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:!:is d·Jc·..:r.e:J.t te.s ceen re:;.rod.·.i~ed. •.ri ~ho•.it :'o~a.1. editing. TI:~ •rie;;s a..-id 
o~i::i:)ns ex?resse'i in tr.is ,?a.::;er a.-• t;:cse c:· :::e a;..::ttcr llnc. :.o not 
necessarily ref:ect the 'lie~s ~! t~e secretari1t 9~ ~;::c. 
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1. :'::e ~rod~cticn ~:mctio~ 

?rod~cticn is tte proce~s cy ~hich gooC.S are created. 

::a.nage~ent deals •ith decision :na..king related to prod~ct:c~ ;recesses, 

so that t~e resulti:.g gcods a~ produced accordin~ to ~he s;eci~:cations, 

in the a.mc'"-?lts ax:.C. by sc=eC.ul.e .!~ded, anC. at ~ni:iu: ccs:.. 

?:-oduction cay also be defined as a tr!l.!ls~~r=iation syste~, •tere 

~actors cf :reduction (inpu't) 2.!"e transfc::-::teC. into ~roducts (output}, 

as i.:2::.:.str~ted in :"igure .::.. 
~----------~----~--------~ 

Labour .. 
:·1a'teria:s ____.., ?reduction ?rod'l;cts 

syste:i 
etc. 

'!'!':.e ?rod~cticn system. 

syste~ as ~ollc•s: 

+ 
,.. 

+ :..{ + x ... ..... 

·•!:ere ? 
tot = total prodactivity 

0 = output in output units 
.. = 11bou: input e.g. in l!:atl-hours ;.., 

,. = ca:;:i ta.:. inp1;.t e.g. in dollars "' 
:,! = :na.terial i:iput e.g. in idlograz 

:c = other i:iputs 

3ecause it is di~ficul:. to sw:i up the input ele~e~ts in the 

dencminato~, it is ~~- convenient to s~eak of 

labour ?roducti•rity = 0 or 

0 

·-



G er 
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0 
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:: is easy to see that the sun of ~he a1ov~ =enticr:ed co~;or:en~s 

is ""'0 ........ ;..,,,,.., ";:) -.i..-- ...... ~·-t' ... o 

:'he ::iost coc::::cn ~roductivity concept is latour ~roa~ctivity. 

:t is important to d.isting-..llst '"::et·.reen t'.".e ccncepts "prc::::;cti vi ty" 

9.I:.d. ":;irod:..i.ction ecor:omy". ?roducti·ri.ty tell:; ~s he;; effecti·.re t~e 

?:::-cducti.;n is, but it does not tell ::.c·.; eccnccice.llJ it ta.1.tes :;il:!.ce. 

iuction eccncm-/ (?.~.) ".:AY be defi~ed. as follc;;s: 

~ 7 = er a.:te:'!:ati·rel:r 

------------~ 
Costs ~: prod.ucticn 

~ ':' = - . ~. ------------

~ere ~he costs cf :;icoducticn .::ay ·:ie :md.erstood. as tct.a:.. :;:rodac-

t~on ccsts, or as the cost cf a single ?rod.uct.~cn fac~~r, fo:::- ~~s~:=.nce 
?roduct.i ·ri t:r ~d ?rcd~ct~cn ec-:nc::r..y =.a:; ·oe exa=ir:ec also on t=-.e 

:et~een countries. Sane exa::.ples •Jill te s:.ow-r. :-.ere: 

Relative ?elative labcu:::- cc st 

?rc~uc-t;i ~~ri ty of a r>rcduced.. ·..:..-ii:, 

,. 
~ ' :24 72 

u.-.r ... 

;te<;herl.a.--:ds 116 
:: .... 
J, 

?.R.G. 100 :.oo 

Svitzerland 93 106 

A11st.ria 82 83 

Sveden 79 127 

Fr.ance 78 33 

Japan i6 n 

:J. :<:. 52 83 

Italy 51 114 



:':le s::i:.al:..e!' the :;irod.uc~ion costs of a gi ·ren cu~:;:ut are, :::e 

~ore econo:ci.cal t~e production is. ?::-oduction costs a.lune io :i.ct, 

hc....-eve!', de:e::-::iine the total eccncmi.c :-.esult er ?ro:;:~i:.a.bilit:.· of a..'l 

the costs, and the sales revenue (sales I of the products :;:rod~ced ani scli. 

3.1 Fixed and variable costs 

:t is o:"";en ~ort~·Jhile to ccnside::- ~ov costs Va:'J ~ith t~e 

vol;.ine ?reduced. :ie thi~ o :t cc st i te?::.s s:.;.ch as :;:rcpert:r ta."tes, in-

direct labour, and building depreciation as being ncn-varia.~le, or fixed., 

anC. of i te!:.S suc'h ~ di.::-ect :accur, :!ate:=-ia.ls acd. ce!"'";ai:i. supplies ·.ised. 

in -che p!'oducticn process as ":leir..g ·rariable · .. '"ith •101·.:ne. 

cost i te:s may be fixed cnl:r over ::;!::o!""t :=-?.:iges of ·rel t=e. 

labour is co~cnl:: in t:::is =~ass. 

sio:i:.s. 

-.:1'9\~ w_ ........... 
... ..; .. ·­"' -- .., .... ·:cl·.z:e 

ar.d. t:.cse t:tat d.o ::iot, '"e coul.d c-::~:pu"te ar. a•rera.ge tot:?.:. c-::s": -:e!' •.mit 

for a gi•ren vol~. Se .. d-·rariable costs ca'l be ::-""d.·..1ced. to a fixed 

cori.ponent and a variable compouent. Hove•re::-, this co.1cept of aver'.!.ge 

l.!Ilit cost is correct only at the one vol1..une o: co~putation since the 

!'ixed costs :;:er unit '#Ould c~an'"e as we a•re!'aged t~e~ eve!' diffe!'ent 

vol:i=.es. 

fixed costs as a total pool of co st s . .,h ~ch ::iust :,e c-;·re?"ed. ty net 

!'e·renue, over a..~d. above va:=-ia.":;le costs, ":e !'o:?"e any ~r:::ifi ~ ·..ttate·r~r is 

?:'.ad.e. 

•1ari1ble costs jt.:.St equaJ.s the -:.otal 9001 of !'i::ced cobts is ca:led :r.e 

()rea.ke•rer. ::ioi:lt, ":ece.use i": is the point in the prog!'ess -:!' sales 

·.;he!'e t~e total !'e-ve;1ue ~,_.~~ co•te!'s the to--:.al cost, ·;ar·iac:e ?:.d. !'i;ce".i. 

3clcv tti s •1011.lr\~ &. loss is recorded, and. abo·1e it 3. pr~fi~ 1.3 :-oec:::i:-:ied.. 
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x, \.J..11.i ts sold 

Total v2riable 
costs 

Total fixed 
costs 

Profits.2nd 1} 
costs a1: a ~ 
g:. ven voluzeJ 

Ccntributio:i i.s the difference cet·J'e!:!n sales and variable costs 

or the contribution to fixed costs and ?rofit., tt.f.t is 

c = s 'T and 

S=?+"f+? 

wt.ere c = contribution 

s = sales 

'I = variable costs 

? = :~ixed costs 

? = profit 

Since 'both S and V va!"'f 'Jith vol~J?ne, C •ra!"ies ·.1it:i vo::.:me als-:i. 

:'he brea.ke·ren chart in !'igur.? 2 ... "' cor.~tro.lcted on a ~rod•.ict 
basis, i.e. the volu:.e is C.ete!°ci•ied as u.n.:ts o~ a ?rcc'..:.ct :;o:d.. 
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?.S s. ::leasure o: -rol :ll:le. ·--_.,., 

differe:it ::anagerial decisions on the bres.keven ?Ci:it, contrituticn 

er r.rofit. 

l, ... eccno;nv • 

In general all the ~easures that i=~rcve productivity, i=~rove 

~rod~cticn econor.i.y of t~e producing u:iit as •ell. '!.'he i~prove~ents : ., ... _ 
p:-od:.:.cti·!ity and. production econci::r.r i:i:"'l:;.e!lced. by la":Jour a.nd .:12.teris..l 

reductions a.re easy to 'Jildersta."ld. ':'::e role o: capital is ~er~a?S not 

so clear. :et's el~cid.ate the ::ia~~er ·.ri.th folloving exa=iple, conce~ing 

:mnua.l sa:.:s :JS$ lO million 

::aterial costs/ a."1.n~ cs3 6 ::rillion 

i!!·:en:.c'!:"'.,:" (i.2. to~a.: :ss 6 
-....Y •.~ ... oo) 
.,,, . ·-- --

:~e loss of interest thus to US$ 150,000. 

T!le increase of the ~nventory turnover from 3 to 4 has resulted 

in an annual saving of US$ 50 ,000 , ar d what is still :nore importa."lt, 

rl?leased US.) 5CO, COO vhic~ is a considerable ai::our.t of :ione:r (ca pi-

tal). :=:at :ioney can Ce used ::iuch :l!ore e~~ecti~rel:r, ~"lC th~~s ~::e 

ca.pi ta:. :;:rod.~ct.i ·ri ty can be i:lcreased. 

':le ::::.ust , tow~ve!', ~ot fcr~et 

that there is ca::i::.-:.a.l oound also in ether inventor] i te::s, i.e. i:. goi·1ds-

and t::e~e also d.eserre '3. 
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~ixed ~ssets (;roper-;y, ;lant and e~ui~~en~). 

~he capi~a.l ~ied up. Jr.e has instead tc t::-.r to :!:.ee; tt.e ~roduc-;i=n 

7ol:i:::e (o~?ut) a.s ~igh as ;ossioJe. 

As a SU!:II:la!"'/ aspects ccncer:ii!lg capital ;ro<iuc;.ivit:-· ;:.ay ":;e 

~is~ed as follovs: 

increasi~g t'..l.r.lover of inventories, 

i~pr~ving layout of ?h1sical facilities, 

utilizi~g production capacity to the f:.tllest pcssiole extent, 

kee~~ng throug~-times as scort as possible. 

-ra!"iacles. 

c~ai:.enging task, but no~ ~ossi":;le in a cor.~ensed ~rese!l~aticn l:.i:e 

.• - . - .• 
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