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Abstract

The construction of Composite Indicators is useful to synthesize complex social
and economic phenomena, but some underlying assumptions in "classical meth-
ods", as in particular the compensability among indicators, are very strictly.

The aim of this paper is to propose an original approach that enhance non-
compensatory issue by introducing “directional” penalties in a BoD model in
order to consider the preference structure among simple indicators. Principal
component analysis on simple indicators hyperplane allows to estimate both the
direction and the intensity of the average rates of substitution.

Under an empirical point of view, our method has been applied on infrastructural
endowment data in European regions.
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1. Introduction and previous literature

Interest in Composite Indicators (CI) as a tool to support decision-makers
in policy analysis context, is rapidly growing thanks to their capability to sum-
marise multi-dimensional issues, to rank countries in benchmarking analysis and
to their ease of interpretation.

On the other hand, the construction of a Cl is a very complex process with multi-
ple subsequent steps: the develop of a theoretical framework for the identification
of relevant analysis dimensions, the standardisation of the simple indicators to
allow comparisons, the imputation of missing data, the weighting of simple in-
dicators and, finally, the succeeding sensitivity analysis on the robustness of the
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aggregation (for a complete explanation of each step, please see Freudenberg,
2003).

A critical step of the entire process, focus of the recently debate, is how to
assign different importance weights in order to aggregate indicators.

In literature various statistical methods like Principal Component Analysis
(PCA - Manly, 1994) and Factor Analysis (FA), Unobserved Components Mod-
els (UCM - Kaufmann et al., 1999, Kaufmann et al., 2003), Benefit of Doubt Ap-
proach (BoD - Melyn et al., 1991) or specific techniques based on expert subjec-
tive judgement like Budget Allocation Processes (BAP - Jesinghaus in Moldan
et al., 1997), Analytic Hierarchy Processes (AHP - Forman, 1983, Saaty, 1987)
or Conjoint Analysis (CA - Green and Srinivasan, 1978, Hair, 1995, McDaniel
and Gates, 1998) have been proposed.

Most of aggregation methods above-mentioned, assume in weighting phase,
the compensability among simple indicators (Bouyssou and Vansnick, 1986),
namely allowing lower values in some indicators to be compensated by higher
values in others. In addiction, this property isn’t even verified in the practical
application, especially if they have to be interpreted as “importance coefficients”
(Munda and Nardo, 2005).

In the last years, multiple solutions have been proposed to avoid this strong
assumption introducing weight constraints, weighting each tensor that links the
single point to the frontier (see e.g. Tsutsui et al., 2009) or including a penalty
according to the different mix of simple indicators.

In particular, considering the third approach, Vidoli and Mazziotta (2012a)
suggest to incorporate the MPVC (Method of Penalties for Coefficient of Vari-
ation - De Muro et al., 2010) idea in the basic BoD method in order to take
into account the benchmark units on the frontier (as in BoD) and to penalize,
in the case of non-compensatory issues, the presence of unbalanced data (as in
MPVCO).

In the latter method, however, given the chosen penalty criteria, the aggregate
function doesn’t always satisfy the weakly positive monotonicity property (see
e.g. Chakravarty, 2003, Casadio Tarabusi and Guarini, 2013):

Property 1 (positive monotonicity). Let CI = f(I) an unbalanced-adjusted ag-
gregation function of k simple indicators I, f is weakly positive monotone if for
each ¢ > 0, f(]l,...,lj, ...,Ik) < f([l, I+, ...,Ik).

This means that f increases whenever any of the simple indicators increase
and the others are left unchanged. Figure 1 shows how the BoD-PVC (solid
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line) modifies the BoD (dashed line) level curves; in some cases the BoD-PVC
doesn’t satisfy the monotonicity property e.g. if the simple indicator I, increases
from point B to point A, the value of CI decrease.

I2

I1

Figure 1: Comparison between BoD and BoD-PVC

In this paper, we propose a more general method starting from the BoD idea
and introducing “directional” penalties with the aim to consider in the analysis
the preference structure among simple indicators identified through a PCA anal-
ysis.

The paper is organized as follows. In section 2 we describe our theoretical
model, the section 3 shows an empirical application on infrastructural endow-
ment data in European regions. Conclusion and future perspective are reported
in section 4.

2. A directional BoD model

In a classical production framework we consider a Decision Making Unit
(DMU) i using p inputs X = (xp,...,x,) €3Rﬁ to produce g outputs y = (y1,...,q) €



R? with a production set ¥ such that:
¥ ={(x,y)lxe Rl y e R%, (x,y) is feasible} (1)
satisfying the usual assumptions as in Shephard (1970) and in Fére et al. (1985).

The basic BoD approach is a particular case of the CCR-DEA model (Charnes
et al., 1978) where x is univariate and constant equal to 1 and y is a vector of k
simple indicators in [0, 1] (from this point denoted by I).

The BoD estimator of the output efficiency score A for a given unit o is
obtained by solving the following linear program:

max A
)MYIwan
n
st Ay <) %l (2)
i=1
%=0

A strong assumption of the model (2) is the compensability among different
simple indicators; given that in practical application most often exist a preference
structure, we suggest to include in the BoD model (equation (2)) a "directional"
penalty using the directional distance function' introduced by Chambers et al.

(1998):

Dr(x,y:2) = sup{B : (x— Bgu,y+Bey) € ¥} 3)

where g = (g, g&y) is the directional vector.

Against this background, in literature, a crucial question in a directional ap-
proach is the choice of the direction.
Some authors (see e.g. Briec and Lesourd, 1997, Fire et al., 2005) suggest to
choose g = (1,...,1) which is mathematically equivalent to seeking the Cheby-
shev distance /. to the frontier of the technology. Bogetoft and Otto (2011)

The function satisfies the following properties:
@) Br(x,y; g) > 0 < x € ¥ (representation);

(ii) I_)>T(x —ogy+ogg) = BT(X,y;g) — o for o € R (translation).

4



conversely propose four approaches: i) use the direction of the actual value of
input consumption (output production) i.e. g, = X, (g&y = y,), ii) fix a part of the
input-vector (output-vector) i.e. gy = (1,...,1,0,...,0) (g, = (1,...,1,0,...,0)),
1i1) consider the subjective user point of view or iv) use the potential improve-
ments or multi-directional efficiency analysis based on the bargaining theory.

All above proposals presuppose an exogenous choice of the researcher, on
the contrary we propose to identify the direction vector directly, from data, esti-
mating the endogenous preference structure among indicators getting through to
PCA.

For seek of simplicity and in order to better visually illustrate our method,
we consider the bivariate case of two simple indicators I = (I}, 1).
Figure 2 compares the CI scores obtained with BoD (dashed line) and D-BoD
(solid line) formulation in an hypothetical case in which the simple indicator /;
is the most important in discriminating units. The two straight lines represent the
directions underlying the models: gg,p = (I1,52) and gp_pop = (11,12 - 0.5).

12
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Figure 2: Comparison between BoD and Directional BoD
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Given this representation, point A, B and C lie on the same level curve (the

red dashed line) in a BoD model, while in a D-BoD model points A and C have
a lower level of efficiency than B.
As a matter of fact, the D-BoD model rewards the combinations of /; and I, on
the main direction (point B) and penalizes, in a different way, the combinations
of low values of I; and high values of I (point A) respect to combinations of
high values of I} and low value of I; (point C).

We can observe that on the main direction the BoD level curve coincides with
the D-BoD ones and that the two curves are overlaid on the frontier.

The proposed model is, therefore, a more general formulation of the basic
BoD model where I; and I, have the same importance i.e. ggop = (I1,12).

Please note, finally, that this unbalance-adjusted function satisfies the prop-
erty of weakly positive monotonicity emphasized in section 1 on page 3, i.e. for
each ¢ > 0, since e(1,1y,...,1;,....[;; ¥,g) <e(1.L;,....Ij +c,....[;; ¥, g).

3. European infrastructural endowment data

The D-Bod model outlined in section 2 has been applied to the terrestrial
transport infrastructure endowment in European Regions following Vidoli and
Mazziotta (2012b) proposal.

The data set’ includes information on two simple indicators® concerning
roads (Ippaqs) and railways (Ir,4ins) endowment for France, Germany, Italy and
Spain.

2Source: Eurostat, Statistics by theme, 2012
3For variables and the method of construction of simple indicators, please see Vidoli and
Mazziotta (2012b).
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Figure 3: European infrastructure endowment - Data

Figure 3 shows three departments (GE-BER- Berlin, GE-BRE - Bremen and
FR-BAS - Hamburg) with low value of Ig,.s and high value of I7,4i,s. Table 1
and Figure 4 show results obtained with BoD and D-BoD methods. In particular,
while the Spearman Index between the two approaches is very high (equal to
0.938), the average CI score of the isolated departments falls (see Table 1 ) from
55.86% to 14.19% in GE-BRE - Bremen and from 57.92% to 17.31% in FR-
BAS - Hamburg.

Finally, we highlight that Berlin remains at the top of the ranking (see Figure 2
because on the frontier the BoD level curve coincides with the D-BoD ones.

Table 1: European infrastructure endowment: Comparison between BoD and
D-BoD

NUTS2  Department Country Bod D-Bod
FR-BAS  Bassin Parisien France 0.72579 0.72579
FR-CES  Centre-Est (FR) France 0.72935 0.72935
FR-EST  Est (FR) France 0.54597 0.54597

Continued on Next Page. 5




Table 1: European infrastructure endowment: Comparison between BoD and
D-BoD

NUTS2  Department Country Bod D-Bod

FR-MED Méditerranée France 0.54767 0.54767
FR-NPC  Nord - Pas-de-Calais France 0.78384 0.78384
FR-OUE Ouest (FR) France 0.75227 0.75227
FR-PAR  Tle de France France 1.00000 1.00000
FR-SOU  Sud-Ouest (FR) France 0.67219 0.67219
GE-BAY Bayern Germany 0.30602 0.30602
GE-BER  Berlin Germany 1.00000 1.00000
GE-BRA  Brandenburg Germany 0.18692 0.14226
GE-BRE = Bremen Germany 0.55858 0.14190
GE-BW  Baden-Wiirttemberg Germany 0.29817 0.26998
FR-BAS | Hamburg Germany 0.57922 0.17308
GE-HE Hessen Germany 0.32695 0.25981
GE-ME  Mecklenburg-Vorpommern Germany 0.13439  (0.12965
GE-NI Niedersachsen Germany 0.23789 0.23278
GE-NW  Nordrhein-Westfalen Germany 0.44095 0.36605
GE-RP Rheinland-Pfalz Germany 0.31083 0.30717
GE-SAA  Saarland Germany 0.33017 0.20871
GE-SAC  Sachsen Germany 0.26706 0.22757
GE-SCA  Sachsen-Anhalt Germany 0.20525 0.15678
GE-SCH  Schleswig-Holstein Germany 0.18842 0.18842
GE-THU Thiiringen Germany 0.18239 0.18239
IT-CEN  Centro (IT) Italy 0.23567 0.23567
IT-1SO Isole Italy 0.17049 0.17049
IT-NES Nord-Est Italy 0.34354 0.33554
IT-NOV  Nord-Ovest Italy 0.27881 0.27881
IT-SUD  Sud Italy 0.28023 0.28023
SP-CEN  Centro (ES) Spain 0.32009 0.32009
SP-EST  Este (ES) Spain 0.22460 0.22460
SP-MAD Comunidad de Madrid Spain 0.20997 0.11784
SP-NOR  Noreste (ES) Spain 0.16303  0.16303
SP-SUR  Sur (ES) Spain 0.22607 0.22607




GE-BER

° <02 © 02-04 0 04-06 0 06-08 e 08-1

Figure 4: European infrastructure endowment:

D-BoD

GE-HA
GE-BRE
. FR-PAR
GE-SAA GE-NW
FR-NPC
SP-MAD GE-HE .
GE-SRE-BW T
. -GEEERA CE-Re NES
GE-DN-GEVBAY FR-EST o
. GE-IE GETBMIEST T-suD ERAMED - R e
5_NOR FR-sOU*
'- IT-1ISO SP-SUR SP-CEN
T T T T T T
00 02 0.4 06 08 10
(a) BoD
. GE-BER e <02 © 02-04 o 04-06 o 06-08 ¢ 08-1
GE-HA
. GE-BRE
. FR-PAR
GE-SAA GE-NW
~ FR-NPC
SP-MAD GE-HE ¢
GE-SSE-BW — |
. GERRRA Ge-Hp NES
GE=DE - IGEVBAY FR-EST o
. GE-ME GEETSMIEST |T-suD CRAMED - R e
5_NOR FR-sOU*
'. IT-ISO SP-SUR SP-CEN
T T T T T T
00 02 0.4 06 08 10

(b) D-BoD

Comparison between BoD and



4. Conclusions

In this paper we have presented a new approach for the construction of Cls
that enhance non-compensatory issue by correcting the BoD index with “direc-
tional” penalties.

Our future remarks are the introduction of the order-m approach in order to
obtain a more robust estimator.
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