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Tre ctroducticn Suction

e

Zroducticn is the gz

zanagement deals with

so that the resulting gcods are produced accerding
in the amcunts and by schedule lemanded, and at miniaum

Production may also de

“actors cf productican (input) are transformed

-
.

as iilustrated in figure

]

~abour _—’___4’ | roduction
- - "3

Materials t *

Cagital —™® i svsten

(1]
ct
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2. Frocducsivity 2nd production ecsnomv

-
A A

seitle o 32efine the

LAt A o
2L 0wWS:

~
~

L+ T+ 4+ XK

wnere 7 =

total rroductiviity

rrocess bty which goods are created.

isi king relat
decisior making related ¢

jdefined as a transformation

is genmerally measured In terms of

Produeticn
trocesses,
the stecifications,

ccs*.

system, wkbere

into rroducts (cutoput),

Products

—»
—)
—

— e e ——_

orocduc-

sroductivity cf a ctroducing

et
0 = cutput in outovut units
L = laccur input e.z. in man-nours
C = carital inout e.g. in édollars
M = material input e.z. in kilograazs

{ = other iaputs
Secause

dencminatoyr, it 1s mcre convenisant to steak of

0

labour productivity
z

0

zapital productiviiy =

~
-

it is di?ficuls to sum up the input elemexnt

in the




other troductivities =

It is easv to see that tae sum of the auove xmenticred ¢omronents

is more than ? .
tot

™e most cormen ctroductivity concept is lakour troductivity.

o

et
&

ard "zroduction ecoromy” Sroductivicy “ells us now efcactive the

s important to distinguist tetween 1in2 ccncedis "orcductivily

sreducsica is, Tut it does not tell zeow eccncmicelly i+ takes place. D7ro-

iuction eccncmy (F.Z.) may be defined 13s follcws:

2,2, = Out put cr a termatively

Zere the costs cf producticn may de anéderstocd as tctal troduc-

0
]
‘)

~s5ts, ¢r as “ne cost c® a single producticn TacTtlr £ar Ins<ance
3 < = b}

Tarour. 2roductirity and prcduction eccnemy Tay o€ exaxined alsc on th

LR.G. 130 200
Switzerland 93 106
Austria 82 g3
Sweden 79 127

France 78

W
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Jaran T4
J.4. . 52
Italy 51
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e szaller the production costs of a given cutgul are, the

lone do act,

tD

more economical the production Is. Froduction ccst

by
ot

f+ability of an

nowever, determine the total eccncmic result cr IO

snterorise. In order to calculate srofitacility we zmust alsc xiow 3ll

the costs, z2nd the sales revenue (sales) of the products troduced and solid

2,1 TFixed and variable costs

(3]

+ ig o™en wortawnile %o ccnsider how costs vary wilh tae
volurme produced. wWe thinx of ccst Items such as Troverty taxes, in-
direct latour, and building depreciation as teing ncn-varizdle, or fixed,
and of items suci 2s direct lateour, mzterials and certain suprlies used
in the producticn trccess as being variable with volume. Ecwever, many
cost items mzy be fixed cnly over short ranges cf relume. Indirect

+ture of such cost

[B]

labour is commenly in tzis 2lass. The semi-variadle n
elemenss can be izmrortant considerations gricr Lo taeking certain deci-

sizons.

3.2 2reaxeven analysis

3reakever 2nalysis mekes use of the Iixed =znd rarizale natw 2 cf
costs o indicate tne range of wolume necessary Jor profitadble orera-
<ien. T° we could divide all cests Into those that vary with velume
and tncse that do not, we could ccmpute an averzge totai ocst rer unit
cor a given volume. Seszi-veriable costs can ce reduced to a fixed
component and a variable component. However, thnis coacept of averzge
wnit cost is correct only 2t the one volume ol computation since <ne
#ixed costs ter unit would chanse as we averaged tnem cver ifferent
voluzes. Concectually, then, it would te nelnful <o carsider the
fixed costs as a total pool of costs wnicn must Be covrered Tty net
revenue, over and above variatle cosis, cefore any nrofis whatever is
mede. This point or volume of sales where ictal net revenie a2fcer
variacle ccsts Just equals the <otal tool of fixed costs is called tre

oreavever Doint, teceuse it is the toint in the progress =f sales

(2]

where the taotal reveaue }usi covers tihe total cost, variabtle and fixeZ,

Jelew this volume & loss is recorded, and agove it 2 profis is reccriec

o

Tigure 2 is a 4iagwen of <he struciure of 2 simnle Treakever char
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Figure 2. A sizple areakeven chars.
3,3 Centrizutic

Contritution Is the difference cteiween seles and variable cCOS%S

or tne contrizution to sixed costs and profit, thel is

c=8-17 and

S =7 +7+?2
where C = contribution
S = sales
¥ = vyariable costs
7 = “ixed costis
? = profit

cince bota S end YV vary with volume, C varies with volune alsc.

corstructed on 2 rroduct

oS

e breakeven cnart in Jigur:2 2 is

. . . 3 . . o et > o
vasis, i.e. vhe volume IS determined as units of 2 sreduct s0ld. ob

saveral products it ig necessary to use the value

~
S

vy

tie volume ~onsists




as 2 measure of volume. Alresdy iIn Its siaslest fcrm the breax-
even chart is, acvever, a uselul "tool” in analysing the 27fects of
different managzerial decisions on the breakeven tcint, contrituticn

cr trofit.

s, Imoroving ctraduction eccnomy

In general all the measures that imgrove zsroductivity, improve

a

Fo

oroducticn 2cconomy of the produciag unit as well, The improvements
sroductivity and Treduction econcmy influenced by labour and material
reducticns are easy to understand. The role of capital is terhaps not
so clear. Let's elucidate the mat.er with following example, esnecerning
3 manufactureing firm X:

- annual salas USS 10 millicn

- zaterial ccsts/ annum US3 € million

2]
r
)

- average inventory turnover 2 Limes

-

- - - *awal TR T [ - AT~ - S 3 I
- average inwvenitcry lewvel USS 2 milliorn (i.e. %totzl TES 9 =illion

S~ vrr A aA ey =3

diviced Ty Three

Asswming <hat the rzie sf interest i1s 10 ger cent, we can calculate
zn anaual lcss of interest of USS 200,0CC Jor the cazisal tound in the
average ‘avenicorr. Let's sutiese w2 increase the inveptery Lurtover
fizure %o 4 Ty etter production clanning and inventory conirol. Ceon-
sequently ihe average inventcrv level will éror 4c US3 1.5 =million

“+hme loss of interest thus to US$ 150,000.

The increase of the inventorv turnover from 3 to 4 has resui<ed
in an annual saviag of US3$ 50,000 , ard what is still more important,
released US3 5C0,00C which is a consideratle emount ¢f mnoney (capi-
tal). That money can te used much more effectively, 2nd thus the

catital productivity can be increased.

Tme creceding case iliustrztes the simifisance of the material
inventory level for cerital zroductivity. e cust, nowaver, not feorsgat

that there is cacital Sounéd also in ctner inventory itezms, i.e. in gzocds-

in-tracess, finished gceds and supplies, and these also deserve 2
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ty of these Iiems canrot te increaseé sc lexitly by decreasing
the capital Zied us. <Cne has instead ic try to Xeer the troducticn

rolurme (outout) as aigh as zossibdle.

As a summery aspects ccncerning cepiital troductiviiyr mary e

listed as follows:

- Increasing turnover of inventories,
- improving layout of dhysical facilities,
- utilizing ocroduction cavacity to the fullest zcssitle extent,

- keering through-~times as stort as zessitla.,

e nave so far dealt mainly with capital troductivitry imrrove-

.

zent. e 2ust not forget that zrocductivity is a funeticn 2f several

Tariavles. Tc examine thelir injuence woulid te an Initeresting ani

cnallenging task, tut not possitle Irp a condernsed rresentaticn lixe
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