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Improvement of Technical Efficiency of Firm
Groups*The usual disclaimer applies.

Walter Briec! Stéphane Mussard!
LAMPS CHROME
Université de Perpignan Université de Nimes
Abstract

Cooperation between firms can never improve the technical effi-
ciency of any firm coalition. The directional distance function, by
virtue of its additive nature, is a useful tool that outlines this impossi-
bility. In this paper, the additive aggregation scheme of input/output
vectors is generalized according to an aggregator. Accordingly, coop-
eration between firms may increase the technical efficiency of the firm
group. This improvement is shown to be compatible with nonjoint
semilattice technologies that bring out either output or input (weak)
complementarity. Firm games are investigated to show that firms may
merge on the basis of their inputs due to constraints imposed on out-
puts. Conversely, they may merge with respect to the outputs they
can produce because of limitations imposed on inputs.

Keywords: Productivity and competitiveness, Aggregation, Cooperative
games, Distance functions, Technical efficiency.

JEL Codes: D21, D24.

1 Introduction

The cooperation between firms can never improve the technical efficiency of
any given firm coalition (industry). This impossibility has become a stan-
dard result in the productivity measurement literature, see Briec, Dervaux
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and Leleu (2003) or Fare, Grosskopf and Zelenyuk (2008). The firm game is
the transferable utility game (TU-game) that exhibits this impossibility (see
Briec and Mussard, 2014), in other words, the core interior of the firm game
is empty (see also DEA production games introduced by Lozano (2012, 2013)
in which different organizations have the possibility to merge). The result is
derived from the directional distance function applied to the technology at
the industry level, which relies on the standard sum of technology sets, see
e.g. Fére, Grosskopf and Li (1992) and Li and Ng (1995). Li and Ng (1995)
demonstrate that the standard sum of technology sets may yield different
results, particularly a bad representation of the technical efficiency of the
industry. In other words, the choice of the aggregation process, for aggregat-
ing input/outputs vectors, or equivalently aggregating technologies of firms,
has a crucial impact on productivity measurement. In firm games, Briec and
Mussard (2014) show that any given firm coalition may always increase its al-
locative efficiency if the input/output vectors are simply aggregated with the
standard sum. However, the impossibility of improving technical efficiency
holds true, i.e., the inefficiency of the industry is always greater than the sum
of the inefficiencies of each firm. In other words, the technical bias that rep-
resents the difference between the two aforementioned inefficiencies is always
positive. Coalitions of firms are said to be sub-efficient because firm coop-
eration increases the technical inefficiency of the group. As a consequence,
the core interior of the firm game is empty: no firm can improve its technical
efficiency by joining any given coalition. As pointed out by a referee, there is
another interpretation when the sum of the individual firms’ inefficiencies is
lower than the inefficiency of the aggregate operating point measured on the
aggregate technology. This means that "the cooperation associated to the
aggregate technology allows finding efficient operation points that can lead
to more inefficiencies removal and hence to a larger efficiency improvement
than what is possible for the individual firms.” Following this interpretation,
when the core interior is empty, then there exists no blocking coalition for
which the aggregate technology exhibits efficient operations points.

In this paper, the aggregation of technology sets is generalized thanks
to a ®,-aggregator inspired from Ben-Tal (1977) who studied its algebraic
properties underlying the generalized mean introduced by Hardy, Littlewood
and Pélya (1934) and characterized by Aczél (1966) and Eichorn (1979). The
aggregation bias, i.e. the difference between the inefficiency of the firm coali-
tion and the sum of each firm’s inefficiency, takes different forms with respect
to the nature of the aggregator ®,. (i) If the bias is positive, the coopera-
tion between firms is impossible. (ii) If the bias is negative, the aggregate
inefficiency of any given coalition of firms decreases with cooperation. To



study the sign of the aggregation bias, two limit cases — in the neighborhood
of infinity — allow Kholi’s (1983) nonjoint technology to be characterized for
a group of firms. This coalitional technology is shown to be consistent with
the traditional assumptions of the literature. It is an upper (lower) semi-
lattice satisfying a free disposal assumption with either complementarity in
outputs or in inputs. It is shown that this aggregated technology enables
the paradox of the positive technical bias to be solved. Indeed, the negative
bias is obtained by specifying two firm games, the input fixed firm game
and the output fixed firm game. The input fixed firm game postulates that
the cooperation between firms is related to the use of inputs only, because
some production constraints are imposed on the industrial sector to limit
the number of outputs (production quota). The output fixed firm game al-
lows the amount of outputs to be improved when the firms are limited by
a given amount of inputs (resource limitations). These results are derived
using the directional distance function, introduced by Chambers, Chung and
Fare (1996, 1998), applied on aggregated data.! The input [output] fixed firm
game defined on aggregated upper semilattice technologies yields a negative
[positive| bias. On the contrary, the output [input] fixed firm game defined
on aggregated lower semilattice technologies yields a negative [positive] bias.
Finally, if the directional distance function defined on semilattice technolo-
gies is submodular, then the core of the firm game may be partitioned in
order to find aggregate operating points measured on the aggregate semilat-
tice technology for which the cooperation between firms improves technical
efficiency (negative bias). In this sense, the aim of this paper is to find theo-
retical conditions, i.e. aggregators for technologies of firm groups giving rise
to particular directional distance functions, that provide an improvement of
technical efficiency (that is the non-vacuity of the core of the game).

The outline of the paper is as follows. Section 2 sets the notations and
the motivations. Section 3 is devoted to the definitions of the aggregated
technologies with examples of negative technical bias. Section 4 presents the
characterization of nonjoint aggregated semilattice technologies with either
input or output (weak) complementarity. Section 5 explores the negative
bias supported by the directional distance function in firm games. Section
6 provides an example of firm games that outlines a negative technical bias.
Section 7 closes the article.

1See also the benefit function of Luenberger (1992, 1995).



2 Setup and Motivations

The set of firms (players) is K := {1,...,|K|}, where || = #{K}. The
subsets of the grand coalition K are denoted by & such that S C K. The

interior of a set F is ]_37, R, is the non-negative part of the real line and R, |
its positive part (with R” and R, its n-dimensional representation). 0, [0,,]
is the n-dimensional [m-dimensional] vector of zeros, 1, is the d-dimensional
vector of ones, N the set of weakly positive integers, > [<] denotes inequalities
over scalars and > [<] over vectors, and finally [d] := {1,...,d} with d €
N\ {1}.

The firms use inputs and produce outputs. Let z € R” and y € R be
the input and output vectors, respectively. These vectors will be sometimes
denoted by z := (x,y) € R% with d = n+m. The firm technology T satisfies
the following basic assumptions:

(T1): (0,,0,,) €T, (0,,y) € T = y = 0,, i.¢., no free lunch;

(T2): the set A(z) = {(u,y) € T : u < x} of dominating observations is
bounded for all z € R, i4.e., infinite outputs cannot be obtained from a finite
input vector;

(T3): T is closed,;

(T4): Vz = (z,y) € T, (z,—y) < (u,—v) = (u,v) € T, i.e., fewer
outputs can always be produced with more inputs;

(T5): vB8 > 0, if (x,y) € T then (Sz,By) € T, i.e. the technology
satisfies constant returns to scale. Although this assumption is not central
in the paper, we will prove that the technology proposed in Section 4 may
respect this requirement.

Given a production set one can define an input correspondence L : R —
2%% and an output correspondence P : R} — 2R¥ such that:

T={(z,y) eR™ 2z €Ly} ={(z,y) eR™:y e P(x)}. (21)

The literature on the aggregation of technologies (see e.g. Li, 1995; Li
and Ng, 1995) defines the technology of the grand coalition as a standard
sum of input and output vectors. Let (z¥,y*) € R™™ be the input-output
vectors of firm k whose technology is T*. Following this specification, the

technology of any given coalition § is the standard sum of the technologies
Tk of each firm k € S:

T ::ZTk:{(Z:rk,Zyk) :(:vk,yk)ETk,kGS}. (2.2)
kes keS  keS

Any given technology enables the technical efficiency of the firms to be
measured thanks to distance functions (the less the distance of the couple
(x,y) to the technology frontier, the more the efficiency). The directional
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distance function introduced by Chambers, Chung and Fére (1996, 1998) is
expressed as, for a single firm k&,

Dr(z*,y*; g) =sup {0 e R: (z* — g, y" + 6g,) € T*}, (2.3)
)

which gauges input and output variation in the direction of a pre-assigned
vector ¢ = (gi,9,) € R, In the sequel, the directional distance func-
tion is such that Dy (a2, y*;g) > 0, i.e., the cases of infeasibilities for which
(2%, y*) ¢ T* are not reported. For a group of |S| firms with technology T,
the technical aggregation bias is defined as follows (see Briec and Mussard,
2014):

AB(S;9) = Dys (Z(ﬂf’“ ") g) =) Dpela®yfg). (24)

keS keS

It provides the loss of technical efficiency due to the cooperation between the
firms of group S, for any given & C K. The aggregation bias may be null.
In this case, the exact aggregation condition is,

Drs (Z(mk,y’“w) =Y Dr(a*, 4" 9). (2.5)

keS keS

Under the assumptions (T1)-(T4), the exact aggregation is possible whenever
TS =Y res TF:
(i) if the technologies T* are identical and the input set is one-dimensional;
(i) or if the firms use the same technique and (T5) holds.?

In this paper, we are particularly interested in the impossibility related
to directional distance functions: the collaboration between firms cannot
improve the technical efficiency of the firm group. This impossibility was
proven independently by Briec et al. (2003) and Fare, Grosskopf and Ze-
lenyuk (2008). Their result, which may be formalized as AB(K) > 0, pro-
vides the loss of technical efficiency due to cooperation. In other words, the
distance of the group is, for any given type of technology, always greater than
the sum of the individual distances. The same conclusion holds true for all
possible coalitions S C K, AB(S) > 0. This result reports a sub-efficiency
inherent to the cooperation between firms in a cost-sharing problem (in which
cooperation never reduces the cost of technical inefficiency).> The problem

2If the firms of coalition S use the same technique, then 7! = - - = T!S| such that, for
all k € S, ok = ai7jac?, Yk = Bunyk and y¥, = v,,2F, with «; j, 814,71, constants for
i,7€{l,...,m}and l,q € {1,...,n}.

3It is noteworthy that technology sets are represented by distance functions (primal
representation) and also by cost functions (dual representations).



of sub-efficiency is inherent to the standard additive form of the aggrega-
tion of production vectors. To be precise, the measurement of technical
efficiency and its bias may depend on particular aggregators of input/output
vectors that confer the technology some particular algebraic structures such
as semilattice technologies studied in Section 4. These production technolo-
gies exhibit either output or input (weak) complementarity. Accordingly, it
is shown that the impossibility of improving technical efficiency does not hold
any more (Section 5).

3 Aggregated Technologies: Definitions and
Examples

Andriamasy et al. (2017) investigate the characterization of the limits of gen-
eralized convex technologies dealing with Constant-Elasticity-Substitution
and Constant-Elasticity-Transformation (CES-CET) models.* In what fol-
lows, generalized convex technologies are presented thanks to power func-
tions. Some examples show that the directional distance function applied to
aggregated data is relevant to negative technical bias for these technologies.

3.1 Power Functions

For all a € (0, +00), let ¢, : R — R be the map defined by:

A ifA>0
o ={ X0 120 (3.1)

For all a # 0, the reciprocal map is ¢! := ¢1. It is first quite straightforward
to state that: (i) ¢, is defined over R ; (i7) ¢, is continuous over R, ; (1i1) P
is bijective over R, . Throughout the section, for any vector z = (z1,...,24) €
Ri we use the following notations:

D, (2) = (¢alz1), -, Palza)). (3.2)

It is then natural to introduce the following algebraic operation over R%:

chu=0(Bu(2) + Bu(w)  and ATz =5 (G (NP(2).  (3.3)

«

In this case (¢o(R), 4+, ) is a scalar field since ¢,(R) = R.
Let us focus on the case a € (—o00,0). The map A — A* is not defined at
point A = 0. Thus, it is not possible to construct a bijective endomorphism

4On this ground, Ravelojaona (2019) introduces a generalized directional distance func-
tions for the measurement of technical efficiency based on transformed data.



on R. However, it is possible to construct an operation preserving at least
associativity. For all a € (—o00,0) we consider the function ¢, defined by:

A itA>0
da(A) =< —(A\D* fA<O0 (3.4)

400 it \=0.
In such a case M = ¢,(R) = R\{0} U{+0o0}. Moreover, let us construct the
application @, : R? — M defined by ®,(z1,...,24) = (¢al(z1), - ., Palzd))-

For all a < 0, the algebraic operators —T— and “ are also defined by:

=0, (®a(2) + Pa(w) and ATz = 3o (Ga(N) - Pal(2)).  (3.5)
In such a case (IR, i, ?é) is not a scalar field because there is not a neutral
element. Notice that (R, —7—,6-[) admits 0 as an absorbing element. It is easy
to check that for all A € R, 0 ff- A = 0. This comes from the fact that for
all p € M, p+ o0 = o0 € M. Thus (]Rd,—?—,e-é) is not a ®,-vector space.

However, the addition i is well defined over R and it is trivial to check that

associativity holds.

3.2 Definitions

According to the properties of the power function, let us investigate the
®,-aggregator introduced by Ben-Tal (1977). For all z = (z,y) € R%, an
one-dimensional aggregator is given by:

Ga _
Z 2z = { 23 <Zj€[d] (ba(zj)) va 70 (3.6)
ield) jeld) % a=0
In particular, if o < 0,
bo -1 . i min. 2
Z 2 = ?q (Zje[d] Cba(zj)) if min; z; > 0 (3.7)
P 0 if min; z; = 0.

In order to aggregate technologies, i.e. input/output vectors, the aggrega-
tion is made dimension by dimension, taking recourse to the ®,-aggregator.

Definition 3.1 — ®,-Aggregator — Let ®, : RY — MY defined for all
a € R such that ®o(z1,...,24) = (Palz1),--.,0a(24)). For all collections
Z :={zF:k eS8} eRL, the D,-aggregator is:

Pa Pa Pa
sz = <sz,...,z,z§>.

keS kes keS



Aggregated technologies based on the ®,-aggregator are defined as T fil-
T={:%u:zueT} Equvalently T + T = &-(®o(T) + o(T)). For
several firms k € S, with different technologies, the aggregated technology of
coalition § is defined as follows.

Definition 3.2 — ¢,-Aggregated technologies — For all aggregator ®,
R™ — MY an aggregated technology Tga is, for allS C K and |S| > 2,

q)a
Ty =y T (3.8)

kes

When a = 0, a multi-output Cobb-Douglas technology is designed i.e. the
product of input vectors provides a multidimensional output, see Andriamasy
et al. (2017). When a = 1, the well-known aggregation over sets is obtained,
see Li (1995) and Li and Ng (1995).

3.3 Negative technical bias: examples

The ®,-aggregator enables the technical bias inherent to the directional dis-
tance function to be negative, i.e., the improvement of technical efficiency
of the firm group is due to the cooperation between firms. The technical
aggregation bias is defined as, for all S C K and |S| > 2,

AB,(S;g) := Dys (Z ) ZDTk * y* g). (3.9)

keS keS

Example 3.1 Suppose that K = {1,2} and that T* = {(z,y) € R : y* —
(x1)* — (22)* < 0} for k =1,2. Assume moreover that for k = 1, we have
(1, y') = (2,1,1) and for k = 2, (2%, y?) = (1,2,1). Setting T* = T?, it is
possible to find some a such that AB,(S;g) § 0.

Set T° := T' = T?. By construction T is quasi-linear and satisfies the
constant returns to scale assumption (T5), then:

0o

k __ 70
S Th =1
k=1,2

Setting g = (1,1,0), we have Dyo(2,1,1;1,1,0) = 1 and Dro(1,2,1;1,1,0) =
1. It follows that:

> Drp(a*,9%51,1,0) = ((Dro(2,1,151,1,0)*+(Dro(1,2,1; 1, 1,0))7)
k=1,2

Q=
I
(]

Q=



Moreover,
Do
35 (0548 = (gt (e, (19 = (4200 e ).
k=1,2
The input set is by definition LO(2=) = {(z1,22) € R% : (1) + (x2)* > 24 }.
It follows that:
Do

DTg( > (x’“,y’“);l,l,c)) = DTg((Hza)a,(Hza)a,za;1,1,0) — (142%)3 1.

k=1,2
Thus,

ABy = (1+2%a —1—2a.
o If a =1, we have
AB,=3-1—-2=0.

o If a =1/2, we have

AB,=(1+V2)?-1-22=(1+Vv2)?-5>0.

o If =2, we have

AB,=vV5—-1—-v2<0.

It is also possible to show, when o = 0, that the technical bias is either
positive or negative.

Example 3.2 Let 22 := (22,9%) = 14 and S a coalition of two firms, k =
1,2, such that TS = T!. Setting a = 0, it can be shown that ABy(S;g) é 0.
For a =0,

ABy(S;9) = Drs (H Z’“;g) — Dr1 (2'59) - Dr2 (2% 9) -

k=12

Since Ty =Ty, it comes that

Drs (H z’“;g) = Dry (2119).

k=1,2
By definition, DTOS('> > 0. If DTO2 (2% 9) % 1 then ABy(S;9) § 0.

shown in Briec and Mussard (2014), if the allocative efficiency corresponds
to a positive aggregation bias, then a coalition § may improve its allocative
efficiency. However, in the transformed space ®_'(R?), the bias is not always
positive as in the Euclidean vector space of dimension d = n + m. Then,
the improvement of allocative efficiency holds true with the ®,-aggregator if
AB,(S;g) > 0.



4 Nonjoint Aggregated Technologies with Com-
plementarity

In the following, the limit of the ®,-aggregator is investigated in order to
deal with aggregated semilattice technologies being nonjoint technologies ex-
hibiting complementarity either in inputs or in outputs.

In production economics, a complementary output is an output with a
negative cross elasticity of supply, in contrast to a substitute output. This
means that an output supply is increased when the price of another output is
decreased (not weakly). Along this line an output is weakly complementary
if the output supply is not decreased when the price of another output is
decreased. This is typically the case of Kohli technologies, analyzed by Kohli
(1983), where the output set has a cubic structure.

Paralleling this definition, a complementary input is an input with a
negative cross elasticity of the demand factor. Hence an input demand is
increased when the price of another input is decreased. Then, an input is
weakly complementary if the input demand is not decreased when the price
of another input is decreased. For example Leontief production functions
imply input weak complementarity of production factors.

Notice that in the case where the technology is derived from a production
function f : R? — R, weak complementarity is often associated to super-
modularity. This is defined with respect to the standard partial order over
R™. A function f is weakly supermodular if f(xVy)+ f(xAy) > f(z)+ f(y)
for all x,y € R™. If f is twice continuously differentiable, then weak super-

modularity is equivalent to the condition 65_28’;_ > 0 for all ¢ # j.
i 0%

4.1 Semilattice Aggregators

The ®,-aggregator is defined, for all z € R%, such that:

min 2, ifa=—0

ba :
S pi= g (4.1)

maxz; if a = oo.
j€ld] j€ld)

Pa
By construction »_; z; = gb;l(Zj gba(zj)> when o ¢ {—00,00}. In such

a case, Blackorby et al. (1981) axiomatically characterize this aggregator.’®

5Tt is a generalized quasi-linear function that respects continuity, monotonicity, sepa-
rability and symmetry.
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This notation is justified by the fact that:

o
limg, o zi=minz; if o= —00
—— Z]G[d] 77 e Lo
b (4.2)
limy_ioo Y . orp 2Z; = Max z; if o = o0.
—t Zje[d] j je[;f j
In the case where @ = —oo, if there is some j such that z; = 0, then

Pa
¢a(2j) = +o0 and it follows that >,y zj = mg}l z; = 0.
je

Definition 4.1 — Semilattice Aggregators — For all collections Z = {z*
keS}e R+ an upper-semilattice aggregator is given by:

Do
k._ k _ 1 S| 1 \SI
\/z .—g 2" = (max{z,..., 2 },...,max{zg,..., 25 }).
keS keS
A lower-semilattice aggregator is given by:
Do
k. k _ o fo1 |S] | IS]
/\ 2" = E 2" = (min{z{,...,2 },...,min{zg, ...,z }).
keS keS

On this ground, aggregated semilattice technologies may be characterized.

4.2 Aggregated semilattice technologies: characteriza-
tion

Sets being semilattices are defined as follows.

Definition 4.2 — Semilattices — A subset T' of R™ is an upper semilat-
tice if for all z,2" € T we have zV 2’ € T. A subset T of R™™ is a lower
semilattice if for all z,2' € T we have z N2 € T.

Semilattice technologies are related to B-convex technologies.®

Example 4.1 Let us recall the notion of B-conver (B~'-conver) sets. A
B-convex hull of a set A = {zl, e ,Z'S‘} C R s

{\/tkz rglax t,=1, t > 0}.

6Semilattice technologies are either B-convex or B~!-convex technologies, introduced
respectively by Briec and Horvath (2009) and Briec and Liang (2011).

11



The B~t-convex hull of a set A is given by:

B1(A) = K i =1,5>05p.
(A) {/\Skz,k:rlr}.l.{f’lmsk , S }

keS

The B-convex and B~1-convex technologies are given by:

TS . = {(x,y) ERT™ x> \/ ter® y < \/ tkyk,rilég(tk =1, t> O},

keS keS

TS = {(x,y) eERT™ x> /\ Sk Tk, Y < /\ skyk,r]?eigsk =1, s> O}.
keS keS

B-convex technologies belong to the class of Kohli technologies. These tech-

nologies exhibit output weak complementarity in the production. Let us re-

mark that the free disposal assumption can be represented thanks to the free

disposal cone K =R} x (=R%). In this respect any technology respecting the

free disposal assumption may be rewritten as: T = (A+ K)NR]™. As a

consequence, B-convexr and B~-convex technologies are given by:

Thax = (B(A) + K) NRY" 5 Ty = (B71(A) + K) NRE™.

Inverse B-convex technologies are related to Leontief production functions and
imply input weak complementarity of production factors. They are, however,

defined in a multi-output context. These are represented in Figures 1a and
1b.

S
5
. =
min + %4
23

TS

max

z3

0 - 0 -
Figure 1.a B-conver Technology Figure 1.b Inverse B-convexr Technology

In what follows, the properties of aggregated semilattice technologies are
analyzed:

o
z;bkes T = \/keS " if o= +oo
Zkes " = /\keS T if a = —oo.

12
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Suppose that for all k € S, T* is an upper [lower] semilattice. We prove
that the aggregated technology Ve T" [Aes T satisfies assumptions (T1)-
(T5).

Proposition 4.1

(i) If for all k € S, T* satisfies the no free lunch assumption (T1), then
Vies TF [respectively ;.5 T¥) satisfies (T1).

(ii) If for all k € S, T* satisfies (T2), then \/, s T* [respectively N\, .gT"]
satisfies (T2).

(iii) For all k € S, if T* satisfies the closedness assumption (T3), then
Vies TF [respectively N\, s T¥] satisfies (T3).

(iv) If for all k € S, T* satisfies a free disposal assumption (T4), then
Vies TF [respectively N\, T*) satisfies (T4).

(v) If for all k € S, T* is an upper [lower] semilattice and satisfies the con-
stant returns to scale assumption (T5), then \/, s T* [respectively ;s T"]
is an upper [lower] semilattice respecting (T5).

Proof: (i) Straightforward.

(ii) From (T2) each set A(z*) is assumed to be bounded. Hence, A(\/, 5 z*)
is also bounded, and so, \/,cgT" respects (T2). The same holds true for
AAres 7).

(iii) Let (w, 2) = (Vjes WF, Vies 2¥)- Assume by contradiction that \/, g T"
is open. Hence, there is some w,z € R}™™ such that (w,z) ¢ Vs T".
If T% is an upper semilattice, then Vies T* is an upper semilattice. Then,
Vies(W® vV 2¥) ¢ \/, s T*. Hence, the map w* — \/,_gws is not defined
and not continuous on some intervals, that is, it exists some k € S and
at least one ¢ € {1,...,d} such that maxesw? is not defined. Then, for
wy, = (2%, y) it exists ¥ € [zF,zF + €] or yF € [7F,yF + €] with € > 0 such
that maxes w? is not defined. In such a case, ¥ vV y* ¢ T*, and T* is open
on some intervals [ZF, ¥ 4 €] or [y, §¥ + €], which concludes the proof. The
proof is similar for A, s T*.

(iv) Suppose that z = (2,y) € Vs TF and let 2/ = (2/,y') € RT™ such
that 2’ > x and 3’ <y. We need to prove that 2’ € \/, s T*. By hypothesis
one can find (2',...,211) € \/, s T" such that z = \/, ¢ 2". If ¥ <y, then
there is some v € R such that y' = y —v. Moreover y —v = (\/,cs ¥*) —v =
Vyes(y" —v). However, y — v > 0,,, thus y —v = (y —v) V 0,,,. Consequently,

y—v= (\/(yk—v)> V0, = \/ (4" —v) V 0,,].

keS keS

For all k, since y* > 0,,, (y*—v)V0,, < y*V0,, = v*. Similarly, if 2/ > x, then
there is some u € R such that 2’ = 2+ u = (V5 2%) + u =V, cs(z" + ).
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However, since each T* satisfies a free disposal assumption the inequalities
(y* —v) V0, <y*and 2F +u > 2 implies that (z* +u, (y* —v) VvV 0,,) € T*.
Hence 2’ = (2/,y') € \/es T*, which ends the proof. The proof is similar for
Nies T* except that one should use the distributivity of the operation V on
A. Suppose that z = (z,y) € A\,cg T" and let 2’ = (2/,y') € R} such that
2’ >z and y < y. By hypothesis one can find (', ..., 2I5l) € A, T* such
that z = A\, s 2%, Paralleling the proof above, if 3 < y, then there is some
v € R such that y' = y—v. Moreover y —v = (Nyeg V") —v = Npes (¥ —0).
Since, y — v = 0, y — v = (y — v) V 0. Therefore,

y—v= (/\(yk—v)> V0, = /\ [(y" —v) vV 0,,).

kes kes

For all k, since y* > 0,,, one has (y* —v) v 0,, < 4*V0,, = y*. Moreover,
if 2/ > x, then there is some u € R such that 2/ =z +u = (A5 2") +u =
Ares(@® + u). However, since each T* satisfies a free disposal assumption
(y* —v) V0, < y* and 2* + u > z¥ implies that 2/ = (2/,y) € Nyes T,
which ends the proof.
(v) Suppose that z,w € \/,.g T*. We have to prove that Sz V fw € \/ g T"
for some 3 > 0. For all kK € S choose some 2*, w* € T* such that z = Vies 2*
and w = \/, g w". Therefore,

Bzv pw = (\/ ) v (\/ pu*) = \/ (8" v u*).
keS keS keS
By (T5), since T* is an upper semilattice for all k € S, we get that S2* Vv
puwk € T*. Thus B2V fw € \/,csT*, and so zVw € \/, s T*. Consequently,
Vies TF is an upper semilattice satisfying (T5), which ends the proof. For
Ares T*, the proof is similar. m

A last property of equal technology will be useful in the firm games de-
signed below. Inside a coalition, when the technologies of the firms are iden-
tical, the aggregated technology of the coalition inherits the same technology.

Proposition 4.2 The two following properties hold:
(i) Suppose that for all k € S, T* = T is an upper semilattice. Then

Vies TF=T.
(ii) Suppose that for all k € S, TF = T is a lower semilattice. Then

Nres TF=T.

Proof: (i) By hypothesis (0,,0,,) € T* for all k. Therefore, for all £,
TF =T C V,esTF. Let us show the converse. Assume that z € T. Tt
follows that for all k there are some z* € T*, such that z = \/,_¢ z*. Since
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T =TF, 2F € T for all k. Since T is an upper semilattice it follows that
Vies 2" € T. Therefore \/, g T* C T. Consequently, \/, ¢ T* =T.

(i) Assume that z € T. It follows that for all k there are some zF € T*,
such that z = A, 52" Since T =T*, z¥ € T for all k. Since T is a lower
semilattice it follows that A, .q2* € T. Therefore A, ¢T* C T. Let us
prove the converse inclusion, Suppose that, z € T. Since T = T* for all k,
z € TF. Obviously z = A,cg2". Hence z € A\, sT" and it follows that
T C Mjes T* which proves the converse inclusion. ®

Finally, these properties indicate that aggregated semilattice technologies
respect the traditional assumptions (T1)-(T5) of the literature (we will show
however in the next section that (T5) is not necessary to obtain negative
technical bias). Also, these technologies exhibit multi-input and multi-output
weak complementarity.

4.3 Aggregated technologies and Complementarity

An intuition of the negative technical bias relying on semilattice technolo-
gies (studied in the next Section) is provided. Let us analyze the aggregated
output correspondence \/, P%(x) and the aggregated input correspondence
A, LF(y), with o = 400 and a = —o0, respectively. These technologies are
nonjoint. Nonjointness is characterized either by the intersection of output
sets or input sets, see Chambers (1988) Chapter 7 and Kholi (1981, 1983).
Although semilattice technologies depicted in Figures 2a/b include the in-
tersection of output/input sets, they generalize the notion of nonjointness in
the sense that they exhibit interdependencies between the firm production
in a given coalition.

In the first case (Figure 2.a), given a fixed input amount x, the firm
coalition (dashed line) may reach a better multi-output production (more y;
and more 7). This represents multi-output weak complementarity, in other
terms, the cooperation between firms does not affect efficiency since more
outputs may be produced with a same quantity of inputs.”

In the second case, given a fixed amount of output y (Figure 2.b), the
firm coalition (dashed line) may reach a lower use of inputs (less x; and
less x3). This represents the multi-input weak complementarity. As can be
seen in Figure 2.b, the lower semilattice technology is a coalitional Leontief
technology.

"These cubic technologies are also relevant to what happens in different states of nature.
In a state-contingent approach, when each dimension represents a state of nature, the cubic
technology provides an evaluation of the production across all those states, see Chambers
and Quiggin (2000).
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It is noteworthy that the previous cases with o = oo are interesting
because: first they characterize new aggregated (semilattice) technologies
with weak complementarity, second this weak complementarity gives rise to
negative biases, that is, improvement of technical efficiency of firm groups.
This second point is studied in the next Section.

5 Negative Technical Bias: Firm Games

Input/output firm games are introduced in order to outline the conditions
allowing for technical negative biases to be conceived with aggregated semi-
lattice technologies.

A transferable utility game, i.e. a TU-game in the direction of g, is a
quadruplet (K,vq, @y, g), where v, is defined as v, : 21 — R, such that
va(0) := 0. The set of all maps v, is denoted T', such that v,(S) provides the
worth of coalition (group) & C K, that is, the directional distance function
of coalition § based on the ®,-aggregator:

o, D,
Va(S) = Drs (Z x’“,Zy’“;g>, (5.1)
keS  keS

such that for any given coalition S C K, Dys : @1 (M) xd M (MIFT™) —
R, . The valued solution ¢(v,,) is the pay-off vector of the TU-game (K, v, Do, g),
that is, a |KC|-dimensional real vector representing the expected improvement
of technical efficiency issued from cooperation.

Some restrictions are imposed on inputs and outputs, for all firms of the
group, in order to identify negative and positive technical biases.
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Definition 5.1 — Input/Output fixed firm games — Let the firm game
be (K, va(S), Pu, g) for all S C K.
(1) An input fized firm game is given by,

I<IC7 UQ(S)7®OZ7907£) = (IC7 Ua(8)7 ®Oé7g) 7\V/S g ’C7

where 2% = T for all k € S and o = Fo0.

(ii) An output fized firm game is given by,
O(K,v4(S8), P, 6i, §) := (K, 0a(S), Pa, g), VS C K,
where y* =i for all k € S and o = £o0.

(i) In input fixed firm games Z(K, v4(S), Pu, 9o, T), coalitions of firms depend
on the possible outputs to be produced whereas the amount of inputs is lim-
ited to Z for all possible coalitions. This may arise when firms are constrained
by the amount of their inputs, for instance when a maximum is imposed on
the use of natural resources to preserve biodiversity. blueAs a consequence,
everything happens as if the distance function is output oriented and depends
on the direction g, only. In this case, it is possible to interpret the directional
distance as the firm physical output loss measured in terms of the numeraire,
see Peyrache (2013).

(ii) In output fixed firm games O(KC, v, (S), @q, g, ), coalitions depend on
inputs only, whereas the amount of outputs for each coalition is constrained
by ¥, which may represent a production quota. In this case, everything
happens as if the distance function is input oriented and depends on the
direction g; only. The directional distance is interpreted as the firm physical
input waste.

Proposition 5.1 If T* is an upper semilattice (lower semilattice respec-
tively) respecting (T1)-(T4) such that T = T for all k € S C K, then
we have, respectively:

(i) [Z(K, va(S), Pa; 9o, T) A (o = +00)] = [AB1(S;59) < 0.

(ii) [Z(K, va(S), Pa, 9o, ) A (a0 = —00)] = [AB_(S;9) = 0].

Proof: (i) If &« = oo, then %kes T* = Vs T* is an upper semilattice
whenever T* is an upper semilattice. From Proposition 4.1 this set sat-
isfies the free disposal assumption (T4), and moreover T = \/, s T* (see
Proposition 4.2). It follows that the directional distance function is weakly
monotonic on 7', that is, (z,y), (u,v) € T such that v < y and v > x
imply that Dr(u,v;g9) > Dr(x,y;g). Since this is an input fixed firm
game, we have 2% = z, for all k € S. Hence, for all S C K, we have
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Vyes #¥ = z. Moreover, \/,_sy* > y* for all k. From weak monotonicity,
we have Dr(z,\,cs¥*;9) < Dr(a*,y": 9) = Dr(z,y*;g). However, since
T =T, we have for all k € S:

o <\/ *\/ yk”’) — Dy, \/ v*19) < Dr(3,9%19) = Dy (2%, g).

kesS kes kesS

This implies that D7 (Vs 2", Vies U5 9) < max Dyw (2%, 4%; g) which proves
().
P

(i) If & = —oo, then Y ,cg T% = Aues T is a lower semilattice. This set
satisfies the free disposal assumption (T4) from Proposition 4.1. It follows
that the directional distance function is weakly monotonic on A,.g 7", with
Aies T" = T by Proposition 4.2. Then (z,y), (u,v) € T, such that u < y
and v > x imply that Dr(u,v;g) > Dr(z,y;g). Since this is an input fixed
game, we have ¥ = z, for all k € S. Hence, for all S C K, we have
Apes ©¥ = Z. Moreover, A\, _sy* < y* for all k. From weak monotonicity,
we have Dr(Z, Ayes ¥™9) < Dr(a®,y%;9) = Dr(z,y"; g). Moreover, since
T* =T, we have for all k € S:

Dy </\ ", /\ yk;g) = Dr(z, /\ y*:9) = Dr(T, 4" g) = Dpw(a*, 4% g).

keS keS keS

This implies that Dy (Acs 2", Apes "5 9) > rgng Dpi (2%, y*; g) which proves
S
(ii). m

The technical biases inherent to the output fixed firm games are the
following.

Proposition 5.2 If T* is an upper semilattice (lower semilattice respec-
tively) respecting (T1)-(T4) such that T* = T for all k € S C K, then
we have, respectively:
(1) [O(K, 0a(S), o, g5, §) A (o = +00)] = [AB1(S;9) = 0]
(i) [O(K,va(S), Pa, gi,7) A (@ = —00)] = [AB_(S;g) < 0].

Proof: The proof is similar to that of Proposition 5.1. ®

The previous results indicate that the aggregator ®,, (respectively ®_ )
is relevant with a negative technical bias that embodies an improvement of
technical efficiency in the input fixed firm game (respectively in the output
fixed firm game). Let us investigate whether this result is relevant to the
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core of the firm game. The core is defined as:

Cp = {go € MM "o <0a(8),VS C /c} N {Z Op = va(IC)} . (5.2)

keS kel

The negative bias is not sufficient to avoid the non-vacuity of the core. For
that purpose, submodular games are investigated. Solutions inside the core
are characterized, so that the core is partitioned either with negative biases
or with positive ones.

The respect of the following standard axioms is necessary.

Linearity: ¢(71Va.1+%2Va.2) = 719 (Va1)+720(Va2), for all maps v, 1, Va2 €
I' and 71,72 € R.

Symmetry: for any given pay-off vector ¢ = (¢1,..., ¢k, ..., ¢Kx|), then
©r(Va) = Qa(k)(va) for all permutations, where a permutation is given by
V(7(8)) = v,(S) for all S C K and v, € '8

Efficiency: Y, cxc x(Va) = v4(K), for all v, € T
These axioms provide some well-known values such as, among others, the
Shapley value and the solidarity value. The core of the firm game is non void
whenever the game is submodular (see Shapley, 1972).°

Definition 5.2 — Submodularity — For all firm games (IC,v4(S), ®a, g),
such that S,y C K with S; NSy # 0, the game is submodular (or concave)
if:

Va(S1US82) < 0,(81) + 1a(S2) — v4(S1 N Sy).

In the same manner, the submodularity of the aggregation bias is, for §;, Sy C
K such that S NS, # 0,

ABo(S1U Sz 9) < ABo(S159) + ABa(S2;9) — ABa(S1 N S2;9). (5.3)

Following Briec and Mussard (2014), the submodularity of the aggregation
bias displays the following interpretation: the loss of technical efficiency due
to the cooperation between two coalitions is no higher than the aggregated
loss of 81 and Sy [AB4(S1; 9)+AB,(S2; g)], by taking into account in addition
the loss of their cooperation AB,(S; N Ss;¢g). It is shown below that the
submodularity of the aggregation bias is closely related to that of the game
Va(+).

8

7 is an automorphism, so that the value of the game v, does not depend on how
the players are ordered inside a coalition S, v (7(S)) = v4(S). In the same manner, the
imputation of firm & does not depend on its label, that is, ¢ (va) = @r(k)(Va)-

9 Although the concept of Nucleolus is not studied in the paper, it could be investigated
and compared with the Shapley value in the case where the core of the firm game is non
void.

19



Proposition 5.3 If T* is an upper semilattice (lower semilattice respec-
tively) respecting (T1)-(T4) such that T* = T for all k € S C K, then
we have, respectively:

(i) [(AB4oo is submodular)] = [v4+ is submodular| <= [8007& 0].

(ii) If kergun V_s({k}) = kergliGSQ V_oo({k}) then:

[(AB_« is submodular)] = [v_ is submodular| <= [E_Ooyé 0].

Proof: (i) Let S;, S, C K such that S NS, # 0. Since T# =T for all k € S,
then:
T = Tsl — TS2 — TSlmSQ — TS1U82‘

Let z¢ = (2F,y*) € R}, the submodularity of the technical bias (5.3)
entails,

DT( \V Zk;9>— \ DT(Zk;9)+DT< \/ Zk;g)— \/ Dr(z%9)

keS1USs keS1USs keS1NS2 keS1NSe
< DT(v ) V Dile ,g+DT(v ) V Del )
keSy keS, keSs keSs

Note that for R = &1, Sa:

55, Drlehsa) < e Dr(0) < s, Dr(=50)

Hence, the game v,(-) represented by the characteristic function Dp(-) is
concave, that is, the distance function is submodular:

Dr ( \ Zk;9> < Dr <\/ Zk§g)+DT (\/ Z’“;g)—DT ( \/ zk;g) :
keS1USo keS, keSsy keS1NSs

To find the previous relation, note that three cases have to be considered:
either the maximum distance v,({k}) is such that k € {S; \ Sa}, or k €
{82\ §1} or finally k£ € S NSy, The submodularity of the game (distance
function) ensures that the core interior is non empty (Shapley, 1972).

(i) In the lower semilattice case, we have for R = Sy, Sa:

: k : k
1q) > > 1 g).
kErgIS'ilg‘llSQ DT(Z ’ g) o Ikrél'}al DT( ’ g) kEIglnglSQ DT( ’ g)

As a consequence, it is easy to show that the previous condition is not suf-
ficient to ensure the submodularity of v_,. However, if . rgnn Voo ({k}) =

min_ v_({k}) then the submodularity of v_., follows,
keS1US2

Dr ( /\ Zk;9> < Dr (/\ Zk;g)+DT (/\ 2k§g)_DT < /\ Zk;g) :
keS1USs keSy keSo keS1NS2
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Therefore, the game v_.(+) is concave (submodular), then in the same man-

o
ner than (i), the core interior C_, is non void. W

The last proposition is interesting since it allows the non vacuity of the
core to be designed with a simple sufficient condition. Indeed, in order to
find coalitions with efficient operation points, characterized by a better ag-
gregate technical efficiency, it is sufficient to test for the submodularity of the
aggregation bias. Moreover, if this submodularity is proven for all possible
coalitions, then the core of the firm game is non empty. However, it does not
tell us the whole story about the sign of the aggregation bias. Indeed, from
the earlier result, it is clear that the core of the firm game is non void and
that the aggregation bias may be positive or negative (Propositions 5.1 and
5.2). To get a clear result about the non vacuity of the core and the sign of
the technical bias, a partition of the core is introduced. The first core dis-
plays the set of imputations ¢ related to a positive bias, which corresponds
to an improvement of allocative efficiency (see Briec and Mussard, 2014, in
the case where av = 1):

CABazo = {QO € M'Kl

YhesPr < va(S),¥SCK B
ABan‘i g) >20,¥8cKk } M {Z = va(K)

kel

The second core yields the set of pay-off vectors ¢ inherent to a negative
bias, which corresponds to an improvement of technical efficiency:

YhesPr < va(S),¥SCK B
ABan‘i g) <0,¥ScKk } M {Z = va(K)

CABa§0 = {QO € M'Kl
ke

It is obvious that C, = Cap,<o U Cap,>0. Consequently, either in the input
or the output fixed firm game, whenever the game v, is submodular, it is
always possible to find a solution in the core interior either with improvement
of technical efficiency or which improvement of allocative efficiency.

Corollary 5.1 If T* is an upper semilattice (lower semilattice respectively)
respecting (T1)-(T4) such that T® = T for all k € S C K, then we have,
respectively:

(i) [Z(K, 0a(S), Pa, go, ) A (@ = +00) A (va is submodular)] = [Cap, <07
0.

(i) [Z(K, va(S), Pa, go, T) A (@ = —00) A (v, is submodular)] = [éAB_Ooz(J?é
0.

Corollary 5.2 If T* is an upper semilattice (lower semilattice respectively)
respecting (T1)-(T4) such that T = T for all k € S C K, then we have,
respectively:
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(1) [O(K,va(S), Pa, gi, Y) A (a0 = +00) A (v 18 submodular)] - [EAB+00207£
0].
(i) [O(K,va(S), Pas gi, §) A (o = —00) A (v, is submodular)| = [8A3700§07é
0].

Proof: Both corollaries are deduced from Propositions 5.1, 5.2 and 5.3. B

The results above about input and output fixed firm games yield the
conditions to obtain either positive or negative technical biases, and also non
empty cores. However, the constraints imposed on the input-output quantity
(%, y) available in any given sector of the economy may be seen as restrictive
assumptions. Relaxing these conditions, as depicted in Section 6, it is still
possible to show that negative technical biases and non empty core exist.

6 Firm Games and Negative Technical Bias:
An Illustration

An example of firm game is proposed. It is shown that without imposing the
conditions inherent to the input (output) fixed firm games, it is still possible
to obtain negative technical biases and a non empty core. Let us assume four
firms with the following technologies:

T' = {(z,y) € R} 1y <z},

T = {(z,y) e R} : y < 2z},

T3 =172,

T = {(e,y) € B2 1y < 30},
The input-output vectors are (z!,y') = (2,1), (z%,9%) = (1,1), («*
(1,2) and (2% y*) = (2,0). Taking g = (0, 1) we have Dpi(zh, y'; g)
Drp2(2%,y% g) = 1, Dps(23, 9% g) = 0, Dpa(2*, y*; g) = 6.
e If the size of the coalition is |S| = 1, then Dy« (2%, 9*; g) = Dy (2%, 9%; g)
forall k=1,...,4.
e If the size of the coalition is |S| = 2, the coalitions are:

= {1,2}: TS = T'VT? = T? Dys (\/kesxk,\/kesyk;g) = 3 and

AB«(S;9) = 2.

S={1,3}: T =T'vT® = T3 Dps (V3es ' Vies¥*:9) = 2 and
AB«(S;9) = 1.

S={L4}: T =T'vT* = T* Dps (Vyes® Vies¥*:9) = 5 and
AB«(S;9) = —1.

S ={23}: T° =T*VT® = T2 Dps (V3es® Vies¥*:9) = 0 and
AB,(S;9) =0.

v’)

=
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S ={24}: T° =T*VvT* = T* Dps (V3es® Vies¥*:9) = 5 and
AB«(S;9) = —1.

S ={3,4}: TS = T3V T* =T* Dys (\/kesxk,\/kesyk;g) = 4 and
ABL(S;9) = —2.
e If the size of the coalition is |S| = 3, the coalitions are:

S={1,23%: T =T'"VT*VT? =T3 Dps (V1es ¥ Vyes ¥19) = 2
and ABy(S;9) = 1.

S={1,2,4}: TS =T'"VT*VT* =T* Dps (V1es #* Vies¥v:9) =5
and AB«(S;g9) = —1.

S={1,34}: TS =T*VT*VT*" =T Drs (Vs 2" Vies ¥5:9) = 4
and AB«(S;9) = —2.

S=1{2,34}: TS =T*VT*VT*" =T Drs (Vs " Vies ¥5:9) = 4
and AB«(S;9) = —2.
e If the size of the coalition is |S| = 4, the grand coalitions is obtained:

K={1,2,3,4}: T* = T'"WT*T*T* =T* Drc (Vyes 2%, Vies U5 9) =
4 and AB,(K;g) = —2.

This example shows that many coalitions exhibit some improvement of
technical efficiency (negative bias). Now, using a concept solution of cooper-
ative game, the Shapley value, it is shown that the solution lies in the core
of the game:

. (€] =1~ ISPlIS]!
SCK\{k}

Drsvwr |\ 2, \/ 9| —Drs <\/Ij7\/yj;g>

jeSU{k} jeSU{k} JjES JjeS

The Shapley value yields the contribution of each firm to the overall efficiency
of the grand coalition K:

Shy = 0.6667,
Shsy = 0.3333,
Shsy = —0.6667,
Shy = 3.6667.

It can be checked that (efficiency rule):
ZShk = Dy« (\/ zk, \/ yk;g> =4.
kek keS  keS

Note that the negative score of firm 3 (Shs = —0.6667) outlines its efficiency
i.e. its expected efficiency in joining any given coalition, in other words its
ability to improve technical efficiency when merging with other firms. This
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is relevant since firm 3 is the unique firm being efficient Dps((23,4?); g) = 0.
The solution lies in the core, indeed individual and collective rationalities are
respected. Individual rationality is respected: Shy < D (2F,y*; g) for all
k=1,...,4. Also, collective rationality is matched since ) _, s Shy < Drs(-)
forall § C K.

This example allows one to learn more about cooperation. For instance
group § = {1,2} is not group-efficient in the sense that the technical bias
is positive AB.({1,2};¢9) = 2. Firm 1 is capable to produce 1 with 2
inputs, whereas firm 3 produces 2 with 1 input. Then, it makes sense
to predict that moving from coalition {1,2} to coalition {1,2,3} will im-
prove technical efficiency. This is exactly the case since the bias is lower:
AB«({1,2,3};9) = 1 < AB,({1,2};9) = 2. However, in the case of the
standard sum (a = 1) the result is not intuitive because the bias remains
constant AB;({1,2,3};¢9) = AB({1,2};9) = 2.

As pointed out by a referee, the previous approach combines two types
of effects. It mixes the effect of the firm’s relative efficiency with that of
the firm’s technology after merging. As a consequence, the Shapley contri-
butions computed above, i.e. the contributions of the expected efficiency
of each firm to the overall amount of efficiency of the group, must be cau-
tiously interpreted. Indeed, a firm may be very inefficient but may have
a comparatively advanced technology or it may be relatively efficient but
with a comparatively inferior technology. Then, after merging with others,
firm coalitions produce effects that depend on the aggregate technology as
well as on the firm’s relative efficiency. In order to disentangle these two
components, it is possible to take recourse to the well-known Luenberger
productivity indicator.!® The Luenberger indicator based on the directional
distance function is given by:

1
Lt’tﬂ(%t, Yo, Ter1, Yer15 9) =5 [DtT(l’tayt;g) - Dg“(le??/tJrl;g)} (6.1)

2

1
+ 92 [DtTH(xt»yt;g) - DtTH(xtHv Y+15 g)} )

where ¢ and t+1 denote time ¢ and ¢+1, respectively. The first term in bracket
yields the improvement (decline) of productivity inherent to technology at
time ¢ when it is positive (negative). The second term in bracket yields the
improvement (decline) of productivity due to technology at time ¢ + 1 when
it is positive (negative). Assuming that the gap between time ¢t and t + 1
corresponds to the time necessary to join a coalition, then it is possible to
measure the components of efficiency change and technical change inherent
to the cooperation. For instance, if we assume that firm 4 is alone at time ¢

10See Caves et al. (1982) for an analogous decomposition of the Malmquist index.

24



(with technology T*) and that it joins the grand coalition at time ¢+ 1 (with
technology TX), then the Luenberger indicator of firm 4 is given by:

1 . .
Ly @ vl 2t Ui 9) =5 [Dw (xt,9t9) = Dra(\ 20, \V s g)}
JEK jeEK
1 . .
+3 [DTK(x?, vii9) = Dee(\/ 2l0, \/ yiﬂ;g)]-
JjEK JeEK

It is decomposable into two components as follows:

Ly @t e Y 9) = [DT4 (et yts9) = Dre () alpns \ Wl g)}
JjeK JjeK

1 . . ) )
+5 [DT’C( V #l \ vlisg) = Dra(\ 2l \ vl o)
jex JjeK JjeEK JEK

+ Drx (2,945 9) — Dpa(2}, 93 g)} :

The first term in bracket yields the efficiency change and the second one the
technical change. The result of the productivity decomposition of firm 4 is:

1
L ol ataiio) = (0= 4]+ 54— 446 -0 =2

Firm 4 is the least efficient with Dya(x},y};g) = 6. Its Shapley value is
3.6667, which indicates that firm 4 may improve its technical efficiency when
it contemplates doing all possible coalitions with the other firms. When we
simulate that firm 4 joins the grand coalition only, the indicator is positive
(2), consequently there is an improvement of productivity. The Luenberger
indicator shows that the efficiency change amounts to 2 whereas the technical
change is valued to be 0. This means that the overall productivity indicator
of 2 is only due to the efficiency change. There is no effect of technical change
because, in this illustration, it is apparent that 7% = T*. As a consequence,
it is always possible to know whether the cooperation between firms is due
to efficiency change or technical change. The productivity decomposition of
firm 1 is given by:

1
Bty b vtiio) = (L= 4]+ g B =045 1] = 1

Its efficiency change is negative showing that when joining the grand coalition
firm 1 loses some efficiency (—3), however it takes benefit from the technology
of the grand coalition so that its technical change is positive (4). For firm 2,
we have an overall decrease of productivity:

1
L;’Hl(x?a3/15271'?+1ayt2+159) =[1-4]+ 92 [4-2+2-1]=-15.
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There is a negative efficiency change (—3) with an increase of technical change
(1.5). For firm 3, a decrease of productivity is also recorded:

1
Lgtﬂ(x?a ?J?a 37§+1>y?+1§9) =[0—-4]+ 9 [4—-2+1-0]=-25.

The examples above show that the gain/loss of cooperation can be decom-
posed to explain the increase/decrease of productivity when any firm joins
one given coalition. It is noteworthy that this decomposition is possible
whenever infeasibility does not occur, see Briec and Kerstens (2009).

Another possibility would be to apply the Shapley value on the Luen-
berger indicator as the characteristic function of the game. In this case, it
is possible to take into account the fact that one firm may join all possible
coalitions. For firm k&, we would obtain:

Kl —1—[SH!S|!
sy 3 UK |;<|'| US|
SCK\{k} )
[Li’t+1(fﬂf,yf, \V o2,V ny;Q)—LZ’t“(xf,yf,\/xiﬂ,\/yiﬂ;g)]
jeSU{k} jeESU{k} jES jES

This would provide, by the use of the decomposability property of the Luen-
berger indicator into two terms, the expected contribution of each firm of the
efficiency change and that of the technical change to the overall efficiency of
the group.!!

If the Shapley value is applied to the aggregation bias as the characteristic
function of the game, this would yield the ability to interpret the result as
costs or savings games,

(K] =1 - |SDYST
Ll

Shi(AB,) ==

SCK\{k}

[ABo(S U {k}; 9) — AB4(S; 9)],

in which it is measured either the expected savings of technical efficiency of
each firm Shy(AB,) < 0 or the expected cost of technical efficiency of each
firm Shy(AB,) > 0.

Finally, theoretical findings must be associated with real world applica-
tions. For this purpose, it is important to show the relevance of our approach
to DEA frameworks. After aggregating inputs and outputs over each group,
it is possible to compute the directional distance function with standard lin-
ear programming. Another option is to use the non-linear distance function

"See also Mussard et al. (2006) for the application of the Shapley value to linearly
decompose the Malmquist index into two components.
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introduced by Ravelojaona (2019) for CES-CET technologies. With a pre-
assigned vector g = (g;,9,) € R and for (semilattice) aggregated inputs
and outputs vectors (zs,ys) € R7™™, it is given by:

Drs(vs,ys;9) = sgp {6 eR: (xs + (=0g;),ys + 0g,) € T®}.
With linear programming, it is estimated as follows:

Dys(zs,ys; g) =max

St — 0700 = ) Ohal
k
Ys,jo T 079, < Z OkYs, i
k

k

7 Conclusion

The improvement of (the aggregated) technical efficiency of a group of firms
has been shown to be possible for a suitable class of of aggregators. The ag-
gregation bias may be negative and the result belongs to the core interior of
the firm game. This approach generalizes the firm game, introduced by Briec
and Mussard (2014), which was defined for the standard sum of technology
sets. The aggregation bias, issued from the ®,-aggregator, takes different
values: positive, negative or zero. Then, the cooperation between firms en-
tails all possible cases, especially with aggregated semilattice technologies
that respect the desirable assumptions (T1)-(T5).

Our result can be extended to DEA frameworks to check the convergence
rate of the ®,-aggregator. It is possible to show that the aggregation bias
may be negative for technology sets associated with values of o that do not
necessarily tend to infinity.
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