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The ba81c problem of the day is: what are Irish

1ndustr1es' prospects of survival under EEC conditions?

(1)

wide range 1n the dlstrlbutlon of the, statlstlc net output.

T, P, Llnehan s recent paper, ,- in showing an unexpectedly.
. per head . for establlshments within each 1ndustr1al group,
suggests that the answer to the question is .to be sought.
at the establlshment rather than at the industry level,

. though it is- no doubt true that some industries on average

are more. llkely to be competltlve than others. Some kind

& . of answer should transplre from: an examlnatlon of. the

records Eor 1nd1V1dual establlshments

We would, of course, like to be able to state
from the ex1st1ng records that, within a given:industry,_
establlshmentAA is safe B is doubtful and C,will be
1rretr10vably“w1ped out. A moment's reflection will show,
however that such clear cut answers cannot emerge, even
if the records were all that one could desire. In the
first place and very 1mportant 1s .the fact that one can
never tell 1n advance what reserves of energy and. 1ngenu1ty
are latent in the firm (as in the 1nd1v1dual)1when faced
with a crltlcal or even merely a difficult 31tuat10n
Secondly, the establlshment may not 001n01de with the
o enterprlse, in that there may be more than one establlsh—‘
ment in the enterprLSe w1th .good reasons .for an efficignt
enterprlse to malntaln relatlvely 1neff101ent establish-
ment; and of course there may be arbltrary elements in
the: statlstlcs for such an establlshment o It .may be well
to bear thlS point in mlnd 1n the analy81s Wthh follows

based exclu51ve1y on the establlshment
pet : A IR R S SR RETE oo
The present paper merely outllnes a pro;ect of
1nqu1ry based on the records of ,the Census of Industrlal
Production, 1958 The detalled records for a partlcular‘

industry were, examlned to flnd out how far these can be

used to supply data Wthh w;ll throw some llght on the G

answer to the maln questlon ‘”The 1ndustry selected was
No. 12 ; Manufacture of Cocoa =Chocolate and Sugar
Confectlonery _ In 1938 there were, 48 establlshments_

{»
included in the Census but from the Tabulator Listing

supplied by CSO it appeared that by.reference mo,bo;h




'average number engaged and net output 1"of these would be o

omitted as:. small f,Partlculars Wlth regard to these are,,
howaver, g;ven in, Table 1 below an ;‘ﬂi SR ;,,‘ ‘
Before examlnlng the establlshments 1nd1V1dually

it seemed expedlent to endeavour to study the relatlonshlp

fbetween size: of flrm and efflciency, however measured

(2)

To - overcome the famxllar d1ff1cu1ty of b1as _in relatlon

. to derlved statlstlcs l1ke net output per person engaged
~value ofpmaterlals;lesswcost of-fuel etc,twas.used as: a'wqdﬁ’

"classifier"”(or”"instrumental variable")waSLbeing-wn:Jyr:;: o 4 :

'algebralcally 1ndependent of the prime: varlables under ,1'7. L

"average size the groups range from 23 to 644 persons per };

‘account for 72% of the: 1ndustry

~, .

-8how, “the class1f1er used successfully arrays the establlsh—F:

”establlshment It may also; be 1nferred by reference to.fvv

conslderatlon namely number engaged fuel etc ~wWages and

salarles and net Output As: cols (2) and (3) of: Table.: 1 l{‘ R b

ments by size whether thls is adﬁudgod by number engaged,afr,u;f
or by average net Output

R T

g 81x 917e groups are dlstlngulshed i The d1vxd1ng

poxnt between each group was determlned as that prOV1d1ng

‘a dlstlnct jump 1n the value of the class1fler., In,3

the net’ output column that the two largest 81ze groups

R

) In hls paper on" 1nternat10nal comparablllty, E1

T Nev1n( ) has 1nd1cated why net output per person engaged ?; ‘ ,'xg

~is an’ 1nadequate measure of relatlve eff1c1ency,‘l If w1th

1esser force for establlshments w1th1n an: 1ndustry in. 8-

partlcular country, some - of Nev1n s objectlons to- thls,
measure'can also'apply,'ln partlcular because ‘the.measure -

requlres to be corrected for d1fferent degrees . of capitaln:

>but1118ation Also,iof course, net output 1tself?1s not.

necessarlly a correct measure of the economlc 1mportance»

of an 1ndustry or an establlshment It 1s better “than.

gross output but 1ess good than added value or net factonﬁ:

- dncome," the sum’ of employee compensatlon and net proflt

(1 e.fnet of deprec1atlon) In the next paper--in thlS TR
serles dlscu351on of > the added value aspect w111 be ’*;iqhw

resumed For the present it w111 be assumed that net~:

output behaves proportlonately ‘as 1f dt wereiadded value.

Furthermore,:expendlture on: fuel etc w111 be treated asdlf:

it were a measure*of capltal utlllsatlon “an': hypothesis: .

' 4whlch will also be examined later.f'lf*ﬁ



If net output he.e measurefof edded value then,
pfoportionately at any tate, remalnder of net output (i.e.
net outpht less employee compensatlon) is a measure of
reward. to capitalz . If this be accepted we can for the
1ndustry as a. whole evolve a statlstlc R Wthh represents
remainder of net output per £ fuel etc." For the Industry
(Ssoeetebl;shmehts)‘as\a whole N
R =‘5}456528.

B

For each 1ndustr1a1 size group (or 1nd1vidualwestabllsh—

. ment) ‘we can then calculate an "expected"‘net output N as

e

where Wi is wages and salaries and F . is cost of fuel etc
for the ith group, Then if Vi be termed the "relative
viability"™ of the ith grodp; set - e "

i = 1CON; /Ny,
where N 1s the actual net output of the group- For  the-

Industry ‘as a whole the relatlve v1ab111ty 1s, of course,
100, ” ' ' '

. To. 111ustrate the calculatlon and the 1mpllcat10n
of the notion of relatlve v1ab111ty, consxder the

follow1ng data Eor an 1mag1nery establlshment°—

Grosé,output cedenrenanas ﬁ30,00é'
Materials etC . ... .svysv . €17,000
Net outputA.....J,;.;;;.. £13, 000
Wages and saleriesﬂf.....”£10,000
Remainder of hettoutput . € 3,000
Average namber engaged ;.. . 30
Fue;’etc B A . £800C

Then fgiving the esstahlishmen+t the serial number i)

= 10,000 + 5,466528 x 800

N, = = 14,373
i
vNi = net output {above) R 13,000
AP S T SRR T
V, = relative via>ility = 100N, /N, = 90.4




i

The bas1C 1dea Anc Vlablllty, due essentlally

to E T Nevan(p)“tls that of "spare fat" in the 1ndustry

or 1n the establlshment°f 1deally}th1s*"fat" is net’

proflt 1n relatlon:to value of cap1ta1 1nvested though

for the present we must be content w1th Remalnder of net

output,as a measure of thls~7’1n a subsequent paper the

"mone pre01se measure w1ll be estlmated ‘and’ examlned

Suppose that under EFC condltlons prlce of product (or
gross output) in net effect after alloW1ng for' reductlon
in’ prlce "of materlals 1s equlvalent to a fall of 5% or
_from the foreg01ng flgures by £1 500.. Assumlng that
average wages and salary level employment and’ expendlture
on fuel etc are malntalned and that the 1ndustr1allst'
uses the’ pre—EEC norm for profltablllty, Ni remalns un—
changed but now ‘%-/j,' uv '

Sy

IS

?~n;N1 13 ooo -1, soov—«ll 500

’:‘.*-l

'so that p0st EEC value of (— 100 x 12 391/15 Olo,

“representlng a con51derably greater fall (from 92 8 to

82,5 or by 11%) than the 5% postulated for pr1 & of product

Now 1t seems des1rable to dlstlngulsh between

f,the notlons of v1ab111ty and product1v1ty.4b Just as’ in’

":the case of 1nd1V1dual persons “an enterprlse may be E

v1able lf 1t employs cheap labour and/or 1f rt'ls

: Bl

prepared to tolerate a low rate of proflt' in a- certaln
degree the two c01nc1de. In such a case, however, ‘the
labour product1v1ty 2 11 be low ;h We may evolve a

medsure of relatlve product1v1ty P uslng the following

formula.
yoiteT VR

TR

‘v o . »' N : o " N . B
PP A2 T1OCON, NG e
I flﬂ o
o ={fﬁﬁff5ﬂ‘-»f7§3‘v AR RN
wheré N, is.given.by .. . ... .

c

S belng the averaoe compensatlon per head for, the Industry

(35 es»ahllvhmenﬁs) and L the number of persons engaged

In fact f;:"«” ';A@ *:j*‘ T :ﬁ

i;séagi£362.1468 . A-‘fl:.;i —pzﬁ!;;
for Industry 12 ; Asvln the, case of V Pi = 100 for the
Industry as a whole i Of course P1 is purely a

techn10al coefflclent w1th 11ttle reallty, as enV1sag1ng‘an:

1. ,
i \"v
3 .
1

» .
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"expected" net output N with all nmployaae%having,the same

average compensat1on whereas (see Table 2, 901,(3)} this

.compensation ranges from €199 for smallrﬁlrms to\£40§lfor

the largest group, ‘ . .

It would be socially 6931rable to raise the wage and proflt
rates in every establishment but such an aeplratlon 1s far
11ke 1nd1v1duals, survive

removed from the reality. Firms,

because they are prepared. to accept difﬁeoential rewards,

If 1t be true that dlfferences in size (number engaged)
account for the preaten part of dlfferences 1n ‘net output
or addbd value,

also have a- considerable dlfferentlal effeot

rewards per unit-of 1abour or: cap1ta1 i

. Table 1.~ *Partlculars for- Industry No, 123”1&58,'Glessified
: in Gix Slze ‘Groups ’ ’
5 ‘(Note: size classifier is cost of materials other
) .than fuel etc) - '
Average f ie
size based . , = .
Size'" On- = ©_ EBstab- , L . o
group, - |m———rr—— S lish~’ Pegsonsf_sgtfu !Wag?s.& 'Remaln— Fuel
S Sh3 -;~m, : |“output|salaries|der: etc
. VN.:‘,het ments I N R
- oL : L B R
a : output*:~» o 'f N .
(1), (2) L (8), o (4) ] L (B) i (6) 4. (7). e (8) 1 [(9)
: , No.| £000 | No.. No, | £000 £000 £000| £00C
I, ,24 817 41.7. 10| 0 281 128,90, 66,200 62.7) 11.7
T 32.0| 18,7 | .6 | 192 | . 112.2] . 63.9 |, 48,3 9.0
111 | 66,7].39.5 6 400 | 287.3; 0 131.6 | 1G5.7| 17.7
IV ,2‘”160 81 62.1 5 804, 0 310.6] .. 246.2 | " 64.3{. 37.7
- V. |219.3|145.7 4 877 | 582.9|7.322.7 |, .260.2] 36.°
VI ‘644Jo‘592,5 fﬁ.:sj';l 932 |1,507, 4fftbé§.2 924,3)119.¢
“Total | . .1 . 1. . 1 A
above 127 .3 82,3 | 35 . 4,456 "2,879.2 1,613.,7 -1,265;51251,5'
Small’ " o - o .o A I P SR
concerns 6.2 2.1 13 8C . 127.5‘;‘.15.9 \ t,:11_.4‘_ 2.9
Industry | 94.5| 60.6 | .48 | 4,636 |2,906.5/1,629.7 |1,276.8254.4
: i § ’ . § .
Source: . Census’ 0P Industrial Productlonkftj”:'“n
' Returns 1958. '
The object ol Tables 1'and 2'is:to try to deter-— .
mine; in the 51mp1estsmenner;~somegggneralgeffept5'Such as
”Siie*ahdeﬂegreeiofjoébitaiination:(aéfmeasufed;'perhaps
?drudel&;”by?costiof'Eder etc) on ootpUt and relative
‘efficiéncy. ' The'figures din cols.(2) and (5) of Table 1.
1nd10ato tba.anprox1mate average size. of. establlshment in
 each group, ‘from the flgures in’ cols (4 or (5) 1n relatlow
to the” total the re1at1vm ~m“o“tﬂnnn nP ennh group: may be
"assessed Attentlon may be dlrectod at once to’ the




'anomalous 31tuat10n of Group IV of 5 establlshments 1n
"whlch employee compensatlon ‘forms no 1ess than 79/ of ‘net
\output compared w1th ‘the general average (35 establlshments)i
‘of ., 56%, or 21% and 44A respectlvely for ‘remaindér of’ net ‘
:‘output-: the 1atter percentage 1s an excellent 1nd1cat10n

of relatlve v1ab111ty

B T S S T

1Tablef2;‘f Stat1st1cs Derlved from Table 1

I *ffreifpefsah?eagagéat~ﬁ}fﬂ»“‘ 1" Productivity.
- Size . . sk - Viabil-
group(i)quNet ‘Wages & | Fuel itylVi;ﬁ Total |Labour
e output Salarles ete [ T RS b
)y (2),;; (3) f(a) | (s) | () f(7y
e 5'.£, N T T T R .
‘I oop513.4 | 263.6 . /.44.9( 100.8 - <03 84,5 79,5 5 '
I |s84.2 | 332,8 - 47.0| 99,1 ‘|'“106.0| 9C.4
CIIT - '593.1. | 329.0. |44.3| 163.8 | .98.1| 91.8°
IV. . |386.3 | 3c6.3 |46.C| 69.2 ;_T 62.9| 59. 8
V. |664.7 4';35&;0‘17,4LQSV\111 4 f'114 4__;cz.a,w~§u
vi. . l7sc.2...| 4cs.a” |62.0f 119.6 | 111.3| 120.8" "

. Total‘ B v:55fﬁ5\1 B DI R N i o
~above  |6a6.1 |'se2.1 ' |s2.0| 10c | 100 | 100
-~V 8mall o) ST F L | T P PR ‘:,:n‘h.
3Concerns};ﬁ541133f:.199,5_;5'36[9,@185quir;w58,51 g52.8}

L

Industry |640.8 | 359.3 | s51.7|" 99.8 | ' .99.3] 99,

Ignorlng the dlsmal show1ng of Group IV the tendency
for net output and employee compensat1on to grow w1th 51ze of’ SRR

"festabllshment w111 be ‘noted’ from Table 2 Even apart from , 'v‘@

T*QGpoup IV however the growth is not regular : thus Eor'

31zes (number engaged) of about 20—1CF a substant1a1 range
;output per person and employee compensatlon shows no tendency
'to 1ncrease.,. The 1ncreased levels 1n the two 1argest 317e ,g

“groupsjare;'however unmlstakable
7 . From col, (4) of Table 2 it will be noted that,
~except for. Group VI cost: of - fuel etc per: employee,eor? by

deflnitlon, cap1ta1 applled per employee,fls remarkably

constant Increased?use of capntal in: relatlon ito. labour
»‘is apparent only 1n the group of three large concerns whlch,f'
as Table 1 shows, account for over one- ~half" of the net .
output of the Industry : As regards relatlve v1ab111ty,

'ﬁthe precession wlth 51ze of flrm is not very marked 1n that'}

the three smallest groups are’ near average AThere 1s a,




I3

at

»viability° . as coi (2) of Table 4 showSM ‘the..35. estab-~

distinct contrast bet&een relative viability and productivity
in Group I (cols.(5) and (6) of Table 2) with viability a
little above average and total productivity much below
average, p01nt1ng the useful 1esson that the . strength of
some establishments 18 due simply to the fact that their
personzl is prepared to work for relatlvely small. rewards
This élnd of toughness and the fact that most small estab—
lishments probably work for specxal customers (whoseu
loyalty overcoMes ‘any propen81ty to buy 1n the best market)
may ensure their surv1va1. The contrast: between the
indexes in cols,(6) and.(7) will be notehr' col.(7)
represents the figures in col.(2) reduced'to the total for
the 35 establishments‘as‘lOO, recalling that net output

is regarded as proportionately the same. as added value,

The productivity indexes P take capital utilisation into

account'- the 1ndexes purport to represent proportlonately,

output per unit of. factor;(labour and capital comblned)'wwm”m

input:
- The considerable degree of Consistencv“and
regularity Appéaring in Table 2 even when the number of

establlshments anluded in each group is small, dlsappearsv‘

when the 1deas of relatlve V1ab111ty and product1v1ty are N”ftﬂ

applled at -the 1nd1v1dual establlshment level, In Tables"

3 andwémﬁﬁﬁép¥1shments are arranged acoordlng to relative

llshments range in viability from 19 to 211" As col.(6)
of Table 4 1nd1cates there is no s1mple relation between
v1ab111ty and size, The most efficient and the”ieast
efflclent flrms are on average about the same 31ze.fﬁ
Comparlng ‘cols, " (3) and (4) it-will be observed that at
the 1nd1v1dual establlshment level, there ‘is a hlgh .
correlatlon between viability and total-~ product1v1ty.

o _‘-’ T fg-.»EA

Table 4 raises in-an acute form”thewonestion'of”‘”
how many .of the fleS 1n the Industry manage to survive,
even as matters stand,. : Economlc theory Tecognises
‘impérfect . competltlon but it is doubtful if any theorlst
could have contemplated such 1mperfect10n ‘as these flgures
revéals- : As will be observed one establlshment has™a
viability index of 19, It 1s qu1te large and ' rejoices.in,
an employee compensation blll nearly twice as large: as:its.
net ‘output, -pointing to a very substant1al loss 1n the
yéar 1958, The second worst establlshment is very small.
but also shows a‘substant;a;_loss.' At the ‘othef end of

T
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Partlculars for Esta bllshments in Industry o
Cla851f1ed Accordlng to V1ab111ty

"X

Tabrevs.,

EEIE R -." L e N B

Remainder’
. N.. Output. -
‘*j(6{€1'wrs~~
Cogooc.
'L9;05“':“ ‘
'sc;gqiw'f*e
3,;-'158'.0“?;;.“: -
O
T7asise

“Wages‘& :
,Galaries
(5)

" £000 £ooo |
e9Lg | 78
159,0" 108,
La88.87 [ 327,
*‘39‘“'*ffg§;557"*358, _i52651
o454 | Ua20i6 o 162

'Viabiiity,ﬁma
Groupaﬁhv

)

’TLLgoutbut

| (4)
oi | No. | "“ecoo
4’ o ga8 Y
"6 568
B R TR
5
6
7

wﬁé~\1<xg@,m

- N TN T R
(S NS, B N

1,265 e

Total | 35 | 4,456 | 1,615,

12,879,

il

 Table 4.7 iStatistics,Derived from Table.3. . ..

o Viabil~|

Viability |

_Prequetirity

ity

R ",
|:Range " |

Aver—

Totai

1ﬁaﬁqar“

Per=:
sons.. .-

‘per

'PerSons?e}
engaged(‘

|we
S asn*~ﬂ

3 net

Afnot only in’ dlrectlon but in’ ‘relative: magnltude

" Group | ged
| [ Notr: Wagos
S Out-! & Sal-
mﬂjﬁ*rment put ‘aries' | S
{5) (6. ) (7). (8) g9y
No °:;£;‘3*?£‘“*7'*%f*{:
:?Sir‘°>f452ﬂ*i296'g es
1163 - |a4cC.| 326 .| .74
”65..‘f‘927--”358*lr:w§9!'

," 1,,/”[:‘ '},‘n);* age el P‘i_
I RS T B CoPRi CR

. HEE .

,est— :

‘ out-ga
:=>abilsh— '

Put

T#(él}r?

. 35.4] 43,
.67.5| -66.
822 83,
‘:87 o};égﬁ
122,0:128,
136.7143,

S 19- 69| 37,
*_747'77.575.
81189 82,
| :'93=:99] 93,
: 104«119 115,
V1221211 137;5

~a “‘“ fﬂ*htgeﬂ‘wf

BN B NPT SO e

l1oo

PR e

. Total ”] 19 211|1co ,,100, 1127;5 |6a6 | 362 |56

Lo ' . - <ot Lo .

the scale the two most Vlable establlshments W1th 1ndexes
jover 200,

“relatlon to net output

are cﬁaracterlsed by a.very. low wage blll in Pfum,'
24% and '37%,

‘compared w1th the 1ndustry
They are both small as regards numbers '

‘average of 56%
~employed and the average earnlngs are £430 and £351 compared

kw1th the" Industry average of £359

')l‘;~,- N

2(5) of Table 4 show that the v1ab111ty

Cols, (3)
‘gand the two product1v1ty 1ndexes broadly tell ‘the same" story
There

are, howeVer vagarles for 1nstance there is a break

in the regularlty of 1ncrease at Group 4. for 1abour produc-??ﬂ

::-tiV1ty, 11ts relatlvely hlgh ratlng 1n V1ab111ty 1s seen‘

> "",
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from col.(8) to be due to low compensation per head, This
column also shows that there is no very decisive.relation~
ship between average compehsation and viability.  On the
other hand, while. the precission with viability is by no
means regular, there can:-be. no ¢oqbtAfrqchp},(9) about

the relétionshipAin.general betwégn viability and the

proportioh~borne by wage~salary in net output,

- As regards Industry 12, therefore, certain
general‘inferehceé, causereffect in charéctef,.can be drawn
froh the present analysis which, it should be‘gmphasised,
bears merely on comparisoﬂs of eétablishmeqts with the
industry. .The relationships, e.g. betWéén‘size and

efficiépcy,-pale into insiénificancé'EoﬁPAred with the

' quite fantastic differences in efficiency, however

measured,.bg%ween estéblishments witHin each_s;ze group;

It wopld‘beIQﬁite unsound t6>c¢pclude, fér this Industry,
that, at present level of management competénce,, any
substantial gain in éfficienqy is_to be found in coagulation

¢

of small Firms; -

s

“The following suggestions are made:—-

(1). - Tables on the.lines of _the.four.taﬁles in this
.memorandum -for each magufacturingviqdmstry
should be produced by CSO..  The author's work
{single~handed since as a temporary Officer of
Sxatistics under the Statistics Acts he was
précluded fromAseeking collaboration within the
Institute) was based on Tabulation -Sheets supplied
by €SO, From fhese‘sheats, with a small staff,
the;work would be very easy,faltnbugh'it will be

A‘_necessary_terstablishVViability indexes for each

-esrablishment.sgpanatelyt

ol

H

(2, For establishments over a certain size by
reference tosboth numbers engaged and_het output,
the retunns‘éon LéSBqur estaplishmentékwith a
low.viability .rating should.be examined for.
statistical reliability. . If.this provesgtq_:
.-be well-founded the :returns for the particular
establishment for each of the years 1956, 1957,
1959 and 1960 should be scrutinized, to decide
,whether the bad éhowing in 1958 was

. . R T ST A R T LR
exceptional or epdemic A similar procedure
A DR RN ' i IR IR 5 g t




Nagia .

"'Jsee below.}»n

ﬂshould be adopted for a. few establlshments in -

eachllndustry w1th a h1gh v1ab111ty 1ndex 1n7¥::';
195& It should be qu1te a’ S1mple matter tOXQVU
comezto falrly deflnlte conclu81ons on thlS ‘
1mportant p01nt o ‘ “;45,]

For (a) exceptlonally low and (b) exceptlonally
high V1ab111ty establlshments and’ (c) a smallff

;random sample of the rest. An each 1ndustry the

returns should be scrutlnlzed for-eV1dence“
whether product m1x 1s responsible for dlfferences
1n efflc1ency The author surmlses that such

is not. the case 1n any marked degree, but thls,

of course, remalns to be seen. A "product -mix .

‘rat1o gcould be establlshed for each'esAabllsh—.m?

ment con81st1ng of the rat1o of the value of

gross output of say two pr1n01pal productsfu”;41;~”

(1nclud1ng w1th each product 1ts necessary‘;”
anc1llar1es e. 2. bran, pollard W1th flour) to;-
total gross output | Spe01f1c calculatlons need

not- be made for. each establlshment.' the ratlo

fcould be 5581gned to say 10 classes at s1ght

Other pecularltles, whether statlstlcally

o,measurable or not mlght come  to- 11ght on such

scrutlny ?fffijﬂ' T w‘wg .

e e . ; Lntaw’" .
It As. for con51derat10n whether »and how,'the
attentlon of 1nd1V1dua1 managements should be:’
dlrected to the1r shortcomlngs ;1nc1ud1ng thelr
V1ab111ty ratlngs It would be qu1te easy, if .

the foreg01ng suggestlons are adopted “to 1ssueiﬁ

‘conf1dent1ally to each such management’(orﬁ

perhaps,to all managements) a statement based

on 1ts CIP returns 1956 60 show1ng (a) establlsh—.

ment's ratlng (b) average ratlng (c) best (or
best group) ratlng.' CSO w111 have to con31der\‘
whether such actlon would be prejudlcxal to

CIF.\5 Actlon on these 11nes could be postponed

"untll the CIP phase of thlS 1nqu1ry 18 COmpleted -

1

.\-‘x.

Whlle the varlablllty of efflclency revealed may

seem alarm1ng ias perhapSlat any rate 1n degree it 13'7

it would be wrong to conclude that the phenomenon of" w1de

'varlablllty 18 conflned to Ireland The author 1s not

Maware of any studles on the llnes of the present memorandum

."- ‘ . N
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for industries in other countries, - He recalls, however,a

conversation he had with a Dutch colleague some years ago

(4)

on farms in an Irish county, where it transpired that the

to whom he was recounting his experience with efficiency
effective range of output, given farm size, was uniformly
3:1. His Dutch friend said that he had noticed much the
séme range in Dutch industry. If the picture for Industry
12 in Ireland, which must force itself on one's mind after
an examination of the figures, is of one whose members are
contentedly jogging along behind a high tariff barrier in

a live and let live spirit, the same is true, if in lesser
degree, everywhere, Ireland might even be in an advantageous
position in recognising the great range in quality of
management and acting on the knowledge. There seems to be
little doubt that most, if not all, firms in Industry 12
would benefit from competent industrial consultancy,

Since there are so few SiZable firms in manufacturing ind-
ustry, action on these lines would be feasible and com-
paratively inexpensive,

\The present memorandum deals only with comparative
efficiency, A further memorandum, like this pilot in
character, has begun with a view to establishing absolute
levels of efficiency of Irish industrial concerns, This '
memorandum will not, however, be ready before mid-October
1962,
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Dear Geary,
1, We have been examining your memorandum "Efficiency of

Irish Industrial Establishments, Part I", which accompanied your
letter of 29 August, 1962, We have ‘not sent copies of it to

the Department of Finance since we do not think that it is
desirable to give circulation to a document which contains figures
for individual establishments, even though it may not be possible
to identify the establishment in question, I do not think that
there is any necessity to have the numerical example which occurs
at the bottom of page 3 based on data relating to one of the
establishments -~ hypothetical figures would suffice, Furthermore,

the quotation of the figure of £433 "for the largest establishment".

in the fourth line of page 5 is, we think, unnecessary also, We
would wish to see these points cleared up before the document
gets wider circulation, It may be that we are over sensitive to
questions of disclosure but you w1ll appreciate the reasons for
our care in this respect,

2, It is undoubtedly a fact that the crude indicator of net
output per person engaged seems to point to a high degree of
variability in "efficiency" at the individual establishment level,
We agree that it is important to investigate this wvariation and

- to determine whether it is possible to show that efficiency is

linked with other characteristics such as size, product mix etc,
However, we have serious doubts as to whether or not the Census

of Production records are adequate to provide material for
efficiency measures for micro-analysis, These returns were never
designed to provide such comparisons between individual
establishments, As you are well aware the emphasis, in scrutiny
etc,, is directed towards producing correct trends over time for
each industry, The data on remuneration of labour can be regarded
as reasonably accurate but in the Qutput values and Costs of
Materials used there are many sources of error which make the

use of the much smaller residual aggregate "Remainder of Net
Output" suspect for comparison between the individual establish-
ments, Again the individual returns of expenditure on fuel and
light (value only) do not readily permit of any check such as
those existing between quantities of materials and products, and
the inter-establishment variation in this expense may be increased
substantially by reporting errors, You will recall that earlier
experiments in the double deflation method led to the same
conclusion and will remember the abortive efforts we made to
interest the Cost and Works Accountants in the provision of more
accurate data, You can take us as agreeing to the assertion

that the prospects of the survival of Irish industries under B.B.C.
conditions should be examined at the establishment, rather than
the industry, level, We feel, however, that such examination
requires much more accurate and more complete data than that
provided by the Census of Production and that only preliminary
soundings can be taken using material from that enquiry.

3. In introducing the "Viability" and "Productivity" indexes
reference was made to two assumptions or hypotheses, i e, that
"Remainder of Net Output" is proportionately a measure of reward

to capital and that expenditure on fuel etc¢c, is a measure of
capital utilization, In our opinion, before proceeding to a




fairly large-~scale application of . the. method, both of these
assumptions require further examination and proofa In partlcular
the former index, which depends essentlally on (a) the ratio of
wages and salaries in the individual establléhment to expenditure
on fuel and light in that establishment, (B) on the ratio of
Remainder of Net Output in the establishment to the expendlture on
fuel and light in the establishment and (c) on the ratié of the
Remainder of Net Qutput in the industry to the expénditure on

fuel and light in the industry, depends on two of the wWeakest
elements in the individual Census of Production returns,
expenditure on fuel and light and Remainder of Net Output. The
vulnerability of this index is particularly evident if one examines
the establishments which are at the top and bottom of the 1list
among the thirty-five establishments in the industry in question,

4, The two establishments giving the hlghest viability
ratings mentioned in your Memorandum (and .giving highest net
output per € fuel in light) are concerned with the production of
one special line in sugar confectionery, The establishment with
the lowest viability rating is, in fact, part of a much larger
enterprise, A very large proportion of the output is for
further processing in the remainder of the enterpriSe and the
estimated expenditure on fuel and 11ght, in this case, also
depends on the costing procedures in the firm itself which we
believe to be unreliable, Thus, though the adverse showing is
endemic, it may be a function not of relative efficiency or
viability but merely of the costing procedures of the concern in
question, In fact, a number of the establishments in this
industry are parts of enterprises with ¢stablishments in other
industries in the Census or with distribution activities, This
makes it almost impossible to come to any definite conclusions
from the individual returns, .
5. For certain firms in the selected industry we have
obtained, in connection with a recent enquiry, particulars of
balance sheets together with valuations, for insurance purposes,
of buildings, plant and machinery (excluding vehicles), The
statement attached shows, for each complete enterprise,; which in
a number of cases covers establishments in other industries
besides Industry 12, per £ expenditure on fuel and light, (a)

the value of fixed assets (using valuation for insurance purposes
as indicated above) and (b) the value of fixed assets, as at (a),
together with current assets (all stocks, cash and debtors less
creditors), It will be seen that there is an extensive range in
the values shown though nine concerns (numbered 8-16) give values
which are reasonably close together, Admittedly the validity of
the series depends on how the insurance valuation is related to
the true value but it cannot be denied that the range shown is
such as to call for further investigation, As set out in the
statement total capital per person engaged also shows considerable
variation, The entries opposite numbers 17 and 19 are, however,
directly affected by the fact that in the balance sheets in
question there is a "nil" entry for buildings -~ perhaps they

were either rented or entirely written off in these cases, We
have also included columns to show the Remainder of Net Output
expressed as a percentage of Capital and the Remainder of Net
Output per £ expenditure on fuel and light, :

6. A brief examination of the individual returns for

this industry proves, beyond doubt, that any attempt to group
establishments into efficiency classes must involve a highly
skilled examination of the individual returns, The scrutiny
work in question, which is proposed in your document) is not the
kind which could be undertaken by the normal clerical staff, It




would be necessary to have an officer of the Statistician grade
allocated to the work, Unfortunately, with our present staffing
difficulties this would be completely out of the question apart
altogether from the fact that we do not consider that the
Production records provide suitable material for work of this
kind, Fuller financial and other accounts would be essential,

7. An examination of the 1958 returns for a systematic
sample of about 40 establishments with very low net output per
head has shown clearly the necessity for omitting small (certainly
under 10 persons) establishments from any analysis as problems of

‘part=time employment, distribution activity etc, are frequently
‘the cause of peculiar results and usually endemic to the particular

establishment, :

8. : Incidentally, in relation to the classification adopted
in Table 1 of your paper, in which the classifier used is cost of
materials other than fuel etc,, we have examined the effect of
using as a classifier total cost of materials and find that

'keeping the numbers in the groups the same as in your Table 1

there is no change in the actual establishments falling into

each group, Since it is much more convenient to classify on the
basis of total materials, which is already punched in the cards
which have been used for the previous analysis, we feel that this
clagssifier could be used for any further work despite the ,
relatively minor drawback of the lack of algebraic independence,

9. | , Of the four suggestions which you make on pages 9 and
10 of your document the work on the first two items could, of
course, be done fairly readily so far as the arithmetical work is
concerned, It would merely require the provision of a special
staff to work on the documents, But before envisaging such an
undertaking one would need to be assured of the meaningfulness
and usefulness of the calculations made, In our view this
requires to be established far more thoroughly, There is also
the question as to the adequacy of the basic data to provide
reasonably reliable estimates of the indices, even if one
accepted the hypotheses on which they are based, This latter

‘condition we do not believe to be adequately fulfilled,

10, Your third suggestion is of quite a different order
and, as I have said already, requires treatment by a skilled
Statistician, I do not see, however, even if we could

produce such a person, that a mere examination of the "product-

. mix" is going to take you very far in the examination of

"efficiency", There are many other factors in relation to the
establishment which should be considered also, You can take us
as being definitely opposed to your fourth suggestion which
casts us in the role of pontificating as regards the efficiency
of establishments,

Yours sincerely,
¢

, (M, D, McCarthy)
Dr Ry Cs Geary
Director

The Economic Research Institute
73 Lower Baggot Street

DUBLIN 2,
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Remainder of

| Facl & Lighe  Currens | Not Output as | NTRTIROT O
Establish~- : Capital ; ; ggrhf Fuel &
T mixes |BRNS0E ) bgages ixea |Eixed e | TV

> €000 % % ‘
1, L (B4 (84)% |  (2.10)* (28 )% (18)* | (15,1)* 29,2
2 ; 45 64 i 1.58 33 23 14.8
3 (43 )% (52)* (3.68)* (8 )* (7 )% (3.4)* 4,2
4 } (37)% | (49)*  (3.43)% |(20)% | (15)* (7.5)* 7.6
5 |35 52 |  1.61 | 12 8 4.3
6 ; 31 70 { 1.91 4 2 1.4
7 1 45 § 1,97 1 27 19 8.4
8 22 28 ' 1.20 15 12 3.3
9 .22 26 1,79 16 13 . 3.5
10 i (20)% | (31)* | (1.55)% |(24)% | (16)* [(5.0)*8.1 & .
; g 3.3
11 g (20)* (28 )% § (3.10)* (24)* (16 )% (4.7)* 7.3
12 19 24 i 1.52 11 9 | 2.0
13 19 29 i 1.96 15 10 2.8
14 17 24 } -+ 1,22 30 21 4.9
15 16 23 ! 0.91 36 26 6.0
16 | 18 27 2.10 107 66 17.6
17 ’ 10 0.40 a1 29 2,9
18 | 6 17 0.61 54 17 3.0
19 i 6 | 0.19 85 68 3.9
1
* Enterprise covering establishment (s) in other
industries as well,
+ Two establishments in this enterprise in

industry 12,
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