), and u; and u, are unknown. The equations x; < x; and u;x; < u,x, are
ambiguous, that is, they can be true (if u; < 2u,) or false (if u; > 2u,). Thus, how
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can we depict x| and x, on an axis, if it is supposed that the worth (price/weight) of
x; and x, are unknown?

As a result, the second assumption for comparing the scores of A; and A, is that
the corresponding worth (prices/weights) for the input and output factors of A; and
A, should be identical. This means, if the worth (price/weight) of x; is u; and the
worth (price/weight) of y; is vy, the worth (price/weight) of x, (that is, u,) and the
worth (price/weight) of y, (that is, ) should be equal to u; and v, respectively, that
is u; = u, and vy = v,. Otherwise, if u, u;, v, and v, are unknown the locations of A,
and A, in the Cartesian coordinate plane are also unknown.

In short, for each two sets of DMUs, A(x;, y;) and A>(x,, ¥,), the relation between
x; and x,, and the relation between y; and y,, should be available, and let us to write
the following inequalities, for instance, x; < x, and y; > y,, and let us to depict the
locations of A; and A, in the Cartesian coordinate plane, that is, both x; and x, (or y;
and y,) should have an identical unit and an identical worth (prices or weights). Note
that, the relation between x; and y; can be unavailable, because Eq. 2.35 has the unity
scale under the above assumptions, and yields that the comparison between the
scores of A; and A, become valid.

2.4 The Preplanned Purpose/Goal

In the gemstone example in Sect. 1.2, the aim is to find the candidates who
performed in the best possible manner with least used time and most earned
money. This concept is called as ‘doing the job well’, and the ratio of the earned
money to the used time is introduced to calculate which one of the candidates have
done the job well. In addition, a feasible area is generated from the observations in
Sect. 2.2, regarding to an introduced approach, and the frontier of that area is
supposed as the maximum possible amount of money from a given amount of
time. This concept is called ‘doing the job right’ which is a necessary condition
for the concept of ‘doing the job well’.

On the other hand, it is always possible and common for a company to have a goal
or a purpose to hire a candidate who is at least eligible for some specified require-
ments. In such situation, the concept of doing the job well is not enough to select the
best candidates.

For example, suppose that the company has aimed that each candidate should at
least have earned $1500, and the results in Table 2.1 is given. From the table, only
the nine candidates A, B, C, D, E, I, J, N and O are eligible, and have accomplished
this purpose. This concept, to find the candidates who are successful in performing
the desired result, is called ‘doing the well job’, as the following definition illustrates.

Definition 2.2 A candidate, who has done the well job, should satisfy all the
purposes/goals of the company.
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Table 2.2 The candidates who have done the well job

Candidate Score Relative score Candidate Score Relative score
A 1.07 0.89 J 1.19 0.99

B 1.00 0.83 K 0.60 0.50

C 1.05 0.88 L 0.87 0.72

D 1.03 0.86 M 0.13 0.11

E 1.08 0.90 N 1.20 1.00

F 0.47 0.39 (0] 1.07 0.89

G 0.80 0.67 P 0.47 0.39

H 0.93 0.78 Q 0.13 0.11

| 1.00 0.83

As Eq. 2.36 illustrates, the ratio of the earned money to the desired outcome can
be introduced as a measure to find which one of the candidates have done the well
job. Similarly, while the desired results are unknown the concept of doing the right
Jjob can be introduced, from different approaches.

Outcome
Desired outcome (236)

When the value of Eq. 2.36 for a candidate is greater than or equal to 1, the
candidate has done the well job. As the numerator in Eq. 2.36 is increases the value
of Eq. 2.36 is also increased. The unit of measurement in Eq. 2.36 is the unity scale.
In order to have a score between 0 and 1, the relative score for each candidate can be
measured by the score of that candidate over the maximum score. Table 2.2 illus-
trates the results of Eq. 2.36 and the relative scores for each candidate. The bolded
scores represent the candidates who have done the well job, regarding to at least
earning $1500.

Now, for each candidate, there are two different relative scores, corresponding to
the concepts of doing the job well and doing the well job. For instance, the company
can depict the results in the Cartesian coordinate plane, as Fig. 2.21 illustrates.

The horizontal axis in Fig. 2.21 represents the relative scores in Table 1.4,
corresponding to the concept of doing the job well, and the vertical axis displays
the relative scores in Table 2.2, corresponding to the concept of doing the well job.
There are four different area in Fig. 2.21, colored green, yellow and red. The green
area illustrates the points which their relative scores by the concept of doing the job
well is greater than 0.70 and their relative scores by the concept of doing the well job
is also greater than 0.70. This area can be introduced as the area that represents the
candidates who have done the perfect job according to the aim of the company and
the available information, according to following definition. For example, candidates
A-E have done the perfect job.
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Fig. 2.21 The candidates who have done the perfect job

Definition 2.3 A candidate, who has done the perfect job in comparison with
another candidate, should simultaneously have done the job well and the well job
in comparison with the other candidate.

The yellow area represents that the points have satisfied only one of the concepts
of doing the job well and doing the well job. For example, F has done the job well,
and has not done the well job, whereas the candidates H, I, J, L, N and O have done
the well job, and have not done the job well. The yellow area can be introduced as
the area that represents the candidates who have done the semi-perfect job, according
to the aim of the company and the available information.

The red area displays that the points have neither done the job well nor done the
well job. This area can be introduced as the area that represents the candidates who
have done the imperfect job, according to the aim of the company and the available
information. Thus, the candidates G, K, M, P and Q have done the imperfect job.

The value 0.70 to partition each region in Fig. 2.21 can be changed according to
the purpose of the company. While the point with the coordinates (0.70, 0.70) in
Fig. 2.21 is changed, different candidates can be introduced as those have done the
perfect job, the semi-perfect job or the imperfect job. The candidates in each area in
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Fig. 2.21 can also be ranked according to the purpose of the company to weight the
relative scores in each axis. The points which lie between two regions can also be
considered as the points of the weaker region.

On the other hand, the desired outcome value may not be available either from an
unclear view of the company or lack of information. The desired outcome can also
be depended upon the number of dealers that the company needs to hire, and so
on. In addition, both the input and output factors may have desired values as well.
For example, suppose that the company has aimed that each candidate should at
most use 600 min and at least earn $1500, and the results in Table 2.1 is obtained.
The points which satisfy this purpose should dominate the point (600, 1600). Thus,
only candidates A—E would be eligible, and have done the well job. In order to
discriminate A—E according to the concept of doing the well job, the company can
find the value of Eq. 2.36 for the output factor and the inverse value of Eq. 2.36 for
the input factor. After that, the company should weight each factor, and can
introduce the sum of the calculated values as a measure to discriminate A-E,
according to the concept of doing the well job. Of course, different set of weights
for the factors yields different outcomes, and there is a need to introduce the weights
by expert judgment or some statistical confidence intervals. This situation is
discussed in the next chapters.

2.5 Conclusion

This chapter provides important concepts and axioms to introduce a methodology
for making a fair decision. The gemstone example, with one input factor and one
output factor, is reviewed to introduce several new concepts. Meanwhile, the
required concepts for future applications are illustrated step by step, and every
concept is illustrated by the gemstone example. Mathematical background and
techniques as well as logical interpretations of each technique are clearly elucidated
in order to assist readers to learn the calculations and methodologies, especially
while the number of input and output factors increases in the next chapters. The
major subjects which are discussed in this chapter are to describe and understand
their possible meanings as well as the dominant, convexity and radiate approaches,
and to reveal the importance of the homogeneity condition. In addition, a valuable
discussion is provided to discriminate the meaning of doing the job well and doing
the job right. It is illustrated that the relative scores are supported by the meaning of
doing the job well, not doing the job right. In addition, the concepts of doing the well
(right) job and doing the perfect job are also required to discriminate between each
candidate. Without the concept of doing the job well, doing the well job, and doing
the perfect job, the discrimination is ambiguous and incomplate. These concepts
demonstrate how to measure the performance of factories and organizations where
there are multiple input factors and multiple output factors.



66

2 Possibility and Practicability

2.6 Exercises

2.1. Using Exercise 1.1, answer the following questions:

2.1.1.

2.1.7.

2.1.8.
2.1.9.

2.1.10.

Display the feasible area by applying the convexity approach for data
in Table 1.8.

Display the feasible area by applying the outer radiate approach for
data in Table 1.8.

Display the feasible area by applying the wholly dominant and the
inner radiate approaches for data in Table 1.8.

Display the feasible area by applying the wholly dominant and the
outer radiate approaches for data in Table 1.8.

Write the mathematical equation to generate the feasible area in Exer-
cise 2.1.1, linearly.

Write the mathematical equation to generate the feasible area in Exer-
cise 2.1.3, linearly.

Which investors have done the jobs right by the wholly dominant
approach?

Which investors have done the jobs right by the convexity approach?
Assume that the purpose of this task is to earn at least 23 million
dollars. Which investors have done the well job? Which investors
have done the right job?

Display the area that the investors have done the useful job, while the
investor should at least obtain the third quartile of the relative scores
based upon both the concepts of doing the job well and doing the
well job.

2.2. Can one use the following equation instead of Eq. 1.2 to find the best candidate
in the gemstone example?

Output — Input (2.37)

What are the advantages, disadvantages, shortcomings or requirements for
such an aim?

2.3. Can Eq. 2.37 be used for Exercise 1.1? What are the pros and cons for such an

aim?

2.4. Prove Theorems 2.1, 2.2, 2.3, 2.4, 2.5, 2.6, and 2.7 and Lemma 2.1.

2.5. What are the differences between the concepts of doing the job well and doing
the job right?

2.6. What are the differences between the concepts of partially dominant and wholly
dominant?
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2.7.

2.8.

Exercises 67

Give a counterexample to prove that the combination of the radiate and the
wholly dominant approaches and the combination of the convexity, the radiate
and the wholly dominant approaches do not result the same feasible area.
Depict the feasible area by the combination of the convexity, the inner (outer)
radiate and the wholly dominant approaches for the gemstone example.



Chapter 3 )
The Petroleum Example s

3.1 Introduction

In this chapter, the introduced concepts in Chaps. 1 and 2 are adjusted for an example
of two input factors. When there is only one input factor, it is enough to know that
the input factor of each firm has the same unit of measurement, regardless of what
exactly that unit is. But, when there are two input factors, in order to have a linear
combination of input factors, not only should the previous condition be true for each
factor, but also the unit of measurement for each input factor should be available.
Detailed discussions are provided in this chapter to deal with the situations when the
units of measurement are unknown. In other words, in most real-life applications the
unit of measurement or relationships between two factors are unknown. At the end of
this chapter, readers learn how to measure the performance of firms in which each
firm has two input factors, and how the outcome can be different when the intro-
duced weights or prices for the two input factors are changed.

3.2 Petroleum Example

The Environmental Protection Agency (EPA) plans to encourage its subdivisions to
consume lesser amounts of diesel fuel and gasoline. An environmentalist fairly
divides the subdivisions into 18 homogenous divisions.

Table 3.1 illustrates the expenditures of diesel fuel and gasoline consumption for
the 18 divisions, labeled A-R, after a year of starting the plan. Both diesel fuel and
gasoline amounts are represented in 10,000 US dollars units; and the cost of each
gallon of diesel fuel or gasoline is the same from one division to another. How can
the environmentalist introduce the best divisions which consumed lesser amounts of
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70 3 The Petroleum Example
Table 3.1 The costs of Division Diesel fuel ($10,000) Gasoline ($10,000)
CGOar;sO‘ﬁLlleng Diesel fuel and A 12,247.448710 24,494.897430

B 53,888.774340 20,820.662810

C 34,292.856400 34,292.856400

D 7348.469228 46,540.305110

E 19,595.917940 31,843.366660

F 58,787.753830 19,595.917940

G 14,696.938460 36,742.346140

H 39,191.835880 41,641.325630

I 19,595.917940 22,045.407690

J 17,146.428200 41,641.325630

K 12,247.693660 24,495.142380

L 61,237.243570 24,494.897430

M 9797.958971 31,843.366660

N 68,585.712800 29,393.876910

0 44,090.815370 26,944.387170

P 8573.214100 44,090.815370

Q 12,222.953820 24,568.382120

R 36,742.346140 20,973.755920

both diesel fuel and gasoline as well as arranging the divisions based on the lesser
amounts of both petroleum products?

Similar to Chap. 1, a division which consumed the least amount of both diesel
fuel and gasoline can be introduced as the division which has “done the job well”.

A simple way to answer the question is to calculate the sum of the diesel fuel and
the gasoline amounts for each division, and then find the minimum value of the
summations to identify the least amounts of diesel fuel and gasoline. Since both the
petroleum products amounts are in ten thousand dollars units, they can easily be
added together, as Eq. 3.1 illustrates.

Diesel fuel ($10,000) + Gasoline ($10,000) (3.1)

The third column in Table 3.2 illustrates the results of Eq. 3.1 for A-R and the
fourth column displays the ranks of divisions. A division with a lesser value of
Eq. 3.1 gets a higher rank.

Similar to Sect. 1.5, a score can be provided for each division. The score should
be decreased (increased) while the value of Eq. 3.1 increased (decreased).

Therefore, the score for each division can be calculated by Eq. 3.2. The results of
Eq. 3.2 are also represented in the fifth column of Table 3.2. If the scores are sorted
descending, the results are the same as the results in the fourth column of Table 3.2.

1

Diesel fuel ($) + Gasoline ($) 32
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Table 3.2 The relative scores of divisions A-R

Division N Sum ($10,000) Rank Score Relative score
A 1 36,742.346140 1 0.0000272166 1.000000
B 2 74,709.437150 14 0.0000133852 0.491803
C 3 68,585.712800 12 0.0000145803 0.535714
D 4 53,888.774338 9 0.0000185567 0.681818
E 5 51,439.284600 6 0.0000194404 0.714286
F 6 78,383.671770 15 0.0000127578 0.468750
G 7 51,439.284600 6 0.0000194404 0.714286
H 8 80,833.161510 16 0.0000123712 0.454545
| 9 41,641.325630 4 0.0000240146 0.882353
J 10 58,787.753830 11 0.0000170103 0.625000
K 11 36,742.836040 2 0.0000272162 0.999987
L 12 85,732.141000 17 0.0000116642 0.428571
M 13 41,641.325631 5 0.0000240146 0.882353
N 14 97,979.589710 18 0.0000102062 0.375000
(0] 15 71,035.202540 13 0.0000140775 0.517241
P 16 52,664.029470 8 0.0000189883 0.697674
Q 17 36,791.335940 3 0.0000271803 0.998668
R 18 57,716.102060 10 0.0000173262 0.636605

In order to have a relative score between O and 1, similar to Sect. 1.7, the
maximum score of divisions should be found; and then by calculating the score of
each division over the maximum score, the relative score can be measured.

For instance, suppose that the divisions A-R are numbered from 1-18 and the
diesel fuel and the gasoline factors are shown with, x; and x,, respectively. Equation
3.3 illustrates the formula to measure the relative score of the division /, for [ = 1,

2, ..., 18, where x;; and x;, represents the diesel fuel and the gasoline amounts for
division i, respectively (i = 1, 2, ..., 18).
1
SRl , for I=1,2,...,18. (3.3)
max{xl_]}m L= 1,2,...,18}

As can be seen, A has the best relative score among divisions followed by K, Q, I
and M and so on, while divisions N, H, L and F have the worst relative scores,
respectively. These results interpret that divisions A, K, Q, I and M have done the job
well in comparison with other divisions, respectively, and divisions N, H, L and F
have not done the job well in comparison with other divisions, respectively.

The sixth column of Table 3.2 illustrates the relative score for divisions A-R.
Equation 3.3 can also be simplified as Eq. 3.4

min{x,-l + Xip i= 1,2,,18}
X1+ X2

, for [=1,2,...,18. (3.4)
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Fig. 3.1 The divisions A-R

The environmentalist can suggest the combination of the diesel fuel and the
gasoline amounts by A as an example to other divisions and suggest that they should
use lesser amounts of these two petroleum products. If the relative scores are sorted
descending, the results are the same as the results in the fourth column of Table 3.2.

Note that, if the environmentalist assigned different worth (prices or weights)
between the amounts of diesel fuel and gasoline, that is, the wroth (prices or weights)
of diesel fuel is not the same as the worth (prices or weights) of gasoline, Egs. 3.1,
3.2, 3.3, and 3.4 should not be used. This important discussion is elucidated in
Sect. 3.5.

3.3 The Geometry Interpretation

Figure 3.1 depicts the location of each observation in Table 3.1 while the unit of each
factor is measured in $10,000 units.
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Fig. 3.2 The line with the slope — 1 which passes A

Since the lesser amounts of the diesel fuel and the gasoline factors have value,
they are input factors (see Sect. 1.3).

In Fig. 3.1, the horizontal axis describes the amounts of diesel fuel in
$10,000 units and the vertical axis describes the amounts of gasoline in
$10,000 units.

Equation 3.1 can be written as x; + X, while x; displays the first input factor
(diesel fuel) and x, displays the second input factor (gasoline). Now, the formula,
X1 + X, = t, represents a line with the slope —1, as shown in Fig. 3.2, which can be
moved to find the best combinations of the two input factors.

If t = 0, the line passes the origin. Thus, by moving the line through the
observations, the first connection of the line with the observations represents the
minimum value of ¢, that is, $367,423,461.40, which displays division A. If moving
the line through the observations is continued, the last connection of the line with the
observations represents the maximum value of 7, which displays division N. These
outcomes are the same as the results in Table 3.2.
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3.4 The Practical Points

Similar to Chap. 1, the practical points can be proposed by an introduced approach
such as the wholly dominant approach, the convexity approach, the natural loga-
rithm approach and so on.

For instance, Fig. 3.3 depicts the area which is wholly dominated by E and the
area which wholly dominates E. As can be seen, divisions A, K, Q, I and M wholly
dominate E, whereas E wholly dominates C and H. All the points in the top right of
the shaded area in Fig. 3.3 have greater values of the first and the second input factors
in comparison with that of E. Every arbitrary point in the shaded area in the top right
in Fig. 3.3 with the coordinates (x;, x,), satisfies the following inequalities, while x;
displays the first input factor and x, displays the second input factor.

19,595.91794 < x;, 31,843.36666 < x, (3.5)

Figure 3.4 also depicts the area which is partially dominated by E and the area
which partially dominates E. Indeed, every point above the line x; + x, = 51,
439.28406, is partially dominated by E, and every point lower than that line, partially
dominates E. For instance, A, K, Q, I and M partially dominates E and the other
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Fig. 3.3 The area which wholly dominated by E



3.4 The Practical Points 75

)

~
~
o
o
o

70000

Partially dominated by E
63000

Input 2 (in $10000

56000

49000
42000
35000
N
28000 2
L
B L]
21000 iy
F
14000
7000 - -
Partially dominates E
0
o o o o o o o o o o o o
o o o o o o o o o o o
o o o o o o o o o o o
N~ < — o] [To] Al (=) © ™ o N~
— [aV] [aV] [ep] < < Te] © ~ ~

Input 1 (in $10000)

Fig. 3.4 The area which partially dominated by E

divisions are partially dominated by E. As a result, the relative score of E is less than
those of divisions A, K, Q, I and M, and greater than the relative scores of other
observations which are partially dominated by E.

From Fig. 3.2, it is clear that division A partially dominates all divisions, and
division F partially dominates divisions H, L and N.

Similar to Sect. 2.2.1, by applying the wholly dominant approach for each
observation, the shaded area in Fig. 3.5 is generated. The Eq. 3.6 also illustrates
the shaded area in Fig. 3.5.

i1§1 {(¥, )« xn <X, xp <X} (3.6)

Theorem 3.1 Suppose that A(x;;,xp), fori =1, 2, ..., 18 denote the observations
in Table 3.1. Equation linearly 3.6 yields the shaded area in Fig. 3.5.

The frontier of the shaded area depicts the border between practical and
non-practical points, regarding the wholly dominant approach. In other words, the
frontier illustrates that ‘regarding the wholly dominant approach, it is impossible to
use lesser amounts of diesel fuel and gasoline’. Therefore, the points on the frontier
have done the job right, and of course, it does not represent that they have done the
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Fig. 3.5 The wholly dominant approach

job well. Note that, a division which has done the job well in comparison with all
other divisions belong to divisions which have done the job right.

Now, suppose that the convexity and the wholly dominant approaches are applied
for divisions A-R. The practical points which are generated by these two approaches
are the shaded area in Fig. 3.6. As discussed in Sect. 2.2, the mathematical combi-
nation of the convexity and the wholly dominant approaches are linear while, at the
first step, the convexity approach is applied and after that the wholly dominant
approach is applied, as Theorem 3.2 illustrates.

{<xa,x;> DBk < xS xadi < }

(3.7)
Z[n:]li = 1, /1,' ZO,fori: 1,2, ,18

Theorem 3.2 Suppose that A(x;;,xi2), fori =1, 2, ..., 18 denote the observations
in Table 3.1. Equation 3.7 linearly yields the shaded area in Fig. 3.6.



3.5 The Unit of Measurement 77

77000
o
3
270000
£
~ 63000
5
Q
£56000
49000
D¢ P |
42000 i B ~
e
35000 = -2
M N
) o o 4
28000 o\ K - L
Ao B o
21000 I R o
F°
14000
7000
o o o o o o o o o o o o o
o o o o o o o o o o o
o o o o o o o o o o o
N~ < - [e0] [Te) Al (o)) © [$2) o N~
~— Al Al o < < o) © ~ ~
Input 1 (in $10000)

Fig. 3.6 The convexity and the wholly dominant approaches
3.5 The Unit of Measurement

In the petroleum example, if the diesel fuel and the gasoline amounts are not in the
same unit, the summation in Eq. 3.1 is not appropriate. For instance, if the diesel fuel
was in $10,000 units and the gasoline was in $1,000,000 units, Eq. 3.1 is not valid.
This situation is the same as when an environmentalist desires to value the gasoline
amounts more than the diesel fuel amounts, or when the worth/weight of the gasoline
amounts is more than the worth/weight of the diesel fuel amounts, and so
on. Therefore, in these cases, the environmentalist should weigh the amounts to
have an appropriate summation in Eq. 3.1, or consider an alternative approach
instead of Eq. 3.1.

One way to have the same unit of measurement for each factor is to introduce two
weights, w; and w,, and multiply them to the diesel fuel and the gasoline amounts,
respectively. For instance, suppose that the unit of measurement for the diesel fuel is
$10,000 and that of the gasoline is $1,000,000, as shown in the third and the fourth
columns of Table 3.3. Assume that the divisions A-R are numbered from 1-18 and
the amounts of diesel fuel and gasoline are shown with x; and x,, respectively.
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The weights, w; and w,, can be introduced as w; = 100 and w, = 1, in order to
have the same units of measurement in $1,000,000, as the fifth column of Table 3.3
illustrates by adding the diesel fuel and the gasoline amounts. Now, the relative
scores, displayed in the sixth column of Table 3.3, can be calculated by the following
equation:

I
SILIREUS , for [=1,2,...,18. (3.8)
max{+; i=12, ...,18}

X W1 +Xipw2

On the other hand, the weights, w and w5, can also be considered as w; = 10 and
wy = 0.1, to have the same unit of measurement in $1,000,000. Indeed, since the unit
of measurement for the first factor, x;, is $10,000 and that of the second factor, x,, is
$1,000,000, hence, the unit of the ratio of x,/x; is 100. As a result, every selection of
weights, w; and w,, while w/w, is 100, yields that the summation of wix; + wox,
becomes appropriate, and in this case, the relative scores of divisions are the same as
the sixth column of Table 3.3.

In other words, let’s suppose there are two sets of positive weights, (wy, w,), and (
wi, wy), where wy /wy = w/ /w), = 100, and assume that an arbitrary division in row
[ is selected, for [ = 1, 2, ..., 18. The measured relative scores of the division with
(w1, wo), and (W}, w}) are the same if, and only if, the following equations are
satisfied.

1
1 —
Xpwi-Hxpwa _ Xnwy +x2 w,

= 1
1 [ S
maxi<;<ig {xin T— } maxi<;<ig {xn Wl +xpw) }

. . ;. ;.
wiming <;<1s{x;1 } + wominj<;<is{xn } _owiming<i<ig{x;1 } + wyming << 1g{xin }
- / /
WiXx + waxp wiXn + WoXp

(wi/wa)min;<;<ig{x; } +minj<j<ig{xn} (w] /wh)miny <i<i{xa } +minj i< i8{xn}

(w1 /wa)xn +xn (Wl /wh) X +xn

100min; <j<ig{xi1 } + minj<<1g{x}  100min;<;<ig{x; } + minj<jcig{xin}
100x;; + xp 100x;; + xp '

Since the last equation is always true, the statement is always true. Therefore, the
relative scores of divisions in Table 3.3 are not changed while the ratio of the weights
are w/w, = 100, for every set of positi ve numbers w; and w,.

Moreover, as Fig. 3.7 depicts, the slope of the line wx; + wox, = tis —100,
and the first connection of the line with the observations is D. By moving the line
through the observations, the last connection is with division N, which is
compatible with the rank in the last column of Table 3.3. From the dotted line
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Fig. 3.7 The line with the slope — 100 which passes D

in Fig. 3.7, division F partially dominates divisions L and N, and is partially
dominated by the other divisions.

As can be seen, division D has the highest rank in this example, followed by P,
M, Q, A and K, and divisions N, L, F and B have the lowest ranks, respectively. In
contrast, if it is supposed that the diesel fuel is in $1,000,000 units and the gasoline is
in $10,000 units, the relative scores of divisions and the ranks of them are clearly
changed, and division F has the highest rank among the divisions.

As a result, for different relationships between the diesel fuel and the gasoline
amounts, one of the observations on the frontiers in Figs. 3.5 and 3.6 can get the
highest rank, whereas the frontiers are the same for each situation.

It is transparent that the division which has done the job well in comparison with
all other divisions belongs to the divisions which have done the job right, as
explained in Chap. 1. However, when the best division is identified, the divisions,
which are next to the best division, get higher ranks among other divisions, regard-
less they are on the frontier or in the proposed practical area.

For instance, in Fig. 3.7, division F has one of the worst combinations of
diesel fuel and gasoline with ranking 16th among other divisions, whereas it is on
the frontier which is generated by the wholly dominant approach (See Figs. 3.5
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and 3.6). In contrast, K has the second rank in Table 3.2, whereas it is not on the
frontiers in Figs. 3.5 and 3.6.

Certainly, these results illustrate that the concept of doing the job right is not the
same as the concept of doing the job well, and finding the frontier of the practical
points with a special approach is not logically yielded to find the relative scores, rank
or even suggest divisions to regulate the values of their input factors, as discussed in
Chap. 1.

From the other point of view, the relative scores of divisions in Tables 3.2 and 3.3
are measured while the relationship between the diesel fuel and the gasoline amounts
are known. In other words, one dollar diesel fuel has the same worth as one dollar
gasoline in Table 3.1, whereas one dollar diesel fuel has the same worth as one
hundred dollars gasoline in Table 3.3.

These relationships between the two amounts in Tables 3.2 and 3.3 yield that the
environmentalists calculate the relative scores by Eq. 3.8, and know that, for
instance, divisions A and P have the first and 8th ranks in Table 3.2, respectively,
and the corresponding divisions A and P in Table 3.3 have fifth and the second ranks,
respectively.

As aresult, the relative scores of divisions depend on the relationship between the
amounts of diesel fuel and gasoline, which let’s select the weights, w; and w,,
appropriately. So, what would happen if the units of measurement or the relationship
between the factors are not available?

3.6 Unknown Units of Measurement

Suppose the 18 divisions, A-R in Table 3.4, numbered from 1-18, with two factors,
the diesel fuel amount, x|, and the gasoline amount, x,, while the units for both
factors are unknown, (that is, the units of the diesel fuel and the gasoline amounts are
anonymous). How can the best practice be suggested?

As discussed in Sect. 3.3, since the relationship between the factors is unknown,
summation of the diesel fuel and the gasoline amounts, (that is, x; + x;) is not valid,
and there is a need to introduce two weights, w; and w,, corresponding to the
relationship between the factors, as shown in Eq. 3.9.

wi X x1 (in unknown unit) + wy X x, (in unknown unit) (3.9)

Different ratio of the weights, that is, w,/w,, yields different values for Eq. 3.9 and
different relative scores for the divisions. So, how can the relative scores of divisions
be recommended?

We are certainly able to apply one of the approaches in Sect. 2.2, and find the
divisions which can be introduced as those have done the job right, but as illustrated
in Sect. 3.5, this way neither discriminates divisions properly nor supports the
concept of doing the job well to displays the best division. Misunderstanding this
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Table 3.4 The data with Division |N |x(in unknown unit) | x,(in unknown unit)

I‘iﬁgﬁl&gﬁgs of A 1 12,247.448710 24,494.897430
B 2 |53,888.774340 20,820.662810
C 3 |34,292.856400 34,292.856400
D 4 | 7348469228 46,540.305110
E 5 119,595.917940 31,843.366660
F 6 | 58,787.753830 19,595.917940
G 7 | 14,696.938460 36,742.346140
H 8 [39,191.835880 41,641.325630
1 9 |19,595.917940 22,045.407690
J 10 | 17,146.428200 41,641.325630
K 11| 12,247.693660 24,495.142380
L 12 |61,237.243570 24,494.897430
M 13 | 9797.958971 31,843.366660
N 14 | 68,585.712800 29,393.876910
0 15 | 44,090.815370 26,944.387170
P 16 | 8573.214100 44,090.815370
Q 17 |12,222.953820 24,568.382120
R 18 | 36,742.346140 20,973.755920

phenomenon misleads decision makers, managers, economists and researchers to a
harmful terminate decision, as the next sections illustrate.

From the lack of information, different approximations can be proposed to
measure a relative score for a division; however, each approximation has its own
pros and cons and none of the results are pure. The approaches may not be
appropriate when simple information from data is added, for example, the desires
of the environmentalist on a factor or the available results of a questionnaire to find
the relationships between the factors according to expert judgment. Therefore,
before using any of the following approaches, the environmentalist should make
sure whether there is a logical relationship between the factors, or for which purposes
one of the approaches is selected. In addition, the first important assumption of using
one of the following approaches is that ‘there is no any other information about data
in Table 3.4, except desiring the lesser amount of the both factors while the
environment is the same for each division in the petroleum example’ and ‘there is
no reasonable way to increase the information about data in Table 3.4’

3.6.1 The Statistical Measurement Approximations

A simple approach to approximate the relative scores of divisions while the unit of
the factors are unknown, is to measure the statistical values of each factor, such as
the minimum, maximum, mean, median, standard deviation and standardization
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values and so on, and after that assuming that the relationship between the factors
and the relationship between the measured statistical values are the same.

3.6.1.1 The Minimum Measurement Approximation

Suppose that the minimum values of diesel fuel and gasoline of divisions A-R are
measured. Then, the weights, w; and w,, are given by:

wp = l/minlgiglg{xil}&wz = l/minlgiglg{xlg}. (310)

In Eq. 3.10, x;; is a notation for the amount in the row i and the first factor (diesel
fuel), and x;, is a notation for the amount in the row i and the second factor (gasoline)
in Table 3.4. If there was a zero in data, the minimum value of the diesel fuel and the
gasoline amounts can be selected from the positive data, that is, min{x;; : x;; # 0}
and min{x; : x; # 0}.

Although, the units of the factors are unknown, it is obvious that the minimum of
each factor has the same unit of the corresponding factor. Indeed, if the unit for a
factor is in $ unit, $10,000 unit, £ unit, and so on, the minimum value of that factor is
also in $ unit, $10,000 unit, £ unit, and so on, respectively. Therefore, the terms
wi X x;; and w, X xp» have the unity scale, according to Sect. 1.7, for /=1, 2, ...,
18, and the summation in Eq. 3.9 is valid, as shown in the following equation as well.

Xi1 X

- +—
mlnl§i§18{xil} mlnlgigls{xiz}

Xnwi + xpwy = (311)

From Eq. 3.10, the environmentalist assumes that the ratio of w;/w,, which
reflects the relationship between the two factors, is the same as the ratio of the
minimum value of the gasoline amounts over the minimum value of the diesel fuel
amounts, that is,

wi _ minjgi<is{xi : xp # 0}
wy  minj<i<ig{xi : xin # 0}

(3.12)

In other words, the observations are compared by the point with the minimum
values of the factors (and this point dominates all the divisions), without assuming
that the point with the coordinates of the minimum values are practical or not.
Geometrically, the negative value of Eq. 3.12, is the slope of the line w x| + wox, =1,
which let’s find the division with the greatest relative score.

Let denote x), =x;/min{x; :i=1,2...,18} and x), =xp/min{xp:i=
1,2...,18},forl=1,2, ..., 18.

The third and the fourth columns of Table 3.5 illustrate the values of x}; and x},, for
I=1,2,..., 18, which have the unity scales, and can be added together, that is, the
summation x; + x), is valid. This outcome let us to measure the relative scores by
Eq. 3.3. The sixth and the seventh columns of Table 3.5 display the relative scores
and the ranks of the divisions.
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Table 3.5 The relative scores with the minimum measurement approximation

Division N X (1) Xp(1) Xy +x, (1) Relative score Rank
A 1 1.666667 1.250000 2.916667 1.000000 1
B 2 7.333333 1.062500 8.395833 0.347395 15
C 3 4.666667 1.750000 6.416667 0.454545 12
D 4 1.000000 2.375000 3.375000 0.864198 5
E 5 2.666667 1.625000 4.291667 0.679612 9
F 6 8.000000 1.000000 9.000000 0.324074 16
G 7 2.000000 1.875000 3.875000 0.752688 8
H 8 5.333333 2.125000 7.458333 0.391061 14
| 9 2.666667 1.125000 3.791667 0.769231 7
J 10 2.333333 2.125000 4.458333 0.654206 10
K 11 1.666700 1.250013 2.916712 0.999984 2
L 12 8.333333 1.250000 9.583333 0.304348 17
M 13 1.333333 1.625000 2.958333 0.985915 4
N 14 9.333333 1.500000 10.833333 0.269231 18
(6] 15 6.000000 1.375000 7.375000 0.395480 13
P 16 1.166667 2.250000 3.416667 0.853659

Q 17 1.663333 1.253750 2.917083 0.999857 3
R 18 5.000000 1.070312 6.070312 0.480480 11

Figure 3.8 illustrates the locations of the points, A-R, after dividing their coordi-
nates by the corresponding minimum values of the factors, and depicts the feasible
area by applying the wholly dominant and the convexity approaches. It is clear that
with these two approaches the point with the coordinates (1, 1) is not practical.
Nevertheless, in the minimum measurement approximation, the relationship
between the factors in Table 3.5 is compared with the point (1, 1).

Since data are divided by the corresponding minimum values of the factors, both
axes in Fig. 3.8 are in the unity scale, and it is supposed that one amount of the
horizontal axis has the same worth as one amount of the vertical axis.

Note that, the axes in Fig. 3.8 are scaled differently due to having the transparent
figure. The horizontal axis is scaled from 0 to 9.9, whereas the vertical axis is scaled
from O to 3.3, nevertheless, the amount 0.9 of the first input factor has the same worth
as the amount 0.9 of the second input factor.

Similar to Sect. 3.3, the first connection of the line, x| +x) =7, with the
shaded area in Fig. 3.8 is A which identifies that the division A has done the job
well in comparison with all other divisions (according to the minimum measure-
ment approximation), and by moving the line through the data, the last connec-
tion of the line shows that division N has not done the job well in comparison
with all other divisions. These results are the same as the relative scores and the
ranks of the divisions shown in the sixth and the seventh columns of Table 3.5.
From the dotted line in Fig. 3.8, F partially dominates L and N, and is partially
dominated by other divisions.
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Fig. 3.8 The minimum measurement approximation
3.6.1.2 The Maximum Measurement Approximation

The discussions for the minimum measurement approximation can also be consid-
ered for the maximum measurement approximation by calculating the maximum
values of the factors instead of the minimum values. The maximum amounts of the
factors also have the same units as the corresponding factors, and thus, an amount of
a factor over the maximum amount of the corresponding factor has the unity scale, as
shown in Eq. 3.13.

Xn X

_|_
maX1§i§18{xi1} maXlgigs{xn}

Xnwi + xpwy = = xél —|—)C;2 (313)

Furthermore, the environmentalist assumes that the ratio of w/w,, which reflects
the relationship between the two factors, is the same as the ratio of the maximum
value of the gasoline amounts over the maximum value of the diesel fuel amounts.
Table 3.6 demonstrates the data with the unity scale by dividing the data in Table 3.4
over the maximum amounts of the corresponding factors.

Figure 3.9 also depicts the locations of divisions after dividing data over the
maximum amounts, and displays the feasible area by applying the wholly dominant
and the convexity approaches. Both the horizontal and the vertical axes, the first and
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Table 3.6 The relative scores with the maximum measurement approximation

Division N X (1) X (1) Xy +x, (1) Relative score Rank
A 1 0.178571 0.526316 0.704887 1.000000 1
B 2 0.785714 0.447368 1.233083 0.571646 13
C 3 0.500000 0.736842 1.236842 0.569909 14
D 4 0.107143 1.000000 1.107143 0.636672 10
E 5 0.285714 0.684211 0.969925 0.726744 6
F 6 0.857143 0.421053 1.278195 0.551471 15
G 7 0.214286 0.789474 1.003759 0.702247 8
H 8 0.571429 0.894737 1.466165 0.480769 17
| 9 0.285714 0.473684 0.759398 0.928218 4
J 10 0.250000 0.894737 1.144737 0.615764 11
K 11 0.178575 0.526321 0.704896 0.999987 2
L 12 0.892857 0.526316 1.419173 0.496689 16
M 13 0.142857 0.684211 0.827068 0.852273 5
N 14 1.000000 0.631579 1.631579 0.432028 18
(6] 15 0.642857 0.578947 1.221805 0.576923 12
P 16 0.125000 0.947368 1.072368 0.657318 9
Q 17 0.178214 0.527895 0.706109 0.998270 3
R 18 0.535714 0.450658 0.986372 0.714626

the second input factors, are scaled from O to 1.1, and one unit on the horizontal axis
has the same worth as one unit on the vertical axis. The line x; + x}, = ¢ geomet-
rically displays the best divisions, as well as the area that a division is partially
dominated. As can be seen, the points on the frontiers in both Figs. 3.8 and 3.9 are
the same. Division A still has the first rank and the rank of D is 10th by the maximum
measurement approximation, whereas the rank of D is 5th by the minimum mea-
surement approximation, and so on for other divisions. From the figure, F partially
dominates L, N and H.

As Eq. 3.14 illustrates, by applying the maximum measurement approxima-
tion, the environmentalist assumes that one unit of the diesel fuel is equal to
almost 68% unit of the gasoline amount, whereas, by the minimum approach one
unit amount of the diesel fuel is equal to almost 267% unit of the gasoline
amount.

This huge difference shows that how an approximation without enough informa-
tion can be harmful.
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Fig. 3.9 The maximum measurement approximation
w maxj<; X 46,540.305110
Wi maxicicisdio) = 0.678571429. (3.14)

wy  maxj<i<igi{xi}  68,585.712800

Note that, the point with the minimum values of the input factors wholly
dominates all the observations, whereas the point with the maximum values of the
input factors is wholly dominated with all the observations. Indeed, the point with
the minimum values of the input factors has the best combination of the input factors
in comparison with the other observations, while the point with the maximum values
of the input factors has the worst combination of the input factors in comparison with
the observations.

The point with the minimum values of the input factors may not be practical by
using the wholly dominant approach, whereas the point with the maximum values of
the input factors is always practical by applying the wholly dominant approach. In
contrast, the point with the maximum values of the input factors may not be practical
by combination of the convexity and the inner radiate approaches, whereas the point
with the minimum values of the factors is always practical by applying the convexity
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and the inner radiate approaches. Nonetheless, in the extremum measurement
approximation is not assumed that the point with extremum values of the input
factors is practical or not by applying an approach to introduce the practical points. It
is assumed that the relationship between the two input factors is equivalent with the
relationship between the observed extremum values, while the unit of measurement
is unknown. For instance, in Table 3.3, one hundred amounts of the diesel fuel is
equal to one gasoline amount, while the unit of measurement was available, how-
ever, it does not mean that a point with the coordinates (100, 1) is practical by the
wholly dominant approach.

The relationship between the input factors is independent with the concept of
generating the practical points. For a transparent reason, divisions D, M, Q, A, I, R
and F lie on the frontiers of the generated area by the convexity and the wholly
dominant approaches in Figs. 3.6, 3.7, 3.8 and 3.9, however, the relative scores of
these divisions are different in each figure while the relationship between the input
factors are changed. Misunderstanding and confusion about these concepts are
harmful, and do not provide a fair tool to make decisions properly.

3.6.1.3 The Average Measurement Approximation

The relationship between the diesel fuel and the gasoline amounts can be considered
with the mean values of these two input factors as well. While the relationship
between the extremum values of the factors are far from the environmentalist
expectation, the relationship between the average values of the available input
factors can be suggested to calculate Eq. 3.9.

For this aim, the weights, w; and w,, are introduced with the inverse of the
average values of diesel fuel and gasoline of divisions A-R, as Eq. 3.15 represents.

wi = 1/ average {x;1 } &w, = 1/average, ;g {xi}. (3.15)

1<i<18

By the average measurement approximation, one unit of diesel fuel is almost
equal to one unit of gasoline. In addition, the average values have the same units as
the corresponding factors, and therefore as Table 3.7 illustrates, the relative scores of
divisions by the average measurement approximation is almost the same as the
results in Table 3.2.

Figure 3.9 also depicts the locations of A-R, after dividing their coordinates by
the corresponding average values of the factors, and shows the feasible area by
applying the wholly dominant and the convexity approaches. Both axes in Fig. 3.10
scaled from O to 3.4 with the unity scale, and 0.2 amounts of the horizontal axis have
the same worth as 0.2 amounts of the vertical axis. From the figure, division A
partially dominates all other divisions, and by moving the line, as shown with the
dotted arrow and the dotted line, F partially dominates H, L and N.
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Table 3.7 The relative scores with the average measurement approximation
Division  |N xp, (in 1) xp, (in 1) xp + X}, (in 1) Relative score | Rank
A 1 0.415723 0.806840 1.222563 1.000000 1
B 2 1.829183 0.685814 2.514997 0.486109 14
C 3 1.164026 1.129576 2.293601 0.533032 12
D 4 0.249434 1.532996 1.782430 0.685897 9
E 5 0.665157 1.048892 1.714049 0.713260 7
F 6 1.995472 0.645472 2.640944 0.462927 15
G 7 0.498868 1.210260 1.709128 0.715314 6
H 8 1.330315 1.371628 2.701943 0.452476 16
I 9 0.665157 0.726156 1.391313 0.878712 5
J 10 0.582013 1.371628 1.953641 0.625787 11
K 11 0.415732 0.806848 1.222580 0.999987 2
L 12 2.078617 0.806840 2.885457 0.423698 17
M 13 0.332579 1.048892 1.381471 0.884972 4
N 14 2.328051 0.968208 3.296259 0.370894 18
O 15 1.496604 0.887524 2.384128 0.512793 13
P 16 0.291006 1.452312 1.743318 0.701285 8
Q 17 0.414892 0.809260 1.224152 0.998702 3
R 18 1.247170 0.690857 1.938027 0.630829 10
,:2.4
Sop < ( ge | 2 )  forf=12;1-5 18,
5 v | average x;, " average x
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1.3

1.1

0.9

0.7

0.4

0.2

0.0

Fig. 3.10 The average measurement approximation
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3.6.1.4 The Standardization Measurement Approximation

The environmentalist can also standardize the data in Table 3.4 to have the unity
scale for each factor, and then try to measure the relative scores. Equation 3.16
illustrates how to standardize the data in Table 3.4, for[ =1, 2, ..., 18. Here ‘ave’ is
the abbreviation for the average (mean) and ‘std’ is the abbreviation for the standard
deviation.

X — avei<i<ig {xn} Xp — avei<i<ig {X52}>
X, X)) — — , == . 3.16
( ) ( stdi<i<ig {xi1 } stdi<i<ig {xn} (3.16)

As can be seen in Eq. 3.16, the relationship between the input factors in this
approximation can be introduced as the relationship between the standard deviations
of the input factors, that is:

wi = 1/stdi<icig{xin } &wy = 1/stdi<i<is{xin}-

From Eq. 3.16, at the first step, the point (x;;,x5), is divided by the standard
deviation values, (std;, std,), and, after that, is transferred by the negative ratio of the
mean values over the standard deviation values, (—ave,/std;, —ave,/std,), for [ =1,
2, ..., 18. This shift yields the coordinates of some points become as negative, so the
data can be shifted again by (+2,+2), (+3, +3) and greater values, in order to have
positive data for calculating the relative scores of divisions appropriately. In other
words, after dividing the data by the standard deviation values, the new data can be
transferred by (n — ave,/std;,n — ave,/std,), for n € N. As n increases, the relative
score of each division approaches to 1, but the rank of a division among other
divisions is not changed. From the above illustration, the standard deviation mea-
surement approximation is only illustrated in this section.

Similar to the previous sections, the standard deviation of each input factor in
Table 3.4 has the same unit as the corresponding input factor. Therefore, dividing
each factor over the corresponding standard deviation has the unity scale, as shown
in Eq. 3.17. Note that, if the standard deviation is zero for a factor, the factor can be
eliminated.

X1 n Xn
1gsitgls {xi1} 151%8 {x}

xnwi +xpwy = =x) +x}, (inl) (3.17)

As Eq. 3.18 illustrates, by applying the standard deviation measurement approx-
imation, the environmentalist supposes that, one unit of diesel fuel is almost equal to
42% unit of gasoline. Note that, the biased estimator of the standard deviation is
measured in this approach, that is, the squared deviation from the mean is divided
over 17 instead of 18 (the number of divisions).
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Table 3.8 The relative scores with the std. measurement approach

Division N X, (in 1) X}, (in 1) X +x), (in 1) Relative score Rank
A 1 0.597269 2.824097 3.421366 1.000000 1
B 2 2.627985 2.400482 5.028467 0.680399 9
C 3 1.672354 3.953735 5.626089 0.608125 13
D 4 0.358362 5.365784 5.724145 0.597708 15
E 5 0.955631 3.671326 4.626957 0.739442 7
F 6 2.866892 2.2592717 5.126170 0.667431 10
G 7 0.716723 4236145 4.952868 0.690785 8
H 8 1.911262 4.800964 6.712226 0.509722 17
I 9 0.955631 2.541687 3.497318 0.978283 4
J 10 0.836177 4.800964 5.637141 0.606933 14
K 11 0.597281 2.824125 3.421406 0.999988 2
L 12 2.986346 2.824097 5.810443 0.588830 16
M 13 0.477815 3.671326 4.149141 0.824596 5
N 14 3.344708 3.388916 6.733624 0.508102 18
O 15 2.150169 3.106506 5.256676 0.650861 11
P 16 0.418088 5.083374 5.501463 0.621901 12
Q 17 0.596075 2.832569 3.428644 0.997877 3
R 18 1.791808 2.418133 4.209941 0.812687

wi Std1§i§18 {)C,‘g} . 20,505.741139
wo N Stdlgislg {xil} © 8673.533484

= 0.422980736. (3.18)

Table 3.8 illustrates the results of the standard deviation measurement approxi-
mation. A still has the best relative score among other divisions and the relative score
of F is better than that of D.

Figure 3.11 also depicts the standard deviation measurement approximation. The
horizontal axis is scaled from O to 4.4 and the vertical axis is scaled from O to 6.6, in
order to sketch a transparent figure. Both axes in Fig. 3.11 are in the unity scale and
1.2 amounts of the horizontal axis is equal to 1.2 amounts of the vertical axis.

As can be seen, the points A, Q, I, M, D and F are on the frontier while the wholly
dominant and the convexity approaches are applied, regardless the unit of measure-
ment. In contrast, different measurement approximation yields different results to
display the best divisions and to rank divisions reasonably. For example, while D has
the highest rank among divisions, F, L and N have the least ranks among divisions,
and vice versa. It is impossible to say that both D and F have done the job well at the
same time, although, both D and F have done the job right by accepting the
convexity and the wholly dominant approaches to generate the practical points.
While D has the highest rank among divisions, division P, which is not on the
frontier, has also higher rank in comparison with R and F, which are on the frontier.
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Fig. 3.11 The standard deviation measurement approximation

While A has the best performance among other divisions, D and F have worse
performances than K (which is next to A, and is not on the frontier).

As aresult, identifying the divisions which lie on the frontier is not enough to find
the best divisions which have done the job well, or to rank divisions and measure the

relative scores.

3.6.2 The Specified Division Measurement Approximation

The introduced approaches in Sect. 3.6.1 are simply measured, but a division can
always argue that the relationships between the statistical values of the input factors
are not meaningful or feasible, or there is no logical reason to compare divisions with
these approaches. Every division in the petroleum example has different combina-
tions of the input factors (the diesel fuel and the gasoline amounts) in Table 3.4.
These combinations are practical and feasible with no doubts. Therefore, the envi-
ronmentalist can select the feasible factors of a specified division as the unit of
measurement to calculate the relative scores of divisions. For instance, the environ-
mentalist can select the division in row [ in Table 3.4 (for [ = 1, 2, ..., 18), and
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Table 3.9 The rank of divisions by specified division measurement
Division A B C D E F G H I J K L M N O P Q R
A 111 5 1 1 1 1 1 1 1 1 1 1 4 1 1
B 15 8 14 15 15 8 15 14 14 15 15 8 15 9 12 15 15 12
C 12 13 12 11 12 13 12 12 12 12 12 13 12 13 14 12 12 15
D 516 9 1 7 16 5 9 9 5 7 16 5 1510 2 5 10
E 9 7 6 10 9 7 9 7 8 9 9 7 9 7 7 10 9 7
F 16 9 15 16 16 9 16 15 16 16 16 10 16 10 15 16 16 14
G g8 10 7 7 8 11 8 6 6 8 8 9 7 8 8 7 8§ 8
H 14 18 16 13 14 18 14 16 15 14 14 18 13 17 17 13 14 17
I 7 4 4 8 5 2 7 5 5 7 5 4 8 4 4 8 7 4
J 10 15 11 9 10 15 10 10 10 10 10 14 10 14 11 9 10 11
K 2 2 2 6 2 3 2 2 2 2 2 2 4 2 2 5 2 2
L 17 14 17 17 17 12 17 17 17 17 17 15 17 16 16 17 17 16
M 4 6 5 2 4 6 4 4 4 4 4 6 1 5 5 1 4 5
N 18 17 18 18 18 17 18 18 18 18 18 17 18 18 18 18 18 18
o 13 11 13 14 13 10 13 13 13 13 13 11 14 11 13 14 13 13
P 6 12 8 3 6 14 6 8 7 6 6 12 6 12 9 6 6 9
Q 3 3 3 4 3 4 3 3 3 3 3 3 2 3 3 3 3 3
R 11 5 10 12 11 5 11 11 11 11 11 5 11 6 6 11 11 6

introduce the weights, w; and w5, by the inverse of the diesel fuel and the gasoline

amounts in that row, as Eq. 3.19 also illustrates.

wp = 1/x11 & Wy = 1/x12.

(3.19)

Thus, the equation wyx;; + wpx;; has the unity scale and the slope of the line
WiXi + Woxip = 1 is xp/x;, fori =1, 2, ..., 18. Similar to the previous section, the
line can display a division which partially dominates another division. For instance,
when [/ = 1, the slope of the line (the relationship between the input factors) is

calculated by Eq. 3.20,
wi _ xip _ 24,494.897430

wy  xn 12,247.448710 7
and the relative scores of divisions are measured by Eq. 3.21.

1

2xi1 +xi for i=1,2,...,18.

max{m:izl,z...,lS}

(3.20)

(3.21)
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On the other hand, the same approach can also be applied for / = 2, 3, ...,
18, because every division has the right to be selected. Table 3.9 illustrates the ranks
of divisions by the specified division measurement approximation.

Each row in Table 3.9 represents the rank of a division according to the relation-
ship between the factors of the specified division in each column. For instance, while
I =11, the bold data in the twelfth row of Table 3.9 show the ranks of division K by
the relationships between the factors of all divisions A-R. Division K has the second
rank with the relationships between the factors of all divisions except divisions D, F,
M and P. The ranks of K by the relationships between the factors of D, F, M and P,
are 6, 3, 4 and 5, respectively.

Furthermore, the highlighted diameter of Table 3.9 shows the rank of each
division by the relationship between its own factors. For instance, the rank of B
among other divisions is 8 while the relationship between the factors of B is selected,
and H has the 16th rank among other divisions, while the factors of H are introduced
as the unit of the measurement. Only A, D and M get the first rank among the
divisions by the relationships between their factors.

These outcomes by the specified division measurement approximation may be
more reasonable than the outcomes by the statistical measurement approximations.
But, while the units of the measurement are unknown, making decisions is always
rickety and questionable, because the relative scores and the ranks of divisions
completely depend on the relationships between the factors or the introduced
weights, w; and w,. For instance, the environmentalist can select two specified
divisions or more, and introduce the weights according to their practical data. A
table of the weights can also be prepared to display the situations of each division
from different selections of the weights. This attempt does not improve the discrim-
ination power of measuring the relative scores of divisions, but provides a transpar-
ent table for further predictions and can be used to decrease the risk of selecting the
weights.

The environmentalist may also consider the sum (average, median, parametric or
non-parametric statistics) of the ranks in Table 3.9 or their corresponding relative
scores to identify a division which has done the job well; however, such an approach
is harmful.

3.6.3 The Classifications of Weights

In order to increase the accuracy of decision making, the environmentalist needs to
provide some more information about the relationships between the factors, for
instance, by providing a questionnaire. The relative scores and the ranks of the
divisions undoubtedly depend upon the selected weights. While the relationship
between the factors is unknown or the unit of measurement is not available, different
values of the weights, w; and w,, may yield different relative scores for the divisions
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in Table 3.4. Geometrically, as shown in Figs. 3.2, 3.7, 3.8, 3.9, 3.10, and 3.11, while
the slope of the line, wix; + wpx, = ¢, which is —w;/w,, is changed the first
connection of the line with the locations of the divisions in the Cartesian coordinate
plan may be changed as well.

For instance, Fig. 3.7 depicts that the line with the slope of —100, identifies D
as the best division with the minimum values of the diesel fuel and the gasoline
amounts, that is, D is the best performer among the other divisions while the
slope of the line is —100. This phenomenon guides us to ask which values of the
slope, —w,/w5,, identify division D as the best performer among other divisions?
Can a value of the slope, —w;/w,, be found which both D and M are introduced as
the best performers? What about D and R? Is there a value for the slope, —w/w,,
that introduces the divisions on the frontiers in Figs. 3.8, 3.9, 3.10, and 3.11,
(which are D, M, Q, A, I, R and F), as the best performers?

In order to answer the above questions, let’s first try to find a slope for the line,
w1X1 + wpx, = t, which shows both D and M as the best performers among the other
divisions. For such an aim, the line wix; + wox, = 0, which passes the origin (0, 0),
should be transferred through the locations of the observations, and should simulta-
neously pass both D and M in the first connection with the locations of the
observation. This means, the slope of the line, wix; + wox, = ¢, should be the
same as the slope of the line which passes D and M. The slope of the line which
passes both D(xp, xps) and M (x,41, X3s2), can easily be measured by the following
equation:

Xp2 — X 46,540.3051 — 31,843.3667
Xp1 — X1 7348.4692 — 9797.9590

—6. (3.22)

Therefore, by moving the line, 6x; + x, = 0, through the locations of the
observations, both D and M are known as the best performers among the other
divisions. As can be seen, finding the slopes of the lines which pass the locations of
each two divisions can guide us to estimate the effects of changing the weights and
the relationships between the amounts of diesel fuel and gasoline.

On the other hand, as it is illustrated in Sect. 2.2.2, the convexity approach
represents the lines which pass the locations of each two divisions. Therefore,
suppose that the data in Table 3.4 are given and the relationships between the two
input factors are unknown. Figure 3.12 illustrates the shaded area which is generated
by applying the convexity approach, as Eq. 3.23 represents.

18 18 18 )
{20 w02 300 xod) 00 =1 220, fori=1.2,..,18}. (3.23)

From Fig. 3.12, it is impossible to find a slope for the line, wix; + wox, = ¢, to
identify G as the best performer. This is the same for all the points in the shaded area
as well. Moreover, transferring the line, wix; + wox, = 0, through the heptagon in
Fig. 3.12, in order to find the first connection, is equivalent to find the minimum
values of the equation ‘wyx; + w,x,” according to the shaded heptagon. Therefore, H
and N are never identified as the best performers. Only D, M, Q, A, I, R and F, which
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Fig. 3.12 Applying the convexity approach for data in Table 3.4

are on the frontiers in Figs. 3.5, 3.6, 3.8, 3.9, 3.10, and 3.11, can have a chance to be
the best performer among other divisions. Nonetheless, as explained in the previous
sections, it is impossible that all of the divisions D, M, Q, A, I, R and F are
simultaneously introduced as the best performer.

Figure 3.13 represents the four lines and their equations which pass the heptagon
sides from D to F. As can be seen, the line, 6x; + x, = #; = 90, 631.1205, passes both
D and M at the same time. Therefore, while the slope is —6, that is, w; = 6w,, or
while one unit of diesel fuel is equal to 6 units of gasoline, both divisions D and M
suggest the best combinations of the diesel fuel and the gasoline amounts.

While one unit of diesel fuel is equal to 3 units of gasoline, as it is represented by
the line, 3x; + x, = t, = 61, 237.2436, the divisions M, Q and A have the best
combinations of the diesel fuel and the gasoline amounts, simultaneously. Note that,
Q lies on the line-segment MA. Similarly, while the slope of the line, w{x; + wox, =0,
which passes the origin, is equal to —0.3, moving the line through the heptagon,
passes both A and I in the first connection with the heptagon, and hence, they are the
best performers among other divisions while one unit of diesel fuel is equal to 33.3%
of one unit of gasoline.
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Fig. 3.13 The heptagon sides with different slopes

The last line, 0.0625x; + x, = t4, = 23, 270.1526, represents that I, R and F can be
the best performers among the other divisions while one unit of the diesel fuel is
equal to 6.25% of one unit of the gasoline. Note that, R lies on the line-segment IF.

The relative scores and the ranks of the divisions are different while the slope of
the line is changed, and it is impossible to find a real value for the slope, —w;/w5,
which introduces all the divisions on the frontiers in Figs. 3.8, 3.9, 3.10, 3.11, 3.12,
and 3.13, as the best performers.

In other words, the divisions D, M, Q, A, I, R and F might have done the job right,
(for instance, by applying the convexity approach), but it should not be supposed
that D, M, Q, A, I, R and F have done the job well simultaneously, except when they
lie on a line at the same time which is impossible in this example.

As can be seen in Fig. 3.14, every line which passes D with the slope less than
equal —6, identifies D as the best performer, and for each slope the rank of the other
divisions can also be different. M can also be the best performer while the slope of
the line is greater than equal —6, and less than equal —3, as Fig. 3.15 illustrates. Q
can only be the best performer while the slope of the line is —3.

As shown in Fig. 3.16, A is the best performer while the slope of the line is greater
than equal —3, and less than equal —0.3. It should not be forgotten that, every line
which passes A, and has a slope between —3 and —0.3, may rank divisions
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Fig. 3.14 D is the best performer

differently. For instance, when the slope is —3, the rank of D is much higher than that
of F, and when the slope is —0.3, the rank of F is higher than that of D.

Similarly, Fig. 3.17 displays that I has the best rank among the divisions while the
slope of the line belongs to the interval [—O‘ST, —0.0625} . For the slope —0.0625, the
divisions I, R and F have the best ranks, whereas P and D obtain the worst ranks.
Furthermore, only the slope —0.0625 introduces R as the best performer among the
other divisions.

While the slope of the line is greater than —0.0625 and lesser than O, the best
performer is F, as depicted in Fig. 3.18. Note that, since the weights, w; and w,, are
assumed as positive numbers, the slope of the line should be negative.

Table 3.10 summarizes the above results as well as the rank of each division. The
first column in Table 3.10 displays the selected slopes and the other columns display
the rank of each division according to the selected slope.

For instance, when the slope is —6, the third row in Table 3.10 illustrates that A
has the fifth rank, D has the first rank, F has the sixteenth rank, and so on.
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Fig. 3.15 M is the best performer

3.6.3.1 The Statistical Values of the Relative Scores

One may be eager to find the minimum, maximum, or average values of the relative
scores of a division through the slopes on the interval (—oo, 0) or any other specified
intervals, such as (—a, —b), where a, b € R,. This aim can be useful to decrease the
risk of selecting the weights, and at the same time can be extremely harmful.

For instance, the maximum values of the relative scores of divisions should not be
considered to rank divisions or to introduce them as those have done the jobs well.
Table 3.11 illustrates the minimum and the maximum values of the relative scores of
each division with six decimal digits as well as their highest and lowest ranks. For
instance, while A gets the minimum value of its relative scores, its lowest rank is
5, and while B gets the maximum values of its relative scores, its highest rank is
2, (see Table 3.10 as well).

The last column in Table 3.11 shows the product of the lowest and the highest
ranks for each division. These values may lead the environmentalist to estimate a
relationship between the input factors in Table 3.4 with a reasonably lower risk.
Indeed, the highest rank for A is 1, which means, A has done the job right, A wholly
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dominates 9 divisions, and through all possible relationships between the input
factors, the lowest rank for A is 5. Thus, the environmentalist can consider the
division A measurement approximation to rank divisions, or introduce a slope in the
interval (—3, —0.3) to discriminate divisions, as Fig. 3.16 displays.

Note that, the environmentalist should be very careful to interpret the outcomes
in Table 3.11. For instance, a harmful interpretation is to propose the maximum
(minimum, average, median and so on) value of the relative scores of a division as
the relative score of that division among other maximum values in Table 3.11.

As Sect. 4.3 will mathematically explain, the relative score is meaningful while
divisions are homogenous, and one simple condition of homogeneity is that each
factor should have the same unit of measurement, (see Sect. 2.3 as well).
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Fig. 3.17 1is the best performer

3.7 Conclusion

In this chapter, an example of a set of homogenous divisions is considered while
each division has two input factors. The corresponding factor in each division should
have the same unit/worth/weight/price to allow measuring the relative scores.
Several approximation methodologies are illustrated to deal with measuring the
relative scores of divisions, while the relationships between the factors are unknown.
The possible relationships between the factors are classified. The relative scores of
divisions can logically be estimated, if the relationship between the factors is
estimated. However, in real-life applications, the relationships between the factors
are usually unknown or might be difficult or unreasonable to find. Thus, an approx-
imation can be used to decrease the risk of finding the relationships between the
factors. For instance, the wholly dominant approach can classify divisions, and
introduce the divisions which have done the job right (regarding the wholly domi-
nant approach); but it is not enough to find the divisions which have done the job
well, to rank divisions, to regulate the values of each factor, and to measure the
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Fig. 3.18 The range of the slopes

Table 3.10 The ranks of the divisions by different ratio of the weights

Sope A B C D E F GH I J] K L M N O P Q R
—o0 5 15111 9 16 7 13 9 8 6 17 3 18 14 2 4 12
-10 5 1511 1 10 16 7 13 9 8 6 17 2 18 14 2 4 12
-6 5 15 11 1 10 16 7 13 8 9 6 17 1 18 14 3 4 12
=5 4 1512 2 10 16 7 13 8 9 5 17 1 18 14 6 3 11
—4 3 15125 9 16 7 13 8 10 4 17 1 18 14 6 2 11
-3 1 1512 5 9 16 7 13 7 10 4 17 1 18 13 6 1 11
-2 1 1512 5 9 16 8 14 5 10 2 17 4 18 13 5 3 11
-1 1 1412 9 6 15 6 16 4 11 2 17 4 18 13 8 3 10
-5 1 9 15 13 7 11 8 17 4 13 2 16 5 18 11 10 3 6
-03 2 7 1316 9 8 11 18 1 15 3 12 6 17 10 14 4 5
-2 2 7 1317 9 6 12 18 1 15 3 11 8 14 9 16 4 5
-0.1 4 7 13 18 11 3 14 17 1 15 5 &8 10 12 9 16 6 2

008 5 4 13 18 11 3 14 16 1 15 6 & 10 12 9 16 7 2

-0.0625 5 4 13 18 11 1 14 16 1 15 6 &8 10 12 9 17 7 1
005 5 4 13 18 11 1 14 16 3 15 6 8 10 11 9 17 7 2
001 5 3 13 18 12 1 14 16 4 15 6 8 11 10 9 17 7 2

-0.0001 5 2 13 18 12 1 14 16 4 15 6 7 11 10 9 17 8 3

0~ 5 2 13 18 11 1 14 15 4 15 7 5 11 10 9 17 8 3
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Table 3.11 The maximum and minimum values of the relative scores

Scores Rank
Division N Min Max Lowest Highest Multiplying
A 1 0.600000 1.000000 5 1 5
B 2 0.136364 0.962025 15 2 30
C 3 0.214286 0.638655 15 11 165
D 4 0.421053 1.000000 18 1 18
E 5 0.375000 0.744681 12 6 72
F 6 0.125000 1.000000 16 1 16
G 7 0.500000 0.757576 14 6 84
H 8 0.187500 0.527778 18 13 234
I 9 0.375000 1.000000 9 1 9
J 10 0.428571 0.657895 15 8 120
K 11 0.599988 0.999989 7 2 14
L 12 0.120000 0.821622 17 6 102
M 13 0.615385 1.000000 11 1 11
N 14 0.107143 0.690909 18 10 180
O 15 0.166667 0.783505 14 9 126
P 16 0.444444 0.948718 17 2 34
Q 17 0.601202 1.000000 8 1 8
R 18 0.200000 1.000000 12 1 12

relative scores of divisions. We will provide a philosophical discussion in the next
chapter to clarify these statements. As a result, the concept of partially dominant is
necessary to answer the mentioned objectives, and this concept requires some
information about the weights/prices of the factors. In other words, the concepts of
the wholly dominant approach, convexity approach, and radiate approach and so on
are not enough to measure the relative scores of firms, and the measured scores by
these approaches should not be called relative scores.

3.8 Exercise

3.1. In a fair competition, 11 homogenous Mathematics faculty members were able
to answer a mathematic question correctly. Each member used different
amounts of time (in minutes) and money (in $10 units) to answer the question.
Table 3.12 illustrates the amounts of time and money which each faculty used.

(i) Suppose that the relationship between time and money is 1:2, that is,
wy = 2 (the weight for time) and w, = 1 (the weight for money).
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(i)

(iii)

3.1.1. Measure the relative score of each member.

3.1.2. Sketch the location of each member in the Cartesian coordinate
plane and graphically describe the results in the previous exercise.

3.1.3. Apply the wholly dominant approach and display the members
which have done the job right.

3.1.4. Rank members and find how to regulate the factors of each
member.

Suppose that the relationship between the factors in Table 3.12 is
unknown.

3.1.5. Sketch the feasible area by applying the convexity approach.
3.1.6. Find the members who have done the job right.
3.1.7. Find the relative scores of members by the specified measurement
approximation.
3.1.8. Classify all possible weights to introduce a member as the best
performer, while it has done the job right.
3.1.9. Find the minimum and the maximum values of the relative scores
of each member.
3.1.10. Measure the highest and the lowest rank that each member can
obtain.
3.1.11. Specify the numbers of members which are dominated by each
member which has done the job right.
3.1.12. Approximate the relationship between the factors and calculate the
rank of members.

Show that if the members are supposed as non-homogenous, all the
members in Table 3.12 can be introduced as those who have done the
job right (well) at the same time.

3.2. Suppose that the data in Table 3.1 is given. Sketch the feasible area by applying
the outer radiate and the convexity approaches, and write the mathematical
equation to generate the feasible area linearly.



Chapter 4 )
The Optimization Approach s

4.1 Introduction

In this chapter, we continue the discussion in Chap. 3, and gradually build optimi-
zation approaches and linear programming models, without pre-required knowledge
in operations research. In order to solve a linear programming, Microsoft Excel
Solver software and Microsoft Visual Basic software are used and the required
instructions are comprehensively illustrated, so that no previous knowledge about
the software are needed. We also discuss a different view for the Petroleum example
with two output factors. Two important theorems are provided to explain when a
score should be called a ‘relative score’. In addition, two necessary types are added
to Types 14 in Chap. 1, when the number of input factors and the number of output
factors are more than 1. These two types provide a transparent view to rank and
benchmark firms through the feasible area, as well as a direction for future arguments
on these topics. At the end of this section, readers are prepared to calculate the
performance evaluation of a set of homogenous firms and explain the related
concepts visibly.

4.2 The Optimization Approach

Let’s suppose that we have the data in Table 3.4 (data without unit of measure-
ment). From Table 3.10, as also shown in Table 4.1, the best rank of D is 1 and the
worst rank of D is 18 through selecting different relationships between the input
factors or different slopes on the interval (—oo,0). The environmentalist may
desire to find the optimal values of the weights, w; and w,, to calculate the
maximum (minimum) relative score of a specified division and to find its highest
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(lowest) rank among other divisions. In this section, we provide the mathematical
prerequisites to find the optimal weights.

Note that, this aim does not yield to find the division which has done the job well,
but it is useful to find a division which has done the job right, (for instance while the
convexity approach is applied).

4.2.1 The Maximum Value of the Relative Scores

As discussed in Chap. 3, in order to measure the relative score of a division, Eq. 3.8
can be used, thus, the maximum value of the relative scores for each division, can be
measured by the following equation, for / =1, 2, ..., 18,

S S
max Xywi +xpw twp > 0,wy >0 p. (4.1)

1 R
max{ b i = 1.2, ., 18

Equation 4.1 is always less than equal to 1, for [ = 1, 2, .., 18, and is equal to 1 for
at least one of / = 1, 2, .., 18. A division with the score of 1 is introduced as the
division which has done the job right.

Equation 4.1 can be simplified as the following equation:

in{x; i i=1,2,...,18
max{mm{x LWLt Xows ! twp > 0,wy > 0}. (4.2)
xXnwi + Xpwr
Without loss of generality, assume that min{wx;; + woxp :i=1,2,...,18} =1,

thus, Eq. 4.2 is equivalent with Eq. 4.3.
l/min{xllwl +xpwy i wyp > 0,wy >0, min{x,-lwl —+ Xxpwy : Vl} = 1} (43)

Furthermore, the equation min{wx;; + wpxp; : i = 1,2,...,18} = 1 yields the
following inequalities:

xpwi +xpwy > 1, fori=1,2,...,18. (4.4)
As aresult, Eq. 4.2 can be rewritten as Eq. 4.5.
1/min{x11w1 +xpwyr: o wy > 0,wy >0, xpwp + xpwp > 1, Vl} (45)

The denominator in Eq. 4.5 is a Linear Programming (LP) and can be written as
the standard shape given by:
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min x;wy + xpws,

Subject to

xXpwy +xpwy > 1, fori=1,2,...,18, (4.6)
wy >0,

%) > 0.

An LP is a mathematical method to find the optimum value of a linear equation
according to some conditions that each condition is in the form of linear equality or
linear inequality. In the first line of Model 4.6, the equation, wyx;; + woxp,, is called
the objective of LP and the other equations in the third, fourth and fifth lines are
called the constraints of LP. The weights, w; and w, are called variables which
their optimal values are desired. In Model 4.6, there are twenty constraints which
generate an area, called feasible area, and let find the minimum value of the
objective.

Similar to illustrations in Sect. 3.6.1, Model 4.6 can graphically be solved. At the
first step, the feasible area is generated by the intersection of the constraints. After
that, by sketching the objective (which is a line and passes the origin), and moving
the line toward the feasible area, the first connection of the line with the feasible area
(if any) is the optimal solution.

4.2.2 The Microsoft Excel Solver Software

There are several software which can be used to solve an LP, such as: Microsoft
Excel Solver, Mathematica, Lingo, GAMS, R software and so on. For example, the
instructions to solve Model 4.6 by Microsoft Excel Solver 2013 software are given
by:

1. Copy the four columns of Table 3.4 on an Excel sheet into the cells A1:D19, as
Fig. 4.1 illustrates.

2. Label the four cells B21:E21 as ‘Index’, ‘w’, ‘w,’ and ‘Objective, respectively,

and label cell E1 as ‘Constraints’.

. Assign number 1 to B22.

4. Assign the command ‘=Sumproduct(Index(C2:D19,B22,0),C22:D22)’ into
E22. Excel automatically calculates it and the value in E22 is 0. (Note that
remove the quotation to use the command.)

. Assign the command ‘=Sumproduct(C2:D2,C$22:D$22)’ to E2.

6. Copy and paste cell E2 to cells E3:E19. As Fig. 4.1 displays, the two cells C22:
D22 are not changed in the commands in cells E3:E19, whereas the cells C2:D2
in the commands are changed corresponding to each row.

7. From ‘Data’ in the toolbar menu, click on ‘Solver’ icon to open the ‘Solver
Parameters’ window. Note that, if this icon is not shown, from
‘File>Options>Add-Ins>Manage Excel Add-ins>Go...’, tick ‘Solver Add-in’
and then ‘OK’.

(98]

9,1
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A B C

1 | Agency N Input 1
2| A 1 12247.44871
3 B 2 53888.77434
4| C 3 34292.8564
5 D 4 7348.469228
6| E 5 19595.91794
7| F 6 58787.75383
g| G 7 14696.93846
9 H 8 39191.83588
1| I 9 19595.91794
11 J 10 17146.4282
12 K 11 12247.69366
13 L 12 61237.24357
14 M 13 9797.958971
15 N 14 68585.7128
5, O 15 44090.81537
17 P 16 8573.2141
18 Q 17 1222295382
19 R 18 36742.34614
20

21

22|

23

24

25

D

Input 2
24494.89743
20820.66281

34292 8564
4654030511
31843.36666
19595.91794
36742.34614
41641.32563
22045.40769
41641.32563
24495.14238
24494.89743
31843.36666
29393.87691
26944.38717
44090.81537
24568.38212
20973.75592

Fig. 4.1 The Excel sheet to solve Model 4.6

4 The Optimization Approach

8. Assign ‘E22’ into ‘Set Objective’ and choose ‘Min’.
9. Assign ‘C22:D22’ into ‘By Changing Variable Cells’.
10. Click on ‘Add’ and assign E2:E19 into ‘Cell Reference’, then select ‘>=", and
assign 1 into ‘Constraint’.
11. Tick ‘Make Unconstrained Variables Non-Negative’.
12. Choose ‘Simplex LP’ from ‘Select a Solving Method’.

13. Click on ‘Solve’.

14. By changing the index value in cell B22, from 1-18, Model 4.6 is solved for

divisions A-R (Fig. 4.2).

In order to solve Model 4.6 or Eq. 4.1, the inverse of the objective value in E22
should be calculated. The results of this process are the same as the results in the
fourth column of Table 3.11, except the maximum value of the relative scores of
division E which is almost equal to 0.7447 instead of 0.7403.
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Solver Parameters
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Set Objective:

By Changing Variable Cells:

Subject to the Constraints:

To: 9 Max “ Min *) Value OF: 0

Change

- Load/Save

Select a Solving Method:

Solving Method

problems that are non-smooth,

|¥] Make Unconstrained Variables Non-Negative

GRG Nonlinear E

Select the GRG Nonlinear engine for Solver Problems that are smooth nonlinear, Select the LP
Simplex engine for linear Solver Problems, and select the Evolutionary engine for Solver

l Solve Close J

Fig. 4.2 The Excel Solver window

4.2.3 The Microsoft Visual Basic Software

Model 4.6 should be run 18 times in order to find the maximum of the relative scores
of divisions and then the results should be inversed to solve Eq. 4.1. Since this
process is not user-friendly, according to the following instructions, a Microsoft
Visual Basic procedure can be added to the Excel sheet which let’s calculate all the

results by a click.

1. From ‘Developer’ in the toolbar menu, click on the ‘Insert’ icon to open the
‘Form Control’ window. Note that, if ‘Developer’ is not shown, from
‘File>Options> Customize Ribbon>" Click on ‘Developer’ in the ‘Main Tabs’
in the right side of the opened window, and then ‘OK’.

2. Click on the first icon, ‘Button (Form Control)’, and then click on a place on the

Excel sheet.

3. In the opened window with the title ‘Assign Macro’, click on ‘New’. So, the
‘Microsoft Visual Basic for Applications’ window is opened, as Fig. 4.3

illustrates.

4. From the toolbar menu, click on ‘Tools> References...>’ and tick ‘Solver’, and

then ‘OK”.
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Fig. 4.3 The Microsoft ] Microsoft Visual Basic for Applications - Equation 2.27.xdsx
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5. Inside the ‘Microsoft Visual Basic for Applications’ window, write the following
commands between ‘Sub Button1_Click ()’ and ‘End Sub’, as Fig. 4.3 depicts.

Dim i As Integer
Fori=1To 18
Range("B22") =i
SolverSolve Userfinish:=True
Range("F" & i + 1) = 1/Range("E22")
Next i

6. Close the ‘Microsoft Visual Basic for Applications’ window.
7. Click on the small rectangle which was automatically made on the Excel sheet in
the place which was clicked in step 2. The rectangle can be moved and renamed

as well.
8. The results of solving Eq. 4.1 are represented in column F on the Excel sheet.

4.2.4 The Minimum Value of the Relative Scores

Similar to calculating the maximum values of the relative scores of divisions by
Eq. 4.1, the minimum values of the relative scores of divisions can be suggested by
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Eq. 4.7, for I =1, 2, ..., 18. If the previous technique to solve Eq. 4.1 is used, the
optimal value is always O.

1
min w1 HAn W2 swy > 0,w0 >0 3. (4.7)
max{+: i=1,2, ...,18}

X Wi +Xxipw2

To deal with this problem, let’s suppose, wix;; + wpx;, = 1, thus, Eq. 4.7 is
equivalent with the following equation.

min;<i<ig{
min x;;wi + Xpws,
Subject to
xwy + xpwy = 1, (48)
wy >0,
wy 2 0.

}.
In order to solve Model 4.8, the following instructions can be followed.

1. Copy the four columns of Table 3.4 on an Excel sheet into the cells A1:D19, as
Fig. 4.1 illustrates.
. Label the four cells B21:E21 as ‘Index’, ‘w,’, ‘w,’ and ‘Objective’, respectively.
. Label El as ‘Constraints’.
. Assign number 1 to B22.
. Assign the command ‘=Sumproduct(Index(C2:D19,B22,0),C22:D22)’ into
E22. (Note that, the command is without the quotation.)
. Assign number 1 to B23.
. Assign the command ‘=Sumproduct(Index(C2:D19,B23,0),C22:D22)’ into
E23.
8. Open ‘Solver Parameters’ window.
9. Assign ‘E23’ into ‘Set Objective’ and choose ‘Min’ (Fig. 4.4).
10. Assign ‘C22:D22’ into ‘By Changing Variable Cells’.
11. Click on ‘Add’ and assign E22 into ‘Cell Reference’, then select ‘=", and assign
1 into ‘Constraint’.
12. Tick ‘Make Unconstrained Variables Non-Negative’.
13. Choose ‘Simplex LP’ from ‘Select a Solving Method’.
14. Click on ‘Solve’.
15. From ‘Developer’ in the toolbar menu, click on the ‘Insert’ icon to open the
‘Form Control’ window.
16. Click on the first icon, ‘Button (Form Control)’, and then click on a place on the
Excel sheet.
17. In the opened window with the title ‘Assign Macro’, click on ‘New’. So, the
‘Microsoft Visual Basic for Applications’ window is opened, as Fig. 4.5
illustrates.

W AW
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Fig. 4.5 The macro to solve
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18. From the toolbar menu, click on ‘Tools> References...>’ and make sure ‘Solver’
is ticked, and then ‘OK’.

19. Inside of the ‘Microsoft Visual Basic for Applications’ window, write the
following commands between ‘Sub Buttonl_Click ()’ and ‘End Sub’ as
Fig. 4.5 depicts.

Dim i, j As Integer
Fori=1To 18
Range("B22") =i
Range("G" & i+ 1) =1
Forj=1To 18
Range("B23") =
SolverSolve Userfinish:=True
If Range("G" & i + 1) &gt; Range("E23") Then
Range("G" & i + 1) = Range("E23")
End If
Next j
Next i

20. Close the ‘Microsoft Visual Basic for Applications’ window.

21. Click on the small rectangle which was automatically made on the Excel sheet in
the place which was created in the step 16.

22. The results of solving Model 4.8 are represented in the column G in the Excel
Sheet, which are the same as the results in the third column in Table 3.11.

From the above instructions, the LP in Model 4.8 is solved 18 x 18 times,
whereas the LP requires to be solved 18 x 7 times only, (see Exercise 2.3).

4.2.4.1 Warnings About Misinterpretation

The maximum and the minimum values of the relative scores of each division, which
are measured in Sects. 3.6.3 and 4.1, are unique according to the available data in
Table 3.4 (the data with unknown units of measurement). These results can be used
as a probable view to decrease the risk of selecting a relationship between the diesel
fuel and the gasoline amounts. At the same time, the corresponding optimal weights
for each division, measured in Sect. 4.2, are not unique, as Figs. 3.14, 3.15, 3.16,
3.17, and 3.18 illustrates. For example, see the optimal weights for F in the following
figure.

As a result, there are two important warnings to focus on the maximum value of
the relative scores of a division. The first warning is that the maximum value of the
relative scores of a division is not a relative score for that division among other
maximum values of the relative scores of divisions. The second warning is that, after
the optimization to find the maximum value of the relative scores for a division, the
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environmentalist must not consider different relationship between the diesel fuel and
the gasoline amount from one division to another.

In order to elucidate the above warnings, suppose that the optimal weights for
each division are denoted by, wﬁ and w;;, for/ =1, 2, .., 18. The relative scores and
the ranks of divisions completely depend upon the selected weights, and can be
different for each set of the optimal weights, w;'I and w;;, as illustrated in Tables 3.11
and 4.1.

For instance, the optimal weights, which obtain the maximum value of the
relative scores for D, yield a very small relative score for F. In contrast, the optimal
weights, which obtain the maximum value of the relative scores for F, as also shown
in Fig. 4.6, yield a very small relative score for D. The divisions D and F have not
done the job well at the same time, unless they are considered as non-homogenous
divisions. However, a simple paradox for this harmful mistake is that the divisions in
Table 3.4 (that is, data with unknown unit of measurement) must be homogenous to
allow measurement of the relative scores by the following equation, as also
explained in Eq. 3.8.

If the weights/worth/prices or the relationship between the factors in Table 3.4
can be different from one division to another, none of the methods in Sect. 3.6 are
valid. The next section mathematically illustrates this transparent statement and the
meaning of homogeneity.

The above illustrations can be expressed for the minimum, the average and other
statistical values of the relative scores of divisions. In short, after finding the optimal
values of the weights by Eq. 4.1, the environmentalist may prepare a table similar to
Tables 4.1 and 3.11 to rank the divisions and calculate their relative scores regarding
the selected non-unique optimal weights, w;'; and wz, forl=1, 2, .., 18. Nonetheless,
all of these attempts should be made to decrease the risk of selecting a relationship
between the diesel fuel and the gasoline amounts, in order to measure the relative
scores of divisions in Table 3.4 (that is, data with unknown unit of measurement), as
discussed in Sect. 3.6.3. At the end, the environmentalist should still select a set of
weights to suggest the corresponding relative scores and ranks of divisions.

4.3 Homogeneity and the Relative Score

Can two homogenous divisions in Table 3.4 have different relationships between the
diesel fuel and the gasoline amounts? Are the relative scores between these divisions
meaningful when Eq. 3.8 is used? What are the conditions to use Eq. 3.8 to measure
the relative score of a division among other divisions?

In order to answer the above questions, suppose that there are two divisions,
labeled A and A,, and each A; (i = 1, 2) has two input factors with the positive real
values, labeled x;; and x;;. From Sect. 2.3, the unit and the worth (price/weight) of
x11 and x,; should be the same, which means, one unit of x;; should have exactly the
same meaning with one unit of x,; to allow displaying them on one axis in the
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Fig. 4.6 The optimal weights for division F

Cartesian coordinate plan. If x;; < x5, the distance of x;; to the origin should be
smaller than the distance of x;; to the origin. If x;; > x5, the distance of x;; to origin
should be greater than the distance of x,; to the origin. If x;; = x;1, the location of x1;
and x,; should be the same on the axis. Similarly, the unit and the worth (price/
weight) of x, and x,, should be the same.

On the other hand, the units can be different for x;; and x;, (or x»; and x»,) which
do not let’s add x;; and x;, together without introducing the relationship between x
and x;,. Since there are two values of input factors, x;; and x;,, and they may have
different units, a combination of the values of input factors is needed to provide an
appropriate value to determine the used inputs of A; (i = 1, 2). One simple way to
introduce a combination of the input factors is to consider a linear combination of the
two input factors, that is, w;;x;; + WX, by introducing two positive real values
(weights), w;; and wj, (i = 1, 2). Since a division which uses lesser values of input
factors should have a greater score, the score of A; (i = 1, 2) is proposed by the
inverse of a linear combination of the two input factors as follows:
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. (4.9)
X Wil + XpWin

Without loss of generality, suppose that, x;; = x3; = X152 = X2 = 1 in $. Thus, A,
and A, have the same locations in the Cartesian coordinate plan; because x;; and x5,
are in the same location on x-axis, x,; and x,, are in the same location on y-axis.

Assume that the relationship between the two input factors is different from one
division to another, for instance, wy; = wy, and wy; = 3w,,. This means, both input
factors have the same weight (price/worth) for A;, while for A, the weight (price/
worth) of the first input factor is triple the weight (price/worth) of the second input
factor. The scores of A; and A,, measured by Eq. 4.9, are 1/2w;) and 1/(4w,,),
respectively. If w;; = w,, = 1, the scores of A; and A,, which have the same location
in the Cartesian coordinate plan, are 0.5 and 0.25, respectively. As a result, the scores
of A; and A, can be different, even if A; and A, have the same location in the
Cartesian coordinate plan. This transparent contradiction yields that the relationship
between the input factors should not be different from one division to another.

Indeed, if the relationship between x;; and x|, is different in comparison with the
relationship between x,; and x,,, the values of two input factors, x; and x,; (or x,
and x,,) cannot be compared and displayed on an axis in the Cartesian coordinate
plan, unless the weights (price/worth), wy; and w1, (or wy, and wyy) are known. In
addition, no feasible area can be determined in Sect. 3.6 while the unknown
relationship between x;; and x;, is supposed different with the unknown relationship
between x,; and x,,. The relative score in Eq. 3.8 as well as Eqgs. 4.1 and 4.7 have
two variables only, that is, the unknown relationship between x;; and x;, is the same
as the unknown relationship between x,; and x,,, which means w;; = w,; and
Wiz = Waa.

From the above outcome, while data in Table 3.4 are given and the divisions, Ay,
Ay, ..., Ayg, are called homogenous, measuring the relative scores of divisions by
Eq. 3.8 are appropriate if the first (second) input factors of divisions, x11, x21, . . . and
X1s, 1, (X12, X22, . .. and xg ) have the same unit, worth, price, and weight. These
conditions yield that the relationships between the input factors are the same from
one division to another. Divisions are also compared according to the selected set of
input factors only, that is, if another factor or information is added to Table 3.4 the
divisions might not be known as homogenous.

In short, the assumption that ‘the relationships between the input factors can be
different from one division to another’, is equivalent with the assumption that ‘the
units of the factors can be different from one division to another’. In both of these
situations, sketching a feasible area is possible if the units of measurement or the
relationships between the input factors are known. Otherwise, if one can assume that
the amounts for the factors of division A; might have been measured in $ unit and the
amounts for the factors of division A, might have been measured in £ unit, sketching
a feasible area is impossible, unless the values are replaced in the same unit, and we
have the following theorems.
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Theorem 4.1 In order to measure the relative scores of a set of homogenous firms,
the relationship between the input factors should not be different from one division
to another, except the differences are known.

Theorem 4.2 The maximum (minimum, average, median, and so on) value of the
relative scores of a firm among a set of homogenous firms is not a relative score for
that firm among the maximum (minimum, average, median, and so on) value of the
relative scores of other firms.

4.4 Another View of the Petroleum Example

Instead of the EPA’s view in the petroleum example in Sect. 3.2, suppose that a
major oil company wants to measure the highest consumption of the two petroleum
products. In this view, the best division is the division which consumed the greatest
amounts of diesel fuel and gasoline. Thus, the factors are considered as output
factors; similar to Eq. 3.2, a score can be provided for each division, which increases
(decreases) while the value of Eq. 4.10 increases (decreases). The notations y; and y,
represent the diesel fuel amount and the gasoline amount, respectively.

y1 ($10000) + y,($10000) (4.10)
The relative score of division [ (/ = 1, 2, ..., 18) is also given by:
Yu tYn , for I=1,2,...,18. (4.11)

max{y; +yp:i=1,2,...,18}

Table 4.2 illustrates the relative scores of divisions A-R and their ranks.

As can be seen, the ranks of divisions in Table 4.2 are completely opposite with
the ranks in Table 3.2. Divisions A and K have the highest ranks in Table 3.2 and the
lowest ranks in Table 4.2, respectively. Figure 4.7 depicts the location of each
observation in Table 4.2 while the horizontal axis describes the amounts of diesel
fuel in $10,000 unit and the vertical axis describes the amounts of gasoline in
$10,000 unit. Equation 4.10 also represents the line, y; + y, = r, with the slope of
—1. If r = 0, the line passes the origin, and by moving the line through the
observations, the last connection of the line with the observations represents the
maximum value of r, which displays division N. These outcomes are the same as the
results in Table 4.2.

The practical points can similarly be proposed by an introduced approach such as
the wholly dominant and the convexity approaches. Figure 4.8 depicts the area
which is wholly dominated by C and the area which is wholly dominates C. Only
division H wholly dominates C, because the coordinates of H satisfy the following
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Table 4.2 The relative scores

e Division |N Sum ($10,000) |Rank | Relative score
of divisions A-R A 1 36742346140 | 18 0.375000
B 2 74700437150 | 5 0.762500
C 3 | 68585712800 | 7 0.700000
D 4 [53888.774338 | 10 0.550000
E 5 51439284600 |12 0.525000
F 6 |78383.671770 | 4 0.800000
G 7 51439284600 |12 0.525000
H 8 | 80833.161510 3 0.825000
1 9 41641325630 |15 0.425000
J 10 | 58787.753830 8 0.600000
K 11 |36742.836040 | 17 0.375005
L 12 |85732.141000 | 2 0.875000
M 13 41641325631 | 14 0.425000
N 14 97979589710 1 1.000000
0 15 71035202540 | 6 0.725000
P 16 |52664.029470 |11 0.537500
Q 17 136791335940 | 16 0.375500
R 18 |57716.102060 | 9 0.589062
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inequalities, while y; displays the first output factor and y, displays the second
output factor.

34292.8564 < y,, 34292.8564 < y, (4.12)

Division C also dominates divisions A, K, Q, M, I and E, because their coordi-
nates satisfy the following inequalities.

34292.8564 > y,, 34292.8564 >y, (4.13)

Figure 4.9 displays the area which is partially dominated by C and the area which
partially dominates C. Indeed, every point below the line y; + y, = 68585.7128, is
partially dominated by C, and every point above that line y; + y, = 68585.7128,
partially dominates C. By applying the wholly dominant approach for each obser-
vation, the shaded area in Fig. 4.10 is generated.
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Fig. 4.9 The area which partially dominated by C

The shaded area in Fig. 4.10 is also generated by the following equation,
mathematically, where y;; and y;; are the coordinates of division i, for i = 1,
2,3,...,18.

18
UA0) = v =¥ e 29} (4.14)

Theorem 4.3: Suppose that Ai(yi;, yiz), fori =1, 2, ..., 18 denote the observations
in Table 3.1. Equation 4.14 linearly yields the shaded area in Fig. 4.10.

Similarly, the frontier in Fig. 4.10 illustrates that ‘regarding the wholly dominant
approach, it is impossible to consume greater amounts of the diesel fuel and the
gasoline in the petroleum example’. Therefore, the points on the frontier can be
called as those have done the job right, and as illustrated, the meaning of doing the
job right does not represent the meaning of doing the job well which is necessary to
measure the relative scores of divisions.

In addition, if the convexity and the wholly dominant approaches are applied, the
practical points are the shaded area in Fig. 4.11. The linear combination of the
convexity and the wholly dominant approaches is illustrated by Eq. 4.15.
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SEAi=1, 4>0, fori=12,...,18.

Theorem 4.4 Suppose that A,(y;;,vi2), fori =1, 2, ..., 18 denote the observations
in Table 3.1. Equation 4.15 linearly yields the shaded area in Fig. 4.11.

If the diesel fuel and the gasoline amounts are not in the same unit, two weights,
wy and w,, should be considered, and multiplied to the diesel fuel and the gasoline
amounts, respectively. Thus, the relative score of division [ (I =1, 2, .. ., 18) can be
measured by Eq. 4.16.

YnWi + Ypwa
max {y; w1 +ypw2 :i= 1,2, ...,18}

, for [=1,2,...,18. (4.16)

Similar to Sect. 3.6, the factors of each division can be selected as the units of
measurement to calculate Eq. 4.16, while the weights, wy and w,, are unknown. The
relative scores and the ranks of divisions depend upon the selected weights, and
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Fig. 4.11 The convexity and the wholly dominant approaches

geometrically, while the slope of the line, w,y + w,y, = r, that is —w/w5, is changed
different relative scores and ranks for divisions are calculated. For instance, suppose
that the data in Table 3.4 are given and the relationships between the two output
factors are unknown. Assume that the convexity approach is applied.

Figure 4.12 illustrates that every line which passes N with the slope less than
equal —0.416 identifies N as the best performer. Furthermore, for each slope, the
ranks of other divisions can be different.

While the slope of the line is less than equal —0.15385, and greater than equal
—0.416, H is the best performer, as Fig. 4.13 illustrates. As Fig. 4.14 depicts, D is
also the best performer, while the slope of the line is greater than equal —0.15385
and less than equal to 0.

As a result, one or at most two of the three divisions, N, H and D, which have
done the job right regarding the convexity approach, can be introduced as the best
performers.

In addition, the relative scores and the ranks of divisions should be calculated
after approximating the weights, w; and w,.
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Fig. 4.12 N is the best performer

Similar to Sect. 4.2, a linear programming can be introduced to measure the
maximum value of the relative scores of each division. As illustrated, finding the
maximum values of the relative scores of divisions can be useful (1) to find divisions
which have done the job right according to an approach, (2) to classify the weights in
order to approximate a specified set of weights and after that calculating the relative
scores and the ranks of divisions.

In order to measure the relative scores, the weights cannot be different from one
division to another, and the maximum value of the relative scores of a division is not
a relative score among the other maximum values of the relative scores of divisions.

The maximum value of the relative scores of division [, for [ =1, 2, ..., 18, is
given by

Ynwi +ypwa
max cwp 2> 0,wp > 05, 4.17
{max{yilwl+yi2W2Zi:],2,...,]8} = 2= } ( )



4.4  Another View of the Petroleum Example

= 77000
c
=}
£ 70000
9
C
X
S 63000
c
= 0 )
o 56000 %,
5 ' o
3 *2§/‘7
549000 D
42000 i ’ T :
; ““.&H 53851/7#1
L] \
- | ) x-m_
| : C -H'""‘-\-.-..
28000 ! i
Q,K i .
21000 A I. e * .L
R °F
14000
7000
0
F—t—a—— a1 ——x
3 8 8 83 3 8 8 g 8
8 8 8 8 8 8 8 8 8
S 8 3 8 g & g g 8
2 23883 § 8 8 8
outpUt1(

Fig. 4.13 H is the best performer

70000

o
o
o
~
~

in unknown unit)

127

Equation 4.17 yields the following LP which can easily be solved by Microsoft

Excel Solver software.

maxy;wi + 2ypw,

Subject to

yawir +ypw2 <1, fori=1,2,...,18,
wy > 0,

wy > 0.

(4.18)



128

‘€ 77000

known unit)
~
o
o
o
o

63000

Inun

t2(

56000
>
=
3 49000
42000

35000 G
28000
21000
14000

7000

0
o

7000
14000

Fig. 4.14 D is the best performer

21000

28000

35000

42000

4 The Optimization Approach

49000
56000
63000
70000

o
o
o
~
~

Output 1 (in unknown unit)

Similarly, the minimum values of the relative scores of divisions can be calcu-
lated by Eq. 4.19, for [ = 1,2, ..., 18 and i = 4, 8 and 14.

1 /max {

i=4,8, 14

max x;jwi + Xpwa,
Subject to

ynwi +ypwa2 =1,
wy >0,
wo Z 0.

(4.19)

Table 4.3 represents the results of Eqs. 4.17 and 4.18 as well as the highest and
lowest ranks of each division while the maximum and the minimum values of their

relative scores are calculated.

For instance, while A gets the maximum value of its relative scores, 0.553360, the
highest rank of A is 14, and while A gets the minimum value of its relative scores,
0.178571, the lowest rank for A is 18. Note that, the ranks of divisions should not be
measured from the third and the fourth columns in Table 4.3.
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Table 4.3 The maximum and minimum values of the relative scores

Scores Rank
Division N Max Min Highest Lowest Multiply
A 1 0.553360 0.178571 14 18 252
B 2 0.785714 0.447368 4 17 68
C 3 0.838028 0.500000 4 8 32
D 4 1.000000 0.107143 1 18 18
E 5 0.731225 0.285714 7 13 91
F 6 0.857143 0.421053 3 18 54
G 7 0.818182 0.214286 5 13 65
H 8 1.000000 0.571429 1 6 6
I 9 0.525692 0.285714 10 18 180
J 10 0.928854 0.250000 4 11 44
K 11 0.553366 0.178575 12 17 204
L 12 0.892857 0.526316 2 13 26
M 13 0.699605 0.142857 8 18 144
N 14 1.000000 0.631579 1 9 9
O 15 0.781690 0.578947 5 10 50
P 16 0.952569 0.125000 2 17 34
Q 17 0.554822 0.178214 11 17 187
R 18 0.625880 0.450658 7 17 119

By multiplying the highest and the lowest ranks of each division, as the last
column in Table 4.3 illustrates, the amounts of division H can be suggested as the
units of measurement. The relationships between the factors can also be introduced
by selecting a slope between —0.416 and —0.15385, as Fig. 4.13 depicts.

In addition, the sum of the lowest rank of a division in Table 3.11 and the highest
rank of that division in Table 4.3 is 19. The sum of the highest rank of a division in
Table 3.11 and the lowest rank of that division in Table 4.3 is also 19, except for
divisions Q and R which is 18.

4.5 Regulating the Amounts of Factors

In Table 3.2, A has the highest rank with the relative score of 1 and has done the job
well in comparison with other divisions. As depicted in Fig. 4.15, A partially
dominates all divisions and wholly dominates divisions, C, E, G, H, J, K, L, N
and O. Therefore, each division is suggested to improve the amounts of input factors
according to performance of A.

For instance, H consumed $269443871.70 more than A in diesel fuel and
$171,464,282 more than A in gasoline. Thus, as Fig. 4.15 displays, H should plan
to decrease the value of the first input factor by 269443871.70 and the value of the
second input factor by 171,464,282 to have the same relative score as A.
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In Fig. 4.15, the notations s and s, illustrate the potential diminishing of the first
and the second input factors, respectively.

H can also decrease the amounts of its factors by the radiate approach. As
Fig. 4.16 illustrates, the intersection of the lines x; + x, = 36742.34614 and
1.0625x; — x, = 0, which is (17814.470850, 18927.875290), can also be suggested
to H. In other words, comparing H with A is the same as comparing H with H
(or any other points with positive coordinates on the line, x| + x, = 36742.34614). H
might not be practical, whereas A is practical and H can at least improve its input
factors according to Fig. 4.16. In other words, the radiate approach may be useful to
compare H with A, (while the line x; + x, = 36742.34614 is known), but it may not
be useful to benchmark H toward A through the feasible area.

The same illustration can be expressed for divisions B, D, F, I, M, P, Q and R
which are partially dominated by A. For instance, F can be suggested to F,F and A
(or any other points with positive coordinates on the line, x; + x, = 36742.34614).

As Fig. 4.17 illustrates, F can decrease the amount of diesel fuel to reach the line
x; + x, = 36742.34614 at F with the coordinates (17146.4282, 19595.917940),
which is not practical according to Figs. 3.5 and 3.6. F may also decrease the values
of input factors by using the radiate approach to reach the location of F
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(27556.759610, 9185.586534), which might not be practical according to Figs. 3.5
and 3.6. Nonetheless, F can reach to the location of A, by increasing the value of
gasoline, as the red arrow in Fig. 4.17 displays, and then decreasing the amount of
diesel fuel, as the green arrow in Fig. 4.17 displays. In other words, F should
seriously decrease the amounts of diesel fuel; even if this plan requires increasing
the amounts of gasoline in order to reach the location of A (which is certainly
feasible).

If the wholly dominant or the convex1ty approaches are applied, the frontiers do
not let F to reach the locations of F or F or any other points on the line,
X1 + x, = 36742.34614, so F has one chance only to reach the location of A. The
same illustration can also be explained while the line y; + y, = r is known. From
such phenomenon the following types should be added to Types 1—4 in Sect. 1.2 in
Chap. 1, in order to increase the values of Eqgs. 3.2 and 4.10.

Type 5 The value of a linear combination of input factors can be decreased by
(1) decreasing the values of input factors or (2) increasing a small value of an input
factor and decreasing a large value of another input factor.
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Type 6 The value of a linear combination of output factors can be increased by
(1) increasing the values of output factors or (2) decreasing a small value of an output
factor and increasing a large value of another output factor.

When the number of input and output factors is increased, Types 5 and 6 are very
essential to regulate the values of factors according to a feasible area. Without
considering these two types the measurement is not dependable for the concept of
doing the job well. This topic is extended in Chaps. 3 and 4.

Note that, one may try to guide divisions to reach the frontiers which are
approximated by one of the approaches in Sects. 2.2 and 3.4, in order to result that
every division does the job right (regarding to the selected approach). At the same
time, this harmful aim can mislead divisions, (1) to reach the points on the frontier
which have not done the job well in comparison with most of other divisions; (2) the
divisions which lie on the frontier are not suggested to regulate the amounts of their
input factors in order to do the job well; (3) the problem to find the best performers
and to rank divisions are not solved, which means squandering the study; (4) and the
set of homogenous divisions can wrongly be recommended to be non-homogenous
by considering different relationships between their factors, regardless of the prac-
ticability of such detrimental assumption, (see Sect. 4.3 as well).
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4.6 Conclusion

In this chapter, the optimal values of the relative scores of divisions in the Petroleum
example in Chap. 3 are measured, in order to outline all possible scenarios to
introduce a relationship between the factors with the least risk. Another view of
the Petroleum example is proposed while each division has two output factors. The
similar discussions are illustrated to measure the relative scores of each division in
which each division has two output factors. A philosophical discussion is presented
to explain that the relative scores of divisions can be estimated if the relationship
between the factors is firstly estimated. In other words, while the relationships
between the factors are known in a set of homogenous divisions, the relative scores
of divisions can logically be calculated. Since in real-life applications the relation-
ships between the factors are usually unknown, an approximation of the weights/
prices should be provided to measure the relative scores of divisions. As explained in
Chap. 3, the wholly dominant approach, for instance, can introduce the divisions
which have done the job right; but it cannot introduce the divisions which have done
the job well. The wholly dominant approach should not blindly be used to rank
divisions or regulate the values of each factor. The concept of partially dominant is
essential to find the relative scores and this concept requires some information about
the weights/prices of the factors.

4.7 Exercise

4.1 Prove that Model 4.8 requires to be solved 18 x 7 times only.
4.2 Solve the following equations for data in Table 3.1 and describe the results.

min 2,1:81 (wixin + waxp),

Subject to

WiXii + waxp > 1, (4.20)
wy >0,

w) > 0.

max Z;ﬁl Wiy + wayp),

Subject to

wiyin +wayp < 1, (4.21)
wy >0,

wy Z 0.
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4.3 Find three reasons to select H as the best performer in Sect. 4.4.

4.4 Write a Visual Basic procedure to find the highest (lowest) rank of each division
in Table 3.4.

4.5 Suppose that the EPA does not qualify a division which consumed more than
42,866 ($10,000) amounts of diesel fuel and 36,130 ($10,000) amounts of
gasoline.

4.5.1 Find divisions which have done the well job.
4.5.2 Find divisions which have done the useful job, by the solution of Eq. 4.20,
and describe the results.



Chapter 5 )
The Airport Example s

5.1 Introduction

In this chapter, an example of eight Persian international airports is proposed to
illustrate how to adjust the introduced concepts in the previous chapters when the
number of input factors and the number of output factors are more than two. The
mathematical methods, the linear programming models, and the computer program-
ming are developed with detailed illustrations. Several different approaches are
discussed and the strengths and shortcomings of each approach is gradually
represented. At the end of this chapter, readers are prepared to generalize the
concepts of doing the job right/well for a set of homogenous firms with multiple
input factors and multiple output factors.

5.2 The Airport Example

A researcher wants to compare eight homogenous airports, labeled A-H, according
to seven factors, the area of airport (Hectare), the area of apron (Square meter), the
area of terminal (Square meter), the area of runway (Square meter), the number of
operating flights, the number of passengers’ movements, the amount of air cargo
(Metric ton), as Table 5.1 represents. Which airport does the job well?

The first four factors, the areas of airport, apron, terminal and runway, are input
factors, because they illustrate the infrastructure of airports and lesser values of these
factors have worth. The last three factors, the numbers of operating flights and
passengers’ movements and the amounts of air cargo, are output factors, because
they represent the business and production of airports and greater values of these
factors have worth. From the discussion in the previous chapters, an airport which
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Table 5.1 The data of 8 homogenous airports

N |Airport |Area |Apron Terminal | Runway | Flights Passengers | Cargo

1 |A 1200 | 304,182 | 45,600 353,610 30,707 4,030,859 | 74,184
2 |B 503 | 213,729 | 38,778 348,120 46,875 4,783,120 | 19,050
3 |C 800 41,003 | 11,800 269,955 15,608 1,039,967 1587
4 |D 1041 | 112,464 |21,050 395,730 39,871 1,744,524 4919
5 |E 1002 30,000 8000 192,330 4887 427,974 1574
6 |F 478 63,000 |23,000 389,115 41,088 2,165,572 5414
7 |G 481 47,210 9300 268,995 19,010 971,313 3826
8 |H 1346 | 503,274 | 76,370 421,305 | 129,153 |11,709,741 |39,556

uses lesser amounts of input factors and greater amounts of output factors has done
the job well in comparison with another airport.

In order to provide a value for each airport to represent the used input factors, a
linear combination of input factors can be introduced as follows:

Xi1 W; + xizw; + X,‘3W§ + X,’4WI (51)

In Eq. 5.1, x;; displays the value of 7™ input factor of the airport number i, and w;
displays the weight/worth/price of the 7™ input factor to have a valid summation
between the input factors, for j = 1,2, 3,4 and i = 1, 2, 3, ..., 8. Note that, the
amount of w;” should not be changed from one airport to another, unless the weights
are known, and in such situation, the weights should be multiplied to data to illustrate
that one unit of each factor from one airport has the same meaning to one unit of the
corresponded factor from another airport. Likewise, Eq. 5.2 provides a value to
represent the produced output factors for each airport.

yawi +yaws +yawi (5.2)

In Eq. 5.2, yy displays the value of <™ output factor of the airport number i, and
w; displays the weight/worth/price of the k™ output factor to have a valid summation
in Eq. 5.2, fork=1,2,3andi=1,2,3, ..., 8.

Similar to Chapter 1, by dividing Eq. 5.2 over Eq. 5.1, the following score can be
provided to represent the discrimination between the airports.

+ + +
YWy + YWy + YisWs
XigWi + Xpw, + Xgwy + Xigwy

(5.3)

When the value of Eq. 5.2, (that is, the numerator of Eq. 5.3), is increased or while
the value of Eq. 5.1, (that is, the denominator of Eq. 5.3), is decreased, the value of
Eq. 5.3 increases. The relative score of the airport number / can be calculated by
Eq.54,forl=1,2,3,...,8.
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Table 5.2 The scores of N Airport Score Relative score Rank
iﬁggﬁ%ﬁgfgﬁng (o the 1 |A 09323747 | 0.4608393 5
2 B 1.2749310 0.6301526 2
3 C 0.6660562 0.3292076 7
4 D 0.9346243 0.4619512 4
5 E 0.3374253 0.1667772 8
6 F 1.0111172 0.4997589 3
7 G 0.7926462 0.3917765 6
8 H 2.0232100 1.0000000 1
ynwi +ypws +yws
Xnwi + Xpw,y + Xpwy + Xuwy (5.4)

T T T

Yawl +yaws +yaw .

max{ ST TR TIBT . i=1,2,...,8.
Xiiwi + Xpw, + X3w3 + Xigwy

If the relationship between input factors and the relationship between output
factors, (that is, the weights w; and wj), are available, for j = 1, 2, 3, 4 and
k =1, 2, 3, the researcher can easily measure the relative score of each airport, and
determine those that have done the job well.

For instance, suppose that w; = 10, w, = 1, wy = 100, w, = 10, W1+ =100,
wy =1, and wi = 10. Table 5.2 illustrates the score and the relative score of each
airport with seven decimal digits as well as the rank of airports according to the
selected weights.

The relationships between the inputs (outputs) factors are not easily measured,
and are almost always unknown. The geometric space of the locations of the airports
has also 7 dimensions, whereas the researcher can sketch three-dimensional space at
most. So, can the researcher deduce more information from data in Table 5.1 while
the relationships between the factors are unknown?

5.3 The Wholly Dominant Approach

The researcher can mathematically introduce the practical points similar to the
previous chapters. This aim is useful to find the airports which have done the job
right, according to the wholly dominant approach. In this example, if the researcher
applies this approach, none of the airports in Table 5.1 wholly dominate other
airports. For instance, an airport can wholly dominate A, if the values of its factors
satisfy the following inequalities:
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A B C
N Airport Area
1 A 1,200
2 B 503
3 C 800
4 D 1,041
5 E 1,002
6 F 478
7 G 481
8 H 1,346
Index1 1
Conditions 1

D
Apron
304,182
213,729
41,003
112,464
30,000
63,000
47,210
503,274

E
Terminal
43,600
38,778
11,800
21,050
8,000
23,000
9,300
76,370

Index2

F
Runway
353,610
348,120
269,955
395,730
192,330
389,115
268,995
421,305

G
Flights
30,707
46,875
15,608
39,8T1
4,887
41,088
19,010
129,153
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H
Passengers
4,030,859
4,783,120
1,039,967
1,744,524
427,974
2,165,572
971,313
11,709,741

Cargo
74,184
19,050
1,587
4,919
1,574
5414
3,826
39,556

xi1 < 1200 xp < 304, 182 x;3 < 45,600 x4 < 353,610

i > 30,707 y,, > 4,030,859 y,; > 74, 184

Sum

(5.5)

It is obvious that A wholly dominates itself. B does not wholly dominate A,
because the data of B satisfies the first six inequalities in Eq. 5.5, but the value of
third output factor of B does not satisfy the last inequality. C does not wholly
dominate A, because the values of C’s input factors satisfy the first four inequalities,
whereas the values of C’s output factors do not satisfy the last three inequalities in
Eq. 5.5, and so on for other airports. From Eq. 5.5, the researcher can provide the
following steps, using Microsoft Excel, to measure whether one airport in Table 5.1

wholly dominates another.

1.

2.
3.

oo

Copy the 9 columns of Table 5.1 on an Excel sheet into cells A1:19, as Fig. 5.1

depicts.

Label B11 as ‘Index1’, E11 as ‘Index2’, B13 as ‘Conditions’, and J12 as ‘Sum’.
Assign number 1 to C11 and F11.

‘=IF(Index(C2:C9,$C11) > =Index(C2:C9,$F11), 1,0)".

‘=IF(Index(G2:G9,$C11) < =Index(G2:G9,$F11), 1, 0)’.

‘Form Control” window.

. Copy G13 and then paste it to H13 and I13.
. Assign the command ‘=Sum(C13:113)’ into J13.
. From ‘Developer’ in the toolbar menu, click on the ‘Insert’ icon to open the

. Assign the following command (without quotations mark) into C13,

. Copy C13 (by Ctrl 4+ C), and paste it (by Ctrl + V) to D13, E13 and F13.
. Assign the following command into G13,
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£ Microsoft Visual Basic for Applications - Equation 3_05dsm [design] - [Sheet1 (Cod...==:|E) [IRES

‘&%) File Edit View [nset Format Debug Run Tools Add-Ins Window Help - &
: x
H&E-- BRI » 1 ]S » 1@ E
B okQaEE =2 g
|commandButtont | |click =
Private Sub CommandButtonl Click() =
Dim i, j As Integer
For i =170 8
Range ("C11") = i
For j=1To 8
Range ("F11") = j
If Range("J13") = 7 Then
Cells(i + 1, 9 + j) = Range("B" & j + 1)
End If
Next j
Next i
End Sub
== | [

Fig. 5.2 The Macro to find wholly dominated DMUs

10. Click on the first icon, ‘Button (Form Control)’, and then click on a place on the
Excel sheet (Fig. 5.2).

11. In the opened window with the title ‘Assign Macro’, click on ‘New’. So, the
‘Microsoft Visual Basic for Applications’ window is opened.

12. Inside of the ‘Microsoft Visual Basic for Applications’ window, write the
following commands between ‘Sub Buttonl_Click ()’ and ‘End Sub’.

Dim i, j As Integer
Fori=1To8
Range("CI11") =i
Forj=1To 8
Range("F11") =
If Range("J13") = 7 Then
Cells(i + 1,9 +j) = Range("B" & j+ 1)
End If
Next j
Next i

13. Close the ‘Microsoft Visual Basic for Applications’ window.

14. Click on the small rectangle which was automatically made on the Excel sheet
and created by step 10.

15. The results are represented to cells J2:Q9 and determine that every airport
wholly dominates itself only (Fig. 5.3).

Similar to Eqs. 1.14 and 2.6, the following equation represents the practical points
by the wholly dominant approach.
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13 E fr | =sum(ciz3)
A B J K L M N 0 P Q
1 N Airport
2 1 A A
3| 2 B B
4 3 Cc C
5 4 D D
6| s E E
7 6 F F
g 7 G G
9 8 H H
10
11 Intex1 |

-
8]

Sum
13 Constraints 7 .l Run

a4

Fig. 5.3 The results of the wholly dominant test

i=1

x,-jng’-, forj=1,2,3,4
) (5.6)
Yie >V fork=1,2,3

8
/ / / / / / / .
U {(xl,xz,x3,x4,y1,y2,y3) :

In Eq. 5.6, the point with the coordinates (x|, x5, x},X},},5,}) is dominated by
(X715, Xi2, Xi3, Xias Vi1s iz, Viz) forsome i = 1, 2, . . ., 8, (that is, the index i, can be 1 (or 2,
3,...,8),orland 2 (or 1 and 3, ..., 1 and 8), and so on for all of the 255 different
cases).

There are 7 inequalities in Eq. 5.6, which can also be written as equalities (for
i=1,2,... 8) given by:

xj+s; =x for j=1,234 & yu—s{ =y for k=123 (57)

The variables 5 and s,f are non-negative real numbers, and are known as slacks,
because they characterize the lack of performance. For instance, while A wholly
dominates a point with the coordinates (x|,x5,x},x},},55,}), this can be
interpreted by (s;,s5,55,55,57 55,53 ), as the lack of performance of the point
in comparison with the performance of A.

If one of the airports in Table 5.1 wholly dominates another, at least one of the
slacks (s7,s5,55,5;,51,57,57) should be positive in Eq. 5.7. Since none of the
airports in Table 5.1 wholly dominate others, there are no sets of positive slacks
which can satisfy Eq. 5.7 for two different airports in Table 5.1. This statement can
be proved by 56 times solving Eq. 5.7.

From another point of view, suppose that the point (x|,x5,x3,x},},5,3) is
replaced with the airport number / coordinates (/ =1, 2, .. ., 8) in Eq. 5.7, as Eq. 5.8
illustrates, fori =1, 2, ..., 8.
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xj+sg =x; for j=1,234 & yp—s{ =y for k=123 (58)
Equation 5.8 can also be expanded as follows, where i = 1:

X11 + 87 = x5
X12 + 8, = xp,
X13 + 83 = A3,
X4 + 85 = Xu, (5.9)
Y — 51+ =Y
Yi2 — SEL =Yn

Vi3 = 83 = Y-

Similarly, the Eq. 5.8 can be expanded for i = 2, 3, ..., and 8. All these different
situations can be combined as Eq. 5.10, by introducing the binary multipliers 1, 4,, . . .,
A, where 4, € {0, 1}, fori=1,2, ..., 8,and A, & A + A3 + A + As + Ag + Ay + Ag = 1.

X114 + X214 + x3143 + X414 + X515 + X61d6 + X7147 + X518 + 57 = X1,
X124 + X242 + X3243 + X42d4 + X5245 + Xe2de + X7247 + Xgodg + 55 = X,
X1341 + X340 + x3343 + X4344 + X535 + X346 + X7347 + Xg3dg + 55 = xp3,
X1441 4 X240 + X3443 + XagAs + X545 + Xealde + X7ad7 + Xgadg + 54 = Xu,
YA+ yada + 3143 + Yarda + ¥sids + Yerde + ynds + yaids — 5| =y,
Yioht + Y0y + ¥0ds + Yanda + Ysads + Yeade + ¥ad7 + Yeads — 53 = v,
Yisht +Y3da + ¥33ds + Yasda + ¥sads + Veade + ¥rads + yaads — 53 = s
(5.10)

IfA,=1,then 4;=0fori=2,3,...8,and Eq. 5.10 is the same as Eq. 5.9, and so on
for other choices. Eq. 5.10 can also be compressed by using the notation )"’ as follows:
Yo Xaki+ sy = xn,

2?21 Xphi + 85 = xp,
S Xk + 53 = i,
Z,g:l Xighi + 84 = Xu, (5.11)
Z?:l Yirki = 1 = Y,
8
i1 Yoki — 53 = Vs
Z§:1 Yiski = 8§ = Yps.
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In order to measure the optimal values of the slacks, Eq. 5.11 should be solved

8 times. In addition, the following model can measure the optimal values of the
slacks for the airport number /(I = 1,2,.. ., 8).

max sj; + Sp + 83 + S + 5 + 55 + 55,
Subject to

S xphi + 57 =xp, for j=1,2,3.4,
Z?:l Yihi — 8§ =y, for k=1,2,3,
Z?:l Ai =1,

4€{0,1}, for i=1,2,...,8,

5720, for j=1234,

sf >0, for k=1,2,3.

(5.12)

Equation 5.12 has 23 constraints and 15 variables, and should be solved 8 times.

The first two sets of constraints are the same as Eq. 5.11, and the other constraints are
the conditions of binary lambdas and non-negative slacks. The following instruc-
tions illustrate how to solve Eq. 5.12 with the Microsoft Excel Solver 2013 software.

1.

17.
18.

19.
20.

Copy the 9 columns of Table 5.1 on an Excel sheet into cells A1:19, as Fig. 5.1
depicts.

. Label B11 as ‘Index’, B13 as ‘Left’, B14 as ‘Slacks’, B15 as ‘Right’ and J1 as

‘Lambdas’.

. Assign number 1 to C11.

. Assign the command ‘=Sumproduct(C2:C9,$J2:$J9) + C14” into C13.

. Copy C13, and then, paste it into D13, E13 and F13.

. Assign the command ‘=Sumproduct(G2:G9,$J2:$J9)-G14’ into G13.

. Copy G13, and then, paste it into the cells H13 and I13.

. Assign the command ‘=Index(C2:C9,$C11)’ into C15.

. Copy C15, and then, paste it into cells D15, E15, F15, G15, H15 and 115.
. Label J13 as ‘Objective’.

. Assign the command ‘=Sum(C14:114)’ into J14.

. Assign the command ‘=Sum(J2:J9)’ into J10.

. Open ‘Solver Parameters’ window, from ‘DATA’ in toolbar menu.

. Assign ‘J14’ into ‘Set Objective’ and choose ‘Max’.

. Assign ‘C14:114, J2:J9’ into ‘By Changing Variable Cells’.

. Click on ‘Add’ and assign ‘C13:I13’ into ‘Cell Reference’, then select ‘=", and

assign ‘C15:115’ into ‘Constraint’ (Fig. 5.4).

Click on ‘Add’ and assign ‘J2:J9’ into ‘Cell Reference’, then select ‘bin’.
Click on ‘Add’ and assign ‘J10’ into ‘Cell Reference’, then select ‘=’, and
assign ‘1’ into ‘Constraint’. Then click on ‘OK’ (Fig. 5.5).

Tick ‘Make Unconstrained Variables Non-Negative’.

Choose ‘Simplex LP’ from ‘Select a Solving Method’.



5.3 The Wholly Dominant Approach 143
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[ that are th.
T

Fig.

21.
22.
23.

24.

25.

26.

5.5 Setting Excel Solver to solve Eq. 5.12

Click on ‘Solve’.

Label K1 as ‘Objective’ and L1:S1 by A-H, respectively.

From ‘Developer’ in the toolbar menu, click on the ‘Insert’ icon to open the
‘Form Control’” window.

Click on the first icon, ‘Button (Form Control)’, and then click on a place on the
Excel sheet.

In the opened window with the title ‘Assign Macro’, click on ‘New’. So, the
‘Microsoft Visual Basic for Applications’ window is opened.

From the toolbar menu, click on ‘Tools> References...>" and make sure ‘Solver’
is ticked, and then ‘OK’, as shown in Figs. 5.6 and 5.7.
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Fig. 5.6 References in :
VBA un | Tools | Add-Ins Window Help -
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Fig. 5.7 Selecting Solver in References in VBA

27. Inside of the ‘Microsoft Visual Basic for Applications’ window, write the follow-
ing commands between ‘Sub Button1_Click ()’ and ‘End Sub’ as Fig. 5.8 depicts.

Dim i As Integer
Fori=1To 8
Range("C11") =i
SolverSolve Userfinish:=True
Range("K" & i + 1) = Range("J14")
Range("J2:J9").Copy
Range("L" & i + 1).Select
Selection.PasteSpecial Transpose:=True
Next i
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£ Microsoft Visual Basic for Applications - Equation 3_12.xlsm [design] - [Sheetl (Code)] [=| ). [eeSs)

‘E% File Edit View [nset Format Debug Run Tools Add-Ins Window Help - & X

H&-d #locirn YT »1Q g

BokRalFFOT24 .

|CommandButton1 x| |cliex =]
Private Sub CommandButtonl_Click() g

Dim i As Integer

) For i=1To 8

Range("Ci1i") = i

SolverSclve Userfinish:=True

Range ("K™ £ i + 1) = Range("J14")
Range ("J2:J3") .Copy

Range("L"™ & 1 + 1).5electc
Selection.PasteSpecial Transpose:=True

Next i
End Sub
=jF | e

Fig. 5.8 Setting VBA macro to solve Eq. 5.12

28. Close the ‘Microsoft Visual Basic for Applications’ window.

29. Click on the small rectangle which was automatically made on the Excel sheet
by step 23.

30. The results of solving Eq. 5.12 are represented into cells L.2:S9. Column K
represents the values of the objective of Eq. 5.12 for each airport, and the cells
K2:S9 illustrates the values of Lambdas for each airport. As the results indicate,
the optimal values of slacks are 0 for each airport.

In short, none of the airports are wholly dominated by other airports, and all the
airports in Table 5.1 are introduced as those that have done the job right, according to
the wholly dominant approach.

5.4 The Convexity Approach

As explained in Chapters 1 and 2, while the convexity approach is applied for two
observations A and B, the points which lie on the line-segment AB are generated.
For instance, assume that the coordinates of the airports A and B in Table 5.1 are
shown by (x11,%12, X13, X145 Y11, Y12, Y13) and (X2, X22, X23, X245 Y21, Y22, ¥23), T€Spec-
tively. Eq. 5.13 illustrates applying the convexity approach for these two points,
where A, + 1, =1,4; > 0and 1, > 0.
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A1 (11, X12, X135 X145 Y115 Y12, Y13) + 42(%21, %22, X235 X245 Y21, Y225 ¥23) (5.13)

Similar to Egs. 1.22 and 2.7, the following equation mathematically describes the
set of the practical points from data in Table 5.1 while the convexity approach is
applied.

X =0 xdi forj=1,2,3,4
(oed, 22, %3, X4, ¥15 975 ¥3) - y; S ik, fork=1,2,3
S¥ =1, >0, fori=1,2,...,8.
(5.14)

IfA,=1,sincedy + A +A3+A+As+ A6+ A +Ag=1and A, >0, fori=1,
2,...,8, hence, A, = 13 = A4 = 15 = A¢ = 17 = A3 = 0, and the linear combinations
of the coordinates in Eq. 5.14 display airport A. This is the same while 4, = 1, for
e {1,2,...,8}, which yields 4, = 0, for i € {1,2,...,8} — {l}, and the linear
combinations of the coordinates in Eq. 5.14 display the airport number [/ in
Table 5.1.

If Ay + 4, =1, where 4; # 0 and 4, # 0, then 4; =0, fori € {3,4,...,8}, and the
linear combinations of the coordinates in Eq. 5.14 illustrate the line-segment AB, (the
straight line between the points A and B which connects them in the seven-
dimensional space). Similarly, if 4, +4; = 1, where 4, >0, 4, >0, [ # I' and [,
I' € {1,2,...,8}, then 4; = 0, for i € {1,3,4,...,8} — {L,I'}, and the linear
combinations of the coordinates in Eq. 5.14 illustrate the line-segment which con-
nects the airports number [ and /', (see Eq. 5.13).

Correspondingly, every three airports in Table 5.1 which are non-collinear
introduce a triangle disk, (inclusive the circumstance and the inside of the triangle).
In other words, if 4; + Ay + Ay = 1, where ;> 0,4y > 0,4y > 0, [ AU, I£1", I £1"
and,I',1" € {1,2,...,8},then 4, =0, fori € {1,3,4,...,8} — {,I',1"}, and similar
to Fig. 1.30, the linear combinations of the coordinates in Eq. 5.14 represent a
triangle disk, where the airports number /, I and [” are the three corners of the
triangle.

While the convexity approach is applied for four airports in Table 5.1, (for instance, if
Ai>0fori=1,2,3,4,and };,=0fori=5,6,7,8,504; + 4, + A3 + A4 = 1), and the
airports are not on the same plane, a triangular pyramid (three-dimensional hyper-
triangle) is generated. Similarly, while the convexity approach is applied for five airports
in Table 5.1 and the airports are not in the same three-dimensional space, a four-
dimensional hyper-triangle is generated. Finally, if the convexity approach is applied
for eight airports in Table 5.1 and the airports are not in the same six-dimensional space,
a seven-dimensional hyper-triangle is generated. Note that, since each airport in
Table 5.1 has seven dimensions only, the locations of the airports can, at most, be in a
seven-dimensional space. In order to generate a seven-dimensional hyper-triangle, at
least eight numbers of the airports should be available.

The convexity approach is useful to check whether there are any of the airports in
Table 5.1, which the coordinates of one can be generated by a linear combination of
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the coordinates of other airports. This approach may decrease the number of airports
which are introduced, as those that have done the job right, by applying the wholly
dominant approach. Note that, the airports which are introduced as those that have
done the job right are the same, either by applying the convexity approach or the
combination of the convexity and the wholly dominant approaches. Eq. 5.15 repre-
sents the feasible area which is linearly generated by the convexity and the wholly
dominant approaches.

X2 Y0 ks forj=1,2.3.4
(X1/,x2/,x3l,x4/,)’1/’)’2/’y3,) : }’;( < Z?:l Yuhis for k=1,2,3
SLiki=1 A0, fori=12...8
(5.15)

Suppose that the airport number [ is selected and the convexity approach is
applied. The conditions in Eq. 5.14 yield the following equations, where
8

2,11-:1, A;>0, fori=1,2,...,8.

i=1

21'8:1 XA = xp1,
Z§:1 Xphi = Xp,
S xadi = xp,
E?:l Xigdi = X, (5.16)
Z?:l Yitdi = Y
Z?:l Yioki = Vs
Yoi Viski = Y-
Equation 5.16 has at least one solution, which is, 4, = 1 and 4; = 0 for

ie{l,2,...,8} — {I}. If there is not another solution for Eq. 5.16, this means that
the airport number / is at the corner of the feasible area, (which is generated by the
convexity approach).

The same illustration can also be explained while the combination of the con-
vexity and the wholly dominant approaches are applied and inequalities in Eq. 5.15
are considered. These inequalities can be written as equalities by introducing the
non-negative variables sj’ ands, ,forj=1,2,3,4and k=1, 2, 3, similar to Eq. 5.11.
While the optimal values of these slacks are O for an airport, this means that the
airport lies on the frontier, and has done the job right, according to the convexity and
the wholly dominant approaches. In order to find the optimal slacks, similar to
Eq. 5.12, the following linear programming can be introduced.
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4 3

max Yy D Sy

Subject to

Z?:Ix,-jli +s;7 =x; for j=1,2,3,4,

Z?:lyiklli - 51—: =y for k=123,
8

Zi:l Ai =1,

>0, fori=1,2,...,8,

s; >0, forj=1,2,3,4,

sk+ >0, for k=1,223.

(5.17)

The only differences between Eqgs. 5.12 and 5.17 are the domains of lambdas, (that
is, the multipliers in the linear combinations of the coordinates of the airports). While
lambdas are binary, thatis, 4; € {0,1}, fori =1, 2, ..., 8, Eq. 5.12 can introduce the
airports which have done the job right by the wholly dominant approach, and where
Ai>0,fori=1,2,...,8,Eq.5.17 can introduce the airports which have done the job
right by both of the convexity and the wholly dominant approaches.

Equation 5.17 is also solved in a similar way to Eq. 5.12. The optimal slacks for
each airport in Table 5.1 are 0, (see Table 5.3), which illustrates that all the airports
lie on the frontier, (which is introduced by the convexity approach).

Similar to Sect. 2.2.4.3, if the constraint, Z?:l Ai = 1, is removed in Eq. 5.17,

the feasible area is linearly generated by simultaneously applying the radiate, the
convexity and the wholly dominant approaches, as Eq. 5.18 illustrates.

4 — 3 +
max 38+ D e Sk

Subject to
S X+ 57 =x; for j=1,2,3.4,
Z?:1 Yicki = s¢ =y for k=1,2,3, (5.18)

4 >0, fori=1,2,...,8,
s; >0, for j=1,2,3,4,
sf >0, for k=1,2,3.

Table 5.3 The optimal objective in Eq. 5.17 for each airport

Airport A B C D E F G H
Optimal objective 0 0 0 0 0 0 0 0

Table 5.4 The optimal objective in Eq. 5.18 for each airport

Airport A B C D E F G H
Optimal objective 0 0 308138.75 0 541415.79 0 0 0
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The results of solving Eq. 5.18 are represented in Table 5.4. Airports C and E are
not introduced as those that have done the job right by solving Eq. 5.18, because the
optimal slacks for these two airports are not 0. As Eq. 5.19 illustrates, C (3rd airport)
is dominated by a linear combination of F (6th airport) and H (8th airport), regarding
the selected approach, where A7 = 0.415026229, A5 = 0.029519402and A = 0, for
i=1,2,3,4,57.

The notation, ‘*’, in the variables 47, sj’*, and 57 %, fori=1,2,3,4,5,7, for

j=1,2,3, 4 and for k = 1, 2 displays the optimality of the solution.

Zlexilli* :x61/1;k—|—x31/1§k = 238.1156526 S X31,

S XA = xedf + xpdd = 41,003 < x,
S XA = xe A 4 xg3dd = 11,800 < Xz,
S8 XAl = xeudd 4 xpadd = 173,929.6027 < xa4, (5.19)
S YAt = el +ygids =20,865.11703 >y,
Z?:lyizﬂi* =Yole +yply =1,244,433.734 >y,

S VAl = YAt 4 ygsdd = 3414.621473 >y

From Eq. 5.19, the optimal slacks are given by:

ST* =x31 — Y00 xnA¥ = 561.8843474,

5% =xn — i XA =0,

555 = x — S xpAf =0,

i =4 — 0 xud® = 96,025.39734, (5.20)
STF = 00 vaAf — vy = 5257.117027,

ST =300 ynd — v, = 204,466.7336,

ST =08yt — sy = 1827.621473.

Similarly, E is dominated by a linear combination of F and H, regarding the
radiate, the convexity and the wholly dominant approaches, where
A¢ =0.256518931, A = 0.027498554 and A =0, fori=1,2,3,4,5,7.

Applying the inner radiate, the convexity and the wholly dominant approaches
yields the same outcomes that are measured by Eq. 5.18, while applying the outer
radiate, the convexity and the wholly dominant approaches, yields the same
outcomes that are measured by Eq. 5.17. Does this example prove that the results
of the inner radiate, the convexity and the wholly dominant approaches are the
same as the results of the radiate, the convexity and the wholly dominant
approaches, or the results of the outer radiate, the convexity and the wholly
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dominant approaches are the same as the results of the convexity and the wholly
dominant approaches?

As illustrated in Sect. 2.6, airports which have done the job right, according to an
introduced approach, lie on the frontier of the feasible area which is generated by that
approach. These points on the frontier should not be wrongly considered as those
that have done the job well. Every relationship between the input factors (output
factors) may display one of the airports which have done the job right as an airport
which has done the job well. In other words, different relationships between the
input factors (output factors) may introduce different airports which have done the
job well as well as different relative scores and rank for airports. Nonetheless,
finding the airports which have done the job right may lead us to approximate a
relationship between the factors with a lower risk, in order to suggest airports which
have done the job well.

5.5 The Partially Dominant Concept

Similar to the discussions in the previous chapters, the partially dominant concept is
needed for discriminating between the airports in Table 5.1. Each airport in Table 5.1
has four input factors and three output factors, however, the linear combination of
the input factors (Eq. 5.1) introduces one total input factor (or one virtual input
factor), and the linear combination of the output factors (Eq. 5.2) introduces one total
output factor (or one virtual output factor). Thus, similar to chapter 1, there is only
one input factor and one output factor to measure the scores and the relative scores of
the airports by Eqgs. 5.3 and 5.4, respectively.

Suppose that the two first airports A and B are selected, when their coordinates
are (X11,X12,X13, X14, Y11, Y12, ¥13) and  (Xa1, X22, X23, X24, Y21, Y22, ¥23), respectively,

and the weights wj* and w,f are available, forj =1, 2, 3,4 and k = 1, 2, 3. Assume

that, x;jw; + xpw, +xpwy +xuw, = X;, and yile erizw;r +yi3w; =Y;, for
i =1, 2. Similar to Chapter 1, A partially dominates B if, and only if, the value of
Y1/X, is greater than the value of Y»/X,. The equation Y/X; is the same as Eq. 5.3
and can be compressed by (Zzzl yikw,j)/(zjil ywi ), fori=1,2,...,8.

When there was only one input factor and one output factor in Chapter 1, the
partially dominant concept could be estimated from the combination of the radiate
and the wholly dominant approaches. Is there a relationship between the introduced
approaches and the partially dominant concept, when the number of factors
increases? The next sections provide the requirements to answer this question. Of
course, it is important to recognize that, when the weights, w; and w,f, forj=1,2,3,
4 and k = 1, 2, 3, are unknown, the wholly dominant approach (or other introduced
approaches) can only classify the airports which have done the job right, and cannot
discriminate those that have done the job well, (see Definitions 1.1, 1.2 and 1.4).
Therefore, similar to Chapters 1 and 2, different approximations can be proposed to
estimate the best airports in Table 5.1, as is elucidated in the next section.
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5.6 Unknown Units of Measurement

When the relationships between the factors or the weights, w; and w,j, forj=1,2,3,

4 and k = 1, 2, 3, are unknown, this situation is equivalent to when the units of the
factors are unknown. In this case, the researcher is required to specify the weights
either by a questionnaire or one of the measurement approximations, and in both
situations, the results are depended on the selected set of weights. Classifying different
sets of weights and balancing them with real-life situations can be useful to make a fair
decision. The following section describes several approaches for this aim.

5.6.1 The Extremum Measurement Approximation

Suppose that the weights, w; and w,f, are introduced as 1/ min {x; : x; # 0,

for i=1,2,...,8}and I/max {y;:i=1,2,...,8}, respectively, forj =1, 2, 3,
4 and k = 1, 2, 3. It is obvious that the point with the coordinates of the minimum
values of the input factors and the maximum values of the output factors, that is,
(478, 30000, 8000, 192330, 129153, 11709741, 74184) wholly dominates
every airport in Table 5.1. The researcher introduces the coordinates of this point as
the units of measurement. After applying the introduced weights, the coordinates of
the point are (1, 1, 1, 1, 1, 1, 1) in the unity scale.

As explained in Chapter 2, this approximation does not suppose whether this
point is practical, and the method may be useful for special purposes.

Table 5.5 illustrates the data with five decimal digits, after applying the weights
for the airports in Table 5.1.

In addition, Table 5.6 illustrates the scores and the relative scores of the airports
with six decimal digits. The last column of Table 5.6 also represents the rank of
airports in descending sort. As can be seen, airport H has the best relative score
with this measurement. As an exercise the reader can examine the data in Tables 5.5
and 5.6.

Table 5.5 The data where the units are the extremum values

N | Airport | Area Apron Terminal | Runway | Flights |Passengers | Cargo
1 A 2510 |10.139 |[5.700 1.839 0.238 0.344 1.000
2 B 1.052 7.124 | 4.847 1.810 0.363 0.408 0.257
3 C 1.674 1.367 1.475 1.404 0.121 0.089 0.021
4 D 2.178 3.749  |2.631 2.058 0.309 0.149 0.066
5 E 2.096 1.000 | 1.000 1.000 0.038 0.037 0.021
6 F 1.000 2.100 |2.875 2.023 0.318 0.185 0.073
7 G 1.006 1.574 | 1.163 1.399 0.147 0.083 0.052
8 H 2.816 [16.776 |9.546 2.191 1.000 1.000 0.533
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Table 5.6 The scores of N Airport Score Relative score Rank
ig‘;ﬁ:ebmyeg;e extremum 1 A 0.078361 | 0.969099 2

2 B 0.069315 0.857224 4

3 C 0.039036 0.482760 7

4 D 0.049362 0.610465 6

5 E 0.018760 0.232005 8

6 F 0.072023 0.890716 3

7 G 0.054797 0.677677 5

8 H 0.080860 1.000000 1
5.6.2 The Average Measurement Approximation
The weights w; and w,j can also be introduced as 1/ave{x;:i=1,2,...,8} and 1/ave

{va:i=1,2,...,8}, respectively, forj= 1,2, 3,4 and k = 1, 2, 3. The point with the
average values of the factors in Table 5.1, (that is, (856.375, 164,357.750,
29,237.250, 329,895.000, 40,899.875, 3,359,133.750, 18,763.750)), may wholly
dominate an airport or be wholly dominated by an airport. From the average
measurement approximation, the researcher introduces the average values of the
factors as the units of measurement. Table 5.7 demonstrates the data with five
decimal digits after applying this measurement approximation.

Table 5.8 illustrates the results with six decimal digits, as well as the rank of the
airports, by the average measurement approximation. Airport H gets the highest rank
followed by A, according to Table 5.8.

5.6.3 The Specified Airport Measurement Approximation

The data of each airport can also be introduced as the units of measurement. In other
words, foreach [ =1, 2, .. ., 8, the weights wj’ and w,f can be selected as 1/x;; and
1/yy, respectively, forj =1, 2, 3,4 and k = 1, 2, 3. Table 5.9 illustrates the relative
scores of airports by the specified airport measurement approximation.

Each row in Table 5.9 represents the relative scores of airports with four
decimal digits according to the coordinates of the specified airport in that row.
For instance, while the units of measurement are introduced as the coordinates
of A, the relative score of A with four decimal digits is 0.5536 and it has fourth
rank among other airports, according to Table 5.10. In this case, the best airports
are introduced as H, B and F, with the relative scores equal to 1, 0.7414 and
0.6506, respectively.

The ranks of airports are not changed while the units of measurement are
introduced as the coordinates of airports B-H. The relative scores of airports are
different in the last seven rows in Table 5.9, except the relative score of A. Thus,
the set of weights can be classified according to the coordinates of airports A and
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Table 5.7 The data where the units are the average values

N | Airport | Area Apron | Terminal |Runway |Flights |Passengers | Cargo
1 A 1.401 1.851 1.560 1.072 0.751 1.200 3.954
2 B 0.587 | 1.300 1.326 1.055 1.146 1.424 1.015
3 C 0.934 |0.249 0.404 0.818 0.382 0.310 0.085
4 D 1.216 | 0.684 0.720 1.200 0.975 0.519 0.262
5 E 1.170 | 0.183 0.274 0.583 0.119 0.127 0.084
6 F 0.558 0.383 0.787 1.180 1.005 0.645 0.289
7 G 0.562 0.287 0.318 0.815 0.465 0.289 0.204
8 H 1.572 | 3.062 2.612 1.277 3.158 3.486 2.108

Table 5.8 The scores of N Airport Score Relative score Rank
airports by the average T 10035367 | 0.9772942 2
measurement approximation

2 B 0.8397745 0.8178144 3

3 C 0.3224993 0.3140660 7

4 D 0.4598475 0.4478225 6

5 E 0.1497273 0.1458119 8

6 F 0.6664531 0.6490253 4

7 G 0.4831805 0.4705453 5

8 H 1.0268522 1.0000000 1

H. Both A and H can get the maximum values of the relative scores by the
coordinates of H and A, respectively, but the ranks of A and H are 4 and 2, when
the coordinates of A and H are introduced as the units of measurement,
respectively.

The above results are yielded without any additional information. For instance,
the researcher can select the coordinates of A to introduce the relationships
between the factors, and then, regulate the weights according to expert judgment.

5.6.4 The Optimization Measurement Approximation

Table 5.11 illustrates the maximum and the minimum values of the relative scores of
airports B-G in Table 5.9. Note that the scores in Table 5.11 are not relatively
meaningful, (see Sects. 3.6.3.1 and 4.3, and Theorems 4.1 and 4.2), and illustrate that
for each airport there is a relationship between the factors by a specified airport
measurement approximation by which that airport can reach the maximum value of
its relative scores, regardless of the relative scores of other airports corresponded to
that relationship.
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Table 5.9 The relative scores by the specified airport measurement

Airport | A B C D E F G H

0.5536 |0.7414 |0.3188 | 0.4708 [0.1280 |0.6506 |0.4425 1.0000
1.0000 |0.8347 |0.2464 |0.3836 |0.1064 |0.6075 |0.4114 |0.9868
1.0000 |0.5044 |0.2010 |0.2694 [0.1363 |0.3942 |0.3457 |0.5418
1.0000 |0.5811 |0.2100 |0.2857 [0.1250 |0.4150 |0.3444 |0.6551
1.0000 |0.6913 03950 |0.4869 |0.2253 |0.6795 |0.5592 |0.7941
1.0000 |0.6132 02048 |0.2856 |0.1116 |0.4704 |0.3559 |0.6540
1.0000 |0.6752 |0.2893 |0.3768 |0.1556 |0.5599 |0.4519 |0.7568
1.0000 [0.7012 |0.2026 |0.3140 |0.0998 |0.4479 |0.3220 |0.8950

T Q TOmg Qi@ >

Table 5.10 The ranks of airports by the specified airport measurement

Airport A B C D E F G H
A 4 2 7 5 8 3 6 1
B-H 1 3 7 6 8 4 5 2

From Sects. 5.4 and 5.5, B can be introduced as an airport which has done the job
right, for instance, according to the radiate, the convexity and the wholly dominant
approaches. Thus, there should be a relationship between the factors which yields the
maximum value of the relative scores of B as 1, when the corresponded relative
scores for other airports are less than or equal to 1. The same situation can be
illustrated for airports C-G from a specified approach to introduce the airports which
have done the job right. Therefore, the researcher can find different relationships
between the factors to classify the weights in order to decrease the risk of introducing
a special set of weights or relationship between the factors to estimate the relative
scores of the airports.

In order to find the maximum value of the relative scores of B, similar to Sect. 4.1,
the following non-linear equation which is a fractional programming should be
solved (j =1,2,3,4, k=1, 2,3 and [ = 2). The fraction in Eq. 5.21 is the same
as Eq. 5.4.

+ + +
YnWi +YpW; +ypws
Xwi + Xpw,y + xpwy + Xuwy )
T T ¥ Wy Z =
max{ {’1 ! X’z 2 ):’3 3 .i=1,2, 8}
Xpgw| + Xpw, + Xpwz + Xgw,

max

Without loss of generality, suppose that

max{ YaWi FYoWy TYsWs o 8} —1. (5.22)
X Wy + XpWy + X3W3 + Xigw,
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Table 5.11 The extremum values of the relative scores in Table 5.9

Airport | A B C D E F G H
max 1.0000 [0.8347 |0.3950 |0.4869 |0.2253 |0.6795 |0.5592 |1.0000
min 0.5536 | 0.5044 |0.2010 |0.2694 [0.0998 |0.3942 |0.3220 |0.5418

Since the weights are optimized the above equation is equivalent with the
following eight inequalities, for i =1, 2, ..., 8.

inWT _|_yi2W;r _|—yi3W§r <1 (5 23)
X Wy + XpWy + Xwy + Xgwy

Hence, Eq. 5.21 is equivalent with the following fractional programming, for / = 2.

+ + +
W) +ypw; +yaw;
- - - -,
xnwi +xXpwy + Xpwy + Xpuwy

max

Subject to

(5.24)

Yawl + yowy +yawi <1,

Xiqwy + Xpw, + X3wz + Xgwy
w;r >0, forj=1,2,3,4,
w, >0, fork=1,23.

fori=1,2,...,8,

In Sect. 4.2.1, the Eq. 2.24 is solved while the linear combination of the output
factors is 1 in Eq. 5.21. The Eq. 2.30 in Sect. 4.2.3 is also solved while the linear
combination of the input factors is 1 in Eq. 5.21. These two situations introduce a
linear programming to solve Eq. 5.21. The inequalities in the constraints of Eq. 5.24
can easily transformed to the following linear inequalities yaw; +
YoWws +yswi < xawp + xpwy + Xaws +xawy, for i = 1, 2, ..., 8, where at
least one of the terms XyWw; (j=1,2,3,4) is positive. In contrast, the fraction in
the objective of Eq. 5.24 is not easily transformed into a linear equation without
introducing some restrictions. In the following sections, several forms of restrictions
are discussed.

5.6.4.1 Form 1: Minimizing the Denominator

The first form to solve Eq. 5.24, for [ = 2, is to minimize the denominator in the
objective while the numerator is fixed. For such an aim, suppose that,
YV2iW] + y2aw3 + ya3wi = 1, hence Eq. 5.25 for [ = 2, (which is a linear pro-
gramming), is yielded.
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minx;pwy + Xxpw, + Xawy + xuw,,

Subject to

ynwi +ypwy +ywy =1,

YWy Fyws +yiwy < xpwp +Xpw; 4 xiswy + Xawy,
Yauwi +Ynwy +yawy < xawy 4 x0nw;y 4 x3w3 4 Xagwy,
V3wl +yaws +ywi < xawy +xnpws 4 x3awy + Xy,
YaWl FYpws +yaws < xawp 4 Xew; + xa3ws + Xaawy, (5.25)
Vsiwi + 5wy + ys3wy < Xsiwy + Xsows + Xszwy + Xsawy,
YWl +YeaWs +YeaWs < XelWi +Xeaws + Xe3wy + Xeawy
YWl +ypwy +ypwy < Xpwy 4 xawsy 4 73wy 4 x7awy,
YWl + VeWs +Ygawy < Xgiwy + Xsawy + Xg3wy + Xsawy
wj+ >0, forj=1,2,3,4,

w, >0, fork=1,2,3.

From the first constraint in Eq. 5.25, y,;w{" + y,,w3 + yo3w5 = 1, at least one of
the w](k=1,2,3) is positive and from the third constraint which is
1 <xowy +x0w, +x3w3 +Xawy, at least one of the w; (G=1,2,3,4) is
positive. These conditions yield to find a reasonable set of weights which let B
reach the maximum value of its relative scores in the first form, while the
corresponded relative scores for other airports are less than or equal to 1.

Note that the maximum value is measured by the inverse of the optimal value of
the objective in Eq. 5.25.

Similar to what is depicted in Figs. 2.14, 2.18, 2.27 and 2.29 some of the weights
might be 0, which represent how the location of B can be imagined in the feasible
area. As explained earlier, there is no lack when some of the weights in Eq. 5.25 are
zero; nonetheless, the researcher may introduce some additional constraints for one
or all the weights, as long as the feasible area is available. For instance, the weights
can be restricted with, w; > 1072, forj=1,2,3,4and w,f > 107, fork=1,2,3, to
avoid zero values in optimal solutions in Eq. 5.25 or any other purposes. However,
introducing any restrictions for the weights may change the optimal solutions in
Eq. 5.24 and suggest different ranking outcomes.

The same discussion can be elucidated for the airports C-G by, [ =3,4,...,7,to
find the maximum values of the relative scores of C-G. Such an attempt allows the
researcher to find several sets of weights which may be useful to introduce a more
reasonable set of weights to measure the relative scores of the airports.

In order to solve Eq. 5.24 for each airport in Form 1, with the Microsoft Excel
Solver 2013 software, the following steps can be followed.

1. Copy the 9 columns of Table 5.1 on an Excel sheet into cells A1:19, as Fig. 5.1
depicts.
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Label B11 as ‘Index’, B13 as ‘Weights’, E11 as ‘Objective’, J1 as ‘Constraints’,
J11 as ‘Fixed numerator’, K1 as ‘Score’, L1 as ‘w;”’, M1 as ‘w,’, N1 as ‘w;”, Ol
as ‘w;’, Pl as ‘w’, Q1 as ‘w; " and R1 as ‘w; .

Assign number 1 to C11.

Assign the command ‘=Sumproduct(Index(C2:F9,C11,0),C13:F13)’ into F11,
(without the quotation ).

Assign the command ‘=Sumproduct(Index(G2:19,C11,0),G13:113)’ into J11.
Assign the following command into J2

‘=Sumproduct(G$13:1$13,G2:12)-Sumproduct(C$13:F$13,C2:F2)’.

. Copy J2 and then paste it into cells J3-J9.

. Open ‘Solver Parameters’ window.

. Assign ‘F11” into ‘Set Objective’ and choose ‘Min’.

. Assign ‘C13:113’ into ‘By Changing Variable Cells’.

. Click on ‘Add’ and assign ‘J2:J9’ into ‘Cell Reference’, then select ‘<=’, and

assign ‘0’ into ‘Constraint’.

Click on ‘Add’ and assign ‘J11’ into ‘Cell Reference’, then select ‘=
assign ‘1’ into ‘Constraint’. Then click on ‘OK’.

Tick ‘Make Unconstrained Variables Non-Negative’.

Choose ‘Simplex LP’ from ‘Select a Solving Method’.

Click on ‘Solve’.

From ‘Developer’ in the toolbar menu, click on the ‘Insert’ icon to open the
‘Form Control” window (Fig. 5.9).

Click on the first icon, ‘Button (Form Control)’, and then click on a place on the
Excel sheet.

In the opened window with the title ‘Assign Macro’, click on ‘New’. So, the
‘Microsoft Visual Basic for Applications’ window is opened.

From the toolbar menu, click on ‘Tools> References...>’ and make sure ‘Solver’
is ticked, and then ‘OK’.

Inside of the ‘Microsoft Visual Basic for Applications’ window, write the
following commands between ‘Sub Buttonl_Click ()’ and ‘End Sub’ as
Fig. 5.10 depicts.

bl

, and

Dim i As Integer
Fori=1To 8
Range("CI11") =1
SolverSolve Userfinish:=True
Range("K" & i + 1) = 1/Range("F11")
Range("C13:113").Copy
Range("L" & i + 1).Select
Selection.PasteSpecial Paste:=x1PasteValues
Next i

Close the ‘Microsoft Visual Basic for Applications’ window.
Click on the small rectangle which was automatically made in the Excel sheet by
step 17.
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} - - - - -
Solver Paameters - [ T N R e ——
Set Objective: [ 5FS11
To: © Max © [Min] (©) Value OF: |0
By Changing Variable Cells:
[scsia:sist3
Subject to the Constraints:
| 5I511 =1 -
SI52:5)89 <= 0 |L]
.
'
|
- | Load/Save
l'hﬂsel il 3 Mon-Negati
Sglect a Solving Method: isimolu P El | Options I
Solving Method
Select the GRG Nonlinear engine for Solver Problems that are smooth nonlinear, Select the LP
Simplex engine for linear Solver Problems, and select the Evolutionary engine for Solver
problems that are non-smooth.
[sove ][ cue

Fig. 5.9 Setting Solver to solve Eq. 5.25

£ Microsoft Visual Basic for Appli

- Equation 3_25.dsm [design] - [Sheetl (Code)] =Gl [

(g% File Edit View [Inset Format Debug Run Tools Add-Ins
H&E-d DB A9 .JJ&Eiﬁ"ﬁFv @
iBoRa|FFEIOE 2ok

¢ %

Windew Help

-sa

|Commundsumn1

=] |click

Private Sub CommandButtonl Click()
Dim i As Integer
For i = 1To 8
Range ("C11") = i
SolverSolve Userfinishi=True
Range("K" & 1 + 1) = 1 / Range("F11")
Range ("C13:I13").Copy
Range ("L" & i + 1).Select
Selection.PasteSpecial Paste:=xlPasteValues

=

Next i
End Sub
v
=F | 2

Fig. 5.10 Setting VBA macro to solve Eq. 5.25
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K L M N 0 p Q R

, Relative Score w1 wh W W w W W3
12 1.000000  0.0000000 0.0000033  0.0000000  0.0000000  0.0000000  0.0000000  0.0000135
33 1.000000  0.0002799  0.0000039  0.0000000  0.0000001  0.0000000  0.0000002  0.0000121
22 0.835695  0.0000000 0.0000148  0.0000501  0.0000000  0.0000000 ~ 0.0000010  0.0000000
)6 1.000000  0.0000000 0.0000007  0.0000352  0.0000005 =~ 0.0000251 = 0.0000000  0.0000000
120500123  0.0000000 0.0000378  0.0001036  0.0000000  0.0000000  0.0000019  0.0001148
0 1.000000  0.0000000 0.0000047  0.0000000 0.0000018  0.0000243  0.0000000  0.0000000
1§ 1.000000  0.0000000 0.0000053  0.0000806  0.0000000  0.0000323  0.0000004  0.0000000
0  1.000000  0.0000000 0.0000018  0.0000000  0.0000002  0.0000000  0.0000001  0.0000000

|

Fig. 5.11 Results of solving Eq. 5.25

Table 5.12 The maximum values of the relative scores by Form 1

Airport A B C D E F G H
Max 1 1 0.835695 1 0.509123

—
—
—_

23. The maximum scores of the relative scores of airports by solving Eq. 5.25 are
represented into cells K2:K9 and the corresponded sets of weights are displayed
in cells L2:R9, as shown in Fig. 5.11.

Tables 5.12 and 5.13 illustrate the results of Eq. 5.24 in Form 1 for each airport,
where /[ =1,2,...,8.

The outcomes in Table 5.12 are equivalent with the outcomes by Eq. 5.18 in
Table 5.4. As a result, there may be a relationship between these two approaches
which is examined in Sect. 5.8.

From each set of weights in Table 5.13, the researcher can measure the relative
scores of each airport, as described in Table 5.14. Note that the results in Table 5.13
are written with seven decimal digits, which should be noticed while the data in
Table 5.14 are manually examined.

The second column in Table 5.14 illustrates the relative scores of A while the
corresponded set of optimal weights in each row of Table 5.13 is selected. For
instance, A reaches the maximum value of its relative scores by the sets of weights in
the first, second, and fifth rows in Table 5.13.

Furthermore, the data in diameter of Table 5.14 is bolded, which are the maxi-
mum values of the relative scores of the airports. For instance, the sixth column in
Table 5.14 illustrates that the maximum value of the relative scores of E is 0.509123,
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Table 5.15 The ranks of

aple fhe ra Aipot |A |B |C D |E |[F |G |H
?;f)fe ;?Zcor e to A 1 2 s 7 le |3 [4 |5
B T 1 e |7 8 [1 |5 |1
C 7 13 a4 e |8 |1 |5 |1
D 7 s e [1 |8 [1 |4 |1
E 1 4 Je (7 8 1 |5 1
F 7 14 Je [3 8 [1 |5 |1
G 7 s e |4 8 [t |1 1
H 6 (3 |4 |7 I8 [1 |5

which is measured from the optimal set of weights for E in the fifth row of
Table 5.13. Airports F and H reach the maximum values of their relative scores
with all corresponded sets of weights for B-H in Table 5.13. These results are almost
equivalent with the results in Table 5.10 to classify the airports into two different
classes. All airports B-H have the lowest values of their relative scores in Table 5.14,
while the corresponded optimal set of weights for A is selected.

Table 5.15 also illustrates the ranks of airports according to the scores in
Table 5.14. For instance, while E reaches its maximum value of its relative scores,
the highest rank for E is 8, (that is, the lowest rank among the other airports), whereas
E has the 6th rank by the corresponded set of optimal weights for A. These results
also support the discussions in Sects. 3.6.3.1 and 4.3.

5.6.4.2 Form 2: Maximizing the Numerator

The second form to solve Eq. 5.24 is to maximize the numerator while the denom-
inator is fixed. Similar to the previous section, assume that
X Wy + X0wy + Xxo3wy + xo4w, = 1, thus, Eq. 5.26 is yielded to find the maxi-
mum value of the relative scores of B (I = 2) in Form 2.

max y;wi +ypw;y +yzwi,

Subject to

xXpwy +xpwy +xpwy +xuw, =1,

Zz:ly,»kwk+ < ijlx,-jwj’, fori=1,2,...,8,

wj+ >0, forj=1,2,3,4,

wy >0, fork=1,23.

(5.26)

From the constraint, xy;wj + xpw, + x23w5 + xo4w, = 1, at least one of the
weights w; (j = 1,2,3,4), is positive, and since the objective of Eq. 5.26 is
maximized, at least one of the weights, w;~ (k =1,2,3), is also positive. Therefore,
reasonable sets of weights and the corresponded scores can be calculated for airport
B. The same illustration can be discussed for other airports by replacing the value of
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Table 5.16 The maximum values of the relative scores by Form 2

Airport A B C D E F G H
Max Score 1 1 0.835695 1 0.509123

—_
—_
—_

I=1,3, ... 8. Table 5.16 illustrates the optimal values of the objective in Eq. 5.24
for each airport in Form 2. Note that these scores are not relatively meaningful, as
discussed in Theorems 4.1 and 4.2.

The results in Table 5.16 are the same as the results in Table 5.13, which gives us
a mathematical direction to prove whether this event is a random outcome or a real
statement, (see Exercise 5.6). The optimal weights corresponded to the scores in
Table 5.16 are illustrated in Table 5.17. Only the corresponded sets of optimal
weights for C, E and G are different in Tables 5.11 and 5.16. The relative scores
from these three different sets of optimal weights are represented in Table 5.18.

As can be seen, the relative scores of F and H followed by A, in Tables 5.13 and
5.17, are 1 for almost all of the optimal sets of weights. Are there some sets of
weights which show that, for instance, only G has the score of 1 among other
airports?

The answer to the above question is positive because, from Sect. 5.4 and the
results in Table 5.4, G lies on the corner of the feasible area, therefore, there should
be some sets of weights which let none of the airports get the score of 1, except
G. For instance, suppose that the airports can, at most, get the relative scores of 0.9,
while the relative score of G is 1. Eq. 5.27 can be solved for each airport number
I=1,2, ..., 8, which yield the eight sets of weights represented in Table 5.19, to
display that only G gets the relative score of 1.

3 +
maxy ,_; Yuwy »

Subject to
Z;}:lxll'wj_ = 1’
Yoo vawl <0.9% 31 xywr, fori=12,....6,8, (5.27)

3 4 _
Do Yuwi = Zj:l XjWj s
wJ?L >0, forj=1,2,3,4,
wy, >0, fork=1,23.

The value 0.9 in the constraints in Eq. 5.27, can also be varied from an airport to
another, however, there might not be a feasible region sometimes. In addition, the

constraint 22:1 yawi = Z;‘:l x7iw; in Eq. 5.27 yields that the relative scores of G

becomeas 1, for/=1,2, ..., 8.

Table 5.20 illustrates the relative scores of each airport according to the sets of
weights in Table 5.19. Each column of Table 5.20 displays the relative scores of an
airport while the corresponded sets of weights are changed in each row. For instance,
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the eighth column in Table 5.20 illustrates that the relative scores of G is 1 for all the
corresponded sets of optimal weights for the airports A-H.

From the sets of optimal weights in Table 5.19, none of the airports A-H get the
relative scores of more than 0.9, except G. The bolded scores in diameter of
Table 5.20 illustrate the maximum values of the relative scores of each airport,
according to the sets of optimal weights in Table 5.19.

The minimum value of the relative scores of A in Table 5.20 is 0.449748 which is
measured while the corresponded optimal set of weights for C is selected. This
outcome may encourage the researcher to find the minimum value of the relative
scores of A while G has the relative score of 1, and so on for other purposes.

As a result, while the weights are unknown, a variety set of weights can be
introduced to measure the relative scores of airports and each set of weights covers a
special purpose. The worst outcome in such a situation is that the researcher can
intentionally suggest some sets of weights to introduce an airport as the best
performer in comparison with other airports, similar to the results in Table 5.20.

5.6.4.3 Form 3: Mix of Forms 1 and 2

Equation 5.28 is linearly solved for airport number /(I = 1,2, .. .,8) in Forms 1 and
2, in the previous sections. The denominator in Eq. 5.28 is minimized in Form
1 while the numerator is fixed, and in Form 2 the numerator is maximized while the
denominator is fixed. Now, how can Eq. 5.28 linearly be solved while simulta-
neously the numerator is maximized and the denominator is minimized in the
objective of Eq. 5.287 Are the measured maximum values of the relative scores
for airports changed by such an approach?

. 3 4 _
min (37, yuw/ Zj:l Xjw; )s
Subject to
S vy < E;le,-jwj‘, fori=1,2,...,8, (5.28)
wi >0, forj=1,234,
wy >0, fork=1,2,3.

In order to answer the above question, Form 3 can be introduced, that is,
simultaneously maximizing the numerator and minimizing the denominator of the
objective in Eq. 5.28. One popular way for such an aim is to replace the equation
S ywit/ Z;‘Zl x;w; in the objective of Eq. 5.28 with S i — Z;‘:, xwy s
as Eq. 5.29 illustrates.
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. 3 4 -
min (32 yuwy — 21 KWy )

Subject to

S yawi < b xwi, fori=1,2,....8, (5.29)
wo >0, forj=1234,

wi >0, fork=123.

The first term of the objective in Eq. 5.29, that is, maxz,f:1 YWy » shows
maximizing the numerator of the objective in Eq. 5.28. The second term in the
objective of Eq. 5.29, that is, max(— Z;: | x,jwj’), is equivalent with
—min Z_?:lxyw;, which shows minimizing the denominator of the objective in
Eq. 5.28. If the constraint, Zz:l y,kw,j' =1, is added to Eq. 5.29, Form 1 is
represented. If the constrain, Z;‘:l xyw; = 1, is added to Eq. 5.29, Form 2 is
displayed. The corresponded sets of optimal weights while one of the constraints,
Ei:l ywi = 1or Z;Ll xyw; = L, is added to Eq. 5.29 yield the same maximum
values of the relative scores for each airport, which are represented in Tables 5.12
and 5.15. Can the researcher deduce that Eq. 5.29 solves Eq. 5.28? Are the optimal
solutions for Eq. 5.29, optimal for Eq. 5.28 as well?

As can be seen, from the constraints, 22:1 YWy — ijl xjw; < 0, the maxi-
mum value of the objective in Eq. 5.29 is always O for each airport. In other words,
the vector (0, 0, 0, 0, 0, 0, 0) is a solution for Eq. 5.29, because it satisfies all the
constraints and let the objective become non-negative. But this solution is not valid
for Eq. 5.28. At least one of the corresponded weights to input (output) factors
should be positive to have a valid fraction in the objective of Eq. 5.28. How can the
researcher deal with this issue?

One risky way to deal with this question is to introduce a positive value, such as
0.0000001 = 10~ or smaller/larger, and replace the last two sets of constraints in
Eq. 5.29 with the constraintsw;” > 1077, forj=1,2,3,4,andw; > 107, fork=1,
2, 3, as Eq. 5.30 displays. Do these negligible restrictions on the weights in Eq. 5.30
yield different sets of optimal weights and different maximum values of the relative
scores for Eq. 5.287?

max (3 yuwy — Z;:l Wy ),
Subject to
Zz:1YikW:/Z?:1xiij’ fori=1,2,...,8, (5.30)
ijr > 0.0000001, for j=1,2,3,4,
w, > 0.0000001, for k =1,2,3.
As illustrated earlier, Eq. 5.30 should be solved for each airport number !/

(I=1,2,...,8). The following steps can be used to solve Eq. 5.30 by the Microsoft
Excel Solver 2013 software.
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vl ¢ f\ =SUMPRODUCT(INDEX(G2:19,11,0),613:113)-SUMPRODUCT(INDEX(C2:F9,C11,0),C13:F13)

=
o
(g}

D E F G H I J
Airport  Area Apron Terminal Runway Flights Passenger Cargo Constraints
1,200 304,182 45,600 353,610 30,707 4,030,859 74,184 0.000
503 213,729 38,778 348,120 46,875 4,783,120 19,050 0.000
800 41,003 11,800 260,955 15,608 1,039,967 1,587 0.000
1,041 112,464 21,050 395,730 39,871 1,744,524 4919 0.000
1,002 30,000 8,000 192330 4,887 427974 1574 0.000
478 63,000 23,000 389,115 41,088 2.165.572 5414 0.000
481 47210 9,300 268,995 19,010 971,313 3,826 0.000
1,346 503,274 76,370 421,305 129,153 #######E 39,556 0.000

Index1 1 Objectivel 0.00000 |

Weights

2,

M =1 O B W b e
AR B B - A o B -+ B

5.12 Setting Excel to solve Eq. 5.30

. Copy the 9 columns of Table 5.1 on an Excel sheet into cells A1:19, as Fig. 5.12

depicts.

. Label B11 as ‘Index’, B13 as “Weights’, E11 as ‘Objective’, J1 as ‘Constraints’.
. Assign number 1 to C11.
. Assign the following command to F11 (without the quotations ’):

‘=Sumproduct(Index(G2:19,C11,0),G13:113)- Sumproduct(Index(C2:F9, C11,0),
C13:F13)’.

. Assign the following command into J2

‘=Sumproduct(G$13:1$13,G2:12)-Sumproduct(C$13:F$13,C2:F2)’.

. Copy J2 and then paste it into cells J3-J9.

. Open ‘Solver Parameters’ window.

. Assign ‘F11” into ‘Set Objective’ and choose ‘Max’.

. Assign ‘C13:113’ into ‘By Changing Variable Cells’.

. Click on ‘Add’ and assign ‘J2:J9’ into ‘Cell Reference’, then select ‘<=’, and

assign ‘0’ into ‘Constraint’.

Click on ‘Add’ and assign ‘C13:113’ into ‘Cell Reference’, then select ‘>=", and
assign ‘0.0000001" into ‘Constraint’. Then click on ‘OK’.

Tick ‘Make Unconstrained Variables Non-Negative’.

Choose ‘Simplex LP’ from ‘Select a Solving Method’ (Fig. 5.13).

Click on ‘Solve’.

From ‘Developer’ in the toolbar menu, click on the ‘Insert’ icon to open the
‘Form Control” window.
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[¥] Make Unconstrained Variables Non-Negative

| Select a Solving Method: Simplex LP -]

Solving Method

Select the GRG Nonlinear engine for Solver Problems that are smooth nonlinear. Select the LP
Simplex engine for linear Solver Problems, and select the Evolutionary engine for Solver
problems that are non-smooth.

] [

5.13 Setting Solver to solve Eq. 5.30

Click on the first icon, ‘Button (Form Control)’, and then click on a place on the
Excel sheet.

In the opened window with the title ‘Assign Macro’, click on ‘New’. So, the
‘Microsoft Visual Basic for Applications’ window is opened.

From the toolbar menu, click on ‘Tools> References...>’ and make sure ‘Solver’
is ticked, and then ‘OK’.

Inside of the ‘Microsoft Visual Basic for Applications’ window, write the
following commands between ‘Sub Buttonl_Click ()’ and ‘End Sub’ as
Fig. 5.14 depicts.

Fori=1To 8
Range("C11") =i
SolverSolve Userfinish:=True
Range("K" & i + 1) = Range("F11")
Range("C13:113").Copy
Range("L" & i + 1).Select
Selection.PasteSpecial Paste:=xIPasteValues
Next i
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£ Microsoft Visual Basic for Applications - Equation 3_30xism [design] - [Sheet! (Code)] |=|) [iee3es

& File Edit View [nsert Format Debug Run Tocls Add-Ins Window Help - & X

EE-dl Mooirn STV *1Q E

B ok /EE =2 K

|Commandﬂuﬂcn| j [CIick LI
Private Sub CommandButtenl Cliclk() =

Dim i As Integer
For i = 1 To 8 1
Range ("Cii") = i
SolverSolve Userfinish:=True
Range ("K"™ & i + 1) = Range("F1i1i") ]
Range ("C13:I13").Copy
Range ("L" & i + 1).5elect
Selection.PasteSpecial Paste:=xlPasceValues
Next i
End Sub

| ST |

Fig. 5.14 Setting VBA to solve Eq. 5.30

20. Close the ‘Microsoft Visual Basic for Applications’ window.

21. Click on the small rectangle which was automatically made in the Excel sheet by
step 17.

22. The optimal objective of airports by solving Eq. 5.30 in Form 3 are represented
into cells K2:K9 and the corresponded sets of weights are displayed in cells L2:
R9, as shown in Fig. 5.15.

Table 5.21 illustrates the optimal weights when Eq. 5.30 is solved for each
airport.

The relative scores corresponded to the sets of weights in Table 5.21 are also
represented in Table 5.22. In addition, Table 5.23 compares the maximum value of
the relative scores of each airport, which are calculated by Forms 1, 2 and 3 in
Tables 5.13, 5.17 and 5.21, respectively.

The maximum scores of the relative scores of C and E in Form 3 are less than the
corresponded scores in Forms 1 and 2, respectively. This phenomenon is not yielded
in every example, and it is possible that a measured score by Form 3 becomes greater
than corresponded measured scores by Forms 1 and 2.

Form 3 by Eqgs. 5.29 and 5.30 may not represent the optimal solution of Eq. 5.28.
In other words, there are two important differences between Eqs. 5.28 and 5.30. The
most important difference is that the objective in Eq. 5.28 is not equivalent with the
objective in Eq. 5.30. In order to give a counterexample to prove this statement,
suppose that two sets of numbers, such as, {1,1.6} and {0.01,0.02}, are given. As
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K L M N (0] P Q R
Optimal Objective Wy w¥y w*y w*y W W, W

0.000000 0.0000001 0.0000027  0.0000001 0.0000002  0.0000001 0.0000001  0.0000066
0.000000 0.0005407 0.0000008  0.0000001 0.0000001  0.0000001 0.0000001  0.0000001
-0.030814 0.0000001 0.0000018  0.0000029 0.0000001  0.0000001 0.0000001  0.0000001
0.000000 0.0000001 0.0000089  0.0004608 0.0000051 0.0003147 0.0000001  0.0000001
-0.054142 0.0000001 0.0000018  0.0000029 0.0000001  0.0000001 0.0000001  0.0000001
0.000000 0.0000001 0.0000022  0.0000001 0.0000002  0.0000001 0.0000001  0.0000001
0.000000 0.0000001 0.0000015  0.0000289 0.0000001  0.0000141 0.0000001  0.0000001
0.000000 0.0000001 0.0000022  0.0000001 0.0000002  0.0000001 0.0000001  0.0000001

Run

Fig. 5.15 The results of solving Eq. 5.30

can be seen, 1 + 1.6 = 0.625 which is greater than 0.01 + 0.02 = 0.5, whereas 1 —
1.6 = — 0.6 which is less than 0.01 — 0.02 = — 0.01. Therefore, if there are only
these two sets, as the solutions for Egs. 5.28 and 5.30, then the first set is the only
optimal solution for Eq. 5.28 and the second set is the only optimal solution for
Eq. 5.30. In addition, the magnitude between the linear combination of the output
factors, Zi: 1 y,kw,j, and the linear combination of the input factors, Z;:l xXw;, is
not measured by Form 3. For instance, both 12 — 10 and 4 — 2 are 2, whereas 12/10
and 4/2 are 1.2 and 2, respectively. It is now clear that the weights in Table 5.21 are
the optimal solutions for Eq. 5.30 and they may not be optimal for Eq. 5.28, that is,
the results in Table 5.22 may not be the optimal solutions for Eq. 5.28.

Another difference between Eqgs. 5.28 and 5.30 is that the last two sets of
constraints in Eq. 5.30 are different from the corresponded sets of constraints in
Eq. 5.28. This means that all the weights in Eq. 5.30 are restricted to become as
greater than equal to 0.0000001, and none of the weights can select 0. In contrast, at
least one of the corresponded weights to the input factors should be positive in
Eq. 5.28.

For instance, if all the weights in Eq. 5.28 are restricted to be greater than
0.0000001 in Form 1, the maximum scores of the airports C and E will be less
than what are represented in Table 5.14. Besides, if only these two constraints,
wy > 0.0000001 and W; > 0.0000001, are added to Eq. 5.29 in comparison with
Eq. 5.30, the maximum value of the relative scores for C is suggested as the same
as that in Forms 1 and 2. As a result, even introducing a very small value to
restrict all or some of the weights w;” and w; to become as positive, the optimal
solutions for Eq. 5.29 are changed. For instance, if w; > 0.0000001,
wy > 0.0000001 and wl+ > 0.0000001 in Eq. 5.29, the maximum value of the
relative scores of E is 0.084289685. If it is supposed that at least one of the weights
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Table 5.23 The maximum

! Airport |A |B |C D |E F |G |H
scores of the relative scores by Form1 |1 1 0835695 |1 0509123 |1 1 |
Forms 1-3

Form2 |1 1 10.835695 |1 |0.509123 |1 |1 1
Form3 |1 1 ]0.774307 |1 0445186 |1 |1 1

w;, forj=1,2,3, 4, and at least one of the weights wy, for k =1, 2, 3, should be
positive, there are 105 different situations to introduce the positive weights in
Eq. 5.29, and each situation may introduce different maximum values for the relative
scores of the airports.

Note that, every positive real number, such as r € R,, can be used instead of
0.0000001 in Eq. 5.30. Because, if (w; *,wy ™, w3™ wy* wi™ wi™ wi™) is an

optimal solution for Eq. 5.30, then an optimal solution for the following equation is

1077 x (wi ™, w3 ™ w3 ™ wy ™ wi™ wi™ wi*), which let us calculate the same
relative score for airport number /(I = 1,2,...,8).

max (303, yuwy — Z;":l xwy ),

Subject to

ZZ:Q’ikW;/Z;‘:MijW,: for i=1,2,...,8, (5.31)
ijr >r, forj=1,23,4,

wy >r, fork=1,273.

In short, Form 3 covers both Forms 1 and 2 while the same constraints in Egs. 5.25
and 5.26 are considered for Eq. 5.29 as well. None of the introduced forms may solve
Eq. 5.24. Eq. 5.30 estimates Eq. 5.24 without assessing the magnitude of the linear
combination of the output factors in comparison with the linear combination of the
input factors in the objective of Eq. 5.24. Different restrictions to introduce positive
weights may also change the optimal solutions for Eqs. 5.24 and 5.29. On the other
hand, the main idea and the exact motivation for all these efforts is to find several
different sets of weights which may lead the researcher to introduce a set of weights in
order to measure the relative scores of the airports with a lower risk. In other words,
these optimization approaches neither provide the relative scores for the airports nor
introduce the airports which have done the job well. The provided scores by Forms
1-3 are not relatively meaningful and should not be used to rank or benchmark the
airports. In order to rectify these problems, a stronger methodology different with
these Forms 1-3 will be illustrated in the next chapter.

5.6.5 Minimum Value of the Relative Scores

Similar to Chapter 2, the minimum values of the relative scores of the airports can be
measured. For each airport number /(I = 1,2,...,8), the following fractional
programming should be solved, (where j = 1, 2, 3, 4, and k = 1, 2, 3), in order to
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measure the minimum values of the relative scores for that airport. Note that the
minimum value of the relative scores of an airport is not a relative score for that
airport in comparison with the minimum values of the relative scores of other
airports.

3
4 _
k; Wi/ 21:1 Xjw;

3 3 R Wi
max {d70_ yuw! /S wy o i=1,2,...,8}

min

(5.32)

Without loss of generality, assume that (Zi;l yiwr / Z;.‘:l xyw; ) =1, for [
(I=1,2,...,8), thus the following equation should be solved fori =1, 2, ..., 8.

. 3 4 _
min (Ek:ﬂikW/j/ Zj:lxijwj ),
Subject to

3 4 _
D YW = D1 KWy (5.33)
w; >0, for j=1,2,3,4,
wi >0, fork=1,23.

One way to solve Eq. 5.33 linearly, for i = 1, 2, ..., 8, is to assume
Z;l:l xyw; = 1, as Eq. 5.34 illustrates. Hence the optimal solutions of the objective
in Eq. 5.34 are measured for i = 1, 2, ..., 8, and subsequently the inverse of the
maximum solution is the minimum value of the relative scores of /(I = 1,2,...,8).
Note that, Eq. 5.34 should be solved 48 times to represent the minimum values of the

relative scores of the airports A-H.

. 3 +
min _; yawy,

Subject to
Soh YWl = S xwy

A (5.34)
D Xy =1,

wj’ZO, for j=1,2,3,4,
wi >0, for k=1,2,3.

The following steps can be used to solve Eq. 5.34 by the Microsoft Excel Solver
software.

1. Copy the 9 columns of Table 5.1 on an Excel sheet into cells A1:19, as Fig. 5.16
depicts.

2. Label B11 as ‘Index1’, E11 as ‘Index2’, H11 as ‘Ratio’, B13 as ‘Weights’, B15
as ‘Objective’, E15 as ‘Constraint’, H15 as ‘Constraint’, J1 as ‘Reference Set
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c1s | i Jr | =SUMPRODUCT(INDEX(G2:19,F11,0),613:113)
A B C D E F _ G H I
1 N Airport Area Apron ‘Terminal Runway Flights Passengens Cargo
2 1 A 1,200 304,182 45,600 353,610 30,707 4,030,859 74,184
3| 2 B 503 213,729 38,778 348,120 46,875 4,783,120 18,050
I c 800 41,003 11,800 269,955 15,608 1,039,967 1,587
5 4 D 1,041 112,464 21,050 385,730 39,871 1,744,524 4,515
6| 5 E 1,002 30,000 8,000 192,330 4,887 427,974 1,574
7| s F 478 63,000 23,000 389,115 41,088 2,165,572 5414
8 7 G 481 47,210 9,300 268,995 19,010 571,313 3,326
9| s H 1,346 503,274 76,370 421,305 129,153 11,709,741 39,556
10
11 Indax1 1 Indax2 6 Ratio 0.154785
12
13 Weights | 0.00000000 = 0.00001587 | 0.00000000 = 0.00000000 & 0.00015724 | 0.00000000 | 0.00000000
14
15| Objective | sasoses1 | Constraint 1 Constraint 0.000000
16
Fig. 5.16 Setting Excel to solve Eq. 5.34

W

10.
11.

12.

13.
14.
15.
16.

Number’, K1 as ‘Optimal Score’, L1 as ‘w; *’, M1 as ‘w, **, Nl as ‘w; **, Ol as
‘wy, ™, Plas ‘w ™, Ql as ‘w; * and R1 as ‘wj ™.

. Assign number 1 to C11 and F11.
. Assign the command ‘=Sumproduct(Index(G2:19,F11,0),G13:113)’ into C15,

(without the quotation ).

. Assign the command ‘=Sumproduct(Index(C2:F9,F11,0),C13:F13)’ into F15.
. Assign the following command into 115

‘= Sumproduct(Index (G2:19,C11,0),G13:113)- Sumproduct(Index (C2:F9,
C11,0),C13:F13)’.

. Assign the following command into 111

‘= Sumproduct(Index(C2:F9,F11,0),C13:F13)/Sumproduct(Index  (G2:19,
F11,0),G13:113)’.

. Open ‘Solver Parameters’ window (Fig. 5.17).
. Assign ‘C15’ into ‘Set Objective’ and choose ‘Max’.

Assign ‘C13:113’ into ‘By Changing Variable Cells’.

Click on ‘Add’ and assign ‘F15’ into ‘Cell Reference’, then select ‘=’, and
assign ‘1’ into ‘Constraint’.

Click on ‘Add’ and assign ‘I15° into ‘Cell Reference’, then select ‘=", and
assign ‘0’ into ‘Constraint’. Then click on ‘OK’.

Tick ‘Make Unconstrained Variables Non-Negative’.

Choose ‘Simplex LP’ from ‘Select a Solving Method’.

Click on ‘Solve’.

From ‘Developer’ in the toolbar menu, click on the ‘Insert’ icon to open the
‘Form Control” window.
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Solver Parameters

Set Objective: SC815
To: o) [Max] ) Min ) Value Of: 0

By Changing Variable Cells:
SC513:51513

Subject to the Constraints:

0. |

SFS15=1 -
SI515=0
Change
[
- Load/Save
[V] Make Unconstrained Variables Non-Negative
Select a Solving Method: Simplex LP E
Solving Method

Select the GRG Nonlinear engine for Solver Problems that are smooth nonlinear. Select the LP
Simplex engine for linear Solver Problems, and select the Evolutionary engine for Solver
problems that are non-smooth,

Solve ] [ Close

Fig. 5.17 Setting Solver to solve Eq. 5.34

17. Click on the first icon, ‘Button (Form Control)’, and then click on a place on the
Excel sheet.

18. In the opened window with the title ‘Assign Macro’, click on ‘New’. So, the
‘Microsoft Visual Basic for Applications’ window is opened.

19. From the toolbar menu, click on ‘Tools> References...>’ and make sure ‘Solver’
is ticked, and then ‘OK’.

20. Inside of the ‘Microsoft Visual Basic for Applications’ window, write the
following commands between ‘Sub Buttonl_Click ()’ and ‘End Sub’ as
Fig. 5.18 depicts.

Dim i, j As Integer
Fori=1To8
Range("CI11") =i
Range("K" &i+1)=1
Forj=1To8
Range("F11") =
SolverSolve Userfinish:=True
If Range("I11") &It; Range("K" & i + 1) Then
Range("K" & i + 1) = Range("I11")
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£ Microsoft Visual Basic for Applications - Equation 3. 34xism [design] - (Sheetl (Code)] Ll B [IS3SS)

‘§ File Edit View [nset Fgrmat Debug Run Tools Add-lns Window Help . & X%
NE-d s .89 » 1 a[Z¥ R 2@ 2
BokBa|tEiEI§ =2 & 5

[commandsutton1 =] Jetiek ~|

|

Private Sub CommandButtonl Click()
Dim i, j As Integer
For i =1 To 8
Range ("C1i") = i
Range("K" & i + 1) = 1
For j = 1To 8
Range("F11") = j
SolverSolve Userfinish:=True
If Range("I11") < Range("K" & i + 1) Then
| Range ("K" & i + 1) = Range("Ill1")
Range ("C13:I13") .Copy
Range("L" & i + 1).Select
Selection.PasteSpecial Paste:=xlPasteValues
Range("J" & i + 1) = j

End If
Next 3
Next i
End Sub
-
ol E T | [

Fig. 5.18 Setting VBA to solve Eq. 5.34

Range("C13:113").Copy
Range("L" & i + 1).Select
Selection.PasteSpecial Paste:=xIPasteValues
Range("J" & i+ 1) =]
End If
Next j
Next i

21. Close the ‘Microsoft Visual Basic for Applications’ window.

22. Click on the small rectangle which was automatically made in the Excel sheet by
step 17.

23. The optimal score by solving Eq. 5.34 are represented into cells K2:K9 and the
corresponded sets of weights are displayed in cells L2:R9. Column J also shown
the reference set, the airport that the related minimum score is derived, for each
airport (Fig. 5.19).

Table 5.24 illustrates the minimum values of the relative scores for each airport
according to Eq. 5.34.

Moreover, airport A reaches the minimum value of its relative scores while the
relative score of F is 1, and airports B-H reach the minimum values of their relative
scores while A has the relative score of 1. These outcomes can classify the airports
into two groups, as mentioned in Table 5.10.
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—

K | L | M | N | O | P | Q R
MinScore Wy Wy w3 Wy W, W Wy
0.154785 0.0000000 0.000015%  0.0000000  0.0000000 0.0001572 0.0000000  0.0000000
0.260844 0.0000000 0.0000000 0.0000000 0.0000028  0.0000000 0.0000000 0.0000517
0.028022 0.0000000 0.0000000 0.0000000 0.0000028 0.0000000 0.0000000 0.0004810
0.058251 0.0000000 0.0000000 0.0000000 0.0000028  0.0000000 0.0000000  0.0002275
0.025410 0.0008333  0.0000000 0.0000000 0.0000000 0.0000000 0.0000000 0.0005305
0.066322 0.0000000 0.0000000 0.0000000 0.0000028 0.0000000 0.0000000 0.0002033
0.067798 0.0000000 0.0000000 0.0000000 0.0000028 0.0000000 0.0000000 0.0001588
0.318375 0.0000000 0.0000000 0.000021%  0.0000000 0.0000000 0.0000000 0.0000423

(I e T T - N

Fig. 5.19 The results of solving Eq. 5.34

Table 5.24 The minimum values of the relative scores of airports

Airport | A B C D E F G H
Min 0.15479 |0.26084 |0.02802 |0.05925 |0.02541 |0.06632 |0.06780 |0.31838

5.7 Conclusion

In this chapter, the performance of eight airports, in which each airport has four input
factors and three output factors, is evaluated. The introduced concepts in the
previous chapters are illustrated and settled for the cases of multiple input factors
and multiple output factors. The pros and cons of several mathematical program-
ming are illustrated and the instructions to solve each linear programming with the
Microsoft Excel Solver 2013 software are represented. The concept of doing the job
well, which is the most important concept to evaluate the airports, is transparently
illustrated and it is featured that, while the units of measurement prices/weights/
worth of the factors are not available, the decision making is not pure, and at least
some user judgment should be provided to rank the airport accurately. The concept
of doing the job right depends upon the approaches which are used to create the
practical points. In contrast, the concept of doing the job well depends upon the
introduced restrictions for the weights. Therefore, while the units of measurement/
weights/worth/prices of the factors are unknown, decision making is not pure, but
there are several ways to estimate the results, as discussed in this chapter. In order to
have accurate results, we need to know how practical points should be generated and
how the weights should be restricted by expert judgment.
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5.8 Exercises

5.1. Add the point, (856, 164,358, 29,237, 329,895, 40,900, 3,359,134, 18,764), as
the 9th airport (labeled I) in Table 5.1. Then,

5.1.1. Has airport I done the job right, by

5.1.1.1. the wholly dominant approach (using Eq. 5.12)?

5.1.1.2. the convexity and the wholly dominant approaches (using
Eq. 5.17)?

5.1.1.3. the radiate, the convexity and the wholly dominant approaches
(using Eq. 5.18)?

5.1.1.4. the inner (outer) radiate, the convexity and the wholly dominant
approaches?

5.1.2. Find the rank of airport I using,

5.1.2.1. the extremum measurement approximation.

5.1.2.2. the average measurement approximation.

5.1.2.3. the specified measurement approximation.

5.1.2.4. the extremum measurement approximation, find the rank of
airport L.

5.1.3. Find the rank and the maximum value of the relative scores of airport I
by:

5.1.3.1. Form 1.

5.1.3.2. Form 2.

5.1.3.3. Form 3 (Eq. 5.30).

5.1.3.4. Form 3 (Eq. 5.31, when r = 1).

5.1.4. Find the minimum value of the relative score of airport I by Forms 1, 2
and 3.

5.2. Prove that the introduced airports which have done the job right by applying the
convexity approach or the combination of the convexity and the wholly dom-
inant approaches are the same.

5.3. Solve Eq. 5.29 by the Microsoft Excel Solver software and the Microsoft Visual
Basic software while at least one of the each input factor and one of the each
output factor are positive.

5.4. Find the rank of airport B when it has the minimum value of its relative scores.



Chapter 6 )
The Delta Neighborhood s

6.1 Introduction

In this chapter, the relative scores, under certain conditions, are measured for the
example of eight homogenous airports from the previous chapter. As discussed in
the previous chapters, each supposed condition can result different relative scores
and ranks for airports. In other words, the relative scores of firms are completely
dependent upon the supposed relationship between factors or the supposed weight/
worth/price for each factor. The optimization approach is applied while the weights/
prices of factors are the same for the airports and one of the conditions such as
decreasing the overall input values, increasing overall output values or both decreas-
ing the input values and increasing the output values are assumed. After that, a delta
neighborhood of a firm is introduced to find a bridge between the concepts ‘doing the
job rights’ and ‘doing the job well’. Mathematical arguments are provided as well as
computer programming with detailed illustrations. At the end of this chapter, readers
are completely prepared to utilize the performance evaluation of a set of homoge-
nous firms with multiple input factors and multiple output factors.

6.2 One Set of Weights

The relative scores of the airports depend on the introduced set of weights, and thus,
different sets of weights may introduce different airports as those that have done the
job well. Studying about the extremum values of the relative scores is useful to
provide several sets of weights in order to nominate the airports which might have
done the job well. But, it is usually difficult to select a set of weights from the
extremum values of the relative scores and, for this aim, several linear programming
should also be solved. This may motivate the researcher to find a method to provide
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only one set of weights to suggest the relative scores for all airports simultaneously;
for instance, similar to average estimation measurement in Sect. 5.6.2. However,
none of the methods are pure while the weights are not available, and each method
may only cover a special purpose which should transparently be noticed. In this
section, several different methods are illustrated.

Since the score of each airport number i (i = 1,2, ..., 8) is measured by Eq. 5.3,
without loss of generality, suppose that each score is less than equal to 1, that is,
Sl yawi/ Z;:1xﬁwf <1, fori =1, 2, ..., 8 This assumption is always

possible. Hence, the following eight inequalities are yielded:
3 N 4 _ .
Zk:lyikwk §Zj:1xijw , for i=1,2,...,8. (6.1)

Method 1 For the first method to find a set of weights, which satisfies all the
inequalities in Eq. 6.1, let’s suppose that, X:i:lyikwk+ >1,fori=1,2, ...,
8. This assumption always yields positive weights for at least one of the output
factors and one of the input factors. Now, assume that, the researcher would like to
measure the minimum value of the linear combination of the total value of each input

factor of the airports, that is, S5, Z;:l (xgw;) = Z;Zl . x;)w; . The follow-

ing linear programming lets us calculate a set of weights to measure the relative
scores of all airports simultaneously.

) Z;‘:lx,-jw.’,

Subject to

S yawi < Z?:lx[jw]-’, for i=1,2,...,8,
S vawi =1, for i=1,2,...,8,

w; >0, for j=1,2,3,4,

wi >0, for k=1,273.

1. Copy the 9 columns of Table 5.1 on an Excel sheet into cells A1:19, as Fig. 6.1
depicts.

2. Label B11 as ‘“Weights’, J1 as Y Constraints’, K1 as ‘X Constraints’, and L1 as
‘Relative Scores’.

3. Assign the following command into J2 (without the quotation ”)

‘=Sumproduct(G2:12,G$11:1$11)".

4. Copy J2 and paste it into J3:J9.
5. Assign the following command into K2 (without the quotation *’)

‘=Sumproduct(C2:F2,C$11:F$11)’.
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K9 qE fi | =sumprobuCT(Co:F9,SC1L:57$11)
A B G D 4 F G H I J K L

1 . N . Alrport . Ay . Apron . Terminal . Ruamay . Plights ~ Pasengens . Cargo .Y'Eon!minu X Constrainty Rehti\'eScm!.
) |1 A 1,200 304082 45600  3SBEI0 30707 4030859 T4 1623554 Tenssn | 1000000
3 | 2 B 503 N3 /T8 MBI 46875 47RRI0 0 19050 | 11343704 | 12105815 0937047
4 | 3 c $00 41,003 11800 | 269955 15608 | 1019967 1587 LT 2765 | 0783263
5 | D 1,041 10464 21050 395730 39871 L7MSM 0 4519 3904316 6436505 | 0.606552
6l 5 E 1000 30000 8000 | 12330 | 4887 42097 139 L0000 | 1964161 | 0509123
7 | ¢ B 47 63,000 8000 905 41088 20655M | S4M 4767140 | 4767140 | 1.000000
8 [ 1 4 481 41,10 9,300 268,995 19010 | 97313 3826 1208698 | 2750117 | 0.833855
9] 8 B 1,346 303,174 76310 | 421305 | 129083 1709741 39556 | 26957764 | 16937764 | 1.000000
10 73591742 !

. Weizhts | 0.000000000 0.000037842 0.000103613 0.000000000 0.000000000 0.000001514 0.000114843

.,_.
o=

Fig. 6.1 Setting Excel to solve Eq. 6.2

. Copy K2 and paste it into K3:K9.

. Assign the command ‘=Sum(K2:K9)’ into K10.

. Assign the command ‘=J2/K2’ into L2.

. Copy L2 and paste it into L3:L9.

10. Open ‘Solver Parameters’ window.

11. Assign ‘K10’ into ‘Set Objective’ and choose ‘Min’.

12. Assign ‘C11:I11” into ‘By Changing Variable Cells’.

13. Click on ‘Add’ and assign ‘C11:I11" into ‘Cell Reference’, then select “>=", and
assign ‘0’ into ‘Constraint’.

14. Click on ‘Add’ and assign ‘J2:J9’ into ‘Cell Reference’, then select ‘<=", and
assign ‘K2:K9’ into ‘Constraint’.

15. Click on ‘Add’ and assign ‘J2:J9’ into ‘Cell Reference’, then select ‘>=’, and
assign ‘1’ into ‘Constraint’. Then click on ‘OK’.

16. Tick ‘Make Unconstrained Variables Non-Negative’.

17. Choose ‘Simplex LP’ from ‘Select a Solving Method’.

18. Click on ‘Solve’ (Fig. 6.2).

O 0 3

Table 6.1 illustrates the relative scores of the airports in Method 1 with four decimal
digits. Three airports A, F and H have the relative scores of 1 and E has the least score.
The weights in Eq. 6.2 can also be restricted to positive values, for example by
wj’ >1, w,f > 1. Table 6.2 represents the relative scores for airports with four

decimal digits, where the weights are greater than 1.
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I Solver Parameters

Set Objective: [sks10

To: ) Max @ [Min] 7 Value Of: |0
By Changing Variable Cells:

5C511:51511

Subject to the Constraints:

SCS11:51511 >= 0 -
§J52:5)59 <= SKS2:5K59

§I52:5)59 >= 1

Reset All

i
() BE

[¥] Make L o Vil Non-Negati

Select a Solving Method: Simplex LP B

Solving Method

Select the GRG Nonlinear engine for Solver Problems that are smooth nonlinear. Select the LP
Simplex engine for linear Solver Problems, and select the Evolutionary engine for Solver
problems that are non-smooth.

e

Fig. 6.2 Setting Solver to solve Eq. 6.2

Table 6.1 The results by Eq. 6.2

Airport A B C D E F
Relative score | 1.0000 |0.9370 |0.7833 |0.6066 |0.5091 |1.0000 |0.8359 |1.0000

Q
T

Table 6.2 The results by Eq. 6.2 where w’s are greater than 1

Airport A B C D E F
Relative score | 0.5695 |0.8985 |0.7743 |0.5825 |0.4452 |1.0000 |0.7072 | 1.0000

Q
jus)

The relative score of A is sharply changed while the weights are restricted to
become greater than 1. As illustrated earlier, any restrictions on the weights may
change the results.

Method 2 The previous method does not simultaneously measure the strengths
and weaknesses of all of the input and output factors. Hence, the researcher can
replace the objective of Eq. 6.2 with Zis:l (Z;.‘:] xw; — E,?Z:l yawy ), as Eq. 6.3
illustrates.
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Table 6.3 The results by Eq. 6.3

Airport A B C D E F G H
Relative score | 1.0000 |0.8587 |0.7422 |0.8068 |0.4409 |1.0000 |1.0000 | 1.0000

Table 6.4 The results by Eq. 6.4

Airport A B C D E F G H
Relative score | 1.0000 |1.0000 |0.1485 |0.2995 |0.0535 |0.6145 |0.3347 |1.0000

minZ?:l (Zj:l Xw; — Zi:] yikW:)’

Subject to

S yvawi < b xwi, for i=12,....8,
213(:1%ka+ >1, for i=1,2,...8,

Wy >0, for j=1,2,3,4,

w >0, for k=1,2,3.

Equation 6.3 maximizes the linear combinations of the total values of each output
factor of the airports and minimizes the linear combinations of the total values of
each input factor of the airports. The lower bound for the objective in Eq. 6.3 is
0, and the model is always feasible. The results of Eq. 6.3 are illustrated in Table 6.3.
There are four airports A, F, G and H with the relative score of 1 where airports E and
C have the least relative scores, respectively.

Method 3 For the third method suppose that, Z;;lxijwjf <l,fori=1,2, ...,

8, where the maximum value of Z?:l Ezzl y,»kwj+ is interested, by Eq. 6.4. Similar
to the previous method, at least one of the corresponded weights to the input factors
and one of the corresponded weights to the output factors are positive. Moreover, the

constraints ijl Xw; <l,fori=1,2,...,8, donotlet Eq. 6.4 become unbounded
and the model is always feasible.

8 3

maxy ;| Zk:1yikwk+ ’

Subject to

Zizlyikw,j < Z;‘leijw]f, for i=1,2,...,8,
Sxows <1, for i=12,...8,

Wy >0, for j=1,2,3,4,

wi >0, for k=1,2,3.

(6.4)

As can be seen, the results in Table 6.4 are different from those in Tables 6.1, 6.2 and
6.3. A negligible difference to introduce a constraint may yield different results. Eq. 6.4
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Table 6.5 The results by Eq. 6.5 where w’s are greater than 10~°

Airport A B C D E F G H
Relative score | 1.0000 |0.9347 |0.7327 |0.5772 [0.4711 |1.0000 |0.7507 | 1.0000

maximizes the linear combinations of the total values of each output factor of the
airports. Hence, similar to Method 2, the following method can also be introduced.

Method 4 The objective in Eq. 6.4 can be replaced by the following equation,
S Sy — Z?zl x;jw; , as Eq. 6.5 illustrates.

maxy_; (Zi:l VWi — Z;:I xijwf)’

Subject to

Sl Yawi < Z;‘:lx,jwj", for i=1,2,...,8,
Soxws <1, for i=12,...8,

Wi >0, for j=1,2,3,4,

wi >0, for k=1,2,3.

The optimal weights for the above equation are always O and there is a need to
restrict the weights to become as positive. For example, suppose that the weights are
greater than a very small positive real number such as 0.000000001 = 10~ in
Eq. 6.5. The relative scores of airports are illustrated in Table 6.5.

In short, there are many different methods to introduce one set of weights to
measure the relative scores of airports, and the results of each method may suggest
different relative scores for each airport. While the weights are unknown or the
relationship between input factors and/or the relationship between output factors are
not available, decision making cannot be precise. Nonetheless, studying about
possible relationships between factors is useful and can at least provide a transparent
view to let decision makers find strengths and weaknesses of airports in each
specified approach.

6.3 Relationship Between Two Approaches

As represented in Sect. 5.4, Eq. 5.18 illustrates that C and E are dominated by a
linear combination of F and H. In previous section, it is also shown that there are not
any sets of positive weights which let C and E get greater relative scores than those
of other airports. Are there any relationships between these two approaches? In other
words, is there any relationship between Eqs. 5.18 and 5.30?

In order to answer the above question, suppose that Eq. 5.18 is rewritten for [
(l=1,2,...,38) as follows:
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max s; +s; +55 +5; +57 +55 +57,

Subject to

X1141 +x01dp + -+
X241 + x0040 4+ -+ -
X13A1 + X342 + -+
X14A1 4 X4y + - - -
Yt +ypdo + -
Yioht +ynlo + -+
Yizht +ypdo + -+

+ xgidg + 57
+ xgoAg + 55
+ xg3dg + 53
+ xgadg + 54
+ Yg1ds — 57
+ Ygodg — 53
+ Yg3d8 — 57

4 >0, for i=1,2,...,8,
sj’ZO, for j=1,2,3,4,

s >0, for

k=1,23.

=X,
= X,
= X3,
= Xi4,
=Y
=Yn,
= Yi3>

From the first seven constraints in Eq. 6.6, the following seven equalities are

simply deduced.

ST = Xn — XA —xdp — -
Sy = Xp — XAy —xpdy — -
s3 = Xp —Xx3d1 —Xo3dy — -+
Sg = Xy — X141 — xo4dp — -+

st = =y +ynd+yade + o
53 = —Yp +yph +yn +---
53 = =y +yi3h ol +

— xg14s,
— xg2/8,
— xg343,
— XgaAg, (6.7)
+ yg14s,
+ ygodss
+ Ygadg-

Assume that the first equality in Eq. 6.7 is multiplied by w;, a positive real
number, and so on for other equations by the positive real numbers w; , ws, w, , WT,

wy, and w7, respectively, as Eq. 6.8 illustrates.
wis] = xpwp —xnihwy] — xadawy — - — Xxg1dswy,
Wy Sy = Xpw, — X]2/11W£ — X22/1.2W5 — e = xgzlng’,
W3Sy = Xpwz — X1311W3_ — XQ3/12W3_ —ee = x83/18w3‘,
Wy Sy = Xuwy — X1411W; — )C24/12W2 — = )C34/18WZ, (68)
wis| = —ypwi +ypAwl v dawl e g vy

Wysy = —YpW; + YWy +Ynhawy + o+ ygpdwy,
Wis3 = =YWy +yiiws 4 ysdawi + - 4 g dews,

From Eq. 6.8, the following equation is yielded.
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ZJ1WS + 3wl = (Z;HCIJ Eklylkwk)
—A (Z 1 X1W; Zzzlylkwlj)
'12(21 1 X2jW; Ek 1)’2kwk+)
—A3 (ZJ 1 X8W; Zk:lySle:r)

The above equation is less than equal to 24 xiw; — S0 yawit, where 2; > 0
andzjlx,j Zkly,j]*>0 fori=1,2,...,8 Now, if wy > 1, forj=1,
2.3, 4andwk+ > 1, fork =1, 2, 3, hence

(Zjls +Zklsk)<zjlws 3wl =
(Zj 1 YW Zk 1)’1ka> A (Z 1 X1W; Zk 1)’1ka)
— (ZJ 1 X2/W; Zi:l y2kwl:r) - (Zj 1 X8 W; Zi:l ygkw;:>

< (Z}Ll Wy — Y YIkWIJcr)'
(6.9)

The left-hand side of Eq. 6.9, Z4j: 5+ 2231 s, represents the objective of
Eq. 6.6 with the upper bound as Z w;s; + Z el w, s; . On the other hand, the

equation, Z ;+ Zk . w;'sy, is the lower bound for the right-hand side of

Egq. 6.9, that is, Z? | XGW; — S8, yuwi. Since the left-hand side of Eq. 6.9 is
maximized, there is a need to find the weights, w; and wk , to introduce a very strong
upper bound. The upper bound can be found by minimizing the right-hand side of

Eq. 6.9, given by the following linear programming.

min (Z;":l xyw; — Y it ylkW/j)’
Subject to
St xpwi = S yuwi >0, for i=12...8, (6.10)
w; >1, for j=1,2,3,4,
F>1, for, k=123

Since, min(Z}‘ 1 XY Zk AT _maX(Zi:l)’zkwk+ - Z?:lxljwf)’
then, Eq. 6.10 is equivalent with Egs. 5.30 and 5.31. If Eq. 6.6 (Eq. 5.18) is called
the primal linear programming, Eq. 6.10 (Eq. 5.31) is called the dual linear pro-
gramming. An optimal solution for a feasible and bounded primal linear program-
ming is an optimal solution for the feasible and bounded dual linear programming.
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For instance, the optimal slacks for airport C by Eq. 5.18 are shown in Eq. 5.20
with seven decimal digits, which yields that, the optimal objective of Eq. 5.18
becomes as 308,138.7537662. The optimal weights for airport C by Eq. 5.30 are
also represented in Table 5.21 with seven decimal digits, which yield that the optimal
objective of Eq. 5.30 becomes as —0.03081387537662 with fourteen decimal digits.

As a result, the optimal solution for the objective of Eq. 5.18 is equal to
—0.0000001 times to the optimal objective of Eq. 5.30, which means these two
equations are equivalent.

Section 5.6.4.3 explains that some of the weights in Eq. 5.29 can also select 0 or
the restrictions for the weights can be different from one weight to another. In other
words, Eq. 6.10 is an especial case of the following equation, where W, > 0, for

j=12,3,4and W, >0, fork =1, 2, 3.

min (Z;‘:l Xyw; — 213(:1 )’lkwlj)’

Subject to

S aw = S yuw) >0, for i=12...8, (6.11)
w; > Wj’, for j=1,2,3,4,

wi > W, for, k=123

The dual linear programming for Eq. 6.11 is given as:

. 4 3
min (ijl Wosi + 3000 W,js,f),

Subject to
S xhi+ 57 =xy for j=1234,
Zf:l Yichi — ¢ =y, for k=1,2,3, (6.12)

4 >0, for i=1,2,...,8,
s; >0, for j=1,2,3,4,
s, 20 for, k=1,2,3.

As can be seen, for instance, while one of the W;(; =1,2,3,4) is equal to 0 in
Eq. 6.11, the corresponded coefficient of the slack s; in the objective of Eq. 6.12 is
equal to 0, which means, the optimization is measured based on the strengths or the
weaknesses of other factors. Of course, the slack sj_ may not be 0 when Wj_ =0, and
the optimal value of 5; is measured from the constraints in Eq. 6.12.

Note that since the purpose of Eq. 6.11 is to estimate the maximum value of the
relative scores of an airport in Eq. 5.24 in Form 3, it is not necessarily important
whether one of the coefficient of the slacks, (that is, Wj_ forsomej=1,2,3,4or W,f
for some k = 1, 2, 3) is 0, as illustrated in Sects. 5.6.4.1 and 5.6.4.2 as well as
Figs. 3.14, 3.18, 4.11 and 4.13 in Chaps. 3 and 4.

On the other hand, Eq. 5.18 (Eq. 6.12) measures whether an airport has done
the job right according to the radiate, the convexity and the wholly dominant
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approaches, as illustrated in Sect. 5.4. Eq. 6.11 is also a dual linear programming for
Eq. 6.12, thus, in order to linearly measure the partially dominant concept
(to introduce the airports which have done the job well), the combination of these
three linear approaches is required. In other words, the combination of the convexity
and the wholly dominant approaches (without the radiate approach) is not enough to
find the airports which have done the job well, although, this combination finds the
airports which have done the job right, according to the approach. It is again noticed
that, the concept of doing the job right is not able to rank or benchmark airports. The
maximum value of the relative scores of an airport is not also a relative score in
comparison with the maximum value of the relative scores of another airport. In
addition, how to find the maximum (minimum) values of the relative scores or how
to introduce the practical points according to available data, do not necessarily
provide the suitable weights to introduce the relative scores of the airports. The
concept of doing the job right depends upon how to introduce the practical points by
an approach, but the concept of doing the job well depends upon the values
by Eq. 5.4 while a set of weights are estimated. None of the introduced models by
Egs. 5.25, 5.26, 6.34. and 6.35 and so on, are proposed to find the airports which
have done the job well. These approaches and models are only used to provide a
better view to introduce the weights for measuring the relative scores of the airports
with lower risks, in order to identify the airports which have done the job well, while
there is no any information about the weights.

6.4 Examining a Delta Neighborhood

In Chap. 2, while A has the highest rank the agencies Q and K, which are next to A,
have the higher ranks in comparison with other agencies as well. While D has the
greatest relative score, its neighborhood, P, also has a greater relative score in
comparison with almost all of the other agencies. Similarly, the differences between
the relative scores of the points in the neighborhood of H and the relative score of H
should be negligible. This means while very small errors introduced in the factors of
an airport, the suggested relative scores as well as the ranks for these two situations
should not have significant differences. How can a measure be introduced to satisfy
these statements?

6.4.1 Introducing a Delta Neighborhood

Suppose that a point in the neighborhood of H, which is wholly dominated by H, is
selected. This point has seven components which none of its input factor compo-
nents should be less than the corresponded input factors of H and none of its output
factor components should be greater than the corresponded output factors of H. In
other words, if the components of airport H is (xgi, Xg2, Xg3, X84, Y81, V82, ¥83)> @
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Fig. 6.3 Neighborhoods of H in two dimensions

neighborhood of H, which is wholly dominated by H, can be introduced as Eq. 6.13,
where 617 and (Sk+ are non-negative real values, forj =1,2,3,4and k =1, 2, 3.

(xs1 4 8y, Xg2 + 85, x83 + 53, Xga + 64, yg1 — 01 , g — 63, ¥53 — 3 ). (6.13)

Since each factor can have different unit of measurements, the values 5; and 5;[
should have the same unit of measurement corresponded to the factors.

One way to introduce the vector (8,8, , 85,8, 81,85 , 57 ) is to use the specified
airport measurement approximation. Note that this selection of deltas is later
extended for different measurement approximations, and will be optimized in the
next chapter.

Suppose that the same proportion of each factor is considered to introduce §; and
5;, forj=1,2,3,4and k = 1, 2, 3, by the following equations, for € [0, 1):

8 =8xxy and S =8 X yg (6.14)

The values 6, , forj =1, 2, 3, 4, and 55, fork=1,2,3in Eq. 6.14 have the same
units of measurement with corresponded factors. From Eq. 6.14, the point in a
d-neighborhood of H (for 6 € [0, 1]) can be introduced as follows:

((1+5) X.Xg],...,(1+5) X)C34,(1—5) Xy817...,(1—5) X)’s3)- (615)

When 6 = 0 in Eq. 6.15, (that is, selecting a 0%-neighborhood), Eq. 6.15
represents H, and when § = 1, (that is, selecting a 100%-neighborhood of H), the
point (2xgq, 2xg,, 2xg3, 2Xx34, 0,0, 0) is deduced.

To simplify the illustration, assume that H has only two (three) components;
thus, the above technique displays the opposite vertex of a rectangular (rectangle
cube) in comparison with H. For example, Fig. 6.3 illustrates a neighborhood of
H in two dimensions by three different cases. In case (1), H has one input and one
output factors. In case (2), H has two input factors and in case (3), H has two output
factors.
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6.4.2 The Maximum Value of the Relative Scores

By using the same approach from Sect. 5.6, to measure the maximum value of the
relative scores of the introduced point in a §-neighborhood of H in Eq. 6.15, the
following equation should be solved for / = 8.

(1=8) i w{ +yow; +yswi)
(148) (xnwy +xwy +xpwy +xuw,)

+ + +

Yaw] Hypw, +ysw .

max WL 2Ty BT i =1,2,...,8
Xt W HXpW, FX3Wy +Xiawy

max twy >0,wi >0p. (6.16)

As illustrated in Sect. 5.6, the best benchmarking for H by the fractional pro-
gramming in Eq. 6.16 might not be found by Forms 1, 2 and 3. Indeed, the strengths
or the weaknesses of both input and output factors are not simultaneously measured
by Forms 1 and 2. Form 3 is also the same as Form 1 (Form 2), while the same
constraints of Form 1 (Form 2) are selected for Form 3. Of course, Form 3 can
simultaneously measure the strengths and the weaknesses of both input and output
factors. Nonetheless, different restrictions for the weights in Form 3 may yield
different outcomes. Form 3 also does not measure the magnitude of the linear
combination of the input factors in comparison with the linear combination of the
output factors, which is necessary for measuring the relative scores of the airports.
Even if Forms 1, 2 and 3 did not have these shortcomings, and Eqgs. 5.21 and 6.16
could easily be solved, only the maximum values of the relative scores of the airports
are measured which neither represent the desired relative scores for the airports nor
provide a measure to examine the differences between the proposed scores for an
airport and its delta neighborhood.

In addition, the coefficient, (1 — 8)/(1 + ), is the only difference between
Egs. 5.21 and 6.16, and does not affect the optimal weights in the both equations.
In other words, the optimal weights to measure the maximum value of the relative
scores of a d-neighborhood of H suggest the maximum value of the relative scores
for H as well. This phenomenon is due to the way of introducing a delta neighbor-
hood, which has the same proportionate increasing of the values of input factors and
decreasing of the values of output factors. From such an approach, we try to find a
new measure (different with Eq. 5.21 and Forms 1-3) which lets us calculate Types
1-4 is Sect. 1.2 and Types 5 and 6 in Sect. 4.4.

In contrast, while the delta value is changed, the objective in Form 3 is not
equivalent for §-neighborhoods of H (I = 8), as Eq. 6.17 displays. This important
difference can lead us to introduce a new measure to bridge between the concepts of
doing the job right and doing the job well.
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min( Z (1 +8)xyw; -y - )ylkwk)

Subjectto

Zj | XKW =3 vawi >0 for i=1,2,...,8, (6.17)
w; > 107 7, for j=1,2,3,4,

wi >10"7, for k=1,2,3.

The objective in Eq. 6.17 depends upon the value of delta and using Form 3 for
a O-neighborhood of H may not suggest the relative score of 1 for
H. Nevertheless, if the suggested optimal weights in Eq. 6.17 for a delta neigh-
borhood of H do not yield the relative score equal to 1 for H, another airport in
Table 5.1 should have the relative score equal to 1. We use this phenomenon to
find a new measure based upon the value of delta.

Since all of the weights in Eq. 6.17 are restricted as greater than equal to
0.0000001, Eq. 6.17 is equivalent with Eqs. 5.30 and 5.31. From the findings in
Sect. 6.2, the dual linear programming for Eq. 6.17 is given as:

maxlO”(Z, 15j +Ek 1Sk)
Subject to
Z? | Xjhi 57 = (14+6)xy, for j=1,2,3,4,

Zy,k/l st = (1 =8y for k=1,2,3, (6.18)

/IiZO, for i=1,2,...,8,
S; >0, for j=1,2,3,4,
sy >0, for k=1,23.

Since the weight/worth/price of each factor is not known, the unit of measurement
for each slack is also unknown. Therefore, the objective in Eq. 6.18 may not be valid.
In other words, the restrictions for the weights in Eq. 6.17 should not be introduced
blindly.

One simple way to relax the units of measurement in the objective of Eq. 6.18
is to divide each slack by the value of the corresponded factor instead of dividing
by 107 or another real number, (that is, using the specified airport measurement
approximation). In other words, the coefficients of the slacks in Eq. 6.12 can be
selected by W, = 1/xy,forj=1,2,3,4,and W, = 1/yy, fork=1, 2, 3. Of course,
the results depend on this approach, but in the end, the model is extended to deal with
different approaches as well.

From the assumption to relax the units of measurement in the objective of
Eq. 6.18, the weights in the dual linear programming (Eq. 6.11), wf and w, , are
restricted by W, = 1/xy, forj = 1,2, 3, 4, and W, = 1/yy, for k = 1, 2, 3,
respectively. Hence, Eq. 6.19 is yielded instead of Eq. 6.17, for/ =1, 2, ..., 8.
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min (S (1+ 8wy — S0, (1= a)yef ).

Subject to

Z;leijwj‘ — 22:1%ka+ >0, for, i=1,2,...,8, (6.19)
W > 1/x, for j=1,2,3,4,

wi > 1)y, for k=1,2,3.

The optimal values for the weights w;” and wy in Eq. 6.19, while / =8 and § =0,
yield that the relative score of H (measured by Eq. 5.3) becomes as 1, which is the
maximum value of the relative scores of H.

If the value of the delta is changed to 0.01, which means a 1% neighborhood of H
is selected, the optimal values for the weights, w;” and wy, in Eq. 6.19 yield the same
relative score for H, whereas the relative score for that neighborhood is 0.9801.
Table 6.6 illustrates the relative scores of H and its neighborhood in five decimal
digits while the value of delta is changed from O to 0.01, 0.1, 0.2, 0.5, 0.6, 0.9, and
0.99 in Eq. 6.19.

As 6 — 1, that is, the neighborhood of H is selected farther and farther from H, the
optimal values for the weights, w; ™ and w;", in Eq. 6.18 suggest the smaller and
smaller relative score for that neighborhood, whereas the optimal values suggest the
same relative score for H. Are the same outcomes for H in Table 6.6 deduced for
other airports A, B, D, F and G as well? (Note that these airports have the maximum
value of the relative scores equal to 1, when 6 = 0).

In order to solve Eq. 6.19 for each airport by the Microsoft Excel Solver 2013
software the following steps can be followed:

1. Copy the 9 columns of Table 5.1 on an Excel sheet into cells A1:19, as Fig. 6.4

depicts.

2. Label B11 as ‘Index1’, B12 as ‘Index2’, B14 as ‘Neighborhood’, B15 as
‘Weights’, B16 as ‘Restrictions’, E11 as ‘Objective’, E12 as ‘Delta’, H11 as
‘Max value’, J1 as ‘Constraints’.

. Assign the values 0, 0.01, 0.1, 0.2, 0.5, 0.6, 0.9 and 0.99 to cells K1-R1.

. Assign the number 1 to cells C11 and C12.

5. Assign the command ‘=(1 + $F12)*Index(C2:C9,$C11)’ to Cl14. Then, copy

C14 and paste it to D14, E14 and F14.
6. Assign the command ‘=(1-$F12)*Index(H2:H9,$C11)’ to Gl14. Then, copy
G14 and paste it to H14 and 114.

7. Assign the command ‘=1/Index(C2:C9,$C11)’ to C16. Then, copy C16 and

paste it to D16-116.

8. Assign the following command to F11

‘=Sumproduct(C14:F14,C15:F15)-Sumproduct(G14:114,G15:115)’.

B~ W

Table 6.6 The relative scores of H and its delta neighborhood

Delta 0 0.01 0.1 0.2 0.5 0.6 0.9 0.99
Neighborhood 1 0.980 0.818 0.667 0.333 0.25 0.053 0.005
H 1 1 1 1 1 1 1 1
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vl i )(1 =SUMPRODUCT(C14:F14,C15:F15)-SUMPRODUCT(G14:114,G15:115)
A B C D E F G H | J
N Airport Area Apren | “Terminat Runway Flizhts [ Passengers [ Carzo [ Constraitas
1 A 1,200 304,182 45,600 353,610 30,707 | 4,030,858 74,184 2.1952695549
2 B 503 213,729 38,778 348,120 46,875 4,783,120 18,050 1.0031777320
3 [ 800 41,003 11,800 269,955 15,608 1,035,967 1,587 1.3452821024
4 D 1,041 112,464 21,050 395,730 35,871 1,744,524 4,519 1.5721925841
5 E 1,002 30,000 8,000 192,330 4,387 427974 1,574 1.5761231922
3 F 478 63,000 23,000 389,115 41,088 2,165,572 5414 0.8648213617
F) G 481 47,210 9,300 268,995 19,010 971,313 3,826 0.8528460502
§ H 1,346 503,274 76,370 421,305 128,153 | 11,708,741 = 35,536 0.0000000000
Index1 1 Objective | 10.30858641 Max value  0.5774434
Index2 8 Dalta 0.5%
Neighborhood 2,388.000 ===== # ©0,744.000 703,683.500 307.070 40,308.5%0 T741.840

Weights  0.0008333  0.0000033 0.0000481  0.0000028  0.0000326 0.0000002 0.0000135
Restrictions  0.0008333 = 0.0000033 | 0.000021% = 0.0000028 | 0.0000326 0.0000002 0.0000135

. 6.4 Setting Excel to solve Eq. 6.19

. Assign the following command to 111

‘=Sumproduct(Index(G2:19,C11,0),G15:115)/Sumproduct(Index(C2:F9,
C11,0),C15:F15).

Assign the following command into J2.
‘=Sumproduct(C$15:F$15,C2:F2)-Sumproduct(G$15:1$15,G2:12)’ (Fig. 6.5).

Copy J2 and paste it to J3-J9

Assign the command ‘=Index(K1:R1,C12)’ to F12.

Open ‘Solver Parameters’ window.

Assign ‘F11° into ‘Set Objective’ and choose ‘Min’.

Assign ‘C15:115’ into ‘By Changing Variable Cells’.

Click on ‘Add’ and assign ‘J2:J9’ into ‘Cell Reference’, then select ‘>=’, and
assign ‘0’ into ‘Constraint’.

Click on ‘Add’ and assign ‘C15:115’ into ‘Cell Reference’, then select ‘>=", and
assign ‘C16:116’ into ‘Constraint’. Then click on ‘OK’.

Tick ‘Make Unconstrained Variables Non-Negative’.

Choose ‘Simplex LP’ from ‘Select a Solving Method’

Click on ‘Solve’.

From ‘Developer’ in the toolbar menu, click on the ‘Insert’ icon to open the
‘Form Control’ window.

Click on the first icon, ‘Button (Form Control)’, and then click on a place on the
Excel sheet.

In the opened window with the title ‘Assign Macro’, click on ‘New’. So, the
‘Microsoft Visual Basic for Applications’ window is opened.

From the toolbar menu, click on ‘Tools> References...>’ and make sure ‘Solver’
is ticked, and then ‘OK’ (Fig. 6.6).
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Fig. 6.5 Setting Solver to solve Eq. 6.19
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Sub Buttonl_Click()
Dim i, j A= Integer
For i=1To 8
Range ("C11"} = i
For j=17To0 8
Range ("C12") = 3
SolverSolve UserFinish:=True
Cells(i + 1, j + 10) = Range("I11")
Hext j
Next i
End Sub

-

Fig. 6.6 Setting VBA to solve Eq. 6.19
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25. Inside of the ‘Microsoft Visual Basic for Applications’ window, write the
following commands between ‘Sub Button1_Click ()’ and ‘End Sub’.

Dim i, j As Integer
Fori=1To 8
Range("C11") =i
Forj=1To 8
Range("CI12") =
SolverSolve UserFinish:=True
Cells(i + 1, j + 10) = Range("I11")
Next j
Next i

26. Close the ‘Microsoft Visual Basic for Applications’ window.

27. Click on the small rectangle which was automatically made on the Excel sheet in
Step 20.

28. The maximum values of the relative scores of airports by solving Eq. 6.19 are
represented into cells K2:R9. Table 6.7 illustrates the transpose of the results in
cells K2:K9.

As can be seen in Table 6.7, H is the only airport that even the optimal weights for
its 99% neighborhood by Eq. 6.19 yield the relative score of 1 for H.

Similarly, F (and A) is the airport that even the optimal weights for its 60% (50%)
neighborhood yield the relative score of 1 for F (A) by Eq. 6.19. In contrast, the
optimal weights for 10% neighborhood of G, B and D do not suggest the maximum
value of the relative scores of G, B and D.

6.4.3 The Dual Linear Programming of Form 3

From another point of view, let’s examine the dual linear programming of Eq. 6.19,
as Eq. 6.20 represents, for [ = 1,2, ..., 8.

4 - 3
max Y (87/x) + Demy (58 /)

Subject to
S Xghi + 5 =x;+0x,  for j=1,2,3,4,
Zil Vichi — S =y — Oy, for k=1,2,3, (6.20)

4 >0, for i=1,2,...,8,
s; >0, for j=1,2,3,4,
sf >0, for k=1,2,3.
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Table 6.8 The optimal value of the objective of Eq. 6.20

Delta A B C D E F G H

0 0.00000 | 0.00000 |4.18463 |0.00000 |5.42004 |0.00000 |0.00000 |0.00000
0.0001 |0.00124 |0.00154 |4.18649 |0.04940 |5.42118 |0.00114 |0.00238 |0.00080
0.01 0.12441 |0.15438 |4.37043 |1.79755 |5.53424 |0.11346 |0.23748 |0.08000
0.1 1.24413 | 1.34554 |5.93963 |3.90847 |6.56204 |1.13464 |2.18542 |0.80000

The units of measurement for the slacks s;” and sy are the same as the units of
measurement for the x; and yy, forj =1, 2, 3,4 and k = 1, 2, 3, respectively. Thus,
the objective in Eq. 6.20 has the unity scale. While the value of delta is 0, Eq. 6.20 is
the same as Eq. 6.21, (where W;” = 1/xy forj=1,2,3,4, and W, = 1/yy, for
k=1, 2, 3), and the objective for the airports A, B, D, F, G and H are 0. In addition,
when the value of delta in Eq. 6.20 is positive, at least one of the slacks, sj_ and s,f, are
positive. Hence, the objective of Eq. 6.20 is not zero for 6 > 0.

The objective in Eq. 6.20 maximizes the slacks, which display potential decrease
of the input factors and potential increase of the output factors for airport number /
(I=1,2,...,8), where W; = 1/xj, forj=1,2,3,4,and W, = 1/yy, fork =1,
2, 3. Table 6.8 represents the optimal value of the objective of Eq. 6.20 with
5 decimal digits for four different values of delta.

The scores in Table 6.8 depend on the values of delta, and varied from one airport
to another, however, the scores are neither between O and 1, nor allow measuring
the corresponded relative scores for airports in Table 6.7, similar to Eq. 6.19.
Therefore, suppose that the optimal solution for Eq. 6.20 is
(A Af Al A, A5, A, Ay, A, s s s ™ s ™, siy* s sl ), for airport num-
berl(I=1,2,...,8). Assume that xl’; and y;; are defined as follows:

X
=y =Sy +sit, for j=1,23.

=x;+6x; —s-F for j=1,2,3,4,
P / (6.21)

As illustrated in Sects. 5.3 and 5.4, the optimal slacks s;* forj=1,2,3,4 and
si* for k = 1, 2, 3, represent the lack of performance of the following point

(Eq. 6.22), which is a neighborhood of airport number /.

(146) X2,y (1+8) X a1 (1= 8) X yysee s (1= 8) X yg).  (6.22)

Equation 6.21 displays that the point (xj;, x5, x5, x4, yii, 5, v5) is found from
Eq. 6.20, by decreasing the excess of the input factors and increasing the shortage of
the output factors of the point in Eq. 6.22, (regarding the introduced restrictions for
each factor by the inverse value of the corresponded factor). Both the airport number
I and the suggested point in Eq. 6.21, (x}}, x5, x5, x4, ¥i, ¥, v}3 ) » dominate the point
in Eq. 6.22. The scores of these two points may be compared by the following
equation, where W, = 1/xj forj=1,2,3,4,and W, =1/y,, fork=1,2,3.
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Table 6.9 The suggested score by Eq. 6.23

Delta A B C D E F G H

0 1.0000 1.0000 | 0.3557 1.0000 | 0.2898 1.0000 1.0000 1.0000
0.0001 0.9998 0.9998 [0.3556 |0.9847 |0.2898 |0.9999 | 0.9996 1.0000
0.01 0.9806 |0.9802 [0.3482 |0.6244 |0.2898 |0.9861 0.9554 1.0000
0.1 0.8410 |0.8449 |0.2984 |0.4444 ]0.2898 |0.8751 0.6455 1.0000

3 4 _
>kt Wi/ Zj:l W x;

3 4 — %
D i1 leylﬂ;c/Zj:l W; x;;

Equation 6.23 can be less than equal to 1 or greater than 1. If the score of the point
(x5 X35, X5, X, Vit v, vp3 ) is greater than or equal to that of the airport number /,
(that is, the value of Eq. 6.23 is less than or equal to 1), the suggested point from
Eq. 6.20 has a better performance in comparison with the airport number /, (regard-
ing the introduced restrictions for the weights in Eq. 6.19). Table 6.9 illustrates the
value of Eq. 6.23 with 5 decimal digits for each airport while the value of delta is
0, 0.0001, 0.01 and 0.1. The results in Table 6.9 represent the same outcomes as the
results in Table 6.8 as well as providing the scores between 0 and 1.

(6.23)

6.4.4 Introducing a New Measure

Since the optimal solution for Eq. 6.20 is not unique, the value of Eq. 6.23 may vary
from one optimal solution to another. In addition, Eq. 6.20 represents the outcomes
by Form 3 which does not measure the magnitude of the linear combination of the
output factors in comparison with the linear combination of the input factors, (and
this is a difference between Eqgs. 6.16 and 6.17). Therefore, if the smallest value of
Eq. 6.23 for an airport is measured, this means, the best point in the generated area by
the constraints (the feasible area), (x}},x5,x5, x4, v\, y5, ), corresponded to the
introduced delta value, is suggested by a new measure, in order to display the
shortcomings of the performance of that airport, (regarding the introduced restric-
tions for the weights in Eq. 6.19). Even if the suggested point in this situation is not
unique, the score is optimal regarding the value of delta. In order to find the
minimum value of Eq. 6.23, according to the constraints in Eq. 6.20, let’s extend
Eq. 6.23 by using Eq. 6.21, as follows:
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Zi Wi/ 214 WXy B
e WYk S Wixg
_ Zk:l Wi/ Zj:l W x;
Zi:l Wi vy — Sy +5%)/ Z;Ll W (x[j + oxy — Sj_*)

4 (6.24)
Zj:l W (x + ox — *>/Z] Wi
=3
Skt Wi — Oy +577)/ i Wi
>t wr (x + oy — *)/ZJ W
S Wi (i — Syu +57%)/ S Wiy
Hence, the objective of Eq. 6.20 can be replaced by Eq. 6.24, given by:
4 _ _ 4 _
min Zj:l W; (o + oy — S; )/Zj:l W x;;
Seet WO — v +50)/ iy Wi
Subject to
8 _ .
XA + 87 = x4+ 6x;, for j=1,2,3,4,
Dic1 Xyhi £ 5 = X+ x J (6.25)

21'8:1 Yirhi — S;:r =yx — Oy, for k=1,23,
4>0, for i=1,2,...,8,

s; >0, for j=1,2,3,4,

sf >0, for k=1,2,3.

Equation 6.25 is a non-linear programming, and finds the minimum value of
Eq. 6.23, according to the constraints in Eq. 6.20. In addition, the terms Zj: Wi

and ZZ: . Wy, in Eq. 6.25 are constant real numbers for airport number /
(I =1,2,...,8). Thus, the model suggests the best point in the feasible area in
comparison with airport number /, regarding the delta value and W;” and W . For
instance, when the specified airport measurement approximation is used, that is,
W, = 1/xj forj=1,2,3,4, W, =1/y,, fork=1,2,3,and § = 0, the following
non-linear programming in Eq. 6.26 is deduced.

The term in the numerator of the objective in Eq. 6.26,

4 _ . 4 _
(1/4) Zj:l {1 - (sj /xlj)}, that is, (1/4) Zj:l {(xlj -5 )/xlj}, measures the
mean proportional reduction rate of the input factors, and the term in the denomi-
.. . 3 .
nator of the objective in Eq. 6.26, (1/3) Zk:l [1+ (s /yx)]. that is,

3
(1/3) Z oy [0+ 58) /yi], measures the mean proportional expansion rate of
the output factors.
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(/9350 [ = (55 /)]
3 9
(1/3) 22y [1 4 (s /)]
Subject to
S xhi+s7 =xy, for j=1,234,
Z§:1 Yiki = ${ =y for k=123,
4 >0, for i=1,2,...,8,
s; >0, for j=1,2,3,4,
sy >0, for k=1,2,3.

min

(6.26)

In order to introduce a delta linear programming, suppose that the denominator in

Eq. 6.25, 22:1 Wi (e — Sy + 7))/ Zzzl W yy. is equal to 1/, for a positive
real number . Therefore, the following equation is deduced.

min (Z;.‘:l Wy (x;,- + x5 — SJ_) / Z;Ll Wj’xlj) t,

Subject to

Soiet Wi e — Oy + )/ Sy Wiy = 1/,

S xphi + ) =xp+oxy,  for j=1,2,3,4,
Z§:1 Yiki =S¢ =Y — Oy, for k=123,
4 >0, for i=1,2,...,8,

57 >0, for j=1,2734

sy >0, for k=1,2,3,

t>0.

(6.27)

By multiplying the variable ¢ to each term of the objective in Eq. 6.27, as well as
multiplying the variable ¢ to each constraint of the equivalent Eq. 6.28 is yielded.

min( S W Gt + St — t57) ) Yo W),
Subject to

213(:1 W (vt — Syt + fslf)/Zi:] Wiy =1,
Zf:l xjth; +ts; = xyt + oxyt, for j=1,2,3,4,
SOyt — 157 = yut — Syut,  for k=1,2,3,
thi >0, for i=1,2,...,8,

1s; >0, for j=1,2,3,4,

ts7 >0, for k=1,2,3,

t>0.

(6.28)

Now, the variables t4;, Is; and tsk*, can be renamed as A;, Sj* and Sk*, respectively,
fori=1,2,..,8,j=1,2,3,4and k=1, 2, 3.
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min( S W (gt + St — 7)) S Woy),
Subject to

Skt Wi it = Syt +S0)/ Somy Wiy = 1,
S XA+ S =xpt + dxyt for j=1,2,3,4,
S i — S = yut — Sypt,  for k=1,2,3,
A; >0, for i=1,2,...,8,

Sj’ >0, for j=1,2,3,4,

SF >0, for k=123,

t>0.

(6.29)

We can again rename the variables A;, S; and Sk+ by 4;, s; and sk*, respectively, for
i=1,2,..,8,j=1,2,3,4and k = 1, 2, 3, and introduce the following linear
programming

min( 2;1:1 W, (xit + Sxyit — s77)/ Z;Ll W xp),

Subject to

S iy Wi Ot — Syt +55)/ Yoy Wiy = 1,

S xghi b s =xyt+oxyt, for j=1,2,3,4,

Z?:l Yahi — s = yyt — Syyt, for k=1,2,3, (6.30)
A >0, for i=1,2,...,8,

s >0, for j=1,2,3,4,

sf >0, for k=1,2,3,

t>0.

Equation 6.30 can still be simplified as follows.

. 4 o -

mm((l +o) =2 Wisi /> W, xlj),

Subject to

(1= 8)r + 300 Wiisi / S Wi = 1,

S xhisy =t(1+8)x; for j=1234,

S vihi — ¢ = t(1=8)y, for k=1,2,3, (631)

A>0, for i=1,2,...,8,

s; >0, for j=1,2,3,4,

sf >0, for k=123,

t>0.

In order to solve Eq. 6.31 by the Microsoft Excel Solver 2013 software while

W, = 1/xy,forj=1,2,3,4, W, =1/y,, fork=1,2,3,and §is 0, 0.0001, 0.01
and 0.1 the following instructions are introduced.
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c17 .| Jx | =SUMPRODUCT(C2:C9,512:5J9)+C18
A 8 C D E F G H I J
1 [ N Airport Area Apron Terminal Runway Flights Passengens Cargo Lambdas
2| 1 A 1,200 | 304,152 | 45600 | 353,610 30,707 | 4,030,859 | 74,184 | 1.000000
3| 2 B 503 213,729 | 38,778 | 348,20 @ 46875 | 4,783,120 | 19050 | 0.000000
4| 3 c 800 41003 | 11,800 | 269,955 15608 | 1,035,967 1587  0.000000
5| a4 D 1,041 | 112,464 | 21050 | 395730 39,871 | 1,744,524 | 4919  0.000000
6| s E 1,002 30,000 5000 | 192,330 | 4,887 | 427,974 1,574 | 0.000000
71 s F 478 63000 | 23,000 & 389,115 41,088 | 2165572 5414  0.000000
s| 7 G 481 47,210 9300 | 268995 19010 | 971,313 | 3526  0.000000
9| s H 1346 | 503,274 | 76370 | 421,305 129,153 11,709,741 | 39,556  0.000000
10|
11| Index 1 1 Index 2 1
12
13| w 0.000833 | 0.000003 = 0.000022 | 0.000003 | 0.000033  0.000000 | 0.000013
14
15 | Constraint 1 ¢ 1 Objective | 1.000000
16
17 Left | 1,200 _| 304,182 | 45600 | 353610 @ 30,707 | 4,030,859 74,184
18 Stacks 0.000 0.000 0.000 0.000 0.000 0.000 0.000
19 Right 1200 304182 | 45600 | 353610 30707 | 4030859 | 74184
Fig. 6.7 Setting Excel to solve Eq. 6.31
1. Copy the 9 columns of Table 5.1 on an Excel sheet into cells A1:19, as Fig. 6.7
depicts.

B~ W

10.

. Label B11 as ‘Index1’, E11 as ‘Index2’, B13 as ‘Weights’, B15 as ‘Constraint’,

B17 as ‘Left side’, B18 as ‘Slacks’, B19 as ‘Right side’, E15 as ‘#’, H15 as
‘Objective’, and J1 as ‘Lambdas’.

. Assign the values 0, 0.0001, 0.01 and 0.1 to cells KI-NI1.
. Assign number 1 to cells C11 and F11.
. Assign the command ‘=1/Index(C2:C9,$C11)’ to C13. Then, copy C13 and

paste it to cells D13-113.

. Assign the command ‘=Sumproduct(C2:C9,$J2:$J9) + C18’ to C17. Then,

copy C17 and paste it to D17, E17 and F17.

. Assign the command ‘=Sumproduct(G2:G9,$J2:$J9)-G18’ to G17. Then, copy

G17 and paste it to H17 and I17.

. Assign ‘=$F15%(1 + Index($K1:$N1,$F11))*Index(C2:C9,$C11)’ to CI9.

Then, copy C19 and paste it to D19, E19 and F19.

. Assign ‘=$F15*(1-Index($K1:$N1,$F11))*Index(G2:G9,$C11)’ to G19. Then,

copy G19 and paste it to H19 and 119 (Fig. 6.8).
Assign one of the following commands to C15

‘=F15*(1-Index(K1:N1,F11)) + Sumproduct(G13:113,G18:118) /
Sumproduct(G13:113,Index(G2:19,C11,0))’,
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Solver Parameters L - &
Set Objective: SI1515
To: ) Max © [Mig| ) Value Of: 0
Ey Changing Variable Cells:
$152:5159, SCS18:5I518, SFS15

Subject to the Constraints:

SC515=1 -
SCS17:5I517 = SCS19:51519 4dd

Change

[V] Make Un P e

Select a Solving Method: Simplex LP B

Solving Method

Select the GRG Nonlinear engine for Solver Problems that are smooth nonlinear. Select the LP
| Simplex engine for linear Solver Problems, and select the Evolutionary engine for Solver
problems that are non-smooth.

T

Fig. 6.8 Setting Solver to solve Eq. 6.31

or
‘= Sumproduct(G13:113,G19:119 + G18:118)/Sumproduct(G13:113,Index(G2:
19,C11,0))".

11. Assign one of the following commands to I15

‘=F15*(1 + Index(K1:N1,F11))-(Sumproduct(C13:F13,C18:F18)/Sumproduct
(C13:F13,Index(C2:F9,C11,0)))’,

or

‘= Sumproduct(C13:F13,C19:F19-C18:F18)/Sumproduct(C13:F13,Index(C2:
F9,C11,0))’.

12. Open ‘Solver Parameters’ window.

13. Assign ‘I15° into ‘Set Objective’ and choose ‘Min’.

14. Assign ‘J2:J9, C18:118, F15’ into ‘By Changing Variable Cells’.

15. Click on ‘Add’ and assign ‘C15’ into ‘Cell Reference’, then select ‘=", and
assign ‘1’ into ‘Constraint’.

16. Click on ‘Add’ and assign ‘C17:117” into ‘Cell Reference’, then select ‘=", and
assign ‘C19:119’ into ‘Constraint’. Then click on ‘OK’.

17. Tick ‘Make Unconstrained Variables Non-Negative’.
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£ Microsoft Visual Basic for Applications - Equation 3.65.1sm [design] - (Sheetl (Code)] (] B [S3RS)
(E# File Edit View [nset Fgrmat Debug Run Tools Add-lns Window Help . & X%
HE-d B9 Resy - @ B
Dokl EFEIOES B
|Commandﬂunon1 _j [Click _vJ
Private Sub CommandButtonl Click() =l
Dim i, j As Integer m
For i =1To 8
Range ("C11") = i
For j =1 To ¢
Range ("F11") = j
SolverSolve Userfinish:=True
Cells(i + 1, 3 + 10) = Range("I15")
Next j
HNext i
End Sub
=
== | [

Fig. 6.9 Setting VBA to solve Eq. 6.31

18. Choose ‘Simplex LP’ from ‘Select a Solving Method’ and ‘Solve’.
19. From ‘Developer’ in the toolbar menu, click on the ‘Insert’ icon to open the

‘Form Control” window.

20. Click on the first icon, ‘Button (Form Control)’, and then click on a place in the

Excel sheet (Fig. 6.9).

21. In the opened window with the title ‘Assign Macro’, click on ‘New’. So, the
‘Microsoft Visual Basic for Applications’ window is opened.
22. From the toolbar menu, click on ‘Tools> References...>’ and make sure ‘Solver’

is ticked, and then ‘OK’.

23. Inside of the ‘Microsoft Visual Basic for Applications’ window, write the
following commands between ‘Sub Buttonl_Click ()’ and ‘End Sub’.

Dim i, j As Integer
Fori=1To8
Range("C11") =i
Forj=1To4
Range("F11") =
SolverSolve Userfinish:=True
Cells(i + 1, j + 10) = Range("I15")
Next j
Next i

24. Close the ‘Microsoft Visual Basic for Applications’ window.
25. Click on the small rectangle which was automatically made in the Excel sheet

which was created in Step 21.
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Table 6.10 The suggested score by Eq. 6.31

Delta A B C D E F G H

0 1.00000 |1.00000 |0.35565 |1.00000 |0.24032 |1.00000 |1.00000 |1.00000
0.0001 |0.99980 |0.99980 |0.35558 |0.98468 |0.24031 |0.99986 |0.99955 |0.99997
0.01 0.98056 |0.98016 |0.34820 |0.62436 |0.23956 |0.98607 |0.95536 |0.99739
0.1 0.84096 |0.84421 |0.29844 |0.44439 |0.23327 |0.87510 |0.64546 |0.97558

26. The minimum values of Eq. 6.20 are represented into cells K2:NO for § value
equal to 0, 0.0001, 0.01 and 0.1.

Table 6.10 illustrates the transpose of the results in cells K2:NO.

The results in Table 6.10 are almost completely the same as the results in
Table 6.9, except a few negligible differences. For instance, the minimum value of
Eq. 6.23 for B while 6 = 0.1 is less than the corresponded score in Table 6.9. In
addition, the scores for E and H, while delta is not zero, are different in Tables 6.8
and 6.9.

As shown in Table 6.9, the values of Eq. 6.23 were the same for airport H, when
delta was 0, 0.0001, 0.01 and 0.1 in Eq. 6.20, however, Eq. 6.31 discriminates the
differences while the value of delta is changed. Since Eq. 6.20 is changed to
Eq. 6.31, it is valuable to find the dual linear programming of Eq. 6.31 to see the
differences between the models. The dual linear programming for Eq. 6.31 is
given by:

max 7,

Subject to

(1= 8)r+ 350, (14 8wy — S50y (1= )y = (1+9),
S VWi — Z;‘:lx,-jw; <0, for i=1,2,...,8,

wi > Wi /S Wiy, for j=1,2.3.4,

wi > Wit/ S Wiy for k=1,2,3.

(6.32)

The same results in Table 6.10 are found for Eq. 6.32 by the Microsoft Excel
Solver 2013 software, which shows the results are exactly optimal. In addition,
Eq. 6.32 is equivalent with the following linear programming.
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min -, (1 +8)xw; Zk 1 (L= 8)yuwf,
Subject to

S W = Y yawg >0, for i=12...8,
wi > W, /EFI Wixy, for j=1,2,3,4,
C> W46+ 300, (1= 8y — 350 (14 8)xwi ]/
S W = 8)yy,  for k=1,2,3.

(6.33)

As can be seen, the difference between Eq. 6.19 and 6.33 is the different
restrictions for the weights wj’ and wk*, forj=1,2,3,4and k = 1, 2, 3. For
instance, while W, = 1/x; and W,j =1/yy,forj=1,2,3,4and k=1, 2, 3, and

= 0, the restrictions for the weights in Eq. 6.33 are w; >1/(4x;) and
Wi > [1+ Y0 vuwd — S xwi 1/ Byg). forj =1, 2,3, 4 and k = 1, 2, 3.
In contrast, the restrictions for the weights in Eq. 6.19 are w; >1 /x; and
wk+ > 1/yy, for j =1, 2,3, 4 and k = 1, 2, 3. Note that this selection of the
restrictions for the weights, w;” and w;” in Eq. 6.32 (thatis, W; = 1/x;and W = 1
/yy) when & is zero, is the same as the specified airport measurement approximation.
This means that the weights are different from one airport to another and the results
can be used for finding those airports which have done the job right but the scores are
not relatively meaningful (see Theorem 4.1). However, when the value of ¢ is not
zero, Eq. 6.32 (or Eq. 6.31) finds the best points in the feasible area, according to the
introduced value of delta and the introduced restrictions for the weights.

As the assigned value of delta is greater and greater, a larger area of the feasible
area is introduced (which includes more number of observed airports) to compare
airport number / with all the points in that area, and to find the best point which has
done the job well in comparison with airport number /. At the end of this process,
airport number / can find its relative score among other airports, according to the
introduced restrictions for the weights. The relative score for airport number /, when
delta is large enough, is the same as the result in the diameter of Table 5.9 and the
score is relatively meaningful, according to the corresponded row for that airport in
Table 5.9.

As aresult, the shortcomings to measure the magnitude of the linear combinations
of the output factors in comparison with the linear combination of the input factors
are rectified. Instead of finding the maximum value of the relative scores of airport
number /, the exact relative score of the airport is measured, according to the
restrictions of the weights. If the way of introducing the restrictions for the weights
satisfies Theorem 4.1, the exact relative scores of airports are measured. For
instance, suppose that Eq. 6.32 is applied while the restrictions of the weights are
introduced by W; = 10, W, = 1, W3 = 100, W, = 10, W] = 100, W5 = 1, and

= 10.

Table 6.11 represents the results by Eq. 6.32 for several values of delta. The

scores of airports with five decimal digits are not changed for 6 > 0.6, and are the
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Table 6.11 The suggested score by Eq. 6.32

Delta A B C D E F G H

0 1.0000 | 1.0000 |0.4874 |1.0000 |0.1668 1.0000 | 1.0000 1.0000
0.0001 0.9997 10.9992 |0.4873 |0.9956 |0.1668 |0.9999 |0.9994 |1.0000
0.001 0.9970 |0.9956 |0.4866 |0.9578 |0.1668 |0.9992 | 0.9940 1.0000

0.01 0.9709 |0.9555 |0.4800 |0.8312 |0.1668 |0.9918 |0.9407 1.0000
0.1 0.7793 | 0.6434 | 0.4101 0.5347 ]0.1668 |0.9125 |0.5146 1.0000
0.2 0.6518 |0.6302 |0.3292 |0.4620 |0.1668 |0.8117 |0.4148 1.0000
0.3 0.5688 |0.6302 [0.3292 |0.4620 |0.1668 |0.6940 |0.3918 1.0000
0.4 0.5104 |0.6302 [0.3292 |0.4620 |0.1668 |0.5550 |0.3918 1.0000
0.5 0.4671 |0.6302 [0.3292 |0.4620 |0.1668 |0.4998 |0.3918 1.0000
0.6 0.4608 |0.6302 |0.3292 |0.4620 |0.1668 |0.4998 |0.3918 1.0000
0.7 0.4608 |0.6302 [0.3292 |0.4620 |0.1668 |0.4998 |0.3918 1.0000
0.8 0.4608 |0.6302 [0.3292 |0.4620 |0.1668 |0.4998 |0.3918 1.0000
0.9 0.4608 |0.6302 [0.3292 |0.4620 |0.1668 |0.4998 |0.3918 1.0000

0.99 0.4608 |0.6302 [0.3292 |0.4620 |0.1668 |0.4998 |0.3918 1.0000
0.999 0.4608 |0.6302 [0.3292 |0.4620 |0.1668 |0.4998 |0.3918 1.0000
Rank 5.0000 |2.0000 |7.0000 |4.0000 |8.0000 |3.0000 |6.0000 1.0000

same as the results in Table 5.2. The last row in Table 6.11 also illustrates the ranks
of airports which are the same as the ranks in Table 5.2.

In fact, Eq. 6.32 provides a relationship between the concepts of ‘doing the job
right’ and ‘doing the job well’, by changing the values of delta. When the value of
delta is zero, Eq. 6.32 represents the airports which have done the job right according
to the radiate, the convexity and the wholly dominant approaches, and as the value of
delta increases, Eq. 6.32 displays the airports which have done the job well
according to the introduced restrictions for the weights. This is due to this fact that
the model compares every point in the feasible area (regarding the value of delta)
with the evaluated airport, as the objective of Eq. 6.25 displays. When the value of
delta is large enough, every factor of the evaluated airport can be regulated to find the
point which minimizes the objective in Eq. 6.25.

In spite of all the above valuable findings, in order to discriminate the airports
which have done the job well, there is still a need to estimate the restrictions of the
weights by expert judgment, while the units of measurement/worth/prices/weights of
factors are unknown.

6.5 Conclusion

In this chapter, one set of weights models and the delta neighborhood models are
introduced to measure the performance of the eight airports, in which each airport
has four input factors and three output factors. The robust linear programming, the
delta neighborhood model, is gradually proposed to bridge the gap between the
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concepts of doing the job right and doing the job well, corresponding to a delta
parameter. The parameter belongs to the set of non-negative real numbers. When the
parameter is equal to zero, the airports which ‘have done the job right’ are identified,
according to the radiate, the convexity, and the wholly dominant approaches. As the
parameter increases, the airports which have done the job well are identified
according to the introduced restrictions for the weights and the value of the param-
eter. As discussed repeatedly, the concept of doing the job right depends upon the
approaches which are used to create the practical points. In contrast, the concept of
doing the job well depends upon the introduced restrictions for the weights. There-
fore, while the units of measurement (weights, worth or prices) of the factors are
unknown, decision making is not pure, but there are several ways to estimate the
results, as discussed in this chapter. In order to have accurate results, we need to
know ‘how practical points should be generated’ and ‘how the weights should be
restricted’ by expert judgment.

6.6 Exercises

6.1. Recall Exercise 5.1, by add the point, (856, 164,358, 29,237, 329,895, 40,900,
3,359,134, 18,764), as the 9th airport (labeled I) in Table 3.1. Then,

6.1.1. Find the rank and the relative score of airport I by the following
equations and describe the results.

6.1.1.1. Eq. 6.2
6.1.1.2. Eq. 6.3
6.1.1.3. Eq. 6.4
6.1.1.4. Eq. 6.5

6.1.2. Find the rank and the relative score of airport I using,

6.1.2.1. Eq. 6.19
6.1.2.2. Egs. 6.20 and 6.23
6.1.2.3. Eq. 6.26
6.1.2.4. Eq. 6.31
6.1.2.5. Eq. 6.32

6.2. Using Form 2, find the minimum score for the relative scores of A while G gets
the relative score of 1?

6.3. Show that the dual linear programming of Eq. 5.25 is Eq. 6.34, and solve the
model on an Excel sheet. Compare the results with the outcomes in Table 5.13,
and at least illustrate two shortcomings of the model.
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6.4.

6.5.

6.6.
6.7.

6.8.

6.9.
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max g,
Subject to
S xhi <xp for j=1,2,3.4, (6.34)

Zig:l yikj'i 2 Yik®P> for k= 1’233’
4 >0, for i=1,2,...,8.

Show that the dual linear programming of Eq. 5.26 is Eq. 6.35, and solve the
model on an Excel sheet. Compare the results with the outcomes in Table 5.16,
and at least illustrate two shortcomings of the model.

mind,

Subject to

¥ xjk < x40, for j=1,2,3,4, (6.35)
S vk >y for k=1,2,3,

4 >0, fori=i=1,2,...,8.

Find the relationship between the suggested scores by the models in Exercises
6.3 and 6.4.

Find the dual linear programming for Eq. 5.17.

Give an example that the suggested scores by Eqs. 5.31 and 6.23 are greater
than that of Egs. 5.25 and 5.26.

Find the minimum value of delta in Eq. 6.32, where the scores of the airports are
not changed for every greater value of that delta.

Solve Eq. 6.25 when the restrictions of the weights are introduced as W;” = 1
Jave{x;,i=1,2...,8} and W} = 1/ave{yy,i=1,2...,8},forj=1,2,3,
4and k=1, 2,3.

6.10. Prove that Eqs. 6.36 and 6.37 are equivalent when the value of delta is large

enough, (6> 0 and x; is a variable corresponded to 7™ input factor). In addition,

x;k =X — sjf* + 5/W;, for 6 > 0.

4 _
max > . Wiy,
Subject to
S Xk + 57 =x;+8/Wr, for j=12.34,
S vadi —sp =y, for k=123, (6.36)

4 >0, for i=12,...,8,
s; >0, for j=1,2,3,4,
si >0, for k=1,23.
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min E;Ll W x;,

Subject to

Z?:l x,-jl,- < Xjs for ]: 1, 29 37 4,
S ik > e for k=1,2,3,
4 >0, for i=1,2,...,8

(6.37)

6.11. Prove that Eqs. 6.38 and 6.39 are equivalent when the value of delta is large
enough, where & > 0 and yy is a variable corresponded to ™ output factor. In

addition, y;* =y, + s — §/W,, for 6 > 0.

max 2,3{:1 Wisi,
Subject to
S xhi+ 57 =xy, for j=1,234,

8
> Vaki—sE =y —8/W{, for k=123,
i=1

4 >0, fori=1,2,...,8,
si 20, for j=1,234,
sf >0, for k=1,2,3

3
max 3 ey Wi ve
Subject to
S ki <xpy, for j=1,2,3,4,
S Yk > v for k=1,2,3,
Ai>0, for i=1,2,...,8.

(6.38)

(6.39)

6.12. Prove that Eqs. 6.40 and 6.41 are equivalent when the value of delta is large

enough.

max Z?:l W s + 22:1 Wist,

Subject to

S ki + s =xy+6/Wr, for j=12734,
Z?:] Yihi — s =yu —8/W, for k=123,
A4 >0, for i=1,2,...8,

s; >0, for j=1,2,3,4,

sf >0, for k=1,2,3.

(6.40)
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6.13.

6.14.

6.15.

6.16.

6.17.

3 4 —
max 3 e Wiy — 350, Wi
Subject to
S xphi <x, for j=1,2,3,4, (6.41)
S ki >y, for k=1,2,3,
,>0, for i=1,2,...,8.

Prove that the results of Eqs. 6.42 can also be calculated by Eq. 6.39.

3 4 —
max e Wiy — Zj:l W X
Subject to
X =30 xki <xj for j=1,2,3,4, (6.42)

Ve = Z?:l Yuki = Yy, for k=1,2,3,
4 >0, for i=1,2,...,8.

Solve Eqs. 6.36 and 6.37 when W = 10, W, =1, W3 = 100, W, = 10, for
data in Table 3.1 and different values for 6 > 0. Describe the results and the
weaknesses of these models in comparison with Eq. 6.31.

Solve Egs. 6.38 and 6.39 when W} = 100, W; = 1, and W; = 10, for data in
Table 3.1 and different values for 6 > 0. Describe the results and the weak-
nesses of these models in comparison with Eq. 6.31.

Solve Eqgs. 6.40 and 6.41 when W =10, W, =1, W5 =100, W, = 10,
W =100, W3 = 1, and W5 = 10, for data in Table 3.1 and different values
for 6 > 0. Describe the results and the weaknesses of these models in
comparison with Eq. 6.31.

Find the dual linear programming for Eqs. 6.37, 6.39 and 6.41.



Chapter 7 ®)
Data Envelopment Analysis s

7.1 Introduction

The outcomes from the previous chapters provide useful information from the
literature of operations research and economics on measuring the performance of a
set of homogenous firms with multiple input factors and multiple output factors as
well as ranking and benchmarking firms. If firms are not homogenous, the situation
is the same as when each factor has a different unit of measurement from one firm to
another, and therefore, no meaningful discrimination can be expressed, unless the
simple conditions of discrimination, which are represented in Sect. 2.3, are satisfied.
In this chapter, the concepts introduced in the previous chapters are adapted with the
literature and the philosophical background is discussed.

7.2 Reestablishing the Introduced Phrases

In the previous chapters, several phrases are repeatedly used, such as, ‘doing the job
well’, ‘doing the well job’ and ‘doing the useful job’. Since different purposes of
discrimination in real-life applications may introduce different meanings for these
concepts, each concept should transparently be defined according to the purpose of
discrimination to avoid causing any doubts of confusion in research, findings,
statements, and so on. In other words, any confusion or misinterpretation about
these concepts and phrases which are misleading, cause awkward outcomes, and
unfair decision making.

In this book, the purpose of discrimination for a set of homogenous firms
(factories, organization, divisions and so on), in which each firm has multiple
input factors and multiple output factors, is to find the firms which have lesser
values of the input factors and greater values of the output factors. For such an aim,
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the ratio of a linear combination of the output factors to a linear combination of the
input factors is introduced as the measure for the purpose of discrimination. There-
fore, the weight/price/worth of each factor is required to introduce the linear com-
bination of the factors and allow measuring the performances of the firms, according
to Types 1-6. Since the firms are homogenous, the weight/price/worth of each factor
should not be varied from one firm to another, unless all differences known, and
multiplied to the values of the factors before the evaluation, as illustrated in Sects.
2.3 and 4.3.

The concepts of ‘doing the job right’, ‘doing the job well’, ‘doing the useful job’
and so on, were similarly introduced in the literature of economics and operations
research, but differently interpreted with several words and phrases in recent
decades, such as, efficiency, technical efficiency, price efficiency, productive effi-
ciency, relative efficiency, economic efficiency, allocative efficiency, overall effi-
ciency, productivity, and so on.

Philosophically, we should avoid using several phrases for a concept, and should
cautiously clarify whether the relationship between that concept and what we
express is meaningful. For instance, the word ‘efficiency’ is commonly used instead
of the phrases ‘technical efficiency’ and ‘relative efficiency’. If these phrases
illustrate the same concept, the word ‘efficiency’ should be enough to mention that
concept and any further terminology is redundant and misleading.

The same criticism can be illustrated for the phrases ‘price efficiency’, ‘overall
efficiency’, ‘productive efficiency’ and so on.

According to the Cambridge English dictionary, the word ‘efficiency’ means “the
condition or fact of producing the results you want without waste, or a particular way
in which this is done”, the phrase ‘technical efficiency’ means “a situation in which a
company or a particular machine produces the largest possible number of goods with
the time, materials, labor, etc. that are available”, and the word ‘relative’ means “as
judged or measured in comparison with something else”. Even from the literal
definition, we can see the terms are clearly different in meaning. Therefore, it is
vital to review the meaning of these phrases in the literature of economics, engi-
neering and operations research, and reintroduce them with industry-wide accuracy
and understanding.

7.2.1 The Technical Efficiency Measurement

Suppose that there are several homogenous firms which each firm uses a set of input
factors to produce a set of output factors. In the literature of the production theory, a
Production Possibility Set (PPS) is a set of all possible situations which a set of
output factors can be produced from a set of input factors. A production function
(production frontier) is also a function that gives the maximum possible values of
the output factors from the values of the input factors. The points on the production
function are called the fechnically efficient points, and this definition is matched to
the literal definition as well. None of the coordinates of the technically efficient
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points can be improved without worsening another coordinate, that is, none of the
values of the input (output) factors can be decreased (increased) without increasing
the value of another input factor or decreasing the value of another output factor.
A point which is in the PPS, and does not lie on the production function is called
technically inefficient. When a point is technically inefficient, at least one of its input
or output factors can be improved to reach the production function in order to be
technically efficient. In other words, a technical inefficient point is dominated by one
technical efficient point at least.

Figure 7.1 depicts the production function for a set of six firms, labeled A-F,
which each firm has two input factors to produce a single constant output factor, as
well as the related PPS and the technically efficient and inefficient firms.

The horizontal axis in Fig. 7.1 represents the values of the first input factor per
unit of the output factor and the vertical axis represents the values of the second input
factor per unit of the output factor. The curve S in Fig. 7.1 is called the production
function and the above area of the curve is the related PPS.

The firms A-D which lie on the production function are technically efficient and
the firms E and F, which are inside the PPS, are technically inefficient. Firms A-C
wholly dominate E; for instance, E and C used the same value of the first input factor,
but E used the greater value of the second input factor, and for this reason E is
technically inefficient. In other words, the points which are inside the PPS can be

Production Possibily Set

Production Frontier
S

Input 2 (per unit of the output)

Technically Inefficient

F
@

Technically: Efficient

Input 1 (per unit of the output)

Fig. 7.1 A PPS of a set of six firms
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compared with at least one point which is on the frontier of the PPS in Fig. 7.1. Is this
phenomenon enough to discriminate between the firms A-F? Is the performance of D
always better than the performance of E? Is there any point inside of the PPS which
has a better performance than B?

The above illustrations are similar to the discussions about Figs. 3.5 and 3.6 in
Chap. 3. Indeed, the PPS is the practical region; the production function is the
frontier of the feasible area, and the technically efficient points are the points
which have done the job right. In other words, the concept of doing the job right is
the same as the concept of technical efficiency, and the word ‘technical’ refers to the
used technology (approach) to introduce the practical points.

As illustrated in Chaps. 1-6, when a firm has done the job right, it means that the
firm has produced the maximum possible values of the output factors from a set of
the input factors. In addition, the concept of doing the job right depends upon the
introduced approach to generate the practical points, and this is the same as the
concept of technical efficiency which depends upon the use of technology to define
the production function.

It is repeatedly illustrated in Chaps. 1-6 that the concept of doing the job right is
only a necessary condition to discriminate between firms, and is not enough to
introduce the firms which have done the job well. For instance, both firms A and D
have done the job right in Fig. 7.1; however, if it is supposed that they have done the
job well at the same time, a paradox is generated according to illustration in Sects.
4.2.5 and 4.3. If a firm lies on the production function, it does not logically say that
the firm has done the job well. It is possible that a firm which does not lie on the
production function has done the job better than the firm which lies on the produc-
tion function, as illustrated in Chaps. 1-6. In other words, the discrimination
between firms based on the production function only, (even if the production
function is exactly available), is not valid. The important pros of technical efficiency
are to estimate the production function and find the firms which can be candidates for
the concept of doing the job well, (without introducing the firm which has done the
job well). A firm which has done the job well in comparison with all other firms is
technically efficient and lies on the production function, but the points on the
production function, which are technically efficient, have not necessarily done the
job well.

7.2.2 Efficiency Measurement

Let’s suppose that the line TT has the same slope as the ratio of the prices/weights/
worth of the two input factors, as depicted in Fig. 7.2. From the figure, D has done
the job well in comparison with all other firms.

Thus, the firms can be arranged from the highest rank to the lowest rank, given
by D, C, B, A, F and E, respectively. As illustrated in Sect. 4.4, point P is not
practical (according to the PPS), but has the same worth as D’s performance, and
allows discrimination between E and D. According to Type 5, E can increase the
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Input 2 (per unit of the output)
»

>

o Input 1 (per unit of the output)

Fig. 7.2 The price/overall/relative/allocative/economic efficiency of E

value of the first input factor and decrease the value of the second output factor to
perform as well as D within the PPS.

From the literature of economics, the ratio of OB/OE is called the technical
efficiency of E, the ratio of OP/OB is called the price efficiency of B or the allocative
efficiency of E, and the ratio of OP/OE is called the ratio of the overall efficiency of E
or the economic efficiency of E. All of these ratios are less than equal to 1.

As can be seen, the overall efficiency of E has exactly the same meaning as the price
efficiency of E, which can also be measured by multiplying the technical efficiency of E
and the allocative efficiency of E, that is, (OB/OE) x (OP/OB) = OP/OE. Therefore, at
least two of phrases, “price efficiency’, ‘overall efficiency’ or ‘economic efficiency’, are
redundant.

The concept of allocative efficiency also does not provide a ranking tool similar to
the concept of technical efficiency and just describes the non-technical efficiency;
hence, there is no reason to use a new phrase. Indeed, the price inefficiency of E can
be decomposed by the technical inefficiency of E and the non-technical inefficiency
of E, thus we avoid using extra and superfluous phrases in this book.

From these definitions, the price (overall/economic) efficiency of D is 1 and the
price efficiency of the other firms is always less than equal to 1, thus, the meaning of
the price (overall/economic) efficiency can also be interpreted as ‘the relative
efficiency’. As illustrated in Chap. 2, the equation wx; + wox, has the same value
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Fig. 7.3 The concept of doing the job well

for every point (x, x,) on the line YT, and is equal to wx;p + wrxop, Where wy and
w,, are the corresponded prices/weights/worth of the first input factor and the second
input factor, respectively.

As Fig. 7.3 illustrates, the price (overall/economic) efficiency of E, OP/OE, is
equal with the ratio of (Wix;p + Wwaxop)/(WiX1g + WoXxog), Which is equal to
Wix1p + WaXop)/(WiX1E + WoXoE). Indeed the lines 7T and RR are parallel and the
ratio of OP/OE is equal to the ratio of OP'|OE in the triangle OEE . Hence, the linear
combination of the input factors of every point of the PPS is compared with the linear
combination of D’s input factors. Thus, the provided score is relatively meaningful,
and the price (overall/economic) efficiency of E can be introduced as the relative
efficiency of E as well. This outcome precisely defines the concept of doing the job
well and can be expressed in one word ‘efficiency’, which is the condition or fact of
producing the results that we would want without waste.

Note that, in the literature of operations research, ‘relative efficiency’ is usually
considered as ‘technical efficiency’, which is incorrect, as illustrated in Chaps. 1-6.
In definition of technical efficiency, no suitable discrimination between the points on
the production function is introduced. The provided ratio for the technical efficiency,
such as, OB/OE, is a fake relative score, and does not yield a valid comparison
between E and other points in the PPS. In fact, the pros and cons of the technical
efficiency are the same as that of doing the job right, and the provided score for the
concept of doing the job right is not relatively meaningful.
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Table 7.1 Reestablishing the concepts/phrases

The concept/approach in Chaps. 1, 2, and 3 Reestablishing

Doing the job right Technical efficiency
Doing the job well Efficiency

Doing the right job Technical effectiveness
Doing the well job Effectiveness

Doing the useful job Productivity

The wholly dominant approach Free disposal hull

The wholly dominant and convexity approaches Variable returns to scale
The wholly dominant, convexity and radiate approaches Constant returns to scale
The wholly dominant, convexity and inner radiate approaches Decreasing returns to scale
The wholly dominant, convexity and outer radiate approaches Increasing returns to scale

Since, the concept of doing the job well depends on the weights/prices/worth of
the factors, and requires the concepts of the wholly dominant, the convexity and the
radiate approaches to discriminate the firms linearly; the efficiency also depends on
the weights/prices/worth of the factors, and at least requires the concepts of the
wholly dominant, the convexity and the radiate approaches to discriminate the firms
linearly.

In the literature of economics and operations research, the wholly dominant
approach is called Free Disposal Hull (FDH) technology, the combination of the
wholly dominant and the convexity approaches is called Variable Returns to Scale
(VRS) technology, and the combination of the wholly dominant, the convexity and
the radiate approaches is called Constant Returns to Scale (CRS) technology, as
Table 7.1 illustrates. The technical efficiency (doing the job right) depends on the
FDH, VRS or CRS technologies and does not provide discrimination between firms,
but the efficiency (doing the job well) depends on the relationships between the
factors and at least requires the CRS technical efficiency to discriminate firms
linearly.

When a firm is not efficient, it is inefficient. If one desires to decompose the
inefficiency of a firm, inefficiency can be decomposed by the CRS technical
inefficiency and the non-CRS-technical inefficiency. The CRS technical inefficiency
can also be decomposed by VRS technical inefficiency and non-VRS technical
inefficiency, and so on. This topic is discussed in the upcoming sections.

In short, the meaning of CRS technical efficiency should not be misinterpreted as
efficiency, similar to the concept of doing the job right which should not be
misinterpreted with the concept of doing the job well. As illustrated in Chap. 1, if
using $200 at most yields $200, and $220 yields $700, the point (220, 700) is more
efficient than the point (200, 200), and this is our suitable choice, regardless of
whether we are applying VRS, FDH or any other approaches to define the produc-
tion function. In other words, when our purpose is to rank a set of homogenous firms,
at least CRS technical efficiency should be measured. Of course, after finding the
best firm and measure the concept of partially dominant, the exact returns to scale is
required to estimate the production function.
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Please note, from here forward in this book, instead of the phrase ‘CRS technical
efficiency’ the phrase ‘technical efficiency’ will be exclusively used.

7.2.3 The Productivity Measurement

The concept of doing the job well is also introduced as ‘productivity’ in the literature
of economics. There is no problem if one desires to call ‘doing the job well’ as
productivity and one can use the pair ‘technical efficiency and productivity’ instead
of the pair ‘technical efficiency and efficiency’; nonetheless, as illustrated in Sect.
2.3, after measuring the concept of doing the job well, there is still a need to measure
whether the outcomes satisfy the goals of firms. Indeed, the concept of ‘doing the
well job’ is different from the concept of ‘doing the job well’, and requires another
meaningful name.

According to Cambridge English dictionary, “the ability to be successful and
produce the intended results” is called ‘effectiveness’. Therefore, ‘effectiveness’ can
be used for the concept of ‘doing the well job’ and ‘productivity’ can be used for the
concept of ‘doing the useful job’, which is a combination of both efficiency and
effectiveness. The word ‘productivity’ means “the rate at which a person, company
or country does useful work”, according to Cambridge English dictionary. There-
fore, it is suggested that the commonly utilized phrases and concepts be reestablished
according to the following table.

To clearly explain the above, let’s suppose that a set of 9 homogenous banks, labeled
A-I, are selected. Assume that the aim of discrimination is (1) to find the banks which
have used a smaller number of tellers to service a greater number of customers, and
(2) to find the banks which have at least serviced y; number of customers in the period of
evaluation. Suppose that the production function is available and the location of each
bank in the Cartesian coordinate plane is depicted in Fig. 7.4.

The blue curve represents the production function, the horizontal axis illustrates
the number of tellers and the vertical axis displays the number of customers. The
banks A-G lie on the production function, and are VRS-technically efficient, and the
banks H and I are VRS-technically inefficient.

Similar to Chap. 1, by considering the ratio of the number of customers to the
number of tellers, D is the most efficient bank followed by E, H and F, respectively.
H is not technically efficient, but, for instance, H is more efficient than A which is
VRS-technically efficient.

The banks C, D, E, F, G and H have at least serviced y; number of customers, and
are effective. F is the most effective bank followed by G, E and H. Therefore, the
banks C, D, E, F and H are the most productive banks which are most efficient and
most effective at the same time in comparison with other banks.
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< The number of customers

The number of tellers

Fig. 7.4 The production function

The above results can also be seen in Fig. 7.5, where the horizontal axis displays
the relative efficiency of each bank and the vertical axis represents the relative
effectiveness of each bank. As can be seen, D has the relative score equal to 1 and
F has the relative effectiveness equal to 1. The red area illustrates the non-productive
banks, which are the banks A, B and I, and have relative effectiveness scores less
than that of C and relative efficiency scores less than 0.8.

G is the most effective bank after F, but has the relative efficiency score less than
0.8. The (dark and light) green area represents the productive banks which have
relative efficiency scores more than 0.8 and relative effectiveness scores more than
that of C.

If the goal of evaluation, which is at least servicing y; number of customers in
period of evaluation, is changed to at least servicing y, number of customers, as
Figs. 7.4 and 7.5 illustrate, even the most efficient banks D and C are not called
productive due to the lack of their effectiveness. In this case, the banks E, F and H are
the most productive banks among the banks A-I, as the dark green area displays in
Fig. 7.5.

The concept of effectiveness is always required in real-life applications, for
instance, no bank desires to decrease consumer satisfaction and no firm works
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Fig. 7.5 The productivity measurement

without a plan or some requirements. It is also possible that each bank has different
goals for effectiveness index; for instance, a bank may only prefer the production
function values according to its set of input factors and in this case, if a different goal
for each bank does not affect the homogeneity of the banks, the technical effective-
ness index can also be calculated.

In short, there are several concepts which provide the most important indexes to
discriminate the performance of homogenous firms. The concept of doing the job
right, which is called technical efficiency in this book, is not enough to discriminate
between firms. The technical efficiency is usually interpreted as efficiency in the
literature, and if one would like to use such a term for the concept of doing the job
right, one should be aware that such efficiency is neither enough to discriminate
between firms, nor should the corresponded index be used to rank and benchmark
the firms. In order to rank and benchmark a set of homogenous firms, the concept of
doing the job well is required, and this concept is called efficiency in this book. The
efficiency is usually interpreted as productivity in the literature of economics, and
similarly if one would like to use the word productivity for the concept of doing the
job well, one should know that there is still a need to measure the effectiveness of
firms. Therefore, Table 7.1 is provided to reintroduce the concepts of efficiency,
effectiveness and productivity with industry-wide accuracy and understanding.
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7.3 Data Envelopment Analysis

A non-parametric technique to estimate the technical efficiency and the efficiency of
a set of homogenous firms was proposed by Farrell (1957). His method estimates the
production function non-parametrically, which was similarly suggested by Debreu
(1951) and Koopmans (1951). Fgrsund and Hjalmarsson (1974) illustrated the
notion of efficiency in the macro, the industry and the micro levels, and clearly
displayed and demonstrated the differences between the production frontier and
efficiency. Soon after, Charnes et al. (1978) proposed a mathematical construction
and a linear programming model to introduce technically efficient firms with mul-
tiple input factors and multiple output factors. They called the mathematical con-
struction ‘Data Envelopment Analysis’ (DEA) and the model ‘Charnes, Cooper and
Rhodes’ (CCR). CCR generates a PPS based upon a set of available homogenous
firms, and non-parametrically and linearly estimates the production function; thus,
the firms which lie on the frontier of that PPS are called technically efficient. CCR is
the same as Forms 1 and 2 (Eqgs. 5.25 and 5.26) in Chap. 5 which only introduce
technically efficient firms, and the provided scores by CCR (Forms 1 and 2) are
neither relatively meaningful, nor can be used to rank and benchmark the firms, as
explained in Chap. 5.

In addition, Forms 1 and 2 (CCR) even fail to measure the technical inefficiency
completely, and only calculate the output view of technical efficiency (that is,
increasing the values of output factors without measuring the excess of input factors)
or calculate only the input view of technical efficiency (that is, decreasing the values
of input factors without measuring the shortage of output factors). For this reason,
Fére and Lovell (1978) noted on Farrell’s measurement of technical efficiency and
CCR, and proposed a Russell measure, to simultaneously deal with both input and
output views of technical efficiency. Their proposed model is a non-linear program-
ming, and difficult to solve; thus, Pastor et al. (1999) proposed Enhanced Russell
Measure (ERM) (see Exercise 7.3) to measure technical efficiency of firms, and
avoid computational and interpretative difficulties with the Russell measure.

On the other hand, Charnes et al. (1985) proposed an Additive model (ADD),
which is the same as Form 3 (Eq. 5.31) in Chap. 5, to remove the shortcomings of
CCR (Forms 1 and 2) to measure the technical inefficiency of firms. Nonetheless,
ADD (Form 3) is also not a perfect model to measure the technical inefficiency, as
illustrated in Chap. 5. Therefore, Tone (2001) proposed a Slack-Based Measure
(SBM) model (Eq. 6.26) to measure technical inefficiency of firms. He proved that
(1) ERM and SBM are equivalent in that the lambda’s values that are optimal for one
are also optimal for the other, (2) the SBM measurement corresponds to the mean
proportional rate of input factors’ reduction and the mean proportional rate of output
factors’ expansion, (3) the SBM measurement is monotone, decreasing in each input
and output slack, and (4) it is invariant with respect to the unit of measurement of
each input and output item.

As explained in Chap. 5, all proposed models, such as CCR (Forms 1 and 2),
ADD (Form 3) and SBM (Eq. 6.26) are provided to measure the technical
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inefficiency which neither provides a ranking and benchmarking tool, nor introduces
the relative efficiency scores for firms. Note that there are a lot of proposed models
based on CCR (Forms 1 and 2) in the literature of operations research since 1978
which have the same (or more) mentioned shortcomings to focus on technical
efficiency (doing the job right) instead of efficiency (doing the job well), in order
to discriminate a set of homogenous firms. While these studies not be further upon
here, but readers can examine several of these studies, and review their discrimina-
tion and ranking tools as simple exercises, see for example the topic in Exercise 7.4.

Sexton et al. (1986) wisely noted the shortcomings of CCR (Forms 1 and 2) and
stated that DEA cannot be used to analyze or comment on a firm’s (price) efficiency
and a firm can be technically efficient, but (price) inefficient. Thus, they proposed a
cross efficiency model, which was supposed to measure the score that a particular
firm receives when it is rated by another firm. Nonetheless, the cross efficiency score
for a firm is also not a relative score for that firm; it is an average value of the relative
scores of that firm, according to some specified sets of weights, which neither should
be used to rank firms, nor is relatively meaningful, similar to discussions in Sects.
2.2.1,3.5.3.1, and 4.2. The average values of the relative scores of firms similar to
the maximum (minimum, first quartile, and so on) values of the relative scores, are
not relatively meaningful and should not be suggested as the relative scores of firms,
as logically illustrated in Sect. 4.2 as well.

In order to decrease the above shortcomings, Khezrimotlagh et al. (2013) pro-
posed &-Kourosh and Arash Method (8-KAM) to bridge between technical effi-
ciency and efficiency. Their proposed model is the same as Eq. 6.20, which is
improved to Eq. 6.25 in this book, and will be improved again to cover several
new topics.

The score of KAM is different from the scores of other models in the literature,
and can be used as a fair judgment tool for ranking and benchmarking firms. The
words ‘Kourosh’ and ‘Arash’ are also symbolic and referred to ‘justice’ and ‘border’
in ancient linguistic history of Persia.

From illustration in Sect. 6.3, while the value of delta is 0, the results of 0-KAM
identify the firms which are technically efficient and technically inefficient, and
should not be used to rank or benchmark firms. As the value of delta increases, the
results of 8-KAM can be used to rank and benchmark firms, according to the value of
delta and the introduced assumptions for weights/prices of input and output factors.

As is explained in Chaps. 1-6 the technical efficiency (as well as production
function) depends upon the way of introducing the practical points and the efficiency
depends upon the weights/worth/prices of the factors, and at least require the
combination of the radiate, the convexity and the wholly dominant approaches to
linearly estimate the efficiency scores of a set of homogenous firms. In the next
sections, KAM is improved to measure the efficiency of firms with the least
requirements to the radiate, the convexity and the wholly dominant approaches.
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7.3.1 DEA Axioms

DEA construction can be used as a non-parametric tool for estimating the production
function of a set of homogenous firms. In order to explain DEA, suppose that there
are n firms, labeled F;(i = 1,2,...,n), and each firm has m input factors with the
values x;;(j = 1,2,...,m) and p output factors with the values y; (k = 1,2,...,p).
Let’s suppose that X; is the vector of the input factors for ith firm, that is, X; = (x;,
X2, - - -» Xim), and Y; is the vector of the output factors for ith firm, that is, ¥; = (y;,
Yizs - - Yip)» Wherei =1, 2, ..., n. The corresponded PPS to these firms are generated
by the following axioms, where X = (x{,X,...,X,) and ¥ = (y1,y2, ..., yp):

Axiom 1. Each observed firm should be belonged to the PPS, that is, Vi (X, ¥;) € PPS.

Axiom 2. If (X, Y) € PPS, then (41X, 1Y) € PPS, for A > 0, that is, for every point
(X, Y) in the PPS, the same proportionate increase (decrease) in input
factors results the same proportionate increase (decrease) in the output
factors.

Axiom 3. Every point (X, Y) of the line-segment which connects each two points of
the PPS should belong to the PPS, that s, if (X,Y)ePPSand (X,Y) € PPS,
then (X,Y) = [/1(X Y)+ (1 — )X, Y)] € PPS, for 4 € [0,1].

Axiom 4. Every point (X, Y) which has greater or equal values of the input factors with
the same values of the output factors in comparison with at least one of
the points in the PPS should belong to the PPS, that is, if X > X and
(X,Y) € PPS, then (X, Y) € PPS, (where X > X' =V : x> x;).

Axiom 5. Every point (X, Y) which has lesser or equal values of the output factors
with the same values of the input factors in comparison with at least one
of the points in the PPS should belonged the PPS, that is, if Y < Yand
(X,Y) € PPS, then (X, Y) € PPS, (where Y < Y’ = Vk : y, < y).

Axiom 6. The PPS is the intersection of all PPSs which have the above properties.

The above axioms are provided from Charnes et al. (1978). As illustrated in
Chap. 1, the second axiom is the radiate approach, the third axiom is the convexity
approach, and the fourth and fifth axioms are the wholly dominant approach.
Therefore, the generated PPS is a CRS-PPS. In order to generate the CRS-PPS
linearly, there is a need to apply the convexity approach for the observations without
upper bound for 4, and after that apply the wholly dominant approach, as illustrated
in Chap. 1. In other words, the CRS-PPS is a set of points, (XI, Y ), with m + p

dimensions, that is, (x’l,x’z, e X VY ,y;,), which have the following con-
oy n . n
ditions Zi:l Aixy < x; fOI'] =1,2,...,mandy, < Zi:l Aivi, fork=1,2,...,p,
where 4; > 0fori=1,2,.
The matrix view of m 1nequal1tles Z Aixj < x for j=1,2,..., m, can be

represented as follows:
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X11 X12 ...

X21 X22 ...
2 Al X |3

Xnl Xn2 ...

Let’s suppose that X/ = [x1j X
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Xim

x%m <[ ¥ ... X . (7.1)

mllxm

xnm nxm

x,lj]t Ixn» (that is, the transpose of jth

column in the above matrix of the input factors), which displays /™ values of the
input factor of each firm, where j = 1, 2, ..., m. In addition, assume that

A=h X An |1 «n» thus, the above equation can be rewritten as follows:

A-X <A, for j=1,2,....m (7.2)

The notation ‘-’ in Eq. 7.2 represents the inner product, that is,
. n
A~XJ:AIxx1j+/12><x2j—|—...+/1n><xnj= E i:llix,j.
In addition, the matrix view of p inequalities, y;, < E in:l Ay fork=1,2,...,p,

can be represented as follows:

Yii Y2 Yip
Y21 Y22 Y2

[ A AnJisen X g : gp > [V % y;’]lxp'
Ynl Yn2 ynp nxp

Let’s suppose that Y* = [y, yy Yk | 1xns (that is, the transpose of kth
column in the above matrix of the output factors), which displays kth values of the
input factor of each firm, where k = 1, 2, . . ., p. Therefore, the above equation can be
rewritten as follows:

A-YE>y, for k=1,2,...,p. (7.3)

From Eqgs. 7.2 and 7.3, the CRS-PPS, which is denoted by T, is given by (i = 1,
2,..onj=12,...,mandk=1,2,..., p):

Te = {(X’,Y’)GR"”P: A-X<¥, A-YE >y, 420, for i,j,k} (7.4)

The frontier of the CRS-PPS is defined as a production function by CRS
technology for the firms F;(i = 1,2,...,n), and the firms on the frontier are
introduced as technically efficient firms and the other firms are called technically
inefficient.

Similar to Chap. 1, if the second axiom (the radiate approach) is removed from
Axioms 1-6, the PPS is the VRS-PPS, that is, a PPS which is generated by the
combination of the wholly dominant and the convexity approaches. This VRS-PPS,
which is also denoted by T, was proposed by Banker et al. (1984), as follows (i = 1,
2,..onj=12,...mk=1,2,...,p):
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{(x’, Y)ER™P A X <X A-YF >y, 3" = 1,4 > 0, for i,j,k}. (7.5)

The frontier of the VRS-PPS is defined as a production function by VRS
technology for the firms F;(i = 1,2,...,n), and the firms on the frontier are
introduced as VRS-technically efficient firms and the other firms are called
VRS-technically inefficient.

When instead of the radiate approach, the outer radiate approach is used, the
lower bound for 4; is greater than 1, that is, 4; > 1. The outer radiate approach can be
used while the same proportionate increase in the input factors results the greater
proportionate increase in the output factors. From Table 7.1, using the outer radiate
approach instead of the radiate approach is called Increasing Returns to Scale (IRS)
technology. If 4; > 1, the technology is called Non-Decreasing Returns to Scale
(NDRS). The frontier of the NDRS-PPS is defined as a production function by
NDRS technology for the firms F;(i = 1,2, .. .,n), and the firms on the frontier are
introduced as NDRS-technically efficient firms and the other firms are called NDRS-
technically inefficient (See, for instance, Zhu 2014).

If 4; < 1, that is, using the inner radiate approach instead of the radiate approach,
the same proportionate increase in the input factors results the lesser proportionate
increase in the output factors. The inner radiate approach is used while the same
proportionate increase in the input factors results in the greater proportionate
increase in the output factors. As Table 7.1 displays, the combination of the wholly
dominant, the convexity and the inner radiate approaches is called Decreasing
Returns to Scale (DRS) technology, and if 4; < 1, the technology is called
Non-Increasing Returns to Scale (NIRS). The frontier of the NIRS-PPS is defined
as a production function by NIRS technology for the firms F;(i = 1,2, .. ., n), and the
firms on the frontier are introduced as NIRS-technically efficient firms and the other
firms are called NIRS-technically inefficient.

An example for IRS (NDRS) technology is the tax income on electricity usage,
and for DRS (NIRS) technology is the revenue of publishing a newspaper according
to circulation. In addition, the study about Returns to Scale (RS) is also important to
merge small firms or divide large firms (See, for instance, Coelli et al. 2005).

It is quite possible that a real-life application could have several factors which
each factor pursues one of the NDRS, NIRS, and CRS technologies. Nonetheless,
the VRS technology is the intersection of all these technologies, and includes all the
observations, which certainly provides an estimation of production function to
measure VRS technical inefficiencies. The ratio of the technical efficiency over the
ratio of VRS-technical efficiency is also called scale efficiency in economics (see
Cooper et al. 2011).

In short, DEA axioms can be used to estimate the production function which only
represents the concept of doing the job right (technical efficiency) with different
approaches (technologies); but the provided axioms do not represent the concept of
doing the job well (efficiency) and the concepts of allocative models are required
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(see Fgrsund et al. 1980). However, as it will be explained, KAM improves DEA to
handle both the concepts of doing the job right (technical efficiency) and doing the
job well (efficiency) by a single linear programming.

7.3.2 DEA Models

In Chap. 5, several linear programming models are introduced to measure the
technical inefficiencies. The measurement which considers the possible decreasing
of input factors without measuring the shortages of output factors is called Input
Orientation (10), and the measurement which considers the possible increasing of
output factors without measuring the excesses of input factors is called Output
Orientation (O0O) in DEA (see also Toloo 2014). In other words, IO lets us measure
the input technical inefficiencies without measuring the output technical inefficien-
cies, (that is, Form 2 by Eq. 5.26), OO lets us measure the output technical
inefficiencies without measuring the input technical inefficiencies, (that is, Form 1
by Eq. 5.25), and none of these measurements provide a fair discrimination nor they
calculate the technical efficiency completely. We also avoid using these measure-
ments to benchmark firms, before calculating efficiency or ranking firms according
to the concept of doing the job well.

The measurement which considers both possible decreasing of input factors and
possible increasing of output factors is called Non-Orientation (NO) in DEA, similar
to Form 3 by Eq. 5.28. In order to measure technical inefficiency and solve Eq. 5.28,
we use 0-KAM (Eq. 6.31). If the VRS-technical inefficiency is necessary to calcu-
late, we use 0-KAM (Eq. 6.25) when Zln:l Ai =1, and decompose technical

inefficiency to VRS-technical inefficiency and non-VRS-technical inefficiency.
As illustrated, inefficiency can be decomposed to technical inefficiency and non-
technical inefficiency (allocative inefficiency). In other words, efficiency can be
introduced by multiplying VRS-technical efficiency, non-VRS-technical efficiency
(scale efficiency) and non-technical efficiency (allocative efficiency). The results
of efficiency can be used for ranking and benchmarking firms, however, none of
the decomposed parts of efficiency should independently be used to rank or bench-
mark firms.

As explained, the provided scores by Form 3 also cannot be used to discriminate
firms or describe efficiency. In order to measure efficiency, similar to Forms 1-3,
some linear programming proposed by Debreu (1951), Farrell (1957), Fire et al.
(1985) and Tone (2002), called Cost Efficiency (CE) (Eq. 6.36), Revenue Efficiency
(RE) (Eq. 6.38) and Profit Efficiency (PE) (Egs. 6.40 and 6.41). Khezrimotlagh (2014)
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proved that the 6-KAM (Eq. 6.25) is equivalent with these models, (see Exercise
6.10-6.13), while the value of delta is large enough and the coefficients of the slacks
are introduced as the available prices. Nonetheless, none of the CE, RE and PE
models measure the efficiency of a set of homogenous firms completely, as the next
section illustrates. In other words, a suitable model to measure the efficiency of firms
should at least satisfy the introduced Types 1-6.

7.4 Conclusion

The meaning of technical efficiency, efficiency, effectiveness and productivity are
discussed in this chapter. Productivity is a combination of effectiveness and effi-
ciency. In the effectiveness measurement, the factors of each firm are compared with
the desired goals of the firms, and in efficiency measurement, the firms’ perfor-
mances are compared to each other. The provided technical efficiency scores should
not be used to rank firms; they have unfortunately been wrongly used in the literature
of operations research for the last four decades. The discrimination between homog-
enous firms requires expert judgment either to introduce a set of weights for factors
or to specify a measurement approximation to estimate the efficiency scores which
are relatively meaningful.

7.5 Exercises

7.1. Explain the differences between efficiency and

7.1.1. Technical efficiency.
7.1.2. Effectiveness.
7.1.3. Productivity.

7.2. Describe the following phrases:

7.2.1. Allocative efficiency
7.2.2. Scale efficiency

7.3. Prove that ERM and SBM are equivalent in that the lambda’s values that are
optimal for one are also optimal for the other. The ERM is given by the
following equation.
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(1/m)3>21", 6

(/P X o

Subject to

S Aixy < Oy, for j=1,2,...,m,
Yo AV > oy for k=12, ....p,
4>0, for i=1,2,...,n,

0<6; <1, for j=12,...,m,

@, >0, for k=1,2,...,p.

min

7.4. The following model is called super-efficiency model (Andersen and
Petersen 1993).

74.1.
7.4.2.

7.4.3.

7.4.4.

min 0,

Subject to

Z;’:,’i#ﬂix,j <Ox; for j=12,....m
Zin:l,[#lﬂiyik Z Yiks for k= 1’27 Ry 2
4 >0, for i=12,...,n,

6>0.

Describe Eq. 7.7.

Why the provided ranks for firms F;’s (i = 1,2, ...,n) by Eq. 7.7 are not
logically and relatively meaningful?

Give a counter example that Eq. 7.7 should not be used to identify
outliers as well.

Run a simulation to show the results of BCC Super-efficiency is not even
stronger as the result of BCC to rank DMUs.



Chapter 8 )
The Ratio of Output to Input Factors e

8.1 Introduction

In the previous chapters, we provided transparent steps to learn the foundation of
DEA to estimate the performance of a set of homogenous firms. In this chapter, we
demonstrate mathematical properties to describe the natural relationships between
the DEA frontier and the ratio of output to input factors.

8.2 Charnes, Cooper and Rhodes Model

Let’s extend Eq. 3.24 in general for n DMUs A;, fori = 1, 2, .. ., n, in which each
DMU has m positive input factors x;;, for j = 1, 2, ..., m, and p positive output
factors yy, for k =1, 2, ..., p. Assume that A, is evaluated, for [ = 1, 2, ..., n, as
Eq. 8.1 displays.

P —+
VW
max Zkfl k" k

S xwy
Subject to
P Cwt
Mﬁl,fﬂi:lﬂ,...,n, (8.1)
ijlx;jwj
wh >0, for j=12,....m,

w, >0, for k=12,...,p.

Charnes et al. (1978) proposed Eq. 8.1, and called it Charnes, Cooper and
Rhodes’ (CCR) model. The optimal value of CCR is at most 1 and we have the
following definition:
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Definition 8.1 A DMU is CCR-efficient if and only if the optimal value of CCR is
equal to 1, for some positive optimal solutions wj_* andw; ™, wherej=1,2,...,mand
k=1,2,...,p.

As discussed in the previous chapters, if a DMU is CCR-efficient, the DMU has
done the job right, and is technically efficient. Readers should note that if a DMU is
CCR-efficient, this does not mean that the DMU has done the job well or the DMU is
efficient.

Charnes et al. (1978) transformed CCR to equivalent linear programming models
(Forms 1 and 2), using Charnes and Cooper’s transformation (1962). They called
these two forms as Output-Oriented (OO) CCR and Input Oriented (I0) CCR,
respectively.

Equations 8.2 and 8.3 represent [O-CCR and OO-CCR in multiplier forms. Here
the word “multiplier” refers to the weights (multipliers) w;r’s and w; ’s. As discussed
in Chap. 3, IO-CCR only measures the possible decrease in the input factors radially,
whereas OO-CCR only measures the possible increase in the output factors radially.
In other words, all input factors are decreased with the same proportion, 6, by
I0-CCR, where 8™ is the possible minimum value of 8 and ™ € (0, 1]. Similarly,
all output factors are increased with the same proportion, ¢, by OO-CCR, where ¢*
is the possible maximum value of ¢ and ¢™ € [1, +00)

* _ p +
0 = maxy_;_; yuw;,

Subject to
2m i xwy = 1, 2
Yoo VWi — Somxw; <0fori=1,2,...,n, .
wi >0, for j=12,....m,
wy, >0, for k=1,2,...,p.
@ =miny_ " xyw,
Subject to
Shovuwi =1,
k=1 YikW (83)

+ m _ .
S yawi — Z_/:] xw; <0,fori=12,...,n,

wj+ >0, for j=12,....m,

wy >0, for k=1,2,...,p.
Definition 8.2 A DMU is CCR-efficient if and only if 8* = 1, for some positive
optimal solutions Wj_* and w;*, where j=1,2,..,mand k= 1,2, ..., p.

Definition 8.3 A DMU is CCR-efficient if and only if ¢™ = 1, for some positive
optimal solutions wj’* and w™, wherej=1,2,..,mandk=1,2, ..., p.
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Theorem 8.1 For every DMU, 0*¢p™* = 1.

Proof See Exercise 8.3. O
The dual linear programming models for IO-CCR and OO-CCR (Envelopment
Forms) are as follows, respectively:

6’;’< = min 6,

Subject to

Yoy xijhi < x0,forj=1,2, ...,m, (8.4)
doim Yiki = ypofork =12, ..., p,

4 >0, for i=1,2,...,n.

@ = max ¢,

Subject to

Yoy Xk < xjforj=1,2,...,m, (8.5)
Zin:l yikli > Yu®i» fork = 1’2’ Ry 2

4 >0, for i=12,...,n

CCR can easily be solved using Microsoft Excel Solver software. For example,
let’s consider a data set used in Ali et al. (1995), as Table 8.1 represents. There are
11 DMUs in which each DMU consumes two input factors and produces two output

factors.

In order to apply IO-CCR (Eq. 8.2) for data in Table 8.1, by the Microsoft Excel
Solver software, the following steps can be followed.

1. Copy the 5 columns of Table 8.1 on an Excel sheet into cells A1:E12.
2. Label A14 as ‘Index’, and enter number 1 to B14.

3. Label A16 as “Weights” (reserve B16-E16 for changing cells).

4. Label F1 as “Constraints”.

Table 8.1 Example of
11 DMUs with 4 factors

DMU Input 1 Input 2 Output 1 Output 2
A01 40 30 160 100
A02 30 60 180 70
A03 93 40 170 60
A04 50 70 190 130
AO05 80 30 180 120
A06 35 45 140 82
A07 105 75 120 90
A08 97 67 100 82
A09 100 50 140 40
A10 90 60 140 105
All 98 65 140 50
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5.

10.
11.
12.
13.
14.
15.
16.
17.
18.
19.
20.
21.
22.
23.

24,
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Assign the following command into F2 ‘=Sumproduct(D2:E2,D$16:E$16)-
Sumproduct(B2:C2,B$16:C$16)’.

Note: the single quotation marks do not belong to the commands.

. Copy F2 and then paste it into F3-F12.
. Label E14 as “Constraint” and assign the following command into F14,

‘=Sumproduct(Index(B2:C12,B14,0),B16:C16)’

. Label E18 as “Constraint” and assign the following command into F14,

‘=Sumproduct(Index(D2:E12,B14,0),D16:E16)’

. Open ‘Solver Parameters’ window.

Assign ‘F18’ into ‘Set Objective’ and choose ‘Max’.

Assign ‘B16:E16’ into ‘By Changing Variable Cells’.

Click on ‘Add’ and assign ‘F2:F12’ into ‘Cell Reference’, then select ‘<=", and
assign ‘0’ into ‘Constraint’.

Click on ‘Add’ and assign ‘F14’ into ‘Cell Reference’, then select ‘=", and
assign ‘1’ into ‘Constraint’. Then click on OK.

Tick ‘Make Unconstrained Variables Non-Negative’.

Choose ‘Simplex LP’ from ‘Select a Solving Method’.

Click on ‘Solve’.

Save or ‘Save As’ your excel file with this type ‘Excel macro-Enabled Work-
book (*.xIsm)’.

Label H1 as ‘Optimal Theta’.

Label I1-L1 as ‘Optimal Weights’ for 11, 12, O1 and O2, respectively.

From ‘Developer’ in the toolbar menu, click on the ‘Insert’ icon to open the
‘Form Control’ window.

Click on the first icon, ‘Button (Form Control)’, and then click on a place on the
Excel sheet.

In the opened window with the title ‘Assign Macro’, click on ‘New’. So, the
‘Microsoft Visual Basic for Applications’ window is opened.

From the toolbar menu, click on ‘Tools> References...>” and make sure ‘Solver’
is ticked, and then ‘OK’.

Inside of the ‘Microsoft Visual Basic for Applications’ window, write the
following commands between ‘Sub Buttonl_Click ()’ and ‘End Sub’ as
Fig. 2.21 depicts.

Dim i As Integer
Fori=1To 11
Range("B14") = i
SolverSolve Userfinish:=True
Range("H" & i + 1) = Round(Range("F18"), 4)
Range("B16:E16").Copy
Range("I" & i + 1).Select
Selection.PasteSpecial Paste:=xIPasteValues
Next i
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Table 8.2 The results of DMU o* —* % Tk Tk

IO-CCR for data in Table 8.1
AO01 1.0000 0.0238 0.0015 0.0000 0.0100
A02 1.0000 0.0156 0.0089 0.0056 0.0000
A03 0.7291 0.0021 0.0200 0.0043 0.0000
A04 1.0000 0.0183 0.0012 0.0000 0.0077
A05 1.0000 0.0042 0.0222 0.0000 0.0083
A06 0.9320 0.0273 0.0010 0.0014 0.0090
A07 0.3564 0.0020 0.0106 0.0000 0.0040
A08 0.3610 0.0022 0.0117 0.0000 0.0044
A09 0.4941 0.0018 0.0165 0.0035 0.0000
A10 0.5122 0.0024 0.0130 0.0000 0.0049
All 0.3974 0.0014 0.0132 0.0028 0.0000

25. Close the ‘Microsoft Visual Basic for Applications’ window.

26. Click on the small rectangle which was automatically made on the Excel sheet
by step 21.

27. The results are represented into cells H2:L.12. Column H represents the
CCR-scores for DMUs with four decimal digits, and columns I-L illustrate the
optimal solutions for the weights, w; ™, wy ™, w ™, and w; *.

Table 8.2 illustrates the results of IO-CCR for data in Table 8.1. There are four
DMUs which are CCR-efficient, and the rest of DMU are CCR-inefficient.

Note that, the scores in the first column of Table 8.2 are not relatively meaningful,
as discussed in Sects. 2.3 and 4.3. As can be seen, the second column in Table 8.3
represents the relative scores of DMUs, according to the set of optimal weights for
AO01, and the third column in Table 8.3 illustrates the relative scores of DMUs
according to the set of optimal weights for A02, and so on. The first row in Table 8.3
also shows that the CCR score for AO1 is 1 for every set of weights in Table 8.2. The
CCR scores are bold on the diameter of Table 8.3, to emphasize that the scores of
CCR in Table 8.2 are not relatively meaningful. For instance, the relative scores for
technically efficient DMUs A02 and A04 according to the optimal weights for A11
are 0.610 and 0.540, respectively.

In addition, the instructions to solve the envelopment form of IO-CCR for data in
Table 8.1, by the Microsoft Excel Solver software, are as follows:

. Copy the 5 columns of Table 8.1 on an Excel sheet into cells A1:E12.
. Label A14 as ‘Index’, and enter number 1 to B14.

. Label F1 as “Lambdas” (reserve F2-F12 for changing cells).

. Label D14 as “Theta” (reserve E14 for the changing cell).

. Label A16 as “Constraints”.

. Assign the following command into B16

‘=Sumproduct(B2:B12,$F2:$F12)’.
7. Copy B16 and then paste it into C16, D16 and E16.

AN N B W=
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. Assign the following command into B17.

‘=Index(B2:B12,$B14)*$E14’

. Copy B17 and paste it into C17.
. Assign the following command into D17.

‘=Index(D2:D12,$B14)’

Copy D17 and paste it into E17.

Open ‘Solver Parameters’ window.

Assign ‘E14’ into ‘Set Objective’ and choose ‘Min’.

Assign ‘E14, F2:F12’ into ‘By Changing Variable Cells’.

Click on ‘Add’ and assign ‘B16:C16’ into ‘Cell Reference’, then select ‘<=",
and assign ‘B17:C17’ into ‘Constraint’.

Click on ‘Add’ and assign ‘D16:E16’ into ‘Cell Reference’, then select ‘>=’,
and assign ‘D17:E17’ into ‘Constraint’. Then click on OK.

Tick ‘Make Unconstrained Variables Non-Negative’.

Choose ‘Simplex LP’ from ‘Select a Solving Method’.

Click on ‘Solve’.

Save or ‘Save As’ your excel file with this type ‘Excel macro-Enabled Work-
book (*.xIsm)’.

Label H1 as ‘Optimal Theta’.

Label I1-S1 as ‘Optimal Lambdas’ for AO1-A11, respectively.

From ‘Developer’ in the toolbar menu, click on the ‘Insert’ icon to open the
‘Form Control’ window.

Click on the first icon, ‘Button (Form Control)’, and then click on a place on the
Excel sheet.

In the opened window with the title ‘Assign Macro’, click on ‘New’. So, the
‘Microsoft Visual Basic for Applications’ window is opened.

From the toolbar menu, click on ‘Tools> References...>’ and make sure ‘Solver’
is ticked, and then ‘OK’.

Inside of the ‘Microsoft Visual Basic for Applications’ window, write the
following commands between ‘Sub Buttonl_Click ()’ and ‘End Sub’ as
Fig. 2.21 depicts.

Dim i As Integer

Fori=1To 11
Range("B14") =i
SolverSolve Userfinish:=True
Range("H" & i + 1) = Round(Range("E14"), 4)
Range("F2:F12").Copy
Range("I" & i + 1).Select
Selection.PasteSpecial Transpose:=True

Next i

Close the ‘Microsoft Visual Basic for Applications’ window.
Click on the small rectangle which was automatically made on the Excel sheet
by step 21.
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iﬁgzass"zorzl;etaoglffn;‘;le 8.1 bMU o /1:01 1:02 2:04 /1:05
A01 1.0000 1.0000
A02 1.0000 1.0000
A03 0.7291 0.2491 0.7230
A04 1.0000 1.0000
A05 1.0000 1.0000
A06 0.9320 0.2875 0.2082 0.2975
AQ7 0.3564 0.8465 0.0446
AO08 0.3610 0.7370 0.0692
A09 0.4941 0.4118 0.4118
Al0 0.5122 0.8963 0.1280
All 0.3974 0.7483 0.1126

30. The results are represented into cells H2:S12. Column H represents the
CCR-scores for DMUs with four decimal digits, and columns I-S illustrate the
optimal solutions for the lambdas, A3, — 4}/, as shown in Table 8.4. Note that
positive lambdas are only shown in Table 8.4.

When a DMU lies on the frontier, that is, the DMU is CCR-efficient, the
corresponded lambda for that DMU is 1 and the corresponded lambdas for the
other DMUs are 0, as displayed in Table 8.4. When a DMU is CCR-inefficient,
that is, the DMU does not lie on the frontier, CCR radially projects the DMU on the
frontier. In this case, the corresponded positive values of A* represent the reference
sets for that DMU. For instance, the reference sets for AO3 are AO1 and A0S, because
Ao = 0.2491 > Oand A},s = 0.7230 > 0. In other words, CCR projects A03 on the
line which connects AO1 and AO0S5. Similarly, the reference sets for A06 are A01,
A02 and A04, because Ay, =0.2875>0, Ay, =0.2082>0 and
Ayos = 0.2975 > 0. In this case, CCR projects A06 on the plane which passes
A01, A02 and A04.

8.3 Banker, Charnes and Cooper Model

Since CCR uses CRS technology, Banker et al. (1984) proposed CCR with VRS
technology, and called the model Banker, Charnes and Cooper (BCC). Egs. 8.6 and
8.7 are IO-BCC and OO-BCC, respectively.

0 =max(3_{, yuwi +w),

Subject to

doimxwy =1,

Oty yawi +w) =20 xywi <0,fori=1,2,...,n,

wi >0, for j=12,....m,

w, >0, for k=12,...,p.

(8.6)
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of =min(3_7, xywr +w),

Subject to

Shoivuwy =1,

S vawi — QoL xywy +w) <0 fori=1,2,...,n,
wi >0, for j=12,...,m,

wy, >0 for k=1,2,...,p.

(8.7)

Similar to CCR, the optimal value of BCC is at most 1, and we have the following
definitions:

Definition 8.4 A DMU is BCC-efficient if and only if * = 1 in Eq. 8.6, for some
positive optimal solutions wj’* andw™, wherej=1,2,...,mandk=1,2,...,p.

Definition 8.5 A DMU is BCC-efficient if and only if ¢™* = 1 in Eq. 8.7, for some
positive optimal solutions wj_* and w™, wherej=1,2,...,mandk=1,2,...,p.

The dual linear programming models for IO-BCC and OO-BCC (Envelopment
Forms) are as follows, respectively:

0 = mind,

Subject to

Sl xiAi < x0,forj=1,2, ...,m,
Sy yihi = ypefork=1,2, ...,p,
i hi=1,

4 >0, for i=1,2,...,n.

@] = ming,

Subject to

Yoy Xk < xjforj=1,2,...,m,
Zin:] yikli 2 ylk(pl’ fOI' k = 1, 2, e Py
Einzl )’i = 1’

>0, for i=1,2,...,n.

Since the generated PPS with VRS technology is a subset of the generated PPS
with CRS, the BCC score for a DMU is not less than the CCR score for that DMU. In
other words, A DMU can be BCC-efficient, but CCR-inefficient.

If the constraint w > 0 is added to the constraints of the multiplier form of
I0-BCC (Eq. 8.6), we have the IO-CCR with the NDRS technology, and if the
constraint w < 0 is added to the constraints of the multiplier form of I0-BCC, we
have the IO-CCR with the NIRS technology. Similarly, if the constraint w > 0 is
added to the constraints of the multiplier form of OO-BCC (Eq. 8.7), we have the
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OO-CCR with the NIRS technology, and if the constraint w < 0 is added to the
constraints of the multiplier form of OO-BCC, we have the OO-CCR with the NDRS
technology.

In addition, if the constraint Zln:l Ai <1 is added to the constraints of the
envelopment form of I0-BCC (Eq. 8.8), we have the IO-CCR with the NIRS
technology, and if the constraint Z,n: . Ai > 1 is added to the constraints of the
envelopment form of I0-BCC, we have the IO-CCR with the NDRS technology.
Similarly, if the constraint Zin:l A; <1 is added to the constraints of the envelop-
ment form of OO-BCC (Eq. 8.9), we have the OO-CCR with the NIRS technology,
and if the constraint Z,n: | A; > 1is added to the constraints of the envelopment form
of OO-BCC, we have the OO-CCR with the NDRS technology.

Now, suppose that S x;0 — Z,n:1 x;hi, forj=1,2, ..., m, is the excess of the
Jjth input factor, and s;” = yy — D1, yids, for k=1, 2, ..., p, is the shortfall of the
kth output factor.

Definition 8.5 (IO-CCR Phase II). A DMU is CCR-efficient if and only if 6* = 1
ands;* =0ands/* =0, wherej=1,2,...,mandk=1,2,...,p.

Definition 8.6 (OO-CCR Phase II). A DMU is CCR-efficient if and only if ™ = 1
andsj_>k =0ands/* =0, wherej=1,2,...,mandk=1,2,...,p.

The same definitions can be illustrated for IO-BCC Phase II and OO-BCC Phase
II (see exercise 8.8).

8.4 CRS Output-Input Ratio Analysis

As discussed in the previous sections, a DMU labelled /(I = 1,2, .., n) is located on
the CRS frontier, that is, DMU; is technically efficient or DMU;, has ‘done the job
right’, if the optimal value of & for DMU; is 1. This means that

Do
L XGws
max - ;’" il =1 (8.10)
max M:i: 1,2, ...,n
Zj:]xijwf
That is, there exist vT/j’ > 0 and vT/k+ > 0 such that
Po5 ot P ~ 4
_ YW L Yawl .
DY SRV DY S /SR (8.11)
Do Xyw; 2t X

Similarly, if there are exists vT/j* > 0and W,j > 0 such that Eq. 8.11 holds, DMU;,
is located on the CRS frontier, and we have the following theorem.
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Theorem 8.2 If there exist w; >0, for j=1,2, ..., m, and wi >0, fork =1,
2, ..., p, such that Eq. 8.11 holds, DMU, is located on the CRS frontier.

Proof See Exercise 8.7. O

Theorem 8.2 essentially allows a characterization of DMUs that lie on the CRS
frontier as having the highest ratio of aggregated outputs to aggregated inputs using
some selection of weights (Chen and Ali 2002). The theorem suggests the possibility
of finding ‘frontier DMUSs’ by selecting different combinations of input and output
factors to determine a specific selection of weights.

Suppose that J is a subset of the indexes of input factors, thatis, J C {1,2,...,m},
and vT/j_ =1, forj € J, and vT/j_ =0, forj ¢ J. Also assume that K is a subset of the
indexes of output factors, that is, K C {1,2,...,p}, and vT/,j =1, for k € K, and
w; =0, for k ¢ K. Similar to Theorem 8.2, we have the following theorems.

Theorem 8.3 DMU, is located on the CRS frontier, if the following equation holds

ZkEKy”‘max{Z"EKy”‘:il Zn} (8.12)

Proof The proof is simply concluded from Theorem 8.2. O
Theorem 8.4 DMU, is located on the CRS frontier, if the following equation holds

P P
LoV o 2k (8.13)
Zj:lxlj ij

Proof The proof is simply concluded from Theorem 8.2. O

The outcomes of Theorems 8.2, 8.3, and 8.4 can be examined for data in
Table 8.1. As Table 8.5 displays, let’s calculate different combinations of input
and output factors such as y/xy, yo/x1, y1/xa, Valxa, (y1 + Y2)/x1, (1 + Y2)/x2, ¥1/
(x1 + x2), y2o/(x1 + x2) and (y; + y2)/(x1 + Xx»), where x1, x,, y; and y, are input 1, input
2, output 1 and output 2, respectively.

Each column in Tables 8.5 and 8.6 represent different combination of input and
output factors. The maximum value for each combination is bolded. As can be seen,
only DMUs AO1, A02, A04 and A06 are located on the CRS frontier, as shown in
Tables 8.2-8.4.

In this example, all DMUs on the CRS frontier are found by output—input ratios.
However, in contrast with DEA, a performance measure based upon only the ratio of
one single output to one single input fails to detect the entirety of performance
regarding a set of input and output factors.
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Table 8.5 Applying Theorems 8.2, 8.3 and 8.4 for data in Table 8.1

DMU |3 “ & i e = el el =

A01 4.00 5.33 2.50 3.33 2.29 143 6.50 8.67 3.71

A02 6.00 3.00 2.33 1.17 2.00 0.78 8.33 4.17 2.78

A03 1.83 4.25 0.65 1.50 1.28 0.45 2.47 5.75 1.73

A04 3.80 2.71 2.60 1.86 1.58 1.08 6.40 4.57 2.67

A05 2.25 6.00 1.50 4.00 1.64 1.09 3.75 10.00 2.73

A06 4.00 3.11 2.34 1.82 1.75 1.03 6.34 4.93 2.78

A07 1.14 1.60 0.86 1.20 0.67 0.50 2.00 2.80 1.17

AO08 1.03 1.49 0.85 1.22 0.61 0.50 1.88 2.72 1.11

A09 1.40 2.80 0.40 0.80 0.93 0.27 1.80 3.60 1.20

Al10 1.56 2.33 1.17 1.75 0.93 0.70 2.72 4.08 1.63

All 1.43 2.15 0.51 0.77 0.86 0.31 1.94 2.92 1.17

Table 8.6 More v W 10y, +v, v, +10y, 10y, 4+,
combinations for data in DMU 10x1 5 X1 +10% i Bl Xt
Table 8.1 A01 0.37 0.47 42.50 29.00 24.29
A02 0.50 0.29 62.33 29.33 20.78

A03 0.18 0.34 18.92 8.28 13.23

A04 0.33 0.25 40.60 29.80 16.92

A05 0.22 0.47 24.00 17.25 17.45

A06 0.35 0.29 42.34 27.43 18.53

A07 0.11 0.14 12.29 9.71 7.17

A08 0.10 0.13 11.15 9.48 6.60

A09 0.13 0.23 14.40 5.40 9.60

Al10 0.15 0.20 16.72 13.22 10.03

All 0.13 0.19 14.80 6.53 8.90

8.5 VRS Output-Input Ratio Analysis

Theorem 8.2 can be extended for VRS technology as well. If a DMU lies on the CRS
frontier, the DMU lies on VRS frontier, but not vice versa. Consequently, the
following theorems hold.

Theorem 8.4 If there are exists vT/j’ >0,forj=1,2,...,m,and W,j >0,fork=1,
2,...,p,and w € R, such that Eq. 8.14 holds, DMU; is located on the VRS frontier.

—Zlf:l y”‘w’j tw = max{z:;?_lrr%}ikwlj W i=1,2, .. .,”}' (8.14)

D Xy D Xy

Proof The proof is simply concluded from Theorem 8.2. O
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Theorem 8.5 If there are existsw; > 0, forj=1,2,...,m, and wi >0, fork=1,
2,...,p,andw € R, such that Eq. 8.14 holds, DMU; is located on the VRS frontier.

"oxwr +w oW +w
%:min{%:i: 1,2, n} (8.15)
k=1YikWg k=1YikWg

Proof The proof is simply concluded from Theorem 8.2. O
Now, suppose thatw;” = 1, forj € J, wi =0, forall k, and w = 1. Thus we have.

Theorem 8.6 DMU, is located on the VRS frontier, if the following equation holds
el = min{zjejx,j:i =1,2,... ,n}. (8.16)

Proof The proof is simply concluded from Theorem 8.2. O
Similarly, assume that va =1, for k € K, vT/j_ =0, for all j, and w = 1. Thus
we have.

Theorem 8.7 DMU, is located on the VRS frontier, if the following equation holds
> =max{ > vii=1.2,..n}. (8.17)

Proof The proof is simply concluded from Theorem 8.2. O

BCC can easily be solved by adding the command ‘=Sum(F2:F12)’ into cell F13.
After that, open ‘Solver Parameters’ window, and click on ‘Add’. Assign ‘F13’ into
‘Cell Reference’, then select ‘=", and assign ‘1’ into ‘Constraint’. The outcomes are
illustrated in Table 8.7.

Five DMUs AO1, A02, A04, A05, A06 are BCC-efficient. A06 is the only
BCC-efficient DMU which is not CCR-efficient.

Table 8.8 shows different combinations of input and output factors such as,
(x; — Dfyz, (x — Dy, and (2/100)x; + (1/150)x,, to exemplify Theorems 8.5 and
8.6. The minimum values in each column are bolded.

As can be seen, all BCC-efficient DMUs can be found by different combination
of output—input ratios.

8.6 Conclusion

The relationship between ratio analysis and DEA efficiency is revealed in this
section. DEA includes the basis of ratio analyses, that is, a unit with the highest
rank, in respect to the ratio of a single output to a single input, dominates other units.
It is also shown a deficiency of ratio analysis is that it fails to identify all types of
dominating units, unlike DEA. In other words, a performance measure based on the
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Table 8.7 The envelopment I0-BCC results for data in Table 8.1

DMU 0* Aol A2 Alos Alos A o6
A01 1.0000 1.0000
A02 1.0000 1.0000
A03 0.7500 0.5000 0.5000
A04 1.0000 1.0000
A0S 1.0000 1.0000
A06 1.0000 1.0000
A07 0.4000 1.0000
A08 0.4478 0.9142 0.0858
A09 0.6000 1.0000
A10 0.5303 0.7727 0.0455 0.1818
All 0.4615 1.0000
Theorcms 8.9 and 86 for g MU 161 =Dy [ — Dl __|0.026 40,006
in Table 8.1 A01 0.3900 0.1813 1.0000
A02 0.4143 0.3278 1.0000
A03 1.5333 0.2294 2.1267
A04 0.3769 0.3632 1.4667
A0S 0.6583 0.1611 1.8000
A06 0.4146 0.3143 1.0000
A07 1.1556 0.6167 2.6000
A08 1.1707 0.6600 2.3867
A09 2.4750 0.3500 2.3333
A10 0.8476 0.4214 2.2000
All 1.9400 0.4571 2.3933

ratio of a single output to a single input fails to capture the entirety of performance
with respect to a set of outputs and inputs.

8.7 Exercises

8.1. By acounterexample show that Theorem 8.1 is not necessary satisfied for BCC.
8.2. Prove that there exists a positive parameter ¢, in which the following model is
equivalent with CCR.
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p +
max Zk:l VWi »

Subject to

Zj”il x[jwji =1,

Z,leyikw,j—zj'i] xw; <0,fori=1,2,...
ngfgl, for j=1,2,...,m,

0<w, <1, for k=12,...,p.

8.3. Prove that the following model is equivalent with CCR.

p +
maxy ;_, yuwi,

Subject to

ity =1,

Dot yawi = >t xywi < 0,fori=1,2, ...
ngf <1, for j=12,....m,

0<w, <1, for k=12,...,p.

249
(8.18)

’n9
(8.19)

1,

8.4. Prove that the optimal solution of the following model is wj_* /6%, for j =1,

2,..,mand w /0" fork=1,2,...,p.

maxy ;7 YWy s
Subject to
Zj'il H*xljwj_ =1,

Do yawl — 2 0% xw; < 0,fori=1,2, ..

wi >0,
we >0,

for j=1,2,...,m,

for k=1,2,...,p.

(8.20)

N,

8.5. Prove that the optimal solution of the following model is wj’* Jo*, forj =1,

2,..omand w /g™ fork=1,2,...,p.

max ", xw
Subject to

Zlf:l (P*)’lkwk+ =1,
Dok @ Vawi —
wi >0, k=1,2,....m,
wy > 1, k=1,2,...,p.

for

for

Z]filx,-jwjf <0,fori=1,2, ..

(8.21)

N,
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8.6. Prove Theorem 8.1.
8.7. Prove Theorem 8.2.

8.8. Solve the following IO-BCC Phase II for data in Table 8.1, where 9,* can be
found from Table 8.7.

m o Pt
max 3 %y s+ D S
Subject to

SO ki + 57 = O xy,forj=1,2,....m, 8.22)
Yol vk — s =ypofork=1,2, ...,p, .
Y hi=1

4 >0, for i=1,2,...,n.



Chapter 9 )
Production Planning Problem s

9.1 Introduction

Production in large firms with a centralized decision-making unit usually involves the
contribution of several individual units. Supermarket chains or organizations with several
workshops include more than one unit in which each unit contributes to a part of the entire
production. For example, a sales plan is decided by a bank’s cooperate management for its
divisions regarding the number of credit cards to be issued and the number of loans to be
processed. The central division defines a plan to optimize the average or overall produc-
tion performance in the entire organization after planning. In this chapter, a production-
planning problem which is regularly faced by the central decision-making units is
illustrated. Two planning ideas, proposed by Du et al. (2010), are discussed to arrange
new input and output plans for all specific units when demand deviations can be predicted.

9.2 Twenty Fast-Food restaurants

Assume a set of 20 fast food restaurants that are located in the city of Hefei, Anhui
Province, China. These fast food restaurants belong to the same chain, with a central
decision-making team of several members who supervise all branches’ operations
and make future sales plans for them, as well.

Table 9.1 illustrates the given data, where the restaurants are labeled RO1-R20.
These data are collected for a month, and the central decision-making team attempts
to arrange input and sales (output) plans for all 20 fast food restaurants under the
same chain for the next month in business.

There are two input factors for each restaurant, man-hour (10° h) and shop size
(102 mz), which are labeled I1 and 12, respectively. Here, man-hour means the labor
force used within a certain period, and shop size means the total rental floor space of
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the restaurant that can be used for the purpose of serving customers. There are also
five output factors, such as, the sales of meat dish, vegetable dish, soup, noodles and
beverage, all in 10? serving unit, which are labeled O1-05.

The demand changes for meat dish, vegetable dish, soup, noodles and beverage
are forecasted as D =3,D, =2.4,D; = —3,D, =6,D5 =3 (103 serving) in the
next business month, where a positive change represents an increase in demand
while a negative change represents a decrease in demand. How should these 20 fast
food restaurants be benchmarked to optimize the overall production performance of
all restaurants after planning?

9.2.1 CCR Efficient Restaurants

The CCR model (See Eq. 8.2 and Form 1), for the 20 restaurants in Table 9.1 is
consisted by Eq. 9.1.

Table 9.1 Example of 20 fast DMUs I8l 2 o1 02 03 04 05
food restaurants ROl |32 |20 (224 [246 [122 [312 [096
RO2 |34 |21 |212 |252 [134 [3.08 |088
RO3 |31 |18 |208 |225 |1.05 |285 074
RO4 |38 |22 |245 [210 |13 296 079
ROS |42 |26 |280 (278 |1.42 |348 |1.05
RO6 |41 |25 |265 |295 |138 |325 |098
RO7 |38 |23 |260 |224 |1.15 |3.18 |0095
ROS |38 |22 |250 |215 |1.10 |320 |0.82
RO9 (29 |16 |210 |204 |098 |2.88 072
RIO |42 |28 |290 [285 |152 |336 |1.12
RI1 |34 |21 |260 |245 |136 |332 082
RI2 |40 |24 |278 |266 |1.18 |3.15 |098
RI3 |38 |26 |284 |238 |125 |329 |085
RI4 |34 |19 [233 [220 |1.06 299 082
RIS |28 |16 |200 (218 |196 |2.84 |0.71
RI6 |35 |22 |240 [225 |126 |293 074
RI7 |42 |25 |268 |250 |146 |322 092
RIS |33 |18 |205 |220 |1.12 |3.02 |078
RI9 (36 |19 |200 |216 |1.02 |28 074
R20 |31 |17 |205 |212 |094 [290 |0.68




9.2 Twenty Fast-Food restaurants

0 = max(yyw +ypwy +yswi +yuws +yswi),

Subject to

xwy +xpw, =1,

S Yawi — Yo xywi < 0,fori=1,2,...,20,

]
wf > 0,forj=1,2,
wr >0,fork =1,2,....5.

The following instructions solve Eq. 9.1 for data in Table 9.1.
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1. Copy the 8 columns of Table 9.1 on an Excel sheet into cells A1:H21, as Fig. 9.1

depicts.

2. Label A23 as ‘“Weights’, A25 as ‘Index’, D25 as ‘Constraint’, G25 as ‘Objec-
tive’, I1 as ‘Constraints’, J1 as ‘CCR Score’ and K1 as ‘Rank’.

3. Assign number 1 to B25.

H25 wil 3 ﬁ =SUMPRODUCT(INDEX(D2:H21,B825,0),D23:H23)
A | B | € | Db | E F G H S

1 | DMUs I R 01 o2 03 04 05 Constraints CCR
2 RO1 32 2.0 224 246 1.22 312 0.96 0.000 1.0000
3| RO2 34 2. 2.12 2.52 1.34 3.08 0.88 -0.113 0.9564
4| RO3 31 1.8 2.08 22 1.05 2.85 0.74 -0.088 0.9365
5| RO4 38 22 245 2.10 1.30 296 0.79 -0.241 0.8724
6 | RO5 42 2. 2.80 2.78 1.42 3.48 1.05 -0.200 0.9154
7| ROS 4.1 25 2.65 295 1.38 325 0.98 -0.223 0.9253
8 | RO7 38 23 2.60 224 1.15 3.18 0.93 -0.152 0.9382
9 | ROS 38 22 2.50 2.15 1.10 32 0.82 -0.196 0.8880
10| RO9 29 1.6 210 204 0.98 2.88 0.72 0.000 1.0000
11| RI10 42 2. 290 2.85 1.52 3.36 1.12 -0.25¢ 0.9552
12| Rill 34 2. 2.60 245 1.36 3.32 0.82 -0.135 1.0000
13| RI12 4.0 24 278 2.66 1.18 3.15 0.98 -0.182 0.9454
14| RI13 38 2. 2.84 238 1.25 3.2 0.85 -0.366 0.9773
15| RI14 34 19 233 220 1.06 299 0.82 -0.066 0.9513
16| RI15 28 1.6 2.00 2.18 1.96 2.84 0.71 -0.011 1.0000
17| R16 335 2 2.40 22 1.26 293 0.74 -0.281 0.8970
18| R17 42 25 2.68 2.50 1.46 320 0.92 -0.270 0.8642
19| RIS 33 1.8 2.05 22 1.12 3.02 0.78 -0.043 0.9546
20| RI19 3.6 19 2.00 2.16 1.02 2.89 0.74 -0.134 0.8648
21| R20 31 1.7 2.05 2.12 0.94 2 0.68 -0.078 0.9528
22
23 | Weights 0.0000 0.5000 0.0000 0.0000 0.0000 0.0926 0.7407
24
25| Index 1 Constraint  1.0000 Objective] 1.0000 3
26

Fig. 9.1 Setting Excel sheet to solve Eq. 9.1
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Assign the following command (without quotations mark) into 12,

‘=Sumproduct(D2:H2,D$23:H$23)-Sumproduct(B2:C2,B$23:C$23)’.

. Copy 12 (by Ctrl + C), and paste it (by Ctrl + V) to I3-121.

. Assign the command ‘=Rank(J2,J$2:J$21,0)" into K2.

. Copy K2 and then paste it to K3-K21.

. Assign the command ‘=Sumproduct(Index(B2:C21,B25,0),B23:C23)’ into

E25.

. Assign the command ‘=Sumproduct(Index(D2:H21,B25,0),D23:H23)’ into

H25.

Open ‘Solver Parameters’ window, from ‘DATA’ in toolbar menu, as Fig. 9.2
illustrates.

Assign ‘H25’ into ‘Set Objective’ and choose ‘Max’.

Assign ‘B23:H23’ into ‘By Changing Variable Cells’.

Click on ‘Add’ and assign ‘12:121” into ‘Cell Reference’, then select ‘<=’, and
assign ‘0’ into ‘Constraint’.

Click on ‘Add’ and assign ‘E25’ into ‘Cell Reference’, then select ‘=" and
assign ‘1’ into ‘Constraint’. Then click on ‘OK’.

Tick ‘Make Unconstrained Variables Non-Negative’.

-
Solver Parameters ﬂ
Set Objective: SH525 (2.7
To: o Max ) Min Value Of: 0
By Changing Variable Cells:
$B523:5H523 |

Sybject to the Constraints:

SES2S5 =1 -
SIS2S1S21 <= 0 4ad

Lhange
Delete
Reset Al
- Load/Save |
[7] Make U trained Variables Non-Hegat
Select a Sohving Method: Simplex LP B Options

Solving Method

Select the GRG Nonlinear engine for Solver Problems that are smooth nonlinear. Select the LP
Simplex engine for linear Solver Problems, and select the Evolutionary engine for Solver
problems that are non-smooth.

Help Solve Close

Fig. 9.2 Setting Solver to solve Eq. 9.1
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16. Choose ‘Simplex LP’ from ‘Select a Solving Method’.

17. Click on ‘Solve’ (Fig. 9.3).

18. From ‘Developer’ in the toolbar menu, click on the ‘Insert’ icon to open the
‘Form Control’ window (Fig. 9.4).

LAYOUT FORMULAS DATA REVIEW VIEW DEVELOPER

{:"ﬁ' I;—T]* m’ b/ .Properttes D EF Map Properties

== &7 View Code +j Expansion Pacl
Add-Ins COM Insert Design Sour
Add-Ins v | Mode . Run Dialog E®1 Refresh Data
Add-Ins Form Controls XML
«SUI’\.»'IPRODUC'IL 5 EE' ! l,%j‘ E_EI E)“ 0} D23:H23)
Button (Form Control)
- F nTuveR oo ] K L
Output 2 Output 3 Ou = lints CCR Rank
-

246 1.22 EE MEs @] 1 1

252 134 EHoeAlLE iT..,so 09564 6
225 105 285 | 074 | -00880 09365 13

Fig. 9.3 The Form control menu

@ Microsoft Visual Basic for Applications - Exampl'e for Chapter 7.xlsm [design] - [.. E‘@g

@ Eile Edit View Insert Format Debug Run ToolsiAdd Ins  Window Help

rﬁ References... |F >:

B9 ™| 0@ Additional Controls.. _E
|CommandButton1 ] Macros... 3
Private Sub CommandB Options... _T"

Dim i As Integer
For i = 1 To 20
Range ("B25") = i Digital Signature...
SolverSolve UserfinisR:=trae
Range ("J" & i + 1) = Round(Range ("H25"), 4)
Next i

End Sub

VBAProject Properties...

References - VBAProject

Available References:
v Visual Basic For Applications o
] Microsoft Excel 15.0 Object Library @
< lmllf V] OLE Automation

[V Microsoft Office 15,0 Object Library

'ﬂl Microsoft Forms 2.0 Obﬁ Lbrari

D Ref Edit Control

Fig. 9.4 Setting VBA to solve Eq. 9.1
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19. Click on the first icon, ‘Button (Form Control)’, and then click on a place on the
Excel sheet.

20. In the opened window with the title ‘Assign Macro’, click on ‘New’. So, the
‘Microsoft Visual Basic for Applications’ window is opened.

21. Inside of the ‘Microsoft Visual Basic for Applications’ window, write the
following commands between ‘Sub Buttonl_Click ()’ and ‘End Sub’.

Dim i As Integer

Fori=1To 20

Range("B25") =i

SolverSolve Userfinish:=True

Range("J" & i + 1) = Round(Range("H25"), 4)
Next i

22. Close the ‘Microsoft Visual Basic for Applications’ window.
23. Click on the small rectangle which was automatically made on the Excel sheet
and created by step 19. The results are represented to cells J2:J21.

Table 9.2 illustrates the CCR-inefficient and CCR-efficient restaurants. There
were four CCR-efficient restaurants, which are bolded in Table 9.2, and the rest of
the restaurants were CCR-inefficient.

In the next sections, we construct two ideas to optimize overall performance of
these 20 restaurants.

Table 9.2 The results of DMUs CCR Scores

solving Eq. 9.1 1 1.0000
2 0.9564
3 0.9365
4 0.8724
5 0.9154
6 0.9253
7 0.9382
8 0.8880
9 1.0000
10 0.9552
11 1.0000
12 0.9454
13 0.9773
14 0.9513
15 1.0000
16 0.8970
17 0.8642
18 0.9546
19 0.8648
20 0.9528
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9.3 1Idea 1: Overall Production Performance

In this section, we theoretically construct Idea 1. First we assume that demands for
all output factors are positive, that is, increase in demands.

Part 1 Suppose that a set of n DMUs, DMU,, (i = 1, 2, .. ., n) is given in which each
DMU has m input factors, x;, (j = 1,2, .. ., m) and p output factors, y;, (k=1,2, ...,
p). Assume that the upper demand change for output k (k =1, 2, ..., p) in the next
production season can be forecasted as Dy, where Dy, > 0. As a result, with the same
values of output factors for the production plan, we should have Z,n: ik < Dy, for

k=1,2,..., p.Inorder to meet the demand changes, the most preferred input-output
plans should be determined for all DMUs.

For Idea 1, we choose a planning principle to maximize the CCR-efficiency of
average input and output levels of the entire DMUs. This ensures that the average
(overall) production capability for all DMUs to earn their highest potential after
planning.

Similar to Eq. 5.24, we have the following model where DMU;, is under
evaluation.

X ynwi +ypwi +---+ ylpW;

- — _
Xuwy +xpwy + -+ XimW,,

Subject to

awl YWy 4 Fyw) 92
YWy T YW, YipWp <l1,for,i=1,2,...,n, 52)

XgWy + XpWwy + -+ XimW,,

w;“ >0,forj=1,2,...,m,
w, > 0,fork =1,2, ...,p.

As illustrated in the previous chapters, CCR uses the CRS technology, so we
suppose that for DMU;, i = 1, 2, .. ., n the input and output factors are changed by
the same proportion denoted by A, i =1, 2, ..., n, where A; > 0.

Therefore, we assume that the new production plan for input and output factors of
DMU; i=1,2,...,nis a DMU with the following factors (x;; + Aux;1), (xi2 + Aixip),
s (i + Axyn), Ot + Ayi), Oz + Ayin), - -, Oip + Apyyp), Where 0 vy Ay < Dy,
fork=1,2,...p.

Note that, Dk is the upper demand change for output k (k =1, 2, .. ., p) in the next
production season, and (x; + Axy) = (1 + Apxy, for j = 1, 2, ..., m, and
ik + Ayir) = (1 + Ay, fork=1,2, ..., p.

Equation 9.2 is not changed if we use the new input and output values for DMU;,
i=1,2,..., n,because
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(1+ A)yywi

+ (L4 Aypw + -
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+ (1 + Ai)y[pW;—

(1+ A)xawy + (14 Ad)xpwy +---

Cvaw] Fyaws o yw)

Xiqwy +Xpwy + -

Nonetheless, adding the constraints Zl": LA < [)k, fork=1,2,..

+ XimW,,

+ (1 + Ai)ximw,;

(9.3)

., P, may

change the optimal solutions, as the optimal solutions may not be unique.
The average input and output factors of all DMUs, denoted by X; and j,

respectively, and are given by:

_ (1+A1)x1] (1 +A2)x2]

+(1+4,)

W forj=1,2, ....m&

=
(1+ Ay )y + (1 + Az))’zk +.

+(1+A4,)

(9.4)

Ve =
n

Therefore, we have n + 1 DMU s, that is, n DMUs (DMU,;,i=1, 2, ...,

Ik fork =1,2, ...,p,

n) plus the

virtual DMU with the average input and output values. Equation 9.2 for this virtual

DMU with the average input and output values,
., p are also added, is as follows:

S vuAi <Dy, fork=1,2, ..

yiwi +ywd 4

Xiwy +xowy + -

St

+ oWy
—

+ Xmw,,

max

Subject to
Ya(L+A)w] +yu (1 + Ajwy +

(14 Awy

where the constraints

<l1,fori=1,2,...,n,

xil(l + A,)WI +X,'2(1 + A,)WE +
yiwl 3wy 4wt -
Wy + 5wy + -+ Xawy,

S vuAi < Dy, fork = 1,2, ...,p,
ijr >0,forj=1,2,...,m

wy > 0,fork=1,2,...,p,

A; >0, fori=1,2,...,n

The above equation yields that,

N erim(l + A,)W

m
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Pt
aXZkrzl)_’k f,
Zj:lxjwj
Subject to
Py ot
Lt i1,
Zj:lxiiwj
Z/I::lysz_ <1
m - [— 9
Zj:lxjwj
Yo vl < Dy, fork = 1,2, ....,p,
wi >0,forj=1,2,...,m,
w, >0,fork=1,2,...,p,
A; >0, fori=1,2,...,n.

m

From Eq. 9.4 we have

et T — S Wi iy vl + A)

Yami w2 w3 X1+ Ay

Thus, Eq. 9.6 is equal with the following equation.

max 2o Wi 2im Y1+ A)
w2 a1+ A7

Subject to

DV o210 o,

D1 KW

i Wi i a1+ A

w2l a1+ A

Sl yali < Dy fork= 1,2, ...,p,

wi >0,forj=1,2,...,m,

wy > 0,fork=1,2,...,p,

A; >0, fori=1,2,...,n.

<1

s
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(9.8)

Let’s assume that 32", wi 32, x;(1 + A;) = 1, thus we have the following

converted model.
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maxy ¢ wi 3o yi(L+ Ay,

Subject to

E;il Wy S (L +4y) =1,

oW i v+ 4;) < 1,

Do Yawi — i xw; < 1 fori=1,2,...,n,
S8 yali < Dy fork=1,2, ....p,

wj+ >0,forj=1,2,...,m,

wy > 0,fork=1,2,...,p,

A; >0, fori=1,2,...,n.

9.9)

As discussed in Sect. 6.2, we can define lower bound for the weights wf and w;,

that is, W;L >eandw, > ¢, forj=1,2,...,mandfork=1,2,..., p, respectively,

where ¢ > 0. In this case, we have

maxy e wi 2o vl + Ag),

Subject to

Simwy i (14 Ay =1,

Soawi Dl va(l+4) <1,

S vawi = 2w < Lfori=1,2,...,n,
S yaA; < Dy, fork = 1,2, ...,p,

wi >eforj=1,2,...,m,

w, > egfork=12,...,p,

A; >0, fori=1,2,...,n.

(9.10)

We can also set some restrictions on the changing proportions A;, fori=1,2, ..,

nin Eq. 9.10, such as: A; > 5§i)A1, where i £1,i=1,2,...

max 3¢ wi Do (1 + A,

Subject to

dSomwi il a1+ A) =1,

Dok wi i va(l+4) < 1,

S vawi — 2t wi < 1, fori = 1,2, ...,n,
S yahi <Dy, fork=12,...,p,

wi >0, forj=1,2,...,m,

wy >0, fork=1,2,...,p,

A; >0, fori=1,2,...,n,

A >8A, fori=1,2,...,nandforl=1,2,...,n wherei# L

,nand [ =1,2,..., n.

(9.11)
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The advantages of the restrictions A; > 5;')A1 are to reveal the preferences of the
central unit and to avoid the possibility that changes in the production plan might
happen to a few DMUs only due to the nature of optimization.

Note that, Egs. 9.10 and 9.11 are nonlinear programming. We later develop the
models such that none of the local and global solutions from the non-linear models are
critical. In addition, Eq. 9.1 is the same as Eq. 9.10if5,” = 0, fori=1,2, ..., n and for
I=12,...,n

Now, suppose that the data in Table 9.3 are given. There are six DMUs in which
three DMUs are CCR-efficient and the other three DMUs are CCR-inefficient.

Assume that the demand changes for Output 1 and Output 2 are predicated as
131 =4 and D2 = 3 in the next production season, that is, the situation of demand
increases in the two outputs.

In order to apply Eq. 9.11 for data in Table 9.3, where 55') =02,fori=12,...,
nand forl =1, 2, ..., n, where i # [, we have the following instructions.

1. Copy the 5 columns of Table 9.3 on an Excel sheet into cells A1:E7, as Fig. 9.5

depicts.

2. Label A9 as ‘Constraint’, A11 as ‘Weights’, A12 as ‘SumDelta’, D9 as ‘Objec-
tive’, C14 as ‘Constraints’, C15 as ‘Dtilda’, F1 as ‘Constraints’, G1 as ‘Deltas’,
HI1 as ‘Constraints’, G9 as ‘delta(i,/)’, J1 as ‘Target Inputl’, K1 as ‘Target
Input2’, L1 as ‘Target Outputl’ and M1 as ‘Target Output2’.

. Assign 0.2 into HO.

4. Assign the following command (without quotations mark) into B9,

‘=Sumproduct(B11:C11,B12:C12)’.
5. Assign the following command (without quotations mark) into E9,

‘=Sumproduct(D11:E11,D12:E12)’.

(O]

6. Assign the following command (without quotations mark) into B12,
‘=Sumproduct(B2:B7,(1+$G2:$G7))’.

7. Copy B12 (by Ctrl + C), and paste it (by Ctrl + V) to C12, D12 and E12.
8. Assign the following command into D14,

‘=Sumproduct(D2:D7,$G2:$G7)’.

Table 9.3 Data of six DMUs with four factors

DMUS Input 1 Input 2 Output 1 Output 2 CCR-Score
1 3 2 1 0.7368
2 6 2 1 2 0.5000
3 1 3 1 2 1.0000
4 2 6 1 1 0.5000
5 3 1 1 2 1.0000
6 3 2 2 1 1.0000
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E9 v i [ X ﬁ ' =SUMPRODUCT(D12:E12,D11:E11)

A B C D [IEEEE F G H
1| DMUS Inputl Input2 Outputl Output2 Constraints A Constraints
2 1 4 3 2 1 -0.039755  0.103448  0.103448
3 2 6 2 1 2 -0.079511  0.103448  0.103448
4 3 1 3 1 2 0.000000 0.517242  0.103448
5 4 2 6 1 1 -0.113150  0.103448 0.103448
6 5 3 1 1 2 0.000000 0.517241 0.103448
7 6 3 2 2 1 0.000000 0.517242  0.103448
g
9 [Constraint 1 Objecﬁvel 0.767584 ‘l §9=02
10
11 | Weights = 0.022171 0.022171 0.044343 0.033639
12| YAx; 23.862068 21.241379 10.482759 9.000000
13
14 Constraint 2.482759 3.000000
15 D= 4 3

Fig. 9.5 Setting Excel sheet to solve Eq. 9.11

L~ &
Solver Parameters & h e
Set Objective: )
To: @ Max ) Mig ) Yalue Of: o

By Changing Variable Celis:
$GS25GS7,5B511:5E511

Subject to the Constraints:

SDS514:SESL4 <= SDS15:5E515 -
5659 =1

SES9 <=1

SFS25FST <= 0

SGS2SGST » = SHS2:SHST

EEE H_EQ

- Load/Save
V] Mae L Non-Neg
Select a Sohing Method: |GRG Nonlinesr [-]
‘ Solving Method

Select the GRG Nonlinear engine for Solver Problems that are smooth nonlinear. Select the LP
| Simplex engine for linear Solver Problems, and select the Evolutionary engine for Sobver
problems that are non-smooth,

[ ) [ cme

[ g

Fig. 9.6 Setting Solver to solve Eq. 9.11



9.3

11.
12.

13.
14.

15.
16.
17.
18.
19.
20.
21.
22.
23.
24.

25.
26.

Idea 1: Overall Production Performance 263

. Copy D14 and then paste it to E14.
. Assign the following command into F2,

‘=Sumproduct(D2:E2,D$11:E$11)- Sumproduct(B2:C2,B$11:C$11)’.

Copy F2 and then paste it to F3-F7.
Assign the following command into H2,

‘=If(G2=Max(G$2:G$7),H$9*Small(G$2:G$7,5),H$9*Max(G$2:G$7))’.

Copy H2 and then paste it to H3-H7.
Assign the following command into J2,

‘=(1+$G2)*B2".

Copy J2 and then paste it to J2-M7.

Open ‘Solver Parameters’ window, from ‘DATA’ in toolbar menu, as Fig. 9.2
illustrates.

Assign ‘E9’ into ‘Set Objective’ and choose ‘Max’.

Assign ‘G2:G7, B11:E11’ into ‘By Changing Variable Cells’.

Click on ‘Add’ and assign ‘D14:E14” into ‘Cell Reference’, then select ‘<=",
and assign ‘D15:E15’ into ‘Constraint’.

Click on ‘Add’ and assign ‘B9’ into ‘Cell Reference’, then select ‘=" and assign
‘1’ into ‘Constraint’. Then click on ‘OK’.

Click on ‘Add’ and assign ‘E9’ into ‘Cell Reference’, then select ‘<=’, and
assign ‘1’ into ‘Constraint’.

Click on ‘Add’ and assign ‘F2:F7’ into ‘Cell Reference’, then select ‘<=’, and
assign ‘0’ into ‘Constraint’.

Click on ‘Add’ and assign ‘G2:G7’ into ‘Cell Reference’, then select >=", and
assign ‘H2:H7’ into ‘Constraint’.

Tick ‘Make Unconstrained Variables Non-Negative’.

Choose ‘GRG Nonlinear’ from ‘Select a Solving Method’.

Click on ‘Solve’.

Table 9.4 illustrates the CCR-inefficient and CCR-efficient restaurants. There

were four CCR-efficient restaurants, which are bolded in Table 9.4, and the rest of
the restaurants were CCR-inefficient.

Table 9.4 The results of solving Eq. 9.11

DMUs A¥ (1+A;")x,-1 (1+Al.* )Xin (1+Ai>|< Vil (1+A,.*)y,-2 CCR-Score

i

1 0.103447 4.413790 3.310342 2.206895 1.103447 0.736842

0.103447 6.620685 2.206895 1.103447 2.206895 0.500000

0.517242 1.517242 4.551725 1.517242 3.034483 1.000000

0.103447 2.206895 6.620685 1.103447 1.103447 0.499999

0.517242 4.551726 1.517242 1.517242 3.034484 1.000000

AN | |W|N

0.517242 4.551727 3.034485 3.034485 1.517242 1.000000
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Table 9.5 The results of solving Eq. 9.10

DMUs | Af A+A%)x; | (1+A0x, | (A+A%)y; | (1+Af)y, | CCR-Score
1 0.000 | 4.000 3.000 2.000 1.000 0.737
2 0.000 | 6.000 2.000 1.000 2.000 0.500
3 0.667 |1.667 5.000 1.667 3.333 1.000
4 0.000 | 2.000 6.000 1.000 1.000 0.500
5 0.000 | 3.000 1.000 1.000 2.000 1.000
6 1.667 | 8.000 5.333 5.333 2.667 1.000

To apply Eq. 9.10, we only need to assume that 5;0 =0,fori=1,2,...,nand for
I=1,2,..., n,thatis, assign O into H9 and run Solver.

Part 2 Now, assume that demands for all output factors are negative, that is, a
decrease in demands.

Since the demand decreases and can be O at least, thus A; can be between
0 and 1, that is, —1 < A; < 0, which yields 0 < y; + Ay < yi. As a result,
Eq. 9.11 can be as follows:

max 7w 3o (1 + A,
Subject to

eril W; Zlnzl Xij(l + A,’) =1,
YW a4+ 4) <1,

m — .
St yiwr — Zj:lxijwj <1, fori=1,2,...,n,

S vuAi <Dy, andk=1,2,...,p, (9.12)
wi >e, forj=12,....m,
w, >¢ fork=12,...,p,
A, > —1, fori=1,2,...,n,
A< —e, fori=1,2,....n,

A; Zégi)Al, fori=1,2,...,nand for /= 1,2, ...,n where i # L.

Assume that the demand changes for Output 1 and Output 2 in Table 9.3 are
predicated as Dl = —4, Dz = —3and 5§i> = 2, in the next production season, that is,
the situation of demand dqcreases in the two outputs. The results of applying
Eq. 9.12, where ¢ = 0 and ¢ = 0.0001 are illustrated in Table 9.6.

Note that, when A; <0, fori=1,2, ..., n, then A, < 8 A; < 0, where " < I,
fori=1,2,...,nand for/ =1, 2, ..., n. Thus, the constraints A; > 5§i)A1 yield
that 650 =1land A, = A, =...=A,. To avoid this, we assume that 650 > 1, for
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Table 9.6 The results of solving Eq. 9.12

DMUs A;k (1+A,.* )Xt (1+A;" )Xin (1+A,.*)y,~1 (1+A;")y,-2 CCR-Score
1 —0.4000 1.3333 1.0000 0.6667 0.3333 0.736842
2 —0.8000 2.0000 0.6667 0.3333 0.6667 0.500000
3 —0.4000 0.6667 2.0000 0.6667 1.3333 1.000000
4 —0.8000 0.6667 2.0000 0.3333 0.3333 0.499999
5 —0.4000 2.0000 0.6667 0.6667 1.3333 1.000000
6 —0.4000 2.0000 1.3333 1.3333 0.6667 1.000000

i=1,2,..,nandfor/=1,2,...,nwherei#I, whereD; < 0,fork=1,2,...,p.
In addition, if A; =0, forsome [ =1,2,...,n,then A;=0fori=1,2, ..., n.
Therefore, we consider a very small positive value € suchas A; < —¢,fori=1,
2, ..., N

Part 3 In real life applications, different directions can be planned for demand
production changes. In other words, demand changes can be positive changes for
some outputs, negative changes for some other outputs, and zero changes for the rest
of outputs.

In order to deal with these multiple demand changes, we split all outputs into
three groups, based upon their particular demand changing directions.

The three categories are denoted by O, that is, the sets of outputs with positive
demand changes, O,, that is, the sets of outputs with negative demand changes, and
O, that is, the sets of outputs with zero demand changes. Thus, we have
0,U0,U0,={1,2,...,p}. In addition, f)k is positive for k € O, Dk is negative
for k € 0, and Dy is 0 for k € O,.

We now plan the upcoming production for all DMUs to fulfill the demand
changes in two steps given by:

Step 1 Considering the output changes in group Ojonly. Similar to Part 1, we

suppose that the same positive proportional change, Al(p ) >0,fori=1,2,...,n,are
defined in all input factors and output factors in O,,. After that, Eq. 9.11 is applied
and the targets for the input and the output factors are considered as the data for the
next step.

The related model for Step 1 is as follows:
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Do Syl £ AP + S0, WE S Y
S wr SR (1 + AP

s

Subject to
Skeo, (1 + AP WE + Fygo, vt
S (L4 Ay
steopwk+ Do vi(1+ AE"’)) + Zk¢0,,wl<+ S Vi - (9.13)
Sy S k(1 + AP o
i yikA,(p) < Dk,forkeop,

+ .
w; >eforj=1,2,...,m,

<1, andi=1,2, ...,n,

w, > ¢, fork=1,2,...,p,
AV >0, fori=1,2,....n.

Of course, we can define ZJIZ . wj_ Z,n: . (1 + AE” >)xij =1, and convert above
fractional programming to the following non-linear programming.

maxy o, Wi 2ot Yie(l + AP + Dko, Wi 2oimt Yiko
Subject to
S S+ A7) =1,
> keo, Wi iy V(1 + AP + Dkgo, Wk 2oic Yie < 1
Zkeopw,jyik(l + Al@) + Zk@pw,fyik <D0 wrag(1+ Af‘”)), fori=1,2,...,n,
Zin:1YikA§p) < Dy, fork€O,,
w;’ >e forj=1,2,...,m,
w, > ¢, fork=12,...,p,
AV >0, fori=1,2,...,n.
(9.14)

The targets for input and output factors of DMU, (I =1, 2, .. ., n) by Eq. 9.14 are
given by:

x;(l) = x;(1+ A%, forj=12,....m,

i = (1 + AP forke 0, (9.15)

1
y;z( ) =yy forke{l,2,...,p} — O,.
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Step 2 Considering the output changes in group O,only. Similar to Part 2, we
suppose that the same negative proportional change, —1 < AE") <0,fori=12,...,n,
are defined in all input factors and output factors in O,, which are measured in Step 1.
After that, Eq. 9.12 is applied and the new targets for the input and the output factors
are proposed as the new production plans for all DMUs.

makaggonw;f Z,-nzly,k + 2 keo, wi L lylk )(1 + A(n))
Subject to Zj'il w; Z,-'lel-j 1)(1 I Agn)) —1,
Zk%O,IWI:— Zln:l y,k + Zk€0 Wk ZZ lylk ( + A(")) < 1

1 n l n _
Zkgéo,,y;/i( >Wk+ + Zkeonyik( )(1 + AE )) i< X :( (1 JFA,(’ ))W]
fori=1,2,...,n,

(9.16)
S yviWAM < by, forkeo,,
w;’ >e forj=1,2,...,m,
wy > ¢, fork=1,2,...,p,
Af>_—1 fori=1,2,
Af") < —8 fori=1,2,
The targets from Eq. 9.16 are given by:
@ = x4 a) forj = 1,2, ... m
yi® =y (1 4 A forke o, (9-17)
yi@ = y*0 forke{1,2,....p} — O,.
Or
P =1+ AP (1 + AP, forj=1,2,....m
y;‘fz) = yi(1+ AP, forkeo, (9.18)

yi® =y, (14 A%, forkeo,

y;(z) =yy, for k€O,.

Now, assume that the demand changes for Output 1 and Output 2 in Table 9.3 are
predicated as Dl =4, ﬁz = —3, in the next production season, that is, the situation
of demand increases in the first output and decreases in the second output. The
results of applying Eq. 9.12, where ¢ = 0 and € = 0.00001 are illustrated in
Tables 9.7 and 9.8, respectively.

Note that, from ‘Option’ in ‘Solver parameters’, we changed ‘Population Size’ to
200 in ‘GRG Nonlinear’ window and clicked on ‘Use Multistart’. This option let
solver run repeatedly and start from different starting points to find a better possible
solution, and of course, it takes longer than a single run.
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Table 9.7 The results of solving Eq. 9.12 where € = 0

9 Production Planning Problem

DMUs Al@* x?;(l) x;(l) y;kl(l) y;(l) CCR-Score
1 0.000000 4.000000 3.000000 2.000000 1.000000 0.736842
2 0.022879 6.137271 2.045757 1.022879 2.000000 1.000000
3 2.887869 3.887869 11.663606 3.887869 2.000000 1.000000
4 0.000000 2.000000 6.000000 1.000000 1.000000 0.971967
5 1.089253 6.267759 2.089253 2.089253 2.000000 1.000000
6 0.000000 3.000000 2.000000 2.000000 1.000000 1.000000
Table 9.8 The results of solving Eq. 9.12 where ¢ = 0.00001
DMUs | A"* @ X v yi? CCR-Score
1 —0.756565 0.973741 0.730306 2.000000 0.243435 1.000000
2 —0.282374 4.404266 1.468089 1.022879 1.435252 1.000000
3 —0.458243 2.106279 6.318838 3.887869 1.083514 1.000000
4 —0.757366 0.485267 1.455802 1.000000 0.242634 1.000000
5 —0.000010 6.267696 2.089232 2.089253 1.999980 1.000000
6 —0.010916 2.967251 1.978167 2.000000 0.989084 1.000000

It is also suggested that the restaurants are benchmarked before applying Idea
1 for demand changes. In this case, the restaurants will be CCR-efficient and, after
panning, will have the same CCR-efficiency score as well.

9.4 Idea 2: Max-Min Output-Input

In this section, the three demand change situations, that is, positive, negative and zero
demand changes, are incorporated into one single model. In other words, the same
problem in production planning is considered, but with a different perspective from Idea 1.

The new plan is to maximize the total values of all output factors which are
produced by all DMUs, and simultaneously to minimize the total values of all input
factors which are consumed by all individuals. A DEA-based model is illustrated to
benchmark all individuals (DMUs) within the original PPS with new input-output
plans. The original PPS (See Eq. 4.4) is estimated by the input and output factors of
all DMUs, which describes all technically feasible production plans.

Suppose that the forecasted demand change Dy, corresponded to the kth output
factor, is given, for k =1, 2, ..., p. In addition, assume that x;;, forj =1, 2, ..., m,
and y,, for k =1, 2, ..., p, are the planned targets for input and output factors of
DMU, fori=1,2,...,n

The total values of the kth output targets of all DMUs should not be exceed than
the total values of the original kth outputs of all DMUs plus the forecasted demand
change Dk , that is,
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D <D v+ Difork=1,2,...,p. (9.19)

Each y;. can at least be 0, and since all demands for outputs can be changed
positively or negatively, y; can be either no more than y;; or no less than yy, fori =1,
2,..,n,and k=1,2, ..., p.In other words,

Yie < Yig» if Dk <0,

2
Yik = Vi if D > 0. 6-20)

In order to maximize total output production and at the same time minimize total
input consumption, the following multi-objective linear programming (MOLP)
should be solved.

maxy iy D Vi

min} 0y >0 Xy,

Subject to

s o) <%y, forl=1,2,...,nandforj=1,2, ....m,
Syl < 5§y, forl=1,2, ... nandfork = 1,2, ....p,
S Vi < i v + Disfork = 1,2, ..., p,

A >0, fori=1,2,...,nandforl=12,....n,

5o i
yjk—ytk lkaSO
Y =0 , fori=1,2,...,nand fork=1,2, ...,p,

(9.21)

Ya >yx ifDe>0.

The unknown variables in Eq. 9.21 are n x n multipliers, 7\51) (i=1,2,...,nand
[=1,2,...,n),n X minput targets,x; i=1,2,...,nandj=1,2,...,m),andn x p
output targets, y; (i=1,2,...,nand k =1, 2, ..., p). The above MOLP can be
rewritten as follows:

max Y00, D00 u —ed Zjnil;cij’
Subject to
n U ;
S N <xyforl=1,2,...,nandforj= 1,2, ...,m,
S yah) > §y.and 1= 1,2, ..., mandfork = 1,2, ..., p,
S Va < SO v + Dy fork = 1,2, ..., p, (9.22)
W) > 0,fori=1,2, ...,nandforl=1,2, ...,n,
5. <y .
yjk—ytk lkaSO
Y >0 , fori=1,2,...,n,and fork =1,2, ...,p,
Y = va  if Dy >0.
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Equation 9.22 is a linear programming model which is equivalent with Eq. 9.21.
The epsilon, ¢, in the objective of Eq. 9.22 is also a very small positive real number.
From the first two sets of constraints, that is, Z, lx,ﬂ»(l <Zxjforl=1,2,...,n,
andforj=1,2,...,m> " 1y,kk( >ylk,f0rl—1 2,..,nandfork=1,2,..,p,

and the objectlve that is, max Zi— . Z Z, . Z x,j, we expect

that x; and y; lie of the DEA frontier generated by DMUs. In other words, the
planning results by Eq. 9.22 should completely improve the CCR-efficiency scores
of all DMUs to one. We now prove this statement.

Letfc;; andy;, fori=1,2,...,n,forj=1,2,...,m,andfork=1,2,...,p,bethe
optimal solutions in Eq. 9.22 forx; andy, fori=1,2,...,n,forj=1,2,...,m,and
for k =1, 2, ..., p, respectively. Thus, the new input and output plan for DMU;,
(I=12,..,n)is ()E;’;,)?;, S S SO ,Sc;g). The CCR-efficiency of DMU;,
with this new plan, which can be simply called the new CCR-efficiency score for
DMU,, can be calculated by the following envelopment form of CCR, using the
original PPS.

min 6,
Subject to
Yo Xk < fc,j-‘ﬁl,forj =1,2,...,m, (9.23)
Sy 2 S fork = 1.2, ...,
A >0,i=1,2,...,n
Now, the following theorem is proposed to prove this important property about
the optimal targets from Eq. 9.22 which lie on the DEA-frontier generated by the

DMUs. In other words, the new CCR-efficiency scores of all DMUs with planned
targets measured by Eq. 9.22, can reach one when the original PPS is considered.

Theorem 9.1 In Eq. 9.23, 6, = 1.

Proof Let’s suppose that an & > 0 is given and X, y; and 7»51)*

forx;;, y; and 7»51) in Eq. 9.22, respectively, fori=1,2,...,n,forj=1,2,...,m, and

for k =1, 2, ..., p. Assume that 7™ is the maximum value of the objective in
Eq. 9.22, that is,

are optimal solutions

Zl le l Zz 1 Z =1 ’J’ (924>

In order to prove thatd," = 1, we prove that the CCR score in Eq. 9.23 for none of
DMUs are less than 1, thatis, A/ (= 1,2, ..., n): 9,* < 1.

Suppose that there exist at least one DMU with the CCR score less than 1, that is,
assume that 3o (1 < Iy < n): 0 < 1.

Let the optimal solutions for the multipliers in Eq. 9.23 related to 6;(': be 7\5" =1,
2, ..., n). Thus, from the constraints of Eq. 9.23 we have
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DT MF gy <OFERE, forj=1,2,...,m, (9.25)
And
Do M v > e fork=1,2,...,p, (9.26)

On the other hand, %767, 3, 375, M and A", fori £ o, i=1,2,....n =1,
2,...nj=12,...,mandk=1,2,...,p,is afeasible solution for Eq. 9.22. Thus,
the objective of Eq. 9.22 for this feasible solution is given by:

n P . m - n -
Do DT ey oY =1 &) (9:27)
i 4l

or

Zz 1 Zk Y SZ xlazelo fz,zl Znizl ;C;]k (9.28)

i # 1
From Eq. 9.29, we have
xlu]glo xloj + xloj (910 ) (9.29)
n P <% mo % =% (¥ m n ~ %
Zi:l Zk:lyik o 82,’:1 (xloj +xloj(glo - 1)) - 82,-:1 Zi =1i#l Xij -
(9.30)
or
mo-x
Z, 1Zk 1 Vi ( _1) Zj:lxlui Z 1 Xj- (9:31)
or
X * mo—x
Zl 1 Zk 1 ZJ 1 Z —1 lj +€< _910) Zj:lxloj' (932)
or
2 re(1-0p) S & (9.33)
Since 6';5 < 1, therefore 8(1 9*) Z lxl ;>0 and we have the following
contradiction,

¥ <7z*—|—£(1—9;§) Z,mlegl (9.34)

Indeed, we assume that 7™ is the maximum objective value in Eq 9.22, but as can
be seen in Eq. 9.34, we found a solution for Eq. 9.22, that is, 9, x,oj, ~j LY, A0* and
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A foritlyi=1,2..  nl=1,2...nj=12 . .madk=12 . .p,
which yields greater value for the objective of Eq. 9.22. Therefore, the assumption
that there exists one DMU which has a CCR-score less than one is not valid.

Consequently the CCR- scores for all DMUs with new planned input and output
factors by Eq. 9.22 are equal to 1, where the original PPS of DMUs are considered,
and the proof is completed. O

The following instructions are proposed to see the results of Eq. 9.22 for data in
Table 9.3, where the demand changes for Output 1 and Output 2 are predicated as
D, =4 and D, = 3 in the next production season.

1. Copy the 5 columns of Table 9.3 on an Excel sheet into cells A1:E7, as Fig. 9.7

depicts.

2. Label C9 as ‘D’, G9 as ‘Objective’, J9 as ‘Epsilon’, B11 as “Target Input 1°, C11
as ‘Target Input 2°, D11 as ‘Target Output 1, E11 as “Target Output 2°, F1-K1
as ‘Lambdas 1-6°, G11-J11 as ‘Constraints’, C19 as ‘Total Target for Output’,
and C20 as “Total Output + D’, as Fig. 9.7 illustrates.

. Assign 4 and 3 to D9 and E9, respectively.

. Assign 0.000001 to K9.

5. Assign the following command (without quotations mark) into H9,

‘=Sum(D12:E17)-K9*Sum(B12:C17)".

6. Assign ‘=Sum(D12:D17)’ into D19.
. Assign ‘=Sum(E12:E17)’ into E19.
8. Assign ‘=Sum(D2:D7,D9)’ into D20.

B~ W

~

HO vl J | =sum(D12:E17)-K9"SUM(B12:C17)

B ¢ D E v G H I J K
1| DMUS Inputl Input2 Outputl Output2 4, A7 o 7, P 7. P £;¢
2 1 4 3 2 1 0.000000 0.000000 0.000000 0.000000 0.000000 0.000000
3| 2 6 2 1 2 0.000000 0.000000 0.000000 0.000000 0.000000 0.000000
4 | 3 1 3 1 2 0.000000 0.000000 0.000000 0.000000 0.000000 0.000000
S 4 2 6 1 1 0.000000 0.000000 0.000000 0.000000 0.000000 0.000000
6 | 5 3 1 1 2 0.000000 1.000000 1.666667 0.333333 1.000000 0.000000
7 6 3 2 2 1 1.000000 0.000000 1.666667 0.333333 0.000000 1.000000
8
9 D~ 4 3 Objective| 24.0000 | Epsilen 0.000001
10
1| Tinl T2 Toutl Tou2 Constraints
12| 3 2 2 1 3 2 2 1
13 | 3 1 1 2 3 1 1 2
14| 10 5 5 5 10 5 5 5
15 | 2 1 1 1 2 1 1 1
16 3 1 1 2 3 1 1 2
17| 3 2 2 1 3 2 2 1
18
19| Total target for Qutput 12 12
20 Total Output +D~ 12 12
21

Fig. 9.7 Setting Excel sheet to solve Eq. 9.22
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. Assign ‘=Sum(E2:E7,E9)’ into E20.
. Assign the following command into G12,

‘= Sumproduct (B$2:B$7,$F2:$F7)’.

Copy G12, and paste it to H12, 112 and J12.
Assign the following command into G13,

‘= Sumproduct (B$2:B$7,$G2:$G7)’.

Copy G13, and paste it to H13, 113 and J13.
Assign the following command into G14,

‘= Sumproduct (B$2:B$7,$H2:$H7)’.

Copy G14, and paste it to H14, 114 and J14.
Assign the following command into G15,

‘= Sumproduct (B$2:B$7,$12:$17)".

Copy G15, and paste it to H15, I15 and J15.
Assign the following command into G16,

‘= Sumproduct (B$2:B$7,$J2:$17)".

Copy G16, and paste it to H16, 116 and J16.
Assign the following command into G17,

‘= Sumproduct (B$2:B$7,$K2:$K7)’.

Copy G17, and paste it to H17, I17 and J17.

Open ‘Solver Parameters’ window, from ‘DATA’ in toolbar menu, as Fig. 9.8
illustrates.

Assign ‘H9’ into ‘Set Objective’ and choose ‘Max’.

Assign ‘F2:K7, B12:E17’ into ‘By Changing Variable Cells’.

Click on ‘Add’ and assign ‘G12:H17’ into ‘Cell Reference’, then select ‘<=’,
and assign ‘B12:C17’ into ‘Constraint’.

Click on ‘Add’ and assign ‘112:J17” into ‘Cell Reference’, then select “>=" and
assign ‘D12:E17’ into ‘Constraint’. Then click on ‘OK’.

Click on ‘Add’ and assign ‘D12:D17’ into ‘Cell Reference’, then select ‘>=",
and assign ‘D2:D7’ into ‘Constraint’.

Click on ‘Add’ and assign ‘E12:E17’ into ‘Cell Reference’, then select ‘>=",
and assign ‘E2:E7’ into ‘Constraint’.

Click on ‘Add’ and assign ‘D19:E19” into ‘Cell Reference’, then select ‘<=’,
and assign ‘D20:E20’ into ‘Constraint’.

Tick ‘Make Unconstrained Variables Non-Negative’.

Choose ‘Simplex LP’ from ‘Select a Solving Method’.

Click on ‘Solve’.

Table 9.9 illustrates the planned input and output factors. DMUs with these

planned data are CCR-efficient and lie on the original DEA-frontier generated by
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Solver Parameters e o & @
Set Objective: )
To: ©) [Max] © Mmin ©) Value Of: 0

Ey Changing Variable Cells:
SF52:5K57,56512:5E517

Subject to the Constraints:

SES12:SES17 »= SES2:SEST -
SGS12:5H517 <= §B512:5C517

SD512:5D517 »= SDS2:5DS7

S1512:5)517 »= SDS12:5ES17

SD519:5E519 <= SD520:5E520

[7] Make Unconstrained Variables Non-Hegati

Select a Solving Method: Simplex LP

[
(]

Solving Method

Select the GRG Nonlinear engine for Solver Problems that are smooth nonlinear. Select the LP
Simplex engine for linear Solver Problems, and select the Evolutionary engine for Solver
that are th

|

Fig. 9.8 Setting Solver to solve Eq. 9.22

Tab!e 9.9 The results of DMUs X %5 vk v CCR-Score
solving Eq. 9.22
1 3 2 2 1 1.000000
2 3 1 1 2 1.000000
3 10 5 5 5 1.000000
4 2 1 1 1 1.000000
5 3 1 1 2 1.000000
6 3 2 2 1 1.000000

DMUs. It is also obvious that the DMUs with planned data in Table 9.9 lie on the
PPS frontier which are generated by themselves.

If the demand changes for Output 1 and Output 2 are predicated as D, = 4 and
D, = —3, the direction of inequality in Step 28 above should be changed to ‘<=",
that is,

28. Click on ‘Add’ and assign ‘E12:E17’ into ‘Cell Reference’, then select ‘<=’,
and assign ‘E2:E7’ into ‘Constraint’.

The results of the model while D; = 4 and D, = —3 are represented in Table 9.10.
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Tab!e 9.10 The results of DMUs i ik 5k 5% CCR-Score
solving Eq. 9.22 by known
demands 1 3 2 2 1 1.000000

2 3 2 2 1 1.000000

3 6 4 4 2 1.000000

4 1.5 1 1 0.5 1.000000

5 1.5 1 1 0.5 1.000000

6 3 2 2 1 1.000000

9.5 Applying Ideas 1 and 2 for the Chain Restaurants

We now get back to Sect. 9.2 and apply both Ideas 1 and 2 for the chain restaurants.
Suppose that the demand changes for meat dish, vegetable dish, soup, noodles and
beverage are forecasted as D1 =3, D2 =24, D3

serving) in the next business month.

-3, D, =6, Ds =3 (10°

We first adapt the related models for these data, and after that we respectively
formulize Step 1 of Idea 1, Step 2 of Idea 1, and CCR Envelopment form in three
different excel sheets. We then write a macro (Visual Basic Procedure) to run all

steps with just one click.
For the first step we have

max(Zk 1 kWi Z, (1 +A ))

Subjectto

Zz 1y13)

wi 2 i (1A 4wy Y0 xo(1+A7) =1,

22:1, k7é3wk+2i2£1yik(l +A?))+W;Z?:01Yi3 <1,

(Zi:L k7é3wljyik(1+A§p))) + YWy <ZJ 1W; XU(IJFA(I)))
fori=1,2,...,

ZizglyilAi@) <3,
Z?&yizA@ <24,
21'2:01}’1‘4A§p) <6,
Z?:Olyz'sAEp) <3,

wj+ >e, forj=1,2,

wy >¢, fork=1,2,...,5,

AV >0, fori=1,2,...,20.

The targets for DMU, (I =1, 2, ..,

20) are:

20,

(9.35)
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= (14 A7),

x;(l) =xp(l+ A,(m*),

)’11( P=y(1+ Al(m*)’

ylz(l) =yp(l+ 4 ), (9.36)
i ):va

yZ(l) =yu(l + Af”)*),
1
y;( ) =yis(1+ Az(m*)-

The objective in Eq. 9.35 can be written as follows, too. The same action can be
applied for the constraints. In other words, when D) < 0, we just need to subtract

Zl I ylkA(p in the related equations.

5 20
(S wi S v+ a0)) = 3070 ety (037)

For the second step, we consider the output changes in group O, = {3} only.
Similarly, we suppose that the same negative proportional change, —1 < AE") <0,
fori=1,2,...,n, are defined in all input factors and the third output factors which
are measured in Step 1.

Equation 9.12 represents the model in Step 2.

max(S, sl i )i SR (A,
Subjectto
wy Zz 1le (1+A<n))+wz Zl 1x12 (1+A1( >) 1,
(Zk:l k;éSWk Zz 1)’?12(1 )+Hwy > 1)’;(1 (1 +Al(n)) <1,
> ]k#y,k )+W3(1+A )yl3 <Z, : u (1+A” wi, fori=1,2,....n
S5 APED <
wj*Ze, for]:1,2,
wy >¢, fork=1,2,...,5,
A" > 1, fori=1,2,...,20,
AP < ¢ fori=1.2,...,20.
(9.38)

The targets from Eq. 9.16 are given by:
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x;;@) _‘x12( )(1 + A(”) )
2
i =y
=y, (9.39)

Ve = ylk ’
y;f;c@) _ ylk 1)
Or
5 =L+ AT (1 A7),
xm D=1+ A7) 1+ AP
yn _)’11( +A(p "),
)’zz = yp(l+ A(p ") (9:40)
=ys(l+ *)7
= yu(l+ *),
=ys(1+ *)
The  objective in  Eq. 9.38 can also  be  written as

i wi S, y;}z(l)) +y5 WAyt The same action can be applied for the con-
straints in Eq. 9.38. In other words, when D; < 0, we just need to add w Zl | Vik
Al@ in the related equations.

The following instructions illustrate the steps to run Egs. 9.35 and 9.38 and CCR

Envelopment to optimize the average production performance of all restaurants after
planning using Idea 1.

1. Copy the 8 columns of Table 9.1 on an Excel sheet into cells A1:H21, as Fig. 9.9
illustrates.

2. Label A23 as ‘Constraint, D23 as ‘Objective’, A25 as ‘Weights’, A26 as
‘SumDeltasData’, C28 as ‘Constraints’ C29 as ‘D’, Il as ‘Constraints’, J1 as
‘Deltas’, K1 as ‘Constraint’, M1 “Target Input 1°, N1 as ‘Target Input 2°, O1 as
“Target Output 1°, P1 as ‘Target Output 2°, P1 as ‘Target Output 2°, P1 as
‘Target Output 2°, and P1 as ‘Target Output 2°, as Fig. 9.9 represents.
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E23 =] i .f" =SUMPRODUCT|D26:H26,D25:H25)
A [ c [} E F G M t ] K L M N o P Q 3

1| DMUs Ieput]  loput2 Ousput ] Output? Output3 Outputd Ousput 3 Comstramts 3, Constraints Tinl  Tm2  Toot]l Tous2 Toutd Towtd T
2 ! 32 2 124 246 12 ER NS 056  0.000001 012225 0000000 35908 22242 25136 27604 12200 35000 1
3 2 32 21 21z 152 134 308 058 -0.005080 0.000000 0000000 34000 21000 21100 15200 13400 30800 O
4 3 3l 15 208 223 108 285 074 0003035 0.000000 0000000 31000 18000 20300 23500 10500 28500 O
5 4 18 22 248 21 13 258 079 0.008629 0000000 0000000 38000 22000 24500 21000 13000 19600 0.
& 5 42 28 8 278 142 348 105 -0.002610 0000000 0000000 52000 16000 28000 17800 14200 34800 1
7 6 41 23 265 295 138 Ll ) 098  .0.006005 0.000000 0000000 41000 25000 26500 25500 13800 32500 O
8 7 38 23 18 124 115 KRS 085 0003097 0.000000 0000000 385000 23000 26000 22400 11500 B1EO0 O
L 1 38 22 215 11 32 052  .0.005685 0.000000 0.000000 38000 22000 25000 21500 11000 32000 O
0 9 19 16 204 098 258 072 0.000000 0.000000 0000000 25000 16000 21000 20400 05800 28800 O
i 1 42 28 2183 152 338 LIZ -0.003379 0.000000 0000000 42000 1E000 25000 28500 15200 33600 1
1 1 32 21 225 138 332 052 | 0.000000 0711052 0.000000 58176 35032 44487 40921 13600 56807 1.
13 1 4 24 266 118 ENE] 098 0002878 0000000 0.000000 40000 24000 27800 26600 11800 31500 O
4 13 38 1 138 125 319 085 -0.002959 0000000 0000000 35000 18000 28400 23800 12500 32900 O
15 1 3s 19 22 106 289 052  0.002248 0.000000 0000000 34000 19000 23300 22000 10600 19900 0.
15 15 28 16 213 195 284 0.7 0.000000 0.163987 0,000000 32552 18624 23280 25375 15600 33057 0.
17 1§ 35 123 128 83 074 0005588 0000000 0000000 35000 22000 24000 22500 12600 219300 0.
18 17 42 23 25 148 31 092  .0.007405 0.000000 0000000 42000 25000 26800 25000 14500 32200 O
(LA ] 33 18 22 L2 302 0.78  -0.004834 0.000000 0000000 33000 1ECCO 2OS00 22000 11200 RO2OO O
0 19 35 19 2 116 102 2589 074 -0.009651 0.000000 0000000 35000 15000 20000 23500 10200 28500 O
1| W 31 17 208 2 08 29 088 0003795 0.000000 0.000000 32000 17000 20500 21200 08400 29000 O
2

P53 k’eﬂnn?ﬂl 1 Objncu'\r 3= 0

24

25| Weights  0.010043 0.005535 0.013028 0.000001 0.000621 0.000001 0.013907

2| Tax | TH8675 247998 506203 498400 250700 651175 17.8667

2 Run
] Comstramt 24503 24000 o 32075 08167

2 D= 3 14 o [] 3

=
IdealStepl | ldealStep2 CCR Envelopment ®

Fig. 9.9 Setting Excel sheet to solve Egs. 9.35 and 9.38

w

. Assign 3, 2.4, 0, 6 and 3 into D29-H29, respectively.
. Assign 0 to K23.
5. Assign the following command (without quotations mark) into B23,

‘=Sumproduct(B26:C26,B25:C25)".

N

6. Assign the following command into E23,
‘=Sumproduct(D26:H26,D25:H25)’.

7. Assign the following command into B26,
‘=Sumproduct(B2:B21,(1+$J$2:$J$21))".

8. Copy B26, and paste it to C26.
9. Assign the following command into D26,

‘=If(D29>0,Sumproduct(D2:D21,(1+$J$2:$J$21)),Sum(D2:D21))’.

10. Copy D26, and paste it to E26-H26.
11. Assign the following command into D28,

‘=If(D29>0,Sumproduct(D2:D21,$J$2:$J$21),D29)’.

12. Copy D28, and paste it to E28-H28.
13. Assign the following command into 12,

‘=(Sumproduct(D2:H2,D$25:H$25)*(1+J2)-F2*J2*F$25)-Sumproduct(B2:
C2,B$25:C$25)*(1+J2).
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Solver Parameters ﬁ
Set Objective: SES23 =
To: 9 Max Min Value Of: 0

Ey Changing Variable Cells:

$B525:5HS25,5)52:50521

Subject to the Constraints:

$B523 =1 = Add
$BS25:5HS25 > = 0.000001
SDS2B:SHS28 <= SDS29:5HS29

SES23 <=1 Change
§152:51521 <= 0
Delete
Reset All
[¥] Make Unc i Non-Negati

Select a Solving Method: GRG Nonlinear EI

Solving Method

Select the GRG Nonlinear engine for Solver Problems that are smooth nonlinear. Select the LP
Simplex engine for linear Solver Problems, and select the Evolutionary engine for Solver
problems that are non-smooth.

e

1

9.10 Setting Solver to solve Eq. 9.35

Copy 12, and paste it to 13-121.
Assign the following command into M2,

‘=(1+$12)*B2".

Copy M2, and paste it to M2 -N21.
Assign the following command into O2,

‘=If(D$29>0,(1+$J2)*D2,D2)’.

Copy 02, and paste it to O2-S21.

Open ‘Solver Parameters’ window, from ‘DATA’ in toolbar menu, as Fig. 9.10
illustrates.

Assign ‘E23’ into ‘Set Objective’ and choose ‘Max’.

Assign ‘B25:H25, J2:J21” into ‘By Changing Variable Cells’.

Click on ‘Add’ and assign ‘B23’ into ‘Cell Reference’, then select ‘=’, and
assign ‘1’ into ‘Constraint’.

Click on ‘Add’ and assign ‘B25:H25’ into ‘Cell Reference’, then select ‘>=’
and assign ‘0.000001” into ‘Constraint’.

Click on ‘Add’ and assign ‘D28:H28” into ‘Cell Reference’, then select ‘>=",
and assign ‘D29:H29’ into ‘Constraint’.
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Fig. 9.11 Rename a 8 1.6
worksheet 3 22 Insert...
; 23 X Delete
3 1.8
6 1.9 Rename
1 1.7 Move or Copy...
000 ¢ Q] View Code
7 Protect Sheet...
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25.
26.
27.
28.
29.
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32.
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34.
35.

36.
37.

38.

Click on ‘Add’ and assign ‘E23’ into ‘Cell Reference’, then select ‘<=’, and
assign ‘1’ into ‘Constraint’.

Click on ‘Add’ and assign ‘12:121” into ‘Cell Reference’, then select ‘<=, and
assign ‘0’ into ‘Constraint’.

Tick ‘Make Unconstrained Variables Non-Negative’.

Choose ‘GRG Nonlinear’ from ‘Select a Solving Method’.

Click on ‘Solve’.

Right click on the worksheet tab to rename the worksheet to ‘Idea 1 Step 1°, as
Fig. 9.11 shows.

Right click on the worksheet tab again and select ‘Move or Copy .. .’, then tick
‘Create a copy’, as Fig. 9.12 depicts, and click on ‘OK’.

Rename the new sheet as ‘Idea 1 Step 2°.

Assign the following command into D26,

‘=If(D29<0,Sumproduct(D2:D21,(1+$J$2:$J$21)),Sum(D2:D21))’.

Copy D26, and paste it to E26-H26.
Assign the following command into D28,

‘=If(D29<0,Sumproduct(D2:D21,$J$2:$J$21),D29)’.

Copy D28, and paste it to E28-H28.
Assign the following command into 12,

‘=(Sumproduct(D2:H2,D$25:H$25)+F2*J2*F$25)-Sumproduct(B2:C2,B$25:
C$25)*(1+12)".

Copy 12, and paste it to 13-121.
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Fig. 9.12 Copy a
worksheet

Move or Copy
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Move selected sheets
To book:

Before sheet:

.Second Example for Chapter 7.xlsm

(move to end)

IdeaiStept |\

.

OK

][ Cancel ]

39. Assign the following command into O2,
‘=If(D$29<0,(1+$J2)*D2,D2)".
40. Copy 02, and paste it to 02-S21.

The rest of constraints are not changed.

41. Open ‘Solver Parameters’ window, from ‘DATA’ in toolbar menu, as Fig. 9.13

illustrates.

42. Click on ‘Add’ and assign ‘J2:J21” into ‘Cell Reference’, then select ‘<=’, and

assign ‘0’ into ‘Constraint’.

43. Click on ‘Add’ and assign ‘J2:J21’ into ‘Cell Reference’, then select “>=", and

assign ‘-1’ into ‘Constraint’.
44. Click on ‘Solve’.

Now, we can either use our earlier CCR Multiplier model in Sect. 9.2 or make a
new sheet to run CCR Envelopment model. Here we give the instructions to run the

CCR Envelopment model.

45. Right click on the worksheet tab and select ‘Move or Copy ...°, then tick

‘Create a copy’, and click on ‘OK’.
46. Rename the new sheet as ‘CCR Envelopment’.
47. Delete the formula in cells E23, 12-121.
48. Assign 1 into B23 and

49. Label A23 as ‘Index’ and I1 as ‘Lambda’, as Fig. 9.14 shows.

50. Delete Rows 25-29.
51. Delete Column J-S.
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Solver Parameters - — e
Set Objective: SES23
To: ) [Max] © Min ©) Value Of: 0

By Changing Variable Cells:
$B525:5H525,5)52:5)521 B

Subject to the Constraints:
SBS23 =1 -
§B525:5H525 > = 0.00001
$D528:5HS28 <= SD529:5HS29
SES23 <=1 Change
SI52:51521 <= 0
5)52:50521 <=0
SI52:51521 »>= -1

[¥] Make Unconstrained Variables Non-Negative

4

Select a Solving Method: .GRG Honlinear E

Solving Method

Select the GRG Nonlinear engine for Solver Problems that are smooth nonlinear, Select the LP
Simplex engine for linear Solver Problems, and select the Evolutionary engine for Solver
problems that are non-smooth.

Solve ] [ Close

Fig. 9.13 Setting Solver to solve Eq. 9.38

52. Assign the following command into B25.
‘=Sumproduct(B2:B21,$12:$121)".

53. Copy B25 and paste it into C25-H25.
54. Assign the following command into B26

‘=Index(B2:B21,$B23)*$E23".

55. Copy B26 and paste it into C26.
56. Assign the following command into D26

‘=Index(B2:B21,$B23)".

57. Copy D26 and paste it into E26-H26.

58. Open ‘Solver Parameters’ window, from ‘DATA’ in toolbar menu, as Fig. 9.15
illustrates.

59. Click on ‘Reset All’.

60. Assign ‘E23’ into ‘Set Objective’ and choose ‘Min’.

61. Assign ‘12:121, E23’ into ‘By Changing Variable Cells’.
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Fig. 9.14 Setting Excel sheet to solve CCR envelopment
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0.000000
1.000000

283

CCR

[ e ) e e e T S I IR IR ) ) g iy ey Py e

Click on ‘Add’ and assign ‘B25:C25’ into ‘Cell Reference’, then select ‘<=’,

and assign ‘B26:C26’ into ‘Constraint’.

Click on ‘Add’ and assign ‘D25:H25’ into ‘Cell Reference’, then select ‘>=",
and assign ‘D26:H26’ into ‘Constraint’.
Tick ‘Make Unconstrained Variables Non-Negative’.

Choose ‘Simplex LP’ from ‘Select a Solving Method’.

Click on ‘Solve’.
Click on the worksheet labeled ‘Idea 1 Step 1° to get back to the first step.

From ‘Developer’ in the toolbar menu, click on the ‘Insert’ icon to open the
‘Form Control’” window.
Click on the first icon, ‘Button (Form Control)’, and then click on a place on the

Excel sheet.

In the opened window with the title ‘Assign Macro’, click on ‘New’. So, the

‘Microsoft Visual Basic for Applications’ window is opened.

Inside of the ‘Microsoft Visual Basic for Applications’ window, write the

commands in Fig. 9.16 between ‘Sub Button1_Click ()’ and ‘End Sub’.
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Solver Parameters R — S|
Set Objective: SES23 &%
To: @) Max @ ;@j () Value Of: 0

By Changing Variable Cells:
§152:51521,5E523

Subject to the Constraints:
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Change
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H

Select a Solving Method: Simplex LP E

Solving Method

Select the GRG Nonlinear engine for Solver Problems that are smooth nonlinear. Select the LP
Simplex engine for linear Solver Problems, and select the Evolutionary engine for Solver
probl that are th.

T

Fig. 9.15 Setting Solver to solve CCR envelopment

72. Close the ‘Microsoft Visual Basic for Applications’ window.
73. Click on the small rectangle which was automatically made on the Excel sheet
and created by step 69.

The model in worksheet ‘Idea 1 Step 1’ is run and its results are copied into B2:
H21 in worksheet ‘Idea 1 Step 2°. The results of Step 2 are copied into B2:H21 in
worksheet ‘CCR Envelopment’ and the model is run for every DMU. As can be seen
with the planned input and output factors, the CCR scores of all DMUs are 1, as
Fig. 9.14 illustrates.

Tables 9.11 demonstrates the results from Idea 1 Steps 1 and 2 as well as the
results by CCR Envelopment model.

For Idea 2, we have the following model.
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% File Edit View Inset Format Debug Run Tools Add-Ins Window Help

HaE
HE-"J a9 elr» 0o IFFEY =@ nzcon 2
|{Genern1} ;J ]Mncro vl

Sub Macro()
Dim i As Integer

SolverSolve UserFinish:=True

Range ("M2:521") .Select

| Selection.Copy

Sheets("Idea 1 Step 2").Select

Range ("B2") .Select

Selection.PasteSpecial Faste:=xlPasteValues

SolverQk SetCell:="S$ES23", MaxMinVal:=1
SolverSolve UserFinish:=True

Range ("M2:521") .Select

Selection.Copy

Sheets ("CCR Envelopment™).Select

Range ("B2") .S5elect

Selection.PasteSpecial Pasce:=xlPasteValues

SolverQOk SecCell:="S$ES23", MaxMinVal:=2
For i = 1 To 20
Range ("B23") = i
SolverSolve UserFinish:=True
Range("J" & i + 1) = Round(Range("E23"), 4)
Next i
End Sub

o K I 5]}

Fig. 9.16 Setting VBA to solve Egs. 9.35 and 9.38

Table 9.11 The results of solving Egs. 9.35 and 9.38

DMUs | AP™ AP A L D P @ e cer
ROI | 0.1221 | 000015 |3.59 224 |251 |276 |122 350 | 1.08
R02 | 0.0000 | —0.11761 |3.00 | 185 |2.12 |252 | 118 |3.08 | 0.8
R03 00000 | —0.09680 |2.80 | 163 |208 225 |095 |2.85 |0.74
RO4 00000 | 019112 |307 | 178 |245 210 |105 |296 |0.79
R05 00000 | —0.13069 |3.65 226 |2.80 |278 |123 348 | 1.05
R06 | 0.0000 | —0.15299 |347 212 |265 |295 |1.17 325 098
RO7 00000 | —0.10483 |3.40 (206 |2.60 (224 | 103 3.18 |095
ROS | 0.0000 | —0.16284 |3.18 |1.84 |250 |2.15 |092 1320 |082
R09 00000 | 000000 290 | 160 210 204 |098 |288 |072
RI0 00000 | —0.14870 |3.58 238 290 285 |129 |336 |12
RII 07111 | 011155 |517 |3.19 | 445 (419 |121 |568 |1.40
RI2 00000 | —0.10804 |3.57 214 |278 |2.66 |1.05 3.5 098
RI3 00000 | 024644 |2.86 |196 |2.84 1238 094 1329 |085
R14 00000 | 005181 |322 |1.80 |233 (220 |101 1299 |082
RI5 01640 | —002256 |3.19 | 182 |233 |254 |192 331 083
RI6 00000 | —023045 |2.69 | 169 240 225 |097 |293 |0.74
R17 00000 | 018755 |341 203 268 250 |1.19 |322 |092
RIS 00000 | —0.06396 |3.09 |1.68 |205 1220 | 105 302 |0.78
RI9 00000 | —0.15245 |3.05 |1.61 |2.00 |2.16 |086 |2.89 |0.74
R20 00000 | —0.10014 |279 | 153 |205 |2.12 |085 290 | 0.68

N e N e e e e B e e T e T e T e N S (S (S S TS Qe
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20 50 - 20 /- -
max (D7) > Vu) —€2oiny (X +Xn),

Subject to

S0 xl) < Fy, fori=1,2,...,20,
S0 xol) < Fp, fori=1,2,...,20,
S yal) > 5, forl=1,2,...,20,
Syl >, forl=1,2,...,20,
S yah) > 5, forl=1,2, ...,20,

Syl > §, forl=1,2,...,20,

S ysh) > 5y, forl=1,2, ...,20,
SV < va+ D,

YLV <L v+ Do,

YLV < XL v+ D,

St Vi < L vk + Da,

S Vs < 2y vk + Ds,

AW'>0, fori=1,2,...,20, and for =12, ...,20,
i =Yy, fori=1,2,...,20,

Yo = yn, fori=1,2,...,20,

Yz Syp, fori=1,2,...,20,

F5 >0, fori=12,...,20,

Via = yu, fori=1,2,...,20,

Vis > V5, fori=1,2,...,20.

(9.41)

Equation 9.41 has 540 decision variables or changing cells and 286 constraints,
whereas the limit for the number of changing variables and constraints of the
Standard Microsoft Excel Solver are at most 200 and 100, respectively. To deal
with this limitation, we use Frontline Solver Products which has a limit of 2000
decision variables.

The second to eighth columns in Table 9.12 illustrate the planned input and
output factors by Idea 2 and the ninth column represents the CCR scores for the
restaurants. As can be seen, the CCR score is equal to 1 for each restaurant. The
results in table 9.12 are suggested by the plan to maximize the total values of all
output factors which are produced by all restaurants, and simultaneously to minimize
the total values of all input factors which are consumed by all restaurants.
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Table 9.12 The results of applying Idea 2

DMUs | [ P L P P PF Jcer
RO 3520|2178 2471|2460 | 1.049 3310 | 1.041 |1
RO2 3713|2296 | 2.607 2520 |1248 3488 | 1.09 |1
RO3 3157|1946 2219 2251 0994 2955 0928 |1
RO4 3484 |2053  |2480 2297 | 1244 3316 0957 |1
RO5 3974|2417 2804 2784 | 1420 (3744 | 1.145 |1
RO6 4473 2679 3170 12950 | 1303|4261 1260 |1
RO7 13723 (2117|2675 2453 1037 3523 0969 |1
ROS 13566 |2031 2562 2342 0890 |3290 0930 |1
RO9  |3.119 |1.891 |2203 2194 0957 |2889 |0895 |1
RIO 4122|2512 |2907 |2961 1246 393 | 1191 |1
RII 3771|2132 2714|2608 | 1248 (3516|0973 |1
RI2 4016 |2259 |2894 2760 |1.156 3857 | 1.027 |1
RI3 4207 |2563 2967 2794 0965 | 4116 | 1215 |1
RI4 (3312 1979 |2349 |2340 0989 |3.113 0929 |1
RIS 3040 | 1822|2153 |2.191 0970 |2.841 0857 |1
RI6 13393 | 1930 |2438 2368 | 1181 |3227 0883 |1
RI7 3845 |2.184 | 2764 2692 |1271 3669 0999 |1
RIS 3300 |2009 |2328 2355 |1.107 |3.021 0952 |1
RI9 3131 |1893 |2213 2240 0936 2899 0894 |1
R20 3187 1926 |2252 |2281 0860 2937 0910 |1

In this application, both planning designs lead to a technical efficiency score
equal to one for all newly expanded restaurants input—output plans, which deter-
mines the reasonability of both methods. Note that, the second input, shop size, is a
non-controllable input in real-life (see Sect. 12.3). This means that the rental floor
space of the restaurants cannot be changed in a common sense. To fit the real
condition more suitably, one can basically apply the introduced two Ideas 1 and
2 into such application where the shop size input unchanged.

9.6 Conclusion

In this chapter, two approaches are introduced which allow making future produc-
tion plans when demand changes can be predicted in a centralized decision-making
situation. The first plan is to optimize the overall or average production performance
in the whole organization after planning using CCR efficiency scores. The second
plan is to maximize the total output productions and simultaneously minimize the
total input consumptions in the entire organization. All the individual DMUs are
supposed to be able to modify their output productions and input usages. The
approaches are exemplified with a simple numerical example and a real world data
set. The production possibility set is characterized to indicate the production plans
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that are technically feasible. After that, the set is estimated by the observed perfor-
mances under consideration and supposed to be unchanged during a planning period.
The planning results from this method for all observations, lie on the original
empirical production frontier with a CCR score of 1.

9.7 Exercises

9.1. Are ‘the original PPS generated by observed DMUs’ and ‘the PPS generated by
the DMUs with planned data’, by Ideas 1 and 2, the same? Why?

9.2. Improve the VBA procedures to create the new worksheets, set Solver, and run
Egs. 9.35 and 9.38 and CCR Envelopment to optimize the average production
performance of all restaurants in Table 9.1 after planning using Idea 1.

9.3. Using variable returns to scale and given data in Table 9.1

9.3.1. Apply Idea 1.
9.3.2. Apply Idea 2.



Chapter 10 )
Context-Dependent DEA e

10.1 Introduction

In this chapter, the context-dependent DEA is discussed. Since a product can appear
attractive in comparison with a contextual of less attractive or unattractive alterna-
tives, the performance of firms can be influenced by the context. For an example,
twenty-three Tokyo public libraries are considered and a context-dependent DEA
proposed by Chen et al. (2005) is discussed. The attractiveness of each library on a
particular performance level in comparison with other libraries are measured.
Libraries are classified on several empirical efficient frontiers, where each frontier
is used to evaluate the attractiveness. The performance of the technically efficient
libraries changes as the technically inefficient libraries change their performance.
The context-dependent DEA also represents another view to differentiate the per-
formance of efficient DMUs. When DMUs in a particular level are observed as
having the same performance, the attractiveness measure lets us discriminate the
“equal performance” based upon the third option or the same particular evaluation
context. We also develop the VBA procedure to measure the attractiveness with just
one click.

10.2 Context-Dependent

As discussed in the previous chapters, adding or excluding a technically inefficient
DMU or a set of technically inefficient DMUs does not change the technical
efficiencies of the existing DMUs or the estimated production frontier. The technical
inefficiency scores change only if the estimated production frontier is changed. In
other words, the performance of DMUs by DEA approach completely depends on
the estimated production frontier, where the performance of technically efficient
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DMUs is not influenced by the performance of technically inefficient DMUs.
Nevertheless, in some real-life applications, consumer choices can be influenced
by the context as well as presence of technically inefficient DMUs. Thus, to obtain
the attractiveness within the context-dependent, CCR is modified to a situation
where the performance is calculated with respect to a specific evaluation context.

Suppose that there are n DMUs A;, fori = 1, 2, .. ., n, in which each DMU has
m positive input factors x;;, for j = 1, 2, ..., m, and p positive output factors y;, for
k=1,2,..., p. Assume that A, is evaluated, for /[ = 1, 2, .. ., n. The input oriented
envelopment form of CCR is given by:

0 = min 6,
Subject to
Yoy xijdi < x0y, forj=1,2,...,m, (10.1)

Z;’:lyikﬂi Zy]k’ fOI' k: 1,2, ...,p,
4 >0, fori=1,2,...,n,

After solving the CCR model, a non-empty set of technically efficient DMUs is
obtained. Suppose that the observed set of DMUs is shown by / 1 {A;:i=1,2,...,n}
and the set of DMUs with CCR scores of 1 from I' is shown by
L' ={A/el' : 0} = 1}. This first empirical production frontier generated by DMUs
in I' provides an evaluation context to measure the attractiveness. The set L' is called
‘Level 1’ empirical production frontier.

Now, we exclude the DMUs with the CCR scores equal to 1 from the observed
DMUs to find ‘Level 2°, the second empirical production frontier. In other words, the
second set of DMUs is > =I' — Ll, and the set L is defined as the set of DMUs in I
with CCR scores equal to 1, that is, I’ = {A1612 : 6’1* = 1}.

Consequently, the set I' * ' represents the 7 4 1th set of DMUs after excluding the
set of L' from I', that is, I' ™ ' = I' — L', where L' indicates ‘Level ¢, the /™ empirical
production frontier. The generating of these levels is stopped when I' = &. In other
words, we have the following algorithm to identify the levels:

Step 1: Setr = 1, and I' as the set of observed DMUs.

Step 2: Evaluate the set I' by Eq. 10.1 to obtain Level ¢ technically efficient DMUs,
or Level ¢ production frontier, L.

Step 2. Exclude DMUs in the set L' from I’ to obtain I' * .

Step 3: If I' " ' = @, go to Step 5.

Step 4: Set t = ¢ + 1 and go to Step 2.

Step 5: Stop the algorithm.

From the above illustrations, the evaluation contexts are found by subdividing a
set of DMUs into several levels of empirical production frontiers. Each production
frontier offers an evaluation context for measuring the attractiveness. For example,
Level 2 production frontier, generated by L2, is considered as the evaluation context
for measuring the attractiveness of the DMUs in L'. In addition, the presence,
absence, or the shape of the Level 2 production frontier affects the attractiveness
of DMUs on the level 1 production frontier.
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The introduced nest-sets of DMUs have the following properties:

i I'= U, L', where L' NL' =@ fort# {,where ' ' = @,
(ii) The DMUs in L' are dominated by the DMUs in L’ or a linear combination of
DMUs in L', where > .
(iii) Each DMU in set L' is technically efficient with respect to the DMUs in set L’
forallt >t
(iv) Each DMU in set L' is technically inefficient with respect to the DMUs in set L
forall ¢t <t

As a result, each DMU belongs to one of the calculated levels. DMUs in L', that
is, the DMUs which lie on level ¢ production frontier, are attractive to themselves.
They are least attractive in comparison with DMUs in L' ~ ', and most attractive in
comparison with DMUs in L' ™ .

After classifying the levels and partitioning DMUs, we can measure the perfor-
mance of each DMU with respect to each level of production frontier. Eq. 10.2
illustrates the input oriented CCR model to measure the attractiveness of DMU;, in
set L' based upon the empirical production frontier in Level 7, that is, the frontier
which is made by DMUs in L. In other words, x,’j and yj, are the input and output
factors of DMU, in set L', and xfj/- and y", are the input and output factors of DMUs in
set L", forj=1,2,...,mfork=1,2,..,pandi=1,2..., ny, where n, is the
number of DMUs in set L.

0" = min 6],
Subject to

S xbd < xf], forj=1,2,....m, (10.2)

ST 2 Ve fork =12, p,
4, >0, fori=1,2,...,n.,

If <7, then 91*’ > 1, because in this case, DMUs in L' are dominated by a linear
combination of DMUs in L. It is obvious that when ¢ = ¢, then 6" = 1, because the
DMUs in L' are technically efficient and lie on the Level ¢ empirical production
frontier.

Definition 10.1 The score, 6;"', measured for DMU; from set L' by Eq. 10.2 with

respect to the generated PPS by DMUs in set L' , is called the input oriented ¢-degree
attractiveness of DMU;, from level .

The bigger 6’,*’ represents the more attractive DMU,, for [ = 1, 2, ..., n, in
comparison with DMUs in L'. Eq. 10.2 determines the attractiveness score for DMU;
when outputs are fixed at their current levels. Similarly, we can have the output-
oriented version of the context-dependent DEA to determine the attractiveness score
for DMU;, when inputs are fixed at their current levels.

As explained in Chaps. 4 and 8, in constant retunes to scale technology, 6™ = 1/p*,
and the measured attractiveness in the input oriented model can easily be calculated in
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the output-oriented model as well. Nonetheless, if the variable returns to scale technol-
ogy is considered, the related models should be solved separately. Eq. 10.3 represent the
output-oriented CCR model to measure the t-degree attractiveness of DMU; from set L'
according to the generated PPS by DMUs in set L.

@' = max gy,
Subject to
S A < xf, forj=1,2,....m, (10.3)

=17

S Vi = il fork=1,2,...,p,
4 >0, fori=1,2,...,n.,

Definition 10.2 The 1/¢,", where ¢, is the measured score for DMU; from set L’
by Eq. 10.2 with respect to the generated PPS by DMUs in set L, is called the
output-oriented t-degree attractiveness of DMU, from level ¢.

The larger the value of 1/ qo,* !, the more attractive DMU] is, because this makes
itself more distinctive from the evaluation context. We are also able to rank the
DMUs in L' based upon their attractiveness scores and identify the best one. In the
next section, an application of the context-dependent is discussed.

10.3 An Example of Twenty-Three Public Libraries
in Tokyo

In this section, we apply the illustrated context-dependent model in the previous section
to measure the attractiveness of 23 public libraries in Tokyo (Cooper et al. 2007).

Table 10.1 shows the data for the 23 public libraries in the Tokyo Metropolitan
Area. The input factors are floor area in 10002, the number of books in 1000 unit
measurement, the number of staff in 1000 unit measurement, and the population in
1000 unit measurement. The output factor are the number of registered residents in
1000 unit measurement and the number of borrowed books in 1000 unit
measurement.

In order to measure the attractiveness of these libraries, we need to solve Eq. 10.2
several times to find the levels and after that measure the attractiveness score of each
DMU based upon each level. In this example, more than 20 times Eq. 10.2 should be
solved. The previous way of solving models requires programming in 20 different
sheets, which is not user-friendly. Thus, we develop the VBA programming to solve
all process with just one click. The following instructions illustrate how to measure
the attractiveness of the 23 libraries in Table 10.1 by Microsoft Excel Solver with
one click only.
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Table 10.1 Data of twenty three libraries in Tokyo

DMUs Area Books Staff Population Regist. Borrow.
1 2249 163,523 26 49,196 5561 105,321
2 4617 338,671 30 78,599 18,106 314,682
3 3873 281,655 51 176,381 16,498 542,349
4 5541 400,993 78 189,397 30,810 847,872
5 11,381 363,116 69 192,235 57,279 758,704
6 10,086 541,658 114 194,091 66,137 1,438,746
7 5434 508,141 61 228,535 35,295 839,597
8 7524 338,804 74 238,691 33,188 540,821
9 5077 511,467 84 267,385 65,391 1,562,274
10 7029 393,815 68 277,402 41,197 978,117
11 11,121 509,682 96 330,609 47,032 930,437
12 7072 527,457 92 332,609 56,064 1,345,185
13 9348 601,594 127 356,504 69,536 1,164,801
14 7781 528,799 96 365,844 37,467 1,348,588
15 6235 394,158 77 389,894 57,727 1,100,779
16 10,593 515,624 101 417,513 46,160 1,070,488
17 10,866 566,708 118 503,914 102,967 1,707,645
18 6500 467,617 74 517,318 47,236 1,223,026
19 11,469 768,484 103 537,746 84,510 2,299,694
20 10,868 669,996 107 590,601 69,576 1,901,465
21 10,717 844,949 120 622,550 89,401 1,909,698
22 19,716 1,258,981 242 660,164 97,941 3,055,193
23 10,888 1,148,863 202 808,369 191,166 4,096,300
1. Copy the 7 columns of Table 10.1 on an Excel sheet into cells A1:G24, as

Fig. 10.1 depicts.

. From ‘Developer’ in the toolbar menu, click on the ‘Insert’ icon to open the

‘Form Control” window.

. Click on the first icon, ‘Button (Form Control)’, and then click on a place on the

Excel sheet.

. In the opened window with the title ‘Assign Macro’, click on ‘New’. So, the

‘Microsoft Visual Basic for Applications’ window is opened.

. From the toolbar menu, click on ‘Tools> References...>’ and make sure ‘Solver’

is ticked, and then ‘OK’ (Fig. 10.2).

. Inside of the ‘Microsoft Visual Basic for Applications’ window, write the

following commands between ‘Sub Buttonl_Click ()’ and ‘End Sub’.
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A B C D E F G H I
1 | No. Area Books Staff = Population Rezist. Borrow. Lambdas
2 1 2249 163523 2 49196 5561 105321 0.000
3 2 4617 338671 30 78599 18106 314682 0.000
4 3 3873 281655 51 176381 16498 542349 0.000
5 4 5541 400593 78 189367 30810 847872 0.000
6 5 11381 363116 69 192235 57279 758704 0.031
7 6 10086 541658 114 194051 66137 1438746 0.042
8 7 5434 508141 61 228535 35295 839557 0.000
9 8 7524 338804 74 238651 33188 540821 0.000
10 8 3077 511467 84 267385 65391 1562274 0.000
11 10 7029 393815 63 277402 41197 978117 0.000
12 ] ‘11 11121 505632 96 330609 47032 930437 0.000
13 2 7072 27457 2 332609 56064 1345183 0.000
14| 13 9348 601594 127 356504 69536 1164801 0.000
15| 14 7781 528799 96 365844 37467 1348588 0.000
6] 15 6235 394158 77 3859394 57727 1100779 0.000
17 ] 16 10583 515624 101 417513 46160 1070488 0.000
18| 17 10866 566708 118 503914 102967 = 1707645 0.000
19| 18 6300 467617 74 517318 47236 1223026 0.000
20| 19 11469 763434 103 537746 34510 2299694 0.000
21| 20 10868 665596 107 590601 69576 1501465 0.000
2] 21 10717 344949 120 622550 85401 1509698 0.000
23| 22 19716 = 1258681 | 242 660164 97541 3055183 0.000
24| 23 10888 = 1148863 = 202 808369 151166 | 4096300 0.005
25
26 |Indax 1 Theta 0.372764
27
28 838.347 40087.253 8.001 1833851126 5561 105321
29 838.347 60955.532 9.652 1833851126 5561 105321
30
31

Fig. 10.1 Copying data into an Excel sheet

Dim i, j, k, t, r As Integer
Dim Store(1 To 10), Levell() As Variant

Range("B26") = 1

Range("B28:G28").Formula = "=SUMPRODUCT(B2:B24,$12:$124)"
Range("B29:E29").Formula = "=INDEX(B2:B24,$B26)*$F26"
Range("F29:G29").Formula = "=INDEX(F2:F24,$B26)"

SolverReset
SolverAdd CellRef:="$B$28:$SE$28", relation:=1, _
Formulatext:="$B$29:$E$29"
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£ Microsoft Visual Basic for Applications - Chapter 10 (2] O S

‘@ File Edit View Insett Format Debug Run Tools Add-Ins Window Help
ME-"d s 9c» 1 aEFY =@
D RRalEEO % % %)

i
1k
“mr

i
[[lie]

I

[CommandBuﬂoM LI | Click

Private Sub CommandBuctonl_Click{)
Dim i, j, k, t, r As Integer
Dim Store(l To 10), Levell() As Variant

Range ("B26") = 1
"=SUMPRODUCT (B2:B24,$I2:8I24)"

n=INDEX (B2:B24, $B26) *SF26"
"=INDEX (F2:F24,$826)"

Range ("B28:G28") .Formula
Range ("B29:E29") .Formula
Range ("F29:G29") .Formula

Solve:Resed

SolverAdd CellRef:="$B$28:%ES828", relation:=1,
Formulatext:="$B$29:$E$29"

SolverfAdd CellRef:="§$F$28:$G$28", relation:=3,
Formulatext:="$F$29:5G$29"

SolverQCk SetCell:="§$F$26", MaxMinVal:=2, _
Bychange:="§I15§2:$1$24, S$F$26", Engine:=2

Levell = Range ("A2:G24")

£=1
Store(t) = Levell
r = 23

Do
Foxr i = 1 To x
Range ("B26") = i
Range ("I2:I24") .Clear
SolverSolve Userfinish:=True
Cells(i + 1, 3 * t + 9) = Round(Range ("F26"), 4)
Next i

== _|

K

Fig. 10.2 Setting VBA for context-dependent with one click

SolverAdd CellRef:="$F$28:$G$28", relation:=3, _
Formulatext:="$F$29:$G$29"

SolverOk SetCell:="$F$26", MaxMinVal:=2, _
Bychange:="$I$2:$1$24, $F$26", Engine:=2

Levell = Range("A2:G24")

t=1
Store(t) = Levell
r=23

Do
Fori=1Tor
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Range("B26") = i

Range("12:124").Clear

SolverSolve Userfinish:=True

Cells(i + 1, 3 * t + 9) = Round(Range("F26"), 4)
Next i

i=0
Levell = Store(t)

Fori=1Tor
If Cellsi + 1,3 *t+ 9) <> 1 Then
j=i+1
Fork=1To7
Levell(j, k) = Levell(i, k)
Next k
Else
Cells(i + 1, 3 * t + 8) = Levell(i, 1)
End If
Next i

Fori=j+1Tor
Fork=1To7
Levell(, k) =""
Next k
Next i

r=j

Range("A2:G24") = Levell
Store(t + 1) = Levell
t=t+1

Loop Untilr =0

Range("B29:E29").Formula = "=B31*$F26"
Range("F29:G29").Formula = "=F31"

Fors=1Tot-1

Levell = Store(1)
Forr=1Tot-1
Range("A2:G24") = Store(r)
j=1
Fori=1To23
If CellsGi + 1,3 * s + 8) <> "" Then
Fork=1To7
Cells(31, k) = Levell(Cells@i + 1, 3 * s + 8), k)
Next k
SolverSolve Userfinish:=True

Context-Dependent DEA

Cells(j + 26, 7 * (s - 1) + r + 11) = Round(Range("F26"), 4)

Cells( + 26,7 * (s- 1)+ 11) = Cells( + 1, 3 * s + 8)
j=j+1
End If
Next i
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Next r
Next s

Range("12:124").Clear
Range("A2:G24") = Store(1)

7. Close the ‘Microsoft Visual Basic for Applications’ window.
8. Click on the small rectangle which was automatically made on the Excel sheet
and created by step 19. The results are represented to cells K2:AR34.

From the above procedure, DMUs are partitioned in cells K2:X24. The DMUs in
Level 1 are shown in cells K2:K24, where the corresponding scores of DMUs in
Level 1 are presented in cells L2:L.24, as demonstrated in columns 2 and 3 of
Table 10.2. Thus, L' is {5,6,9,17,19, 23}.

In order to find the DMUs in Level 2, the DMUs in Level 1 are eliminated
from the observed DMUs. The DMUs in Level 2 are shown in cells N2:

Table 10.2 Classifying DMUs and indicating the levels

Level 1 Level 2 Level 3 Level 4 Level 5
DMUs | No. Score | No. Score | No. Score | No. Score | No. Score
1 0.373 0.539 0.732 0.799 1 1.000
2 0.792 2 1.000 0.835 3 1.000
3 0.573 0.757 7 1.000 8 1.000
4 0.719 4 1.000 0.936 11 1.000
5 5 1.000 0.934 10 1.000 16 1.000
6 1.000 0.788 0.952
7 0.697 0.955 14 1.000
8 0.580 0.813 0.856
9 9 1.000 12 1.000
10 0.705 13 1.000
11 0.569 0.973
12 0.758 15 1.000
13 0.867 0.795
14 0.722 18 1.000
15 0.844 |20 1.000
16 0.582 |21 1.000
17 17 1.000 |22 1.000
18 0.787
19 19 1.000
20 0.849
21 0.787
22 0.785
23 23 1.000
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N18, where the corresponding scores of DMUs in Level 1 are presented in cells
02:018, as demonstrated in columns 4 and 5 of Table 10.2. The DMUs in
Level 2 are L* = {2,4,12,13,15,18,20,21,22}.

The same step is followed for DMUs in Level 3 and 4. The last partition is a set of
one DMU, that is, L> = {1}. The first library, DMU; is the least attractive library
among the other libraries in Tokyo.

Tables 10.3, 10.4, 10.5, 10.6, 10.7, 10.8, 10.9, 10.10 and 10.11 demonstrate the
attractiveness scores of each DMU in Level ¢ in comparison with the generated PPS
by DMUs in Level {. For example, columns 2-6 in Table 10.3 illustrate the
attractiveness scores for each DMU in set L' according to generated PPS by
DMU in sets L', L2, L3, L*and L.

The ranks of DMUs in L! = {5,6,9,17,19,23} in comparison with the contexts
in Levels 1-5 are also represented in Table 10.4. From the results in Tables 10.3 and
10.4, the library numbered 23, is the best library among the observed libraries,
followed by libraries 9 and 6. As can be seen in Table 10.4, the ranking of DMUs is

Table 10.3  Attractiveness DMUs |Level 1 |Level2 |Level3 |Leveld4 |Level5
for the libraries in level 1 vs.

5 1.000 1.507 1.961 2.095 4.639
levels 1-5

6 1.000 1.786 2.206 2.583 4.124

9 1.000 1.627 1.989 2.961 6.571

17 1.000 1.310 1.737 2.149 5.343

19 1.000 1.295 1.566 2.103 5.512

23 1.000 2.049 2.703 4.017 8.034

Table 10.4 Attractiveness’  DMUs | Level 1 | Level 2 |Level 3 |Level 4 |Level 5
ranks for the libraries in

Table 10.3 > ! 4 4 6 >
6 1 2 2 3 6
9 1 3 3 2 2
17 1 5 5 4 4
19 1 6 6 5 3
23 1 ] I 1 |

Table 10.5  Attractiveness DMUs |Level | |Level2 |Level3 |Level4 |Level5
for the libraries in level 2 vs.

levels 1-5 2 0.792 1.000 1.492 1.645 2.822
4 0.719 1.000 1.217 1.496 3.283
12 0.758 1.000 1.290 1.823 4.062
13 0.867 1.000 1.296 1.688 3.399
15 0.844 1.000 1.548 2.109 4.336
18 0.787 1.000 1.239 1.678 4.080
20 0.849 1.000 1.247 1.676 4.406
21 0.787 1.000 1.335 1.908 3.929

22 0.785 1.000 1.257 1.516 3.768
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Table 10.6 Attractiveness’  "DMUs | Level 1 |Level 2 |Level 3 |Level4 | Level 5
ranks for the libraries in

Table 10.5 2 4 1 2 7 4
4 9 1 9 9 8
12 8 1 5 3 4
13 1 1 4 4 7
15 3 1 1 1 2
18 6 1 8 5 3
20 2 1 7 6 1
21 5 1 3 2 5
2 7 1 6 8 6

Table 10.7  Attractiveness DMUs |Level | |Level2 |Level3 |Level4 |Levels
for the libraries in level 3 vs.

7 0.697 0.934 1.000 1.493 3.398
levels 1-5

10 0.705 0.955 1.000 1.357 3.856

14 0.722 0.973 1.000 1.322 3.960

Table 10.8 Attractiveness’  "DMUs | Level 1 |Level 2 |Level 3 |Level4 |Level 5
ranks for the libraries in

Table 10.7 7 3 3 1 L 3
10 2 2 1 2 2
14 1 1 1 3 1

Table 10.9 Attractiveness DMUs |Level 1 |Level2 |Level3 |[Level4 |Level5
for the libraries in level 4 vs.

3 0.573 0.757 0.835 1.000 2.990
levels 1-5

8 0.580 0.788 0.936 1.000 2.880

11 0.569 0.813 0.952 1.000 2.834

16 0.582 0.795 0.856 1.000 3.223

Table 10.10 Attractiveness’  "DMUs | Level 1 | Level 2 | Level 3 |Level4 | Level 5
ranks for the libraries in

Table 10.9 3 3 4 4 L 2
8 2 3 2 1 3
1 4 1 1 1 4
16 1 2 3 1 1

Table 10.11 Attractiveness for the libraries in level 1 vs. levels 1-5

DMUs Level 1 Level 2 Level 3 Level 4 Level 5
1 0.373 0.539 0.732 0.799 1.000
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changed as the evaluation context is changed. In other words, the performance of a
library is dependent on the evaluation context and background. For instance, when
the evaluation context is L*, the rank of DMUj5 is 6 among DMUs in L', whereas
when the evaluation context is L2, the rank of DMUs is 4 among DMUs in L.

The same illustration can be discussed for Tables 10.5-10.11. The scores in
Table 10.11 represent how DMU;, is not attractive with respect to a different
evaluation context.

We can also calculate the average attractiveness scores of each DMUSs among the
Levels 1-5, as shown in Table 10.12. The rank of each DMU is also shown in the last
column. As discussed, DMU,; is the best library followed by DMUy and DMUg.
The least average attractiveness scores belong to DMU;, DMU; and DMUj;. The
interesting result to measure the average is that DMU,, in Level 3 has a larger
average attractiveness in comparison with DMU, in Level 2. As a results, the
performance evaluation of a library can be different where the evaluation context

is changed.
Note that in the above procedure, the command “relation:=1" means “<=",
“relation:=2" means “=", and “relation:=3" means “>=". In addition,

“MaxMinVal:=1" means maximization, and ‘“MaxMinVal:=2" means
minimization. These information are needed in Exercises 10.1 and 10.2.

Table 10.12 Average No. Average attractiveness score Rank

attractiveness score 1 0.6886 23
> 1.5501 16
3 12310 22
4 1.5428 17
5 2.2401 6
6 2.3399 3
7 1.5042 18
P 1.2370 20
9 2.8295 2
10 1.5746 15
1 1.2336 21
12 1.7866 10
3 1.6500 13
14 1.5952 14
15 1.9674 7
16 12912 19
17 2.3078 4
18 1.7568 1
19 2.2951 >
20 1.8356
21 1.7919 9
» 1.6652 12
3 3.5605 L
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10.4 Conclusion

In this chapter, a DEA-based context-dependent model is presented. The context-
dependent captures situations where the performance of DMUs depends on the
absence or presence of a third option, and is called attractiveness. The attractiveness
of a set of public libraries in Tokyo is measured with respect to different measured
evaluation contexts. Unlike the traditional first-level of empirical production fron-
tier, different strata of empirical production frontiers are measured step by step, and
considered as evaluation contexts. The context-dependent performance depends on
both technically inefficient and efficient DMUs. Such change makes DEA more
flexible and allows DEA to globally and locally detect better options. In particular,
the attractiveness measure can be used to identify DMUs that have outstanding
performance, and to differentiate the performance of DEA technically
efficient DMUs.

10.5 Exercises

10.1 Update the procedure in Sect. 10.3 to measure the attractiveness scores of
libraries by CCR output-oriented.

10.2 Use the BCC input oriented to partition the libraries, and after that use BCC
output-oriented to measure the attractiveness of each library with respect to
different evaluation context.

Note that “changing cells” in Solver should be changed for each level, when
the variable returns to scale technology is considered.

10.3 Use the BCC output-oriented to partition the libraries, and after that use BCC
input oriented to measure the attractiveness of each library with respect to
different evaluation context.

10.4 Compare the results in Exercises 10.2 and 10.3. Are the outcomes the same? In
other words, are the output degree attractiveness is the same as the input degree
attractiveness for each libraries, when variable returns to scale technology is
used?

10.5 Use SBM to partition the libraries, and to measure the attractiveness of each
library with respect to different evaluation context.

10.6 Use Eq. 3.31 to partition the libraries, and to measure the attractiveness of each
library with respect to different evaluation context.



Chapter 11 ®)
Efficiency Change Over Different Times s

11.1 Introduction

In the literature of macroeconomics and the business economic press, there is a
strong interest in the variation of efficiency over different times (Ray 2004). There
are two methods to address this issue, such as, the Tornqvist and the Fisher
productivity indexes. These two indexes use the price information of input and
output factors without requiring the production technology of firms. Caves et al.
(1982) introduced an index called the Malmquist efficiency index to construct a
production frontier to represent the production technology of firms. Fire et al. (1992)
combined ideas on the Farrell measurement and Caves et al. (1982) efficiency
measurement to construct a Malmquist efficiency index directly from the input and
output factors using DEA. The Malmquist efficiency index can be decomposed into
two components. One component is to measure the technical change and the other
component is to measure the frontier shift. In this chapter, we first illustrate the basic
Malmquist index. After that, we illustrate the works of Chen and Ali (2004) to
provide an extension to the Malmquist index by analyzing the above two compo-
nents with an example of computer industry. Finally, a non-linear Malmquist index,
proposed by Chen (2003), is discussed.

11.2 The Basic Theory on the Malmquist Index

In this section we illustrate the basic knowledge to measure the Malmquist efficiency
index by a simple example. Suppose that there are five homogenous firms in which
each firm has one single input and one single output factor over two different time
periods, as data in Table 11.1 represents. For instance, A" represents the firm A in the
first period and A represents the same firm in the second period.
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Table 11.1 Example of four  "gjpy Input Output Firm Input Output
DMUs Al 5.00 4.00 A? 2.00 4.00
B! 7.00 2.00 B? 7.00 4.00
! 3.00 2.00 C? 3.00 4.00
D' 5.00 2.00 D’ 5.00 2.00
Table 11.2 Efficiency of the girm Efficiency Firm Output
four DMUs Al 4/5 A2 4
B! 2/7 B? 417
C! 2/3 c? 4/3
D! 2/5 D’ 2/5

The efficiency of each firm is measured by Eq. 1.2, that is, output/input.
Table 11.2 shows the efficiency of each firm corresponding to the first and the
second periods.

Four different relative efficiency scores can be assigned for a firm. One of the
relative efficiency score for firm A is obtained by comparing the efficiency score of
firm A in the first period with the efficiency scores of all firms in the first period. We
denote this relative efficiency score with Dj‘,.

As discussed in Sect. 1.5 this relative efficiency score is measured by the ratio of
the efficiency score of A in the first period to the maximum efficiency scores of firms
A-D in the first period. In other words,

4/5 4/5
Dy =—— - 11.1
4! max{%,2 22} 4/5 (11.1)

This relative efficiency score can also be measured by sketching the straight line
which passes the origin and A", as Fig. 11.1 illustrates the relative efficiency score of
Alis 1, as A lies on the frontier or since the ratio of TA! to TA' = 1. In addition, the
relative efficiency score of B! is the ratio of HP to HB'.

Another relative efficiency score for firm A is obtained by comparing the
efficiency score of firm A in the first period with the efficiency scores of all firms
in the second period. We denote this relative efficiency score with Dil. Similarly,
this relative efficiency score is measured by the ratio of the efficiency score of A in
the first period to the maximum efficiency scores of firms A-D in the second period.
In other words,

4/5 4/5
D=—1" " 04 11.2
A max{%,%, 42142 (11.2)

As Fig. 11.2 represents, the relative efficiency score of A" is measured by the ratio
of TR to TAI, and so on for the other firms B-D.

The third relative efficiency score for firm A is obtained by comparing the
efficiency score of firm A in the second period with the efficiency scores of all
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firms in the first period. We denote this relative efficiency score with D/Lz. Corre-
spondingly, this relative efficiency score is measured by the ratio of the efficiency
score of A in the second period to the maximum efficiency scores of firms A-D in the
first period. In other words,

4/2 4/2
DL,=— = —1"_93 11.3
A7 max{g—‘,%,%,% 4/5 ( )

Figure 11.3 illustrates the frontier generated by firms A'-D'. The firms B and D*
are under the line which passes the origin and A" and the firms A® and C? are above
the line. The relative efficiency scores of A% and C?, which are measured by the ratio
of TA' to TA% and TA' to TC?, respectively. Both of these scores are greater than
1, as they are above the frontier. Similarly, the relative efficiency scores of B? and D*
are less than 1 and they are measured by the ratio of TA' to TB? and HP to HD?,
respectively.

The last relative efficiency score for firm A is obtained by comparing the
efficiency score of firm A in the second period with the efficiency scores of all
firms in the second period, as Fig. 11.4 depicts. We denote this relative efficiency
score with Diz.

Output

©
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02 B2

D? B!

Input

Fig. 11.3 Measuring the third component
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Fig. 11.4 Measuring the fourth component
Table 11.3 The measured Firm Di Df Dé Dg
four components
A 1.00 0.40 2.50 1.00
B 0.36 0.14 0.71 0.29
C 0.83 0.33 1.67 0.67
D 0.50 0.20 0.50 0.20

This relative efficiency score is measured by the ratio of the efficiency score of A
in the second period to the maximum efficiency scores of firms A-D in the second
period. In other words,

4/2 4/2
p?,=—"= _=_ 114
A2 aX{%’%’%’% 4/2 ( )

Table 11.3 represents the relative efficiency scores of firms A-D regarding each
category and time period.

Here D; denotes the efficiency score of firms in the second category related to the
first period. For instance, D; for firm A refers to Eq. 11.3, that is, D/Lz.

The Malmquist efficiency index is defined as follows
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Table 11.4 The Malmquist Fi

3 " irm M
efficiency index of firms A-D A 250
B 2.00
C 2.00
D 1.00

D!, x D?
M, = H (11.5)
DA, ><DAl

Equation 11.5 demonstrates the geometric mean of D}iz /Dil and Diz /Dil.
Table 11.4 shows the DEA Malmquist efficiency index for firms A-D.

The Malmquist efficiency index in Eq. 11.5 can also be addressed using the CCR
Envelopment model. Note that CCR-efficiency radially calculates the technical
efficiency scores of firms which are the same as the efficiency scores of firms
where the firms have only one single input and one single output factors. These
four different CCR Envelopment models given by Models 11.6-11.9.

The first model, Model 11.6 measures the CCR efficiency score of A' in the
generated PPS by A'- D'. Consequently, Models 11.7-11.9 measure the CCR
efficiency scores of A' in the generated PPS by A% D?, the CCR efficiency scores
of A% in the generated PPS by A'- D', and the CCR efficiency scores of A” in the
generated PPS by A%- D,

l _ .
DA1 = min 6,

Subject to

Xgh +xgidy +Fx0h3 + xpidg < x410, (11.6)
Yah +ypda +yorhs +ypida > yur,

A>0, fori=1,2,3,4

Dil = min 6,

Subject to

Xk + XMy + X2 A3 + Xk < x40, (11.7)
YoM +ypho +yeds + ypha > 41,

A >0, fori=1,2,3,4.

D/"2 = min 6,
Subject to

XM + xgidy +x01h3 + xpidg < x420, (11.8)
YartM +ypida + Y A3 +ypidg > 42,

A >0, fori=1,2,3,4
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Fig. 11.5 Coping data in

excel A B c
1 Firm Input Output
2| Al 5.00 4.00
3| B! 7.00 2.00
4| ¢ 3.00 2.00
5 D! 5.00 2.00
6 A’ 2.00 4.00
7 B? 7.00 4.00
8 c? 3.00 4.00
0° D 500  2.00
Diz = min 6,
Subject to
XM + xpdg + x02h3 + xprhg < x420, (11.9)

YoM +ypda +yeehs + ypda > g,
A >0, fori=1,2,3,4

We now formulize an Excel sheet to solve the above four models with one single
click, as the following instructions illustrate.

1. Copy data of Table 7.1 on an Excel sheet into cells A1:C9, as Fig. 11.5

illustrates.

2. Label D1 as ‘Lambdas’, E1 as ‘Firm’, F1 as ‘D}’, G1 as ‘D?’, H1 as ‘D}’, 11 as *
D%’, J1 as ‘Malmquist Index’, A1l as ‘Index of Firm’, D11 as ‘Theta’, A13 as
Models, B13-C13 as ‘Input Constraints’, E13-F13 as ‘Output Constraints’, A19
as ‘Index of Model’, and A21 as ‘Selected Model’ (Fig. 11.6).

. Assign number 1 to B11 and B19.

4. Assign the following command into B14 and B16,

‘=Sumproduct(B2:B5,D2:D5)’.

w

5. Assign the following command into B15 and B17,
‘=Sumproduct(B6:B9,D6:D9)’.

6. Assign the following command into C14 and C15,
‘=Index(B2:B5,B11)*E11".
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A B C D E F G H | ]
1 Firm Input  OQutput Lambdas  Fim D! D Dy} D5’ M
2 Al 5.00 4.00 0.00 A 1.00 0.40 250 1.00 250
3 B! 7.00 2.00 0.00 B 0.36 0.14 0.71 029 2,00
4 c! 3.00 2.00 0.00 C 0.83 0.33 1.67 0.67 200
5 p! 5.00 2.00 0.00 D 0.50 0.20 0.50 0.20 1.00
6 A 2.00 4.00 0.50
7 B 7.00 4.00 0.00
8 ¢ 3.00 4.00 0.00 Run
] D 5.00 2.00 0.00
10 |
11 | IndexFim 4 Theta 02
12 |
13 | Models Input Constraints Qutput Constraints
14 | 1 0 1 0 2
15 | 2 1 1 2 2
16 | 3 ] 1 0 2
17 | 4 1 1 2 2
18 |
19 | Index Model 4
20 |
21 | Selected Model 1 1 2 2

Fig. 11.6 Setting Excel to solve Eqs. 11.6, 11.7, 11.8 and 11.9

7. Assign the following command into C16 and C17,
‘=Index(B6:B9,B11)*E11".
8. Assign the following command into E14 and E16,
‘=Sumproduct(C2:C5,D2:D5)’.
9. Assign the following command into E15 and E17,
‘=Sumproduct(C6:C9,D6:D9)’.
10. Assign the following command into F14 and F15,
‘=Index(C2:C5,B11)’.
11. Assign the following command into F16 and F17,
‘=Index(C6:C9,B11)’.
12. Assign the following command into B21,
‘=Index(B14:B17,$B19)".

13. Copy B21 and paste it to C21, E21 and F21.
14. Open ‘Solver Parameters’ window, from ‘DATA’ in toolbar menu, as Fig. 11.7
illustrates.



11.2  The Basic Theory on the Malmquist Index 311

Fig.

15.
16.
17.

18.

19.
20.
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23.
24,

25.
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Solver Parameters ﬁ
Set Objective: SES1L

To: ) Max G M—m| () Value Of: 0

By Changing Variable Cells:
SES11,5D52:5089
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H

#

Subject to the Constraints:

SES21 »= SFS21

Change

Reset All

[V] Make U i i N Qative

'S

a [
(=9

2 a

H

Sglect a Solving Method: [ Simplex LP E

Sohving Method

Select the GRG Nonlinear engine for Solver Problems that are smooth nonlinear, Select the LP
Simplex engine for linear Solver Problems, and select the Evolutionary engine for Solver
problems that are non-smooth.

(I

Clgse ]

11.7 Setting solver to solve Eqs. 11.6, 11.7, 11.8 and 11.9

Assign ‘E11’ into ‘Set Objective’ and choose ‘Min’.

Assign ‘El1, D2:D9’ into ‘By Changing Variable Cells’.

Click on ‘Add’ and assign ‘B21’ into ‘Cell Reference’, then select ‘<=’, and
assign ‘C21’ into ‘Constraint’.

Click on ‘Add’ and assign ‘E21’ into ‘Cell Reference’, then select “>=" and
assign ‘F21’ into ‘Constraint’. Then click on ‘OK”.

Tick ‘Make Unconstrained Variables Non-Negative’.

Choose ‘Simplex LP’ from ‘Select a Solving Method’.

Click on ‘Solve’.

From ‘Developer’ in the toolbar menu, click on the ‘Insert’ icon to open the
‘Form Control” window.

Click on the first icon, ‘Button (Form Control)’, and then click on a place on the
Excel sheet.

In the opened window with the title ‘Assign Macro’, click on ‘New’. So, the
‘Microsoft Visual Basic for Applications’ window is opened.

Inside of the ‘Microsoft Visual Basic for Applications’ window, write the
following commands between ‘Sub Buttonl_Click ()’ and ‘End Sub’, as
Fig. 11.8 shows.
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. ﬁ Microsoft Visual Basic for Applications - Chapter 8-02.x1sm - [Sheetl (Code]]

‘§% File Edit View [Insert Format Debug Run Tools Add-Ins Window Help -8 X
ME- 4 Laa2¢» n a $3FY @ z
|Commandﬂuﬂon1 | |CIick |

rivate Sub CommandButtonl Cliclk()
Dim i, j As Integer
For i = 1 To 4
Range ("B11") = i
For j = 1 To 4
Range ("B19") = j
SolverSolve Userfinish:=True
Cells(i + 1, j + 5) = Range("E11l")
Next j
Next i

For i =1 To 4
Range("J" & i + 1) = ((Range("H"™ & i + 1) ~ Range("I" & i + 1)) / _

(Range("G" & i + 1) * Range("F" & i + 1))) ~ 0.5

Next i
End Sub
B
=jF e | [T

Fig. 11.8 Setting VBA to solve Eqs. 11.6, 11.7, 11.8 and 11.9

Dim i, j As Integer
Fori=1To4
Range("B11") =1
Forj=1To4
Range("A19") =]
SolverSolve Userfinish:=True
Cells(i + 1, j + 5) = Range("E11")
Next j
Next i
Fori=1To4
Range("J" & i+ 1) = ((Range("G" &i+ 1) * Range("I" & i+ 1))/ (Range("F" &i+ 1)
* Range("H" & i+ 1))) » 0.5
Next i

26. Close the ‘Microsoft Visual Basic for Applications’ window.
27. Click on the small rectangle which was automatically made on the Excel sheet
and created by step 23. The results are represented to cells F2:J5.
In general case, the four CCR Envelopment models, where DMU, (I =1, 2, .. .,n)
is evaluated, are given by:
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D; = mind,,
Subject to
i Xphi < x0), forj=1,2,....m, (11.10)

Soivkh >y, fork=1,2,...,p,
A>0, fori=1,2,...,n

D' = ming),

Subject to

SN < xjfr, forj=1,2,...,m, (11.11)
S VN > vk, fork=1,2, ...,p,

A >0, fori=1,2,...,n,

Dl’,“ = mind,,

Subject to

Sk <xo, forj=1,2,....m (11.12)
S Livih =z vl fork =12, ....p,

N>0, fori=1,2,...,n

D;,ﬂ = mind,,

Subject to

S < He, forj=1.2,....m, (11.13)
Z 1)’,,?17» >yf,;“, fork=1,2,...,p,

A>0, fori=1,2,...,n

In models 11.10-11.13, the index ¢ shows the first time period and ¢ + 1 shows the
second time period. The Malmquist CCR-Efficiency index is also given by

t+1
D[HI X Dlt+l

Dj x D!

M = (11.14)

Fire et al. (1992) defined that if M, > 1 the efficiency gain; if M; < 1 indicates
efficiency loss; and if M; = 1 means no change in efficiency from the first time ¢ to
the second time ¢ + 1.

11.3 The Component of the Malmquist Index

Fére et al. (1992) decomposed the Malmquist efficiency index into two different
components as follows:
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D\ ( i x i, \'"
M, = o ) \proet) (11.15)
4 I e

The first fraction, D;,ﬂ /D,’,, is the component that measures the change in the

technical efficiencies and the second component measures the production technol-
ogy. If the value of the second component is greater (smaller) than 1, this indicates
that we have a positive (negative) shift or a technical progress. If the value of the
second component is equal to 1, this means that we have no shift in production
technology.

In this section, the two components are examined to reveal sources and designs of
efficiency change that are hidden by the aggregated nature of the discussed
Malmgquist index. Indeed, it is discussed that more information can be obtained
from each of the Malmquist components.

Note that, when the prices (weights) of input and output factors are available, the
allocative efficiency in the characterization of strategy shift as well as scale effi-
ciency should also be considered, because a better strategy choice of a firm reflects
considerations of all technical, scale and allocative efficiencies.

Let’s call the first component in the Malmquist efficiency index in Eq. 11.15 the
Technical Efficiency Change (TEC) for DMU; from time ¢ to ¢ + 1, and denoted by
TEC,, as shown in Eq. 11.16.

TEC, = (11.16)

It is obvious that TEC,; can be greater than 1, less than 1 or equal to 1. In other
words,

Dt+] Dt+1 Dt+1

Zl+| ll+| lt+]
> lor < lor =1 (11.17)

D, D; D;

When the value TEC, is greater than 1, this means that the radial distance of
DMU; in time ¢ + 1 to the production frontier in time ¢ + 1 is closer than the radial
distance of DMU; in time 7 to the production frontier in time z. When the value TEC,
is less than 1, this means that the radial distance of DMU; in time ¢ + 1 to the
production frontier in time ¢ + 1 is greater than the radial distance of DMU; in time
t to the production frontier in time . When the value TEC, is equal to 1, this means
that DMU; in time 7 4 1 is as close to the production frontier in time ¢ 4+ 1 as DMU;, in
time ¢ to the production frontier in time ¢. Of course, it is a very rare situation to have
TEC; = 1, except when DMU; is equally efficient in both time ¢ and ¢ + 1.

We also call the second component in the Malmquist efficiency index in
Eq. 11.15 as the Efficiency Frontier Change (EFC) for DMU; from time ¢ to ¢ + 1,
as shown in Eq. 11.18.
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¢ P 1/2
EFC, = D,ill x D,’—’:l : (11.18)
DT D]

As a result, the Malmquist efficiency index is the TEC; index times to the EFC;
index, that is,

MIZTECIXEFCI. (1119)

As can be seen, the Malmquist efficiency index only shows the average of
efficiency change, which is oversimplified or over-aggregated.

The EFC; index can also be greater than 1, less than 1 or equal to 1. When the
EFC;, value is greater than 1, this means a positive shift in DMU; or a technical
progress in DMU,. If the EFC, value is less than 1, this means a negative shift in
DMU, or a technical regress in DMU,. There is no shift in production technology if
the EFC; value is equal to 1.

The EFC,index can be described as an average aggregated change in production
technology of DMU; from time period # to ¢ + 1. It can also be decomposed into two
different fractions, and each fraction can also be greater than 1, less than 1 or equal to
1, as Eqs. 11.20 and 11.21 represent.

t t t

I I S A (11.20)
D! D! Di! '
D! D! D!

L1 or o<1 o o=t (11.21)
Dlz+l Dlr+l Dlt+1

Since the frontier from time to time can have a downward shift in one region and
an upward shift in another, the average frontier shift index, EFC,, oversimplifies or
over-aggregates the frontier shift. This can lead to the omission of some very
important managerial information. To describe this issue, suppose that we have
three DMUs, A{, A} and A} in which each A] (i = 1, 2, 3) has two input factors at
time period 7, as Fig. 11.9 shows.

As depicted in Fig. 11.10, let’s select A| and assume that the production frontier
from time period 7 is shifted to time period ¢ 4 1.

Figure 11.11 illustrates three different locations that DMU A; may have in time
period 7 + 1, such as, A", AS*! or A5

For example, assume that A! in time period ¢ will have a location at A5 in time
period # + 1. The technical efficiencies of A! and A;"' in time ¢ and ¢ + 1 are
calculated as follows:

p OoP
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Fig. 11.10 Frontiers in two period time
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Fig. 11.11 Possible locations for movement
00
Dt === 11.2
A] OAIt 4 ( 3)
oS
D!, =—, 11.24
AL OA{ ( )
OR
DIl = . 11.25
AT 0Al ( )
From Fig. 11.12, it is clear that D}, > D:T' and D}, < D;Tfl. Thus,
1 1 3 3
t t
Pu g D 11.26
Dt+] > 741 <L ( . )
All Agﬂ

From the inequalities in Eq. 11.26, we cannot directly conclude whether EFC;> 1
or EFC; < 1. However, if A have a location at A5™" (or AY™) in time period £ + 1, we
will have the following inequalities which result that EFC,; > 1.
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Period t+1 Period t
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Fig. 11.12 Measuring the radial scores

Indeed, both A’ and A5™" are closer to the production frontier in time period ¢ than
the production frontier in time period ¢ 4 1, as Fig. 11.13 illustrates. Therefore, we
have the following inequalities which yields that EFC ar > 1.

D! D!

Alr AI+]
s>l & > (11.27)
AII Af2+]

In Fig. 11.14, a downward (upward) shift in the production frontier, that is, shift
towards (away) the origin, from period ¢ to period ¢ + 1 represents a positive (negative)
shift or indicates a production technology progress (decline). The above illustration can
also be discussed forA} and A§. Each one of the three DMUs, A [, A} and A} may find one
of the locations A", A5 and A5™! in time period 7 + 1. Thus, nine different inequalities
can be considered, as the tree diagram in Fig. 11.15 represents.

There are 5 branches of the 9 branches in Fig. 11.15 that do not have a certain
answer as to whether the value of EFC, s less or greater than 1. Overall four different
cases can be seen in Fig. 11.15.
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Fig. 11.14 Downward (upward) shift in the frontiers
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1
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DA€+]/DA115+1 1

D
A t t+1
>
Dt+| <1 DA5+1/DA5+1 1
t

Dyet/ Dy < 1 EFCye < 1

Fig. 11.15 Nine different inequalities for the Malmquist index

Case (a) both inequalities are greater than 1, that is,

t
Dltz & Dlt+l
t+1 > t+1
I lnl

> 1. (11.28)

In this case, the value of EFC, is larger than 1, and indicates that DMU;, is moved
onto a side which has a positive shift as well as progresses in the production
technology of DMU,.

Case (b) both inequalities are less than 1, that is,
th D tr+|
i !

— <1 & —==<1 (11.29)

I 1

D;;+ D}tl
In this case, the value of EFC; is less than 1, and indicates that DMU; is moved
onto a side which has a negative shift as well as declines in the production

technology of DMU;,.
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Case (c) The first inequality is less than 1 and the second inequality is greater than
1, that is,

t
Dltl Dlt+l

1 <1 1
ll lt+l

> 1. (11.30)

In this case, the value of EFC; can be larger or less than 1, and indicates that the
production technology of DMU, projected from a negative shift side towards a
positive shift side. In other words, there is a tradeoff change between the two inputs.
The change obtained from the positive shift side is greater than that of the negative
shift side, if EFC,is greater than 1, that is, EFC; > 1. This shows that the production
technology of DMU;, improves on average. The change obtained from the negative
shift side is greater than that of the positive shift side, if EFC; is less than 1, that is,
EFC; < 1. This shows that the production technology of DMU;, drops on average.
The production technology of DMU] is not changed on average, if EFC; = 1.

Case (d) The second inequality is less than 1 and the first inequality is greater than
1, that is,

Dy & Py (11.31)
DT D= '

Similarly, the value of EFC; can be less or larger than 1. This indicates that the
production technology of DMU, is projected from a positive shift side towards a
negative shift side. As a result, the change obtained from the positive shift side is less
than that of the negative shift side, if EFC, is less than 1, that is, EFC; < 1. This
shows that the production technology of DMU;, declines on average. The change
obtained from the positive shift side is greater than that of the negative shift side if
EFC,is greater than 1, that is, EFC; > 1. This shows that the production technology
of DMU;, progresses on average. The production technology of DMU; remains the
same on average, if EFC; = 1.

As can be seen, a DMU changes its strategy if cases (c) or (d) occurs, that is, a
tradeoff change between the two inputs occur. From a productivity perspective, case
(c) is more favorable than case (d) for a DMU.

Now, the geometric mean of all EFC; values, [ = 1, 2, ..., n, in an industry
provides an estimation of the productive frontier change in the industry, and is called
the Malmquist Productive Frontier Shift (MPFS) index for that industry. In other

words,
MPFS = 1"/ EFC,. (11.32)
=1

From the above discussions, there are three main cases for the industry view, that
is, considering all EFC; values where [ =1, 2, ..., n.



322 11 Efficiency Change Over Different Times

Case (A) all inequalities for / = 1, 2, ..., n are greater than 1, that is,
D’tr 1,forl =
—5 > L orl=1,2,...,n,
Dy
, & (11.33)
Dll—ill > 1,forl=1,2,...,n.

lt\l

Since the value of EFC;is larger than 1, for [ =1, 2, . . ., n, thus MPFS is greater
than 1. This shows a pure positive shift of the entire production frontier, and
indicates that the production technology of the industry progresses.

Case (B) all inequalities for [ = 1, 2, ..., n are less than 1, that is,

t
<, forl=1,2,...,n,

+1
D; 11.34
Dt & ( ° )
ll+l
ﬁ< l,fOI'l: 1,2, ..o, n
Dll+1

Since the value of EFC; is less than 1, for [ = 1, 2, ..., n, thus MPFS is less
than 1. This shows a pure negative shift of the entire production frontier, and
indicates that the production technology of the industry declines.

Case (C) Some of the inequalities are less than 1 and some are greater than 1, that is,

Dt
L <1, f 1=1,2
D’“< , for some ,2,...,0,
ll
&
W> ,for somel/=1,2, ...,n,
lt
& (11.35)
D).,
ﬁ< 1,for somel/=1,2, ...,n,
DL,
&
DL
W> 1, for somel/=1,2, ...,n.

In this case, the frontier shift is neither pure positive nor pure negative. As a
result, there is a cross-frontier shift. If MPFS > 1, average the industry production
technology progresses on average, and if MPFS < 1 the industry production tech-
nology declines.

In Eq. 11.19, the Malmquist efficiency index is defined as TEC, x EFC,, for
[=1,2, ..., n The TEC,index is D;III/DI’, and the EFC; index is also the geometry
mean of D /D;fr ! andD;,H /D;ﬁ ! fori=1,2,...,n. Similarly, the components of the
Malmgquist efficiency index can be analyzed, as Fig. 11.16 illustrates.
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Fig. 11.16 Positive (negative) production shifts or technical changes

The tree diagram in Fig. 11.16 shows the different cases for the Malmquist
efficiency index for A;. The certain answer to find out whether the Malmquist
efficiency index for A; is greater or less than 1, that is, M4, > 1 or My, <1, is
obtained from Cases 1 and 8, given by

Ol e Doy e Py (11.36)

D}, D}’ Dk |

DZ?II Dtlz Dlgtlﬂ ( )
<l & —/) <1 & —/<1. 11.37

For the rest of cases, the efficiency change is mixed either with a positive or a
negative production technology shift and an increase or a decrease in technical
efficiency. Thus, it is essential to investigate the indications of each individual
component.

Case 1 This case is the best efficiency improvement scenario. As can be seen, the
efficiency change is related to a positive production frontier shift as well as devel-
opment in technical efficiency.
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Case 2 In this case, the production technology changes from a positive shift side to
negative shift side which shows that A; has an unfavorable policy change, as
explained in case (d). The joint effect of the production technology growth and the
technical efficiency improvement occurs, if M4, > 1, that is, the efficiency gains. If
My, < 1, the efficiency loss is from the joint effect of the production technology
regress and the technical efficiency improvement.

Case 3 This case is one of the favorable situations, because if My, > 1, the
Malmgquist efficiency gain is from an efficiency progress and a production technol-
ogy shift from negative shift sector to positive shift sector of the frontier. This
indicates that A; has a favorable policy shift as well as technical efficiency improve-
ment with regard to a positively shift frontier.

In the other hand, if M4, < 1, an extreme condition occurs. Indeed, only the
decline in the production technology causes the efficiency loss. The production
technology also changes from a negative shift side towards a positive shift side,
indicating a favorable strategy adjustment. As a result, the combined Malmquist
efficiency score may provide misleading information in this case.

Case 4 This case says that there is progress in the technical efficiency, that is, A, is
closer to its production frontier in time period ¢ + 1 than to its production frontier in
time period . However, the performance of A; is related to a negative production
frontier shift. An improvement in the efficiency occurs if the negative frontier shift
cannot take in the progress in the technical efficiency.

Case 5 This case says that the performance of A is related to a positive production
frontier shift, but there is a decline in the technical efficiency, that is, A, is farer to its
production frontier in time period ¢ + 1 than to its production frontier in time period
t. An improvement in the efficiency occurs if the positive frontier shift can take in the
decline in the technical efficiency.

Case 6 This case is one of the least favorable conditions, because if My, < 1, the
Malmquist efficiency decrease is due to an efficiency decline and a production
technology change from a positive shift sector of the frontier to a negative shift
sector of the frontier. This indicates that A; has an unfavorable policy shift and loses
the technical efficiency with regard to a negative shift frontier.

On the other hand, if M4, > 1, an unfavorable strategy change occurs. Indeed,
only the increase in the production technology causes the efficiency gain. The
production technology also changes from a positive shift side towards a negative
shift side. As a result, the combined Malmquist efficiency score in this case may
provide misleading information, as well.

Case 7 In this case, A; has a favorable policy change, because the production
technology changes from a negative shift side to a positive shift side. If M4, > 1,
the efficiency gain is from the joint effects of the average production technology
growth and the technical efficiency drop. If M4, < 1, the efficiency loss is from the
joint effects of the average production technology regress and the technical effi-
ciency decrease.
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Case 8 Without a doubt, this case is the worst scenario for A,. The efficiency
decline is associated with a negative production frontier shift and a drop in the
technical efficiency.

As discussed earlier, if the prices are available or the isocost line is known, the
interpretation could be changed. For instance, if the technology shift yields an input
value with a relatively low price in Case 6, a change could possibly yield to lower
cost. Thus, similar to differences between efficiency and technical efficiency, the
above favorable or unfavorable policy change is based upon the isoquant changes
only. In order to fully characterize the strategy change, the price information should
be considered to study overall efficiency or allocative efficiency.

11.4 A Computer Industry Example

The DEA Malmquist efficiency index has been used in many real-life applications
and there is an extensive form of applications that uses the DEA Malmquist
efficiency index. For example, efficiency growths in Swedish hospitals, deregula-
tion’s effects on Spanish saving banks, variations in agricultural efficiency in
18 developing countries, an experiential study of the catch-up hypothesis for a
group of high and low income countries, telecommunications efficiency, a Swedish
eye-care facility delivery, production machinery catch-up and invention in 74 coun-
tries, and so on (Chen and Ali 2004). As can be seen, the DEA Malmquist efficiency
index has confirmed itself to be an exceptional tool for measuring the efficiency
change of DMUs.

In this section, a set of Fortune Global 500 Computer and Office Equipment
companies from 1991 to 1997 which was examined by Chen and Ali (2004) is
discussed. They estimated whether or not the strategy shifts of companies were
favorable. There were eight companies, such as APPLE, CANON, COMPAQ,
DIGITAL, FUJITSU, HP, IBM, and RICOH. Four factors were selected for each
company, three input factors and one output factor. The three input factors were
assets, shareholder’s equity and the number of employees. The single output factor
was revenue. In their study, they did not have data for APPLE in 1997, since Apple
did not appear on the list in 1997.

We illustrated in Sect. 11.1 how to calculate the Malmquist efficiency index with
one single click by using Microsoft Excel Solver. Here we discuss the outcomes.
Table 11.5 illustrates the technical efficiency scores of companies in 1991-1997.

APPLE was the only CCR technically efficient company in each period between
1991 and 1996. COMPAQ was also CCR technically efficient between 1991 and
1997. The last row in Table 11.5 also represents the average of CCR efficiency
scores of companies.

Table 11.6 displays the Malmquist technical efficiency changes for each company
as well as the average of technical efficiency changes for all companies from 1991 to
1997. There was no improvement in technical efficiency of APPLE from 1991 to
1996, but it does not mean that APPLE was not the best practice, as APPLE lies on the
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Table 11.5 The CCR efficiency scores of companies (1991-1997)

Company 1991 1992 1993 1994 1995 1996 1997
APPLE 1.0000 1.0000 1.0000 1.0000 1.0000 1.0000 —
CANON 0.7462 0.8358 0.6493 0.6200 0.7280 0.5815 0.8218

COMPAQ 0.7484 0.9012 1.0000 1.0000 1.0000 1.0000 1.0000
DIGITAL 0.6540 0.7039 0.8261 1.0000 1.0000 0.8452 1.0000
FUJITSU 0.7209 0.8926 0.7154 0.6537 0.9310 0.8786 1.0000

HP 0.6725 0.7147 0.7394 0.7322 0.7199 0.7567 0.8967
IBM 0.4850 0.7210 0.8072 0.6988 0.8306 0.7349 1.0000
RICOH 0.7873 0.8283 0.6671 0.6006 0.7877 0.7173 0.7815
Average 0.7268 0.8247 0.8005 0.7882 0.8746 0.8143 0.9286

Table 11.6 The Malmquist technical efficiency changes for companies

Company 91 — 92 92 — 93 93 — 94 94 — 95 95 — 96 96 — 97
APPLE 1.0000 1.0000 1.0000 1.0000 1.0000 -
CANON 1.1200 0.7768 0.9549 1.1742 0.7986 1.4133
COMPAQ 1.2041 1.1096 1.0000 1.0000 1.0000 1.0000
DIGITAL 1.0762 1.1735 1.2105 1.0000 0.8451 1.1831
FUJITSU 1.2382 0.8014 0.9137 1.4242 0.9437 1.1381
HP 1.0626 1.0345 0.9902 0.9832 1.0511 1.1851
IBM 1.4865 1.1195 0.8657 1.1885 0.8848 1.3606
RICOH 1.0520 0.8053 0.9004 1.3114 0.9106 1.0895
Average 1.1466 0.9656 0.9748 1.1352 0.9292 1.1957

estimated production frontier in time period ¢ and time period ¢ + 1. Conversely, a
score greater than 1 in Table 11.6 only indicates that there was progress in the CCR
technical efficiency score. But, this does not necessarily mean that there was an
improvement in performance. For example, the technical efficiency change for
DIGITAL is greater than 1 from 1991 to 1992, 1992 to 1993 and 1993 to 1994.
These scores do not indicate that the performance of DIGITAL in technical efficiency
progress is better than the performance of APPLE in technical efficiency progress.

Both progress and decline in Malmquist technical efficiency changes can be seen
for the companies CANON, DIGITAL FUJITSU, HP, IBM and RICOH. No
Malmgquist technical efficiency decline existed for APPLE and COMPAQ compa-
nies. The average of Malmquist technical efficiency change of all companies pro-
gresses from 1991 to 1992 by 14.7%, from 1994 to 1995 by 13.5% and from 1996 to
1997 by 19.6%, respectively. In addition, the average of Malmquist technical
efficiency change of all companies declines from 1992 to 1993 by 3.4%, from
1993 to 1994 by 2.5% and from 1995 to 1996 by 7.1%, respectively. It is also
interesting to note that none of the companies had a decline in their technical
efficiency scores in time period 1996-1997.

Table 11.7 also represents the Malmquist frontier shift for each company from
time period ¢ to time period ¢ + 1 as well as the geometrical mean of the scores in
each shift.
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Table 11.7 The Malmquist frontier shift for companies

Company 91 — 92 92 — 93 93 — 94 94 — 95 95 — 96 96 — 97
APPLE 0.9969 1.0931 1.0428 0.9608 1.1367 -
CANON 0.9072 1.2151 0.9907 0.9007 1.2482 0.7783
COMPAQ 1.0901 1.3155 1.0509 1.0107 1.1373 0.9600
DIGITAL 0.9291 1.0724 1.0625 0.9159 1.2366 0.9072
FUJITSU 0.9072 1.2151 1.0087 0.8897 1.2394 0.9921
HP 0.9291 0.9974 1.0628 0.9790 1.0225 0.8331
IBM 0.9072 1.2151 0.9991 0.8963 1.2449 0.8542
RICOH 0.9072 1.2151 1.0050 0.8917 1.2386 1.0124
Average 0.9449 1.1632 1.0274 0.9296 1.1854 0.9017
Table 11.8 Malmquist Time 9] — 92 92 — 93
tge;:il;;logy shift from periods Company I I I I
APPLE 0.9704 0.9772 1.0609 1.0831
CANON 0.9628 0.9622 1.0889 1.0894
COMPAQ 0.9830 0.9880 1.0862 1.1055
DIGITAL 0.9475 0.9475 0.9984 1.0445
FUJITSU 0.9501 0.9520 1.0941 1.0938
HP 0.9548 0.9557 1.0254 1.0378
IBM 0.9687 0.9654 1.0913 1.1052
RICOH 0.9507 0.9544 1.0956 1.0964

From Table 11.7, on average, there was 5.5% decline in the industry technology
frontier from 1991 to 1992, 7.0% decline from 1994 to 1995, and declined 10%
decline from 1996 to 1997, respectively. There was also 16.3% progress from 1992
to 1993, 3.03% progress from 1993 to 1994, and 18.5% progress from 1995 to 1996.

In addition, from 1991 to 1992, all the companies had a negative shift in the
technology frontier, except COMPAQ. From 1992 to 1993, except HP, all the compa-
nies had a positive technology frontier shift. From 1993 to 1994, six of the companies
had a positive technology frontier shift, and the other two companies had a negative
technology frontier shift. From 1994 to 1995, all the companies had a negative
technology frontier shift, except COMPAQ. From 1995 to 1996, all the companies
had a positive technology frontier shift. And from 1996 to 1997 except RICOH, all the
companies show a negative technology frontier shift in the technology frontier. Note
that, we could also employ a modified method where period ¢ technology is created
from input and output factors of all companies in all periods before period ¢ and period
titself. In this case, the technologies in place in earlier periods are also remembered, and
will remain available to adopt with the current period.

Tables 11.8, 11.9 and 11.10 illustrates the Malmquist component shifts in
technology frontier based upon the ratios discussed in Fig. 11.16. Here, (I) and
(I) represents the ratios, Dj / D;,+ U'and D o/ D;,ﬂ respectively.
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Table 11.9 Malmquist Time 93 — 94 94 — 95
tgescilélsology shift from periods Company I I I I
APPLE 1.0178 1.0980 0.9057 1.0608
CANON 0.9131 0.9600 1.1034 0.9915
COMPAQ 1.0629 1.0650 1.0318 1.0346
DIGITAL 1.0817 0.7299 1.0175 0.9613
FUJITSU 0.7971 0.8414 1.2172 0.9827
HP 1.0750 1.0768 0.9178 1.0450
IBM 0.8333 0.8972 1.1559 0.9878
RICOH 0.8040 0.8686 1.1852 0.9820
Table 11.10 Malmquist Time 95 — 96 96 — 97
tgescgl;)logy shift from periods Company I I I I
APPLE 1.1304 1.1832 - -
CANON 1.3576 1.1398 0.6008 0.6035
COMPAQ 1.1586 1.0550 0.8334 0.7610
DIGITAL 1.6186 1.1435 0.6029 0.5993
FUJITSU 1.6045 1.1594 0.5925 0.6039
HP 1.1381 1.1382 0.6305 0.6421
IBM 1.4777 1.1548 0.5732 0.5715
RICOH 1.6178 1.1583 0.5955 0.5957

As can be seen, the industry technology frontier has a pure negative shift from
1991 to 1992 and 1996 to 1997. The industry technology frontier has a cross-frontier
shift from 1992 to 1993, 1993 to 1994, and 1994 to 1995. The industry technology
frontier has a pure positive shift from 1995 to 1996 only.

For example, the technology frontier change at the company level indicates that
for COMPAQ, the two ratios, Dj /D;fr I and Dl’,+l /D;Il', are all larger than 1 from
1994 to 1995. This shows that COMPAQ has a consistent operations strategy from
1994 to 1995. Other companies in this period of time, had a move between two sides,
which indicates that the companies had a variation in their operations strategy. For
instance, the technology frontier for Apple and HP changes from a negative shift side
towards a positive shift side. This change means that there is a favorable strategy
change for these two companies.

Table 11.11 represents the Malmquist efficiency indexes for the companies as
well as the average Malmquist efficiency index for all companies. From the table, the
efficiency of computer industry improves on average from time period ¢ to  + 1 by
8.2%, 12.3%, 0.16%, 4.5%, 9.7% and 7.1%, for t = 1991, 1992, ..., and 1996,
respectively.

As illustrated earlier, the average Malmquist efficiency variation is the product of
the geometry mean of the technical efficiency change and the technology frontier
shift. In order to analyze the results in Table 11.11, we should refer to Tables 11.6,
11.7, 11.8, 11.9 and 11.10. Based upon these tables, for instance, the average
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Table 11.11 The Malmgquist efficiency indexes for the companies

Company 91 — 92 92 — 93 93 — 94 94 — 95 95 — 96 96 — 97
APPLE 0.9969 1.0930 1.0428 0.9608 1.1367 -
CANON 1.0161 0.9439 0.9460 1.0576 0.9969 1.1000
COMPAQ 1.3127 1.4597 1.0509 1.0107 1.1373 0.9600
DIGITAL 1.0000 1.2585 1.2863 0.9159 1.0451 1.0734
FUJITSU 1.1233 0.9738 0.9217 1.2672 1.1696 1.1292
HP 0.9872 1.0319 1.0525 0.9625 1.0748 0.9874
IBM 1.3340 1.3603 0.8649 1.0653 1.1016 1.1624
RICOH 0.9544 0.9785 0.9049 1.1693 1.1280 1.1031
Average 1.0819 1.1233 1.0015 1.0457 1.0974 1.0714
Table 11.12 The Malmquist Time 9] — 92 92 — 93
components in periods 91-93 " adio (1 |0 |m [V |1 (1m0 m |1V
APPLE =1 |<l |<l |<1 |=1 |>1 |>1 |>1
CANON >l <l <1 |>1 |<1 |>1 |>1 |<I1
COMPAQ >l <l |<l |>1 |>1 |>1 |>1 [>1
DIGITAL >1 <l |<1l |<1 |>1 <l |>1 |>1
FUJITSU >l |<l <1 |>1 |<1 |>1 |>1 |<I
HP >l |<l <1 |>1 |>1 |>1 |>1 |>1
IBM >l <l <1 |>1 |>1 |>1 |>1 |>1
RICOH >l <l <1 |<1 |<1 |>1 |>1 |<I1

efficiency gain from 1991 to 1992 is a joint effect of an improvement in the technical
efficiency change on average and a negative shift in the technology frontier on
average. Therefore, the progress in the technical efficiency is the only source of the
efficiency gain from 1991 to 1992.

The average efficiency progress from 1992 to 1993 is a mutual effect of an
average drop in the technical efficiency and an average positive shift in the technol-
ogy frontier. As a result, an improvement in the technology frontier shift is the only
source of the efficiency progress.

The average efficiency from 1993 to 1994 slightly gains, due to the joint effect of
an average drop in the technical efficiency and an average positive shift in the
technology frontier. Consequently, a slight efficiency progress is due to a positive
shift in the technology frontier. The same analysis can be made for time periods 1994
to 1995, 1995 to 1996, and 1996 to 1997.

Tables 11.12, 11.13 and 11.14 illustrates the components of the Malmquist
efficiency indexes associated with the efficiency change for each company from
1991 to 1997. In the tables, ratios I, II, III and IV indicate the ratios D;j,l/D;,,
D; /Dl ! Dj. /D;ﬂ and M,, respectively.

There are two cases which need specific consideration in the previous tables. The
first case is that DIGITAL had the efficiency gain (M; > 1) from 1992 to 1993 and
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Table 11.13 The Malmquist Time 93 — 94 94 — 95
components in periods 93-95 "o ko (1 1 [V 1 |u |m |1V
APPLE =1 |>1 |>1 |>1 |=1 |<l |>1 |<Il
CANON >1 <l |<l |<1l |>1 |>1 |<l |>I
COMPAQ =1 |[>1 |>1 |[>] |=1 |>] [>] |>]
DIGITAL >l |>1 <1 |>1 |=1 |>1 |<l |<I
FUJITSU >l <l <1 |<1 |>1 |>1 |<1l |>1
HP >l [>1 |>1 |>1 |>1 |<1 |>1 |<I1
IBM >l <l <1 |<1 |>1 |>1 |<1l |>1
RICOH >1 <l |<l |<1l |>1 |>1 |<l |>I
Table 11.14 The Malmquist Time 95 — 96 96 — 97
components in periods 95-97 "L ratio 1 |0 |m |1V |1 1m0 |m |1V
APPLE =1 [>1 |>1 |>1 |- - - -
CANON <l |>1 |>1 |<1 |>1 |<1 |<l |<I1
COMPAQ =1 [>1 |>1 |>] |=1 |<l |<l |<I
DIGITAL <1 >l [>1 |[<1 |>1 <l |<1 |«I
FUJITSU <l |>1 |>1 |<1 |>1 |<1l |<1l |>1
HP <l |>1 |>1 |>1 |>1 |<l |<l |<I
IBM <l |>1 |>1 |<1 |>1 |<1 |<l |>1
RICOH <l |>1 |>1 |<1 |>1 |<1 |<l |<I1

from 1993 to 1994. Nevertheless, the technology frontier of DIGITAL changes from
a negative shift side towards a positive shift side from 1992 to 1993; while from
1993 to 1994, the technology frontier of DIGITAL changes from a positive shift side
towards a negative shift side. As can be seen, the cause for the efficiency gain is
different which should be considered for interpretation.

The second case is that HP had an efficiency loss (M; < 1) from 1994 to 1995. The
only reason that causes the efficiency loss is the average technology frontier decline.
Nevertheless, the technology of HP changes from a negative shift side towards a
positive shift side, indicating a favorable policy change.

The above discussion shows that more insights for the efficiency changes can be
obtained by analyzing the Malmquist efficiency components.

11.5 A Non-radial Malmquist Efficiency Index

In this section, the Malmquist radial efficiency index is extended into a Malmquist
non-radial efficiency index, proposed by Chen (2003). The new index incorporates
with the preferences of decision makers over performance progress, and measures all
inefficiencies which might be represented by non-zero slacks. The radial approach
does not measure possible slacks, as shown in Fig. 11.17.
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Fig. 11.17 Weak technical
efficiency
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There are five DMUs in Fig. 11.17 in which each DMU has two input factors.
Note that the output factor in this case is considered as a single constant value such as
1. DMUs A-D are on the estimated production frontier, thus their CCR scores are
1. As can be seen, D is dominated by C, because D has two units more than C in the
first input and the same amount in the second input. In other words, there is a slack in
the first input of D, that is, s; = 2, which cannot be measured by the radial approach.
In other words, the CCR-efficiency is measured by a radial approach and possible
non-zero input or output slacks. The introduced radial Malmquist efficiency index in
the previous section is also based upon the CCR scores only. Disregarding non-zero
input (output) slacks in input (output) oriented model clearly cannot completely
characterize the efficiency change. The previous radial Malmquist efficiency index
also fails to corporate the preference over the performance progress of individual
input and output factors by decision-makers. DEA analysis with incorporation of
value judgment is vital in applications to avoid incorrect results and false implica-
tions. We can, of course, use the ADD DEA model to measure the possible slacks
after measuring the CCR scores. This technique is called the Two-Phase CCR
model, shown in Eq. 11.38.

min®; — 8(2}11 s+ D k=1 i)

Subject to
Elnzl x,ﬂ\‘,‘ + Sl; = xz_,ﬁl, forj=1,2,...,m,
Yol vahi — sk =yp fork=1,2,...,p, (11.38)

N>0, fori=1,2,...,n,
sl;ZO, forj=1,2,...,m,
sk >0, fork=1,2,...,p.
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The above model is two models which are combined into one single model. In
order to solve Eq. 11.38, one should first solve Eq. 11.39 to calculate 6;, for [ = 1,
2, ..., n, and after that solve Eq. 11.40 to calculate the optimal slacks.

mind,,

Subject to

Sl xhi < x6y, forj=1,2,....m, (11.39)
doim Yiehi = vy fork=1,2,....p

A>0, fori=1,2,...,n

mo Pt
maxy "y s+ D Sy

Subject to
POy 1xi,-x-+s,; = x,0f, forj=1,2,
Dot Yiehi = sjp = vy, fork=1,2, (11.40)

A >0, fori=1,2,...,n,
s; =20, forj=12,.
sp >0, fork=1,2,.

After that, for an ¢ value, which is a very small positive real number, the score for
is estimated by the Two-Phase CCR, given by:

0 — (Z 151 +Zkl )

We can also use SBM or KAM to fully measure the inefficiencies in both input
and output orientations, but we leave it as exercises. Here we use an improvement of
the Russell Measure (RM) proposed by Zhu (1996) to incorporate the preferences of
decision makers over performance progress as well as measuring all inefficiencies
which might be represented by non-zero slacks. The use of this non-radial
Malmgquist efficiency index correctly measures the efficiency changes while the
radial approach may deliver distorted information.

Suppose that there are n DMUs, A;, i = 1,2, .. ., n, in which each DMU has m input
factors, x;;, j = 1,2, ..., m, and p output factors, y;, k=1, 2, ..., p. Also assume that
a;,j=1,2,...,m,are the user-specified weights to indicate preferences over the input
progresses. The following input oriented DEA model was established by Zhu (1996).

Subject to
Zinzl )C,:/‘}L,‘ < xljeg,', fOI‘j = 1,2, c.o.,m,

11.41
Yo vaki >y fork=1,2,...,p, ( )
0j; free,
A >0, fori=1,2,...,n
The optimal value of 6, can be less, equal or greater than 1, forj = 1,2, ..., m. In

addition, the equality occurs in the corresponded input constraints for the optimal
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solutions, that is, > /', x;A" = xlje,}‘, for j = 1, 2, ..., m. Because, if
S XM < x0), for some j = 1, 2, ..., m, this means 6;° is not the optimal
(minimum) value, as there will be a smaller value 6 such that 8; < HIT which can

result in equality. Therefore, there is no positive input slack exists in the optimal
solutions of Egs. 11.41 and 11.42, that is, sl;* =0,forj=1,2,..., m, and the

following theorem is concluded:

Theorem 11.1 Any optimal solution in Egs. 11.41 and 11.42 will always have all
input slacks equal to zero.

In order to show that the objective in Eqgs. 11.41 and 11.42 is between O and 1, we
have the following theorem.

Theorem 11.2 The objective in Eqs. 11.41 and 11.42 is less than or equal to 1.

Proof We first find the dual linear programming for Eq. 11.24. For such an aim,

suppose the weights w;” and w; are used to sum up the constraints, forj =1, 2, ...,

mand k=1, 2, ..., p. Thus, we have the following equations, respectively:

Zjnil W;(Zz lxl] ) < Zj l'xljw 91]’ (11 42)
ZI]::I YikWi (Zi:l A) > Zkzl ylka >
(="
- Zj’il Zlnzl xijwji}\‘i > - eril xljwjiglj’ (11 43)
Dbt o Yawi N = 3 s
(=1
Zl 1 ZJ 1XUW }\‘l = 72 xl]W 91]’ (1144)
Zi:l Zk:lyikwk Ai > Zkzl )’lkwk >
(="
_Zinzl }\i Zj{?:llxijwji > _Zj{ilxljwjiglj’ (11 45)
Do N Dol YW = 2o ewis
(="

S M i — ZJ 1 XijW; 7)) = T YWy — Zjn;xljwf‘glj’ (11.46)

ZJ 1 Xw; 0 = ooy = i NS yuwi *Z, P Xgwy ), (11.47)

Assume that Z,f 1y1ka+—Zj  Xgw; <0, for i = 1,2, ..., n, and also
aj/ 3" & = xyw;, for j = 1, 2, ..., m. Therefore, we have the following dual
linear programming
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maxy_ 7 yywy s
Subject to

Sohoivawi — 2t xwy <0, fori=12,...,n, (11.48)
xwy =/ 3" ey, forj=1,2,....m
£ >0, fork=1,2,...,p

Now, since

Xm: Xm: % (11.49)

j=1

M§
8

1

J

Thus, the constraint )37, ywy — > xyw; < 0, yields thatz wive < 1,
and the proof is completed. O

Model 11.42 measures the technical efficiency of DMU; (I = 1, 2, ..., n) under
weights a;, for j = 1, 2, ..., m, and determines a preferred empirical production
frontier. If a;j =0, or some j = 1, 2, ..., m, we set the corresponding 6;; equal to
1. When the greater value for a weight a; (j = 1, 2, .. ., m) is considered DMUs give
higher priority to reduce the corresponding input value. The value of «@; can be
selected differently based upon the user judgment. For example a; can be defined as

1/x;; or x;;/ ZJ’L L Xy

Let’s consider the DMUs in Fig. 11.17. DMU E is an inefficient DMU.
Figure 11.18 depicts the targets for E by applying the radial CCR and non-radial
Model 11.42. The target for E by CCR isx]; = 4.8 and x;, = 3.6, whereas the target
for E by Model 11.42 is B, where a; = 1 and a, = 1.

Fig. 11.18 Radial and
non-radial targets

14

Input 2

12

10

Non-Radial Target',

2 N e

°c D

0 2 4 6 8 10 12 14
Input 1
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We now introduce the four models to measure the non-radial Malmquist effi-
ciency index which is incorporated with the preference over the individual input
improvements, and does not allow the existence of non-zero input slacks. Equations

11.50, 11.51, 11.52 and 11.53 show these four models.

The non-radial input oriented Model 11.50 measures the technical efficiency
score of DMU;, (I=1,2,. . .,n) in time period ¢ according to the generated PPS of all

DMUs in time period .

Dy =min (3", a;0; )/Z] e
Subject to
Shix 7»<xl,61’,,forj—12

lllj

SO N > Vi fork=1,2,...,p,

t
l,jfree,
>0, fori=1,2,...,n

The non-radial input oriented Model 11.51 calculates the technical efficiency
score of DMU; (I=1,2,. . .,n) in time period ¢ according to the generated PPS of all

DMUs in time period ¢ + 1.

DI = min (S, )/ S

Subject to

S 1)3”“7» gx,,ef“, forj=1,2,...,m
SV >y, fork=1,2,....p,

r+1
Hl’j free,

N>0, fori=1,2,...,n

The non-radial input oriented Model 11.52 measures the technical efficiency
score of DMU;, (I=1,2,. . .,n) in time period ¢ + 1 according to the generated PPS

of all DMUs in time period ¢.
D = min(", a6f)/ S a

Subject to

S xEN gxlm ezt'“j’ forj=1,2,...,m

lll]

S N > yl,ﬂk, fork=1,2,...,p,

6’1',,1]. free,
A>0, fori=1,2,...,n

The non-radial input oriented Model 11.53 calculates the technical efficiency
score of DMU;, (I=1,2,.. .,n) in time period ¢ + 1 according to the generated PPS of

all DMUs in time period ¢ + 1.
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D}ﬂ =min (3 ", 9;:11 )/ 2o s
Subject to

S 1x’+17x le,H 9;:11 Jforj=1,2,...,m
S VN > Vi fork=1,2,....p,
9;:111. free,

A >0 fori=1,2,...,n

(11.53)

Equation 11.54 represents the non-radial input oriented Malmquist efficiency
index

1/2

mE, = 26 (Db D (11.54)

1 — . .
D; "~ \D T Dy

The first term in Eq. 11.54, that i, D;fill /Dy, calculates the weighted non-radial input
oriented efficiency change, and the second term, that is, ( /D’“)( i /D;,ﬂ)

calculates the frontier shift in preferred empirical production function. It is also possible
that the two different empirical production frontiers (created in two different time
periods) have intersections and some sides (facets) shift backwards and some forwards.
In other words, the sides of empirical production frontier may not all shift in one
direction. In such a situation, the movement of empirical production frontier is
DMU-specific, that is, the Malmquist efficiency index calculates the performance of
a specific DMU in terms of the movement of its referent DMUs.

11.6 An Example of Three Major Chinese Industries

In this section, the radial and non-radial models are applied to calculate the efficiency
change and the impact of economic development plans on efficiency changes of
three Chinese major industries: (1) Textiles, (2) Chemicals and (3) metallurgy during
five-year-plan in four different periods, from 1966 to 1985.

Table 11.15 illustrates the five DMUs and the different time periods. Each DMU
is defined as a year in the first period from 1966 to 1970. The year after 5 years
corresponding to the first period, that is, 1971-1975, 1976-1980, and 1981-1985 are

Table 11.15 An example of DM Us\Period =1 =2 =3 t=4
four five-year plan periods DMUI 1966 1971 1976 1981
DMU2 1967 1972 1977 1982
DMU3 1968 1973 1978 1983
DMU4 1969 1974 1979 1984

DMUS5 1970 1975 1980 1985
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defined as the same DMU1-DMUS in second, third and fourth periods. For example,
DMU 1 is the year 1966 in the first period, the year 1971 in the second period, the
year 1976 in the third period and the year 1981 in the fourth period. In other words,
the first years in all five-year-plan periods are considered as the same DMU, but in
different time periods.

Note that a series of 5-year plans were launched by the Chinese government since
the year 1953. Here, t = 1 refers to the third five-year-plan period, and # = 2 refers to
the fourth five-year-plan period, and so on. In other words, the period 1966—1985
refers to four five-year-plan periods during which the third five-year-plan period
came on stream during 1966-1970. In each five-year plan, some economic devel-
opment targets and plans were arranged. Thus, it is meaningful to review the
efficiency change between two sequential five-year-plan periods, in order to measure
the impact of economic development plans.

In order to characterize an industry in which is labor intensive, the textile industry
is considered. The chemical industry is considered to characterize an industry which
is capital intensive.

In addition, the metallurgy industry is considered to characterize an industry
which both labor intensive and capital intensive. These selections allow us to
determine the use of the discussed Malmquist efficiency indexes.

Tables 11.16, 11.17 and 11.18 illustrates the data for the three major Chinese
industries: (1) Textiles, (2) Chemicals and (3) metallurgy from 1966 to 1985. Each

Table 11.16 The data of DMUs/periods | Year | Capital | Labor AGIOV
textiles industry 7! 1966 |48002 | 106910 | 145,163
7! 1967 |38,135 | 107,047 | 121,057
7! 1968 40584 | 111428 | 135572
7! 1960 | 50454 | 115222 | 177,849
7! 1970 49218 | 122428 | 183,630
I 1971 43604 | 127,393 | 160,291
I 1972 | 44677 | 131,991 | 161853
I 1973 50,958 | 133,555 | 181,968
e 1974 |53419 | 134456 | 188,066
I 1975 59430 | 135642 | 206317
T 1976 |57914 139,195 | 196,584
I 1977 56410 | 145303 | 187,317
T3 1978 70,558 | 125627 | 229,308
7 1979 73542 | 134303 | 258,529
I 1980 87,180 | 149,533 | 313,734
T 1981 105123 | 166,794 | 361,155
T 1982 | 122385 | 194801 | 347,229
T 1983 | 143,008 | 202,171 | 369,631
T 1984 | 276615 |218937 465235
Tt 1985 |311977 |214961 | 492,053
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Table 11.17 The data of DMUs/periods | Year | Capital | Labor AGIOV
chemicals industry c! 1966 | 57785 | 68,800 | 116,884
c! 1967 47,570 68959 100,354
c! 1968 46,565 | 71,665 | 102,307
c! 1969 | 64,768 | 77,788 | 160,948
cl 1970 |67.488 85612 | 171,774
c 1971 |77.468 94,896 | 195428
c 1972 79225 100,775 | 197,665
c 1973 84,557 103,336 | 209,838
c 1974 87,820 105,591 | 219,256
c 1975 92,777 110,636 | 232,676
c 1976 83,593 | 114,661 | 209,057
a 1977 (87,818 124392 | 214,105
c 1978 | 107,463 | 125328 272,935
a 1979 117,348 | 126285 |278,142
c: 1980 | 125644 | 144,818 | 286,499
c 1981 | 143419 153,201 | 309,717
c 1982 | 160,309 | 159,691 | 338,989
c 1983 173,788 | 160238 | 354,515
c 1984 188,013 | 177,426 | 373221
c 1985 1222236 | 169310 | 410,720

DMU has two input factors, Capital and Labor, and a single output, Annual Gross
Industrial Output Value (AGIOV). These factors were considered to be consistent
with the previous researchers and are enough to run the proposed models. For each
industry, the single output factor, AGIOV, and the input factor, Capital, are mea-
sured in 10,000 RMB1 by the 1980 official prices. The labor factor is the number of
workers and staff in the corresponding industry.

The selected input and output factors for these three industries are the used key
measures by the Chinese government in assessing the industrial performance. The
data are also gathered from the Yearbook of China’s 40 Years which is issued by the
Chinese Statistical Bureau.

This is obvious and completely reasonable that DEA is sensitive to variable
selection. Indeed, adding/removing a factor or a DMU definitely should change
the results, as DEA is naturally consistent with the real-life situation. DEA estimates
the production frontier based upon the observed DMUs while there are no guesses or
any known relationships between factors. It is almost always impossible to find
causation from the observed data, thus, it is not realistic to assume that the estimated
production frontier by DEA should be unique or not sensible to variable selection. In
other words, managers usually consider the factors that might be related in measur-
ing the performance of a set of firms. The strong logic of DEA compares each pair of
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Table 11.18 The data of DMUs/periods | Year | Capital Labor AGIOV

metallurgy indusiry M! 1966 |26,504 24974 51,060
M! 1967 27400 | 25603 | 50,087
M! 1968 29940  [27430 46259
M! 1969 38374 29,174 59358
M 1970 (31,720  |37.580 | 64.959
M 1971 (36777 |27.152 | 70.446
M2 1972 (30,634  |30.754 |89.592
M 1973 [39781  [35151 |112,588
M 1974 [39988  [32170 |121,013
M2 1975 49216  [31,933 |132,093
M 1976 42909  [33849 109,393
M3 1977 47857  [36.506 | 119411
M 1978 |68538  |36,183 | 171228
M 1979 |78,746  |35363 | 185703
M 1980 [86,504  [37.403 196,998
M 1981 (89,003  |39412 | 199,055
M 1982 94,149 40,005 208,897
M 1983 103,925 45650 | 226,187
M 1984 108083 | 41,094 |228,109
M 1985 [125269 | 41,146 | 235981

firms based on the selected observed factors only. Even if the real production frontier
is known, it is possible that none of the DMUs lie on that real production frontier, but
DEA does focus on reality and considers the best practices as references for
inefficient DMUs.

Of course, it is good to establish a priori of the existence of an association
between the inputs and outputs. In this example, there is a strong association
between the two input factors and the output factor in Tables 11.16, 11.17 and 11.18.

The input oriented CCR model is used in this example, as success in meeting
physical targets is important for the Chinese government and managers were
rewarded from this view.

The following instructions show the steps to measure the components of the
Malmquist efficiency index for the textile industry in the first and second periods.

1. Copy data from 1966 to 1975 in Table 11.16 on an Excel sheet into cells Al:
D11, as Fig. 11.19 illustrates.

2. Label E1 as ‘Lambdas’, F1 as ‘Firm’, G1 as ‘D}’, H1 as ‘D%’, 11 as ‘Dé’, J1as ‘D%
’, K1 as ‘Malmquist Index’, A13 as “Theta’, G13 as ‘Index 1°, G14 as ‘Index 2’,
A16 as ‘Model 1°, A17 as ‘Model 2°, A18 as ‘Model 3°, A19 as ‘Model 4°, and
A21 as ‘Selected Model’ (Fig. 11.20).

3. Assign number 1 to H13 and H14.
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Fig. 11.19 Copying data in

Table 11.16 in an excel { A ! B c o

sheet 1 |Year'Textiles Capital Labor AGIOV
2 | 1966 48002 106910 145163
3 | 1967 38135 107047 121057
4| 1968 40584 | 111428 135572
o | 1969 50454 115222 177849
6 | 1970 49218 122428 183630
7| 197 43604 127393 | 160291
8 ' 1972 44677 131991 161833
9 | 1973 50958 133555 181968
10 1974 53419 134456 188066
11 1975 59430 135642 206317

F16 vl 3 Jfr | =INDEx(B2:86,5H12)*$813

A 8 c D 3 F G H 1 J K

1 [Year\ Textizes Capital Labor  AGIOV Lambda CCR-Scores D, ' Df ' D;! ' D | ™

2| 166 15002 106910 145163 DMU1

3| 67 /135 107047 121057 DMU2

4| 1968 0588 11438 135572 DMU3

5| 1969 50454 1122 177849 DMU4

6| 1970 49218 122428 183630 DMUS3

7| w1 43604 127393 160291

8| wm 4677 131991 161853

9| 7 50958 | 133555 181968 Run

10 197 53419 134456 188066

1| 197 59430 | 135642 206317

12| Index 1 1

13|  Theta 1 Index 2 1

14 |

15

16 1 0 0 0 43002] 106310 145163

7| 2 0 0 0 48002 106910 145163

18 3 0 0 0 43604 127293 160291

19 4 0 0 0 43604 127393 160291

20|

21 |selected 0 0 0 43002 106910 145163

Fig. 11.20 Setting Excel sheet for data in Table 11.16

4. Assign the following command into B16 and B18,
‘=Sumproduct(B2:B6,$E2:$E6)’.

5. Copy B16 and paste it into C16 and D16.
6. Copy B18 and paste it into C18 and D18.
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7.

11.
12.
13.

14.
15.
16.

17.

18.

19.

20.

21.

22.

23.

24.

25.

26.

27.

28.

29.

30.

Assign the following command into B17 and B19,
‘=Sumproduct(B7:B11,$E7:$E11)’.

. Copy B17 and paste it into C17 and D17.
. Copy B19 and paste it into C19 and D19.
. Assign the following command into F16 and F17,

‘=Index(B2:B6,$H12)*$B13".

Copy F16 and paste it into G16.
Copy F17 and paste it into G17.
Assign the following command into F18 and F19,

‘—Index(B7:B11,$H12)*$B13".

Copy F18 and paste it into G18.
Copy F19 and paste it into G19.
Assign the following command into H16 and H17,

‘=Index(D2:D6,$H12)’.

Assign the following command into H18 and H19,
‘=Index(D7:D11,$H12)’.

Assign the following command into B21,
‘=Index(B16:B19,$H13)’.

Copy B21 and paste it to C21, D21, F21, G21 and H21.

Open ‘Solver Parameters’ window, from ‘DATA’ in toolbar menu, as Fig. 11.21
illustrates.

Assign ‘B13” into ‘Set Objective’ and choose ‘Min’.

Assign ‘E2:El1, B13’ into ‘By Changing Variable Cells’.

Click on ‘Add’ and assign ‘B21:C21” into ‘Cell Reference’, then select ‘<=’,
and assign ‘F21:G21” into ‘Constraint’.

Click on ‘Add’ and assign ‘D21’ into ‘Cell Reference’, then select “>=" and
assign ‘H21’ into ‘Constraint’. Then click on ‘OK".

Tick ‘Make Unconstrained Variables Non-Negative’.

Choose ‘Simplex LP’ from ‘Select a Solving Method’.

Click on ‘Solve’.

From ‘Developer’ in the toolbar menu, click on the ‘Insert’ icon to open the
‘Form Control” window.

Click on the first icon, ‘Button (Form Control)’, and then click on a place on the
Excel sheet.

In the opened window with the title ‘Assign Macro’, click on ‘New’. So, the
‘Microsoft Visual Basic for Applications’ window is opened.
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Solver Parameters —— — - Pe—
Set Objective: SBS13
To: ©) Max @ [Min] () Value Of: 0

By Changing Variable Cells:
SES2:SES11,5B513

Subject to the Constraints:

I $B521:5C521 <= SF521:5G521 - Add
SDS21 >= §HS21

l Change

- Load/Save

_—iﬂMaKQ’ ined Variables Non-Neg

Select a Solving Method: Simplex LP B

I

f Solving Method

Select the GRG Monlinear engine for Solver Problems that are smooth nonlinear. Select the LP
Simplex engine for linear Solver Problems, and select the Evolutionary engine for Solver
problems that are non-smooth.

T

—J

| Close

Fig. 11.21 Setting solver for data in Table 11.16

31. Inside of the ‘Microsoft Visual Basic for Applications’ window, write the
following commands between ‘Sub Buttonl_Click ()’ and ‘End Sub’, as
Fig. 11.22 shows.

Dim i, j As Integer
Fori=1To5
Range("H12") =i
Forj=1To4
Range("H13") =
SolverSolve Userfinish:=True
Cells(i + 1, j + 6) = Range("B13")
Next j
Next i
Fori=1To5
Range("K" & i + 1) = ((Range("I" & i + 1) * Range("J" & i+ 1))/ _
(Range("H" & i + 1) * Range("G" & i+ 1))) » 0.5
Next i

32. Close the ‘Microsoft Visual Basic for Applications’ window.
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£ Microsoft Visual Basic for Applications eiliEs
(& File Edit View Inset Format Debug Run Tools Add-lns Window Help -8 X
BE-Jds0an9cir i sREFE »1O J
|commandButtont x| |etiek =
Private 5ub CommandButtonl Click() Iy

Dim i, 3 As Inceger
For 1 =1 To &
Range ("H12") = i
For j = 1 To 4
Range ("H13") = 3
SolverSclve Userfinish:=True
Cells{i + 1, j + &) = Range("B13")
Next j
Hext i
For i = 1To 5
Range("K" & i + 1) = ((Range("I" & i + 1) * Range("J" & 1 + 1)) / _
(Range("H"™ & i + 1) * Range("G" & i + 1))) ~ 0.5

Hext i
End Sub
J=sa I
Fig. 11.22 Setting VBA for data in Table 11.16
Fig. 11.23 make a copy of
a worksheet Insert...
(X Delete
Rename
Move or Copy...

Q] View Code
E Protect Sheet...
Tab Color »

Hide

Select All Sheets —~

~— S

33. Click on the small rectangle which was automatically made on the Excel sheet
and created by step 29. The results are represented to cells G2:K6.

34. Right click on the worksheet tab and select ‘Move or Copy ...’, as Fig. 11.23
shows.

35. Select ‘Create a copy’, as Fig. 11.24 depicts, and click on ‘OK’.

36. Label A14 as ‘Alpha’, and E13 as ‘Objective’, as Fig. 11.25 shows.

37. Assign 0.3 and 0.7 into B14 and C14.
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Fig. 11.24 Create acopy of  ~ — i P
a worksheet Move or Copy
Move selected sheets
To book:
lChapterS.xlsm E
|| Before sheet:
Sheet1 &
(move to end)
-
[V]iCreate a copy:
| [ OK ] I Cancel
= = i
E14 v |2 * fv || =sumproDUCT(B13:C13,B14:C14)
A B C [»] | E F G H I J K
1 |Year\Temiles Capital = Labor = AGIOV Lambda XCR-Score D' D D, D, M
2 1966 48002 | 106910 | 145163 0 DMU1 08731 | 08862 08828 | 08567 10115
3 1967 38135 107047 121057 0 DMU2 0.7830 0.7948 0.8636 0.8774 1.1034
4 1968 40584 111428 135572 0 DMU3 0.8361 0.8486 09218 0.9556 1.1025
5 1969 50454 115222 177849 0 DMU4 1.0000 1.0150 09340 09479 0.9340
] 1970 49218 122428 183630 1] DMUS 0.5977 1.0127 0.9853 1.0000 0.9875
7 1971 43604 127393 160291 0
& 1972 44677 131991 161833 0
] 1973 50058 133555 181968 1] Run
10| 1974 53419 | 134456 | 188066 0
11 1975 59430 135642 206317 1
12 Index 1 3
13| Theta 1 1 Objective Index 2 4
14 Alpha 0.3 0.7 | 1 l
15
16 1 0 0 0 49218 122428 183630
17 2 59430 135642 206317 49218 122428 183630
18 3 0 0 0 59430 135642 206317
19 4 59430 135642 206317 59430 135642 206317
20
21 |Selected 59430 135642 206317 59430 135642 206317

Fig. 11.25 Setting Excel for taking the alpha values
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38. Assign the following command into G16 and G17,
‘=Index(C2:C6,$H12)*C13".

39. Assign the following command into B21,
‘=Index(C7:C11,$H12)*C13".

40. Assign the following command into E14,
‘=Sumproduct(B13:C13,B14:C14)’.

41. Open ‘Solver Parameters’ window, from ‘DATA’ in toolbar menu, as Fig. 11.26
illustrates.

42. Assign ‘E14’ into ‘Set Objective’ and choose ‘Min’.

43. Assign ‘E2:E11, B13:C13’ into ‘By Changing Variable Cells’.

44. Click on ‘Solve’.

45. Right click on the small rectangle which was automatically made on the Excel
sheet and created by step 29, and click on ‘Assign Macro...” (Fig. 11.27).

— .
Solver Parameters | Y &
Set Objective: [ SES14

To: ©) Max @ [Min| ©) Value Of: 0

By Changing Variable Cells:
SES2:SES11,5B513:5C513

(&l

Subject to the Constraints:

$BS2LSCS21 <= SFS21:56521 =
$DS21 > = SHS2L Add

- Load/Save

F| Make Unconstrained Variables Non-Negative

| Select a Solving Method: Simplex LP E

Solving Method |

Select the GRG Nonlinear engine for Solver Problems that are smooth nonlinear. Select the LP
Simplex engine for linear Solver Problems, and select the Evolutionary engine for Solver
problems that are non-smooth.

—

Clgse

Fig. 11.26 Setting VBA for program in Fig. 11.25
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Fig. 11.27 Assign a macro
to a worksheet

Fig. 11.28 Edit a macro in
a worksheet

11 Efficiency Change Over Different Times

B2 %

] oF &

Cut

Copy

Paste

Edit Text

Grouping >
Order >
Assign Macro...

Eormat Control...

Assign Macro &Iﬁ
Macro name:
|Book1!Button1_Click Edit |
Buttonl_Click 1 =

o
o

Macros in: | All Open Workbooks

Description

=]

ok | [ cance

46. Click on ‘Edit’, as shown in Fig. 11.28, and instead ‘Range(“B13”)’ in the
command ‘Cells(i + 1, j + 6) = Range(“B13”)’, write Range(“E14”).

In other words, inside of the ‘Microsoft Visual Basic for Applications’ window,
the following commands between ‘Sub Button1_Click ()’ and ‘End Sub’, should be

written.
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Dim i, j As Integer
Fori=1To5
Range("H12") =i
Forj=1To4
Range("H13") =

SolverSolve Userfinish:=True

Cells(i + 1, j + 6) = Range("E14")

Next j
Next i
Fori=1To5

Range("K" & i + 1) = ((Range("I" & i + 1) * Range("J" & i+ 1))/ _

(Range("H" & i + 1) * Range("G" & i + 1)) A 0.5

Next i

47. Close the ‘Microsoft Visual Basic for Applications’ window.
48. Click on the small rectangle. The results are represented to cells G2:K6.
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Tables 11.19, 11.20, 11.21, 11.22, 11.23, 11.24, 11.25, 11.26, 11.27, 11.28,
11.29, 11.30, 11.31, 11.32, 11.33, 11.34, 11.35 and 11.36 illustrates the results of
the CCR radial model to measure the Malmquist efficiency indexes for the three
Chinese industries during four different time periods from 1966 to 1985.

The first two tables, Tables 11.19 and 11.20, represent the result of the model for
the textile industry from the first period to the second period. Table 11.19 illustrates

Table 11.19 Textile radial
performance from 1st period
to 2nd

Table 11.20 Textile radial
Malmquist index from 1st
period to 2nd

Table 11.21 Textile radial
performance from 2nd period
to 3rd

DMUs | D! D? D} D3 M

T, 0.8797 | 0.8927 |0.9853 |1.0000 | 1.1201
T, 0.8508 | 0.8722 | 0.9710 |0.9855 | 1.1355
T, 0.8954 0.9229 |0.9571 |0.9975 |1.0749
T, 1.0000 | 1.0153 |0.9436 |0.9927 |0.9605
Ts 1.0000 | 1.0548 0.9854 | 1.0000 | 0.9666
DMUs | D3/} |D}/D} |Dy/D} | (DiDy/(DiD3))"”
T, 1.1368  |0.9854 |0.9853 |0.9854

T, 11583 |0.9755 | 0.9853 |0.9804

T; L1141 0.9702 |0.9595 |0.9648

T, 0.9927 |0.9850 |0.9506 | 0.9676

Ts 1.0000 |0.9481 |0.9854 |0.9666

DMUs | D} D3 D3 D; M

T, 1.0000 | 1.0215 [0.9670 |0.9432 |0.9449
T, 0.9855 | 1.0067 |0.9313 |0.9227 |0.9307
T; 0.9975 |0.9923 |1.2000 |0.9031 | 1.0464
T, 0.9927 09783 |1.2656 |0.9769 | 1.1283
Ts 1.0000 |0.9647 |1.3794 |1.0000 |1.1958
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Table 11.22 Textile radial
Milmauis mdox fomand DMUs_| 0D [ pi/pi [ piymy | (it (oipy)”
period to 3rd T, 0.9432  |0.9790 |1.0252 |1.0018
T, 0.9363 | 0.9790 | 1.0093 |0.9940
T; 0.9053 | 1.0053 |1.3288 |1.1558
T, 0.9841 1.0147 | 1.2955 |1.1465
Ts 1.0000 |1.0366 |1.3794 |1.1958
Table 11.23 Textile radis.:ll DMUs Dg Dg D?t Dj M
performance from 3rd period
to 4th T, 0.9432 | 0.9880 1.0320 1.0000 1.0523
T, 0.9227 0.9666 | 0.8496 | 0.8258 0.8869
15 0.9031 0.9460 | 0.8714 | 0.8398 0.9256
T, 0.9769 1.0232 1.0128 0.9400 | 0.9759
Ts 1.0000 1.0475 1.0910 1.0000 1.0206
Maimauis ndex fom . DMUs_|piypy | byt |yt | (pipy/(pipi)'"
period to 4th T, 1.0602 | 0.9547 | 1.0320 |0.9926
T, 0.8950 | 0.9547 | 1.0287 |0.9910
T; 0.9300 |0.9547 |1.0376 |0.9953
T, 0.9622 |0.9547 | 1.0775 |1.0142
Ts 1.0000 |0.9547 | 1.0910 |1.0206
Taple 11.25 Chemicals DMUs D} D% Dé D% M
radial performance from Ist
period to 2nd C 0.8211 0.8078 1.0065 1.0000 1.2319
C, 0.8288 0.8363 0.9802 | 0.9890 1.1827
Cs 0.8632 | 0.8709 |0.9911 0.9842 1.1391
Cy 1.0000 | 0.9893 1.0042 | 0.9937 1.0043
Cs 1.0000 1.0089 1.0164 1.0000 1.0037

R Mmauiscmden fom  DMUs_ | 03/pt_ | byt |pyyp: | (pipl/(mip3)"”
Ist period to 2nd C 1.2179 | 1.0164 | 1.0065 |1.0115
C, 1.1933  [0.9911 |0.9911 |0.9911
Cs 1.1402  |0.9911 1.0070 | 0.9990
Cy 0.9937 |1.0108 |1.0105 |1.0107
Cs 1.0000 | 0.9911 1.0164 | 1.0037
Table 11.27 Chemicals
radial performance from 2nd DMUs D% Dg Dg Dg M
period to 3rd C, 1.0000 | 0.9933 0.9914 | 0.9847 0.9914
C, 0.9890 109824 |0.9664 |0.9599 |0.9772
Cs 0.9842 09771 1.0355 1.0000 1.0377
Cy 0.9937 0.9830 1.0473 1.0000 1.0354
Cs 1.0000 | 0.9874 |0.9407 0.9070 | 0.9295
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Table 11.28 Chemi
ra?ili)aleMaln?unistindZilsfrom DMUs Dg/ D% D%/ Dg Dg/ Dg (D%D%/ (Dng))l/z
2nd period to 3rd Cy 0.9847 | 1.0068 |1.0068 | 1.0068
C, 0.9706 |1.0068 |1.0068 |1.0068
C; 1.0160 |1.0073 |1.0355 |1.0213
Cy 1.0063 | 1.0109 |1.0473 |1.0289
Cs 0.9070 |1.0127 |1.0372 |1.0249
Table 11.29 Chemicals
radial performance from 3rd DMUs Dg Dg Di Dﬁ M
period to 4th Cy 0.9847 1.1581 0.9179 1.0000 | 0.8972
C, 0.9599 1.1290 | 0.9638 1.0000 |0.9430
C; 1.0000 1.1761 1.0045 1.0000 |0.9242
Cy 1.0000 1.0976 | 0.9551 0.9628 | 0.9153
Cs 0.9070 1.0559 1.1014 1.0000 1.0724

Table 11. hemicals
ra?ili)aleMalg’n(l)unist indeilfrom DMUs Di/Dg Dg/Dg Di/Di (DgDi/(DgDi))l/z
3rd period to 4th Cy 1.0156 | 0.8503 |0.9179 |0.8834
C, 1.0417 |0.8503 |0.9638 |0.9053
Cs 1.0000 |0.8503 |1.0045 |0.9242
Cy 0.9628 |0.9111 [0.9920 |0.9507
Cs 1.1026 | 0.8590 |1.1014 |0.9727
Table 11.31 Metallurgy DMUs | D! D2 Dl D2 M
radial performance from Ist 1 1 2 2
period to 2nd M, 0.8414 1.2713 | 0.6627 1.0000 |0.7871
M, 0.8755 1.3262 | 0.8474 1.0000 | 0.8543
M, 1.0000 1.5385 |0.7458 |0.9025 |0.6615
M, 0.8290 1.2752 | 0.6790 |0.8014 |0.7175
M;s 1.0000 1.5324 | 0.5477 | 0.6898 | 0.4965

M e o DMUs /bl |plypt | piypi | (piploind)”
Ist period to 2nd M, 1.1885 0.6618 0.6627 0.6623

M, 1.1422 0.6601 0.8474 0.7479

M3 0.9025 0.6500 0.8264 0.7329

M, 0.9667 0.6501 0.8474 0.7422

M; 0.6898 0.6526 0.7939 0.7198

Table 11.33 Metallurgy

radial performance from 2nd DMUs | D; D; D% Dg M

period to 3rd M, 1.0000 | 1.2456 |0.8715 1.0000 | 0.8365
M, 1.0000 | 1.2726 |0.8563 |0.9880 |0.8153
M; 0.9025 | 1.1201 |0.5920 |0.6829 |0.6324
M, 0.8014 | 1.0198 |0.5253 |0.6154 |0.6290
Ms 0.6898 0.8225 |0.5187 |0.6136 |0.7490
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Table 11.34 Metallur
ra::lli)anal?nquisftiidixgsf/rom DMUs D;/ D% D%/ Dg Dg/ Dg (Dng/ (D%Dg))l/z
2nd period to 3rd M, 1.0000 |0.8028 |0.8715 |0.8365

M, 0.9880 |0.7858 |0.8666 |0.8252

M; 0.7567 |0.8057 |0.8669 |0.8358

My 0.7680 |0.7858 |0.8536 |0.8190

Ms 0.8895 |0.8387 |0.8454 |0.8420

Taplle 11.f35 Metalflurgy DMUs Dg D§ Di Dﬁ M

;ae(zzd;lzr:;nance om3d T 10000 | 17814 06399 | 1.0000 |0.5993
M, 09880 | 17226 | 0.6189 09618 | 0.5914
M 06829 | 11922 | 0.6523 | 1.0000 | 0.8950
M, 06154 | 10141 05822 08926 09125
M 06136 09764 | 0.5635 |0.8639 | 0.9014

il Moo i hom  DMUs | Di/D3 | p/pt | Dot | (03py/ (0i2))"”
3rd period to 4th M, 1.0000 0.5613 0.6399 0.5993

M, 0.9735 0.5735 0.6435 0.6075

M; 1.4643 0.5728 0.6523 0.6113

M, 1.4504 0.6068 0.6523 0.6291

Ms 1.4080 0.6284 0.6523 0.6402

the scores of CCR by Models 11.10-11.13 as well as the Malmquist efficiency
indexes for each DMU. Table 11.20 also shows the components of the Malmquist
efficiency indexes.

From Table 11.20, the ratio D}/D] represents the value of technical efficiency
change which is greater than 1 for all DMUs except DMU 4. Thus, on the average,
the radial distance of DMUs in the second time period to the production frontier in
the second time period is closer than the radial distance of DMUs in the first time
period to the production frontier in the first period time. In contrast, the production
frontier change value is less than 1 for all DMUs. This indicates a negative shift and
technical regress occurred. On average, we have Case 4, which is represented in
Fig. 11.16, for the textile industry from the first period to the second period. DMU
4 had the worst case, that is, Case 8, indicating decline in both technical efficiency
and frontier changes. The Malmquist efficiency indexes in Table 11.19 show
performance progress for the first three DMUs and regress for the last two DMUs,
from the first period to the second period.

From the second time period to the third time period, the ratio D3 /D] is less than
1 for all DMUs except DMU 5, as shown in Tables 11.21 and 11.22. This indicates
that, on the average, the radial distance of DMUs in the second time period to the
production frontier in the second time period is closer than the radial distance of
DMU s in the third time period to the production frontier in the third period time. In
addition, the production frontier change value is greater than 1 for all DMUs and we
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have Case a, that is, DMUs moved onto a side which has positive shift and progress
in the production technology.

Overall, technical progress/regress happened after each five-year-plan period in the
textile industry. The same illustrations can be written for the rest of the information in
Tables 11.16, 11.17, 11.18, 11.19, 11.20, 11.21, 11.22, 11.23, 11.24, 11.25, 11.26,
11.27,11.28, 11.29, 11.30, 11.31, 11.32, 11.33, 11.34, 11.35 and 11.36.

Now, assume that a; = 0.3 and @, = 0.7 for the textile industry, a; = 0.7 and
ap = 0.3 for the chemical industry, and a; = 0.5 and @, = 0.5 for metallurgy. By
identifying these weights, we suppose that (i) it is more important to decrease the
amount of labor in the textile industry when we plan to improve the performance of
the textile industry, because the industry is labor intensive; (ii) it is more important to
decrease the amount of capital in the chemical industry when we plan to improve the
performance of the chemical industry, because the industry is capital intensive.

In the metallurgy industry, no preference over the two inputs is given. In other
words, the metallurgy industry is labor intensive and capital intensive, because the
two inputs are equally important.

The results of applying the non-radial Models 11.50-11.53 are illustrated in
Tables 11.37, 11.38, 11.39, 11.40, 11.41, 11.42, 11.43, 11.44, 11.45, 11.46,
11.47,11.48, 11.49, 11.50, 11.51, 11.52, 11.53, and 11.54. Similarly, the aver-
age efficiency change along with the average technical efficiency change and the
average production frontier movement are illustrated for each industry.

Table 11.37 Textile

i DMUs | D} D} D) D3 M
non-radial performance from
st period to 2nd T, 0.8731 0.8862 |0.8828 |0.8967 1.0115
T, 0.7830 |0.7948 | 0.8636 |0.8774 1.1034
15 0.8361 0.8486 0.9218 |0.9356 1.1025
T, 1.0000 1.0150 10.9340 09479 |0.9340
Ts 0.9977 1.0127 | 0.9853 1.0000 | 0.9875
nonradial Malmauistindex PMUs_| D/DL_| i/} | py/py | (pip/ (0ip3)'"
from 1st period to 2nd T, 1.0270 | 0.9853 |0.98s45 |0.9849
T, 1.1205 |0.9852 |0.9843 0.9847
15 1.1191 |0.9852 |0.9852 0.9852
T, 0.9479 ]0.9853 |0.9852 0.9853
Ts 1.0023 |0.9852 | 0.9853 0.9853
Table 1‘1.39 Textile DMUs D% Dg D% Dg M
non-radial performance from =
2nd period to 3rd T, 0.8967 |0.7262 | 0.9433 0.7542 1.0452
T, 0.8774 | 0.7111 0.8802 | 0.7069 | 0.9987
15 0.9356 | 0.7523 1.1209 | 0.8799 1.1838
T, 0.9479 | 0.7602 1.1897 | 0.9353 1.2426
Ts 1.0000 | 0.7969 1.2765 1.0000 1.2657
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Table 11.40 Textil
n:;)-;dial I(\)/Ialnequli:t index  DMUs | DY/D3 |DY/p3 |D%/D} | (D3D3/(D3D3))'"”
from 2nd period to 3rd T, 0.8410 | 1.2347 | 1.2508 | 1.2427

T, 0.8057 | 12338 | 12452 | 1.2395

T, 09405 | 12437 | 12738 | 12587

T, 09867 | 12470 | 12720 |1.259

Ts 10000 | 1.2549 | 12765 | 1.2657

Table 1.1.41 Textile DMUs Dg D;‘ Di Di M

non-radial performance from

3rd period to 4th T, 0.7542 | 0.7530 1.0088 1.0000 1.3329
T, 0.7069 | 0.7067 |0.8312 |0.8240 1.1709
15 0.8799 |0.8739 | 0.8253 0.8166 | 0.9362
T, 0.9353 0.9293 0.8492 | 0.8338 0.9026
Ts 1.0000 | 0.9925 0.8952 | 0.8777 0.8897

honradis Malmauistindex | _DMUs_ | DY/D3 | pypt | Diynt | (Dipy/(vip}))"”
from 3rd period to 4th T, 1.3260 1.0016 1.0088 1.0052

T, 1.1656 1.0003 1.0088 1.0045

T 0.9281 1.0069 1.0107 1.0088

T4 0.8915 1.0065 1.0184 1.0124

Ts 0.8777 1.0075 1.0199 1.0137

Table 1‘1.43 Chemicals DMUs Di D% Dé D% M

non-radial performance from

st period to 2nd Cy 0.8103 | 0.8069 1.0017 | 0.9979 1.2364
C, 0.7978 | 0.7964 |0.9794 |0.9762 1.2267
C; 0.8177 |0.8169 |0.9861 0.9823 1.2043
Cy 0.9928 0.9888 |0.9971 0.9931 1.0044
Cs 1.0000 | 0.9966 1.0042 1.0000 1.0038

Table 11.44 Chemicals non-radial Malmquist index from 1st period to 2nd

DMUs D%/D! D!/D? D/D? (DiD}/ (D3D2))"?
C 1.2315 1.0042 1.0038 1.0040
C 1.2236 1.0017 1.0033 1.0025
Cs 1.2013 1.0010 1.0039 1.0024
G, 1.0003 1.0041 1.0041 1.0041
Cs 1.0000 1.0034 1.0042 1.0038
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Table 1.1.45 Chemicals DMUs D% D; D% Dg M

non-radial performance from

2nd period to 3rd C, 0.9979 10.9790 |0.9581 0.9404 | 0.9604
C, 09762 09578 |0.9260 |0.9091 0.9488
Cs 0.9823 | 0.9637 1.0196 1.0000 1.0378
Cy 0.9931 09742 109758 |0.9567 |0.9823
Cs 1.0000 09809 |0.9187 |0.9010 |0.9186

e e Mot DMUs | D/pi | py/pi | pipi | (o3 (oipd)”
from 2nd period to 3rd C, 0.9424 1.0193 1.0188 1.0191

C, 0.9312 1.0191 1.0187 1.0189

Cs 1.0180 1.0193 1.0196 1.0194

Cy 0.9634 1.0194 1.0199 1.0197

Cs 0.9010 1.0195 1.0196 1.0195

Table 1'1.47 Chemicals DMUs Dg Dg Di Dﬁ M

non-radial performance from

3rd period to 4th C 0.9404 1.0812 | 0.8737 1.0000 | 0.9269
C, 0.9091 1.0457 | 0.8752 1.0000 | 0.9595
Cs 1.0000 1.1464 | 0.8670 |0.9880 |0.8644
Cy 0.9567 1.0951 0.8369 0.9544 1 0.8731
Cs 0.9010 1.0327 0.8435 0.9546 | 0.9303

oot Mamauiscmiex | DMUs | i/p3 | pypt | piyot | (piniy(oip}))'
from 3rd period to 4th C, 1.0633 0.8698 0.8737 0.8717

C, 1.1000 0.8693 0.8752 0.8723

Cs 0.9880 0.8723 0.8776 0.8749

Cy 0.9976 0.8736 0.8769 0.8752

Cs 1.0595 |0.8725 |0.8836 |0.8780

Table 11.49 Metallurgy non-radial performance from 1st period to 2nd

DMUs D; D} D, D} M

M, 1.0000 0.5901 1.1316 0.6613 1.1262
M, 0.9529 0.5621 14715 0.8704 1.5465
M, 0.8134 0.4794 1.5178 0.8933 1.8647
M, 0.8990 0.5260 1.7054 1.0000 1.8990
Ms 0.9542 0.5681 1.7082 0.9933 1.7691
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o madis] Malmaist e DMUs_ 03/p! | pl/pt | Db | (D}l (03D3) "
from 1st period to 2nd M, 0.6613 |1.6947 |1.7111 |1.7029

M, 0.9135 1.6953 1.6905 1.6929

M; 1.0983 1.6966 1.6991 1.6978

M,y 1.1123 1.7092 1.7054 1.7073

Ms 1.0409 1.6796 1.7198 1.6996

Table 11.51 Metallurgy

. DMUs | D} D; D3 D3 M
non-radial performance from
2nd period to 3rd M, 0.6613 | 0.6532 |0.8508 |0.8482 1.2926
M, 0.8704 |0.8931 0.8470 | 0.8405 |0.9570
M; 0.8933 | 0.9048 1.0374 | 0.9803 1.1216
M, 1.0000 | 0.9998 1.0741 1.0000 1.0365
Ms 0.9933 | 0.9629 1.0609 |0.9843 1.0449

Table 11.52 Metallurgy 12
non-radial Malmquist index DMUs | D g /D % D % /D g Dg /D g (Dng/ (D ng) )
from 2nd period to 3rd M, 1.2826 | 1.0125 | 1.0030 |1.0078

M, 0.9656 |0.9746 |1.0078 |0.9911

M 1.0973 | 0.9873 |1.0583 |1.0222

M, 1.0000 |1.0002 |1.0741 |1.0365

Ms 09910 |1.0315 |1.0778 |1.0544

Table 1}1.53 Metallurgy DMUs | D} D! D} D! M

21?; ;221:(; I:: II?;mance from M, 0.8840 | 0.9551 |0.9848 |1.1200 |1.1200
M, 0.8755 |0.9676 |0.9960 |1.1444 |1.1444
M; 1.0161 |0.9332 09619 |0.9493 |0.9493
M, 1.0317 |0.9760 |1.0000 |0.9726 |0.9726
Ms 1.0139  |0.9455 0.9629 |0.9551 |0.9551

Table 11.54 Metallurgy non-radial Malmquist index from 3rd period to 4th

DMUs Di/D} D3/ 0/} (303 (DiD3)"
M, 1.1610 0.9596 0.9698 0.9647
M, 1.1851 0.9600 09715 0.9657
M; 0.9813 0.9647 0.9702 0.9674
My 1.0000 0.9693 0.9760 0.9726
Ms 0.9782 0.9708 0.9819 0.9763
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When a larger weight is defined on the labor input factor in the textile industry by
the non-radial model, on average the efficiency improvement can be seen in each
time period, whereas there was a decline in efficiency from the third to fourth period
by the radial model. In other words, the efficiency improvement from the first period
to the second period was 23% on average, from the second period to the third period
was 15% on average, and from third period to fourth period was 5% on average. In
addition, the non-radial model results that, on average, the technical progress and
positive frontier shift happened after each five-year-plan period in the textile
industry.

On the other hand, when a larger weight is defined on the capital input in the
chemical industry, the results are almost the same on average. Nevertheless, while
the radial model results that on average the efficiency declined in each five-year-plan
period in the metallurgy industry, the non-radial results opposite. This means, on
average there was efficiency progress in each five-year-plan period in the metallurgy
industry. The improvement in efficiency was on average 64% from the first period to
the second period, 9% from the second period to the third period, and 3% from the
third to the fourth period. This is due to the fact that the radial efficiency index only
considers the proportional changes of all inputs and ignores the non-zero slacks.

The newly defined non-radial Malmquist efficiency index represents that on
average efficiency improvement happened in each industry from the third to the
fourth five-year-plan period, while the radial Malmquist efficiency index represents
the opposite outcomes. In fact, the Chinese industrial growth was especially rapid in
the early 1960s, except for a dip early in the 1966—1976 Cultural Revolution period.
This shows that the non-radial Malmquist efficiency index delivers outcomes in
consistent with the variations during the 1978—1983 economic reform period.

11.7 Conclusion

In this chapter, the DEA Malmquist productivity approach is discussed. Each
individual component of Malmquist productivity index is analyzed, and show that
the analyses are essential to indicate the performance of a firm specifically. The
Malmquist approach is extended to identify the strategic change of DMUs in a
particular period, and whether or not the strategic change is favorable. The DEA
Malmgquist efficiency index can be employed to assess the technology and produc-
tivity shifts result from economic development plans. A non-radial Malmquist
efficiency index and its prose are also illustrated to incorporate the preference over
the performance progress and to measure the slacks. The methods are exemplified
for an example of the three major Chinese industries whose industrial activities
constitute important components of China’s five-year economic development plan-
ning efforts.
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11.8 Exercises

11.1. Develop the Malmquist Efficiency index using CCR output-oriented model.

11.2. Develop an output-oriented non-radial Malmquist efficiency index, when input
factors are fixed at their current levels; that is, using CCR output-oriented.

11.3. Apply the output-oriented radial and non-radial Malmquist indexes in Exer-
cises 11.1 and 11.2 for data in Table 11.1.

11.4. Apply the output-oriented radial and non-radial Malmquist indexes in Exer-
cises 11.1 and 11.2 for data in Table 11.16.

11.5. Develop the Malmquist Efficiency index using SBM.

11.6. Write a VBA procedure to run the models in Exercise 11.5 for the data in
Table 11.1.

11.7. Develop the Malmquist efficiency index using one set of weights models, such
as Egs. 6.1 and 6.2.

11.8. Develop the Malmquist Efficiency index using Eq. 6.31.

11.9. Write a VBA procedure to run the models in Exercise 11.9 for the data in
Table 11.1.

11.10. Apply the output-oriented radial and non-radial Malmquist indexes in Exer-
cises 11.1 and 11.2 for data in Table 11.1.



Chapter 12 ®)
Delta Neighborhood Extension e

12.1 Introduction

In this chapter, the introduced mathematical model in Chap. 6 is improved to fairly
rank firms in various conditions, and the chapter is finished with several outcomes of
the model.

12.2 The Delta KAM

Suppose that there are n firms, labeled F; (i = 1, 2, ..., n), and each firm has m input
factors with the values x;; (j =1, 2, .. ., m) and p output factors with the values y; (k= 1,
2, ..., p). Assume that the weights/prices or the approximation of the relationships

between input and output factors are WI’ and W,f, forj=1,2,....mandk=1,2,...,p,

respectively. Suppose that, Vj’ and V,:r are defined as Eq. 12.1, forj = 1,2, ..., m and
k=1,2,...,p:

W LW
Zj:l R k=1 Wi Vi

Assume that the delta vector, with bolded notation 4, is given by
A= (6[,5{, 8,850,685, 6*), to introduce a delta neighborhood of firm

yYm> ' Yp
F,(=1,2,...,n). The components of delta vector are introduced by Eq. 12.2, for
j=12,...mandk=1,2,...p.

(12.1)
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5 =06/W; and & =35/W[. (12.2)

The value of delta has the same meaning for each factor, when Eq. 12.2 is
considered. If the components of delta vector are defined by Eq. 12.3, where
6€[0,+),forj=1,2,...,mand k =1, 2, ..., p, the A-KAM is the same as
Eq. 5.25, where m = 4 and p = 3.

5, =06 xx; and 5k+ =0 X Y- (12.3)

There are a lot of ways to introduce the components of delta vector, according to
the aim of discrimination. For instance, 5j_ and 5: can be introduced as Eq. 12.4, for
j=12,...,m,and k= 1,2, ..., p. In this case, the components of delta vector are

commensurate with the corresponded input and output factors, but are not changed
from one firm to another.

5 =& xaveicic,xj and & =8 X aver<icnYi- (12.4)

It is also possible to introduce one (or more) of the components of delta vector as
0, regarding the purpose of discrimination. For example, the components of delta can
be introduced by 5]’ =6 X x;; and 5: =0,forj=1,2,....,mandk=1,2,...,p,
which let’s consider the errors in input factors only.

Equation 12.5 illustrates the A-KAM, when the performance of F; is measured
(I=1,2,...,n).

2 Vi 8 =)

min =5— —
S Vi =8 +57)

Subject to
E;leij/li—ksj’ =x;+6;, forj=1,2,....,m,
S vk —sf =y — &, for k=1,2,....,p,
>0, fori=1,2,...,n,
s; 20, forj=12,....m,
sy >0, fork=1,2,...,p.

(12.5)

The A-KAM (Eq. 12.5) can linearly be solved by Eq. 12.6. In order to solve the
model by Microsoft Excel Solver software, similar instructions to solve Egs. 5.31
and 5.32 can be used.
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min {eril Vi (txy + 16, — s]‘)} ,

Subject to

[0 Vi wt = 8t +s0)] = 1.

Do ki + s; =xt+6;t, forj=1,2,....m,

S vaki — st =yut — it fork=1,2,....p, (12.6)
A>0, fori=1,2,...,n,

s; 20, forj=1,2,....m

L >0, fork=1,2,...,p,

t>0.

The score of KAM represents that the efficiency score of firm /, that is,
Zle Wi/ Z;: WX, is compared with the efficiency score of a point on
the estimated production function, that is, 25:1 W (y,k—é,j —|—s,‘f)/
S Wy (XU +6; — sj’), such that, the ratio of Z::l Wivi/ Zj’il W, x; to

Z::l Wi — 6 +57)/ Z;:l W (xlj +6 — sj_) becomes minimum. Since
the efficiency of firm [ is a constant value, KAM finds a point on the estimated
production function which has an equal or greater efficiency score in compari-
son with that of firm /, regarding the value of delta and introduced W;" and Wi

The target for firm [/ (I = 1, 2, ..., n) from Eq. 12.6, which lies on the estimated
production function, and has a greater (or equal) ratio of the linear combination of
output factors to the linear combination of input factors, regarding the value of delta
and introduced W;" and W, is given by:

x;;:x;j—&—é-’— -’*/t* forj=1,2,...,m,

* % (12.7)
Yie = Y — 5k +S */*, fork=1,2,...,p,

The dual linear programming of Eq. 12.6 is also given by Eq. 12.8.

maxr,

(S0 Vi Ow=80) )7+ S Gyt 8wy = S0y O — 8wt = S5 Vi (g +67),
Do Yuwi — 2o xwy <0, fori=1,2,.
wr >V forj=1,2,...,m
wi >tV fork=1,2,....p
(12.8)
Suppose that the component of delta vector is introduced by Eq. 12.2. Please note

we usually use the notation 6-KAM instead of A-KAM in this book. When 6 = 0, the
0-KAM measures the technical efficiency of firms, and divides the firms into two
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categories similar to DEA models. If the score of 0-KAM is less than 1 for a firm,
that firm is technically inefficient, and if the score of 0-KAM is 1, the firm is
technically efficient. However, the scores of 0-KAM (similar to DEA models)
should neither be used to rank firms, nor the proposed targets can be used to
benchmark firms.

The 5-KAM is SBM (Eq. 5.26), where § = 0, W, = 1/x;and W;" = 1/y;. When
6 >0, and W; =1/x; and W; = 1/yu, we express ‘the 5-KAM with SBM
approach’. Note that, the SBM approach does not satisfy Theorem 4.1 in order to
measure efficiency, but can be used to introduce the technically efficient firms. When
8>0,and W; = 1/min{x; : x; # 0} and W = 1/min{yy : y, # 0}, we state ‘the
6-KAM with minimum approach’.

Suppose that W;" and W, are given as the available costs of input and output
factors, wherej=1,2,...,mand k=1, 2, ..., p. We can decrease the discrimination
power of 6-KAM, as Egs. 12.9, 12.10 represent, to illustrate the lack of CF and RF
(or PF) measurements, respectively, (see also Exercises 6.10-6.15).

min )" V(g + 6 —s7),

Subject to
Zinzlxzjii +Sj_ = x5+ 5;, for j=1,2,...,m,
Yo vk — 5§ = ype for k=1,2,...,p, (12.9)

4 >0, fori=1,2,...,n,
sj_zO, for j=1,2,...,m,
sy >0, for k=1,2,...,p.

maxy_ ¢ V(g — 8 + 7).

Subject to
>y Xighi + 57 = x5, for j=1,2,....m,
S vk — g =y — 6, fork=1,2,...,p, (12.10)

A >0, fori=1,2,...,n,
s; 20, forj=12,....,m,
sy >0, fork=1,2,...,p.

In other words, none of Egs. 12.9 and 12.10 provide a fair measure to discrim-
ination the efficiency of firms. A suitable model should at least satisfy the introduced
Types 1-6. For instance, Eq. 12.9 does not satisfy Type 4, and Eq. 12.10 does not
satisfy Type 3.

As explained in the previous chapters, a firm, F, partially dominates another firm,
F;, if and only if, the value of Eq. 12.11 for F; is greater than that of /', where / and !
belongs to {1,2,...,n}.
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p W}jyk: Wi+ Wiy +... + Wiy,
SiWox Wixi Wi+ A+ Wik,

(12.11)

The six introduced types which increase the value of Eq. 12.11 are expressed by:

Type 1: Decreasing the value of denominator in Eq. 12.11 when the value of
numerator is fixed or increased.

Type 2: Increasing the value of numerator in Eq. 12.11 when the value of
denominator is fixed or decreased.

Type 3: If the rate of increasing the value of numerator in Eq. 12.11 is greater
than the rate of increasing the value of denominator.

Type 4: If the rate of decreasing the value of numerator in Eq. 12.11 is greater
than the rate of decreasing the value of denominator.

Type 5: The value of denominator in Eq. 12.11 is decreased (increased) by:
(1) decreasing (increasing) the value of one or more of input factors, or (2) increasing
(decreasing) a small value of one or more of input factors and decreasing (increasing)
a large value of one or more of other input factors.

Type 6: The value of numerator in Eq. 12.11 is increased (decreased) by:
(1) increasing (decreasing) the value of one or more of output factors, or (2) decreas-
ing (increasing) a small value of one or more of output factors and increasing
(decreasing) a large value of one or more of other output factors.

In short, Eq. 12.5 shows that KAM compares the efficiency of a firm with the
efficiency of the points on the estimated production function, and finds the best target
for the firm, regarding the value of delta and introduced weights. The discrimination
power of KAM is greater than CF, RF and PF models, and KAM provides a fair
measure to assess the inefficiencies of the firms. In the next sections, KAM is
improved and the optimum of delta is also measured.

12.3 KAM and Uncontrollable Factors

In the airport example in Chap. 3, the runway is an input factor which has the
standard area, according to the documents of International Civil Aviation Organiza-
tion (ICAO). The area of runway should not be less than the standard value, and
depends on the aircrafts which want to land and take off from that runway. Because
of the safety of passengers, decreasing the length/area of a runway is not suggested.
This kind of factor is called non-controllable or uncontrollable factor (Banker and
Morey 1986; Charnes et al. 1987; Cooper et al. 2007). In other words, an uncon-
trollable factor may not be controlled by managers, although, it may affect the
performance of firms.

For instance, suppose that jlh input factor (j = 1, 2, ..., m) is an uncontrollable
factor and the efficiency of F; is measured (Il = 1, 2, ..., n). If this uncontrollable
factor should not be decreased and increased, the corresponded linear combination
of this j™ input factor of firms in Eq. 12.2, (that is, >/, x;A;) should be equal to the
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corresponded value of j* factor of firm [ (that is, xy), thatis, >~ | x;A; = xj, (Where
=1, 2, ..., n). Nonetheless, it is valuable to examine a delta neighborhood of an
uncontrollable factor, in order to measure the effect of such restriction on other
factors. For such an aim, the constraint sj_ < 5]7 (or sj_ < téj_) can be added to the
constraints in Eq. 12.5 (Eq. 12.6).

The term §; is a value which is added to 7™ input factor of F), to introduce a
neighborhood of this factor, thus the linear combination of this uncontrollable factor
of firms is at least equal to xy;, that is, Zl": | Xihi = x5 + 5]_ -8 > xyj. Therefore, the
optimal value of j™ input factor is not decreased, but it may slightly be increased
according to value of §; .

For the case that the optimal value of j™ input factor should not also be increased,
the value of delta can be considered very small, such that, the value of 5]-’ is quite

negligible. For instance, if /™ input factor is measured with three decimal digits, the
negligible error can be less than 0.005. Similar discussion can be illustrated for an
uncontrollable output factor as well.

Now, suppose that J, is a subset of input factor indexes, {l,2,...,m},
corresponded to the uncontrollable input factors, and K, is a subset of output factor
indexes, {1,2,...,p}, corresponded to the uncontrollable output factors. The -
KAM is given by Eq. 12.12.

min [Z}i ) Vi (g + 16, — sj*)],

Subject to

[0 Vi ut = gt +s0)] =1,

Zi":lx,-jx,--i-sj_ =xt +6;t, for j=1,2,....m,
S vahi — s =yt — 51, for k=1,2, ...,p,
s; < 5J-’t for jeJ,,

si > 5t for keK,,

s; >0 for j=1,2,...,m,

sf >0 for k=1,2,...,p,

t> 0.

(12.12)

For an example of uncontrollable factor, suppose that fourth input factor (runway)
is uncontrollable in the airport example in Chap. 5. Assume that the same conditions
to solve Eq. 5.31 in Chap. 5 are considered, that is, Wj_ = l/x,j, forj=1, 2,3, 4,
Wi =1/yy, fork=1,2,3, where §is 0, 0.0001, 0.01 and 0.1, and the component of
delta vectors are introduced by Eq. 12.3. Since the weights are introduced by the
inverse of data similar to SBM, the approach is the SBM approach and the results are
only used to express the methodology.

When 6 = 0, in Eq. 12.12, the corresponded constraints for fourth input factor of
firm F,, (that is, s; < éxut, and 2?21 Xuhi + 55 = (1 4 8)xu?) are equal to zero, that
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Table 12.1 The 5-KAM scores where s, < 10x4

Delta A B C D E F G H

0 1.00000 | 1.00000 |1.00000 |1.00000 |1.00000 |1.00000 |1.00000 |1.00000
0.0001 |0.99983 |0.99997 |0.99924 |0.98588 |0.99258 |0.99993 |0.99990 |0.99999
0.01 0.98307 |0.99747 |0.92921 |0.63590 |0.54534 |0.99274 |0.98991 |0.99857
0.1 0.85672 |0.97644 | 0.55163 |0.50990 |0.36364 |0.93414 |0.91129 |0.98565

is, s, = oxut =0, and Z?:l Xiuh; = xiat. As Table 12.1 illustrates, the 0-KAM by
SBM approach represents that all airports A-H are technically efficient. In other
words, this simple restriction on fourth factor of airports yields that airports C and E
become technically efficient.

As the value of delta is increased, (for instance, when & is 0.0001, 0.01 and 0.1),
6-KAM discriminates the airports according to the introduced value of delta and the
SBM approach.

If the uncontrollable factor cannot be decreased and increased, the constraint s, < 6
xt can be replaced by s, = dxu¢. The results of 6-KAM for this assumption are
illustrated in Table 12.1, which can be compared with the results in Table 6.10 as well.
In this case, the value of fourth factor for airport number /is not changed. Indeed, the
targets for firm [/ (! = 1, 2, ..., n) can be measured from Eq. 12.7. Since
sy = 6; t = dxut, for instance, when & = 0.0001, Table 12.2 represents that the
suggested target for fourth input factor of airport number / is not changed, (/ = 1,
2,...,8).

The suggested targets in Table 12.2 (or the targets by Eq. 12.5) lie on the frontier
of feasible area, and have better performance in comparison with the real data in
Table 5.1, regarding the assumptions of discrimination. In other words, 0.0001-
KAM not only discriminates the airports according to the introduced errors, but it
also benchmarks all technically efficient airports, and suggests how they can regulate
their factors according to Types 1-6, in order to improve their performances,
(regarding the introduced assumptions). For instance, 0.0001-KAM says that A
should decrease the area of airport and increase the numbers of flights and passen-
gers, even if the area of apron and terminal are increased, or the amount of cargo
decreased, according to the value of delta and the SBM approach.

Now, suppose that s, < éxut is only added to Eq. 5.31, the corresponded results
to Tables 12.1 and 6.10 are displayed in Table 12.3. The constraint, s, < oxut, does
not let the value of fourth factor decrease, but it may be increased in order to find a
better situation on the production frontier, according to the SBM approach.

Table 12.4 represents the targets of KAM when 6 = 0.0001. According to the
table, A should seriously improve the numbers of flights and passengers, even if the
input factors are increased and the value of cargo is decreased. In other words, the
inefficiency of A is due to the small numbers of flights and passengers, according to
the data of other airports. All of these assessments are approximations and do not
mean that it is impossible to increase the number of flights of airport A without
increasing the values of its input factors, but at the same time, express the way of
increasing the efficiency of A.
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Table 12.3 The 5-KAM scores where s, < 10x4

Delta A B C D E F G H

0 1.00000 | 1.00000 |1.00000 |1.00000 |1.00000 |1.00000 |1.00000 |1.00000
0.0001 |0.99980 [0.99997 |0.99924 |0.98468 |0.99258 |0.99993 |0.99990 | 0.99997
0.01 0.98056 |0.99747 |0.92921 |0.63590 |0.54534 |0.99274 |0.98991 |0.99739
0.1 0.84096 |0.97644 |0.55163 |0.50990 |0.36364 |0.93414 |0.91129 |0.97558

The same illustration can be discussed for other airports as well. In addition,
instead of SBM approach, the average measurement approach can also be used, that
is, W = 1ave{x; :i=1,2,...,8}, for j=1, 2, 3, 4, W, = 1/ave{y; :i=
1,2,...,8}, for k =1, 2, 3, and so on for any other interested approaches introduced
by expert judgment.

12.4 KAM and the Production Tape

In Chaps. 1 and 2, several approaches are proposed to introduce practical points from a
set of homogenous firms. The largest feasible area, which is linearly generated, is called
the CRS-PPS or T which is introduced by Eq. 7.4. Now, from the outcomes of the
6-KAM, the feasible area can be extended corresponded to the value of delta. In other
words, when the practical points are generated by the wholly dominant, the convexity
and the radiate approaches, a delta neighborhood of the feasible area can be practical
as well. The three introduced approaches may not be suitable to apply for the points in
the delta neighborhood of the feasible area, but an exact data can rarely be measured in
real life applications, and even if data are exact, this technique is useful to recuperate
the estimated production function from linear approaches. Indeed, it is hard to prove
that a production function does not have any curves, as can be seen in Fig. 12.1.

Assume that the blue curve in Fig. 12.1 represents the exact production function
for firms A-F. The CRS technology suggests the frontier of T, which is generated
by applying the radiate and the convexity approaches for the observed data at the first
step, and at the second step by applying the wholly dominant approach, as proved by
Theorems 2.4-2.7.

After introducing the frontier of 7, a delta neighborhood can linearly be added to
T¢, by shifting the frontier toward the directions which improve the factors, regard-
ing the value of delta. This extension of T is also the smallest set to recuperate T,
regarding the value of delta.

Suppose that a T is given. There is always a 5>0 to introduce an extension of T,
as Eq. 12.13 represents.

The delta in Eq. 12.13 is a real value, and can also be introduced as a vector with
m + p components, such as, A = (61_,52_, I S S ,6;) R’ to intro-

» Yo

duce TZA. For instance, the components of delta vector in 5-KAM by the SBM



12 Delta Neighborhood Extension

366

98°1LS'6E Y 1S6'80LTT 80°0¥1°6CI Ov oveE 1Ty 9L0LE9L T1°08T°€0S erovel H
6¢°LT8¢ 0068€°TL6 87°010°61 00°$66°89T £6°00€6 wLYITLY 10°18% D
LLSTYS €9'YC9°S91°T €8°L80°' 1Y 00°ST1°68€ €9°000°€T 0£900°€9 C0'8LY d
8'ELST 61 vrL 0y L6'6V61 00°0€€°T61 08°0008 00°€00°0¢ 19°L66 q
LS 9Y0S ST¥S9°69L 1 10°L98°6E LS 69L°S6€E 11°2S0°1¢C STSLY'TII 88°1¢01 a
60°68S1 99°S8T°0¥0°1 1€919°CI 005669 81°108°T1 01°L00TY 79°66L 0)
€1'1S0°61 L6'ETS E8LY ¥6'6L8°0% 00°0T1°8¥€ 10°08L'8E 69°SYLEIT S0°€0S dq
8COLIVL 88°0€1°CE0Y 69°€TL0E T S19°€Ce 9S¥09°St PETITY0E 00°00C1 v

o3re) s1o3uasseq SIS Kemuny [eUruI_ uoxdy BAIY yodiy

vixgr S s o1oym $10810) INV-, 01 YL H°TI AIqeL



12.4 KAM and the Production Tape 367

Input 2 (per unit of the output)

The frontier of T3¢ o

The frontier of TC

K
The frontier of Té"“3

Input 1 (per unit of the output)

Fig. 12.1 The production tape

approach when firm F; is evaluated are §; =& x x;, for j = 1, 2, ..., m, and
5?,’{:5><y,»k,f0rk: 1,2,...,[).

T = {(X',Y’)G]R{’”*”: AX—5<x, N-Y 452>, 4 >0,
(12.13)
fori=1,2,...,nj=12,....mk=1,2, ...,p}.

Similarly, the generated feasible area by CRS technology can be contracted
regarding the value of delta, as Eq. 12.14 represents.

TS = {(X’,Y’)eRm+P:A-XJ+5<x;, A-YE =58>y, k>0,

(12.14)
fori=12,....,nj=12,....mk=1,2, ...,p}.
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Then, the production tape can be defined by T¢® — T° = TT . When the targets
of 6-KAM are measured by Eq. 12.7, the targets are on the frontier of Tg = T¢, then
the targets can be transferred to the frontier of Tg‘s by Eq. 12.15.

* —% /% .
Xjp =X =8 Jt*, for j=1,2,...,m,

12.15
=y s/, for k=1,2,...,p. ( )

It is possible that the values of input factors for the suggested targets in Eq. 12.15
become negative. Thus, the constraints £x;; — s; >0,forj=1,2,...,m,are added to
Eq. 12.6 to guarantee positive values for the suggested targets of input factors. We

.. 4 _ _
may also look for the minimum value of Zj: nz (xlj =5 ) over

3
Zk: X vy (y,k +sk+) subject to the constraints of Eq. 12.5, and the constraints
Xy —S; >0,forj=1,2,...,m,foragiven 6 > 0.

The same illustration can be discussed for the targets which are transferred to the
frontier of T, as Eq. 12.16 represents.

xlf :xlj+25j’—s]f*/t* forj=1,2,...,m,

12.16
Vh =y =260 +s7%)t* for k=1,2, ...,p. ( )

Since the values of output factors for the suggested targets in Eq. 12.16 can be
negative, the constraints fy,, — 25 +s; > 0,fork=1,2,..., p, should be added to
Eq. 12.6 to guarantee positive values for the suggested targets of output factors. As a
result, in order to introduce the production tape, Eq. 12.17 should be solved for a
given 0 > 0.

min {ZJ.'L 43 (x,jt +81— sj’)] ,

[0 Vit = &t +s0)] =1,

Zin:1xij}‘i+s_f =xt+6;t, for j=12,...,m,
Sl vahi — s =yt — 51, for k=1,2,...,p,
xljtfs,;ZO, forj=1,2,...,m, (12.17)
Vul — 2851+ 55 >0, for k=1,2, ....p,

A >0, for i=1,2,...,n,

s; 20, forj=12,....m,

sf >0, fork=1,2,...,p,

t>0.

In order to introduce a production tape, the delta value should be small. We
can also measure the optimum value of § such that at least two corresponded
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components to the input (output) factors of the Tg‘s‘s frontier (TE(S‘S frontier)

become positive. (How?)

12.5 An Improvement of KAM

Firms may have a request that the values of a factor should be in an introduced range
or interval, for instance, due to standardization or the intention of firms. Sometimes a
manager plans (or is asked) to decrease (increase) a certain amount of an input
(output) factor in a period of time. A manager may only able to improve or control a
special amount of a factor. All these situations can affect the efficiency (productivity)
measurement and assessing the performance of a set of homogenous firms. Indeed,
the provided relative scores to discriminate, to rank and to benchmark firms should
satisfy such restrictions and desired requests as well. Thus, KAM is improved to
handle such purposes.

Suppose that the A-KAM by Eq. 12.5 is given. Thus, the A-KAM targets for firm
number [ are xj; + & — s;; and y; — Sy +sp.forj=1,2,...,mandk=1,2,...,p.
Assume that the target of /™ input factor should belong to la;, b;] and the target of K
output factor should belong to [cy, dy], where a;, b;, ¢, and dj are non-negative real
values,j=1,2,...,mand k=1, 2, ..., p. Equation 12.18 illustrates the constraints
which should be added to the constraints of Eq. 12.5 to satisfy the purpose of
discrimination.

aj§x1j+51;—sl;, forj=1,2,...,m,

x;+6; —s; <b;, forj=1,2,...,m,
b oy =y =B O (12.18)
e <yp— 6 +sg, fork=1,2,....p,

Vi — O + sk < di, for k=1,2, ...,p.

The values of a;, b;, ¢; and dj should reasonably be selected in order to have a
feasible area, regarding the components of delta vector. These variables should also
be commensurate with the units of corresponded factors. In order to decrease the
number of introduced variables by expert judgment and make sure there is always a
feasible area as well as simplifying the model and improving the applicability of the
model, let’s assume that the components of delta vector are exchangeable and at least
one of the firms satisfies the introduced ranges, [a;, b;] and [cy, di], forj =1, 2.. .,
mand k=1, 2, ..., p. Thus, the optimal values of the delta components can also be
measured and Eq. 12.4 can be extended as Eq. 12.19.
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Zj"il Vj’(xzj +3; — 51;)

KA* = min ,
A Yot Vi — 65 + 53

Subject to

Doiny Xighi s =X+ 8, for j=1,2,....m,
S Vi — S = yy — S, for k=1,2, ....,p,
ajgxzj—l—él;—s,;, forj=1,2,...,m,

x;,-—l—él;—sly <bj, forj=12,...,m,

12.19
cr <yy— 6k +s, fork=1,2,...,p, ( )

Y — Ok +sp < dy, fork=1,2,...,p,
;i >0, fori=1,2,...,n,
o >0, forj=1,2,...,m,

B

i >0, forj=1,2,...,m,

sk >0, fork=1,2,...,p,
Sp>0fork=1,2...,p.

If there are no restrictions for the target values, the variables a;, b;, ¢ and dj can be
introduced as a; = 0 and b; = M;, for j = 1, 2, ..., m, and ¢, = 0 and d; = N, for
k=1, 2, ... p. Here the meaning of M; and N, are the suitable large numbers
according to data or the used software. The variable can also be different from one
firm to another as long as the homogeneity of firms is satisfied.

The optimal values for the components of delta vector may be different from one
firm to another; however, the provided scores by Eq. 12.19 for F;‘'s (i =1, 2. . ., n) are
relatively meaningful, regarding to a vector of delta that its corresponded compo-
nents are the maximum values of the components of the measured optimal delta
vectors of Fi's i=1,2..., n).

The components of delta vector can also be introduced by Eq. 12.2. In this case,
the §*-KAM is given by Eq. 12.20, where 6™ = max {8 : [ =1,2,...,n}.
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Dot Wi+ 8 /W =)/ 200 Wiy
bt WE O = 8/WE+s30) ) 28 Wiy

KA} = min
1

Subject to

Z,'H:Mij)«liJFSz; :X1j+51/W~_, forj=1,2,...,m,

S ki — S =y — 8/ Wi, fork=1,2,...,p,

x1j—|—51/Wj’—s,J’- <bj, forj=1,2,...,m,

a,§x,,+5,/wj——s,;, forj=1,2,...,m, (12:20)
cx <yp—8/W + sk, fork=1,2,...,p,
A; >0, fori=1,2,...,n,

n >0, forj=1,2,...,m,

sp >0, fork=1,2,...,p,

6, > 0.

The score of 5-KAM is non-increasing, that is, KA} > KA} if 5; < &,. More-
over, KA;} = KA}, for 6 > 5,. The 5*-KAM scores are relatively meaningful and
depend on the introduced Wj’, forj=1,2...,m, and Wk*, fork=1,2...,p.

12.5.1 Solving KAM for a Request

Suppose that managers in the airport example can only regulate at about 10% of the
factors’ values, where W =10, W, =1, Wy =100, W, = 10, Wl+ =100,
W3 =1, and W5 = 10. In other words, assume that a; = x; — 10 % x; and
bj = Xjj + 10 %X[j, forj = 1, 2, 3, 4, and Cr = Vik — 10 % Vik and dk = Yk + 10 % Viks
fork=1,2,3.

From such assumption, the feasible area for the airports may vary from one
airport to another. Nonetheless, KAM compares the efficiency scores of the points
in the estimated feasible area with the efficiency score of the evaluated airport, and
finds the best target for that airport, regarding the assumptions of the example.

On the other hand, Eq. 12.20 can linearly be solved by Eq. 12.21.
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KA;'} =min )" Wi (xts + 8/W; —s;)/ >0 Wy
Subject to

Zi":,x,-jkh—ks,; :x,jt1+51/Wj’, forj=1,2,...,m,
oy Vi — Sy = vyt — 8/ Wi, for k= 1,2, ...,p,
ajt; < xyt; + 5,/Wj’ =8y forj=1,2,...,m,
x1jt1+6[/W; —s; Sbity, forj=1,2,....m,

ety < ypti — S /Wi + 55, for k=1,2,...,p, (12.21)
yuti — 8/ WiE +si < dpty, for k=1,2, ...,p,

Ai >0, fori=1,2,...,n,

n >0, forj=1,2,...,m,

sg >0, fork=1,2,...,p,

6, >0,

t; > 0.

The following instructions illustrate how to solve Eq. 12.21 for the airports in

Table 5.1, by the Microsoft Excel Solver 2013 software.

1.

2.

W

Copy the 9 columns of Table 5.1 on an Excel sheet into cells A1:19, as Fig. 5.1
depicts.

Label B11 as ‘Index1’, E11 as ‘Range’, H11 as ‘Delta’, B13 as ‘Ws’, B15 as
‘Constraint’, E15 as ‘¢’, H15 as ‘Objective’, B17 as ‘Left side’, B18 as “Slacks’,
B19 as ‘Right side’, B20 as ‘Deltas’, B22 as ‘Targets’, B24 as ‘Lower bounds’,
B25 as ‘Upper bounds’, J1 as ‘Lambdas’, K1 as ‘Solver Code’, L1 as ‘KAM
score’, and M1 as ‘Delta’.

. Assign number 1 to C11, and 0.1 to F11.
. Assign number 10 to C13, 1 to D13, 100 to E13, 10 to F13, 100 to G13, 1 to

H13, and 10 to 113.

. Assign the following command to C15

‘=Sumproduct(G13:113,G19:119 + G18:118)/Sumproduct(G13:113,Index(G2:
19,C11,0)).

. Assign the following command to I15

‘=Sumproduct(C13:F13,C19:F19-C18:F18)/Sumproduct(C13:F13,Index (C2:
F9,C11,0)).

. Assign the command ‘=Sumproduct(C2:C9,$J2:$J9) + C18’ to C17. Then,

copy C17 and paste it to D17, E17 and F17.

. Assign the command ‘=Sumproduct(G2:G9,$J2:$J9)-G18’ to G17. Then, copy

G17 and paste it to H17 and I17.

. Assign ‘=$F15*Index(C2:C9,$C11) + C20’ to C19. Then, copy C19 and paste

it to D19, E19 and F19.
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10. Assign ‘=$F15*Index(G2:G9,$C11)-G20’ to G19. Then, copy G19 and paste it
to H19 and I19.

11. Assign ‘=$I11/C13’ to C20. Then copy C20 and paste it to D20-120.

12. Assign ‘=C19-C18’ to C22. Then copy C22 and paste it to D22-F22.

13. Assign ‘=G19 4 G18’ to G22. Then copy G22 and paste it to H22 and 122.

14. Assign ‘=(1-$F11)*Index(C2:C9,$C11)*$F15° to C24. Then copy C24 and
paste it to D24-124.

15. Assign ‘=(1 4+ $F11)*Index(C2:C9,$C11)*$F15 to C25. Then copy C25 and
paste it to D25-125.

16. Open ‘Solver Parameters’ window from ‘DATA’ in Excel toolbar.

17. Assign ‘115’ into ‘Set Objective’ and choose ‘Min’.

18. Assign ‘J2:J9, C18:118, F15, I11°, into ‘By Changing Variable Cells’.

19. Click on ‘Add’ and assign ‘C15’ into ‘Cell Reference’, then select ‘=", and
assign ‘1’ into ‘Constraint’.

20. Click on ‘Add’ and assign ‘C17:117 into ‘Cell Reference’, then select ‘=", and
assign ‘C19:119” into ‘Constraint’.

21. Click on ‘Add’ and assign ‘C22:122” into ‘Cell Reference’, then select “>=’, and
assign ‘C24:124’ into ‘Constraint’.

22. Click on ‘Add’ and assign ‘C22:122” into ‘Cell Reference’, then select ‘<=", and
assign ‘C25:125” into ‘Constraint’. Then click on ‘OK’.

23. Tick ‘Make Unconstrained Variables Non-Negative’.

24. Choose ‘Simplex LP’ from ‘Select a Solving Method’ and then ‘Solve’.

25. From ‘Developer’ in the toolbar menu, click on the ‘Insert’ icon to open the
‘Form Control’ window.

26. Click on the first icon, ‘Button (Form Control)’, and then click on a place in the
Excel sheet.

27. In the open window with the title ‘Assign Macro’, click on ‘New’. So, the
‘Microsoft Visual Basic for Applications’ window is opened.

28. From the toolbar menu, click on ‘Tools> References...>’ and make sure ‘Solver’
is ticked, and then ‘OK’.

29. Inside of the ‘Microsoft Visual Basic for Applications’ window, write the
following commands between ‘Sub Buttonl_Click ()’ and ‘End Sub’.

Dim i As Integer
Fori=1To8
Range("CI11") =1
Range("K" & i + 1) = SolverSolve(Userfinish:=True)
Range("L" & i + 1) = Range("I15")
Range("M" & i + 1) = Range("I11")/ Range("F15")
Next i
Range("M10") = WorksheetFunction.Max(Range("M2:M9"))

30. Close the ‘Microsoft Visual Basic for Applications’ window.
31. Click on the small rectangle which was automatically made in the Excel sheet in
Step 27.
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Table 12.5 Returns values by Microsoft Excel Solver 2013

Solver Description

Constraints and optimality conditions are satisfied and Solver has found a solution.

Constraints are satisfied, but Solver has converged to the current solution.

Constraints are satisfied, but Solver cannot improve the current solution.

Solver is stopped chosen because of the maximum repetition’s limit was reached.

The set cell values do not converge.

Solver could not find a feasible solution.

Solver is stopped at user’s request.
The required linearity conditions for Solver are not satisfied.
The problem is too large and Solver cannot handle it.

O |0 Q[N N |W N |[—= O

Solver encountered an error value in a target or a constraint cell.

—
(=]

Solver is stopped chosen because of the maximum times’ limit has been reached.

—_
—

There is not enough memory available to solve the problem.

Table 12.6 The outcomes of
Eq. 12.21 for the introduced
assumptions

Solver Code | KAM Score | Delta values
0.9103466 74184.00000
0.8839073 74257.83920
0.9294655 60481.71351
0.9323123 149631.38643
0.8416030 605.56693
0.9417391 165675.79624
0.8920495 93000.00000
1.0000000 0.00000
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32. The corresponded Solver code, KAM score, and Delta for each airport are
represented into cells K2:M9, respectively, and the maximum value of delta is
measured in M10.

The Solver code illustrates whether the Microsoft Excel Solver 2013 software
was able to find an optimal solution for Eq. 12.21, as Table 12.5 displays. When the
Solver code is 0, it means that the Solver finds an optimal solution which optimally
satisfies all the constraints and conditions.

Table 12.6 also expresses the scores of KAM according to the measured delta and
the assumptions of this example, as well as the Solver codes which are 0 for all
airports and display that Solver is found the optimal solution for the objective when
all the constraints are optimally satisfied.

The corresponded targets to the results in Table 12.6 are also illustrated in
Table 12.7.

When the prices for the factors are W = 10, W, =1, W5 = 100, W, = 10,
W{ =100, W5 = 1,and W7 = 10, and managers can only regulate at about 10% of
the factors’ values, KAM robustly measures the inefficiency of each airport
according to Table 12.6 and suggests how the efficiency of each airport can be
improved, according to the results in Table 12.7.
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Table 12.8 The outcomes of

Eq. 12.21 by SBM approach

N Airport Solver Code KAM Score Delta values
1 A 0 0.9386553 0.10000
2 B 0 0.9523211 0.10000
3 C 0 0.9101377 0.00000
4 D 0 0.8880952 0.09307
5 E 0 0.8624157 0.01806
6 F 0 0.9536431 0.10000
7 G 0 0.9113718 0.10000
8 H 0 0.9891776 0.10000

Instead of the introduced prices for each factor, for instance, the SBM approach can
be applied. Table 12.8 illustrates the results of KAM when SBM approach is applied.

12.5.2 A Specified Request for KAM

In the previous example, every airport has different restrictions. Now, suppose that
the managers of airports want to regulate the factors of airports according to the
following conditions: (1) the area of airport should not be more than 1200 Hectares,
(2) the number of passengers should be greater than 10,000,000 people, and (3) the
amount of cargo should at least be 30,000 metric tons. Assume that W = 10,
W, =1, Wy =100, W, =10, W] =100, W5 =1, and W§ = 10. Is there any
feasible area for such purposes? What are the inefficiencies of the airport according

to these conditions?

In order to answer these questions, Eq. 12.22 should be solved.

] 4 - - - 4 _
KA;} = min {ijl W (it + 81/ Wy — s )] /3 W,

Subject to

3 3
[0 Wi Ot = 81/ W+5) |/ 50 Wi = 1,

Z?zlx,;jkl,- + Sl; = Xt + 51/WI, forj=1,2,3,4,

S ki — s = yuti + 81/ W}, for k=1,2,3,

xnt; + 51/Wf —sp < 10000¢,,

10000000, < ypt; — 5,/ W5 + sib,

500001, < it — 51/W; + Sg,

Ai >0, fori=1,2, ..
s,jTZO, forj=1,2,3,4,
sk >0, for k=1,2,3,

51>0,
t; > 0.

"8’

(12.22)
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Table 12.9 The results of
Eq. 12.22

Solver Code | KAM Score | Delta values

0.4608393 1,961,920.50863
0.6301526 2,644,120.50799
0.3292076 5,341,920.50548
0.4619512 4,416,920.50634
0.1667772 5,721,920.50512
0.4997589 4,221,920.50652
0.3917765 5,591,920.50525
1.0000000 1,885,764.84456
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The results are represented in Table 12.9. According to the Solver codes, the
feasible area is available and the KAM score for each airport is optimally measured.
The measured target for all airports is also displayed in Table 12.10.

As can be seen, H still has the best performance to satisfy the purpose of this
example. However, the relative scores of other airports drop sharply down. For
instance, KAM measures that the ratio of the efficiency of A to the efficiency of the
measured target is 0.4608393 to 1. The value 0.4608393 shows the inefficiency of A in
comparison with the measured target in Table 12.9. Thus, A should decrease 12.21% of
the area of airport, increase 41.29% of the area of apron, increase 43.02% of the area of
terminal and so on, to satisfy the conditions of this example, as Table 12.11 illustrates.
The same illustration can be expressed for the other airports, as well.

12.6 KAM Scores and Decomposition of Inefficiency

Suppose that there are n firms, labeled F; (i =1, 2, . . ., n), and each firm has m input
factors with the values x; (j =1, 2, ..., m) and p output factors with the values y;
k=1, 2, ..., p). Assume that the weights/prices or the approximation of the
relationships between input and output factors are Wj_ and W,f, forj=1,2,...,

mandk=1,2, ..., p, respectively. The 6-KAM is given by Eq. 12.23 to measure the
efficiency score of F;'s (I =1, 2, ..., n) and optimize the value of delta.

KAS =min} " Wi (s + 81/ Wi = s)/ 3510 Wiy
Subject to

S WOt = 81/ W+ 530/ 3ok Wiy =1,

oy Xhii + 55 =xti +&/W;, forj=1,2,....m,
Sy Yk — Sk =yt — /Wi, fork=1,2, ...,p,
Ai >0, fori=1,2,...,n,

n >0, forj=1,2,...,m,

sk >0, fork=1,2,...,p,

o > 0,

t; > 0.

(12.23)
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Table 12.11 The rate of regulating the factors by Eq. 12.22

Area Apron Terminal Runway Flights Passengers Cargo

Airport | (%) (%) (%) (%) (%) (%) (%)

A —4.21 41.29 43.02 1.75 259.19 148.09 —54.46
B 128.52 | 101.09 68.19 3.35 135.30 109.07 77.33
C 43.68 | 948.19 | 452.71 33.28 606.66 861.57 2028.57
D 1042 | 282.16 | 209.83 —9.08 176.63 473.22 586.73
E 14.72 | 1332.64 | 715.24 87.07 215691 |2236.59 2046.15
F 140.47 | 582.21 183.56 —7.54 168.44 361.77 523.95
G 138.98 | 810.38 | 601.28 33.75 480.20 929.53 782.92
H —14.60 | —14.60 |—14.60 —14.60 —14.60 —14.60 —14.60

The scores of 5*-KAM, where 6* = max {8 : 1 =1,2,...,n}, are the relative
efficiency scores of F;‘s (i =1, 2, .. ., n) and can absolutely be used to rank a set of
homogenous firms.

As illustrated in Sect. 6.4.3, KAM represents the minimum value of Eq. 5.23, and
compares the efficiency of a firm with the efficiency of the best possible location in
the estimated feasible area, that is, KAM measures all the inefficiency of the firm,
and its scores are relatively meaningful.

Even if the constraint Zl":l M =t (or Zln:l Ay > tor Zln:l A < t)is added to
the constraints of Eq. 12.23, the scores of KAM are the same. This is due to this fact
that, all the observed firms are in the estimated feasible area by Eq. 12.23, so KAM
compares all the firms to each other and regulates the factors to find the best location
of the feasible area. Therefore, even if the observed firms are only considered (that is,
a discrete set with n points) the scores of KAM are the same as when the CRS
technology is applied by Eq. 12.23. This phenomenon lets us completely decompose
the inefficiency of firms with the scores of KAM.

If the delta value is equal to zero, that is, 6 = 0, the Technical Efficiency
(TE) scores of the firms are measured. If the constraint Z:: . N =t is added to

Eq. 12.23, when 6 = 0, the Variable Returns to Scale-Technical Efficiency
(VRS-TE) scores are measured. The Non-Technical Efficiency (Non-TE) scores
(allocative efficiency scores) are measured by the efficiency scores of the firms
over the TE scores, and the Non-Variable Returns to Scale-Technical Efficiency
(Non-VRS-TE) scores (scale efficiency scores) of the firms are measured by the ratio
of TE scores to VRS-TE scores. All of these scores belong to interval [0,1]. Indeed,
the score of 6*-KAM is not greater than the score of 0-KAM (TE score), and the
score of TE is not greater than the score of VRS-TE.

For example, suppose that the airports in Table 5.1 is given, where W = 10,
W, =1, Wy =100, W, = 10, W{ =100, W5 =1, and W5 = 10. Table 12.12
illustrates the efficiency, TE, Non-TE, VRS-TE, and Non-VRS-TE scores of the
airports, according to the introduced W; ‘s and W s.

None of the Non-TE, TE, VRS-TE, and Non-VRS-TE scores can be used to
rank the airports, and they only represent the reasons of inefficiency. Only the
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Table 12.12 The decomposition of efficiency scores of the airports

Efficiency Non-TE TE VRS-TE Non-VRS-TE
0.4608393 0.4608393 1.0000000 1.0000000 1.0000000
0.6301526 0.6301526 1.0000000 1.0000000 1.0000000
0.3292076 0.6754831 0.4873662 1.0000000 0.4873662
0.4619512 0.4619512 1.0000000 1.0000000 1.0000000
0.1667772 1.0000000 0.1667772 1.0000000 0.1667772
0.4997589 0.4997589 1.0000000 1.0000000 1.0000000
0.3917765 0.3917765 1.0000000 1.0000000 1.0000000
1.0000000 1.0000000 1.0000000 1.0000000 1.0000000
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efficiency scores in the third column of Table 12.8 should be used to rank the
airports for 6 > 5%, (see also Table 5.2).

From Table 12.12, the inefficiency of C and E are due to the scale inefficiency
(Non-VRS-TE), whereas the inefficiency of A, B, D, F and G are because of the
allocative inefficiency (Non-TE) (see Khezrimotlagh et al. 2012b and Mohsenpour
et al. 2013).

If extra restrictions are added to the model, they may change the efficiency scores
of firms, and the measured outcomes. In this situation, the inefficiency by the extra
restrictions should also be measured. For instance, when it is supposed that managers
in the airport example can only regulate at about 10% value of each factor, KAM can
only compare an airport with the points in the area that the corresponded components
have 10% lesser or greater values than that of the airport.

In order to elucidate this statement, suppose that the divisions in the petroleum
example in Chap. 2 are selected, where W = W5 = 1, and the output is a constant
single value for all divisions, such as 1. Assume that only 10% values of the diesel
fuel and the gasoline amounts can be regulated, that is, a; = x; — 10 % x;; and
b; = x;; + 10 % xy, for j = 1, 2. The 5-KAM, when the components of delta are
introduced with Eq. 12.3, is given by Eq. 12.24 (I =1, 2, ..., 18).

KA:{* = min [21‘2:1 ()C]j + Sy — s,;)} / Ele Xijs
Subject to

Z:ﬁl Mixij + s = x; + oy, for j=1,2,

221 Ni =1,

—10%x;; < éxj5 — s, for j=1,2,

Sy — s < 10%xy, for j=1,2,

Ai >0, fori=1,2,...,18,

i >0, forj=1,2,

o> 0.

(12.24)
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Fig. 12.2 The benchmarking by Eq. 12.24 with 10% regulation

Figure 12.2 represents the location of divisions with large blue circles, and the
location of their targets with small red circles. For instance, according to the
restrictions in Eq. 12.24, when H is evaluated, the feasible area is a square which
is shaded with green color in Fig. 12.2. Therefore, H is compared with H, and the
KAM’s score for H represents the ratio of the efficiency of H to the efficiency of H.
In order to decompose the inefficiency of H, the inefficiency of H should also be
measured.

Figure 12.3 also represents the targets for divisions when each division can
regulate 30% value of the diesel fuel and the gasoline amounts. For instance, the
feasible area for division H in Fig. 12.3 shows that H is compared with C, and since
H wholly dominates both H and C, the suggested target for H is H. As can be seen,
H is not compared to other divisions (except C), which means the efficiency of H is
not completely measured due to the extra restrictions.

As the range of regulation is increased the divisions are benchmarked toward
division A, which has the best performance among the divisions where
w; = w, = 1, (see Fig. 4.16).

In other words, when all divisions belong to the measured feasible area, this
means that the extra restrictions do not affect the efficiency measurement by KAM.
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Fig. 12.3 The benchmarking by Eq. 12.24 with 30% regulation

However, if an extra restriction changes the feasible area such that some observed
firms are not included in that feasible area, the efficiency is not completely measured.
As a result, the effects of extra restrictions should be calculated to decompose the
inefficiency as well.

Note that, as the range of regulation in Figs. 12.2 and 12.3 increases, the
intersection of the shaded square with the PPS provides the feasible area for H.

From the above illustration, it is clear that an extra restriction may change the way
of interpreting the outcomes of KAM and the decomposition of measured efficien-
cies. But, what remains the same in any situation is that, KAM robustly compares the
efficiency of a firm, F;, with the efficiency of all points in the corresponded feasible
area, and the target of KAM for F; is the point which has a better efficiency score in
comparison with the efficiency score of F;, according to the restrictions and the
introduced conditions.

For more illustration, let’s consider the objective of KAM, as Eq. 12.25 displays.
The first fraction in the objective of KAM represents the efficiency of F; (I = 1,
2, ..., n) and the second fraction represents the efficiency of a point in the feasible
area that the corresponded components of that point can have equal, lesser or greater
values than that of F;, KAM minimizes this ratio, that is, KAM maximizes the
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second fraction according to Types 1-6. Note that the first fraction has a constant
value, and does not influence the optimization.

min (mel W]—cfylk> ZII:ZI W/-: (ylk B 5]-{'— + S]‘:) (1225)
2 Wi )\ wy (xlf +o - Sf)

Therefore, the optimal target has the best efficiency score in comparison with F;
in the estimated feasible area, according to the constraints and the introduced
conditions.

If there are no more constraints than the constraints in the Eq. 12.23, the optimal
scores of KAM are independent on the returns to scale technologies, and adding the

. n n n
constraint Z[: X Mi =1 (or Zi: . M >t or Z’,: X A <t) does not change the
optimal scores, because the measured feasible area in this situation includes all the
observed firms. In addition, none of the returns to scale technologies change the
efficiency score of a firm which is calculated with a linear combination of output
factors over a linear combination of input factors.

On the other hand, the KAM benchmarks by Eq. 12.23 depend on the introduced
returns to scale technology. In other words, if the constraint Zin:l Ay = tis added to

Eq. 12.23, the efficiency scores of firms are not changed, but, KAM suggests the
targets which are on the VRS-PPS.

As aresult, while there is more than one input (output) factor and the relationships
between the factors or units of measurement/prices/worth/weights of the factors are
unknown, it is impossible to provide a fair relative score for each firm without some
information from expert judgment. If the approach is introduced or prices are
estimated for each factor, the 5-KAM is the most powerful tool to linearly discrim-
inate, rank and benchmark firms as well as decomposing the efficiency scores.

12.7 Outliers and Numbers of Firms via Factors

Since the discrimination between the firms is based on the best observed performers,
there was a concern in the literature of operations research that such discrimination is
sensitive to the possible presence of outliers. If there is no significant error in the
measurement, there is not a valid concern about the extreme data when the firms are
supposed as homogenous. In addition, since KAM fairly ranks the firms based on the
introduced approach and the value of delta, the firms can easily be classified
according to their measured efficiency scores, so the possible outliers can easily be
announced statistically and the production function can be estimated by the rest of
firms.
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There was also a concern in the literature of operations research about increasing
the number of factors when the number of firms is a constant value, or is not large
enough in comparison with the number of factors. This concern is raised due to the
misinterpretation of the technical efficiency as efficiency, and misusing the technical
efficiency to rank firms. As frequently explained in this book, the concept of doing
the job right (technical efficiency) is not logically enough for discriminating between
firms or ranking them. The concept of doing the job well (efficiency) is required to
rank a set of homogenous firms with multiple input factors and multiple output
factors. From this fact, there is no concern about the number of factors via the
number of firms when KAM is applied.

12.8 Conclusion

The technical efficiency scores (that is, the scores to indicate whether or not a DMU
does the job right) represent the optimal output factors which can be obtained from a
set of input factors, but they should not be used to rank firms; they have unfortu-
nately been inaccurately used in the literature of operations research for the last four
decades. The provided scores by KAM can relatively be meaningful according to the
delta parameter, and can be used to measure the efficiency scores of firms which lets
us rank and benchmark the firms logically. In this chapter, the optimal value of delta
is measured, and KAM is improved to measure the efficiency of firms under specific
restrictions for targets. There are no concerns about the presence of outliers or the
number of firms via the number of factors, when KAM is applied. The discrimina-
tion between homogenous firms requires expert judgment either to introduce a set of
weights for factors or to specify a measurement approximation to estimate the
efficiency scores which are relatively meaningful. From the outcomes of KAM,
the inefficiency can be decomposed to non-technical inefficiency (allocative ineffi-
ciency) and technical inefficiency, and the technical inefficiency can also be
decomposed to VRS-technical inefficiency and non-VRS technical inefficiency
(scale inefficiency).

12.9 Exercises

12.1. Write Eq. 12.5 in VRS technology and find its dual linear programming.
12.2. Solve Eq. 12.12 when W; = 10, W, =1, W5 = 100, W, = 10, W| = 100,
W3 =1, and W7 = 10, and the fourth input factor is non-controllable.

12.3. Find the dual linear programming for

12.3.1. Eq. 12.12.
12.3.2. Eq. 12.21.
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12.4. Prove that if the values of W, and W] (prices) are multiplied to the
corresponded data before applying KAM (Egs. 12.5, 12.23), the results of
KAM are not changed, (see Tone 2002 and Khezrimotlagh et al. 2012a).

12.5. Solve the example in Sect. 12.5.1 when SBM approach is applied and discuss
the results.

12.6. Solve Eq. 12.22 when the VRS technology is applied, and compare the results
with the data in Tables 12.8, 12.9, and 12.10.

12.7. Apply Eq. 12.23 for gemstone example, where W~ = W™ = 1.

12.7.1. Compare the results with the results in Table 1.4.

12.7.2. Decompose the efficiency score of each candidate.

12.7.3. Apply Eq. 12.20, where each candidate can only regulate 10% of input
and output factors, and describe the results.

12.7.4. Apply Eq. 12.20, where each candidate can only regulate 30% of the
factors, and compare the results with previous results.

12.7.5. Assume that W~ = 2 and W" = 3 and answer the above questions.

12.7.6. Assume the SBM approach, that is, W, = 1/x; and W, = 1/y, and
answer the above questions.

12.7.7. State the conclusion of this task.

12.8. Apply Eq. 12.23 for petroleum example in Sect. 4.4, where Wi = W} = 1.

12.8.1. Compare the results with the results in Table 12.11.

12.8.2. Decompose the efficiency score of each division.

12.8.3. Apply Eq. 12.23, where each candidate can only regulate 5% of output
factors, and describe the results.

12.8.4. Apply Eq. 12.23, where each candidate can only regulate 10% of
output factors, and compare the results with previous results.

12.8.5. Assume the average approach, that is, W} =1/ ave {yi} and

Wi =1/ ave {y}, and answer the above questions.
12.8.6. Assume the maximum approach, that is, W; =1/ max {yy} and
Wi =1/ max {ypn}, and answer the above questions.

12.8.7. State the conclusion of this task.
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