Further Studies of Scale Elasticity in
Multi-input Multi-output Production
Technologies: Network DEA
Modelling and Applications

University of

Kent

Guanjiang Wan
Supervised by:
Prof. Shaomin Wu
Prof. Steve. W.B. Liu
Prof. Tri-Dung Nguyen

Kent Business School
University of Kent

This thesis is submitted for the degree of
Doctor of Philosophy in Management Science

Year of Submission: 2025
Word Count: 52010



Declaration of Authorship

I, Guanjiang Wan, declare that this thesis titled, “Further Studies of Scale
Elasticity in Multi-input Multi-output Production Technologies: Network
DEA Modelling and Applications” and the work presented in it are my own.
I confirm that:

This work was done wholly or mainly while in candidature for a research
degree at this University,

Where any part of this thesis has previously been submitted for a degree
or any other qualification at this University or any other institution,
this has been clearly stated,

Where I have consulted the published work of others, this is always
clearly attributed,

Where 1 have quoted from the work of others, the source is always
given. With the exception of such quotations, this thesis is entirely my
own work,

I have acknowledged all main sources of help,

Where the thesis is based on work done by myself jointly with others,
I have made clear exactly what was done by others and what I have
contributed myself.

Name: Guanjiang Wan
Signed:
Date:



Acknowledgements

First and foremost, I would like to express my deepest gratitude to my super-
visors, Prof. Shaomin Wu, Prof. Wenbin Liu and Prof. Tri-Dung Nguyen, for
their invaluable guidance, continuous support, and encouragement through-
out my research journey. Their insightful advice and constructive feedback
have been instrumental in shaping this dissertation.

I am especially thankful for Prof. Shaomin Wu’s insightful feedback and
meticulous comments during the writing and revision of this dissertation. His
unwavering patience, thoughtful critiques, and high standards have improved
the quality of my work.

[ am deeply grateful to Prof. Wenbin Liu for his exceptional guidance and
invaluable insights in the field of DEA theory, which have greatly enriched my
research and academic development. I sincerely appreciate his generosity in
sharing knowledge and his belief in my potential, which has been instrumental
in helping me navigate this journey.

I would also like to extend my sincere gratitude to my master’s supervisor,
Prof. Wanfang Shen, for her early guidance and encouragement, which laid
the foundation for my academic journey.

Special thanks go to my colleagues and friends at University of Kent,
whose discussions, collaborations, and shared experiences have made my re-
search journey both intellectually stimulating and enjoyable. I am particu-
larly thankful to Dr. Ken Cheng, Dr. Jiaqi Yin, Dr. Tianhui Gong, Miss
Junru Ren, Miss Qi Lyu, Mr. Xinyuan Li and Miss Changen Zhang for their
support and camaraderie.

Additionally, I am thankful to my friends outside academia for their un-
wavering support and companionship throughout this journey. Their encour-
agement, understanding, and moments of laughter have provided me with the
strength and motivation to persevere.

Finally, I am forever grateful to my family for their unwavering love,
patience, and encouragement. Their belief in me has been my greatest mo-
tivation throughout this journey.

i



Publication

[1] Shen, W., Liu, Y., Wan, G., Shi, J. & Liu, W. (2024). Performance
evaluation considering academic misconduct of China’s higher education in-
stitutions. Socio-Economic Planning Sciences, 91, 101752.

[2] Chen, X., Wang, K., Wan, G., Liu, Y., Liu, W., Shen, W., & Shi, J.
(2022). Evaluation and Empirical Research on Eco-Efficiency of Financial
Industry Based on Carbon Footprint in China. Sustainability, 14(20), 13677.

[3] Chen, X., Wang, K., Wan, G. & Gao, X. (2020). Scientific Research
Output Evaluation for Chinese Universities of Finance and Economics. Re-
view of Economy and Management, 36(01), 37-45.



Abstract

Scale properties, including scale elasticity (SE) and returns to scale (RTS),
are important characteristics of the production frontier and play an essential
role in analyzing the productivity of strongly efficient decision-making units
(DMU). For multi-input multi-output production technologies, scale elastic-
ity (SE) has been defined as the largest proportional change in outputs in
response to a marginal proportional change of inputs. Given the network data
envelopment analysis (DEA), existing research focused on estimating SE for
each sub-technology to locate the sources of scale economies in network tech-
nologies. However, the relationship between the overall SE and the SE in
each sub-technology is unclear since the existing methods of estimating SE
in sub-technologies rely on separately extracting the transformation function
of each sub-technology. Moreover, the existing research on estimating SE in
network production technologies ignored the non-proportional changes and
undesirable outputs. This thesis, therefore, will develop methods of estimat-
ing and decomposing SE based on the response function defined by various
network production technologies. The main contributions of this thesis are
as follows.

e For multi-activity and multi-stage technologies, two DEA-based meth-
ods of decomposing SE are proposed, respectively. The first method
automatically allocates weights of SE in each activity, and the second
method can yield a unique solution for each sub-stage while reflecting
the special scale status of the points that cannot further increase the
intermediate products.

e [t develops directional scale elasticity (DSE) in multi-activity and multi-
stage technologies, respectively, followed by exploring the potential di-
rections to maximise the value of DSE by using heuristic searching.

e Considering the assumptions of strong and selective weak disposability
in undesirable outputs, it proposes novel multi-activity and two-stage
production technologies with undesirable measures, and develops the
corresponding methods to estimated SE.

v



e It develops a novel method of estimating and decomposing SE in a
proposed network technology with two-stage parallel structures. A
case study in the context of the sustainability evaluation of commercial
banks illustrates the method.
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Chapter 1

Introduction

1.1 Background

Scale elasticity (SE) and its qualitative measure, returns to scale (RTS), play
important roles in decision makers’ (DM) determinations on the strategies
of rescaling. The two concepts have been well defined under the neoclassical
economics framework for multi-input multi-output productions. Since the
studies in the 1970s (Hanoch 1970, Panzar & Willig 1977, Starrett 1977),
SE is defined as a proportional change in all outputs in response to a pro-
portional change in all inputs for known production functions with assuming
sufficiently smooth. For example, the conventional SE equaling to 2 means
that a 1% proportional change in all inputs leads to a 2% proportional in-
crease in all outputs.

Later, the theory of SE and RTS was extended to the non-parametric
method of data envelopment analysis (DEA), which was first proposed by
Charnes et al. (1978). DEA is an effective tool that measures the relative
efficiency of DMUs for multi-input multi-output production processes with-
out known production functions. SE estimation in the DEA framework has
been applied to many areas (e.g., research institutes (Yang & Liu 2017, Pa-
paioannou & Podinovski 2023), agriculture (Sarac et al. 2022) and bank
industry (Amirteimoori et al. 2024)). Due to the piecewise linear property
of DEA frontiers, SE is initially evaluated on the appropriated supporting
hyperplane obtained by analyzing the shadow prices (Banker et al. 1984).
In this way, achieving SE estimation in the DEA framework needs to lo-
cate a supporting hyperplane that is regarded as a production function (e.g.,
see Banker & Thrall (1992), Forsund & Hjalmarsson (2004), Sueyoshi &
Sekitani (2007)). Therefore, several specific methods of SE estimation and
decomposition in network data envelopment analysis (NDEA) technologies



were suggested along this line of thinking (Sahoo et al. 2014, Ahangary et al.
2023, Amirteimoori et al. 2024). Podinovski et al. (2016) proposed a general
approach to calculating SE in any polyhedral technologies, such as multi-
component technologies (Podinovski 2022) and technologies with undesirable
outputs (Podinovski 2019). The limitation of analyzing conventional SE is
assuming the changes of inputs (outputs) are in the same proportion. How-
ever, unlike the definition of conventional SE that implies the translation
from proportional increases in inputs to proportional increases in outputs,
the notion of directional scale elasticity (DSE) proposed by Yang, Liu, Shen
& Li (2014) and Balk et al. (2015) in DEA framework and transformation
functions allows the translation of increases in inputs to increases in out-
puts along any directions. The notion of DSE has not been employed in any
NDEA frameworks (i.e., series, parallel and mixture structures (Kao 2014)).

Consequently, this thesis further extends the theory of SE in multi-input
multi-output production technologies with network structures. The thesis
advances methods to estimate and decompose (directional) SE in network
production technologies. Additionally, this thesis examines the applications
of SE in various production systems (i.e., higher education, cement and bank
industry).

1.2 Research questions

Appropriately estimating and reasonably analyzing SE are vital for exploring
the directions of rescaling in which productivity increases. Given the limi-
tations of existing studies, this thesis answers the following methodological
research questions.

Existing research related to estimating SE for DMUs in network produc-
tion structures focuses the decomposition methods by separately extracting
transformation functions of each sub-system in the dual (multiplier) DEA
model with additional assumptions (Sahoo et al. 2014, Fakhr Mousavi et al.
2023, Amirteimoori et al. 2024), such as uniqueness of the dual optimal
solution and strong complementary slackness conditions. Due to these as-
sumptions, the results of SE decomposition tend to be unstable and often
require handling several special cases individually. Therefore, relaxing these
assumptions can lead to more stable SE decomposition results and simplify
the projection method for inefficient DMUs, thereby enhancing the applica-
bility of SE decomposition. This leads to the first research question:

e Q1 How to estimate and decompose the SE of DMUs in network pro-
duction technologies without additional assumptions?



The studies related to estimating DSE focused on production technologies
with the black-box structure (Yang, Liu, Shen & Li 2014, Balk et al. 2015,
Yang & Liu 2017). However, the influence of adjusting the internal struc-
ture of network production processes on productivity needs to be examined.
Therefore, the second research question is:

e ()2 How to measure marginal changes along various directions of DMUs
in network production technologies?

Podinovski (2019) studied SE estimation in non-network, non-parametric
technologies with weak or strong disposability assumptions for undesirable
outputs. There is a lack of studies estimating the SE of DMUs in network
production technologies with multiple disposability assumptions in undesir-
able outputs. Then we have the third research question:

e Q3 How to estimate SE in network production technologies with mul-
tiple undesirable outputs under different disposability assumptions?

To our best knowledge, there is little existing studies estimated and de-
composed SE in production technologies with a two-stage parallel structure.
Therefore, the research question is:

e Q4 How to estimate and decompose the SE of DMUs in two-stage
parallel production technologies?

1.3 Aim and objectives

The thesis aims to develop DEA-based methods to estimate and decom-
pose SE in network production technologies while allowing non-proportional
changes and considering undesirable outputs. The developed methods pro-
vide empirical results and analysis in the context of higher education, cement
enterprise and bank industry. The objectives are

e to propose novel methods for estimating and decomposing SE in multi-
activity and multi-stage production technologies defined by the non-
parametric methodology of DEA, respectively.

e to extend the notion of DSE in network production technologies, thereby
providing DMs with the optimal directions for adjusting the scale.

e to propose novel network production technologies containing undesir-
able measures with various disposability assumptions and developing
the corresponding methods to estimate SE.

e to propose a production technology with a two-stage parallel structure
and to develop a method for estimating and decomposing SE.



1.4 Thesis structure

The remainder of this thesis is structured as follows.

Chapter 2 reviews the existing literature on SE estimation, especially on
the DEA frontier. This chapter provides a general review of related defi-
nitions, formulas and models of SE and its estimation, followed by a brief
overview of related concepts, such as RTS and congestion. In addition, the
following section reviews the basic models of NDEA and different treatments
for undesirable outputs in DEA models, followed by the existing methods of
SE estimation in the context of NDEA. The chapter ends with DEA applica-
tions in sustainability assessments and evaluations of university performance,
which are the background of the empirical studies of this thesis.

Chapter 3 proposes the general methods for SE estimation and decom-
position for DMUs in production technologies with the parallel and series
structures, in which the developed methods under the DEA framework sim-
plify the assumptions existing in the existing studies, followed by two em-
pirical studies are carried out in the context of higher education and cement
companies, corresponding to parallel and series structure, respectively.

Chapter 4 first introduces DSE into production technologies with par-
allel and series structures. Moreover, two novel concepts, relative/absolute
decreasing returns to scale (DRS), are proposed to indicate if there are path-
ways to follow so that the DMU can avoid the situation of DRS. The chapter
ends with two case studies based on the same data set in Chapter 3.

Chapter 5 proposes novel multi-activity and two-stage production tech-
nologies under different assumptions of disposability for undesirable outputs,
including strong and selective weak disposability. Thereafter, the correspond-
ing methods of estimating SE are developed. In empirical studies, paper
retraction and various pollutions are treated as undesirable outputs for the
case of higher education and cement companies, respectively.

In Chapter 6, a combined method of estimating and decomposing SE is
proposed in general production technology with a mixture network structure,
followed by applying the proposed method to commercial banks considering
the carbon reduction of green loans.

The final chapter concludes with main contributions in methodological
and empirical aspects. The possible directions for future research are also
proposed. The interrelationships of each chapter in the thesis are exhibited
in Fig.1.1.



Chapter 1
Introduction
|\ J
e * )
Chapter 2
Literature Review
\§ * J/
e A
Chapter 3
SE Estimation in Two Basic Network
Production Technologies

Y
Chapter 5 Chapter 6
Develo?arrzwaer:'utte;f‘lDSE | | SE Estimation in Basic SE Estimation in
Basic Network Network ,PrOdL,JCt'OH Producthn Technologies
Production Technologies Technologies with Bad with Mixed Network
Outputs Structures
I |
Y

Chapter 7
Conclusion and Further Research
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Chapter 2

Literature Review

2.1 Introduction

Scale properties of production technologies, such as scale elasticity (SE) or
returns to scale (RTS) play an important role in decision-making related to
adjusting the scale of DMUs. This chapter aims to clarify the scope of this
thesis by reviewing the basic concepts related to SE. Moreover, knowledge
gaps about existing methods of estimating SE need to be identified in this
chapter. Furthermore, reviewing related concepts of sustainability is neces-
sary to establish the empirical context of the thesis.

2.2 SE Estimation and related theories

2.2.1 Estimate SE for known production functions

The scale properties of production functions are critical mathematical con-
cepts in the neoclassical production theory (Frisch 1964). Scale elasticity
(SE) and returns to scale (RTS) are two essential notions of scale property
derived by classical and neoclassical economists in the 19th century (Podi-
novski & Fgrsund 2022). RTS is used to characterize the rate at which
the output increases when the inputs are increased (Robert & Daniel 2018).
There are three types of RTS: Increasing Returns to Scale (IRS), Constant
Returns to Scale (CRS) and Decreasing Returns to Scale (DRS). For exam-
ple, the IRS indicates a situation where output is more than double when
all inputs are doubled. SE, or Passus coefficient (Frisch 1964), is the relative
increase in output by a proportional increase in all inputs (Fgrsund 1996).
In essence, SE is a measure for quantifying RTS (Fersund & Hjalmarsson
2004), which means the value of SE indicates the types of RTS. Initially, an-



alyzing SE and RTS focused on the production process with a single output
(also called single production), which was appropriate for many cases (Frisch
1964). If there is a standard measure or an index for integrating production
output, a single production assumption can also be set up in macroscopic
analysis. Some early works exist for these cases (Frisch 1964, Hanoch 1970,
Panzar & Willig 1977). Moreover, these works are based on a specifically
explicit production function with a single output, as shown in the following
equation:

y = f(X), (2.1)

where y represents the single output and X = (x1,...,x,)" € R represents
the input vector.

We assume the production function (2.1) satisfies f(0) = 0, monotonicity
and continuous differentiability. Considering a DMU,(X,, y,) satisfy y, =
f(X,), let t > 0 denote an arbitrary proportional change in each input, and
B(t) represent the correspondingly proportional change in the output. We
have:

ﬁ(t)ya = f(tXO)’ (22)

where B(t) is continuously differentiable and satisfies (1) = 1.
Let £(X,, y,) represent the SE evaluated at DMU, (X, y,). Then, &(X,, y,)
is defined as the derivative of B(t) evaluated at r = 1 (Frisch 1964):

-1
£(Xo,¥0) :ﬁ/(l) = ,h_{rll ﬁg‘t)— 1

(Xo,Y0)

By differentiating Eq. (2.2) by ¢ and assuming y, # 0, we have:

& (X y0) = (i ARG ’x’"‘))xio) /Yo (2.3

i=1 0x;

Equation (2.3) is the explicit formula of SE, which denotes a multiplier
by which a marginally proportional change ¢ of input vector X, transforms
into the proportional change B(t) of the single output y, that accords with
the production function (2.1).

The multi-output production was based on a transformation function
(assuming it is sufficiently smooth) expressed as an implicit form:

F(X,Y) =0, (2.4)

where X = (x1,...,x,)" € R represents the input vector and ¥ = (y1,...,y5)" €
R} represents the output vector.



Considering a DMU, (X,,Y,) satisfies F(X,,Y,) =0, X, # 0 and Y, # O,
let # > 0 denote an arbitrary proportional change in each input, B(¢) represent
the correspondingly proportional change in each output. We have:

F(tXmﬂ(t)Yo) =0, (2.5)

where B(t) is continuously differentiable and satisfies (1) = 1.

In this case, B(t) represents the maximum proportional change in outputs
permitted by the proportional change ¢ in inputs Starrett (1977). Then, SE
represents the maximum proportionate change in all outputs allowed by an
equal proportionate change in all inputs (Fare et al. 1985). The specific
formulation is as follows:

B(1) -1

r—1

o max (B F (X, f(0)Y,) = 0) -1
(X,.Y) t—1 tr—1 ’
(2.6)

& (Xo,¥,) = p(1) = lim

where B(t) = max {8 | F (tX,,B(t)Y,) = 0} holds.
Then, the SE evaluated at (X,,Y,) is the derivative of B(¢) evaluated at

t=1:
i aF (XO?YO)
— = Xio
= 9%

-1
>\ OF (X,.Y,
£ (Xo,Y,) = — Z%ym) . (2.7)

r=1

In this case, SE is the equal proportional change in all outputs in response
to the proportionate change in all inputs since the research in 1970s (Hanoch
1970, Panzar & Willig 1977, Starrett 1977). Compare with the related studies
before 1970s, SE is evaluated in single-output production process only, and
is used to define the production process satisfying Regular Ultra-passum
Law proposed by Frisch (1964). Specifically, the law is a special pattern of
production process: increasing RTS is shown initially and decreasing RTS
is shown finally. Obviously, the case of production function with a single
output is a special case of a transformation function. With the definition
of SE developed from single-output to multi-output, the change in a single
output is switched to an equal proportional change in all outputs.

In particular, Yang, Liu, Shen & Li (2014) discussed the situation of a
implicit-function group that satisfies the implicit function theorem. That
is, if a multi-variable implicit system (Fi(X,Y) = 0,...,F.(X,Y) = 0) is
continuously differentiable and the Jacobian matrix with respect to y,, is
invertible at a point, then locally y, can be expressed as a differentiable
function of X. By introducing a vector of higher order infinitesimal €(z) =
(€1,...,€) ", where 1151(1) € (1) =0 and ll_r)% €,.(t) = 0, they construct the output



scaling factor B(¢) by supposing B,(t) = 6,6(t) + €-(t)(Vr), where 3°_, 6, =
s(6, > 0) is the fixed numbers representing the change direction of outputs in
response to the change of inputs. Note that we may assume },7_; 6, = A(d, >
0), where A is an arbitrary positive number. Without loss of generality and
for simplicity, >.7_; 6, = s(6, = 0) is assumed to make sure the SE result is
the same as traditional SE in the diagonal direction.

2.2.2 Estimate SE for unknown production functions
Basic DEA models

The idea of DEA originated from the research of the expansion from pro-
ductivity to efficiency (Farrell 1957). DEA was then formally introduced by
(Charnes et al. 1978), and the resulting model is known as the CCR model,
which was subsequently extended by (Banker et al. 1984) (aka the BCC
model). DEA does not require explicit specification of the functions that
relate outputs to inputs. That is, cross-comparisons to weigh or evaluate the
relative importance of these different inputs and outputs are not needed to
evaluate technical efficiency in DEA (Banker et al. 1989). Therefore, DEA
become a popular tool for estimating efficiency scores for decision-making
units (DMUs) (e.g., (Yang et al. 2009), (Chang et al. 2016), (Cook et al.
2019) and (Ganji et al. 2023)). DEA can exhibit the results of the rela-
tive efficiency score and be used to conduct process benchmarking analysis,
which can provide the direction for further improvement. The objective of
DEA is to analyse the homogenous DMUs that conform to three standards
in terms of the same tasks, the same external environment and the same
input-output indicators. The concrete DEA model is determined by specific
research questions.

Regarding the basic principle of traditional DEA model, total n DMUs
are ready to be evaluated with m inputs and s outputs. x;; represents the
i-th input of the j-th DMU, y,; represents the r-th output of the j-th DMU.
The input vector and output vector of the j-th DMU are referred to as
X; = (x1,%2j, ..., Xm;) " and ¥; = (y1j,y2j.---.¥sj) ', respectively. Assum-
ing x;; > 0 and y,; >0, let w = (wi,wa,...,wy)" and p = (U1, u2, ..., ps)"
be the weights vector of inputs and outputs, respectively. Then, each DMU
has a corresponding efficiency score, as shown in the formula (2.8):

pY N
wTX]' 2:11 wixij ’

E;= j=1,2,,n (2.8)

There is always combination of weigh w and p that make E; < 1. If the
evaluation objective is DMU,, the original input and output are represented
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as X, and Y,, respectively, therefore the relative efficiency of DMU, can be
calculated as formula (2.9), which is called CCR-DEA model (Charnes et al.
1978):
N
Eo = max 2z=LKrY0
Wiklr 2101 WiXiQ

2y Hryr
Z;’Zl WiXij S 1’ (29)

s.t. & wi,u 20,

j=1,...,ni=1,...,m,r=1,...,s.

Let t = ——, v = tw, and uw = rp hold, then w’X, = 1. Thus, model

wTX,’
(2.9) is converted to a linear programming model as model (2.10):

Ep = max UryrQ

ity L=
S m
D=1 UrYrj = iz ViXij < 0,
2.10

2y vixij =1, (2.10)
s.t.

Vi, uy > 0,

j=1,...,ni=1,...,mr=1,...,s.

Then the corresponding dual model can be obtained, and the model pos-
sesses more explicitly economic significance:

ESC® =min6
9,1;

2oy Ajxij < Oxig

" AV > Vr0s
2 Ajyrj 2 yr (2.11)

n

s.t. j=1 /lj =1,
A; > 0,6 signfree,

j=1...,ni=1,... . mr=1,...,s.

Usually, researchers consider the following three aspects when formulating
a DEA model: 1) PPS (Production Possibility Set), which can be assumed to
be CRS (Constant Returns to Scale), VRS (Variable Returns to Scale), NIRS
(Nonincreasing Returns to Scale), NDRS (Nondecreasing Returns to Scale)
and FDH (Free Disposal Hull). 2) Preference, which can be set as Pareto
preference, average preference, matrix preference and so on. 3) Measure,
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which represents the specific measurement scale based on preference (Liu et
al. 2009).

Indeed, with the increasing complexity of problems, DEA models have
contained more and more elements that should be considered and reformu-
lated, such as the type of variables, the boundary of problems and the at-
tribute of data. Meanwhile, to consider the internal structure - also called
the black box, some special models, such as the network DEA model (Kao
2017), the parallel DEA model (Wu et al. 2016) and the non-homogenous
DEA model (Li et al. 2016), were developed and applied in various area.

Preference is a kind of comparison method stipulated by decision makers
for all DMUs to be evaluated in the sense that preference is a way to reflect
the inclination level of decision makers for each DMU. In daily economic
life, Pareto preference is a well-known selection principle, which originates
from the concept of “Pareto Optimality” proposed by Vilfredo - a famous
economist. The intrinsic implication of Pareto Optimality represents an ideal
state of resource allocation — assuming that there are a group of people and
specific resources, changing in resource allocation state makes one person
better off at least. According to the Pareto Optimality, if two elements exist

imnR", y=0U1....,yn)", 2= (z1,...,2,) ", then y is strictly worse than z
under Pareto preference, which can be represented as y < z, if and only if:
(a) yi <z,i=1,...,n; (b) and for some j =1,...,n,y; < z;. In the process

of applying the DEA method to evaluation, what should be emphasised is
that different issues correspond to various preferences. For example, lexico-
graphic preference is used to rank the Olympic medal, and matrix preference
is applied to analyse the problems with multilayer indicators. Inappropri-
ate preference can cause the inaccuracy of results or misinterpretation of the
problem, so the benchmarking will lead in the wrong direction.

After determining the preference of decision-makers, the measure function
should be set up to measure the distance between DMU, and its correspond-
ing benchmark. The measure function is a tool to calculate the extent of
good or bad. Concerning the primary form of measure function, Farrell de-
composed the production efficiency into technical efficiency and allocation
efficiency and proposed to measure the technical efficiency of DMU, with
the radial measure in the sense that the value of all input or output indica-
tors increases or decreases in the same proportion (Farrell 1957). Therefore,
the distance between DMU, and the benchmark B = (b1,...,b,)" can be
defined as follows:

mp (X,, B) = max {0 | X, < B}. (2.12)

Although the form of radial measure is straightforward and clear, the
radial measure is not strictly monotonous. Hence, the efficiency results will
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be biased. Therefore, the slacks are introduced to solve the problem, and the
Almost Radial measure is introduced as follows:

m
mps (X,, B) = max {9+stl~+ | 6X, +s" < B,s’ > O} , (2.13)
i=1

where & represents the Non-Archimedean Infinitesimal, s* = (s7,...,s7)7.

It can be found that the above measure consists of two parts (i.e., 6
and &7, s7). When the results of the efficiency score obtained by the
Radial measure possess the weak ability of discrimination, using the almost
radial measure is a relatively effective way to reinforce the discrimination
ability. However, the units of measurement of the obtained slacks of DUMs
are usually inconsistent because the value of slacks represents the measure of
absolute value. To solve this problem, Fare and Lovell proposed the following
measure (Charnes et al. 1978):

1 m
mrr (X,, B) = max { - Z 0;

i=1

©X, < B,6; > 1}, (2.14)

where ® represents the diagonal matrix diag(61,...,60,).

According to model (2.14), the core of this measure is the maximum
arithmetic mean of the increasing and decreasing ratio of the measurement
unit along the direction of each indicator. The measure is named the Russell
measure (Russell 1985, 1990). The Russell measure allows input or output
indicators to compensate for each other, which can be utilized in weak sus-
tainability evaluation.

PPS is the notion that indicates the set of all feasible input-output com-
binations that can be used by a production unit. If the PPS possesses the
properties of convexity, conicity, inefficiency and minimum extrapolation at
the same time and satisfies the Pareto preference, then the production pos-
sibility set with constant returns to scale is shown in model (2.15):

n n
Jj=1 J=1

If the property of conicity is eliminated from the postulate set only, then
the PPS under variable returns to scale is shown in model (2.16):

n n n
PPSygs = {(X, Y) €RI x> > Apxipyyr £ > Ajyeiy > A =1, 2 0}.
j=1 Jj=1 J=1

(2.16)
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The PPS is the base for formulating the DEA models because all of the
postulates can be found through it in terms of preference, measure and so
on. Take the following input-oriented BCC model as an example to find
projections for inefficient DMUs.

m N
0pcc_y = min 6+ G(Z ST+ Z sT)
i=1 r=1

0,4;,57 5%
2oy Apxij + 87 = 0xi (Vi) (2.17)
s.b =14 Yrj = 87 = Yro (¥r),
?:1 ;=1

Aj, 87,57 2 0(Vj,i,r), 6 signfree.

where € is a non-Archimedean small positive number.

Let (0*,s7,sf*) be the vector of the optimal solutions of model (2.17).
DMU,(X,,Y,) is defined as strongly efficient DMU if and only if the optimal
solution of the acquired from model (2.17) satisfies 6%.._, = 1 and slacks for
all inputs and outputs are equal to zero (i.e., s;* = 0(Vi) and s;* = 0(V¥r)). If
not, the inefficient DMUs can be projected onto the strongly efficient frontier
by applying x7 = x;, — s;*(Vi) and y;, = y,o + 57 (Vr). Then the projection
point for DMU,(X,,Y,) is DMU}(X},Y>). Especially, if DMU,(X,,Y,) is

strongly efficient, then it is also represented by DMU} (X}, Y;).

0’70

SE estimation

There is growing concern about the production processes with multi-outputs
(Cherchye et al. 2015, Wang 2020, Saelens 2024) since modern production
processes become increasingly complex. For example, multi-input multi-
output production activities must be analyzed in some non-profit sectors,
such as museums (Basso et al. 2018) and research institutions (Yang & Liu
2017). In the case of multi-input multi-output production processes, the clas-
sical method to calculate SE assumes a consistent response function for each
output factor based on a known transformation or production function. In
this sense, SE is the response of the output bundle to marginal changes in the
input bundle at any point of a production frontier (Podinovski & Fgrsund
2010). In terms of the cases of unknown production functions, like research
institutions (Yang & Liu 2017), DEA, as a non-parameter method, can de-
pict the production relations by constructing a PPS or technology set. The
notion of SE has been well defined in smooth and implicit transformation
functions or production frontiers, and Podinovski et al. (2016) illustrated
that it can be generalizable in any polyhedral technologies.
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A amount of research has been related to estimating SE by DEA models
since Banker et al. (1984). For some production processes that cannot be de-
scribed by a single transformation (or production) function, DEA can depict
production relations by constructing a technology set. Due to the piecewise
linear property of frontiers constructed by DEA, SE is initially evaluated on
one or two appropriate supporting hyperplanes, which are located by an-
alyzing the shadow prices (Banker et al. 1984). Therefore, evaluating SE
under the DEA framework is simplified to evaluate SE for transformation
functions (e.g., see Banker & Thrall (1992), Fgrsund & Hjalmarsson (2004),
Sueyoshi & Sekitani (2007)). For the DMU, that is on the strongly efficient
frontier of single-stage VRS technology, a common method to estimate SE is
to locate the two special supporting hyperplanes that can achieve the max-
imum /minimum value of the shadow prices of constrain e’A = 1(e.g., see
Banker et al. (1984)). Banker & Thrall (1992) indicate the range of shadow
price of convex constrain in the BCC-DEA model determines the upper and
lower bounds of SE. Specifically, because multiple hyperplanes usually exist
on an enormously efficient point, measuring the upper and lower bounds of an
intercept of the supporting hyperplane(s) is a standard method to determine
RTS (Sueyoshi & Sekitani 2007) and further estimate SE. The recent research
includes (Amirteimoori et al. 2022, Fakhr Mousavi et al. 2023, Amirteimoori
et al. 2023).

Furthermore, estimating SE and determining RTS based on DEA models
have been studied widely. This area introduces and discusses non-radial mea-
sures (Banker et al. 2004, Sueyoshi & Sekitani 2007, Allahyar et al. 2018).
Some researchers studied the estimation of SE within the network-DEA
framework (Sahoo et al. 2014, Podinovski et al. 2016, Fakhr Mousavi et al.
2023). Undesirable outputs are also considered in calculating SE and deter-
mining RTS (Sueyoshi & Goto 2013, Podinovski et al. 2016, Amirmohammadi
et al. 2021). There were also some works estimating SE under other non-
parametric frameworks, such as stochastic technology (Amirteimoori et al.
2022), free disposal hull (FDH) technology (Mostafaee & Soleimani-Damaneh
2020) and so on. Many kinds of DEA-based models have been used into SE
estimation to deal with different situations, such as considering directional
changing in inputs and outputs (Balk et al. 2015, Yang, Rousseau, Yang &
Liu 2014) , network structure (Fakhr Mousavi et al. 2023, Podinovski et al.
2016, Sahoo et al. 2014) and undesirable outputs (Amirmohammadi et al.
2021, Podinovski et al. 2016, Sueyoshi & Goto 2013). According to these
research, many factors can influence the results of SE estimation, such as the
way to projecting inefficient DMUs, the choice of management perspectives
and the different description of the production process.
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Congestion

The notion of congestion describes the problem of excessive inputs. In the
economic sense, the notion of congestion is defined as follows:

Definition 2.1. (Wei & Yan 2004) (Congestion) Decreasing one or more
inputs can cause increases in one or more outputs, without reducing any other
inputs/outputs, or, increasing one or more inputs can cause decreases in one
or more outputs, without increasing any other inputs/outputs.

Féare & Svensson (1980) formally introduced the concept of congestion
with a solid theoretical basis, where three forms of congestion are defined
for a production function with a single output. This congestion phenomenon
is observed when a decrease in one or more inputs will cause the maximum
possible increase of one or more outputs, without worsening any other input
or output (Cooper et al. 2000). Proceeding in reverse, congestion occurs when
increases in one or more inputs can be associated with decreases in one or
more outputs without improving any other input or output. The technology
of measuring the congestion under VRS assumption is constructed as below:

n n n
Teonvex = {(X’ Y) e RTH | Z/tjxij :xi,z/ljyrj 2 yr,Z/lj = 1’/11' = O,Vj}

j=1 j=1 j=1
(2.18)
A production process is shown as an example to show the characteristics
of the frontier of Teonvex.

YA

Congestion frontier

C D
B

>
(0 x

Figure 2.1: Frontier of congestion with one input and one output.
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It is obvious that DMUp is of congestion based on Definition 2.1.
According to technology (2.18), the consistent DEA model is formulated
as follows:

N

O = max9+eZs+

r

0.os7 r=1
Xjo1 Ajxij = Xio (Vi) (2.19)
ot Zzl Aiyrj = 87 = 0yr0 (Y1),
=1 A= L,

Aj, 57 > 0(Vj,r), 0 signfree.

where € is a non-Archimedean small positive number.

Let (6%, s7") be the vector of the optimal solutions of the model (2.19).
DMU,(X,,Y,) is defined as strongly efficient DMU if and only if the optimal
solution of the acquired from model (2.17) meet 67 = 1 and slacks for all
outputs are equal to zero (i.e., st* = 0(Vr)). If not, the inefficient DMUs
can be projected onto the strongly efficient frontier by applying x} = x;, (Vi)
and yr, = yro + 55°(Vr). Then the projection point for DMU,(X,,Y,) is
DMU (X}, Y;).

Up to now, there are mainly three approaches to measuring and deter-
mining congestion by the DEA method. The first step of these approaches is
to calculate the efficiency of DMUs to be evaluated by following the output-

oriented BCC-DEA model (2.20):

m N
Egcc_o: min 6+e& E s; + E sy
- o+
O,Aj,si »Sr —1

i=1
Z?:l /ljxij + Si_ = Xjo
?:1 Ajyrj — S: = 0Yro, (2.20)
S.t. ;lz]_ /l] = 17

Aj,s7, 57 > 0,0 signfree,

j=1...,ni=1,....mr=1,...,s.

The first approach is proposed by Fére et al. (1985), which developed con-
gestion analysis from the classical economic framework to the DEA frame-
work. They introduced a model with the assumption of weak input dispos-
ability, meaning inputs cannot be increased without limit. The model is
expressed as follows:
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* = min 6
p B.A;j

n
j=1 /ljxij = TXio
n

Zj:l /lj)’rj > BYros

S.t. 9 ;l:]_ /1] = 17

4; 20,1 > 171 >0, signfree,

(2.21)

j=1...,nji=1,... .mr=1,...,s.

Let EgCC_O* and B* represent the optimal value of models (2.20) and
(2.21). Then the value of g* /Egcc_o* represents the measurement to gauge
the extent of congestion. It is worth noting that there is no congestion in
the FGL approach when there is only one input, because in this case model
(2.20) is equivalent to model (2.21) (Yang et al. 2020).

The second approach is proposed by Cooper et al. (1996). Different from
the first approach, this approach utilizes a slack-based model with strong
disposability assumption of inputs. After conducting model (2.20), there are
two other steps of this approach. Firstly, conducting projection for all DMUs
by model (2.20) using the following equation: x} = x;, — 57, ¥y, = yro — Sf™.
Then solve the following model to calculate the maximum number of inputs
that can be reduced:

m
B = min XA

=1

o~

2 Ajyrj = Vo (2.22)
s.t. ?:1 =1,
A; 20,67 <575,

j=1...,ni=1,... .mr=1,...,s.

Let the optimal solutions of model (2.22) be §;*, which represents the
maximum amount in the i-th input that can be decreased. Then, the extent
of input congestion related to input x;o can be described as s{ = 57" —0;". It
is worth noting that unit consistency should be considered when using this
method.

The third approach is called the WY-T'S model (Tone & Sahoo 2004, Wei
& Yan 2004, 2009) . They firstly proposed a PPS Pconvex that excludes the
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disposability assumption of inputs:

n n n
Teonvex = {(X, Y) € RIS Ajxiy =xi, ) Ajyej 2 ye ) Aj =142 o,v]'}
j=1 j=1 j=1
(2.23)
We can observe that technology (2.23) allows the frontier to bend down-
ward, on which the SE of the DMU is negative, that is, the congestion effect
occurs (Yang et al. 2020). In other words, this approach is on the basis of
the negative returns to scale of congestion. According to Tconvex as shown in
Eq. (2.23), the consistent DEA model is formulated as follows.

nf =maxnm
A
j=1 AjXij = Xio
21 Ajyrj Z Yy
j=145 g ros
o (2.24)
S.t. o j=17J — 5

A; > 0, m signfree,

j=1,...,ni=1,...,m,r=1,...,s.

For the optimal value 7* for model (2.24), the ratio 7*/6* can be utilized
to measure the degree of the congestion effect. To make comparison of the
classical BCC model (Banker et al. 1984), we have the dual model of model
(2.24) as follows:

m
*

= min Zv,-xl-o — Mo
Vi Uy 1o <
i=1
N m
= 2o WrYrj + 2l viXij — Mo < 0,
N
Zr:l uryrj =1,

v; = 0,v;, uo signfree,

(2.25)

S.t. Ao

j=1,...,ni=1,...,mr=1,...,s.

Obviously, parameters v; are sign free rather than non-negative in classical
BCC model, which implies that the frontier of PPS (2.23) can be downbent.
Besides, Tone & Sahoo (2004) proposed the definitions of strong congestion
and weak congestion as follows.

Definition 2.2. (Strong congestion)(Tone & Sahoo 2004): DMU(X,,Y,) is

strong congestion (SC) if there ezists an activity (YO,YO) € Popper Such that
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X, =aX,(0 <@ <1)and¥, > BY,(B > 1), where (X,,Y,) € Peopver and
DMU,(X,,Y,) is strongly efficient.

Definition 2.3. (Weak congestion)(Tone & Sahoo 2004): DMU(X,,Y,) is
(weak) congestion ((W)C) if it is strongly efficient with respect to P conpes
and there exists an activity in Pcopper that uses fewer resources in one or
more inputs for making more products in one or more outputs.

The way to determine SC and WC is introduced by Tone & Sahoo (2004)
as following:

Step 1: Solve model (2.20) and we have:

(a) If 6" =1, 57" =0 and s;* = 0, then DMU(X,,Y,) is BCC-efficient and
not congested.

(b) If " =1, s =0 and s;* # 0, then DMU(X,,Y,) is BCC-inefficient.

(c) If (6" =1, s7* #0) or 6* > 1, DMU(X,,Y,) displays congestion, go to
step 2.

Step 2: Solve the following model (2.26):

W= max Uup
ViUr, 10

Do WrYrj — 2ty Vixij + po < 0,
Zi:l UrYro — Zlnil ViXio + U0 = 0,
s.t. o Zf:l UrYro = 1,

u, > 0,v;, uo signfree,

(2.26)

j=1...,nji=1,....mr=1,...,s.

Let =@+ 1 hold, if 5 < 0, DMU(X,,Y,) is SC, if 5 > 0, DMU(X,, Y,)
is WC.

2.3 Structures and assumptions of produc-
tion technologies

2.3.1 Network DEA

To locate the inefficiency for DMUs, considering the internal structure has
been demonstrated to be necessary only if the data is available (Kao & Hwang
2010). Moreover, systematic thinking is increasingly important in sustain-
ability evaluation (Lobos & Partidario 2014), the production process will be
extended into a broader sense by introducing network structures. Since the
term network DEA was first presented by Rolf et al. (2000), there is plenty
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of research related to measuring efficiencies for different production struc-
tures. Whereas the existing research on estimating SE or determining RTS
for network structure is relatively rare.

The initial idea of considering network structure in a DEA model is to
obtain more meaningful results of efficiency (Kao 2017). In other words,
when a production activity is regarded as a black box, then the efficiency
of many DMUs might be overestimated due to the fact that sub-activities
of production are ignored. In addition, breaking the black box or consider-
ing the internal structure of the production process helps more clearly and
definitely indicates the improvement direction for non-efficient DMUs. For
example, Yang et al. (2017) employed the evidential-reasoning approach to
integrate the efficiencies of the two individual stages into a unified measure of
overall efficiency in open two-stage production systems. Lee (2021) proposed
a model that can decompose the efficiency and loss of network DEA based
on the VRS assumption. Chen & Wang (2025) identified the pitfalls of effi-
ciency evaluation in two-stage DEA and proposed approaches for efficiency
decomposition and frontier projection based on an equivalence relationship.
In terms of determining RTS and estimating SE, consideration of network
or multi-stage structure is also necessary. Specifically, the determination of
RTS for the whole production activity cannot provide distinctive guidance
for each production stage. However, it is possible that different production
stages possess different scale properties. Then, the adjustment for scale based
on the SE or RTS of the whole production process will lead to inaccurate
management effects. In terms of DEA modelling, Sahoo et al. (2014) pro-
posed a calculation method in line with the simplest two-stage production
activity (all indicators conform to the assumption of strong disposability, all
intermediate products are inputs to the second stage, and no extra inputs are
needed in the second stage). Besides, based on the different assumptions for
the two sub-technologies (whether the two sub-technologies are independent
or not), they studied the differences of SE and TE calculation in terms of
the two conditions. Khaleghi et al. (2012) regarded SE of the whole pro-
duction process as the product of SE of two sub-stages. Based on the work
of Sueyoshi & Sekitani (2007), Fakhr Mousavi et al. (2023) utilized RAM
(Range Adjusted Measure) and SCSC (strong complementary slackness con-
ditions) into two-stage DEA model and explored the lower and upper bounds
of the intercept of supporting hyperplane or so-called shadow price of convex-
ity restriction in DEA model, whence the problem of multiple hyperplanes is
solved in their specification of DEA models.
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2.3.2 Undesirable outputs in DEA

One of the features of sustainability analysis is the presence of undesirable
outputs, which are usually produced with one or more desirable outputs. Un-
der the DEA framework, several approaches deal with undesirable outputs.
Transformation approaches are intuitive and easy to use. For example, one
of the available methods is f(U) = —U, which is derived from Koopmans
(1951). In this way, the undesirable outputs/inputs are converted to desir-
able outputs/inputs. In contrast, the problem of dealing with negative data
will arise due to the assumption of positive data for the basic DEA model.
Therefore, f(U) = —U + b is regarded as another transformation to be used
(Ali & Seiford 1990, Seiford & Zhu 2002), where b is a positive constant to
guarantee f(U) to be positive. However, the value of b significantly impacts
the ranking after evaluation by carrying out the DEA model (Liu et al. 2010).
Besides, the multiplicative inverse (f(U) = 1/U) is also a common way of
transformation (Lovell et al. 1995). However, the nonlinear transformation
might cause more complex cases (Liu & Sharp 1999). A simple method
can avoid problems caused by transformation methods, i.e., simply regard-
ing undesirable outputs/inputs as desirable inputs/outputs. However, this
cannot describe the relation of real production. In addition, as undesirable
outputs, pollutants and greenhouse gases always appear in the production re-
lationship as by-products of desirable outputs (e.g., Carbon dioxide is always
produced along with electricity generation). Consequently, the assumption
of disposability needs to be reconsidered. In other words, when we formulate
production technologies including undesirable outputs, it is crucial to deter-
mine the relationship between the undesirable outputs and each desirable
output in the production process. Weak disposability, which specifies the
proportionality between desirable and undesirable outputs and implies that
undesirable outputs cannot decrease freely, is firstly utilized to explain that
the undesirable outputs are not free disposal (Féare et al. 1996), which lays the
foundation for sustainability evaluation using DEA (Zhou et al. 2008, Song
et al. 2012, Jiang et al. 2021). In terms of modelling undesirable outputs in
the DEA model, Kuosmanen (2005) proposed a linearized model correspond-
ing to a weak disposability assumption for undesirable outputs. Liu et al.
(2010) discussed and concluded the different measurements used in the DEA
model when dealing with undesirable outputs. Moreover, there are other
types of disposability. For example, natural and managerial disposability
was proposed from the perspective of corporate strategy (Sueyoshi & Goto
2012). Chen et al. (2017) proposed the assumption of semi-disposability,
which allows decision-makers to manage undesirable outputs freely within a
certain level of technology. Otherwise, reducing undesirable outputs needs a

21



proportional reduction in desirable outputs. Mehdiloo & Podinovski (2019)
proposed the axioms called selective strong and weak disposability, which al-
lows some desirable outputs to be individually strongly disposable while other
desirable outputs and undesirable outputs are jointly weakly disposable.

2.4 Sustainability

Specifically, in terms of application into sustainability evaluation and RTS
analysis, exploration and application of network structure will provide a sys-
tem perspective, which is one of the major directions of developments in the
literature on sustainability (Williams et al. 2017). However, no existing liter-
ature was involved in studying scale characteristics for a production process
with a complex structure under a sustainability background. Note that the
model of measuring the performance of a network system does not have a
universal expression due to the various possibilities of network structures.
Therefore, we need to construct models based on the specific sustainability
features.

2.4.1 Concepts of sustainability and SD

Research on sustainability evaluation for different corporations focuses on
various aspects, such as performance involving policies, decisions, and ac-
tions that create economic, social and environmental results (Biiyiikozkan &
Karabulut 2018), intensification involving economic returns and integrity of
ecosystems (Cassman & Grassini 2020), readiness involving the uniformity
of strategy and operations (Barletta et al. 2021), processes involving interior
and exterior (Ayele et al. 2021), and dynamic capabilities involving recon-
figuring resource bases (Strauss et al. 2017). Utilising DEA in the corporate
sustainability evaluation is gaining increasing attention (Chen et al. 2021).

Sustainability and SD (Sustainable Development) are formally introduced
in a report called World Conservation Strategy (World Wildlife Fund 1980).
However, it is limited only to forestry and fisheries when considering the
approaches to achieving sustainable development. Whereafter in order to
expand the scope of SD to more general fields and human activities, Our
Common Future was published in 1987. Based on the report from Brundt-
land, “sustainable development is a development that meets the needs of the
present without compromising the ability of future generations to meet their
own needs”, which is the most well-known and acceptable definition of SD
was introduced (Imperatives 1987).

Besides, the concepts of SD and sustainability have been introduced in
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various fields, such as economics, politics, and sociology. Meanwhile, be-
cause of the flexibility of the concepts of SD and sustainability, plenty of
definitions are described from diverse perspectives (Ciegis et al. 2009), which
causes the concepts of SD and sustainability to be vague. That is because
SD or sustainability is a complicated and multidimensional issue, while the
different contexts hold different standards (Neumayer 2003). For instance,
in the early stage, around 60 concepts of sustainability, which were proposed
from 1979 to 1988, were reviewed by the World Bank on the basis of the
conventional neoclassical theory of economics (Pezzey 1989). Pezzey (1989)
also indicated that most of the sustainability criteria have the characteristic
of being long-term, which should be expressed in terms of constraints instead
of maximising. Therefore, non-declining per capita utility is considered ap-
propriate for the SD definition. In addition, Ciegis et al. (2009) indicated
that there are over 100 definitions in the economic literature. Similarly, from
an economic perspective, the definition of SD can be stated in terms of util-
ity, and it might be supported by most people as follows: “Development is
defined here to be sustainable if it does not decrease the capacity to provide
non-declining per capita utility for infinity” (Neumayer 2003). In conclusion,
most explanations of SD and sustainability imply no decline exists in the
quality of human life, instead of just satisfying and sustaining the existence
of life.

Besides, what should be accepted is that the concepts of SD and sus-
tainability are still vague and somewhat contestable. So, sometimes, the two
concepts are regarded as having synonymous meanings (Boscardin & Bossert
2015). Nevertheless, the two standpoints are mainly related to the difference
between the two concepts. Apart from the mentioned opinion that considers
sustainability as a part of SD (Robert et al. 2005, Ciegis et al. 2009), another
view regards SD as a process and considers sustainability as the ultimate aim
of SD, which means that SD is a dynamic process while sustainability is a
quality issue (Hjorth & Madani 2014). Nonetheless, sustainability require-
ments can be changed due to the diverse contexts.

Based on the definitions of broad sustainability, we can find that sus-
tainability is something that improves the quality of human life while liv-
ing within the carrying capacity of supporting ecosystems (IUCN & WWF
1991). Corporate sustainability refers to a company’s voluntary activities
that demonstrate the inclusion of social and environmental concerns in busi-
ness operations and in interactions with stakeholders (Van Marrewijk &
Werre 2003). In particular, the dimensions of nature, life support and com-
munity should be sustainable. Meanwhile, the dimensions of people, economy
and society should be developed (Robert et al. 2005). This phenomenon also
implies the strong extensibility of the SD concept so that SD can be utilised

23



and adopted in various conditions and backgrounds. Naturally, to be consis-
tent with the specific context and issue, the decision-makers or individuals
at different levels can reformulate the details of the SD concept. For ex-
ample, it can be adjusted to adapt the situations from local to global, or
it can be reinterpreted to fit a series of activities within certain institutions
or organisations, such as government, colleges, profit corporations and so
on. Furthermore, observing the diversely emphasised aspects of SD concepts
is also a distinct pathway to distinguish the essential differences among SD
concepts. For example, some are anthropocentric, and others are ecocentric,
which is also a significant point in discriminating between weak and strong
sustainability.

Since the report from Brundtland in 1987, an increasing number of poli-
cies and guidelines have been published globally. Based on different subjects
that desire to achieve specific sustainability goals, the current longitudinal
classification of sustainability agenda will be exhibited at the global, country,
industry, and organisational levels. Systematically speaking, the policies and
agendas at a high level will guide the direction of strategies at a low level. At
the global level, the most widespread agenda recently is the seventeen SDGs
(Sustainable Development Goals) proposed by the United Nations General
Assembly in 2015, which are intended to be achieved by 2030. These 17 goals
are constructed as an interlinked and complex system (United Nations 2015).
In order to make the goals more executable, the United Nations General As-
sembly propounded the corresponding 169 targets along with the specific
indicators and measurements in 2017.

Furthermore, relying on official statistics from the UN and other inter-
national organisations, 232 indicators have been decided and revealed by
SDG-Tracker in 2018, which facilitates tracking and visualising progress to-
wards the goals. Tools like SDG-Tracker can guarantee the accuracy and
availability of the data. Besides, the indicators will be altered with the
deepening of sustainability research. The United Nations Statistical Com-
mission reviewed the indicator system in 2020 and offered 36 suggestions for
amendments to existing indicators in terms of replacing, revising, and delet-
ing. Moreover, the next reviewing session for indicators will be scheduled for
2025. The SDGs’ ability to grasp global sustainability will be more power-
ful, along with the planned and reflective sessions. However, managing the
increasingly comprehensive indicator framework is a complicated task, and
the United Nations has played a good leadership role. There are also other
global sustainability initiatives, such as “Green Economy Roadmap”, pub-
lished by the International Chamber of Commerce in 2010, “Green Growth
Indicators”, published by the Organisation for Economic Co-operation and
Development, and Inclusive Green Growth: The Pathway to Sustainable De-
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velopment published by World Bank in 2012. Compared with those agendas,
the SDGs are more comprehensive and progressive. However, the sustainabil-
ity issues are too complicated to grasp overall since tracking all the ecological
features is incredible for current human beings.

At the country level, under diverse contexts in terms of culture, develop-
ment stage and natural environment, different countries will take significant
account of sustainability or SD issues when setting up specific national pub-
lic policies (Happaerts 2012). After a conference called the World Summit
on Sustainable Development (WSSD), held in 2012, most countries revised
their National Sustainable Development Strategy (NSDS), which was first
proposed in Agenda 21 in 1992. United Nations Conference on Sustainable
Development (UNCSD) interpreted the NSDS as a coordinated, participatory
and iterative process of thoughts and actions to achieve economic, environ-
mental and social objectives in a balanced and integrated manner. Besides,
the NSDS was initially required to be developed through the broadest possi-
ble participation and based on a thorough assessment of the current situation
and initiatives, which means that formal SD strategy processes should be
tightly connected to the whole system rather than treated as an independent
strategy and separated from other mechanisms of strategic decision-making
(Meadowcroft 2007). Consequently, most countries have proposed and con-
tinued to review NSDS and the corresponding targets and policies based on
Agenda 21. Concerning the ranking study of sustainability at the country
level, except for a few countries with missing data, most worldwide countries
have been ranked based on the SDG Index and Dashboards (Sachs et al.
2021).

At the industrial level, global industrialisation pushed by several indus-
trial revolutions has profoundly affected modern society’s construction and
economic growth over more than 200 years. However, the non-stop process of
industrialisation causes increasing environmental pollution and energy con-
sumption. Specifically, industry is responsible for around 40% of carbon diox-
ide (CO2) emissions and one-third of energy consumption. However, because
of the different functions of diverse industries, sustainability differences be-
tween industries can be very significant. Moreover, it is complex and difficult
to examine the influence of individual industries nowadays due to the various
standards of industry division and the cross-industry business trends, despite
the fact that sustainability reports are still important to observe the overall
condition in traditional industries. Currently, some investors who consider
ESG (Environmental, Social and Governance) factors tend to pay attention
to the sustainability of different industries, which will influence their invest-
ment preference. Concerning the sustainability reporting rates of industry,
the report published by KPMG (Klynveld Peat Marwick Goerdeler) in 2020
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indicated that the high-pollution industries, such as oil, manufacturing and
automotive, possess high sustainability reporting rates — 100%, 97%, 95%,
respectively. The sustainability reporting rate in manufacturing increased
from 88% to 97% in 3 years, meaning sustainability has been a concern
for plentiful industries, especially traditional ones. This shows that corpo-
rates in the same industry tend to hold a consensus on sustainability, which
undisputedly promotes the process of industry sustainability. Although the
consensus at the horizontal level can help with grasping the integral sustain-
ability situation, ignoring context characteristics will bring little assistance
to sustainability management.

At the organisational level, as the rational response to the higher level
mentioned above, the requirements of the business model need to be shifted
into higher eco-efficiency to meet the needs of sustainability. At the organi-
sational level, sustainability is mainly exhibited in the diverse frameworks of
reports. The first-round trend of reports related to sustainability factors oc-
curred in the 1970s, and most of them were published by large multinational
companies in the US and Western Europe (Kolk 2010). According to the re-
port of KPMG (2020), most companies that hold large-scale have published
sustainability reports. Currently, several international organisations have
formulated different standards for sustainability reports, such as the Global
Reporting Initiative Guidelines, the United Nations Global Compact and
the International Standard Organization’s Guidance on Social Responsibil-
ity (ISO26000) (Fortanier et al. 2011). Although no unified criterion existed
in the sustainability report, at least increasing attention to sustainability is
better than no concern (Elkington 2020).

World Business Council for Sustainable Development (WBCSD), launched
at the Rio de Janeiro Earth Summit of 1992, is an organisation of over 200 in-
ternational companies led by CEOs. The report of WBCSD in 2000 proposed
“the simultaneous pursuit of economic prosperity, environmental quality and
social equity”. Companies aiming for sustainability need to perform not
against a single financial bottom line but against the triple bottom line. Be-
sides, consideration of sustainability at the organisational level usually refers
to the triple bottom line approach, through the way that the enterprises
not only seek to better financial performance but also perform well from an
environmental and social point of view (Carroll & Brown 2022).

Consequently, the current research on corporate sustainability evaluation
mainly focuses on the units to be evaluated. For instance, diverse kinds of
frameworks of sustainability reports, such as the Global Reporting Initia-
tive (GRI), Carbon Disclosure Project (CDP) and Greenhouse Gas Protocol
(GHG Protocol) (Siew 2015), only focus on appraisal directly related to the
company under evaluation. In the academic area, (Zenya & Nystad 2018)
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proposed to utilise an Enterprise Sustainability Evaluation Tool (E-SET) to
attain a score for a company by a set of indicators of its condition. At the
industry level, the report published by KPMG (Klynveld Peat Marwick Go-
erdeler 2020) indicated that sustainability has been a concern for plentiful
industries, mainly traditional industries. However, assessing sustainability
across industries remains challenging due to the different contexts that hold
different standards (Neumayer 2003).

2.4.2 'Triple bottom line

Although plentiful discussions of sustainability existed in the literature, most
were under one perspective, such as the environment or society. When con-
sidering the analysis towards SD, we should regard the basis as the system
that can involve the dimensions rather than the dimensions independently
(Ciegis et al. 2009). Especially the majority of literature related to sus-
tainability focuses on the environmental aspect while paying little attention
to the social and economic aspects (Lozano 2008, Biiyiikdzkan & Karabulut
2018). The lack of comprehensive analysis also exhibits the various standards
of sustainability. A well-known framework of sustainability, which syntheti-
cally considers economic, social and environmental aspects, is called “Triple
Bottom Line (TBL)” (Elkington 1998), which is also interpreted into people,
planet, and profit (the three Ps). The three dimensions of TBL are economy,
society, and environment, respectively, which suggests that grasping the new
challenge requires rethinking the present performance and the goal for the
future. There are two basic views of the relationships of the three elements.
One is that the three aspects of TBL are regarded as equally important,
whereas the other represents that the environment is treated as the founda-
tion of society; meanwhile, society is taken as the basis of the economy in
the sense that the society is a sub-system of environment and the economy
is a part of society (Lozano 2008). What should be pointed out is if any
individuals and societies have not met their basic survival needs, protecting
the environment becomes relatively unimportant for them, at least in the
short term. Therefore, the perspective of society as a sub-system of the envi-
ronment is not definite, at least in the short term. Besides, the social system
is also difficult to analyse when linking it with the condition of the natural
environment (Salzmann et al. 2002).

Besides, based on the different perspectives of the relationship between
natural capital and man-made capital, the degree of sustainability goal is
primarily divided into two levels in terms of weak sustainability (WS) and
strong sustainability (SS) (Gutés 1996). Neumayer stated that SS encom-
passes WS but possesses some further requirements compared with WS. He
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regarded SS as a non-substitutable paradigm, which means natural capital
cannot be required to be substituted by other forms of capital (Neumayer
2003). Furthermore, a more detailed classification of sustainability was pro-
posed in terms of very weak, weak, strong and strong categories (Gallopin
2003). Very strong sustainability represents valuing ecological sustainabil-
ity beyond economic and social sustainability, while very weak sustainability
represents the complete substitutability of different types of capital. For
example, the mainstream of SD definitions in international reports can be
seen as weak sustainability (Imperatives 1987). Specifically, although the
17 goals definitely can be allotted into three pillars of SD or sustainability,
and they are linked with each other, the set of these goals is a picture that
shows the important aspects that humans have explored to achieve peace
and prosperity for now and in the future.

2.4.3 Stakeholder theory

Many stakeholders are involved in a sustainability system because the eco-
nomic benefits are often owned locally, and the corresponding costs are fre-
quently borne globally (Biiyiikozkan & Karabulut 2018). Therefore, the theo-
ries related to stakeholders are essential elements for sustainability research.
The definition of “stakeholder” was first proposed by a Stanford memo in
1963, which referred to “those groups without whose support the organisa-
tion would cease to exist” (Mitchell et al. 1997).

Therefore, an enterprise is a complex system of multiple subjects based
on the definitions of stakeholders. Specifically, besides some of the most
obvious stakeholders such as shareholders, employees, and customers, oth-
ers like competitors, suppliers, communities, the media, the whole society,
and the general public are also stakeholders (Carroll & Brown 2022). How-
ever, the subjects that have interest relations with corporations are not only
people, and the communities of people, but also life species and ecosystems
other than human beings, specifically, the natural environment, non-human
species of life and future generations should all be important stakeholders
of the enterprise (Starik 1993). Because the environment has no voice, it
is often ignored at the macro-level and decision-making of the enterprise,
and it should be clear that the environment is also an important stakeholder
(Jacobs 1997). It is worth noting that the stakeholder relationship with the
enterprise is formed directly through human participation. In contrast, some
stakeholders do not possess sociality because they do not have relationships
with the enterprise through real people, such as the natural environment,
human descendants, and non-human species (Wheeler et al. 1998). Sustain-
ability and its evaluation is a global issue (Biiyiikozkan & Karabulut 2018),
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but the current evaluation subject is very often local. Therefore, the results
of the direct evaluation may not be valid for sustainability. From the stake-
holders’ perspective, many stakeholders would not be considered when the
objective of sustainability evaluation is a company-centric system (Wheeler
et al. 1998).

Furthermore, soft systems methodology (SSM) has proved to be very use-
ful in identifying stakeholders (Wang et al. 2015). SSM was first proposed to
solve “hard” problems (with clearly defined goals) in the area of biology and
engineering (Checkland 1972). Based on the idea of critical systems heuris-
tics (Vos 2003) and soft system methodology (based on the assumption of an
open world), Wang et al. (2015) have identified the groups that have direct
relationships with the system (owners, customers, actors and environment
groups), and the groups that have indirect relationships with the system (ex-
ternal groups). Meanwhile, the key activities and roles of stakeholder groups
for attaining the organisational goals also can be grasped (Wang et al. 2015).

2.5 Summary

From the foregoing literature review, we can identify the following research
gaps.

e Existing research on DEA has primarily focused on efficiency evaluation
in production technologies with complex structures, while relatively
little attention has been paid to scale elasticity. Due to the fact that
SE is an essential indication related to resource allocation and strategic
expansion, examining SE in sub-technologies is important for decision-
makers to locate the sources of increasing returns. Chapter 3 and
Chapter 6 will develop the methods of estimating and decomposing SE
in network production technologies.

e Considering that decision-makers can adjust the direction of changes in
inputs or outputs within a sub-technology, expanding the notion of DSE
within network production technologies can provide decision-makers
with a broader scope of feasible strategies for resource allocation. The
existing research on directional scale elasticity ignored network produc-
tion technologies. Chapter 4 will develop the notion of directional scale
elasticity in network production technologies.

e Given the growing emphasis on SD, decision-makers have become in-
creasingly concerned with undesirable outputs related to environmental
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and social dimensions. Estimating SE for network production technolo-
gies that include undesirable outputs can provide DMUs with scale ad-
justment suggestions that are aligned with SD objectives. Therefore,
deeply exploring the scale proprieties for DMUs in network produc-
tion technologies is essential. There is a lack of investigation into scale
properties within the context of sustainability. Chapter 5 will develop
the methods of estimating SE in network production technologies with
undesirable outputs.
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Chapter 3

Estimating SE for Multi-input
Multi-output Production
Technologies with Parallel and
Series Structures

3.1 Introduction and general preliminaries

3.1.1 Introduction

One of the most distinctive characteristics of network production systems
is the existence of sub-systems. Parallel and series structures are two basic
network structures (the mixture of them will be discussed in Chapter 6).
A core concern in the growing research related to DEA-based methods of
SE estimation in production technologies with network structures is the de-
composition of overall SE into each sub-system’s SEs, which can help locate
the sources of scale economies. Sahoo et al. (2014) suggested a method to
decompose the overall SE of basic two-stage technologies with the assump-
tion of the additive network technology. However, their method relies on a
specific linear program that produces alternate optima, thereby, the results
of decomposition are unstable. Based on the theorem of marginal values in
linear programming, Podinovski et al. (2016) proposed a general method to
estimate SE in a simple two-stage technology without considering the decom-
position of the overall SE. Podinovski (2022) developed a multi-component
technology with the assumption of the worst-case and mentioned that the
overall SE can be estimated in the developed technology. However, it did
not decompose the overall SE. In addition, Fakhr Mousavi et al. (2023) and
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Amirteimoori et al. (2024) extracted transformation functions of each sub-
technology to separately calculate SEs. Amirteimoori et al. (2024) proposed
a computational method to calculate the SE of each sub-system in a parallel-
series production process, in which the same weights are allocated into the
SE of each parallel activity. These methods aggregated each sub-stage SE
into the overall SE instead of decomposing the overall SE. The above lit-
erature review shows that there is little research related to estimating SE
in parallel production systems. This chapter focuses on estimating and de-
composing SE in VRS(variable returns to scale) technology with parallel and
series structures.

The remainder of this chapter is divided into the following sections: In
Section 3.2 and 3.3, methods for estimating SE in parallel and series produc-
tion techniques are developed, respectively, and case studies are carried out
in UK higher education and Chinese cement companies, respectively. Section
3.4 concludes the merits of developed methods.

3.1.2 Preliminaries for general production technolo-
gies

Let R? denote the non-negative orthant of the d-dimensional Euclidean space.
We consider an arbitrary production technology T c R}*S. The set of inputs
and outputs are denoted by I ¢ R} and O c R, respectively. For the
n(n > 1) observable DMUs in T, each DMU(X,Y), where X = (x1,...,%Xu)"
and Y = (y1,...,ys) ", is assumed to have at least one nonzero input and one
nonzero output. Note that the vectors in this chapter are all column vectors
and are denoted by uppercase letters. The bold notations e and 0 represent
the vectors that all components are equal to 1 and 0, respectively. Their
dimension depends on the context in which they are used. Let technology T
include all possible DMU; (X;,Y;):

T ={(X,Y) € R} xR} | X can produce Y}. (3.1)
For vectors A, B € R}, A < B indicates A; < B; (Vj,j e N={1,...,n}(n >

1)). We assume T is free disposable in all inputs and outputs, i.e., if (X,Y) €
T,X'>Xand 0 <Y <Y, then (X",Y')eT.
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3.2 Estimating SE in multi-activity technolo-
gies

3.2.1 Preliminaries

Specific to a production with K activities, each activity k € H = {1,..., K}(K
> 2) has its own specific input set and output set, which are represented by
I* and OF, respectively. In addition, let IS and O° represent the shared
input set and output set in which the inputs and outputs are allocated into
each activities with known proportions. We assume that the input set I and
output set O are decomposed as follows, respectively:

I:ISu(UIk | Jo*

keH keH

,0=0%U (3.2)

In the case of K = 1, we have I¥ = IS and OF = 05, the technology
represents a single-activity production process. For K > 2, we consider the
production system in which all sub-technologies are non-joint in both inputs
and outputs. Let |A| represent the cardinal number of set A. For any (X;,Y;)
in the technology (3.1), corresponding to the decomposition of input and
output sets as shown in (3.2), we denote:

=(xh . XK xS,y = (YL YK YS), (3.3)

where X* = (x’l‘, . |1k YT (Vk), X5 = (x‘f, . ,x|S[S|)T, Yk = (y’l‘, . ,y|"0k|)T(Vk)

and Y5 = (y3,... ,y|05|)T.
Furthermore, we assume that the input and output sets of the kth activity
are decomposed as follows:

=1 u s, 0% = 0fuo’. (3.4)

We assume that each shared input xf (i € I%) and each shared output
y3(r € 0%) are allocated into each activity by known proportion vectors

= (q},..., ql KYT(i € I%) and P, = (pl,...,p" )T(r e 0%), respectlvely7
where Zkqul =1 and Yy pf = 1. Let xfk = q; x and ySk = pkyS
represent the shared inputs and outputs allocated to act1v1ty k. For activity
k of (X,Y), corresponding to the decomposition of input and output sets as
shown in (3.4), we denote:

(Xk XSk) YAk (Yk YSk) (35)

where X5k = (x |IS|)T(\7’k) and Y5k = (y ""y|05|) (Vk).
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Figure 3.1: Multi-activity production system.

The production system including input and output exhibited in (3.3) and
(3.5) is shown in Fig. 3.1.

Let DMU,(X,,Y,) denote the DMU to be evaluated on the frontier of
technology T, the rest of our discussion is all about DMU,(X,,Y,) that is on
the frontier of multi-activity technology T.

Remark 3.1. Whether the inputs or outputs are treated as shared measures
primarily depends on the consistency of production structure in each activity.
For example, for different departments in a university, staff and expenses can
be regarded as inputs, while student enrollments and scholarly publications
can be regarded as outputs. Therefore, we can treat all these factors with the
same types and units as the shared measures technically. However, if decision
makers think some of these factors are non-compensable across all activities,
we need to treat them as activity-specific measures.

For a general multi-activity technology T defined by (3.1), we consider
that all inputs are changed by a factor . We define the corresponding change
B(t) of all outputs:

B(1) =max{B | (1+1)X,,(1+p)Y,) €T,B e R}, (3.6)

where © represents the Hadamard product operator, and the same notation
applies hereafter.

Note that (1) is actually not always differentiable because function (3.6)
is a maximum function. We assume B(¢) defined by function (3.6) is right
and left differentiable, and B(0) = 0 is satisfied. Then we can calculate SE
by the right and left derivative of B(0) = 0 evaluated at t = 0:

0pO| - (x, v, = 2D

"(X,,Y,) = .
& XoTo) = =5, p=* At |-

(3.7)
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Let £*(X,,Y,) and € (X,,Y,) denote the right-hand and left-hand SE, re-
spectively. Specifically, £*(X,,Y,) and € (X,,Y,) represent the largest pro-
portional change of all outputs Y, in the technology T if all inputs X, in the
technology T are marginally increased by a small factor . For example, if
£"(X,,Y,) =2, a 1% increase in all inputs leads to a maximum 2% propor-
tional increase in all outputs. Similarly, if £7(X,,Y,) = 2, a 1% decrease in
all inputs leads to a maximum 2% proportional decrease in all outputs.

In line with the specific production structure as shown in Fig. 3.1, for the
DMU, € T in each activity k € H, all inputs and outputs after proportional
changes are represented by:

XA = ((1+1) 0 X5 (1+1) 0 X35 (Vk),
V5= ((1+B) 0¥y (1+B) 0 Y)(Vh),
respectively. Let )N(fk = (1+1)© X3k (Vk) and I?US" = (1+8) Y3k (Vk) hold, the
overall shared inputs and outputs after proportional changes are represented
by:
X5 = x5 4. 4 x5K,

oS _ pS1 v SK
Y) =Y +---+Y,)".

3.2.2 SE estimation under known transformation func-
tions

For the technologies defined by a known transformation function of each
activity, we propose a new estimating method of SE. In a multi-activity
production system, we assume that each activity is defined by an implicit
transformation function to represent the transformation relationship between
inputs and outputs:

FRxAR yARY = 0(Vk). (3.8)

Assumption 3.1. All transformation functions in (3.8) satisfy continuous
differentiability in all its variables, strictly decreasing in all inputs and strictly
increasing in all outputs, that is:

0fk(XAk, YAk)

6x,~
0fk (XAk, YAk)

Ay,
Then the technology Tp is defined as follows:

<0 (Vk,i € I'5),

> 0 (Vk,r € 04%).

Tp = {(X, v) e RI < RIOV| pk (x4 yAk) < O(Vk)} . (3.9)
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For a DMU,(X,,Y,) that satisfies f*(X4k Y4%) = 0(Vk), the output
response functions are inconsistent in different activities since technology
Tp in (3.9) is based on multiple transformation functions f*(X*, X5k y*
,Y5%) = 0(Vk). To unify the response functions, we first assume that there is
a factor of the output response function in each separate activity:

B(t) = max {ﬁk | ¢ ((1 XAk (1 +ﬁk)Y0Ak) <0,8 ¢ R} (VK).  (3.10)

We assume B%(¢)(Vk) is differentiable at t = 0 and B%(0) = 0(Vk). Since
each activity is expressed by a continuously differentiable transformation
function f*, let XOAI‘ = (1+ )X and 170"”‘ = (1+ g*(1))Y2* hold, we have
FR(XAk yAk) = 0(Vk). Then we can calculate g€ (XA%, YAK) for each activity,
like the method for obtaining the standard formula of SE (Hanoch 1970,
Panzar & Willig 1977, Starrett 1977), differentiating f* (XA%,Y4%) = 0(Vk)

by ¢, we have:

0
Zf ,0+ZaxSkik o (Z ko Z Gy | = 00

jelk Xi ielS reok Yr reOS

Sk
Note that we have 2L = 2L 2% (Vk) and g—fg - 6f ayr (Vk) based

axd xSk ox$ ay?
on the chain rule of composite functions. Consider xSk = S(Vk) and
y3k = pkyS(Vk), we can calculate the derivatives of ,Bk(t)(Vk) at t = 0 for
each activity by the following equation:

0B~ (t
ek (XAK YAk = ,3 (1)
ot =0

afk afk
Dielk aikx,ko + Diers aisxfo (3.11)
= - PTG o7 (Vk).
ZreOk ayk kyro +Zr€05 9 ;Syro

Based on the disposability assumption of technology Tp, we propose the
following Theorem to estimate SE:

Theorem 1. Let (X,,Y,) € Tp satisfy Assumption 3.1 and f*(XAK,yAk) =

o 7o
0(Vk), then the right-hand and left-hand SE can be obtained by solving the
following problems:

e (X,,Y,) = 1r<r}(i£1K8k(ka, YAk, (3.12)
e (X,,Y,) = max e KxAk, v A%, (3.13)
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Proof of Theorem 1. For any given (X,,Y,) € Tp defined by (3.9), assume the
input scaling factor ¢ and the corresponding output response function S* ()
is determined by (3.10) and satisfies f¥(X2K,YA%) = 0(Vk), where X4k =
(1+0)XA% and YA% = (1 + g% (1)) YAk
Furthermore, we assume 0 < e* = g(0) = --- = g(0) < B (0) <
- < BY(0) < BH(0) = -+ = BX(0) = e”. Note that gX(0) = 0 for all
k=1,....K. A
Then, there exists 1 > 0, such that gX(r*) > ,Bk(tj') holds for all k =
w+1,...,K, k=1,...,wand 0 < r* < 7. Note that g*(r*) = 1r<r}€i£1K,8k(t+).

Thus, ¢ ((1+r+)xg*k,(1 +ﬁ’9)YOAk) < 0(k = 1,...,K) holds, that is, ((1+

tX,, (1+ BXY,) € Tp holds. It is obvious that ((1 +Y)X,, (1+ BX)Y,) ¢ Tp
holds for all k =w+1,...,K.
Hence, we have:
+ _ pkr _ : ks _ : k(vAk yAk
" =p7(0) = min g7(0) = min £%(X;", ¥;*).
This completes the first half of the proof.
There exists T > 0, such that g¥(t7) > ,Bk(ti) holds for all k =1,...,u,

k=u+1,...,K and -1 < = < 0. Note that g5(t7) = 1nf}(inKﬁk(t_). Thus,
<k<
Iz ((1 XA (1 +,8’5)Y0A’<) <0(k=1,...,K) holds, that is, (1+£7)X,, (1+

BNYY,) € Tp holds. Tt is obvious that ((1+17)X,, (1 + 8X)Y,) & Tp holds for
all k =1, N Hence, we have:
- _ pkregy — k7 (()) — k(xAk yAky
&= =B 121&}%[3 ©) I<hok © (X5, Y
This completes the second half of the proof. O

It is worth noting that Egs. (3.12) and (3.13) are equivalent when K =
1. Accordingly, RTS is defined based on the value of &€ and &~ on the
DMU, (X, Yo):

Definition 3.1. (Yang, Rousseau, Yang & Liu 2014)DMU,(X,,Y,) exhibits

e Increasing RTS on the right-hand(or left-hand) side if €*(X,,Y,) > 0(or
e (X,,Y,) >0).

e Decreasing RTS on the right-hand(or left-hand) side if €"(X,,Y,) <
0(or e (X,,Y,) <0).

e Constant RTS on the right-hand(or left-hand) side if €*(X,,Y,) = 0(or
e (X,,Y,) =0).
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To illustrate the SE and RTS defined in the multi-activity production
technology (3.9), we consider a technology Tp; with two activities defined as
follows:

Tpy = {(xl,xz,xs,yl,yQ,yS) | 3y1 +0.8y5 — 2 [x! (0.5x5)]0’5 <0,

22 +0.2y5 - [x? (0.5x%)]"” < 0}
Obviously, we have x51 = 0.5x5, x52 = 0.5x5, y5! = 0.8y5 and y3? =
0.2yS. We consider an efficient DMU;(2, 2,4, 0.8, 0.8, 2), DMUs(1, 3, 4, (2\/5—
0.8)/3, (V6 — 0.2)/2,2) and DMUs(3, 1, 4, 2v6/3 — 0.8, V2/2 — 0.3, 3) in tech-
nology Tp1. Then we can straightforwardly calculate e! and &2 using (3.11).

Consequently, based on Theorem 1 and Definition 3.1, we can straightfor-
wardly obtain SE and determine RTS as shown in Table 3.1.

Table 3.1: SE and RTS results of the example

DMU &' & & &  R-RTS L-RTS

DMU; 1.00 1.00 1.00 1.00 C C
DMUy; 097 0.58 0.58 097 D D
DMUs 0.58 1.25 058 125 D I

L-RTS and R-RTS mean the left-hand RTS and right-hand RTS, respectively. “I”,
“D” and “C” refer to increasing, decreasing and constant RTS, respectively.

3.2.3 SE estimation and decomposition under the DEA
framework

In the case that a transformation function of each production activity is un-
known, we consider the technology Tp under the DEA framework. Following
the “minimum extrapolation” postulate of DEA developed by Banker et al.
(1984), we assume that Tp satisfies several standard axioms as follows:

e A1l Strong disposability of inputs and outputs: If (X,Y) € Tp, we have
(X*,Y") €e Tp(VX* and Y* such that X* > X and 0 <Y* <Y).

e A2 Convexity: Technology Tp is a convex set.

e A3 Feasibility of all observed DMUs: For any j € N, (X;,Y;) € Tp.

By aggregating all shared inputs X5% and outputs Y% allocated into each
activity to one shared inputs X° and outputs Y5, respectively, the technology
Tp is expressed as the following form:
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;1:1 /l’]‘.xl{‘j < xf (Vk,i e 1Y),
fl At <x} e 1),
Tp ={(X,Y) e RO 37 Mj‘y,, > yy (Vk,r € 0F), (3.14)
Zk 1Zn 1/lk Sk > yr (re OS)
h /15. =1 (Vk),/l’]‘. > 0(Vj, k).

It is worth noting that the target point discussed above are on the efficient
frontier of technology sets(i.e., the DMU, satisfies f*(X2%,¥24%) = 0(Vk))
since the notion of SE is a local property. Generally, the SE of inefficient
DMUs are discussed at the projections with respect to the efficient frontier.
The key of this subsection is to study the models to estimate SE in multi-
activity production technologies. Although the value of SE might depend
on the efficiency measures, this subsection will carry out projection in one
way when estimating SE (regarding dealing with the problem of multiple
projections). Specifically, the following output-oriented and input-oriented
models are used to find projections for inefficient DMUs:

1
= max 8
Ef -0 6.1

/lk lk] < xk (Vk,ieIY),
Zk 121 12? 5" <xi (ield),
2 1/lky > Gym (Vk,r € 0F),
St 2o A5y3K 2 6y, (r € 09),
Zjadj=1 <Vk>,
/lf. > 0(V/J, k), 0 signfree.

(3.15)

EéD 1 = mineg
9,/1;%

T ASxl < oxf (Vi e 1F),

1 20 xSt < ox3 (i € 19),
Z” AkyE 2 ym (Vk,r € 0%), (3.16)
Zk L X A3 = y7, (r € 0%),

=1 (o).
A% 2 0(Vj, k), 6 signfree.

s.t.
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It is worth noting that different ways of projection can cause different SE
results, Fig. 3.2 can straightforwardly illustrate this problem given the basic
VRS technology with one input and one output.

YA

C BCC efficient frontier

0
Figure 3.2: Different projections of inefficient DMU.

In Fig. 3.2, for inefficient DMU D, different projections E and F are on the
different support hyperplane, thus different projections can cause different
SE. We will carry out projection in one way when estimating SE (regarding
dealing with the problem of multiple projections, see Fgrsund (1996) and
Sueyoshi & Sekitani (2007) in detail).

Remark 3.2. Due to the characteristic of the DEA frontier, inevitably there
are some points whose inputs(outputs) cannot be further reduced(increased).
These two types of special points, called smallest scale size(SSS) and largest
scale size(LSS) points, respectively, which are first introduced by Banker &
Thrall (1992). Specifically, the value of the left-hand SE is 400 for SSS points
(e.g., DMU A), and the value of the right-hand SE is 0 for LSS points (e.g.,
DMU C). The the same situation occurs in the results of SE since the classic
SE is one of the special SE. Yang & Liu (2017) defined directional SSS and
LSS in for the efficient points in the classic VRS technology.

Assume we use the output-oriented model (3.15) to project inefficient
DMUs. Let (0*,/1;?*)(Vk,j) represent the optimal value of model (3.15).
DMU, is defined as the output radial efficient DMU if and only if the
optimal solution of the acquired from model (3.15) satisfies the condition
0* = 1. If not, the inefficient DMUs can be projected onto the efficient
frontier by applying x* = 2o /lf*xfj(Vk,i € I¥), yk* = 2o /lj‘.*ylr‘j (Vk,r €
0%), xl.Sok* = Z;f:l /lj‘.*xfjk(Vk,i € I5) and ySk* = ?:1 /lj‘.*yfjl.‘(Vk,r e 09).
Note that the proportions of shared inputs and outputs change after projec-
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tion for inefficient DMUs!. Then the projection point for DMU,(X,,Y,) is
DMU} (X}, Y). Especially, even if DMU,(X,,Y,) is efficient, it is also repre-
sented by DMU} (X, Y;). Then, the output response function is defined as
follows:

B(t) =max {B | (1 +1)X;, (1 +B)Y;) € Tp, B € R} (3.17)

where B(0) = 0 is assumed to indicate that ¥, cannot be changed within 7p
on condition that X keeps unchanged.

In line with the specific expression of Tp as shown in (3.14), the function
(3.17) becomes a linear program as follows:

B(t) = max B

p.ak
S Al < (L4 0y (Vi € 19),
Sh S kSl < (Lo (e 19),

Ay = (14 B)yys (Vk,r € 0F), (3.18)
T 2 Sk 2 (1+B)yS (r € 09),
Ty A =1(Vk),

/l];. > 0(YJ, k), B signfree.

s.t.

To estimate the right-hand and left-hand SE (i.e., solve (3.7)) based on
the output response function (3.18), there are two typical ways: one is finite
difference method (FDM) proposed by Rosen et al. (1998) and applied into
estimating SE by Yang & Liu (2017), the other is the directional derivatives
of the optimal-value-function (DDO) method proposed by Shapiro (1979)
and applied into estimating SE by Podinovski et al. (2009). Because of the
necessity of pre-set parameters when using FDM to estimate, FDM might
even cause some infeasible results empirically (Ren et al. 2021). Below a
numerical case is carried out to illustrate the practical difference between
FDM and DDO. We first set both = and t* equal to 1E7% and 1E™ for
FDM. Based on the dataset of projections of 16 DMUs from Yang & Liu
(2017), we pick out three DMUs as the examples, as shown in Table 3.2. It
is obvious that different values of t~ and #* can result in SE. Besides, the
characteristics of RTS are impacted due to adjusting values of t~ and #*.
However, the method of DDO does not require any pre-set value for any
parameters, and the results obtained from DDO hold uniqueness. Table 3.2

Tt is obviously that DMUZ (X7, Y;) is output radial efficient. Podinovski et al. (2016) has
demonstrated that the output radial efficient DMUs are sufficient for estimating SE since
the output-oriented radial efficient DMU}, ensures the validity of the assumption £(0) =0
for the DMU.
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illustrates that the DDO method is more stable than FDM in calculating the
final results of SE.

Table 3.2: Results from the DDO method and FDM based on the projections
in Yang & Liu (2017).

_ DDO method FDM(¢+/* = 1E76) FDM(r~/* = 1E79)
Institutes
LSE RSE L/RRTS LSE RSE L/RRTS LSE RSE L/RRTS
DMU, 1.02 038 1/D 1.02 038 1/D 1.02 1.02 I/1
DMUg 1.05 0.88 1I/D 1.05 0.88 1I/D 0.88 0.88 D/D
DMU; 1.04 089 1/D 1.04 089 1/D 1.04 1.04 1/1

Note: LRTS and RRTS mean the left-hand RTS and right-hand RTS, respectively. “I”,
“D” and “C” refer to increasing RTS, decreasing RTS and constant RTS, respectively.

Therefore, we use the DDO method to estimate SE and propose the
following Theorem:

Theorem 2. Let (X},Y)) € Tp be defined by (3.14) and (X, Y>) be an output-

0’70

radial efficient point, then the right-hand and left-hand SE can be obtained
by solving the following problems:

et = min Z kk*+z flso*
Vk VS Mk MS uk
7Uret0 keH jegk ielS

k k,k
ZkeH ZZEIk Vi X ;+ 21615 V; X - ZkeH ZreOk uryrék
- ZreOS uryro + ZkEH u() = O’
. DkeH ZreOk u"y’r‘ii + ZrGOS Wy =1,
S' . k k

- Zielk v ZtEIS vl l] + ZreOk u yr;

k
+ D reoS usyfj * ”0 <0(Vj, k),
vk vS u u > 0 (Vk), ”0 signfree (Vk).

S_Zkgnfklxs kZ kk*+Z ’S;SO*
ViV MU e H erk ielS (3.20)
s.t. All constrains in model (3.19).

(3.19)

Proof of Theorem 2. Based on the concept of DDO, the Proposition formu-
lated by Podinovski et al. (2009) exhibits:

Proposition 3.1. Let n(b) be the function of b = (by; bs), which is defined
as the optimal value of the following linear program in terms of the vector x €
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R (assuming it has an optimal solution), where J is a subset of Z=1,...,n,
which 1s the set of integers:

n(b) = max {cTX | A1X < by, AoX = by, x; > 0, ) € J}, (3.21)
X1,eesXn

where ¢ = (c1y ... cn) T, X = (x1,...,x0)", A1 and Ay represent the matrices
with n columns.

Assume a mon-zero vector d is a feasible direction at b, which means
Eq. (3.21) has an optimal solution with vector b’ = b+ ¢d on its right-hand
side for all sufficiently small ¢ > 0. Under those conditions, the directional
derivative n’(b; d) of ¢ at b in the direction d exists and is represented as:

n' (b;d) = wmin {wTd | woptimal in the dual to model (3.21)} . (3.22)
Lyeens Wn
According to model (3.22), n'(b;d) refers to the relative variation of
b in the direction d. Note that model (3.18) is a special case of model
(3.21), based on the Eq. (3.7), * is regarded as the directional derivative
of n(b) with b = (X!*, ..., XK* x5 —yl* ... YK —¥5* 1) in the direction
d=(xl* .. ., xK x50,...,0,00):

g"=n'(b;d)
=/ (XL, xKe xS oyl K vSe 1), (3.23)

sLo o

(xt, ..., x%* x5*.0,...,0,0,0))

Considering the dual model of model (3.18) with 7 = 0, we have:

_ : k| kx S .S« k| kx S, S k
CURIET T I WD WD YO WD YIRS it

k.S
Vi Vi WU UG e | ek ielS keH reok re0s keH
k k= S,,8% _
ZkeH ZreOk Uy Yo T+ ZreOS UrYro = 1,
k ko S-Sk k ko
— 2ielk ViXij — iers ViXij + 2reok Upyyj

s.t. . .
+ D reoS ufyfj’.‘ - u’é < 0(Vj,k),
vE VS uk ud > 0(Vk), uf signfree (Vk).

(3.24)

Because DMU} (X}, Y;) is efficient, we have 8(0) = 0. That is, > rey et vl’.‘

k* S..S* k ko S,,5% k —
Xip T ZiEIS ViXi, = ZkeH Zr€0k UpYro = ZrEOS UrYro + ZkeH uy = 0. Let Q rep-

resent the set of all optimal solutions of model (3.24), based on model (3.24),
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Eq. (3.23) is expressed by the following program:

9pB(1)
Ot g
min ((vEvfuf,uf ) (x0 . XK XS 0,..,0,0,0))
(v v u U3 uk)CQ
N WOIDIE AP ILEH
(V ] 0) S S ek ielS
(3.25)

Consequently, the right-hand SE is estimated by solving the following
problem:

+ _ : k ke S S
& = k SmllcnS k Z l 10 + Z l 10
[ Bt Bt |

ViVl Mo to el jepk ielS
k k
2ikeH Qielk V, X e VXS = Yien Dok Uk YR (3.26)
s.t. - ZreOS uryro + ZkeH u() = 0’

All constrains in model (3.24).

Similarly, the left-hand SE is estimated by solving the following model:

£ = vk SmEles Z v’kx’k:-'- ;5' ’SO*
vkl (o ik Py (3.27)
s.t. All constrains in model (3.26).

The proof is completed. O

The definition of RTS is the same as the Definition 3.1.

Due to the fact that the scaling factor g in each activity k is the same as
shown in model (3.18), the overall SE cannot be decomposed directly.

For an efficient DMU, we assume that the following transformation func-
tion holds:

FOGY) = ) 3 wldia ) wddi= 3 3 iyl 3 uStyliey ub =0,

keH jerk ielS keH reOk re0s keH

(3.28)
where (O S T and u’é* are assumed as the unique optimal values
obtained by solving model (3.26) or (3.27).

We further assume that the overall system is additive, in which case the

transformation function of each activity is expressed as follows:

k Akx yvAkx\ _ kx  k* Sk .Sx* Sk
f (Xo ’Yo )_ Vi xio+Zvi Zu yro Zu Yro +u0 =0.

ielk ielS reok reos

kx Sx kx  Sx

(3.29)
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By applying the standard formula of SE (Hanoch 1970, Panzar & Willig
1977, Starrett 1977), the SE of the whole production system and each activity
are expressed as:

ke« k Sx .S
DikeH Qielk V; 'xig* + Diers Vi *xio*

Sken Sreok UEVES + Trcos uS'yS; (3.30)

:1—Zu§*,

keH

e(X;.Y,) =

k(yAks yAk X X
e (XO *’YO *) — l 11¢] (Vk)

k*.,k S Sk
ZreOk Uy yro + ZreOS Uy yis"
ko

Uy

(Vk).
k
ZreOk ulrc*ylrcg + ZreOS uf*yfo*

ke kox
jelk Vi X, t 2iersV

(3.31)
=1-

Let Y, cor uk*y%s + 3 cos ud*y3k* = RK(Vk) hold, the overall SE &(X?,Y;)
is the weighted sum of &k (XA%*, yA%*) that is:

8(X;,¥5) = ) REek (X, vk, (3.32)
keH

It is obvious that the weights allocated to k*" activity (i.e., R¥) is pos-
itively related to the projections of outputs and their shadow prices in this
activity. Specifically, R¥ is calculated as the weighted sum of its activity-
specific outputs (yX*) and the allocated share of shared outputs (y3*), using
the corresponding shadow prices as weights. Therefore, R* can be regarded
as the contribution of aggregated output that the k™ activity has produced in
total aggregated output produced by the system. In other words, for each ef-
ficient DMU, (X, Y, ), activities that contribute more to the total aggregated
output are assigned greater weights in the SE calculation.

Note that ey R¥ = 1 holds based on the first constrain in model (3.24).
Consequently, the overall SE £(X,Y;) is expressed as the weighted sum of
all SE ek (X2%*, YA%)(Vk) in each activity. The weights are allocated by the
model.

Considering the right-hand and left-hand SE, we propose a method of

decomposing SE in multi-activity technologies expressed as (3.14) as follows.

45



e For the right-hand SE of an efficient DMU, (X}, Y;), we have:

k*

k+ 0
et=1- (Vk),
ZreOk ”r yro + ZreO ”r y;g(]j*

er=1- > uf’ (3.33)

keH
k ko
= (D ufys Y uSyik,
keH reOk re0s
where u**, u3* and u * are optimal values obtained by model (3.26).

e For the left-hand SE, we have:

ks
Uy

eh=1-

Sk* (Vk)’

Direok ur yro 2ire0$ ur ro

e =1- > uf’ (3.34)

keH
k- fx K k
= YO ufy D uyi,
keH reQk reos
where uf*, uf* and uf* are optimal values obtained by model (3.27).

It is worth notlng that the values of ¥ and &'~ are undefined when
Sreok Uk ke 4 3 osuS*ySk* = 0 (i.e., R¥ = 0). Therefore, the allocated
weights of such activities are 0, and thereby the results of £" and &~ cannot
be influenced.

3.2.4 Case study
Data

In this subsection, we carry out an illustrative example of SE estimation
and decomposition of UK universities that are top 500 from the newest QS
World University Rankings. The data related to students, staff and finance
in 2022/2023 academic year is collected from Higher Education Statistics
Agency (HESA), which is a part of Joint Information Systems Committee
(JISC). The scholarly publication data in 2023 is collected form Web of Sci-
ence (WOS). All data used in this thesis is open and accessible online.

Due to missing data, 5 universities are not considered. Consequently, we
have 43 DMUs in total. Each university is viewed as a DMU that is consisted
of departments of natural science (NS) and social science (SS). Specifically,
the first activity (i.e., NS) includes bio-science, mathematics, physics and

46



so on, while the second activity (i.e., SS) includes humanities, law, business
and so on. Although this separation is not immaculate, it can recognize
the distinctiveness of teaching and research between the different disciplines.
As the discussion in Remark 3.1, here we assume the number of staff and
students are non-compensable across the two activities. Table 3.3 exhibits
the descriptive statistics of the data that we use in this case study.

Table 3.3: Descriptive statistics for the data of 43 UK universities

Measure Mean SD Min. Max.
Activity-specific inputs
Staff (NS) 2372.44 2050.52 225 8270
Staff (SS) 1005.47 579.20 285 2795
Shared inputs
Expenditure 223.41 160.33  38.7 701.27

Activity-specific outputs
Undergraduates (NS)  8056.05 3742.81 790 18330
Undergraduates (SS)  8182.44 6596.86 70 45560
Postgraduates (NS) 2798.26 2184.40 600 12680
Postgraduates (SS) 3245.81 1848.52 1120 9295

Shared outputs
Scholarly publications 3329.93 3089.48 472 13583

As shown in Table 3.3, the number of staff in the tow activities are re-
garded as activity-specific inputs (i.e., x! and x2). The total expenditure is
the shared input (i.e., x%) that is allocated into the tow activities with known
proportions, which is determined according to the HESA cost centres. Re-
garding outputs, the number of undergraduates and postgraduates are two
activity-specific outputs (i.e., y%, y%, y%and y%), and the number of scholarly
publications is the shared output (i.e., y3) with known proportions, which is
determined according to the WOS Citation Topics.

Results

As discussed previously, SE is only analyzed for efficient DMUs of the tech-
nology Tp. Here we use output-oriented model (i.e., model (3.15)) to project
all inefficient DMUs to the efficient frontier. The results of projections and
efficient scores are shown in Table B.2. Then we calculate the right-hand
and left-hand SE by using proposed models (3.26) and (3.27). Specifically,
the overall SE is decomposed into two activities by applying the proposed
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method shown in (3.33) and (3.34). From the results in Table 3.4, apart
form the projected DMUsg, DMUyg and DMUy3, the other DMUs need to
decrease or keep the scale. In addition, the results in Tables 3.5 and 3.6 show

that some DMUs can further increase the scale of SS activity even the overall
right-hand SE is less than 1 (e.g., DMUsz, DMUg and DMUjj).

Table 3.4: Right-hand and left-hand SE for 43 UK universities

DMU et &~ DMU et &~ DMU et &~
DMU; 0.56 0.97 DMU;j 0.62 0.84 DMU;s; 0.73 0.78
DMUy 0.57 0.82 DMU;7 0.69 0.84 DMUsgy 0.35 0.37
DMUs 0.65 0.98 DMU;g 0.50 0.50 DMUs3 0.72 0.74
DMU; 0.00 0.98 DMUy9 0.73 0.78 DMU;s4 0.00 2.70
DMUs; 0.00 0.79 DMUy 0.28 0.81 DMU;s; 0.68 1.25
DMUg 0.00 0.69 DMUsy; 0.55 0.57 DMU;3g 1.53 +o0
DMU; 0.46 0.61 DMUsy 0.80 0.83 DMU;s; 0.50 0.63
DMUg 0.80 1.10 DMUss 0.70 0.79 DMUsg 0.60 0.72
DMUg 0.58 0.65 DMUsyy 048 0.51 DMUsg 0.55 0.68
DMU;y 0.51 0.60 DMUs; 048 1296 DMUyy 1.32 1.53
DMU;; 0.39 0.85 DMUgs 0.30 0.65 DMUyg 0.72 1.01
DMU12 0.74 0.88 DMU27 0.73 1.09 DMU42 0.82 +o0
DMU;3 0.72 0.73 DMUsg 0.70 0.94 DMUy3 1.39 1.40
DMUy4 0.74 0.78 DMUyg 047 0.85
DMU;5 0.71 1.11 DMUs, 0.72 0.76
Table 3.5: Right-hand SE decomposition
DMU e g2t DMU gt g%t DMU elt e
DMU; 0.55 0.87 DMU; 0.60 0.80 DMUs; 0.68 1.15
DMUs;  0.65 0.00 DMU;7; 0.66 0.98 DMUso 0.35 undef.
DMUs 0.63 1.08 DMU;g 0.50 undef. DMUs3 0.68 1.15
DMU,;  0.00 undef. DMUjg9 0.65 1.09 DMU34 wundef. 0.00
DMUs  undef. 0.00 DMUsyy 0.28 undef. DMUs3; 0.69 0.68
DMUg  0.00 undef. DMUs; 0.55 0.94 DMUss 1.54 1.50
DMU~, 0.46 undef. DMUsyy 0.77 1.03 DMUgs7 0.50 undef.
DMUg 0.88 0.78 DMUsy3 0.62 1.07 DMUsg undef. 0.60
DMUg  0.57 1.05 DMUys 0.48 undef. DMUszg 0.55 undef.
DMU;9 0.50 1.05 DMUs; 0.48 0.63 DMUyy 1.32 undef.
DMU;; undef. 0.39 DMUsgs 0.30 undef. DMUyg  0.65 0.85
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DMU  gl* g%t DMU gt & DMU  gl* g%t
DMUjs wundef. 0.74 DMUs7; 0.69 1.21 DMU,s wundef. 0.82
DMU3 0.71 0.75 DMUss 0.64 0.99 DMUy,s 1.44 0.99
DMU4 0.69 1.03 DMUyg 0.45 0.81
DMU;5 0.64 1.62 DMU;3, 0.70 1.00

Note: “undef.” is an abbreviation for “undefined”, and the same notation applies

hereafter.

Table 3.6: Left-hand SE decomposition

DMU &= &* DMU &= &~ DMU && &
DMU; 095 1.34 DMUjg wundef. 0.84 DMU;3; 0.72 1.33
DMUy 0.90 0.15 DMU; 7 wundef. 0.84 DMU3y 0.37 undef.
DMU3 0.97 1.08 DMU;g 0.50 undef. DMUsz3 0.69 1.26
DMUs 098 1.01 DMU9 0.71 1.09 DMU34 wundef. 2.70
DMUs; 0.77 0.86 DMUy 0.77 1.32 DMU;35 1.30 1.02
DMU6 0.69 undef. DMU21 0.55 1.09 DMU36 inf. inf.
DMU7 0.61 undef. DMUgy 0.79 1.09 DMU;s; 0.63 undef.
DMUg 1.62 0.81 DMUsg; 0.72 1.11 DMUsg wundef. 0.72
DMUg 0.62 1.05 DMU24 0.51 undef. DMU39 0.68 undef.
DMU;g 0.56 1.05 DMUsys; wundef. 12.96 DMUyy 1.53 undef.
DMU11 0.90 0.78 DMU26 0.65 undef. DMU41 1.00 1.05
DMU;2 0.86 0.93 DMUy; 1.02 1.70 DMUyo inf. inf.
DMU;3 0.72 0.79 DMUsyg 0.87 1.10 DMUy3 1.43 1.18
DMU14 0.72 1.13 DMU29 undef. 0.85
DMU;5 1.02 1.62 DMU;3q 0.73 1.05

Note: “inf.” is an abbreviation for “infeasible”, and the same notation applies here-

after.

Based on the results in Table 3.4, it is worth noting that the right-hand
SE (i.e., &%) and left-hand SE (i.e., €7) differ substantially for some DMUs,
such as DMUs5 and DMUss, while for some DMUs, the two values are close,
even equal (e.g., DMUjg). This observation raises the question of why such
discrepancies occur and, more importantly, how these right- and left-hand SE
should be appropriately interpreted and applied in practice. Specifically, due
to the piecewise linear property of DEA frontiers, the DMU can be regarded
as operating in a relatively stable region of the frontier, such as the point E or
F as shown in Fig. 3.2. When the right- and left-hand SE differ, the DMU
is located at a corner point of the frontier, such as the point B as shown
in Fig. 3.2. As we discussed in Section 3.2.1, the right-hand SE reflects
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the proportional change of outputs when the inputs are slightly increased
in proportion, while the left-hand SE counterpart measures the proportional
change of outputs when the inputs are slightly reduced in proportion.

From a practical perspective, to achieve the goal of optimising resource
allocation, decision makers should rely on the state of right-hand RTS and
left-hand RTS according to Definition 3.1. That is, if increasing (or decreas-
ing) RTS prevails on both sides, decision makers are advised to enlarge (or
reduce) the scale, and thereby focus on the right-hand (or left-hand) SE.
Otherwise, when &* < 1 and &~ > 1 (note that & (X}, Y}) > &* (X}, Y7) al-
ways holds, see Podinovski & Fgrsund (2022)), decision makers are advised to
maintain the scale. However, in the real world, due to some external factors,
such as policy requirements or market competition, decision makers have to
adjust the scale of the DMU regardless of the impact of productivity. In this
case, the right- and left-hand SE provide decision makers with information
about the potential impacts that adjusting the scale might bring. For exam-
ple, for DMUss, the negative impact on productivity caused by reducing its
scale is significantly greater than that resulting from expanding its scale.

In summary, when both sides indicate increasing (or decreasing) RT'S,
it is advisable to expand (or reduce) the scale. When the case of ¢ < 1
and €~ > 1 arises, the current scale should be maintained.If external factors
necessitate scale adjustments, the right- and left-hand SE can help decision
makers understand how expansion or reduction will affect productivity and
prepare a plan to mitigate any possible negative impact.

3.3 Estimating SE in multi-stage technolo-
gies
3.3.1 Preliminaries

Consider that the general production technology T has L-stage series struc-
tures, we reformulate a L-stage multi-stage technology Ts C RT“Lh(UJr"'“Lh(L_D*S
in which the set of initial inputs, intermediate products and final outputs
are denoted by I ¢ R}, Z C Rﬁ‘_”)(l =1,...,L—-1) and O c R7, re-
spectively. For all DMUs that can be observed in Ty, we denote n as the

number of all DMU;(X;, Z\Y,.... 2V ¥)(j e N = {L.....n}(n 2 1)),
! ! !
where X; = (X1j,...,Xmj) ", Zj(.) = (Zgj?’-"’ZE,()l)j)T(l =1,...,L—-1) and

Y; = (ylj,...,ysj)"', and assume XJ-,Z](.I),YJ- # 0(Vl,j). Let technology Tg
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include all possible DMU (X}, Zl(.l), e, ZJ(.L_D, Y;):

TS = {(X, Z(1)7 “ ey Z(L_1)7 Y) € RT+h(1)+.“+h(Lil)+s | X can prOduce Z(l)’

Z=1 can produce Y} .

(3.35)

The relationship among each stage [ € G = 1,...,L(L > 2) is shown in

Fig. 3.3. Specifically, the initial inputs X are consumed to produce the inter-

mediate products Z(! in the stage 1. Then, all intermediate products Z

are used to produce the intermediate products Z® in stage 2. The process

is ended until the final outputs Y are produced by consuming all the inter-

mediate products Z(E™D in the stage L. We assume that the intermediate

products produced in stage [ must be consumed completely in stage [ +1, as
shown in Fig. 3.3.

2 Z(fu Z(fl—l) o) (z-1)

e 2y Yr
|:>[D > A >| 10 > S ﬁ
iel fech fectn fec® fect re0

Figure 3.3: Multi-stage production system.

3.3.2 SE estimation under known transformation func-
tions

We assume that the whole two-stage production system is defined by the
following transformation function group:

£ (X, Z<1>) =0,

£ (Zu—l), Z(l)) =0, (3.36)

FO ('z.@—l), v)=o.

Similar to Assumption 3.1, we assume continuous differentiability, strictly
decreasing in all inputs and strictly increasing in all outputs for each trans-
formation function.

Assumption 3.2. All transformation functions in (3.36) satisfy:
8 £ (zU-D, z0)

(-1)
(9zf

<0 (VL f e cl=Dy,
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af(zU=1, zW)
8z(l)

>0 (VI, f e Cc¥),

where ZO is regarded as an initial input of X when | =1, Z\Y) is regarded
as the final output of Y when Il = L

Then the technology Ty is defined as follows:
£ (x,20) <o,

Ts={(X,..., Z(l), LY e R¥|+"'+|Z(l)|+--~|0| f(l) (Z(l_l), Z(l)) <0,

.« ey

f(L>( Z(L-1) y) <0.

(3.37)
For a DMU,(X,,..., Z(()l), ...,Y,) that satisfies (3.36), ¢V (¢/"Y) repre-
sents the response factor of each intermediate product. By introducing the

scaling factor ¢ to initial inputs, we assume the following equations are sat-
isfied:

F (tX, SDZ(D) =0,

£ (¢(1—1> PAG 0 ZU)) =0, (3.38)

£ (¢(L—1) A BY) ~0

Especially, (9 and ¢&) are regarded as the scaling factor of initial inputs
and final outputs, i.e., ¥ =1 and ¢ = g.

Therefore, for any stage [(l € G), the SE of sub-system is expressed as:
afm ofr) (1
ZIEI j W

(51) _ 690(”(0
& = xlO/ZfGC(l) o (1) Zf(,’

o

) = de) (p-1)
= T et D

_ af" (l 1 O
(p(l’l)z(] - _Zfec(l—l) 92 (l 1) fo /Zfec(l) 9z (1) Zfo’

L) = 9D (D)

L) (-1 ofL)
Zfec(L 1 6{L 1)2;0 )/ZrGO f By, Yro-

dptt= -1
3.39
o (z1-1) Z()y B fU+1) (Z(D) Z(1+1)) -] - ( )
Note that PRI = V1, f € CUD) is satisfied
Zz Zf

since we assume all intermediate products are consumed completely. There-
fore, the overall SE &V of the whole series production system is the product
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of SE in each sub-systems:

N2 9BOL sy

| coxeWsw gD (3.40)

3.3.3 SE estimation and decomposition under the DEA
framework

To simplify the situation in DEA, we consider a two-stage series production
system as shown in Fig. 3.4.

Ty zf Yr
e 1 fecC

i€ re

Figure 3.4: Two-stage production system.

This subsection proposes a general approach to discomposing SE for a
two-stage production system as shown in Fig. 3.4. We assume that Ty
satisfies several standard axioms as follows:

e A1 Strong disposability of inputs and outputs: If (X,Z,Y) € Ts, we
have (X*,Z,Y*) € Ts(VX* and Y* such that X* > X and 0 < Y* <Y).

e A2 Convexity: Technology Ts is a convex set.
e A3 Feasibility of all observed DMUs: For any j € N, (X;,Z;,Y;) € Ts.

Assume all intermediate products Z are completely used, the technology
Ts is expressed as the following form:

1 . 1
Z?:l /15. )x,-j < x;(Vi), Z?‘:l /15. )ij > z7(Vf),
2 2
Ts = (X, 2,v) e RIMCHON 3 APz < 20 (vVf), X1y APy 2 v, (V).
(1 _ (2) _ (1 ,(® .
AV =13 2P =104 > ov)).

(3.41)
To determine the efficient DMUs and projections for inefficient DMUs, the
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two-stage DEA model are constructed in output-oriented manner as follows:

1
= max 6
S-0 1) ,(2)
Ey 0.4 22

n A < xip (Vi) By A2 2 2 (V).
2 2
APz <2 (V) 2 Ay 2 0y, (V).
noa) g oy @) _
A =1Ly A =1,
/15.1), /15.2) > 0(V)),0,zy signfree (Vf).

(3.42)
s.t.

Let (6%, /l(.l)*, /15.2)*, 7%)(Yj, f) represent the optimal value of model (3.42).
DMU, is defined as efficient DMU if and only if the optimal solution of
the acquired from model (3.42) satisfy 63,_, = 1 and slacks for all inputs
and outputs is equal to zero. If not, the inefficient DMUs can be pro-
jected onto the efficient frontier by applying x: = 2?21 ﬂ;l)*x,-j, Zj‘o = Z}
and yr, = 2?21 /l(.g)*yrj. Then the projection point for DMU,(X,, Z,,Y,) is
DMU (X}, Z} Y*S. Especially, if DMU,(X,, Z,,Y,) is efficient, then it is also

0’70

represented by DMU7 (X, Z,Y,). In addition, the input-oriented model is:

0’70

Ef'= min 6
1) 4(2)
0.4;7.45 25

Sy A < 0o (i), 2y AW 2p 2 2 (V).
2 2
A2y < 2 (L EN A vy 2 v (), (B43)
n 1 _ n (2) _
AV =13n a?=,
/15.1),/152) > 0(Vj), 6,z signfree (Vf).

S.t. Ao

To illustrate the different ways of projecting in a basic two-stage produc-
tion, an example data set form Sahoo et al. (2014) and its projections in
different ways are given in Table 3.7.
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Table 3.7: Original data and projections of example data

Original data Input-oriented Output-oriented
DMU'x 'z v X 27z Y X 7z Y

A 1.5 1 1 1.5 1 1 1.5 1 1

B 4 6 4 217 28 4 4 6 6.67
C 6 7T 7 6 7T 7 6 7 7

D 2 25 3 1.9 22 3 2 25 35
B 5 4 6 28 4 6 5 6.5 6.83
F 4 35 2 1.7 16 2 4 6 6.67
G 9.5 5 5 251 34 5 5.5 6.75 6.92
H 45 6 6 286 4 6 45 6.25 6.75
I 7 65 65 371 55 65 6 7 7

Note that the intermediate products can increase or decrease after con-
ducting projection. In specific, based on the basic two-stage structure as
describing in model (3.43) and (3.42), different ways of projecting point G
are illustrated as Fig. 3.5.

Figure 3.5: Different projections of point G.

Obviously, when the output-oriented projection is conducted, the output
and intermediate of G are larger than the inefficient DMU G, while the
input remains constant. When the input-oriented projection is conducted,
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the input and intermediate of G!" are smaller than the inefficient DMU G,
while the output remains constant.

Then, for all efficient DMU}, the response function of final outputs is
defined as follows:

Ble(t) =max {8 | (L+0X, (L+¢)Z,, (1+p)Y;) € Ts,p, B € R}, (3.44)

where we assume 8 = ¢ = 0 when ¢ = 0 to indicate that Y, and Z cannot be
changed within Ts on condition that X keeps unchanged.

Different form the single stage production, the changes in inputs cannot
influence outputs directly in a two-stage production process. Therefore, the
changes in intermediate products are essential to be considered for calculating
SE of overall system and sub-stages. Assume the derivatives of B(¢(t)) exist
when ¢t = 0, for the overall system, the first stage and the second stage, the
right-hand and left-hand SE are defined as follows:

g 0
S(S)+(XO Z:YH = _B , 8(5)—(X0 ZYy = _ﬁ ,

51‘ =0+ 6t =0"
S(Sl)+(X0, 0’ 0) — E . , S(Sl) (XO, I 0) = E o , (345)
8(S2)+(X05 Zo’ Y()) = 5 s S(SQ) (XO’ 0’ 0) = 5

0| g 0] 4=0-
Thus, for the composite function S(¢(#)) as shown in Eq. (3.44), g+

and ¢V~

are the right and left derivatives of the inside function ¢(f) at

t = 0, respectively, while €52* and €52~ are the right and left derivatives
of the outside function B(¢) at r = 0, respectively. Due to the assumption of
¢(0) = 0, the right and left derivatives of the composite function B(¢(t)) at
t=0 (ie., e®* and 97, respectively), are the product of £V* and £(52)+,

eV~ and 52~ respectively:
eWN(X5.25.Y;) =V, 25, Y0) x9N, 25, Y,),
(S)—( vy (S1)—/ y= (82)- (346)
eV (X, 2,.Y,) =e77(X,,2,.Y5) x 777 (X,, Z,.Yy).
To estimate SE for efficient DMU} (X}, Z;,Y;) € Ts in the overall system,

the first stage and the second stage, B(f), ¢(¢) and B(¢) are expressed as
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following linear programs, respectively:
t) =
B(1) Mgl;%i 32)B
1) . .
Sy AWx < (140, (V)
1 k 3k
4 2 (L 9z, (Y1),
2 k k
S APz < (L+ )2, (Y1), (3-47)
2 * *
S APy = (14 B)y, (Vr),
(1 _ (2) _
Yiad, =LY 47 =1,

A AP > 0(V)), ¢, B signfree.

s.t. 1

p(t)= max ¢
¢.BA A (3.48)
s.t. all constrains in model (3.47).

B(p) = max B

A A1)
s.t. all constraints in model (3.47), where ¢ is converted into a scalar,

t is converted into an unknown variable satisfying ¢ > 0.
(3.49)
Then, we use the DDO method to estimate SE for each sub-stage and the
overall system. The following Theorem is proposed:
Theorem 3. Let (X, Z:, YY) € Ts be defined by (3.41) and (X}, Z},Y)) be an
efficient point, then the right-hand SE in the overall system, the first stage
and the second stage are estimated by the following problems, respectively:

m
e® = min E Vix},
) @)
f

Vi,Tf 5 SUp,U10,U20 i=1
* h (1)« h (2) _x
i Vi, — Zf:l Tr Zpp Zf=1 Tr 240
— Do UrYyo +u10 +uz0 =0,
* h (1) _« .
i1 ViXi; = Dpoq Tp 2y o 2 0(V)), (3.50)
2) _x * .
ER A 2?21 Tj(r )ij - f:l ury,-j +u 20 (V.])’
h (1) _« h (2)_« _
Lj=1Tp o = 2p=1 Ty Zpo =05
Zizl u”y:o =1,

(1) 7}2) > 0 (Vi,r, f),u10, ug0 signfree,

Vi, Ur, Tf s
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m

gD+ = min Vix;,
1
Vi, T f( )s f( )’ur Uu10,420 i=1

The first 1+ 2 *n constrains in model (3.50),

h (1)* (2) _x —
2i=1Tf Zfo Zflfzfo 1,

Zf‘:l uryr() = 0’
v, vV 7 ? > 0vi,r, f),u gnf
1> 'rs f ’ f = s B 107”20 SZgn 7’66,

(3.51)

s.t.

(52)+ _ . z: (1) = }: (2) =

& = min Zs, + 4
A\ T(l) T(2) Uy, U u fo f fo
BT 5Te HUPUL0,U20 f=1

The first 1+2%n constmzns in model (3.50),
—- Y vixl =0,
2521 u"yro =1,

Vis Up, T }1), ;2) > 0(Vi,r, f),u10, u20 signfree.

(3.52)

s.1.

The left-hand SE in the overall system, the first stage and the second stage
are estimated by the following models, respectively:

m
S = max Z Vix;

(1) e (3.53)

VisTp ST, s U10,420 =1

s.t. all constrains in model (3.50),

m
(SH)- — Ay F
& B (1) Tgl)ax Z Vitio (354)

Vi, Tf SUr,U10,U20 j=1

s.t. all constrains in model (3.51),

(82)- _ § (1)« E (2) =
Vi T(l) 7(2) Uy,U u fo f fo
iTp 5Te Hlrs 10,420 f 1

(3.55)
s.t. all constrains in model (3.52).

The proof of Theorem 3 is similar with the proof of Theorem 2.
Accordingly, RTS of the overall system and each sub-system is defined as

follows:

Definition 3.2. In the overall production system, DMU,(X},Z},Y) exhibits

e Increasing RTS on the right-hand(or left-hand) side if 5% > 0 (or
($)-
e >0).
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e Decreasing RTS on the right-hand(or left-hand) side if €% < 0 (or
eS8~ <0).

e Constant RTS on the right-hand(or left-hand) side if &5*
- —
e =0).

In the first stage production system, DMU,(X},Z,,Y;) exhibits

e Increasing RTS on the right-hand(or left-hand) side if €SV > 0 (or
eS8V 0).

e Decreasing RTS on the right-hand(or left-hand) side if e SV* < 0 (or
eSV=<0).

e Constant RTS on the right-hand(or left-hand) side if eSV* = 0 (or
eBh- = 0).

In the second stage production system, DMU,(X,,Z;,Y,) exhibits

0’70
e Increasing RTS on the right-hand(or left-hand) side if £52% > 0 (or
52 >0).

e Decreasing RTS on the right-hand(or left-hand) side if €52* < 0 (or
e85~ <0).

e Constant RTS on the right-hand(or left-hand) side if €52* = 0 (or
g2 =0).

To illustrate e+ = gD+ 4 82+ and &8~ = D= & (82~ here we

use the input-oriented projections as shown in Table 3.7, the right-hand and

left-hand SE for overall system and each sub-stage are calculated based on
Theorem 3, as shown in Table 3.8.

0 (or

Table 3.8: Right-hand and left-hand SE for the overall system, sub-the first
stage and sub-the second stage

DMU &+ gD+ 82+ (- oS- (52)-
A 7.5 4.5 1.67 400 400 +00
B 1.58 1.36 1.17 2 1.71 1.17
C 0 0 inf. 0.19 0.56 0.33
D 233 191 1.22 3.17  2.59 1.22
E 0.28 1.25 0.22 1.39 1.25 1.11
F 4.25 3.19 1.33 4.25 3.19 1.33
G 1.47 1.29 1.13 1.47 1.29 1.13
H 0.28 1.25 0.22 1.39 1.25 1.11
I 0.13 0.44 0.28 0.33 1.18 0.28
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The results exhibited in Table 3.8 illustrate the relationship among sub-
stages and the overall system (i.c., e+ = gD+ 5 gD+ and £~ = 5D~ 4
£15?7). Note that DMU C and DMU A are two special points in Fig. 3.5 in
which DMU C cannot further increase intermediate products, and DMU A
cannot further decrease intermediate products (regarding the discussion of
these special points, see Remark 3.2). Consequently, based on the Difination
3.2, RTS of each DMU can be determined in Table 3.9.

Table 3.9: RTS for the overall system, the first stage and the second stage

DMU RTSN RTS1 RTS2

A I | I
B I I I
C D D U
D I | |
E C I C
F I | I
G I I I
H C I C
I D C D

Note: “I”, “D”, “C” and “U” refer to increasing RTS, decreasing RTS, constant RTS
and undefined, respectively.

According to Table 3.9, RTS situations in the overall system and each
sub-stage are inconsistent for DMU E, H and I. Therefore, the recommen-
dations related to adjusting the scale of the input can be specific to each
sub-stage. Comparing with the decomposition method proposed by Sahoo
et al. (2014), there are two merits of the method we have developed. First,
the developed method can identify the points that the intermediate products
cannot further increase. Take the efficient point C in Fig. 3.5 as an exam-
ple, it is obvious that its intermediate products is the largest of all projected
DMUs. This means that any changes in its inputs cannot increase the in-
termediate products, that is, the point whose intermediate product is larger
than point C’s is undefined in the production technology. Therefore, &5+
of point C is infeasible as shown in Table 3.8 while it is evaluated as 0 by
using Sahoo’s method. Second, Sahoo’s method relies on the optimal solu-
tion of a constructed linear programming, in which alternate optima exists.
Therefore, the results of decomposing SE might be non-unique. However, the
developed methods in this section estimate SE in overall stage and sub-stages
by using three different linear programs, thereby the results are unique.
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3.3.4 Case study
Data

In this subsection, we conduct an illustrative example of SE estimation and
decomposition of Chinese listed cement companies. All of the data are col-
lected from open report (i.e., annual financial report and ESG report) in
2023. Total 15 companies are considered as DMUs in this case study. Each
company are viewed as a two-stage production including manufacturing and
marketing, the intermediate products are the products that are traded in a
market. Specifically, in the first stage, the companies use energy and human
resources to produce cements (or clinkers) and aggregates, which are the two
main raw materials for making commercial concretes. In the second stage,
the two products are sold and produce profits and taxes, which represent the
impact on the shareholders and society, respectively. The original data is
exhibited in Table A.1, and Table 3.10 presents the descriptive statistics for
the 15 cement companies.

Table 3.10: Descriptive statistics for the data of 15 Chinese cement companies

Measure Observations Mean SD Min. Max.
Initial inputs

Employees 15 17543 19079 1241 61662

Energy 15 7.38 9.08 0.20 32.49

Intermediate products

Clinker & Cement 15 66.95 80.52 3.92 272.26

Aggregate 15 44.28 61.59 0.00 188.14
Final outputs

Profit 15 1001.87 2715.43 -1498.37 10430.14

Tax 15 482.40 643.82  6.80 2297.51

Results

We use the output-oriented model (i.e., model (3.42)) to project all inefficient
DMUs to the efficient frontier of production technology Ts. The results of
projections and efficient scores are shown in the Table B.1. Then we calculate
the right-hand and left-hand SE for overall stage and each sub-stage based
on Theorem 3, as shown in Table 3.11.
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Table 3.11: SE results and decomposition of cement companies

DMU &+ gD+ o(52+ o(9)-  (SD)-  (52)-

DMU; 0.00 0.00 inf. 097 1.00 0.97
DMUs  0.00 0.00 inf. 097 1.00 0.97
DMUs 0.63 097 065 077 0.99 0.78
DMUs  0.00 0.00 inf. 083 1.06 0.78
DMUs 050 089 056 086 091  0.94
DMUg 058 098 059 093 098  0.95
DMU; 043 092 046 046 095 0.49
DMUg 0.06 0.67 0.08 0.57 0.87 0.65
DMUy 0.00 0.61 0.00 1.04 1.98 0.53
DMU;p 0.27 097 028 1.00 097 1.04
DMU;; 024 082 029 07 1.75 0.43
DMU;2 0.20 1.08 0.18 0.21 1.13 0.19
DMU;3 0.19 081 023 025 1.10 0.23
DMU;4 0.05 0.64 0.08 +00 +00 +00
DMU;5 056 096 058 0.72 099  0.73

From the SE results shown in Table 3.11, we find that all of the cement
companies selected in this case study cannot further increase the scale by
proportionally increasing inputs since the right-hand overall SE of all DMUs
are less than 1, which means decreasing RTS prevails on the right-hand side
for all DMUs in the overall stage. In particular, all DMUs are advised to
decrease their overall scale, except for DMU9, DMU10, and DMU14, which
are recommended to maintain their current scale since €)= > 1 for these
DMUs.

Furthermore, apart from DMU;, DMUy and DMU,, which cannot further
increase intermediate products proportionally, the right-hand SE of other
DMUs in stage 1 is always larger than the right-hand SE in stage 2. Given
that the SE of the overall stage is the product of SE of each sub-stage, de-
creasing RT'S of the overall stage on the right-hand side results from the sec-
ond stage (i.e., marketing stage). In other words, if these cement companies
choose to expand their scale, under the existing production and marketing
technologies, the decline in productivity at the marketing stage would exceed
that at the production stage. Therefore, to achieve an increase in produc-
tion scale with less productivity loss, cement companies must first implement
reforms in the marketing stage.
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3.4 Chapter summary

For the production technologies with two basic network structures (i.e., par-
allel and series structures), this chapter developed DEA-based methods to
estimate and decompose the SE of the whole technology into each sub-
technology. In terms of production technologies with general parallel struc-
tures, this chapter developed the models to estimate the overall SE and
proposed a decomposition method. The overall SE is demonstrated to be a
weighted sum of SE in each sub-activity, in which the weight allocated to
each activity is automatically generated by the model. For two-stage pro-
duction technologies, this chapter proposed a method of decomposing overall
SE into each stage, in which the decomposition results obtained by the pro-
posed method are unique. In addition, two case studies were carried out to
illustrate the proposed method.
The contributions of this chapter are summarized below:

e This chapter developed the method of SE estimation in multi-activity
technologies with known proportions of shared indicators and proposing
a method of decomposing the SE of the whole production system under
the DEA framework.

e This chapter developed the method of SE estimation in multi-stage
technologies and proposing a novel method of decomposing SE into
different stages under the DEA framework.
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Chapter 4

Development of Directional SE
for Network DEA

4.1 Introduction

Considering estimating SE along any directions, DSE was introduced in
transformation functions (Balk et al. 2015) and VRS technologies (Yang,
Liu, Shen & Li 2014). Generally, to be consistent with classical SE, the sum
of directions of changing in inputs and outputs are equal to the number of di-
mensions, respectively. In particular, the directional vector or inputs means
the various options of investing or allocating resources (e.g., see Yang & Liu
(2017)), and the directional vector of outputs means various management
preferences, which reflect the expected proportions of changes in outputs
(e.g., see Ren et al. (2021)). However, the existing research related to DSE
definition and estimation was limited to joint production technologies. This
chapter develops the notion of DSE into multi-activity and multi-stage pro-
duction technologies, respectively.

Based on the notion of DSE, the direction vector of inputs can usually be
set by DMs, which means that setting the vector of inputs is an essential part
of development since different direction settings can cause different results of
SE and RTS. Undoubtedly, managers prefer to adjust the scale in a direction
that leads to IRS or maximizes SE. Thus, finding the optimal input direction
for DMUs can provide important suggestions for DMs. Besides, there is a
particular case for the possible results: the value of SE (here, we take the
right-hand SE as an example) in all input directions is less than the one
for a DMU. That is, there is no direction worth following, or this DMU has
no alternative but to reduce or maintain the same scale. In this chapter,
the case where the elasticity of scale in the optimal input direction is less
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than one will be first defined as the absolute decreasing RTS. Conversely,
the least worthwhile direction to follow for a DMU can also be obtained by
adjusting the optimal direction. If the value of SE is less than one, what
is certain is that at least one direction is unworthy to follow. Therefore,
the case where the elasticity of scale in the least worthwhile input direction
is less than one will be first defined as the relative decreasing RTS. This
chapter will propose precise directions for relative and absolute decreasing
RTS through specific DEA models. The definitions can provide the optimal
direction of scale change for DMs and evaluate the corporate capabilities
of effectively expanding scale to satisfy sustainability. Based on pre-setting
specific directions for changes in all inputs, the value of directional SE can be
obtained to represent the scale properties in this direction. However, there
are innumerable direction portfolios that DMs can discretionarily adjust.
Thus, analyzing the characteristics of SE in all possible input directions can
not only provide managers with the optimal path of scale change but also
indicate whether it is a suitable occasion for initiating and implementing
reforms.

The remainder of this chapter is divided into the following sections: Sec-
tion 4.2 develops the notion of DSE into multi-activity and multi-stage pro-
duction technologies, respectively. Section 4.3 proposes models to explore
optimal directions for increasing the scale of projected DMUs. Section 4.4
carries out two case studies based on the data set in Chapter 3. Section 4.5
is the chapter summary.

4.2 Development of DSE in network produc-
tion technologies

4.2.1 DSE in parallel production systems

For general multi-activity technologies T, defined by (3.14), we consider that
all inputs are changed by a factor ¢ along the direction vector w(w > 0). We
define the corresponding change B(¢) of all outputs along the direction vector

(6 > 0):
B(t) =max{B| ((e+wt) ©X,,(e+dB)OY,) €Tp,B € R}. (4.1)

We assume B(¢) defined by (4.1) is right and left differentiable, and B(0) =
0 is satisfied. Then we can calculate DSE by the right and left derivative of
B(0) =0 evaluated at ¢ = 0:

0O - (x, v, = 2D

"(X,,Y,) = .
& XoTo) = =5, p=* At |-

(4.2)

65



Let £7(X,,Y,) and £ (X,,Y,) denote the right-hand and left-hand DSE, re-
spectively. Specifically, e*(X,,Y,) and €7 (X,,Y,) represent the largest change
of all outputs Y, in the technology Tp along the directional vector ¢ if all in-
puts X, in the technology Tp are marginally increased by a small factor ¢ along
the directional vector w. For example, if e*(X,,Y,) =2, a 1% increase in all
inputs along a specific direction vector w leads to a maximum 2% increase
in all outputs along a specific direction vector 4. Similarly, if £7(X,,Y,) = 2,
a 1% decrease in all inputs along a specific direction vector w leads to a
maximum 2% decrease in all outputs along a specific direction vector §. To
be consistent with classic SE, DSE evaluating in single-activity production
(i.e., K = 1) follows Y ;c; w; = |I| and Y}, 6, = |O] for standardization (e.g.,
see Yang & Liu (2017)), which implies that the changes in inputs or outputs
allow for mutual compensation.

However, in a parallel production system with K(K > 2) activities (as
shown in Fig. 3.1), the standardization need to be adjusted since the change
directions of shared measures allocated to each activity can be different. In
line with the specific production structure as shown in Fig. 3.1, we consider
that each factor in activity k € H is assigned a direction for a DMU, € Tp.
Therefore, what managers need to determine is the change directions of X3¥,
Y3k Xk and Y*. That is, for a activity k in the technology Tp, let wl’.‘(i e I%)
and 6%(r € O%) denote the change directions of activity-specific inputs xfa
and outputs y* , respectively, let wfk(i e I%) and 6% (r € O5) denote the
change directions of shared inputs xiSOk and outputs y3% allocated to each
activity, respectively. Thus, for the DMU, € Tp in each activity k € H, all
inputs and outputs after directional changes are represented by:

XM = ((e+6*D) © XK (e + WD) © X34 (VA),
YA = (e + 6% B) o Y5, (e + 65 B) 0 YS) (Vk),

where w* = (of, ... ,a)|klk|)T(Vk), Wk = (¥, .. ,wlsllgl)T(Vk), ok = (k. ..,
6|"0k|)T(Vk) and 6%% = (65%, ... ,5|SO"S|)T(Vk).

Let X5 = (e + wSt) © X3%(Vk) and Y5% = (e + 65%8) © YS¥(Vk) hold, the
overall shared inputs and outputs after directional changes are represented

by:

X5 2 %514 g KK,
YS=ySt4.. 4 V5K,
respectively. With the assumption of known proportion vectors Q;,(Vi €
I%) and P,,(¥r € O%), the change direction vectors of overall shared in-
puts and outputs are w’ = (X;cy q’l‘oa)fk,...,zkeH q|k15|0w|SI]§|)T and & =
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(Dken pll‘oé“fk, s kel p|k05|06f0k5|)T, respectively. Therefore, the change di-

rection of each shared measure is regarded as the aggregation of the change
directions in the parts allocated to each activity.

For the described setting above, we consider three management perspec-
tives, which represents different situations of mutual compensation among
changes in inputs or outputs.

e Management perspective 1: the directions of changes in inputs and out-
puts are completely mutual compensation, respectively. Accordingly,
the standardization of directions satisfies:

D ek Y wff = 3 I+ K|,

keH jeJk ielS keH keH

Do+ > > 6k = > 104 +K|0S.

keH reOk re0S keH keH

(4.3)

e Management perspective 2: the direction vectors of each activity are
determined independently, that is, the directions of changes in inputs
and outputs are mutual compensation only within each activity. Ac-
cordingly, the standardization of directions satisfies:

Dowf+ > o = 11K+ |1)(vk),

ielk iels
(4.4)
Z ok + Z 55K = 10K + 105 (Vk).
reOk re0s

Note that the standardization condition (4.4) is a special case of (4.3).
In other words, if condition (4.4) is satisfied, (4.3) must also be satisfied.

e Management perspective 3: the directions of changes in inputs and
outputs are mutual compensation for each activity while the directions
are the same within each activity. Accordingly, in addition to satisfying
the standardization condition (4.3), it is also necessary to satisfy:

Wi = w0k (Vk), 65 = 6% s (VK). (4.5)

ielk ielS

It is worth noting that if standardization condition (4.4) and (4.5) are
satisfied simultaneously, then all directions are equal to 1, which is the
same as classic SE.

For illustration, we consider there are one shared input(x®) in a parallel
production systems including two activities (i.e., k = 2), and the two ac-
tivities also have their own activity-specific inputs (x! and x?). From the
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management perspective 1, 2 and 3, the direction vector (w!, w?, w3, wS?)

can be set as (1.2,0.8,1.6,0.4), (1.2,1.6,0.8,0.4) and (1.2,0.8,1.2,0.8), re-

spectively.
Consequently, we have the direction vectors w = (w':...; w&: wS: . . wSK)

and & = (6%;...;6%;6%;...;6%) in which the standardization (4.3), or
(4.4), or (4.3) with (4.5) is assumed. In line with the specific expression
of Tp as shown in (3.14), the directional response function (4.1) becomes a
linear program as follows:

B(1) = max p
B.A%

Z’] 1/lk ks < (1+w; t)xk* (Vk,i e 1Y),
Zk 1 Z 1/11‘ Sk < (1 +w5t)xs* (i e I9),
" 1/1’;er > (1+6kﬁ)y (Vk,r € O%), (4.6)
Zkzl Z /1k Sk* > (1+ 5Sﬁ)y (re OS)
N1 /l’]‘. =1 (Vk),
/l§ > 0(Vj, k), B signfree,

s.t. 1

where wf = DkeH qm wSk(Vz € IS) and 65 = ¥ ey pFro3k(Vr € 05) hold.
Therefore, similar to Theorem 2, we use the DDO method to estimate
DSE and propose the following Theorem:

Theorem 4. Let (X},Y)) € Tp be defined by (3.14) and (X, Y) be an output-

o*%o 0’70
radial efficient point, then the right-hand and left-hand DSE can be obtained
by solving the following problems:
et = min Z vEwk ke 4 Z Viwdxsr

VK S Lk
ViV Ui Wi lo e H ek le]s

k
DkeH Zzelk VEXE 4 e VXS = Yien Dreok Uk v
k_

—2reos U yro + ZkeH ug =0,

t ket 2ire0* ukékym + 2re0s ”S(Ssyro L, (4.7)
S.1. k

k\ k*
Zlelk vl‘x[] _ZIGIS vl'xlj +Zr€0ku yrj

+ 2re0s MSYE;F - uo < 0(V), k),

vk vS u > 0 (Vk), ”0 signfree (Yk),
& = max Z k lk lko* + Z vswlsxlso*
Vk VS Mk MS Mk
0 keH jelk ielS (48)

s.t. All constrains in model (4.7).
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The proof of Theorem 4 is similar with the proof of Theorem 2. Ac-
cordingly, directional RTS is defined based on the value of €* and £~ on the
DMU; (X}, ¥;):

Definition 4.1. DMU* (X2, Y") exhibits

0’70

e Increasing RTS on the right-hand(or left-hand) side if €* (X, Y;) > 0(or
e (X2,Y)) > 0) in the direction of w and 4.

0’70

e Decreasing RTS on the right-hand(or left-hand) side if €*(X},Y}) <
0(or e (X,Y)) <0) in the direction of w and §.

e Constant RTS on the right-hand(or left-hand) side if €*(X},Y;) = 0(or
e (X:,Y)) =0) in the direction of w and 4.

Similar to the method of decomposing DSE proposed in section 3.2.3,
DSE can also be decomposed in multi-activity technologies (3.14) as follows.

e For the right-hand DSE of an efficient DMU, (X}, Y>), we have:

0’70

ZZEIk vkwk ke + Zze s VSa)SkXSk*

l l0
* * ( )’
ZreOk uké;]f))fo + ZreO ”SéSky%C (4.9)

e _Z k+(Z k*é-kyro Z S*é-Syfll)c*,

keH reOk re0S

k+:

&

kx S*

**,us* and uf* are optimal values obtained by model (4.7).

where u

e For the left-hand DSE, we have:

Zze]k Vk k kx + Zzels vSwSkak*

i zo io
- (Vk),
ZreOk ukékyro + ZreO usésky%( (4.10)

DRI ICHY WL

keH reOk re0S

ak_

where u**, u3* and u’é* are optimal values obtained by model (4.8).

In partlcular, assume that only the scale of one activity (i.e., k = ko) can
be changed in the short term, while the scale of the other activities only can
remain the same in the short term. The notion of partial DSE is developed
into multi-activity production technologies. Partial DSE represents the re-
sponse of Y*0 and YSk0 along the direction (8%, §5%0)T to marginal changes
of X*0 and X5%0 along the direction (w*0, w3%0)T while keeping X*, X5k y*
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and Y3% unchanged for k # kg. We first define the partial response function
in the direction as follows:

BX0(£) = max {ﬁ | ((e +wor) o X,, (e + 04%8) © Y(,) €Tp,B e R} . (411)

where X0 (0) = 0 is assumed, whko = (0; .. 0; wko; 0:...:0;0;...;0; w50 0;
.;0)T and 640 = (0;...;0;8%0;0;...;0;0;...:0;6%0:0;...:0)7 hold.
For the purpose of standardlzatlon we have Zlelko wk + Zlels wSkO =

|I%0| +|IS] and 2reoko 6, + 208 (5ka = |0%0| +]0%|. In line with the specific

expression of Tp as shown in (3.14), the directional response function (4.1)

becomes a linear program as follows:

k(1) = maX,B
0.45

iz 1&;‘ lk]* < (1 +wk°t)xk°* (i € I*0),
i xlr < xy (k # koi € 1%),
Zk 1 Z /lk Sk* <(1 +a)Sk0qk°t)xl.So* (i eI®),

ﬂkyr_] > (1 +5k0ﬁk0)yko* (r € Ok0), (4.12)

o1 /lf.y’r‘* > yk* (k # ko, r € OF),
Shoy Ty AAySke > (14 6750 po g0y (r € 09),
X 4j = 1(vk),
/lf. > 0 (Y], k), B0 signfree.

s.t. o

Therefore, we use the DDO method to estimate DSE and propose the fol-
lowing Theorem:

Theorem 5. Let (X},Y)) € Tp be defined by (3.14) and (X, Y) be an output-

0’70

radial efficient point, then the right-hand and left-hand partial DSE can be
obtained by solving the following problems:

SZO =  min kawkox +Z § Sko Sko*

k.S kS  k

i°7i° i’Ol'elk lEIS

DikeH Zzel" VXS 4 Diers VIXS = Yken Lreok Uy Yia
— 2re0S us yro + 2ken M() 0,
Yok Uk SOVi0" + T yeos S8 0y = 1,
st - Dielk V,kxl] — 2jers V,-Sx[j + 2 reok ukyfj*
+Yre0s ufyf; —ug < 0(¥), k),
vl’.‘,vS u; u > 0 (Vk), ”0 signfree (Vk),

(4.13)
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k kO kO* Z S Sko Sko*
U0 e gk ielS (4-14)
s.t. All constrains in model (4.13).

The proof of Theorem 5 is similar with the proof of Theorem 2. It is
worth noting that the purpose of estimating the partial DSE is different from
decomposing DSE, in which the partial DSE shows the directional changes
in the outputs of a certain activity in response to the marginal directional
changes in inputs of this activity, while keeping inputs and outputs in the
other activities unchanged, and the decomposition of DSE explores the DSE
of each activity on condition that marginal directional changes in all the
inputs result in directional changes in all the outputs.

4.2.2 DSE in series production systems

For the two-stage series production technologies T defined by (3.41), we de-
fine the change directions of inputs, intermediate products and outputs as
w=(wi,...,0) (w>0),a=(at,...,c) (a>0)and d = (d1,...,dj0])"
(6 > 0), respectively. In addition, we let Xy wi = 1|, X @y = |C| and
2rejo| Or = |O] hold for standardization. Especially, the directions of inter-
mediate products are first considered and represent adjustable production
structures. To be consistent with the models without direction vector for
intermediate products, it is necessary to ensure all the increments of inter-
mediate output in the first stage are invested in the second stage, here we
assume that the direction vector of the intermediate products in the first
stage is the same as the direction vector in the second stage. Then, for all
efficient DMU7, the directional response function of final outputs is defined
as follows:

Ble(1))
=max {B| ((e+wt) © X, (e+ap) ©Z; (e+dp)OY;) € Ts, ¢, B € R},
(4.15)
where S(¢(0)) = 0 are assumed to indicate that ¥, cannot be changed within
Ts on condition that X keeps unchanged.
Apparently, introducing direction vectors does not affect the Eq. (3.46).
To estimate DSE for efficient DMU} (X, Z},Y;) € Ts in the overall system,

the first stage and the second stage, B(f), ¢(#) and B(p) are expressed as the
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following linear programs, respectively:

B(1) = B

a
(1) @)
oB.A; A

" AW < (1+ wit)xg, (i),
(1) :
?:1 /1]. Ty 2 (1 +cyf<p)zf0 (Vf),

2) « .
AP < (L ape)z, (V) (4.16)

Sty wn 2 .
Zj:l /lj Yrj = (1+6rﬁ)yro (Vr),
n (1 _ n (2) _
A =13aP =1,

/15.1), /15.2) > 0(Y)), ¢, B signfree,

p(t) = max
B A (4.17)
s.t. all constrains in model (4.16),

B(p) = max B

A A
s.t. all constraints in model (4.16), where ¢ is converted into a scalar,

t is converted into an unknown variable satisfying ¢ > 0.
(4.18)
Similarly, we use the DDO method to estimate DSE for each sub-stage
and the overall system in the following Theorem:

Theorem 6. Let (X, Z:, YY) € Ts be defined by (3.41) and (X}, Z},Y)) be an
output-radial efficient point, then the right-hand DSE in the overall system,
the first stage and the second stage can be obtained by solving the following

problems, respectively:

& = | min Z ViwiX;,
Vi,T_,(c ),T_; )ty 10,120 i=1
m * _\h (1) _« h (2) _x

=1 Vi = L1 Ty g ¥ Lpa1 Ty L
- Zi:l uryfo +uig+ug = 0,

* 1) _« .
myvixy = 2y T,(c )ij +u1o 2 0(V)), (4.19)

2) _x * .
s.t. Zﬁizl TJ(C )zfj -2 Upyy; +u20 2 0(Vv)),
h (1) * h (2) *
2 T @y, - 2 TSz, = 0,
2,5:1 ur6ryy, =1,

Vi, Uy, T](Cl), T}Q) > 0(Vi,r, k), uy9,u20 signfree,
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gD+ = min Z Viwix:

1 114
Vi, T f( )s f( )’ur u10,U20 j=1

The first 1+ 2 *n constrains in model (4.19),
(4.20)

h (1) (2) o _
X1 Ty afzfo Zf 1T Aflp, = L
Zi=1 uréryr, =0,

Vi, Uy, Tj(rl), T}Q) > 0(Vi,r, k), ui9, u20 signfree,

s.t.

h h
(82)+ _ _ (1) * (2) *
E = (1) g}ln ZTf CZfoO+ZTf CZfoO

VisTy STy U u10:420  f=] f=1

The first 1 +2 % n constrains in model (4.19), (4.21)

m
; - Zi=1 viwix;ko =0,
S. 1. s
Zr:lu 5ry;‘<0 = 1’

Vis Uy, T ](1‘1)9 }2) > 0 (Vi,r, k), u10,u20 signfree.

The left-hand DSE in the overall system, the first stage and the second
stage are estimated by the following models, respectively:

m

(8- = ot
£ max Wivix;,
A gz (4.22)

s.t. all constrains in model (4.19),

m

(SH- _ *

€ = max WVix;
Vi,T}l)J}(?),ur,ulo,Mzo ; v (4-23)

s.t. all constrains in model (4.20),
- 1
(82)- _ -

EC AT Z i a2, (4.24)

Vi,T f f sUr,U10,420 f 1

s.t. all constrains in model (4.21).

The proof of Theorem 6 is similar with the proof of Theorem 2. Accord-
ingly, RTS of the overall system and each sub-system is defined as follows:

Definition 4.2. In the overall production system, DMU,(X},Z},Y;) exhibits

e Increasing RTS on the right-hand(or left-hand) side if 5% > 0 (or
eS8~ >0) in the direction of w, a and 6.
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e Decreasing RTS on the right-hand(or left-hand) side if €% < 0 (or
£ <0) in the direction of w, o and §.

e Constant RTS on the right-hand(or left-hand) side if €% = 0 (or
S~ =0) in the direction of w, a and 8.

In the first stage production system, DMU,(X}, Z:,Y)) exhibits

0’70

e Increasing RTS on the right-hand(or left-hand) side if €S+ > 0 (or
IR 0) in the direction of w, o and 8.

e Decreasing RTS on the right-hand(or left-hand) side if e€SV* < 0 (or
g8V~ < 0) in the direction of w, o and .

e Constant RTS on the right-hand(or left-hand) side if eSV* = 0 (or
SV~ =0) in the direction of w, a and 6.

In the second stage production system, DMU,(X,Z},Y;) exhibits

0’70

e Increasing RTS on the right-hand(or left-hand) side if €52% > 0 (or
52~ > 0) in the direction of w, a and 6.

e Decreasing RTS on the right-hand(or left-hand) side if £52* < 0 (or
£S2= < 0) in the direction of w, o and §.

e Constant RTS on the right-hand(or left-hand) side if €S2* = 0 (or
(8- = 0) in the direction of w, o and 8.

4.3 Exploring optimal directions for increas-
ing the scale

4.3.1 DSE with the optimal input direction in multi-
activity production technologies

Scale reduction is usually an unwilling and situation-based response to ad-
verse conditions (Datta et al. 2010). Managers are often motivated to pursue
scale expansion due to the competitive advantages it provides. Addition-
ally, managerial incentives encourage scale expansion because larger scale
often means greater personal benefits and influence. Therefore, we consider
a situation that managers are concerned about adjusting the proportions of
increases in inputs to increase the scale in the most effective way. In specific,
under a certain management preference (i.e., the change directions of outputs
are determined, or 69 is decided), the managers need to explore the optimal
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input directions from one of the three management perspectives so that the
right-hand DSE (i.e., ¥ (X}, Y)) reaches its maximum. Therefore, the input
directions a)l{‘ and a)l.Sk become variables in model (4.7). For example, from
the management perspective 1 as shown in Eq. (4.3), a bi-level programming

model is formulated to find the optimal input directions:

_ k ko S S Sx
max( o’ 0) Sk k s k.S kZZv w’x’o +Zv @i X

a)a)vvuuu

0 keH jeJk 1615
k Sk k S|k
sto > > Wb+ Y wff = YK+ KU 0w 2 0(Vk).
keH je[k ielS keH keH (4.25)
min Z k lk lko* + Z vSa)lei)*
kS k. Sk
ViV Wi Ui lo e | ek iclS

s.t. All constrains in model (4.7).

Note that the constrains in upper level is the input standardization con-
dition (4.3). It is difficult to solve model (4.25) since it is a nonlinear and
non-convex model. Nevertheless, we can solve a series of linear programs
by varying 6% and 8% based on the standardization conditions and a fixed
step-length (e.g., 0.1). Therefore, solving model (4.25) is converted to solv-
ing linear model (4.7) with a series of feasible directions satisfying Eq. (4.3).
Then, by comparing all the optimal solutions of model (4.7), the largest one
is the global optimal solution of model (4.25). Similarly, the constrains in
the upper level can be replaced with input standardization condition (4.4)
or (4.5) with (4.3) under the management perspective 2 or 3, respectively. If
there is at least one input direction vector that makes e*(X,Y;) > 1, we can
say the DMU,(X,,Y,) have at least one path to further increase the scale
at its projection. If not, we claim that the evaluated DMUs need to carry
out reforms if the managers of them pursue scale expansion. Let the optimal
solution of model (4.25) be &, we have the following definition of abso-
lute decreasing RT'S to define the projected DMUs that are not suggested to
further increase the scale.

Definition 4.3. If ;..
RTS on the right-hand side.

< 1 holds, DMU,(X},Y;) is of absolute decreasing

0’70

Remark 4.1. Based on the application of FDM in calculating SE, the opti-
mal input directions and corresponding DSE can be calculated by the following
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model :

Emar( X5, Y5) = ey, I;l‘j}ﬁ/t

(o Afx{}* < (1+wkn)xks (Vk,i € 1Y),

2’1512" A3k < (14 Tpep qlywinxss (i € 19),
k k k

A" yr] Z(1+5 ﬁ)y (Vk,r € 09),

J L7y
s.t. o Zkzl Zj:l /lf'yfj]?* > (1+ Zker 5Skﬁ)y (re OS)
/lk =1 (Vk)
ZkeH Zzelk Wf + Viers Lien Wi = Zpenll*| + K| %),
/lk lelk’ IS > 0(YJj, k), B signfree,
(4.26)

where t is a sufficiently small number.

Note that model (4.26) is a linear model, thereby the optimal solution
(wl’.‘,wfk) and B*/t are the optimal input direction vector and corresponding
DSE. However, for keeping the accuracy of calculating DSE, we only discuss
the DSE results calculated by the DDO method in this chapter.

As an extension, to obtain the minimum value of DSE on the right-hand
side for DMU}(X},Y)) in a certain input direction, similarly with model

o°~ o0
(4.25), the bi-level programming model is formulated as follows:
el (X;,Y)) = min Z vkwlkxlko* + Z vSwlelSo*
Sk k ,S k.S k
wf P v ug keH jelk ielS
s.t. ZZw +ZZ‘“Sk Z|1k|+K|IS| Wk WSk > 0(vk).
keH je[* ielS keH keH (4.27)

min Z k lk lko* + Z vSwlelSn*

vE VS uk ud uk

i7" 0 keH jegk ielS

s.t. All constrains in model (4.7).

Obviously, the objective functions of upper-level and lower-level program-
ming are the same as the one in model (4.27), thus, it can be reformulated

'Regarding the proof of max, max, f(x,y) = max(y,y) f(x,y), see Lemma 3.1 in Shen et al.
(2018)
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as a single-level programming directly as the following model:

k kk* S S .Sx
FPFPIDINT LRI
i

Mo keH jelk iels

DikeH Zleﬂcw + Yiers Skenr 0°F = XpenlI*| + K|15],
st Wb wth s> 0(Vk),

All constrains in model (4.7).

min( 0’ 0)

(4.28)

Hereafter, let the optimal solution of model (4.28) be & . Evidently,

if g™ < 1, then there is at least one direction causing decreasing RTS for

DMU (X}, Y, ) on the right-hand. Therefore, we have the following definition
to define relative decreasing RTS.

Definition 4.4. If &/ < 1 holds, DMU,(X;,Y;) is of relative decreasing
RTS on the right-hand side.

It is worth noting that absolute decreasing RTS is a special situation of
relative decreasing RT'S, because absolute decreasing RTS indicates that the
scale status of DMU? (Xj,Y: ) for all possible input directions is decreasing
RTS while relative decreasing RTS only indicates the possibility of existence
of an input direction to cause decreasing RTS. That is, if DMU} (X, Y,) is of
absolute decreasing RT'S, then it is of relative decreasing RTS. By observing
the number of DMUs in the status of relative decreasing RTS and absolute
decreasing RT'S, the RTS situation of the whole DMU set to be evaluated can
be grasped. For example, if most of the DMUs are determined as absolute
decreasing RTS on the right-hand, then, for this DMU set (e.g., a certain

industry), it is hard to increase the overall scale.

4.3.2 DSE with the optimal of inputs and intermediate
products in multi-stage production technologies

In the two-stage series production technologies T, the directions of interme-
diate products are first introduced to represent the adjustment of production
structures of the intermediate products in the subsection 4.2.2. Therefore,
this subsection focuses on exploring the optimal directions of inputs and in-
termediate products under a fixed management preference (i.e., § is fixed).
Given the models (4.19), (4.20) and (4.21), we have the following bi-level
programs to find the optimal directions that make £+ gD+ and g(52)+
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reach their maximum values, respectively:

s+ x :
Ernen AR " (Q)max ViwiX;,
VisTy 5Ty U, U10,U20,0i0 f =]

s.t. Zw,- = 1|, Z ay = |C|,wier, arec 2 0.

iel feC (4.29)
m
E s
min ViWiX;
vi,rD (2)u u T
Ty T r U10,U20 j=1

s.t. All constrains in model (4.19),

m
(D+ 5

) *
Smax 0’ 0’ 4

= max E ViWwiX;,
1) _(2
,T} ),T} ),ur,um,uzo,wi,af i=1

s.t. Zw,- =11, Z ar = |C|,wier, @fec 2 0.
iel feC (4.30)

m
min E Viw;x;,
v 22, U10,420 7
Ty HTe HUr, 0,420 ;=1

s.t. All constrains in model (4.20),

h

(2)+ * _
max(X ZO’YD) - e g}ln f a/fzfo Z f Q’foU
Vi, T f o f SUr,U10,U20 f=1

s.t. Zwi =1, Z ay = |C|,wier, @pec 2 0.
icl feC (4.31)
h
" (n}n - f ) zf0+Z T ozfzfo

Vi, T f ’f SUr,U10,U20 f 1

s.t. All constrains in model (4.21).

Due to the non-convexity and non-linearity of model (4.29), (4.30) and
(4.31), we still use heuristic searching method mentioned in the previous sub-
section to solve these models. Specifically, we solve model (4.19), (4.20) and
(4.21) with different feasible directions varying by a fixed length, in which
the directions satisfy the standardization conditions as shown in constrains
of the upper level of the three models above. Then, by separately compar-
ing all the optimal solutions of model (4.19), (4.20) and (4.21), the three
largest value are the optimal values of model (4.29), (4.30) and (4.31), re-

spectively. Let the optimal values be 81(111\2;*()(* Z,,Y)), gg};;”‘(x* Z;,Yy) and
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(2)+x

Emax (X, Z,,Y;). Obviously, their corresponding directions might not be the

same. For two-stage series production technologies, the decision-makers are
more concerned about if final outputs can increase effectively. Therefore, we
define the projected DMUs that are of absolute decreasing RTS in the overall
stage of T as follows:

Definition 4.5. If s%;*(X;,ZZ,YO*) <1 holds, DMU;(X},Z,,Y;) is of ab-
solute decreasing RTS on the right-hand side in the overall stage of Ts.

If a DMU} (X}, Z;,Y;) is of absolute decreasing RTS, it is not suggested
to further increase the scale in any input directions with any production
structures of intermediate products. Then, we can find the minimum of
eS* (X2, ZE,Y*) by the following model:

0’7o

8(N)+(X:, 7*

% : *
min oY) = min E Viwix

1 @ io
Vi Tp T e U10.U20,0i-f =]

Diel Wi = |I|aZfeCQ'f =|C],
s.t. { Wier,@rec 20,
All constrains in model (4.19).

(4.32)

(N)+x

Hereafter, let the optimal solution of model (4.32) be & .. Evidently,
(N)+x

if & .7 <1, then there are at least one direction causing decreasing RTS
for DMU} (X}, Z;,Y,;) on the right-hand. Therefore, we have the following

0’70
definition to define relative decreasing RTS of the overall stage.

Definition 4.6. If 85711\2: <1 holds, DMU(X},Z,,Y;) is of relative decreas-
ing RTS on the right-hand side.

4.4 Case studies

4.4.1 Case study of UK universities

To simplify the situations in comparing the DSE, all output directions are
set to 1 (Le., 6] =62 = 64 =635 = 65! = 6% = 1), and we set four different
input directions:

e Case 1: (w', w? w5, w5?) =(0.1,0.1,1.9,1.9).

e Case 2: (w', w? w5, w5?) =(0.1,1.9,1.9,0.1).
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e Case 3: (wh, w? w5, w5?) =(0.1,1.9,0.1,1.9).
e Case 4: (wh, w? W3, wS?) =(1,1,1,1).

The directions set in cases 1, 2 and 3 represent management perspective 1,
2 and 3, respectively. Case 4 represents the situation of the radial direction in
inputs. Specifically, in case 1, the proportion of increases in total expenditure
is larger than that in staff within each activity (i.e., 0! = w? < 5! = W5?)
since the standardization condition (4.3) allows the directions of changes in
inputs are completely mutual compensation. In case 2, given that the stan-
dardization condition (4.4) requires the directions of changes in inputs are
mutual compensation only within each activity, the proportion of increases
in NS staff is smaller than that in total expenditure allocated in NS (i.e.,
w! < wS1) while the situation is opposite in SS activity (i.e., w? < w%?). In
case 3, the proportion of input increases in SS activity is larger than that in
NS activity (i.e., w! = w5 < w? = w5?) based on the standardization condi-
tions (4.5) and (4.3). Then, by applying model (4.7) and (4.8), the right-hand
and left-hand DSE of each projected DMU are calculated in the four cases.
Table 4.1, 4.2, 4.3 and 3.4 display the right-hand and left-hand DSE results

of DMUs projected by model (3.15) in the first three cases, respectively.

Table 4.1: Right-hand and left-hand SE for 43 UK universities in case 1

DMU et e DMU et &~ DMU et e~

DMU; 0.06 0.32 DMUjs 0.08 0.77 DMUs; 0.69 0.92
DMU, 0.06 0.18 DMU;7 0.89 0.93 DMUsy 0.03 0.04
DMU3 040 1.14 DMU;g 0.05 0.05 DMUsz 043 0.80
DMUs 0.00 1.77 DMUj9 0.71 0.90 DMUss 0.00 2.53
DMUs 0.00 1.06 DMUgy 0.03 0.46 DMUss 0.07 1.40
DMU6 0.00 0.07 DMU21 0.06 0.11 DMU36 0.20 +oo
DMU7 0.05 0.06 DMUsy 048 0.93 DMUs; 0.05 0.06
DMUg 0.08 1.56 DMUsg3 0.42 0.48 DMUsg 0.06 0.07
DMUgy 0.11 0.48 DMUgs 0.05 0.05 DMUsg 0.05 0.07
DMU;p 0.11 0.51 DMUsgs 0.08 1.30 DMUy 0.13 0.15
DMU;; 0.04 1.62 DMUy 0.03 045 DMU4 1.01 1.77
DMU;2 0.07 1.68 DMUy7 0.62 143 DMU42 0.08 +oo
DMUj3 0.86 0.95 DMUsgs 0.14 0.39 DMUy 0.18 0.26
DMU;4 046 090 DMUg 0.08 1.17

DMU;5 0.60 148 DMU;3y 0.86 1.18
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Table 4.2: Right-hand and left-hand SE for 43 UK universities in case 2

DMU et e DMU et e DMU et e

DMU; 0.11 0.38 DMUjg 0.52 1.59 DMUsz; 0.56 0.67
DMU, 0.06 0.14 DMU;7; 0.73 1.59 DMUsy 0.03 0.04
DMUs 0.38 1.00 DMU;g 0.05 0.05 DMUssz 0.40 0.59
DMU; 0.00 1.31 DMUj9 0.44 0.54 DMUs4 0.00 5.14
DMUs 0.00 0.87 DMUg 0.03 0.41 DMUss 0.32 1.03
DMUG 0.00 0.07 DMU21 0.07 0.14 DMU36 0.22 +o0
DMU; 0.05 0.06 DMUs 043 0.67 DMUsz; 0.05 0.06
DMUg 0.30 1.37 DMUg3 0.33 043 DMUsg 1.14 1.36
DMUg 0.11 0.34 DMUgy 0.05 0.05 DMUsg 0.05 0.07
DMU;p 0.10 0.36 DMUg; 0.19 24.63 DMUy 0.13 0.15
DMU;; 0.38 1.55 DMUg 0.03 0.33 DMUy; 0.64 1.23
DMU12 1.02 1.57 DMU27 0.50 1.10 DMU42 1.57 +o0
DMU;3 0.69 0.72 DMUgg 0.37 0.63 DMUys 0.33 0.39
DMUy4 0.40 0.57 DMUg 0.25 1.61

DMU;5 047 1.06 DMUszy 0.65 0.98

Table 4.3: Right-hand and left-hand SE for 43 UK universities in case 3

DMU et &~ DMU et &~ DMU et &~
DMU; 0.11 0.27 DMUj 0.16 1.59 DMU;3; 0.28 0.33
DMUy 0.06 0.13 DMU;7 024 159 DMUs, 0.03 0.04
DMUs 0.14 0.23 DMU;g 0.05 0.05 DMUss 0.25 0.28
DMU, 0.00 097 DMU;9 0.35 043 DMUs; 0.00 5.14
DMUs 0.00 0.87 DMUy; 0.03 0.32 DMU;3s 0.39 1.03
DMUg 0.00 0.07 DMUs; 0.07 0.12 DMUsg 0.22 +o0
DMU; 0.05 0.06 DMUsy 0.27 0.35 DMUs;y 0.05 0.06
DMUg 0.93 1.37 DMUsz 0.36 0.46 DMUsgs 1.14 1.36
DMUg 0.09 0.20 DMU,4 0.05 0.05 DMUs9 0.05 0.07
DMU;g 0.08 0.21 DMUsy; 0.07 24.63 DMUyy 0.13 0.15
DMU;; 0.26 1.55 DMUs 0.03 0.18 DMUyg 0.50 1.07
DMU;2 049 1.57 DMUs; 024 044 DMUg 1.57 +o0
DMU;3 0.32 0.39 DMUsg 0.38 0.66 DMUys 0.34 0.42
DMUy4 0.31 042 DMUg 0.14  1.61

DMU;5 0.30 0.53 DMU;3; 0.22 0.37

Obviously, the results of DSE are different due to the differences of input
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directions set by different management perspectives. Take DMU12, DMUs7;
and DMUsg as examples, we exhibit the influence of different directions to
RTS in Table 4.4.

Table 4.4: RTS of DMUj2, DMUsg7 and DMU3g

DMU Casel Case2 Case3 Case4d
RRTS LRTS RRTS LRTS RRTS LRTS RRTS LRTS
DMUys D 1 I 1 D I D D
DMUsy7 D 1 D I D D D I
DMUsgs D D I 1 I I D D

Note: RRTS and LRTS mean the right-hand RTS and left-hand RTS, respectively.
“1”, “D” and “C” refer to increasing, decreasing and constant RTS, respectively.

Specifically, for DMUj9, it is suggested to decrease the scale along the
redial direction (i.e., case 4) since decreasing RTS prevails on the right-hand
and left-hand side simultaneously. However, the scale of DMUj2 needs to
keep its scale in cases 1 and 3 since decreasing RTS prevails on the right-
hand side and increasing RTS prevails on the left-hand side, while DMU 15
can increase its scale in case 2 since it exhibits increasing RTS on the right-
hand and left-hand side simultaneously. The scale of DM U397 is suggested to
keep its scale in cases 1, 2 and 4 while it needs to decrease its scale in case 3.
DMUs3g is suggested to reduce its scale in cases 1 and 4 while the scale can
be further increased in cases 2 and 3. Consequently, the above results verify
that the SE and RTS on the right-hand and left-hand side are influenced by
different directions under different management perspectives.

In the following, we focus on analyzing the optimal directions of inputs
under the management perspective 3 (i.e., the change directions of inputs
satisfy standardization condition (4.3) and (4.5)). Starting by adding Eq.
(4.5) as a constrain in the upper level of model (4.25), we have the change
directions of staff is equal to that of expenditures in both NS and SS activities
(i.e., w' = 0’ and w? = W2 hold). Then, we vary w' and w? by a fixed
step-length of 0.01, while keeping w! + w? = 2. After calculating all results
of DSE, we pick up the largest DSE and find the corresponding directions.
The results are shown in Table 4.5.
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Table 4.5: Optimal input directions and corresponding DSE

DMU & (0!, w?) DMU & (0!, w?) DMU & .. (0! w?)

max max max

DMU; 1.05 (2,0) DMUs 1.00  (2,0) DMUs; 122 (2,0)
DMU, 1.15 (2,0 DMU;; 0.76 (1.13,0.87) DMUs, 0.69  (2,0)
DMU; 122 (2,0) DMU;g 1.00 (2,0) DMUsz 123 (2,0)
DMU,; 0.00 inf DMUjg 1.09 (1.99,0.01) DMUsq 0.00 inf
DMUs  0.00 inf DMUsg 0.56  (2,0) DMUsz; 0.69  (1.14,0.86)
DMUg  0.00 inf DMUy; 1.05  (2,0) DMUszs 1.83  (1.97,0.03)
DMU; 091 (2,0) DMUy 1.35 (2,0) DMUs; 0.99  (2,0)
DMUg 1.00 (0.53,1.47) DMUss 1.00 (2,0) DMUsg 1.20 (0,2)
DMUy 1.11 (2,0 DMUy; 0.97 (2,0 DMUsg 1.09  (2,0)
DMUy, 0.97  (2,0) DMUys 0.60 (1.27,0.73) DMUy 264 (2,0
DMU;;  0.41 (096104) DMUys  0.60  (2,0) DMUy; 0.73  (1.09,0.91)
DMU;; 0.77 (0.95,1.05) DMUy; 1.26 (2,0) DMUyg 165 (0,2)
DMU;3 1.09 (2,0) DMUsg  0.99  (2,0) DMUyz 249  (1.99,0.01)
DIWUM 1.16 ( ) Dl\/IUgg 0.62 (2,0)

Dl\/IUlg, 1.17 ( ) Dl\/IUgo 1.17 (2,0)

According to Table 4.5, without considering the 4 SSS points (i.e., projec-
tions of DMUy, DMUs;, DMUg and DMUjsy), 24 universities on their projec-
tions can further increase the scale along their optimal input directions, while
15 universities cannot further increase their scale along any input directions.
Based on the definition 4.3, these 15 universities are of absolute decreasing
RTS. In these 24 DMUs that can further increase the scale, only the optimal
input directions of DMUg, DMUsg and DMUys satisfy w! < w?. That is,
allocating more staff and expenditures into the NS activity is beneficial to
further scale expansion for most of universities. To carry out an in-depth
analysis for the right-hand RTS of each DMU, we exhibit the relationship
between e+ and w! for all DMUs, as shown in Fig. 4.1.
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Figure 4.1: Relationship between DSE and input directions.

As shown in the last sub-figure in Fig. 4.1, the X-axis and Y-axis rep-
resent the change of w! (i.e., the change direction of inputs in NS activity)
and &*, respectively. Therefore, we can intuitively observe the relationships
between w! and &* for each projected DMUs by solid red lines in each sub-
figure. Moreover, the solid blue lines representing €* = 1 provide benchmarks
for investigating if increasing RTS prevails based on a certain direction. The
dotted green line in each sub-figure represents the value of w! at the inter-
section (if exist) of the red line and the blue line. The results from Fig. 4.1
indicate that for most DMUs (e.g., DMU;, DMUjy and DMU3), &* increases
as the proportion of changes in inputs of NS activities increases. Combining
the results in Table 4.5 and Fig. 4.1, we can easily find that not all pro-
jected DMUs have an available way to increase the scale effectively. For the
projected DMUs with feasible change directions that make increasing RTS
prevails, the ranges of change directions are also different. Therefore, we
display the range of w' that the increasing or constant RTS prevails on the
right-hand side, as shown in Table 4.6.
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Table 4.6: The range of w!' making increasing or constant RTS prevails on
the right-hand side

DMU ! DMU ! DMU !
DMU;  [1.9,2] DMUys 2.00  DMUsz; [1.56,2]
DMU,  [1.75,2] DMU;; inf. DMUjzy inf.
DMU3 [1.62,2]  DMU;g 200  DMUs3 [1.55,2]
DMU, inf. DMUyg [1.76,2] DMUs; inf.
DMUs inf. DMUyy inf. DMUjg;5 inf.
DMUg inf. DMUs; [1.92] DMUss [0.47,2]
DMU; inf. DMUsy [1.36,2] DMUs; inf.
DMUg  [0.52,0.53] DMUs3 [1.99,2] DMUszg [0,0.31]
DMUQ [1.8,2] DMU24 inf. DMU39 [1.83,2]
DMU10 inf. DMU25 inf. DMU40 [0.76,2]
DMUy; inf. DMUygg inf. DMUy; inf.
DMUjs inf. DMUsy; [1.51,2] DMUy [0,0.78]
DMU;3 [1.76,2] DMUyg inf. DMUy3 [0.67,2]

DMU14 [1.62,2] DMUQQ inf.
DMU;5 [1.63,2] DMUjzy [1.6,2]

Obviously, w! = 1 represents the inputs change along the redial direction,
and w! € (1,2] means that more resources are allocated to the NS activity
while w! € [0, 1) means that more resources are allocated to the SS activity.
From the results of Table 4.6, we can find that 24 DMUs have the ability to
further increase the scale of inputs. Specifically, 17 of them can only find the
feasible ways by allocating more resources to the NS activity, while 3 of them
(i.e.,DMUg, DMUj3g and DMUy2) can only find feasible ways by allocating
more resources to the SS activity. In particular, for the projected DMUsg,
DMUyp and DMUy,s, whichever activity they allocate more resources to has
a path that makes increasing RTS prevail.

4.4.2 Case study of Chinese cement companies

To simplify the situations, all directions of original inputs and final outputs
are set to 1 (l.e.,, w1 = wy = §) = o = 1). With this setting, we assume
that the decision-makers are more concerned about the influence of produc-
tion structures to &*. Specifically, for the two-stage production process
as shown in Table 3.10, assuming that the change directions of inputs and
outputs are unchanged, we aim to investigate the influence of varying the
proportions of increasing clinker & cement and aggregate on £+, Consider
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model (4.32) with w1 = wy = §; = 2 = 1, we vary a; and a2 by a fixed
step-length of 0.01, while keeping a1 + a2 = 2. After calculating all results of
DSE, the largest DSE and the corresponding directions are shown in Table
4.7.

Table 4.7: Optimal production structures and corresponding DSE

DMU &Vt (al,a?) DMU eVt (al,a?)

max max

DMU; 0.00 inf. DMUg 0.00 inf.
DMU; 0.00 inf. DMU;y 0.31  (1.71,0.29)
DMU; 0.64 (0.92,1.08) DMU;; 0.28 (1.88,0.12)
DMU; 0.00 inf. DMU;, 0.20  (0.01,1.99)
DMUs 050 (1.44,0.56) DMU;3 0.20 (0.38,1.62)
DMUs 058 (0.42,1.58) DMUy, 0.05 (0.01,1.99)
DMU; 044 (0.84,1.16) DMU;; 0.56 (0.93,1.07)
DMUs 0.24 (0.37,1.63)

According to Table 4.7, without considering the 4 SSS points (i.e., projec-
tions of DMU;, DMUs, DMU, and DMUy), all the other cement companies
cannot further increase their scale along any input directions. In other words,
all the cement companies are of absolute decreasing RTS based on the defini-
tion 4.5. To carry out in-depth analysis for the right-hand DSE of each DMU,
we exhibit the relationship between ¢¥* and o' for all DMUs, as shown in
Fig. 4.2.

DDDDDD

DMUL2
05
”/—\ L
o 05 1 1 2
, DMUI3

Figure 4.2: Relationship between DSE and directions of intermediate prod-
ucts.
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As shown in the last sub-figure in Fig. 4.2, the X-axis and Y-axis repre-
sent the change of @' (i.e., the change direction of Clinker & Cement) and
eN*, respectively. Intuitively, the relationships between a! and V* for each
projected DMUs by solid red lines in each sub-figure. The blue lines rep-
resenting ¢¥* = 1 provide benchmarks for investigating if increasing RTS
prevails based on a certain direction. The results form Fig. 4.2 indicate that
adjusting directions of intermediate products can influence eV* although the
adjustment of production structures cannot make increasing RTS prevails in
any cement companies.

4.5 Chapter summary

Due to the lack of research on defining and estimating DSE in network pro-
duction systems, this chapter developed the notion of DSE in multi-activity
and multi-stage production technologies. Given the existence of activity-
specific and shared inputs and outputs, this chapter considered that the stan-
dardization conditions of change directions need to be modified from different
management perspectives, which reflect the mutual compensation differences
in the specified direction of changes in inputs. Our case studies showed that
the results of DSE are different under different standardization conditions
determined by the three proposed management perspectives. In addition,
changes in different directions of intermediate products, as the outputs of
the first stage and the inputs of the second stage in the producing-marketing
two-stage production technologies, represent different production structures.
This chapter first developed DSE into two-stage production technologies by
introducing a direction vector for intermediate products.

Furthermore, based on the developed notion of DSE in multi-activity
production technologies, a bi-level model was proposed to find the optimal
input directions that maximize output changes. By using heuristic searching,
DSE corresponding to different input directions can be presented. For similar
purposes, another bi-level model was proposed in multi-activity production
technologies. In addition, the definition of absolute decreasing RTS was
proposed to describe the DMUs with no possible direction to achieve IRS. In
addition, the definition of relative decreasing RTS was proposed to describe
the DMUs with at least one direction to let them be in the status of decreasing
RTS. Based on the data set in Chapter3, by applying the bi-level model, we
found that most universities should increase the proportions of inputs in the
NS activity to expand the scale of inputs, and adjusting production structures
cannot make increasing RT'S prevail in any cement companies.

The contributions of this chapter are summarized below:
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e This chapter developed the notion of DSE in multi-activity and multi-
stage production technologies, respectively, in which the standardiza-
tion directions corresponding to the three management perspectives of
input and output changes were proposed in parallel production sys-
tems, and the directions of intermediate products were first introduced
in series production systems.

e This chapter proposed bi-level models to calculate the optimal input di-
rections (including intermediate product directions in multi-stage pro-
duction technologies) that can maximize the output increases under
standardization conditions and uses heuristic searching to solve the
model, followed by defining the notion of absolute and relative decreas-

ing RTS.
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Chapter 5

Estimating SE in the Presence
of Undesirable Outputs

5.1 Introduction

In previous chapters, both multi-activity and multi-stage production tech-
nologies assumed strongly disposability of inputs and outputs (see Axiom
1 in Chapter 3). Based on this assumption, each output can be decreased
independently while keeping other measures constant. However, in practice,
some outputs might be related to each other. For example, in a power plant,
a 10% reduction in COs emissions is possible if accompanied by a 10% re-
duction in electricity, holding all inputs constant. In this case, we need to
assume weakly disposability in electricity and COg emissions. This assump-
tion means that bad and good outputs can be reduced simultaneously by the
same abatement factors (Kuosmanen 2005). Mehdiloo & Podinovski (2019)
generalized the assumption and proposed the notion of selective strong and
weakly disposability, in which the generalized assumption means that several
outputs (including good and bad outputs) are jointly weakly disposable as a
group. In practice, undesirable outputs are inevitably taken into account in
the process of sustainability evaluation. Generally, undesirable outputs are
environmental factors, such as carbon emission, sewage discharge or other
pollutions that come with producing desirable outputs. Given the real tech-
nical features in production activities, different assumptions of disposability
need to be distinguished to match relations between desirable and undesir-
able outputs (Yang & Pollitt 2010).

For existing research about estimating SE in production technologies with
undesirable outputs, some of them assumed a consistent response of de-
sirable and undesirable outputs (e.g., Podinovski (2019), Amirmohammadi
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et al. (2021), Shen et al. (2024)), while the others calculated the marginal
response of desirable and undesirable outputs, respectively (e.g., Sueyoshi &
Goto (2011, 2013)). However, there is a lack of research concerning differ-
ent disposability assumptions simultaneously in multi-activity or multi-stage
production technologies.

The remainder of this chapter is divided into the following sections: Sec-
tion 5.2 and 5.3 propose methods of estimating SE in novel multi-activity
and multi-stage technologies with undesirable outputs, respectively. Consid-
ering the retraction of scholarly publications in UK universities and pollution
emissions in Chinese cement companies, two case studies are carried out to
illustrate the proposed methods. Section 5.4 is the summary of this chapter.

5.2 Estimating DSE in multi-activity tech-
nologies with undesirable outputs

5.2.1 Expressions of multi-activity technologies with
undesirable outputs

Considering the existence of undesirable outputs, the set of all outputs O in
the production technology Tp is restated as follows:

0 =0"5uoYSuoPVSuoU"Suy U(oDk uoY u ol yot™h . (5.1)
keH

Note that the set of all inputs I remain the same as shown in Eq. (3.2).
We assume that the production processes of each activity are mutually in-
dependent. Therefore, the undesirable output produced within an activity
cannot be related to the desirable output from other activities. In activity k,
the union of OP%, OPYk 0PS and OPWS represents the set of desirable out-
puts, in which the desirable outputs in OPY*UOPYS and undesirable outputs
in OY"kUOUWS are jointly weakly disposable, that is, they can be reduced by
the same abatement factor 7% € [0, 1]. In addition, the undesirable outputs
in the union of OY% and OYS are assumed as strongly disposability, i.e., they
can be freely reduced.

Corresponding to the decomposition of the output set as shown in (5.1),
the output vector can be expressed as follows:

Yy =(yPl.. ... yPK.yUl. . yUK.yDWL. . yDWK.

I

5.2
yUWL. . yUWK. yDS.yUS. yDWS. yUWS) (5:2)
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where Y2 = (yPk, ...,y|0Dk|)T(Vk) YUk = (yU* ...,y|OUk|)T(Vk) ybWk —

PYE i) T (V) YOWR = (WE Ly ) T (VE), YPS = (7
y|0DS|)T YUS = (yUS ._.’waS')T yDws _ (yDWS’_._,yf)OVg;S’ml)T and YUWS =
(yUWS, o yUWS )T.

|OUWS|

Furthermore, we assume that the output sets of the k activity are decom-
posed as follows:

OAk — ODk U OUk U ODWk U OUWk U ODS U OUS U ODWS U OUWS. (53)

We assume that each shared desirable output y?5(r € 0P5) and yP"S(r €
OPW5) are allocated into each activity by known proportion vectors PPS =
(pDSl’ o pE SK)T(,, c ODS) and PDWS (pDWSI .. ph WSK)T(’, c ODWS)
respectively, such that Y,y pP5% = 1 and Yjey pPV5% = 1. Let yPSk =
pPSkyDS and yPWSk = pDWSkyDWS ropresent the part of shared desirable
outputs allocated to activity k. Similarly, we assume that each shared

undesirable output y/S(r € OYS) and yY"WS(r € OUY"S) are allocated into

each activity by known proportion vectors PYS = (pUSi, ... pUSKYT(r €
0Y5) and PUWS = (pUWS1 _ pUWSKNT(y ¢ OUWS) respectively, such that
= an = . (§] = an =

cen PUSK = 1 and Sy pUWSK = 1. Let yUSk = pUSkyUS and yUWSK

pUWSkyUWS represent the part of shared undesirable outputs allocated to

activity k. For activity k of (X,Y), corresponding to the decomposition of
output set as shown in (5.3), we have:

YAk — (YDk. YUk. YDWk. YUWk, YDSk. YUSk, YDWSk. YUWSk) (5‘4)
where YDSk — (yDSk’ L ’y|%SDk3|)T(Vk) YUSk (yUSk’ e y|UOSl£{S|)T(Vk)7 YDWSk —
(yDWSk’ o ,yf)ovge’vl; )T(Vk) and YUWSk (yUWSk’ o ’yfé%%§|)T(Vk)-

In Section 3.2.3, strongly disposability of inputs and outputs is assumed
for the production technology Tp (as shown in axiom 1). Let TJ represent
the multi-activity production technology with multiple undesirable outputs.
Including the axioms of convexity and feasibility, we assume four axioms for
T[l,] as follows:

e A1* Selective strongly disposability: If (X,Y) € T},j, we have (X**(Vk),
XS*, YDk* (Vk), YUk*(Vk), YDWk*(Vk), YUWk (Vk), YDS*, YUS*, YDWS*, YUWS)
e TY(for all X** > X*(Vk), X5 > X5,0 < YP* < yPK(vk), YUk >

YUK(Vk),0 < YPWks < yPWk(yE), 0 < YPS* < YPS yUS* > yUS and 0 <
YDWS* < YDWS)_

e A2 Convexity: Technology T;,J is a convex set.

e A3 Feasibility of all observed DMUs: For any j € N, (X;,Y;) € TY.
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e A4 Selective weakly disposability: If (X,Y) € Tg, we have (X*(Vk), X5, YPk
(Vk), ﬂ.kyUk (Vk), ﬂ.kyDWk (Vk), YUWk (Vk), YDS, YUS, ﬂ.kyDWSk (Vk), ﬂ.kYUWSk
(Vk)) € TY (for all 0 < % < 1).

By employing axiom 1%, 2, 3 and 4 above, the production technology Tlﬁj
can be stated as:

n k .k k . k
jzlxljxiJ.Sxi (Vk,i € IY),

DK Ak < xS (i e 1),
ny AKyPE > yDE (Yk,r € OP¥),
T Asyrt < yE (Y r € 0F),
a1 /l’;ﬂj?yf)jWk > yPWk (Vk,r € OPVF),
Sy Ak yUWk = yUWE vk, r € OUWE),
Sy Do A5yPSE 2 yPS (r € OP9),
K Sy AUk < U (r € 0V9),
Zle Z'}zl /ljgﬂj;yf)jWSk > yPWS (r € OPWS),
SK L S AkrkyUWsk = yUWS (r & QUWS),
T Ak =1(Vh), A5 2 0(Vk),
nk € [0,1] (Vk, ).

TV = 1 (X.Y) e RIHO!

(5.5)
Due to the introduction of abatement factors ﬂj?, nonlinear terms /lj‘. ﬂj? (Vk)

exist in T5. Let /lj‘.ﬂj? = /lj‘. - ,uj? (Vk) hold, technology (5.5) can be restated
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as:

S Axl < xf (Vk,ie 1Y),

K .
te1 Xy At < xP (i e 1),

J
T ASyPl = yPE (Vk, 1 € OPF),

i1 /llj‘.yyjk < YUk (Vk,r € OY%),
Sy (A = pkyyPVE > yPWE (vk,r € OPWE),
2?21(/15‘- - ,uf)yfijk = yﬁjWk (Vk,r € OUVK),
Zlk(:l Z?zl /lf.yf}Sk > yPS (r € OPY),
popa 2o /lf.yijk < yUS (r e OY%),

Zlk(:l Z?:l(/llf - ﬂf)yijj-WSk 2 J’?WS (r e ODWS),
St Zjoa (A = @)y lsh =y (r € OU),
i A =1(Vh), a5 =y = 0(v), k),

Akl 2 0V, k).

7Y = 3 (X,Y) e RIIMI

(5.6)
Furthermore, the following section will present the model of SE estimation
on the frontier of technology (5.5).
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5.2.2 SE estimation

Regarding the production technology TIL,/ as shown in (5.6), the output-
oriented DEA model is stated as:

1

——— =max 1+6
UP-0
EO

0.45.4]
Z’}:l /llj.xfj < xf (Vk,i e 1Y),
Shor Do Axdk < ¥ (i € 1),
S AAyPE = (1+60)yP* (Vk,r € OPF),
Ayl < (1= 0)yP* (Vk,r € OUF),
S Ak = k) yPVE > (14 0)yPVE (VE, r € OPTF),
X0 (A5 = @)yIE = (14 0)y M (Vk,r € OUWE),
Simr L A4y 2 (14 0)yP% (r € 0P9),

20 AUk < (1-0)yYS (r € OVS),

ko1 21 (A5 =y PVSE > (14 6)yPS (r € OPW),
Sy 2 (A = )y UVSk = (14 0)yUYS (r € OUVS),
X A = 1(Vk), 45 = = 0(Y], k),

ﬂf.,,uf > 0 (Vk), 6 signfree.

(5.7)
s.t.

Let (6%, /li‘.*, u?*)(\fj, k) represent the optimal value of model (5.7). DMU,
is defined as the output radial efficient DMU if and only if the optimal so-
lution of the acquired from model (5.7) satisfy 6* = 1. If not, the inefficient
DMUs can be projected onto the efficient frontier by applying the following
equations:

X = S ARk (Vh, i € 19),x8k = B AkSE, (Vk,i e 1),
Vo "= Zja A PRk r € OPR), yife = B A5y (ko r € 0V,

ylr.)UWk* — 7:1(/75* _ Iu;(*)yrDJWk(Vk’r c ODWk)’

y’l/OWk* — Z?:l(/lf* _ﬂf*)y%Wk(\?/k,r € OUWk),

yQ)Sk* — 1]1:1 /lic_*yrDjSk(Vk,r e ODS),yﬁjOSk* — ?:1 ﬂlj*yil,]]Sk(Vk, re OUS),
k= * *
Vi K = B (AR — k) yPVSK (Y, - € 0PW),
y,l‘JOWSk* — Z;l:l(/lﬁ{* —uf*)yﬁijSk(Vk,r c OUWS).

(5.8)
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Then, projected DMU, (X, Y>) can be obtained by applying Eq. (5.8).

0’70
For all output-radial efficient DMU} in the technology Tg , the response func-
tion of outputs is defined as follows:

B =max {B| ((1+0X;, (1= BYT (1 +HYP, 1+ BV ) e TH. p e R},
(5.9)
where we assume = 0 when ¢ = 0 indicating that ¥ cannot be changed
within T},] on the condition that X} keeps unchanged, the output vectors Y*,
YP* and Y* include all outputs in the subset ey OV¥UOYS| Jpey OPWVEU
0?5 and ey (OPVE U 0"k U 0PYS U OYWS | respectively.
To estimate SE for efficient DMU}(X],Y,)) € TISJ, B(t) is stated as the
following linear program:

B(t) = max
BoA%
N1 1§xikj < (L+0)xk (Vk,ie "),

S 2 Al < (L+0x) (e 1),

Sy AyPE = (L4 B)yP* (Vk.r € OP),

Sy AUk < (1= B)yUk (Vk,r € 0U%),

S (K = k) yPVE > (14 B)yPVE (Vk,r € OPWF),

S (A = )UK = (14 B)yUVE (Vk, r € OUVE), (5.10)

S Sja Ay = (L4 By (r € 0P9),

DK AEYUSE < (1= B)yUS (r € OUS),

St I (5 = ) yPVSE 2 (14 B)yPYS (r e OPYS),
I Gtk = k) SE = (14 {305 (r € OUYS),
A = 1(Vh), A =k 2 0(Y), k),

ﬁf, u? > 0 (Vk), B signfree.

s.t.

Then, based on the DDO method, the methods of estimating SE in the
production technology (5.6) is proposed in the following theorem:

Theorem 7. Let (X},Y)) € T;,] be defined by (5.6) and (X},Y)) be an output-

0’70

radial efficient point, then the right-hand and left-hand SE can be obtained
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by solving the following problems:

et = min E vlkxfo*+ E vl-le-So*
k .,k .S , Dk ,, Uk DWkl,tE]Wk DS ,US ,,DWS L ,LUWS _k

Yy el N A R vy s
ket ietk VEXEr + s vixst = ey Yook ulkyDk
+ Yker Lreovk UK yUR — S ey X reopwi ulPWhyDWks
+ Ykerr Sreovwr ulVEyEVE = 3 cops uPSyPS + 3, cous ul Syl

DWS ,DWSx UWS ,,UWS* k _
- ZrEODWS u, Yro + ZrGOUWS Uy = "Yro + ZkEH uy = 0,

Dk, Dk Uk, Uk
— DikeH 2ire0Pk Uy Vo + kel 2reoUk Uy Vg

i Scopwi uPWEYDWRS LS S qUWEyUW
= 2ireobs urDSyrDOS* + XreoUs uysy%S*
S oo uPWSYDWSe LS UWS WSS _
S.1. 7’;{ — Dielk V,I-foj* — DicIS vfxi‘s;!‘* + X eoDk ueryrDjk*
— 3o uﬁ]kyijjk* £ copwt uPkaf)jWk*
— Y reOUWK uﬁfW"yff]Wk* + 3, cons urDSyrDjSk* _ Y ous uﬁfsyf]f"*
+ 3 copws M’{)WSyrDjWSk* S eouws ug]WSygfjWSk* —uk < 0(Y). k),
—’)/jf - ZreoDWk urDkarDjWk* + ZreOUWk unky%Wk*
= Xreoows up WV yPVIE 4 3 couws ul WSy IR < 0. (Y], k),

r

uDS,uUS,urDWS,ug >0 (Vk,r € O\ (Urey OPVE U OUWS)),

r r

v 2 0(Vk, ), v vy 2 0 (ki) ul®, ul® up™e,

udWk yUws, u’é signfree (Vk,r € Ugey OPVE U OUYS),
(5.11)
g = max Z vExke 4 Z Vvixs*
Vv W W DS S uPWS WS g o s
s.t. All constrains in model (5.11).
(5.12)

It is worth noting that the overall system cannot be assumed to be ad-
ditive because of the existence of undesirable outputs in gy OYF U OYS.
Therefore, the overall SE cannot be decomposed in line with the method of
decomposing SE in Section 3.2.3.

5.2.3 Case study

Considering the fact that the retraction of scholarly publications is an shared
undesirable output in the case study of 43 UK universities (data sourced from
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Restraction Watch Database (https://retractiondatabase.org/)), this subsec-
tion carries out two possible forms of production technologies, in which one
of them assumes weakly disposability of undesirable outputs while another
assumes strongly disposability of undesirable outputs. The original data of
retraction is shown in Table 5.1.

Table 5.1: Retraction data of 43 UK universities

yRL - R2 yRL - yR2 yRL - R2
DMU  Retraction DMU  Retraction DMU  Retraction

NS SS NS SS NS SS
DMU1 6 0 DMU16 9 2 DMU31 1 0
DMU2 4 0 DMU17 0 0 DMU32 0 0
DMU3 6 0 DMU18 0 0 DMU33 0 0
DMU4 5 4 DMU19 0 1 DMU34 2 0
DMU5 3 4 DMU20 1 0 DMU35 1 0
DMU6 8 0 DMU21 5 0 DMU36 0 0
DMU7 1 0 DMU22 4 0 DMU37 1 0
DMU8 0 0 DMU23 0 0 DMU38 0 0
DMU9 6 1 DMU24 3 1 DMU39 0 0
DMU10 4 0 DMU25 1 0 DMU40 0 0
DMU11 3 0 DMU26 3 0 DMU41 1 0
DMU12 4 0 DMU27 3 0 DMU42 0 0
DMU13 1 0 DMU28 0 0 DMU43 0 0
DMU14 0 0 DMU29 1 0
DMU15 0 0 DMU30 8 0

Let yR = yRl 4 yR2 represent the number of retractions, where y®! and

yR2 represent the parts of retraction allocated to NS and SS, respectively.

Scenario 1

Assuming yR € 0Y"S y5 € 0PWS and y%, y%, y%, y% € Up=1.2 0Pk based
on the production technology (5.6), the according production technology of
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universities is stated as:

11 < 1 noo32.2 2
/1/ Jj = J=1 /ljxj < X

/11x51 +Zj:1 2y S2 < xg’

1 1 1 1

- l/ljylj Z Vip> - 1/ljy2j Z Y90

/12)7 _y2 /lzy _y2

1 1 lo’ ] 177725 20’

ot = (%) e BY| 271420

" | X @) =yt B (8 = iy 2y,
Z;l 1(/11 /’t])le'i'Zn 1(/13 j)yj :y§’

noal _xn 92 _ 1 32,1 ,2 .
Zj:l/lj - ijl/lj - 1’/11"/1]"#]"”]' 2 O(VJ),
A = (V). 45 = 415 (V).

(5.13)
Then, we use the output-oriented model to project all inefficient DMUs
to the efficient frontier of the production technology Timii:

1

— A = max 1+6
UP-0O
E;

M ENTNT

n 1 1 n 2
Z]_ /1] J —XO’Z 1/11 j =%o

/11 51+Z /12 SQ ng’

z" 1/11ylj > (1+0)y10,2" 147y 2 (1+6)y,,,
S AyT 2 L+, 2 A5y3, = (1+6)y3,,
Sh (] = ppyit+ B (= )y = (1+6)y5,

T (4] - j)yfl + X (5 = )y = (1+60)y],
B A= X = LAl 2l 2 0 (4)),
A5 2 5 (V)), 45 = pi5 (V)), 0 signfree.

(5.14)
s.t.

Let the optimal solution vector of model (5.14) be (6%, /l}*,/l?*,u;‘.), each
inefficient DMU,(X,,Y,) is projected as DMU}(X},Y,;) by applying Egs.
(5.8). The results of projections and efficient scores are shown in Table
B.4. Based on Theorem 7, we can calculate the right-hand and left-hand SE
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by applying the following models:

ef . = min vhxbls g 22 4 SxSe
Unil 1.2.1.,2.,8,1.2,1.2 § R, 1,2 o 0 o
)’J s)/J Vo,V EY sul,u19u2,u2,u U UA U

0°70
T le 4 02.2% 08 S 1 Ts 1 Ts 20 2x
VX, A VIXST HVIX,T —u Y~ Us Yo — UYL

2.,2% S, S R Rx* —
—Uyy5, — Uy, + Uy, +uig+u =0,

S N E\ SR £ 1,,1= 1,1
’}/J 1% Xo \% Xo +I/t1y10 +M2y20
1 R, R1 :
+uS 5t — uRyR — i < 0(V)),

2 2.2« _ S S§2x% 2.,2% 2,2
71' VX, ViXo +u1y10 +u2y20 (515)

s.t. 4 AuSyST—uRyR2 —y00 < 0(V)),

—yj = uwlyyt Hufygt < 0(V)),
—y7 = uys +ufylP < 0(v)),

Todw | o Auls o 226 . 2.2 , S S« R.Re _
UV, T UYo, TUTYY, T UV, FUTY, —UTY, =,

. 1
7]1.,)/]2. > O(V]),vl,v2,vS,u%,u%,uTu%,uS >0,

u10, U0, uR signfree,

EUpil = max vixl* 4 p2x2% 45y
m 1.,2,1,2,8,1,2,1,2 s R, 1,2
Yy v2 S g udugud S ul g ud (5.16)

s.t. All constrains in model (5.15).

By solving model (5.15) and (5.16), the results of the right-hand and

left-hand SE are shown in Table 5.2.
Table 5.2: Right-hand and left-hand SE for 43 UK universities with undesir-

able outputs (selective weakly disposability)

+ - + - + -
DMU Elmit Eunn  OMU Enit Eunn  PMU €Uni1 €Unil

DMU; 046 1.01 DMU;s 0.15 0.76 DMU3; 0.74 1.10
DMUs 0.00 064 DMU;7 0.15 093 DMU;32 0.31 0.75
DMUz 0.69 0.79 DMU;g 043 054 DMU3ss3 0.56 0.64
DMU4 0.00 098 DMUjg 0.73 0.88 DMUs3s 0.00 2.70
DMUs 0.00 0.82 DMUyy 0.28 094 DMU3z; 0.66 1.23
DMUg 0.00 0.69 DMUs; 0.55 0.60 DMU3¢ 0.96 +o0
DMU7 0.03 1.01 DMUs 081 0.86 DMU3; 0.50 0.63
DMUg 030 0.66 DMUg3 0.78 0.85 DMUss 0.66 0.80
DMUg 0.75 0.77 DMUy 048 0.51 DMUsg 0.64 0.90
DMU;p 0.72 0.74 DMUgs 044 13.03 DMUy 1.32 1.53
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+ - + - + -
DMU Elnit  Cum1  PMU Epit Cunn  PMU EUnit €unit

DMU;; 0.34 086 DMUy 030 0.85 DMUy 0.62  1.02
DMUis 0.74 087 DMUy; 0.71 1.13 DMUy 0.78 +oo
DMU;3 037 0.75 DMUsg 0.77 094 DMUys 0.81 1.12
DMU4 0.51 096 DMUy 047 0.85
DMU;5 084 114 DMU3y 045 1.17

Comparing with the results in Tables 3.4 and 5.2, projected DMUj3¢ and
DMUy3 cannot further increase the scale within Typnip. Therefore, we can say
that considering retraction as an undesirable output under the assumption of
selective weakly disposability has a negative impact on the scale expansion
of DMU3g and DMUys. In this case, only DMUyq can further increase the
scale of inputs.

Scenario 2

Assuming y® € 0YS, y5 € OP% and y%, y%, y%, y% € Ukz12 0Pk based
on the production technology (5.6), the according production technology of
universities is stated as:

1 Sl 2 S2 S
Z” 1/1 X +Z” ]x] <x,
1 1 1
jl/ljylj_yln’ jl/lijJ_y2{)’
Tuniz = 1 (X, Y) € R_?_ j 1/13)’1] 2 yi,, /12)72] 2 )720, (517)
AlyS1 +Z /12 S2 > yo7
n
gy <y,
1 n 2 _ 1 32
" 1AJ " A2=1,21L22 >0,

Then, we use output-oriented model to project all inefficient DMUs to
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the efficient frontier of the production technology Tiypio:

1
=max 1+6
UP-0 1,2
E0 6,4%,43

n 1,1 1 von 2.2 2
=1 /ljxj < Xx,, =1 /ljxj <x7,
n 1..51 n 2..82 S
! o ! xR <
]=1/ljx] +Z/=1/1.1x1 = Xo»

LA = L0y, Xh Ay = (1+6)y,,,
st 2o Ayl 2 L+ 0)y7, X y3, = (1+60)y3,,

LA+ B S 2 (1+6)ys,
?:1 /l})’fl + Z?=1 /1?)’52 < (1-9)yf,

2o /l} =20 ﬁ? = 1,/1},/1§ > 0, 0 signfree.

(5.18)

Let the optimal solution vector of model (5.18) be (9*,/1}*,&?*), each in-
efficient DMU, (X,,Y,) is projected as DMU? (X}, Y.) by applying Egs. (5.8).

0’70

The results of projections and efficient scores are shown in Table B.5. Based
on Theorem 7, we can calculate the right-hand and left-hand SE by applying

the following models:

el .. = min vixlE g2y Sy S
Unil 1.,2.,8,1,2,1.2,5 R,1,2 o o 0
vo,ve vy ,ul,ul,MQ,MQ,M u ,MO,MO

1,.1x 2..2% S .. 1,,1x% 1,,1x% 2,,2%
VX VIS VXY — Uy~ us s — Uiy

2,,2% S 4,8 R R* _
U5y, — Uy, +uty, +uig+ug =0,

—le},* - va;fl* + u%yﬁ + u%y%{*}
+uSyot — uRyR* — g < 0(V)),

2..2% S ,-852x% 2,,2% 2,2
st ] VX, T VXS Fuyyy, Tusys,

2 R.R2 :
+uSys 2 — uRyR2 — 90 < 0 (V)),

1,,1% 1,,1% 2.,2% 2.,2% S8 R, R+ _
U1 Y1y HUQYo, FUTYT, H UGV, F U YT Uty =1,

1,2 . 1 ,,2 1,2 .1 2
Y ¥i 2 0V, vh v ug, uf, ug, uz,u® 2 0,

u10, g, uX signfree,

Err = max vhxle 4 2x2 4 SySx
Unil 1.2.6.1 .2 1.2 ¢ R 1.2 0 9] 0
Vv vS g ud g, us ufugug

s.t. All constrains in model (5.19).

(5.19)

(5.20)

By solving models (5.19) and (5.20), the results of the right-hand and

left-hand SE in are shown in Table 5.3.
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Table 5.3: Right-hand and left-hand SE for 43 UK universities with undesir-
able outputs (strongly disposability)

DMU &0 8ume PMU el 8pm PMU - s(,  &pms
DMU; 0.56 097 DMU;g 0.61 084 DMU3; 0.70 0.93
DMU, 0.00 0.27 DMU;7 0.00 063 DMUs, 024 0.74
DMUs; 0.69 083 DMU;g 0.00 0.63 DMU3s3 0.59 0.59
DMUg; 0.00 098 DMU;g 0.69 0.89 DMU3 0.00 2.70
DMUs; 0.22 055 DMUyy 0.24 085 DMU3; 049 1.15
DMUg 0.00 0.69 DMUy; 0.54 056 DMU3zs 0.73 +o0
DMU7 0.00 0.99 DMUy 0.74 085 DMUs; 0.62 0.74
DMUg 0.30 0.64 DMUss 0.80 0.85 DMU3sgs 0.60 0.75
DMUg 0.54 0.65 DMUsyy 040 0.52 DMU3z9 0.32 1.00
DMU;g 049 049 DMUs; 0.36 13.09 DMUy 0.78 1.53
DMU;; 0.23 085 DMUy 0.30 0.65 DMUy 0.23 0.59
DMU12 0.67 0.88 DMU27 0.67 1.12 DMU42 0.82 +00
DMU;3 0.00 0.19 DMUsg 0.73 091 DMUys; 0.93 1.12
DMUy4 053 096 DMUy 045 0.84

DMU;5 0.82 1.14 DMU;3y 0.72 0.76

Comparing with the results in Tables 3.4 and 5.3, projected DMUsg,
DMUyo and DMUy3 cannot be further increase the scale within Tijy;0. There-
fore, considering retraction as an undesirable output under the assumption
of strongly disposability, all of the universities cannot increase their scales.

5.3 Estimating DSE in multi-stage technolo-
gies with undesirable outputs

5.3.1 Expressions of multi-stage technologies with un-
desirable outputs

On the basis of a closed two-stage production technology Ts as shown in
(3.41), we further consider an open production system represented by TSU ,
which includes multiple undesirable outputs. The set of all intermediate
products and outputs need to be decomposed into the following disjoint sub-
sets:

Cc=cPucPV ol =l yoPhyePVD) |y oUW,

0® = oU® y oP@ y PV (2 | oUW (2) (5.21)
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We assume that the undesirable outputs produced in stage 1 cannot be
used as inputs for stage 2. Specifically, OV represents the union of exogenous
outputs produced in stage 1, in which OP® u 0PY(M) and oYM y oUW
represent the set of desirable and undesirable outputs, respectively. Simi-
larly, 0® represents the union of final outputs produced in stage 2, in which
0P@yoPY®2 and 0V uoU" @ represent the set of desirable and undesir-
able outputs, respectively. Moreover, in stage 1, the undesirable outputs in
0Y"() and desirable outputs in CPW U OPW W) are jointly weakly disposable
and can be reduced by the same abatement factor 7)) e [0,1]. In stage
2, the undesirable outputs in OY"@ and desirable outputs in 0P are
jointly weakly disposable and can be reduced by the same abatement factor
7 € [0,1]. The desirable outputs in 0P and 0P and the undesirable
outputs in OV™M and OV are assumed as strongly disposability. Note that
Tg is equivalent to Ts when O) U 0Y® U 0PV 2 y OYW 3 = @ holds.

Based on the decomposed set of intermediate products and outputs shown
n (5.21), the vector of intermediate products, exogenous outputs and final
outputs are stated as follows:

— (ZD7 ZDW), Y(l) — (YU(D, YD(l), YDW(l)7 YUW(I))’

Y@ = (yU2. yD@). yDW), yUW(2)y (5.22)
D(1
where ZP = (P ,...,Z|DCD )T, ZPW = (z?w,...,chwl)T yP = Oy S
D(1 U(l U(1l DW(1 DW(1
y|0(D31) )Ta yv® = (y ( )’ s ’y|0(U21) )T yPw = (y ( )a <o ’y|0D\(IV()1)|)T7
uw( uw(l D2 D(2 U@
yuw) — (y1 ( )’ ) “,y|0U5V()1)|)T yP(®2) — (y ( )’ ,y|0(022)|)T yUu@ — (y1( ),
U(2 DW (2 DW (2 UW (2
"’y|0(U?2) )T, YPWE@) = (yf (>,,_.,y|0D5V(>2)|)T and YUW® = (3¢ @
UW(2) )T
|0UW(2)|

Then, the axioms of Ty presented in Section 3.2.4 need to be modified.
We assume that TS{J satisfies several standard axioms as follows:

e A1* Selective strongly disposability: If (X, Z,Y) € Tg, we have (X*, ZP,
ZDW, YU(D*, YD(I)*, YDW(l)*’ YUW(I)*’ YU(2)*, YD(Q)*’ YDW(Q)*, YUW(2)*) c T;]

(for all X* > X,0,< YPWx < yPM) yUx > yU) o < yPWDx <

YDW(l)’ 0, < YD(Z)* < YD(Q)’YU(Q)* > YU(2) and 0 < YDW(2)* < YDW(Q))
e A2 Convexity: Technology TSU is a convex set.
e A3 Feasibility of all observed DMUs: For any j € N, (X;,Z;,Y;) € TY.

e A4 Selective weakly disposability: If (X,Z,Y) € TSU, we have (X, ZP,
ﬂ(l)ZDW, YU(l), YD(D, ﬂ(l)YDW(l)’ ﬂ(l)YUW(l), YU(2), YD(Q), 7T(2)YDW(2),
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a2yt ¢ Tg (for all 70, 73 € [0,1]).

By employing the above axioms, the production technology TSU is stated
as:

1 .
721 /15. )xij < x; (Vi),

1
i 42 2 2 (f e P,

2
Sjar 420 < 2 (f € CP),
n (M _(1)_Dw DW DW
j=1 ’1{1)”; g z2p (feCT),
n DwW DwW DW
= /11.1 Z{/jl ) ZfU ff e
sy A0 <y D (e 0V,
1).D( D(1
i Ayt 2 3P0 (e 0PW),
TU = (X,Z,Y) € R|+1|+|C|+|O| ?:1 ﬂﬁ-l)ﬂjl)yzw(l) > y,DW(l)(r c ODW(l))’ {
;g 1/l(.l)ﬂ(.l) uw() _ yng(l)(r e UV ()
=Ly g ’
2) U2 U2
AP <3P e 0V,
;1_ 1)L(.2)),D.(2) > y?(2)(r e OP?2)
=%y = ’
7 1/1(.2)7T(.2)yD.W(2) > y?W(2)(r e OPV(2)
=L g - ’
2)_(2) UW(2 UW (2
;g:l /15 )ﬂ; )yrj (2) :(yr ( )(r e OUV @),
n (1) _ n 2) _
ijlxlj —1,Zj:1/1j =1,

1 12 N (D) _(2)
/lj ,/lj 20(\7’1),7rj Ly e [0,1].

(5.23)
To linearise the nonlinear terms /15.1)71';1) and /15.2)7r](.2), let /lﬁ.l) = /15.1) — #51)
and /15.2) = /15.2) - /15.2) hold, technology (5.23) can be restated as:
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1 A Vxi; < xi(V),

a1 ﬂﬁl)z?j > 27(f e CP),

J=1 /152)@9]. <z2(fec?),
oL - B > Y e oM

Tt /lﬁ.l)z?]W <Z7V(fecP),

o1 ﬂ_i.l)yf/_,-(” < WD e Uy,

;:1 ﬂ§l)yrDj.(1) > yﬁ)(l)(r c 0[)(1))’
1V = (X, Z,¥) e RIMICHOL g (1 — (D), DV 5 (D, ¢ gDwD),
S A = )y = OV ¢ guwa),

o1 A§2)y£/j§2) < WO (. ¢ oU2),

7:1 /15'2)yrDj(2) > yrD(2)(’, c OD(Q))’

'}:1(/132) _ﬂ§~2))yrDjW(2) > PV () ¢ 0PV,
T (AP = ) UWC) WO g guw )
/152) _’u§2) > 0,/1;1),/152),’[1;1),#;2) > 0(Y)).

(5.24)
The following subsection will develop the model of estimating and decom-
posing SE on the frontier of technology (5.24).
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5.3.2 DSE estimation

Regarding the production technology (5.24), the output oriented DEA model
is stated as follows:
1

— max
EUS—O M 4@ M@ D Dw
0 Y S e ,Zf 25

1+6

" AW < xio (Vi)

ﬂ(l)zf] > 2(f e CP),

A(Q)ij <P (feCP),
z’]-:l(ﬂ”’ WP 2 2V (f € CPV),

fi

1
?:1 ’1§ )Z?]W < ZDW(f c CDW)

1) U1 U(1
1 A0y yr( \(r € QU
Zn 1/1(1) D(l) > yD(l)(l" e OD(l))
1 1 DW(1 DW(1
Z’jl':l(/lﬁ' ) ( ))y (1) > Vo ( )(r e ODW(I))
1 1 UW 1 1
s.t. ;}:1(/1(. ) _ ( )) ; 1) _ — ym W( )(}” € OUW(l))
2) U2 U(2
/1( )yr]( ) < (1 e)yr( )(I" c OU(Q))
Zn 1/1(2) D(Q) > (1 +0)yr (2)(],. e 0D(2))
2 2 DW (2 DW(2
S =y 2 (14 0y P (r e 0PV,
n 1(/1(2) (2)) UW(Q) = (1+6)y W(Q)(r c 0UW(2))
1 _ (2 _
LAV =13 1/1] =1,
(1) (1) (2) (2)
/1j K 20,/1]. — M >0,
1 2 1 2 .
AW A 40 4@ 5 v,

0, Z?,Z?W signfree (f € CP u CcPW).

(5.25)

Let (9*,z?*,z?w*,/l§.1)*, /1;.1)*,/1;2) * /15.2)*) represent the optimal value of

model (5.25). DMU, is defined as the output radial efficient DMU if and

only if the optimal solution of the acquired from model (5.25) satisfies 6* = 1.

If not, the inefficient DMUs can be projected onto the efficient frontier by
applying the following equations:

x?o — /1(1) Xij (Vl) Zjo — Zf (f c CD) ZDW* — Z?W*(f c CDW)
1)= 1)= 1)= 1
)’rDo( e _ /1( )% y” (re OD(l)) yU( e _ j=1 /l; )% yrj(r c OU(l)),

DW(1)x* 1)x 1)x
Vi (1) 27_ (/l( ) 5 ) )yrDjW(r e ODW(l))’
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UW(1)* 2)x 1)x
yro = B (DT = pD)y U (r e VWD),

D(2)x 2)x U(2)* 2)x
i = T AT (r € 0P @),y = 3 AP (r € 0VD),

DW(2)* 2)* 2)% w

Vro @) _ E’] 1(/15. " _ uj. ) )yrDj (re ODW(Q)),
UW(2)* Z 2)x 2)x Uw

Yro @ = ;%——1(/15) ! § ) )yil‘]jw(r €0 (2))

(5.26)

All efficient DMU, (X}, Z2,Y;) by applying model (5.25) and Eqgs. (5.26)

can be obtained. For all output-radial efficient DMU? in the technology TV,
the response function of outputs is defined as follows:

Ble(1) = max {B1((1+0X;, (1 +9)Z;, (1= ¥, ", (1+ @y,
(1+ QD)YODW(D*, (1+ (p)YOUW(l)*, (1 _ﬁ)YOU(Q)*’ (1 +ﬁ)YOD(2)*,

W+ Ly ) e Tl per).

(5.27)
where we assume 8 = ¢ = 0 when ¢ = 0 to indicate that Y, and Z cannot be
changed within T;,’ on condition that X keeps unchanged.

To estimate SE for efficient DMU (X, Z;,Y;) € T{ in the overall system,

the first stage and the second stage, B(t), ¢(t) and B(¢) are expressed as
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following linear programs, respectively:

B(1) = max
" AW < (L0, (V).
" AV s (14 9)2(f € CP),
" AP < (L4 )2 (f e CP),
2o (/1;1) - yﬁ.l))z?}”* > (14 cp)zlf)ow*(f e CPW),
AV < (14 )2V (f e CPW),
?:1 /lﬁ.l)yf/j(l)* <@ —(,o)yfjo(l)*(r c oUW,
?:1 A;l)yfj(l)* > (1 +go)yf)0(1)*(r c OD(l)),
n AW = g D)PVD s (14 )y PV ¢ oWy, (5:28)
2?21(151) 3 ﬂ;l))yile(l)* = (14 @)yUV O ¢ QUWD).
;;:1 A;z)yffje)* < —,B)yfi,(z)*(r c OU(2)),
S APy 2 (14 By (r € 0PD),
S0P = g P)yPV D 2 (14 gy RV (r e 0PV,
2?21(15.2) _ u§-2))y£]jW(2)* (148" € QUW ),
2?21 /15.1) _ 1,2?:1 /152) =1,
/15'1) —/1;1) >0, /1;2) B ﬂ;z) >0,

AW AP D 4 > 0(v)), o, B signfree ,

s.t.

p(t) = max 7
Mm@ M (@2
B AR K (5.29)

s.t. all constrains in model (5.28),

By) = B

max
L@ MW @

Bty Ay

s.t. all constraints in model (5.28), where ¢ is converted into a scalar,

t is converted into an unknown variable satisfying ¢ > 0.
(5.30)
Based on the DDO method, the methods of estimating SE in the production
technology (5.24) is proposed as following theorem:
Theorem 8. Let (X},Z,,Y)) € TSU be defined by (5.24) and (X}, Z},Y}) be

0’70 0’70

an output-radial efficient point, then the right-hand SE in the overall system,
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the first stage and the second stage are estimated by the following problems,

respectively:

£+ _

Vi,T

m

U min E Vix:,
D) D(2) DW) DW) U() | D(D) | DW(L) &
Tr Ty i=

UW(l) U(2) D(2) DW(Q) UW(Q)

»U10,U420

2ty Vixi, = X pecp T i )Z?o + X fecp Tr ;e )z?:

_ZfeCDW Tf W ?W + ZfeCDW Tf w( )Z?W + ZreoU(l) urym( )

D(1)+ DW(1)x UW(1)*
- ZreOD(l) UrYro - ZrGODW(l) UrYro + ZreOUW(l) UrYro

U(2)* D(2)* DW(2)*
+ ZreOU<2) ”ryro ZreOD<2) UrYro ZreODW(Q) UrYro

W2+ +uig+ug = 0,

7}1_ — 2t Vi xz] + 2 fecr Ty o )Z?] + X pecow T]?W(l)Z?]W*
— 2ireoU) uryrj( 4 2 reoP () ry”( )
ZreOUW(l) ryr] Wi ujg < O(V]),

- ZfecD Tf( )Z?] Z fecPW Ty ( )Z?JW = 2reou@ “ryr]( )

D(2)* DW(2)* UW(2)x

+ ZreOUW@) Mr)’ro

DW (1)
+ ZreoDW(l) u,y L)

+ ZreoD(Z) Ury, - ZreoUW(2) Ury,;

—Uu0 S 0 (V.])a

+ ZreoDW(Q) ury”

DW(1 ¥
—7]1- - ZfeCDW Tf ( )Z?]W - ZreoDWm Ury,

+ D rcouw(l) uryiij(l)* < 0(V)),

DW (2)x UW(2)x i
—7]2' = 2reoPW @) UrY, Dt Breovwe Urdrj P <0(v)).

ZfeCDT ()Zfo Zfe DT ()Z?o +Zf€CDWTf W) ?(YV*

DW(2 % U(l)= 1)=
_ZfeCDW Ty Ve ?W + 2 reoU) ryro( "y 2ireoP M) uryro( )

DW(1)* UW(1)* _
+ ZrEODW(l) uryro ZrGOUW(l) uryro 0’

DW (1)

U(2)+ D(2)x DW(2)x
2reoU@ UrYro  + 2reop@ UrYro  + XpeobW® UrYro

UW(2)x
_ZrEOUW(Q) UrYro @ =1,

vy, 700 PO L DWE) LDV V) D) DV Ue2)

uP® P2 5 0vi, fecPucPV,re(0®uo®?)
uw(l UW(2

\(OUW1 U OUWQ)),M,, ( ),ur ( )’

u10, ug signfree(r € OYV1 U OUW?2),

(5.31)
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m
(SU1)+ — min
b P LD@) DW) DW) U() D) | DW (L) Z
f i=1
UW 1 U(2) D(2) DW(2 Uw(2
Uy ( )’ r( )s r( )’ Uy ( )s Uy ( ),ul(),l/tQO

The first 1 +4 % n constrains in model (5.31),

D(1) D+« D(2) D+ DW(1)_Dwsx
ZfeCD Ty Zfo ZfeCD Ty 2o +ZfleCDW Ty Zto
- ZfeCDW Tf . )Z]DFOW + ZreoU(l) uryro( ) + ZreoD(l) uryro( )
1) 1)
+2r€0DW(1) urerW( ) ZreOUW(l) I’yrDW( ) =1,
U(2)* D(2)x DW(2)x*
. 2reoU2) ”r)’ro( + 2 con @) urym + D reoPW @) UrYrg (2)
s.t. 1 .
- ZrGOUW(Q) urymW(Q) = 0,

D(1 D(2 DW(1 DW2 U(l D(1 DW(1 U2
vmf() f”, DI, ! @ U D) | DW() L U)
uP® P2 5 0vi, fecPucPV,re(0®uo?)

> r

\(OUWl U OUWZ)) uUW(l) MUW(Q)
” r s Yr B

u10, U0 signfree(r € oYWl y oUW?),

(5.32)
(SU2)+ _ : _ D(l) Dx D(2) D=
€ - Vi TD(l) TD(Q) TDW(l) ;[_IDl%){:E](-Z) uU(l) uD(l) uDW(l) Zfa + Z Zfo
il L ot r Sy Sy Sy 5 fECD fECD
LV U DR DWER) UWER)
DW(1 * DW(2 * U(1)= D(1)*
- Z T ( )Z]DC;V + Z ( )Z?:V - Z Mryro( ) Z Mryro( )
feCDW fecbw reQUM) re0DP (1)
DW(1)x UW(1)x
- Z UrYro W Z UrYro M
reOPW() reOUW ()
The first 1 +4 % n constrains in model (5.31),
- Zyil Vix?o =0,
U(2) DW(2)x
ZreoU(Q) UrYro + ZreoD(Q) uryro + ZreoDW(Q) UrYro
UW (2)*
—ZreoUW(Q) UrYro ) - 1’
s.t. 1
vi,T?(l), ?(2)’ ?W(l) fDW(2) MU(l) MD(l) MDW(l) uU(2)
uP® P2 5 0vi, fecPucPV,re(0Wuo®)
\(OU"1 U OUW2)), uUW(l), uﬁJW(Q)
ui0, oo signfree(r € OYW1 U OUW?2),
(5.33)

The left-hand SE in the overall system, the first stage and the second stage
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are estimated by modifying the objective functions of linear programs (5.31),
(5.32) and (5.33) by changing minimization to mazimization.

The proof of Theorem 8 is similar to that of Theorem 2.

5.3.3 Case study

This subsection incorporates nitrogen oxides and carbon dioxide as exoge-
nous undesirable outputs in the case study of cement companies (data sourced
from the annual ESG reports of each company), the original data of unde-
sirable outputs is shown in Table 5.4.

Table 5.4: Undesirable outputs of 15 cement companies

y/ vy y/ vy
DMU "No,  co, DMU "No. o,
DMU; 52008  16657.97 DMUs 6026.638 1346.686
DMU, 52817  18377.86 DMUj 4497  1517.349
DMU;3 22660 4175.51 DMU;; 4810.97 1271.44
DMU, 1671573 3453.119 DMUjp, 1878  749.619

DMUs 11623.03 5821.92 DMU;3 2763.44  754.35
DMUg 11514.35 5761.582 DMUy4 1240 352.458
DMU; 4431.23 1087.895 DMU;5 11136.01 3529.308
DMUg 4582.841 1851.027

Note: NOy is measured in tons, while CO4 is measured in million tons.
We assume that NOx is strongly disposable while COg is selective weakly

disposable and related to clinker & cement, i.e., yij e oY), y;] e oV,
71 € CPY and z5 € CP. Note that Y? = @ holds in this case. Then we have
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the following production technology for 15 Chinese cement companies:

i 1/15 )xlj leo,zj 1/15 )xzj < X920,

Z;Ll(/l; — W)z = 21, 2y /152)11,' < z1,

2 1/1(1)12j > 29, 2 /1_5.2)@]- < 29,

2 1’1(1))’1] <Y

]=1(/1§'1) - ﬂj)ij = ylzjo’

Z" 1/1(2)y1j > Yio» 2= 1/1(2)ij > ¥20,
AW 3 a® 210 s v,

15.1),/1;2),#_,- > 0(V/).

Tcem =3 (X,Z,Y) € R}

(5.34)
According to production technology (5.34), the output-oriented model is
stated as:

1

Com = max 1+0
EO

1 2
0.4 42 j.21,20

Z?zl ﬂ;l)xlj < X1o» Z?zl /l(l)ij < X9,
?=1(/1§~1) — W)z = 21, 2 1/15 Ja; < 21,
/1(1)22]' > 29, 2 /15- )29j < 22,
AN (5.35)
j=1(/1§1) - ,Uj)ygj = yé’o,
o1 /152))’11 > (1+6)y10, X2 1/15 'ya; = (1+6)y2,
S A5 = L3 A5 = LAY 2 (),
/151),/152)’

s.t. 1

1j > 0(V¥j),0,z1, 22 signfree.

Let the optimal solution vector of model (5.35) be (0*,/11* /12*,,ul*,,u?*),
each inefficient DMU,(X,, Z,,Y,) is projected as DMUZ(X*,Z;,YO) by ap-
plying Eqgs. (5.26). The results of projections and efficient scores are shown

in Table B.6. Based on Theorem 8, we can calculate the right-hand and
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left-hand SE by applying the following models:

S+ _ . * *
scem - IIllII} U lel() + VQ.X20
¥;v1.v2.71,72,73, 74,4y Y w1 uo,u10,u20
* * * * * *
lelo + V2x20 - lela + 72210 - T3Z20 + T4Z20
VYU e uUyU iyt —usyt +ung+uog =0
Ui Vip TU Y9, —ULY , —U2Yy, TUI0 T U0 =Y,
L * * * « U, Ux
Y lelj V2X2j + lelj + T3Z2j uy ylj
U.U .
—Uy yQ; —up <0 (V.]),
* x . 5.36
. —ToZ}; — T4z +uryy; +uays; —uz < 0(V)), (5.36)
S.T. % U, Ux H
Vi~ lelj + Ug ij <0 (V])’
* * * * U, Ux _ U, Ux _
12y, = T22), + T3y, = TaZy, +UT Vi, — U3y, =0,
* * —
uiyy, tu2y,, = L,
yj = 0(Y)),vi,vo, 71,72, 73, T4, u > 0,
uzU, uig, ugo signfree,
1 .
8&3: = min VIX], + Vaxs,
¥y v1.v2,71.72.73, 74,4 ul g ugu10,u20
The first 46 constrains in model (5.36),
* * ® * u,Uus _ U Ux _
T12y, =~ 22y, + 329, = TaZy, + U Y, — U3 Yy, =1, (5.37)
s.t. { uiyy, +usys, =0,
yj = 0(Y)),vi,ve, 71,72, 73, T4, Y > 0,
ug, uig, U2 signfree,
(S2)+ _ . * * * *

1o, 71,7273, 74, b o 10,120
U, Usx U, Ux

U1, TU2 Y2

The first 46 constrains in model (5.36),

—v1x], — vaxs, =0, (5.38)
s.t. 4 w1y, +u2y;, =1,

. U
¥j = 0(¥)),vi,ve, 71, T2, 73, T4, u] 20,

ug, uyg, ugo signfree.

The left-hand SE of the overall system, stage 1, and stage 2 can be formu-
lated by changing the objective functions of model (5.31), (5.32) and (5.33)
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from minimization to maximization, respectively. Therefore, the results of
SEs can be calculated and shown in Table 5.5.

Table 5.5: SE results and decomposition of cement companies with undesir-
able outputs

DMU &M+ D+ ¢ - (- -

Cem Cem Cem Cem Cem Cem

DMU; 0.00 0.00 inf. 0.62 0.71 0.88
DMU, 0.00 0.00 inf. 095 1.00 0.95
DMUs 046 0.72 063 0.76 0.99 0.77
DMU; 0.00 0.00 inf. 083 1.06 0.78
DMUs 0.00 0.00 inf. 093 097 0.95
DMUg 0.00 0.00 inf. 0.57 0.66 0.86
DMU7; 0.00 0.00 inf. 068 1.18 0.58
DMUg 0.00 0.06 0.00 0.00 091 0.00
DMUy 0.00 0.28 0.00 1.33 254 0.53
DMU;p 0.00 0.00 inf. 096 091 1.04
DMU;; 0.08 027 029 0.78 1.80 043
DMU;2 0.00 0.00 inf. 0.80 233 0.34
DMU;3 0.00 0.02 023 043 188 0.23
DMUy4 0.00 0.00 inf. 400 400 +00
DMU;5 049 087 0.56 0.67 096 0.70

Comparing with the results in table 3.11 and 5.5, the left-hand RTS of
DMU;y have changed, shifting from increasing to decreasing. This implies
that, under a technology Tcen that incorporates undesirable outputs, DMU1q
is no longer recommended to maintain its current scale but rather to reduce
it. This also indicates that, when considering pollutant emissions, it becomes
more difficult for cement companies to expand their scale without reducing
productivity.

5.4 Chapter summary

By assuming that undesirable measures in a sub-system cannot be related to
desirable outputs in the others since each sub-system was independent of the
other in network production technologies, this chapter first proposed multi-
activity and multi-stage production technologies with multiple undesirable
outputs, respectively. In particular, strong and selective weakly disposabil-
ity assumptions were considered for different undesirable outputs. Then, the
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models of SE estimation were developed in the proposed production tech-
nologies. Especially, the overall SE in two-stage production technologies can
be decomposed into its sub-stage specific SEs. For illustrating the developed
models of estimating SE, retractions and pollutions are considered undesir-
able outputs in the two case studies, respectively.

The contributions of this chapter are summarized below:

e This chapter developed the method of SE estimation in proposed novel
multi-activity production technologies with multiple undesirable out-
puts under different disposability assumptions.

e This chapter developed the method of estimating and decomposing
SE in proposed novel two-stage production technologies with multiple
undesirable outputs and intermediate products.
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Chapter 6

SE Estimation and
Decomposition for Production
Technologies with Closed
Network Structures

6.1 Introduction

In the previous chapters, we proposed methods of decomposing SE in the
two basic network structures (i.e., parallel and series structures). Existing
research focused on efficiency evaluating and decomposing in network struc-
tures, for example, Kao (2020) proposed a slacks-based method to decom-
pose efficiency in network technologies without considering shared measures.
Considering a two-stage parallel production system, in which the first stage
includes two activities while the second stage is a joint production process,
Amirteimoori et al. (2024) separately calculated the sub-technology SE and
aggregated them into the overall SE. There is a lack of methods to decom-
pose SE in closed network production technologies including shared measures.
Therefore, this chapter focuses on decomposing SE in proposed network pro-
duction technologies.

The remainder of this chapter is divided into the following sections: Sec-
tion 6.2 provides the notations and structures of network production tech-
nologies with a mixture of parallel and two-stage structures. Section 6.3
proposes a method of decomposing the overall SE into each smallest sub-
technology SE. In Section 6.4, a case study is carried out to illustrate the
proposed method. Section 6.5 provides conclusions and a chapter summary.
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6.2 Two-stage parallel production technolo-
gies
6.2.1 Notations of the two-stage parallel system

To embody both two-stage and parallel structure in a production system, this

section will first propose a two-stage parallel production system as shown in
Fig. 6.1.

Stage 1 Stage 2
10 510 10510 12 510 () 2)
T LT i z 7 i 27 @ y Lyt R
. 1 " 2) 1
ier™urs fec®ucs i fec?ucs reo” U0’
KV 5 E (1) (1) EE 2 2) ) 9 E @)
ce, 2 K Sk PO ) " k2 sk (2) (2) Ly
e oW @ Z)% N 2552y N i ’(Z)f N vy Y
. 1) L L(2
o ] iel™ urs fecucs " fec®ucs re ot uos K
™ urs : i . re |J oo’
E : i ) . L e
k29K 0 me ) Z?Km i Zﬁ{m ) ZﬁK(Z) yK® ysK®
> K > (2 >
. @ o) K
ie XV urs feck? ycs fec*?ucs re OX? U os

Figure 6.1: Network production system.

In Fig. 6.1, we assume that the parallel structures can be different in stage
1 and 2, while the properties of intermediate products remain unchanged. In
other words, the number of activities in the two stages can be different, while
the intermediate products regarded as shared (or activity-specific) outputs
in stage 1 are also regarded as shared (or activity-specific) inputs in stage
2. Therefore, we have KV and K® activities in stage 1 and 2, respectively.
For each activity k) € HD = {10 KO}KD > 1) in stage 1, 1"
and Zk" represent the activity-specific input and intermediate product set,
IS and Z3 represent the shared input and intermediate product set. For
each activity k@ € H® = {1®, .., K@} K® > 1) in stage 2, 75 and
yk? represent the activity-specific intermediate product and output set, O
represents the shared output set. We still assume that the inputs and outputs
are allocated into each activities with known proportions. Thus, the input,
intermediate product and output set are decomposed into the two disjoint

subsets as follows:
I=15U ( "

kWeHg@)

2

Ik(l)) , C(l) — CS U

ke (6.1)

Jae))

c? =cS5u ck7l,0=0%u

K2 eH 2

k2 eH®
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Note that C) = C? holds since we assume that the properties of inter-
mediate products remain unchanged. Corresponding to the decomposition
of input and output sets as shown in (6.1), we have:

X =(x'". L xKY xS, 20 = (21 ZKY . 78y, i

Z(2):(Zl();...;ZK();ZS),Y(2):(Y1 YRy, 02

(1) (1) (1) (1) (1)

where Xk = (xk'" |’<k(1) )TVEW), X5 = (xS )T 2N = (e

KD NT (1) k2 k2 k<2> T (2) s S \T

"’Z|Ck(1)|) (Vk'Y), Z —(Z se. |C’<(2)|) (V&) Z _(Z]_""’Z|Cs|) )

(2) (2) (2)

Y= = Ok ,---,y|"0k@>|)T(Vk(2)) and Y5 = (3}, yh )T

For the smallest sub-systems k() or k) (i.e., the activities in stage 1 or
2), the input and output sets are decomposed as follows:

k(1) k(1) kD yaey

Uz,
uUo’.

ulIs, z4
UZS OAk

IA
(2)
ZAk

=1
@)

=Z

o (6.3)

(2) (2)

=zk

In stage 1, we assume that each shared input xiS (i € IS) and each shared

intermediate product z;( f € C%) are allocated into each activity k(! by
known proportion vectors Q; = (ql(l), e ,qlK(l))T(i e I) and D;l) = (d}(l),

.,djf(l))T(f € C%), respectively, such that 3,y ql’.‘(l) =1and Y ey d;i(l) =
1. In stage 2, we assume that each shared intermediate product z;( f €
C3) and each shared output y3(r € O%) are allocated into each activity

k® by known proportion vectors D;) = (d1(2) f(d))-r(f e C%) and

P, = (p,(2), ) ..,pf( ))T(r € 0%), respectively, such that Y,y d§(2) =1 and
Swenpt” = 1 Lot xf = glxf = e S = s and
yfk<2) pfm yS represent the allocations of shared inputs, intermediate prod-

ucts of stage 1, intermediate products of stage 2 and outputs. Corresponding
to the decomposition of input and output sets as shown in (6.3), we have:

k<1> Sk KD k<1> 7Sk

ZAk(Z) _ (Zk(2);ZSk(2))’YAk(2) _ (Yk(z);YSk(Q)), (6 )
where XSk(l) — (xfk(l) Sk(l))T(Vk(l)) ZSk(l) (ka(l) Sk(l))T(Vk(l))
s Zles|
(2 (2) (2) (2) (2) (2)
Z%7 = (5, gl )T(Vk<2>) and YSK7 = (ySk7, fgs| )T (VK@)
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6.2.2 Two-stage parallel DEA models

Let Ty represent the production technologies describing the above production
system, we assume that Ty and all its sub-technologies satisfy all axioms and
assumptions as shown in Section 3.2.3 and 3.3.3, such as convexity, no waste
in intermediate products and known allocations of shared measures. Then,
the technology Ty is expressed as the following form:

(1)

/lk

K(l)

Zk(l) 1
(1)

Ak

K@D

Yoy Xj
n k(2)
[1]+|C|+0| K®
(X» Z, Y) € R+ Zk(2) 1
/lk

K(2)
Zk(2) 1
n k(l)

2o A
k(l)

r
k(1 k()

MR

(2)

n k(2> 5k<2>

(2)
=1 (Vk(l)) Zn 1/1k
k<2>

k(l) k(l) (Vk(l) i€ Ik(l))
X s

/1"(1) lS]k( ' < x3 (i € I),
ff/” &Y (k. £ e ),
' w>ﬁm s
(2/)l f(JQ) f (f ©C ()2)
% k (Vk?, ek,

< Zf (f e CS),

(Vk(2)

k(2) Sk(g)
/l iy

<rj
k(2> <2>

> y3 (r € 0%),

V1), Ak“)‘a“2>>»0(vy k),
N

-7y signfree.

2
e 0,

= 1(Vk®),

(6.5)

Note that when KV = K® = 1, Ty is equal to the technology (3.41).
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Accordingly, the output-oriented DEA model is formulated as follows:

1
= max
EN-O KD k@ () (@) g
0 0,41 QK KD AR S

n kD gD k(1) (1) - kD
Ay X S (VE'W,iel” ),

K(l) n k(l) Sk(l) S . S

Zn 1/11‘(1) k(l) > <1> (Vk(l) fe Ck(l))

fi
(eY) (1) (1)
115(1)21 2 1/1k- fc]; = f(f € CS),
k() k(2) k(2) 2 k(2)
%Mjfj <W”J€C>’ (6.6)
(2) (2) (2)
/lk(Q)yk(2) 9 k(2) (Vk(g) Ok(2))
(2) (2) (2)
ZIk((z) 1 /lk ySk 2 9)’ (re OS)
(1) (2)
iy A 1(Vk<1>) S Ak = =1 (Vk®?),
0 Gy 8 8 3 01,0,
0.z k(1) k()

2y 53y ,zf signfree.

The output-oriented DEA model (6.6) is used to project inefficient DM Us,
let (6%, /lk(l)* /lk(2) , ﬁ(l)*,zll‘f )*,zf Y(Vj, kD, k@) ) represent the optimal value
of model (6. 6) DMU, is defined as the output radial efficient DMU if and
only if the optimal solution of the acquired from model (6.6) satisfies 8 = 1.
If not, the inefficient DMUs can be projected onto the efficient frontier by

applying the following equations:

n
A Zﬂmk%w e M= Y A (ki e 1),

’lO

k= "( (k. f € CFY), 2K = 2K vk, f e €8,

n n
;ﬁ<1)* _ Z/lkﬂ)* Sk<1)(Vk fe CS) Sk<2)* _ Z/lk@)* Sk<2) (Vk, f € CS)
Jj=1 Jj=1
n n
2, @)y k@ @) ), 2, sk
Yo = Y AT vk, r e OF), yik T = 3T AT vk, r € 0).
j=1 j=1
(6.7)
Consequently, we obtain all output-radial efficient DMUs, (X}, Z},Y,) by

applying model (6.6) and Eqgs. (6.7). In the next section, the methods of esti-
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mating and decomposing SE in the two-stage parallel production technology
(6.5) will be proposed.

6.3 SE estimation and decomposition in net-
work production technologies

For all output-radial efficient DMU7, in the technology Ty, the response func-
tion of final outputs is defined as follows:

B(t) =max {B | (1 +1)X;, (1+¢)Z,, (L+B)Y;) €Ty, 0, € R},  (6.8)

where we assume 8 = ¢ = 0 when ¢ = 0 to indicate that Y, and Z cannot be
changed within Ty on condition that X keeps unchanged.

Assume the derivatives of B(t) exist when ¢ = 0, the overall SE system,
the first stage and the second stage, the right-hand and left-hand SE are also
defined as Eqgs. (3.45). Moreover, it is obvious that the relationship as shown
in (3.46) still holds (i.e., e™* and €™~ are the product of e ¥D* and eV2+,
eND= and £V~ respectively).

To estimate SE for efficient DMU} (X, Z},Y,) € Ty in the overall system,
the first stage and the second stage, B(f), ¢(t) and B(¢) are expressed as
following linear programs, respectively:

B(t) = max

D (2
OB A

7=1 Af'(l) k(l)* < (1+t)xk(1)* (Vk(l) . Ik(l))

ng)) 1 /lk(l) Sjk(l)* <1 ‘H)XS* (i € I%),
W ( . (1, M
F1 A fc, > (1+ ) vk, £ e ¢4,
M 1) sk .
me 1 AR s (14 )2 (f € €9),
t /lk(Q) k( < +<,0) K2 (g2, fe k), (6.9)
S.L. 9 (2) 2 gp@, y
Zf@):l Z?:l A? 2T < (1 +¢)zy (f € CY),
@ @), @), @
L ATy 2 (L By (VEP r e O,

2 @) k2 .
TRy Zjo ATy > (14 gy (r € 09,
S AR = 1 vk M), B Ak = 1 (v D),

/lf.(l) K2 s 0(Vj, k), e, B 81gnfree
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o(t) = ¢

max
90,,3,/156'(1) ’/lf@)

(6.10)
s.t. all constrains in model (6.9).

B(p) = max
(1) (2
z,ﬁ,ﬂf. ,/15.

s.t. all constraints in model (6.9), where ¢ is converted into a scalar,

t is converted into an unknown variable satisfying ¢ > 0.

(6.11)
Then, based on the DDO method, the following Theorem is proposed to
estimate SE for each sub-stage and the overall system:

Theorem 9. Let (X},Z;,Y;) € Ty be defined by (6.5) and (X,Z;,Y;) be
an output-radial efficient point, then the right-hand SE in the overall system,
the first stage and the second stage are estimated by the following problems,
respectively:

. (1)
e+ = min Z Z vl]-‘xfo * 4+ Z vfxiso*
Vlf(l) VS Tk(l) Tk(Q) TS<1),TS(2>,uk(2) us uk(l) uk(2)
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st 3 Zk@en® X pecr® T;(znsz]?)* + 3 recs 7}9(2&;/;(2)*

— 2k eH® 2y cor® uf@)y,:](_m* = 2reos M}qyf]]'{m* by’ 2 0(V), k@),
YW eg®) Zfeck(l) T}((szf(ol)* + 2 fecs rjf(l)sz;

_ Zk<2)eH(2) Zfeck(2) T}{(Q)fo(j)* _ ZfeCS T;(2)Z?’; =0,

k@ k2 S,,S% _
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O @

”11{0 ,ugo signfree (VKD k(2)),

(6.12)
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) (1)
gWh+ min Z vl]fxfo ¥t Z IS ZSO*
k1) s k(1) _x(2) TS(l) TS(2) uk(2) 5 k(l) k(2)

Vi VisTe STp 5Te WTe Uy SUpsl g SUgg  keH jefk ielS

The first 1+n kD + 1+ k@ constrains in model (6.12),
LA kD S(1)_s
Zk(l)eH(l) Zfeck(l) f ZfO * + ZfECS Tf Zfz
k(2) k(2) S(2) s _
— Zk@eH® D peen® Ty Zpy = Dpecs Ty Zpp = L
SR 3 (@)
k k —
ke Dyeor® Uy Vi *F Tpeos Uy yys =0,
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Vi ’Vl’Tf 9Tf 5 f 5 f ’ur 5 r,ZO(Vlfr)
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Uiy Uy Signfree (VD k),
(6.13)
(EONAES
s+ — min ; ;‘00 ¥
G s k(l) k(2) SO S(2) yk@ kD (2)
Vi oVieTy STy Ty Tp Dl o by (g feck®
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feCs kP eH®) reck® fecs

The first 1 +n kD +n k@ constrains in model (6.12),

ko ks SS* —
ZkGH Zzelk V ‘x + ZIEIS vl 10 - 0’

k@ _ k(2 S8 _
S.t. A Zk(Q)eH(Q) Zreok(2) U, Yro o+ ZreOS uryr:; - 1’

(1) (1) 2 s S(2 (2) .
v p8 ok kW 0@ kS S > 0 (v, ),

”11((; >’ ”]2(8 : signfree (Vk(l)’ k(2))_

(6.14)

The left-hand SE in the overall system, the first stage and the second stage

are estimated by changing min linear programs (6.12), (6.13) and (6.14) to
max linear programs, respectively.

The proof of Theorem 9 is similar to that of the proof of Theorem 2.
Then, to decompose e ¥VD* and eV2* into each sub-activity e+ and sk(2)+,

respectively, we assume that the following transformation function holds for
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output-radial efficient DMUs in stage 1 and 2:

F(X:’ 0’ 0)_

k(l)* k(l)* Z S* *

kW eHD ;i) ielS
Z Z JAEO M k(l)* _ 5(1)* 5* - Z k(l)*
k(l)eH(l)f Ck(l) feCS kD eg@)
k@)« k(2>* 5(2)* Sx
k(2 eH?2) feck(2) fecs
K2y 2y Sx Sk k(2)* _
- r ro - U, ypot Ugyg = O’
k@ eH®) cor® reos k() eH )

Vs Sx _kDy Ts(l)* Dy

where v, v27, T U

(6.15)

2) . .
u’z‘o * are assumed as the unique optimal

values obtained by solving model (6.13) or (6.14).

Let

0’70

(X;,VxF (X;.Z;.Y}))

kMWeHD ;¢ 5)6;‘(1)*
(Z;,V2F (X;,Z;.Y)))

0’70
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ielS i
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2o
KDeH®) feck® azf
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N Z oF (X* Z;,Y;‘) S
reos ayr

hold, where (-, -) represents the inner product of the two vector with the same
dimensions, VxF (X}, Z2,Y2), V2F (X2, Z:,Y:) and VyF (X}, Z;,Y7) are the

0’70

0’70

partial gradient of the function F (X,Z,Y) evaluated at (X, Z},Y,). Fur-

thermore, let

<Xg‘k“>*, Voui F (X5, 22,7,

0>~ 0

0’70

)
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- io io 4

oF (XZ,Z;,Y:) XN oF (XZ, Z,, Y:) Sk 4
Z K. Mo T Z k.~
ox; ielS 0x;

ierk™®

<Z;\k ’VzAk<1>F(X0,ZO,Y0)>

OF (X5.25.Y5) 4, OF (X3.25.75) g,
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hold. Then, the right-hand SE in stage 1 and each activity k) are calculated
as:

<XZ’VXF (X:’ZZ’Y:)> Z v{c(l)*xk(l)* S _Sx

B = ) + ViTXs
(Z35,V7F (X5,Z5,Y3)) i Yo ;

N+ yx 7%y _
8( ) (XO’ Zo) - 10°
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JACOIECIN sx Sk(Dy
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Lyeck Tp "Tpp ¥ 2pecs Ty Ly, T Lpeek® T Ly, | T Lfecs Ty X,

(6.16)
KDy Sx _kMy  SDx My 2y . .
where Vi VLT LT Uy Tty T are assumed as the unique optimal

values obtained by solving model (6.13).
Wy k(D Sy sk @)y (2 S(2)%
Let ZfeCk(l) T]If Zf’o +ZfeC5 Tf( ) pr]; —Zfeck(z) T}( Z?O _Z.feCS Tf( )

Z%(g)* — Rk (Vk(l)) hold, we have:

sMr (g zy = ) R kM4 (x A= ZAK 4y (6.17)
kDeg
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Note that X\ 1)ega) R =1 holds due to the second constrain in model
(6.13). Similarly, for the right-hand SE in stage 2 and each activity k®, we
have
S g ey = (T V2F (X5, 2,,75)

e <Y:;5VYF (X:;’Z;’Y*)>

Z Z o k(l)* 5(1) S* ~ Z Z JAE) <2)*_ T}%‘(z) f;;

KVeH™M reckD fecs KReH® feck? fecs

KP4 Ak s ALK«
& (Z, Y, )

(1)* k k (2)* 3k 3k
<Zg"< Vo F (X, ZO,Y0)>+<Z;"< Ve F (X, ZO,YO)>

<YA’< Ve F (X3 Z, Y0)>

kD k(l)* S(1)%_sk(y k@ k@) S(2)%_Sk2)y
_ Zpeck Ty tUpecs Ty Ty T Lpek® Ty g, T Lpecs Tr T L,

k@ s k)« Sk(2) %
ZreOk(z ) Uy Yro +Zr€0 s Uy y

EKWw se _kDy _S(Dx p My (2
where v ¥, v T T JUT s U

values obtained by solving model (6.14).
Let 2. ok uk( )*y’,‘f)* + 2.co0s uS*y%‘(Q)* k@ (Vk@) hold, we have:

(6.18)

are assumed as the unique optimal

eMr x5z = Y RET KTz y k) (6.19)
k(2 eH(2)

@ -1 holds due to the third constrain in model

Note that 3,2 ehe@ RFK
(6.14).

Consequently, the right-hand SE in stages 1 and 2 are expressed as the
weighted sum of all SE in activities of stages 1 and 2, respectively, in which
the weights are allocated by models (6.13) and (6.14), respectively. Consider

that e+ and is the product of e+ and eV2* we have:
8(N)+ — 8(N1)+ . 8(N2)+
_ Z REDV kD Z RE® kP4 (6.20)
k(M er) k2 eH?)

The left-hand SE can also be decomposed in the same way.
Accordingly, the right-hand RTS of each smallest sub-system is defined
as follows:

Definition 6.1. In the kD (Vk,1 = 1,2) sub-system, DMU,(X}, Z:,Y}) ex-
hibits:
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e Increasing RTS on the right-hand side if ek > 0.
o Decreasing RTS on the right-hand side if ek'+ < 0.

e Constant RTS on the right-hand side if ek = 0.

6.4 Numerical study

As the continuous rapid growth of green loan scale, the Chinese bank indus-
try is playing an increasingly important role in achieving sustainable devel-
opment goals. To ensure the integrity of data, the selection of DMUs is based
on the completeness of disclosed information. Due to limitations in data dis-
closure, particularly regarding green loans and their associated CO2 emission
reductions, only a portion of banks provide such information. Specifically,
the dataset includes 18 DMUs, consisting of 5 large state-owned commer-
cial banks, 6 national joint-stock commercial banks and 7 local joint-stock
commercial banks. The original data is shown in the Table A.3, and their
descriptive statistics are listed as Table 6.1.

Table 6.1: Data description of 18 commercial banks

Variables  Units Observations Mean SD Maximum Minimum
Inputs

Employees Thousand 18 113.42  144.538 442.288 1.826

1C Billion CNY 18 156.174 189.978 589.688 3.07288

Intermediates

BGL Billion CNY 18 1093.15 1671.88 5400 4.498

BNL Billion CNY 18 5869.33 6851.18 19606.6 112.328
Outputs

CER Thousand ton 18 72034.8 158523 687120 1.186

I1IG Billion CNY 18 30.5633 44.2243 145.26 0.19134

IING Billion CNY 18 806.585 4.77822 247.321 276.191

Suppose that the number of employees and interest costs (represented
as x1 and x9, respectively) are initial inputs to jointly produce green and
non-green loans (represented as z; and z9, respectively) in the first stage. In
the second stage, two activities are identified: The first activity uses green
loans (z1) as the activity-specific input to produce CO2 emission reduction
(represented as y1) as activity-specific output, and interest incomes as a part
of the shared output (represented as y5!); The second activity uses non-green
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loans (z2) as the activity-specific input to produce interest incomes as another
part of the shared output (represented as y5?). Note that the total interest
income (represented as y%) is the sum of yS! and yS2. Fig. 6.2 describes the
sustainability production of the 18 commercial banks.

Effectiveness
generation stage

H Interest income .
i Green loans - of green loans
' of green loans CO2 reduction
Employees Green loans Tog_al interest
mploy Loan generation :D: : Income
stage : :: >
Interest costs Non-green loans ¥ i CO2 reduction
H Interest income of !
1 Non-green loans _|Effectiveness generation| non-green loans _ 1
of non-green loans

Figure 6.2: Two-stage network structure of 18 commercial banks.

As shown in Fig. 6.2, the numbers of activities in the first and second
stage are equal to 1 and 2, respectively (i.e., KM =1 and K® = 2). There-
fore, based on the production technology (6.5), the according production
technology of banks is formulated as:

2?21 /l}xlj < X1, 2?21 /l}x2j < X9,
Yhoa Ay 2 71, X Az = 2o,
Z?zl /I?ZU <21, 2?21 /l?-ZQj < 29,
TBank = § (X1,X2, 21,22, ¥1.Y°) | Zj=1 /l?)’lj Z Y1, (6.21)
SIS T A5 = S,
Y= A= 40 =1
A5,A%,23 2 0.

Then, we use output-oriented model (i.e., model (6.22)) to project all
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inefficient DMUs to the efficient frontier of the production technology Tgank:

1
= max 0
ENTC  gala20%0.2

1
Yo Agxny < x, X Ajxa; < x,
1 1
Y Az 2 21, X 422 2 22,
2. .
T Az Z1,Zj:1/1j22] < 29,
2 251 2
i Ay z Oy, X A+ B0 405 2 0y,
1_ 2 _ 3_1 31 12 13 >
[EPIED L IPLES LIV LES WP LPLEY )
0, z1, 72 signfree.

(6.22)

IA

S.t. A

Let the optimal solution vector of model (6.22) be (6*, /l}*, /l?*, /l?-*, 71, 25),
each inefficient DMU, (X,, Z(,, Y,) can be projected as output radial DMU? (X,
Z;,Y;) by applying xj, = /ll*xlj, x5, = /ll*xzj, 21, = 21> 25y = o

o>%o ] 17y ] 1 J
Sl _ /12* S1 S2% _ /13* 52 based on Eqs

le_ ?:1/?3*)}1]7 Yo - andy -
(6.7). The results of projectlons and efficient scores are shown in Table B.3.
Then we calculate the right-hand SE for overall production system and each

sub-system based on the methods proposed in Section 6.3. Speciﬁcally, based
N1+

on the Theorem 9, we have the following models to calculate sB sk €Bank
and sgzgk:
gg;nk - V1,V2,T1,T2773,T14r,llil1q,uz,u1o,u20,u30 VIX]p * Va¥g,
VIX], + VX5 — T1Z], — Tals, + T32], + T4Z5,
—u1y}, — uayy* +uig + ugo + ugo = 0,
—leL. - v2x;j + TlZL‘ + Tzzgj —u19 < 0(VJy),
—ngij + ulyL + ugyfl* —ugy < 0(Vy), (6.23)

s.b.  —TaZy;+ M2y]52* —u3g < 0(V)),
7127, + 22y, — T32], — T4Zs, = 0,
ury}, +ugys =1,

V1, V2, T1, T2, T3, T4, U1, U2 = 0,

u10, U20, 30 signfree,
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1 .
gga;k = min ViX], + Voxs,
V1,V2,71,72,73,T4,U1,U2,U10,U420,U30

The first 55 constrains in model (6.23),

712}, + 225, = 7327, — TaZ5, = L, (6.24)
s.t. . Sx
uyyy, +u2y,” =0,
V1, V2, T1, T2, T3, T4, U1, U2 = 0, u10, U, uzo signfree,
N2+ : * * * *
£ = min —T12}, — ToZy, + 132, + T4Z
Bank ™ ) va .1 1.3, 10u1 210,120,030 lo 20 lo 20
The first 55 constrains in model (6.23),
—v1x], — vaxi =0, (6.25)
s.t.

Sx _
uiyy, tuzy, =1,

V1,V2, T1, T2, T3, T4, U1, U2 > 0,110, 20, u3p signiree.

Let (v, v5, 7], 75, 7, Ty, U7, U, u*l‘o, Uss ”;0) be the optimal solution vector

of model (6.25). Then, for the two activities in the stage 2, 8g§;k can be fur-

N2+ _ pl,  N21+ 2, N22+ 1 _ 5% * ST
ther decomposed by EB*aPk = R *f*Bank*tR *ER T Wher*e R *_*”1}’*10*"'”;):0 ,
R2 = y*vS2+ gN21+ _ 118104920 132810 %0 10 oN22+ = T1%1072%20 " T3%10 " Ta%00
Qyo 9 Bank u*y* +u*y51* Bank u*ySQ* .
1710 ™270 20

By solving model (6.23), (6.24) and (6.25), the results of the right-hand
SE in the overall system and each sub-system are shown in Table 6.2.
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Table 6.2: Right-hand SE results and decomposition

DMU N+ RTS ¥ RTS &M% RTS N2+ RTS  &N22+  RTS

gBank Bank Bank Bank Bank

DMU; 0.00 D 0.00 D inf. undef. inf. undef. inf. undef.
DMUy 0.09 D 0.10 D 093 D 775 1 1.05 I
DMU; 0.09 D 0.10 D 093 D 761 1 1.06 I
DMU; 0.00 D 0.62 D 0.00 D 0.00 D undef. undef.
DMUs 075 D 0.88 D 0.85 D 9.70 1 0.93 D
DMUg 0.66 D 082 D 0.80 D 14.23 1 0.85 D
DMU; 056 D 074 D 0.75 D 6.87 1 0.84 D
DMUg 056 D 0.81 D 0.70 D 9.19 1 0.75 D
DMUg 0.64 D 0.85 D 0.7 D 953 1 0.81 D
DMU;, 089 D 093 D 096 D 10.43 1 1.05 I
DMU;; 1.04 1 1.03 1 1.01 I 14.56 1 1.09 I
DMU;s 051 D 0.77 D 0.66 D 0.66 D undef. undef.
DMU;3 0.53 D 0.53 D 1.01 I 16.27 1 1.07 I
DMUyy 105 1 1.03 1 1.01 I 14.10 I 1.09 I
DMU;5 1.06 1 1.04 1 1.02 1 11.71 1 1.12 I
DMUg 1.78 1 1.29 1 1.38 1 35.83 1 1.43 I
DMUy; 111 1 1.08 I 1.04 I 15.19 1 1.11 I
DMU;g 1.15 1 1.10 1 1.05 1 14.68 1 1.13 I

From the SE results shown in Table 6.2, we find that there are total 6
banks can further increase the scale of the whole system, including 5 local
joint-stock commercial banks and 1 national joint-stock commercial bank. It
is worth noting that increasing RTS prevails on the right-hand side for 15
DMUs in the effectiveness generation stage of green loans.

To further explore the influence of adjusting loan structures on increasing
scales of projected banks, 61 and 2 are introduced to represent the directions
of green loans and non-green loans, respectively, where a1 + @2 = 2 holds for
standardization. By varying a; and a2 by a fixed step-length of 0.01, the
largest DSE and the corresponding directions are shown in Table 6.3.

Table 6.3: Optimal loan structures and corresponding DSE

DMU &V (a1, a9) DMU eVt (a1, a2)

max max
DMU; 0.00 inf. DMUjy 0.93 (0.49,1.51
DMU, 025 (1.88,0.12) DMUy; 1.05 (1.03,0.97
DMU; 0.25 (1.88,0.12) DMUy, 0.66 (1.22,0.78

( )
1207
DMU; 0.00 inf. DMU;3 0.59 (1.47,0.53)
( )
( )
( )

DMUs 0.80 (1.33,0.67) DMU;4 1.05 (1.03,0.97
DMUg 0.75 (1.56,0.44) DMU;5 1.07 (1.03,0.97
DMU; 0.56 (1.06,0.94) DMU;g 1.86 (1.46,0.54
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DMU &M (a1, a2) DMU eMt (a1, a9)

max max

DMUs 0.63 (1.41,0.59) DMU;; 1.13  (1.09,0.91)
DMUy 0.69 (1.33,0.67) DMU;s 1.16 (1.1,0.9)

According to Tables 6.3 and 6.2, no bank changes its overall RTS status
by adjusting its loan structure, although SE can generally be higher. Espe-
cially, without considering DMU; and DMUy, &V* always maximizes when
allocating more proportions to green loans. To carry out in-depth analysis
for the right-hand DSE of each DMU, we exhibit the relationship between

N+ . .
e"" and a; for all banks as shown in Fig. 6.3.
i DMU1 i DMU2 i DMU3 i DMU4
0.5 0.5 0.5 0.5
—//\ —4\
0 0 0 0
0 05 1 1.5 2 0 05 1 15 2 0 0.5 1 15 2 0 05 1 15
i DMUS i DMU6 i DMU7 i DMUS8
0.8 0.8
08 0.5
0.6 _/\ ,_/\ /\ 0.6 __/__/\
0.4 0.6 0 04
0 05 1 15 2 0 05 1 15 2 0 05 1 15 2 0 05 1 15 2
1 DMU9 i DMU10 DMUI11 i DMUI2
1
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08
0.8 0.6 0.5
0 0.6
0.6 0.4 0
0 05 1 1.5 2 0 0.5 1 15 2 0 05 1 15 2 0 05 | 15 )
i DMU13 DMU14 DMUIS 5 DMUI6
1 1 . 2
o8 /\
05 08 1
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1 1 ) Legend
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H B SE=1
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. X . ] . )
c 2 ]

Figure 6.3: Relationship between DSE and directions of green and non-green
loans.

The results shown in Fig. 6.3 indicate that allocating too many propor-
tions to green loans is not conducive to increasing final output. For example,
increasing RTS prevails in DMU;; when a; is between two dotted green lines
(a1 € [0.47,1.19]), while decreasing RTS prevails when @7 > 1.19.
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6.5 Chapter summary

This chapter proposed a closed production technology with a mixture of
parallel and two-stage structures, which considers shared inputs and outputs
in each stage. This was followed by proposing the method to decompose the
SE of the proposed network production technology into each smallest sub-
technology SE. Considering the effectiveness of green loans in CO2 emission
reduction, a case study was carried out to illustrate the SE decomposition
method in proposed closed network technologies. The results showed that
for most banks in the dataset, implementing appropriate increases in the
proportion of green loans can help increase final outputs more effectively.
The contributions of this chapter are summarized below:

e This chapter proposed a production technology with a mixture of par-
allel and two-stage structures, which considered shared inputs and out-
puts in each stage.

e This chapter proposed the method to decompose the SE of the proposed
network production technology into each smallest sub-technology SE.
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Chapter 7

Conclusions and Further
Research

7.1 Conclusions

This thesis has achieved the four objectives set in Chapter 1. Specifically, in
Chapter 3, the first objective was achieved by the DDO method and the du-
ality theory of linear programming. In Chapter 4, the second objective was
achieved by introducing different standardization conditions and applying
heuristic search. In Chapter 5, the third objective was achieved by incorpo-
rating undesirable outputs with different disposability assumptions into the
basic network production technologies. In Chapter 6, the fourth objective
was achieved by integrating the SE decomposition methods in the two basic
network production technologies proposed in Chapter 3. These achievements
contribute to a deeper understanding of the notion of SE in network produc-
tion technologies.

With the achievements of the four research objectives, this thesis has
generated several key contributions as follows:

e Chapter 3 proposed a novel decomposition method of overall SE in
multi-activity production technologies. The method is demonstrated
to be a weighted sum of SE in each sub-activity, in which the weight
allocated to each activity is automatically generated by the model.
For two-stage production technologies, this chapter proposed a novel
method of decomposing overall SE into each stage, in which the de-
composition results obtained by the proposed method are unique.

e Given the existence of activity-specific and shared inputs and outputs,
Chapter 4 considered that the standardization conditions of change di-
rections need to be modified from different management perspectives,
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which reflect the mutual compensation differences in the specified di-
rection of changes in inputs. In addition, this chapter developed DSE
into two-stage production technologies by introducing a direction vector
for intermediate products, in which the change directions of interme-
diate products represent different production structures. Furthermore,
bi-level models were proposed to find the optimal input (and inter-
mediate product) directions that maximize output changes. By using
heuristic searching, DSE corresponding to different input directions can
be presented. Therefore, the definition of absolute decreasing RTS is
proposed to describe the DMUs with no possible direction to achieve
IRS. Additionally, the definition of relative decreasing RT'S is proposed
to describe the DMUs with at least one direction to let them be in
the status of decreasing RTS. Based on the data set in Chapter 3, by
applying the bi-level model, we found that most universities should in-
crease the proportions of inputs in NS activity to expand the scale, and
adjusting production structures cannot make increasing RTS prevail in
any cement companies.

e In Chapter 5, the methods of SE estimation were developed in the
proposed production technologies, in which strong and selective weak
disposability assumptions were considered for different undesirable out-
puts. For illustrating the developed models of estimating SE, retraction
of papers and pollution are considered undesirable outputs in the two
case studies, respectively.

e Chapter 6 proposed a novel method to decompose the SE of the pro-
posed network production technology into each smallest sub-technology
SE, in which the production technology holds a mixture of parallel
and two-stage structures. Considering the effectiveness of green loans
in CO2 emission reduction, a case study was carried out to illustrate
the SE decomposition method in proposed closed network technologies.
The results showed that for most banks in the dataset, implementing an
appropriate increase in the proportion of green loans can help increase
final outputs more effectively.

7.2 Limitations and Directions for Future Re-
search

This thesis develops new methodologies for the estimation and decomposi-
tion of SE in network production technologies. Because SE is a marginal
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characteristic of points on the production frontier, it captures how marginal
changes in inputs at a given point on the production frontier lead to propor-
tional changes in output. In this sense, the results of SE already represent
a form of sensitivity analysis. Specifically, the results of SE are estimated
by conducting sensitivity analysis of output response functions, which are
expressed as linear programs (e.g., (3.18), (5.10) and (6.9)). The results pre-
sented in this thesis, therefore, provide sensitivity-based insights into DMUs
on the frontier of network production technologies.

Nevertheless, this thesis inevitably faces several limitations. These limi-
tations highlight the assumptions that can be relaxed in network production
technologies, other types of scale properties and the influence of different
projection points to SE. Addressing them involves significant challenges, but
also provides important directions for future research that can broaden the
applicability of SE in network production technologies and enhance its prac-
tical relevance for decision-making. Specific limitations, possible challenges
and future research directions are carried out as follows:

e Chapter 3 assumed that the allocation proportions of shared measures
in multi-activity production technologies are known and fixed. In re-
ality, such proportions may be unknown, only partially observed, or
subject to measurement error, which may limit applicability. Further
research can employ the approach proposed by Podinovski (2022) and
Papaioannou & Podinovski (2023) to linearise the expression of pro-
duction technologies with parallel structures. Therefore, the method
can be further developed to estimate and decompose SE in multi-
activity production technologies with unknown allocation proportions
of shared measures. Such advances would enhance the applicability of
the method to empirical settings. Moreover, with respect to multi-stage
production technologies, Chapter 3 assumed that all intermediate prod-
ucts are fully used in the subsequent stage. In a more general setting,
the intermediate products are allowed to be wasted. Future research
could investigate the decomposition of SE in production technologies
with more general series structures, for example, by considering two-
stage models using the concept of a non-cooperative approach, which
is characterised by Stackelberg game theory. Overall, the challenge
here is that employing network production technologies with relaxing
these assumptions in Chapter 3 makes the decomposition of SE con-
siderably more difficult. For example, if we assume that the quantity
of an intermediate product as the output of the first stage may differ
from its quantity as the input of the second stage, Eq. (3.46) does not
necessarily hold, which makes reconsideration of SE decomposition in
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multi-stage production technologies.

In Chapter 4, heuristic searching is used to solve the developed bi-level
models (i.e., model (4.25), (4.29), (4.30) and (4.31)) that find the opti-
mal direction of inputs or intermediate products. However, in the case
of the requirement for higher accuracy and the existence of a large num-
ber of indicators (e.g., three or more inputs) in production technologies,
high computational costs can be generated due to the multitude of re-
peated iterations. The challenge here is to find an appropriate method
to solve such non-linear models, which incur lower computational costs
and yield higher computational accuracy. The possible directions in-
clude global optimisation techniques and local nonlinear programming
solvers.

In terms of empirical studies, several improvements can be made in
Chapter 5 and Chapter 6. First, regarding the production process of
universities, each department can be further divided into two distinct
activities (i.e., teaching and researching). Evidently, undesirable out-
puts (i.e., retractions of scholarly publications) are only associated with
the research activity. Second, in the case study of cement companies,
only environmental pollution indicators were considered as undesirable
outputs. However, financial risks (e.g., debt-to-equity ratio, leverage
ratio, and current ratio) are also worth considering. Third, in Chapter
6, the bank production process did not consider non-performing loans
as undesirable outputs because of the difficulty of obtaining reliable
data, particularly on non-performing green loans. Furthermore, loans
can be classified into more refined categories according to additional
attributes, such as term structures, interest rate types, and borrower
types. Nevertheless, these directions of improvements in Chapter 5 and
Chapter 6 face a key practical challenge: the availability and accessi-
bility of high-quality data. With the improvement of the information
disclosure policies, future research will further refine the construction
of these production processes.

Overall, this thesis concentrates on SE alone, leaving other marginal
characteristics of network production technologies unexplored. Exam-
ples include marginal rates of substitution and transformation between
inputs and outputs. These rates can reflect the trade-off between two
inputs (or between two outputs) when the other factors are held con-
stant. Specifically, they measure the amount of one input (or output)
that must be increased to compensate for a marginal reduction in an-
other input (or output) in order to maintain the same level of pro-
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duction (or resource). The challenge of extending the methodology to
these measures is that it is not always clear how such measures can be
consistently decomposed in network production technologies. Nonethe-
less, studying various marginal characteristics in network production
technologies is necessary in the future since it would not only yield a
more comprehensive understanding of network production technologies
but also generate practical insights for resource allocation and policy
design.

In summary, the methodologies developed in this thesis represent an im-
portant step forward in the analysis of SE in network production technologies.
The limitations identified above highlight both the complexity of further de-
velopment and the opportunities for meaningful extensions. Future research
can propose more flexible methods related to the analysis of scale properties
in network production technologies.
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Appendix A

Original Data

Table A.1: Original data of 15 Chinese cement companies

DMU Employees Energy Clinker & Aggregate Profit Tax Company
Cement

DMU; 61662 32.49 248.52 188.14 1965.14 1546.66 TSGF
DMU; 50769 25.11 272.26 110.41 10430.14  2297.51 HLSN
DMUs 17939 6.76 64.76 45.58 643.80 295.28 HYJC
DMU; 20804 5.38 65.26 177.79 2762.12 705.99 HXSN
DMUs 45144 7.34 86.33 34.53 25.26 973.37 JYJT
DMUg 22344 8.66 86.53 41.46 -1498.37  6.80 JDSN
DMU; 8297 1.36 19.80 4.05 421.30 195.44 XBSN
DMUg 2957 11.30 24.05 0.00 106.09 96.36 YZSN
DMUy 2047 1.90 17.62 0.00 741.51 125.35 TPJT
DMU;y 6892 2.22 25.20 43.60 -633.88 629.82 ZGTR
DMU;; 2793 1.63 16.87 13.27 744.00 186.40 SFSN
DMU;2 1579 0.90 8.33 0.00 -322.59 13.49 FJSN
DMU;3 2644 0.88 12.21 5.33 297.40 38.39 NXJC
DMUy4 1241 0.20 3.92 0.00 230.15 74.16 NBFD
DMU;5 16032 4.59 52.61 0.00 -884.00 51.00 SSSN

Note: The unit of energy is million tons of standard coals. The units of clinker
& cement and aggregate are million tons. The units of profits and tax are million
Chinese yuan.
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Table A.2: QS top 500 universities in UK

. Staff Expen. Undergrad. Postgrad. Pub. .
DMU™ ng ss Ns SS NS SS NS SS NS SS Uni.
DMU; 5520 480 342.631 72.459 11840 70 7000 1930 8860 457 ICL
DMUs 8170 2795 421.141 280.131 5840 6485 4150 4485 10196 1971 Oxf.
DMU; 6940 1960 282.145 186.723 7665 5570 3945 3530 8288 1482 Cam.
DMU,; 8270 2165 465.074 176.14 14015 10330 12680 9295 11735 1848 UCL
DMU; 4655 2310 365.133 160.127 11475 13040 5205 5205 5782 1086 Edin.
DMUg 5850 1980 339.183 157.712 18330 13110 6175 5385 5925 989 UOM
DMU; 3190 1335 287.653 159.41 12130 10035 5120 6220 5556 1038 KCL
DMUg 370 1435 28.718 158927 845 5060 660 6305 523 859 LSE
DMUy 3490 1455 198.018 126.342 12115 10625 3105 4050 3800 633 UoB
DMUj, 2610 1590 158.25 153.206 8325 10065 2605 4030 2951 620 Warw.
DMU;; 3565 1450 175.852 110.06 11420 9620 4855 7730 3875 754  UofG
DMU;, 3015 930 156.078 69.047 10100 5530 3380 5475 3539 543  Soton.
DMU;; 3520 1535 184.750 123.048 12470 13975 3520 5520 3661 756 Leeds
DMU;, 1225 1235 75425 87.605 6840 10900 1105 2715 1824 653 Durham
DMU;s 940 625 52.080 40.709 4305 4690 950 1120 1143 311 St Andrews
DMU;s 3710 1130 186.968 77.168 12235 8055 4865 3910 3366 613 TUOS
DMU;; 2560 915  158.726 77.149 9850 8040 3110 3730 3240 506 QM
DMU;s 3000 970  174.405 63.977 11505 9410 3055 2240 1775 334 NEWC
DMUyy 1130 790 70.741 56.72 6015 7560 1115 2245 1441 404 LUSU
DMUsy 1270 500 85474 47.421 9120 5345 1540 1375 1382 430 Bath
DMUsy; 3335 925 235399 77.379 12565 8845 2735 2380 3675 570 UOL
DMUsy, 1825 1055 124.126 94.224 8660 13530 2570 3230 2695 663 FExon
DMUs; 865 900 61.382 77.642 4985 7270 1150 1515 1000 414 UoR
DMUsy 3075 1335 204.854 84.486 12550 8970 3145 2580 2593 629 CU
DMUs; 2080 745 118512 52.683 10300 6380 2935 2145 2025 428 QUB
DMUss 1275 515 78.138  35.884 9075 5825 1825 1475 1180 351  Lboro
DMUsy; 1170 525  62.291  43.158 4625 4510 1420 1910 1465 303  Aberd.
DMUss 855 880 71.924  75.672 5205 9280 1220 2905 1274 554  Sussex
DMUsy 1955 890 102.49 55426 8195 6005 2875 3785 1586 309  Strath.
DMUsy 1510 735 82.706 43.531 6845 5470 2110 2370 1950 290  Leicester
DMUs, 1155 500 75.974 42581 6355 4235 2055 1505 1801 384  Surrey
DMUs, 1730 725 93.244  46.497 9785 5855 1335 2530 1245 301  Swansea
DMU;; 1215 675 75.018 45838 6830 5625 1470 1845 1142 316 UEA
DMUsys 660 440 56.694 36.297 5795 45560 3110 3085 932 264 Brunel
DMU;s; 600 805 46.107 81.953 4600 7545 1905 4270 1205 245 CUL
DMUys 225 330 13.563 25.132 790 2285 600 1185 279 193 BBK
DMU;y; 695 615 53.102 45.145 4970 7630 1310 1470 279 197 OBU
DMUss 1710 485 77.489 30.81 6215 3980 1350 2635 958 167 Dundee
DMUszy 840 425 64.141 37.389 6085 5370 1795 2075 725 196  Aston
DMUy 465 450 26.988 34.991 3730 4705 900 1855 485 189  Stirling
DMUy; 655 880 37.544  51.662 4645 6555 2355 2040 583 474  Essex
DMUgp 660 285 33.186 19.376 3920 2160 980 2130 534 80  Bangor
DMU; 460 530 36.265 4528 3155 6740 1035 1255 645 265 RHUL

Note: The unit of expenditures is million pounds.
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Table A.3: 18 Chinese commercial banks

DMU Employees 1C BGL BNGL CER G IING  Company
DMU;  396.28 589.69 5400.00 19606.61 144132.80 145.26 806.59 ICBC
DMUy  352.16 468.00 3882.94 19113.29 172540.00 104.06 773.85 CCB
DMU;3  442.29 475.53 4048.70 17298.82 128950.00 106.08 702.60 ABC
DMU;  267.02 450.85 3106.70 16370.17 687120.00 84.19 666.41 BOC
DMU;  195.43 202.67 637.88  7277.37 48217.50 19.77  299.74 PSBC
DMUg 97.16 128.81 447.77  6061.10 17786.70 13.88 254.36 CMB
DMU; 60.74 112.91 809.02 452446  22920.00 28.23 208.05 CIB
DMUg  42.76 75.54  139.65 3180.46 1191.32 4.90 178.95 PAIC
DMUg 60.84 98.30  264.24  4059.67  8075.30 7.93 178.64 CMBC
DMUyp 40.29 4275  269.27  1987.32  2608.40 9.48 98.17 HB
DMU;; 13.78 24.45  31.26 901.39 474.20 1.22 42.60 CBHB
DMU;2 15.85 39.35  156.05  1808.74  56217.30  5.51 75.42 BB
DMU;3 15.90 42.65  287.02  1460.45  4994.80 12.00 76.59 BJ
DMU;4 13.48 22.18 68.16 738.93 174.50 2.11 33.01 BH
DMU5 14.59 16.64 61.98 614.73 595.90 2.67 26.47 CRCB
DMU; 1.83 3.07 4.50 112.33 1.19 0.19 4.78 SZRCB
DMU7 5.91 9.92 31.34 281.14 502.34 1.38 14.93 BG
DMU;s 5.28 7.80 30.18 250.96 124.00 1.28 10.64 BS
Note: The number of employees and the amount of CO2 emission reduction is in

thousands and thousand tons, respectively, while all other indicators are measured in
billions of Chinese yuan. IC, BGL, BNGL, CER, IIG AND IING represent interest
costs of deposits, balance of green loans, balance of non-green loans, CO2 emission
reduction, Interest income of green loans and Interest income of non-green loans,
respectively.

152



Appendix B

Projection Data

Table B.1: Projections and efficiencies of 15 Chinese cement companies

DMU Employees Energy Clinker & Aggregate Profit Tax Efficiency
Cement
DMU; 50769 25.11 272.26 110.41 11930.14  2297.51 0.67
DMU; 50769 25.11 272.26 110.41 11930.14  2297.51 1.00
DMUs 17939 6.76 77.16 90.87 4598.88 729.49 0.52
DMU,; 20804 5.38 65.26 177.79 4262.12 705.99 1.00
DMU; 41144 7.34 86.23 60.10 3599.39 1041.81 0.93
DMUg 22344 8.66 97.94 63.27 4123.54 1120.81 0.09
DMU7 5640 1.36 17.61 39.06 2233.64 227.21 0.88
DMUg 2957 9.78 22.99 2.33 2445.88 171.17 0.71
DMUy 2047 1.90 17.62 0.00 2241.51 125.35 1.00
DMU;y 6892 2.22 26.73 44.01 934.76 640.17 0.98
DMU;; 2793 1.63 16.87 13.27 2244.00 186.40 1.00
DMU;2 1579 0.90 9.59 0.03 1941.90 95.48 0.69
DMU;3 2644 0.88 12.21 5.33 2051.79 130.79 0.90
DMUy4 1241 0.20 3.92 0.00 1730.15 74.16 1.00
DMU;5 16032 4.59 55.11 121.31 3811.21 579.00 0.26
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Table B.2:

Projections and efficiencies of 43 UK universities

Staff Expen. Undergrad. Postgrad. Pub. }
DMU 'Ns ss NS 88 NS ss NS ss Ns s [Efficiency
DMU; 5520 480 342.63 7246 11840 70 7000 1930 8860 457  1.00
DMUy 8170 2556 460.62 240.65 13936 7945 12473 6311 11630 1924 0.90
DMU;3 6940 786 405.86 63.01 12963 30762 9933 3949 10345 585  0.89
DMU; 8270 2165 465.07 176.14 14015 10330 12680 9295 11735 1848 1.00
DMU5 4655 1900 329.44 154.65 13855 15745 6642 8341 6688 1605 0.83
DMUg 5850 1337 339.18 110.20 18330 13110 6175 5773 5925 989  1.00
DMU; 3190 1335 287.65 107.03 12130 10035 5120 6220 5556 1038 1.00
DMUg 370 1435 26.15 111.38 2298 8230 1105 7268 637 956  0.87
DMUy 3490 1311 220.14 104.22 13480 11822 3986 5437 3861 1072 0.90
DMUjg 2610 1320 206.20 105.25 11402 13785 3690 5572 3813 1078 0.73
DMU;; 3565 1450 175.85 110.06 11420 9620 4855 7730 3875 754  1.00
DMU;2 3010 930 156.08 69.05 10100 5530 3982 5475 3539 543  1.00
DMU;3 3520 1131 219.33 88.48 13364 14977 4002 5916 3929 805 0.93
DMU;y4 1225 856 97.37 65.66 7247 11549 2317 3326 1967 658 0.94
DMU;5 940 387 64.23 28.57 5536 6031 1847 1440 1634 236 0.78
DMUj¢ 3710 654 215.86 48.27 12696 8359 5048 4057 3873 352  0.96
DMU;7 2560 655 187.46 48.42 10736 8763 3466 4066 3729 354 0.92
DMU;g 3000 785 179.89 5849 12589 10296 3343 2513 3060 410 0.91
DMUjg 1130 729 7290 54.57 7029 9100 1346 2623 1612 544 0.86
DMUyy 1270 500 85.47 47.42 9120 5345 1540 1375 1382 430 1.00
DMUg; 3335 925 209.31 95.05 13189 9284 3791 4064 3654 802 0.95
DMUg 1825 866 151.38 66.97 9181 14345 2961 3509 2895 666 0.94
DMUgys 865 900 64.37 74.66 6712 9788 2232 3440 1165 739 0.74
DMUys 3075 901 18546 75.98 12750 9113 3367 3712 3172 499  0.98
DMUgs 2080 300 150.13 21.06 10478 6490 2986 2225 2640 98 0.98
DMUy 1275 515 78.14 35.88 9075 5825 1825 1475 1180 351  1.00
DMUy; 1170 358 7896 26.49 5742 16499 2235 2371 2028 167 0.81
DMUgg 855 880 63.83 83.76 6079 10838 1908 3668 1385 750 0.86
DMUg 1830 687 107.33 50.59 9140 6697 3207 4221 1842 372  0.90
DMUsy 1510 368  100.09 26.15 7428 5936 2290 2572 2286 145 0.92
DMU3; 1155 500 83.65 34.91 6510 6289 2105 1542 1905 333  0.98
DMUs 1730 433 11096 28.79 10045 6011 2006 2597 1838 158  0.97
DMUs3 1215 462 86.13 34.73 8395 23775 1807 2268 1503 289 0.81
DMUss 660 440 56.69 36.30 5795 45560 3110 3085 932 264 1.00
DMUss 600 805 46.94 64.57 4962 32419 2209 4518 967 567  0.95
DMUss 225 330 13.56  25.13 790 2285 600 1185 279 193 1.00
DMUs; 695 611 5835 39.90 5986 9189 3020 2623 958 250  0.83
DMUsg 1135 485 6899 39.30 7794 41884 1693 3304 1121 290 0.80
DMUsg 840 425 65.19 30.31 6776 5980 2647 2311 1065 188  0.90
DMUyy 465 450 26.99 34.99 3730 4705 900 1855 485 211 1.00
DMUy; 644 520 51.27 37.94 5348 7496 2693 3362 953 256 0.87
DMUg 542 285 33.19 19.38 3920 2160 994 2130 534 80 1.00
DMUy3 460 530 29.74 51.81 3560 7606 1168 1710 575 452 0.89
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Table B.3: Projections and efficiencies of 18 Chinese commercial banks

DMU Employees IC BGL BNGL CER I1G IING  Efficiency
DMU;  396.28 589.69 5400.00 19606.61 144132.80 145.26 806.59 1.00
DMUs  352.16 468.00 3882.94 19113.29 175703.85 106.28 787.74 0.98
DMU;3  354.89 475.53 3976.83 19143.82 143150.58 108.82 788.90 0.90
DMUy  267.02 431.05 3106.70 15938.02 687120.00 84.19  666.41 1.00
DMUs  152.68 202.67 1195.75 8903.12 65730.04 37.95 397.61 0.73
DMUg 97.16 128.81 447.77  6061.10  20274.25 16.74  289.02 0.88
DMU; 60.74 112.91 809.02  4524.46  25073.27 28.18 230.30 0.91
DMUg 42.76 75.54  386.59 3316.38  8413.80 15.09  184.14 0.92
DMUy 60.84 98.30  509.71  4305.79  12641.71 18.92  221.95 0.77
DMU;y 40.29 42.75  269.27  1987.32  4647.82 11.26 111.45 0.88
DMU;; 13.78 24.45 109.64 1115.32  1527.43 4.64 62.12  0.66
DMU;s 15.85 39.35  207.74 1607.37 67269.71  6.89 89.95 0.84
DMU;3 15.90 39.44  156.81 1811.92  6092.49 6.53 101.53 0.82
DMU;4 13.48 22.18 102.59 1009.53  1389.64 4.35 56.13  0.58
DMU;5 14.59 16.64  93.37 753.11 1209.38 3.97 41.63  0.64
DMU;¢ 1.83 3.07 4.50 112.33 1.19 0.19 4.78 1.00
DMU;7 5.91 9.92 39.27 433.86 778.65 1.71 23.57 0.65
DMU;g 5.28 7.80 31.21 334.76 499.84 1.37 17.96  0.62
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Table B.4: Projections and efficiencies of 43 UK universities with retraction
(selective weak disposability)

Staff Expen. Undergrad. Postgrad. Pub. Retraction .
DMU NS ss NS SS NS $S NS SS NS 88 NS gs Efficiency

DMU; 5520 480 342.63 72.46 11840 70 7000 1930 8860 457 6.00 0.00 1.00
DMUy 8170 2795 421.14 280.13 5840 6485 4150 4485 10196 1971 4.00 0.00 1.00
DMU;3 6940 866 400.13 68.74 12718 6216 9656 3940 10249 655 551 1.19 0.90
DMUy 8270 2165 465.07 176.14 14015 10330 12680 9295 11735 1848 5.00 4.00 1.00
DMU; 4655 1916 310.17 155.97 13561 15411 6151 8399 6497 1620 4.85 3.42 0.85
DMUg 5850 1980 339.18 157.71 18330 13110 6175 5385 5925 989 8.00 0.00 1.00
DMU, 3190 1335 287.65 159.41 12130 10035 5120 6220 5556 1038 1.00 0.00 1.00
DMUg 370 1435 2846 144.45 1160 9738 707 6751 519 961 0.00 0.00 0.93
DMUg 3490 1447 208.68 115.68 13299 11663 3993 6055 3671 1195 541 227 091
DMUyy 2610 1474 193.19 118.27 11218 13562 3667 6272 3593 1219 3.04 235 0.74
DMUy; 3565 1450 175.85 110.06 11420 9620 4855 7730 3875 754 3.00 0.00 1.00
DMU;2 3015 930 156.08 69.05 10100 5530 3380 5475 3539 543 4.00 0.00 1.00
DMU3 3520 983  233.44 74.36 12775 14316 4253 5655 3976 549 1.02 0.00 0.98
DMUy4 1225 1127 75.67 8736 6901 10997 1119 3122 1770 729 0.00 0.00 0.99
DMU5 940 444 6093 31.86 5445 5388 1091 1402 1381 290 0.00 0.00 0.87
DMU;¢ 3710 1130 186.97 77.17 12235 8055 4865 3910 3366 613 9.00 2.00 1.00
DMU;7 2560 915 159.61 76.26 9895 8077 3124 3747 3143 620 0.00 0.00 1.00
DMUg 3000 947 175.10 63.29 11837 9682 3143 3008 1617 553 0.00 0.00 0.97
DMUyg 1130 717 73.87 53.59 7023 8827 1452 2621 1624 531 0.65 0.52 0.86
DMUyy 1270 500 85.47 47.42 9120 5345 1540 1375 1382 430 1.00 0.00 1.00
DMUg; 3335 925 209.22 95.06 13169 9270 3860 4064 3647 802 4.17 1.07 0.95
DMUpy 1825 1055 134.24 84.11 9109 14232 2703 4519 2692 840 2.78 143 0.95
DMUgz 865 900 59.35 79.67 5792 8447 1419 2125 972 671 0.00 0.00 0.86
DMUys 3075 1017 185.46 84.73 12750 9113 3367 2910 3172 666 3.76 0.30 0.98
DMU5 2080 300 150.14 21.05 10423 6456 2970 2225 2384 98 1.01  0.00 0.99
DMUy 1275 515 7814 3588 9075 5825 1825 1475 1180 351  3.00 0.00 1.00
DMUy7 1170 425 7490 30.55 5772 5395 2270 2285 1887 228 343 0.16 0.84
DMUgg 855 880 6881 7879 5301 9451 1242 2958 1216 645 0.00 0.00 0.98
DMUyg 1847 686 107.37 50.54 9133 6692 3204 4218 1740 372 1.11 0.00 0.90
DMUjz, 1510 553  83.29 4295 6988 5584 2154 2420 1913 373 7.67 0.50 0.98
DMU3; 1155 450 86.99 31.57 6498 4694 2101 1539 1951 283 1.02 0.00 0.98
DMUszp 1730 714 94.74 45.00 9807 11663 1392 2536 1140 410 0.00 0.00 1.00
DMU33 1215 675 7541 4545 7436 6124 1600 2009 1163 424 0.00 0.00 0.92
DMU34 660 440 56.69 36.30 5795 45560 3110 3085 932 264  2.00 0.00 1.00
DMU3s 600 805 46.76 81.30 4903 27969 2144 4464 958 558 1.05 0.00 0.96
DMUss 225 330 13.56 25.13 790 2285 600 1185 279 193 0.00 0.00 1.00
DMU;z7z 695 581 5835 39.90 5986 9189 3020 2550 614 121 1.20 0.00 0.83
DMUsg 1251 480 73.69 34.61 7427 4756 1613 3149 1121 223 0.00 0.00 0.84
DMUjzg 840 425 64.26 3727 6164 22092 1893 2102 642 291 0.00 0.00 0.99
DMUyy 465 450 26.99 3499 3730 4705 900 1855 485 211 0.00 0.00 1.00
DMUy; 655 475  52.84 36.37 5283 23186 2553 3188 895 251  1.08 0.00 0.92
DMUg 581 285 33.19 19.38 3920 2160 1126 2130 534 80 0.00 0.00 1.00
DMUy3 460 530 33.40 4814 3353 7162 1100 1509 534 433 0.00 0.00 0.94

156



Table B.5: Projections and efficiencies of 43 UK universities with retraction
(strong disposability)

Staff Expen. Undergrad. Postgrad. Pub. Retraction .
DMU NS ss NS SS NS $S NS SS NS 88 NS gs Efficiency

DMU; 5520 480 342.63 72.46 11840 70 7000 1930 8860 457 6.00 0.00 1.00
DMUy 8170 2795 421.14 280.13 5840 6485 4150 4485 10196 1971 4.00 0.00 1.00
DMU;3 6940 927 407.08 61.79 13016 6185 10006 3920 10323 526 5.34 0.00 0.90
DMUy 8270 2165 465.07 176.14 14015 10330 12680 9295 11735 1848 5.00 4.00 1.00
DMU; 4655 2009 329.52 176.46 13845 15733 6648 6996 6694 1593 3.26 2.30 0.83
DMUg 5850 1980 339.18 157.71 18330 13110 6175 5385 5925 989 8.00 0.00 1.00
DMU, 3190 1335 287.65 159.41 12130 10035 5120 6220 5556 1038 1.00 0.00 1.00
DMUg 370 1435 2846 144.45 1160 9738 707 6751 519 961 0.00 0.00 0.93
DMUy 3490 1311 220.14 104.22 13480 11822 3986 5437 3861 1072 4.03 1.95 0.90
DMUjy 2610 1263 211.97 99.49 11350 13723 3789 5495 3949 920 1.45 1.10 0.73
DMUy; 3565 1450 175.85 110.06 11420 9620 4855 7730 3875 754 3.00 0.00 1.00
DMU;2 3010 930 156.08 69.05 10100 5530 3982 5475 3539 543 213 0.00 1.00
DMU3 3520 1535 184.76 123.05 12470 13975 3520 5520 3661 756  1.00 0.00 1.00
DMUy4 1225 1128 7551 8752 6895 10988 1137 3122 1767 730 0.00 0.00 0.99
DMU5 940 444 6093 31.86 5445 5388 1091 1402 1381 290 0.00 0.00 0.87
DMU;¢ 3710 654 215.86 48.27 12696 8359 5048 4057 3873 352 6.01 0.00 0.96
DMU;7 2560 915 158.73 77.15 9850 8040 3110 3730 3240 571 0.00 0.00 1.00
DMUg 3000 857 174.41 63.98 11505 9410 3055 2240 1775 521  0.00 0.00 1.00
DMUyg 1130 772 7283 54.63 7012 8813 1342 2748 1616 535 0.40 0.43 0.86
DMUyy 1270 500 85.47 47.42 9120 5345 1540 1375 1382 430 1.00 0.00 1.00
DMUg; 3335 925 209.66 98.26 13186 9282 3797 4099 3662 792 3.86 0.90 0.95
DMUyy 1825 866  151.38 66.97 9181 14345 2961 3509 2895 666 1.00 0.88 0.94
DMUgz 865 900 59.35 79.67 5792 8447 1419 2125 972 671 0.00 0.00 0.86
DMUys 3075 918 18546 76.88 12750 9113 3367 2621 3172 556 3.76 0.00 0.98
DMUp5 2080 300 150.16 21.04 10366 6421 2954 2224 2690 98 0.99 0.00 0.99
DMUy 1275 515 7814 3588 9075 5825 1825 1475 1180 351  3.00 0.00 1.00
DMUy7 1170 358 7896  26.49 5742 16499 2235 2371 2028 167 1.29 0.00 0.81
DMUgg 855 880 6881 7879 5301 9451 1242 2958 1216 645 0.00 0.00 0.98
DMUyg 1904 646 110.47 47.44 8682 6362 3046 4010 2054 343 094 0.00 0.94
DMUjz, 1510 368 100.09 26.15 7428 5936 2290 2572 2286 145 224 0.00 0.92
DMU3; 1155 446 87.24 31.31 6497 4620 2101 1539 1955 279 0.98 0.00 0.98
DMUszp 1730 589 93.24 46.50 9785 5855 1335 2530 1245 324 0.00 0.00 1.00
DMU33 1215 675 77.50 43.36 7365 6125 1585 2094 1163 409 0.00 0.00 0.93
DMU34 660 440 56.69 36.30 5795 45560 3110 3085 932 264  2.00 0.00 1.00
DMU3s 600 805 4546 82.60 4849 28224 1970 4415 934 565 097 0.00 0.97
DMUss 225 330 13.56 25.13 790 2285 600 1185 279 193 0.00 0.00 1.00
DMUs7z 695 550 54.37 43.88 5546 8514 2220 1640 775 263  0.88 0.00 0.90
DMUsg 1163 464 7499 3331 7222 4625 1569 3062 1096 211  0.00 0.00 0.86
DMU3zg 840 425 64.14 33.01 6085 5370 1795 2075 725 208 0.00 0.00 1.00
DMUyy 465 450 26.99 3499 3730 4705 900 2054 485 252 0.00 0.00 1.00
DMUy; 655 880 37.54 51.66 4645 6555 2355 2940 583 474 1.00 0.00 1.00
DMUyg 559 285 3251  19.38 4020 2160 980 2130 534 80 0.00 0.00 1.00
DMUy3 460 529 36.27 4528 3155 6740 1035 1376 645 393 0.00 0.00 1.00
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Table B.6: Projections and efficiencies of 15 Chinese cement companies with
undesirable outputs

DMU Employees Energy Clinker & Aggregate Profit Tax NOy COq Efficiency
Cement
DMU; 61662 3249  248.52 188.14 10867.00 2137.26 52908.00 16657.97 0.72
DMU; 50769 25.11 272.26 110.41 11930.14 2297.51 52817.00 18377.86 1.00
DMU;z 17939 6.13 69.81 118.89 4358.66  693.95 16801.50 4175.51  0.49
DMU,; 20804 5.38 65.26 177.79 4262.12  705.99  16715.73 3453.12  1.00
DMUs 45144 7.34 86.33 34.53 1525.26  973.37  11623.03 5821.92  1.00
DMUg 22344 8.66 86.53 41.46 2092.73  993.28 11514.35 5761.58  0.01
DMU7 7966 1.36 19.43 8.49 2218.55  225.68  4406.48 1087.90  0.87
DMUg 2957 11.30  24.05 0.00 2241.51 12535 4582.84 1851.03  0.77
DMUg 2047 1.90 17.62 0.00 2241.51  125.35 6026.64 1346.69  1.00
DMU;p 6892 2.22 25.20 43.60 866.13 629.82  4497.00 1517.35 1.00
DMUy; 2793 1.63 16.87 13.27 2244.00  186.40 4810.97 1271.44  1.00
DMU;2 1579 0.90 8.33 0.00 1894.83  90.65 1878.00  749.62 0.62
DMU;3 2644 0.88 12.21 5.33 2051.79  130.79  2763.44  754.35 0.88
DMUy4 1241 0.20 3.92 0.00 1730.15  74.16 1240.00  352.46 1.00
DMU;5 16032 4.59 52.86 26.96 3609.08  483.92 9944.11  3529.31  0.17
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