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Cotton ginning, once the p_gesst incdustry in Uganda is still
a major concern. The production cf 1int and cotton seed by ginning
the fuzzy seed cotton brought frcu the fieid, is an important
stage in cotton marketing. Iint is one of Uganda's two mzjor
exports and a valued source of Government revenue. <lhe rescurces
empioyed in ginning anc the turnover of this industry are also
relatively large. The margin paid for buying and ginning the
cotton crop in 1964/65 was four miliion pounds or eighteen percent
of the lint iarketing Becard'!s receipts from the sale of lint and
cotton sesd. The nationsrapidly growing co-orerative movement is
now ginning over sixty rercent of the crop, and the movement has
got to reray £1.4 of the loans it receivad to rurchase ginneries.

TABIE 1

THE CCTTCM GILLING IDueSTRY
Season 1663 te 1964

1. UGalDA

The Cron Iint I% »keting Board

Fayments Receirts

Lint 4CC 1t Bales
of which
home consumption

379,413 hales £15,929,000

29,0C0
Seed

117,342 tens £ 2,239,000

Paid teo Growers
Paid to Ginners

£11,751,000
£ 3,572,000

Ginners

Number
Frivate
Co-operative

Total

Employment at 31lst Dec., 1963

Working
103
30

Silent .

337

133

427

1300

Gimning Costs - major itemns
lagss

Packing and other materials
Fuel o
Consumable to:ls 'and srare
parts

£700,000aprox.

£551,,000
£192,000

£100,00C aprox.

Sources
Se

1963 and 196L.,

lint l.arketing Board, Annual Report 1964
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The aim of this peper is to lay the foundations for a study
of the cotteon ginning ircustry that will attemypt to:-

(a) FProvide data that will quickly indicate both the general scope
fcr rediicing costs and the causes of high costs at individual
ginneries.

(b) Show weys of raducing costs and increasing the effieiency gr,
for instance, menual workers, accounting ancd managenmernt.

(¢) Trovide the bvasis for estirnting the effects of changes
in the induvstry involving such things as the size and
iocation of ginneries, the acdurtion saw ginning or the use
of snap ba.ii yicking,.

The score for red cing costs is indi¢ ted by date for
co-orerative ginneries in Table 13 of the recent Report of the
Comittse of Inquiry intothe Cotton Industry, 1S6o. (1
The twenty threec co-operative gimmeries in the l.engo, Busoga
and Mbale ginning zones may usefully~examinec as a sty le recelving
similar allowances for the lint they gin.  In this sampie two
g nneries had operating ccsts just below 28 ceuts per pound of
lint ginned in the 1964/65 seasor. (n the other hend the
orerating costs at one gimnery in the sume seuscrn ware 47 cents
and sil-tcgether four ginneries had costs of over 4C cents per
pouncé of .int prednced. The average operating costs ol ginneries
in these zones was 35.8 cents per pound of iint. OSome of this
variation in costs is probaliby due to differences between
ginneries in lavels of oitput relative to caracity and to
difference in procdvctive assets. Lven so, in mest of these
ginrieries there is likely to be sccre for reducing operating
costs with virtually neo investment and even more score for cost
red cticn by alterirs ginneries.

It is likely thet there are similar pcssibilities for redhcing
costs in thz other working ginneries in the country. Considerable
szvincs in costs couvld be made for *he bensfit both of those in
the girning indusiry achieving the cost savings and for grewers of
cotton. For each reduction in the average buying&ginning cost
of 3 cents per yound of lint, the price of cotton sezsd could be
rais:d by abcut 1 cent rer pound. Pult anotner wav, a 3 cents per
round recduction in average cos®ts smounts to an annual saving of
abcut £250,000 on an annual output of 500,0CC beles of cotton. It
if worth noting that the prcduciion tercet for the end of the
current rian is 575,000 bales, meeting this terget could be
easier with a more efficient ginning inc -stry.

Cotton gimming has been a central toric of six official
comrissions of inquiry and many official memcranda. This volume
of work is in ocd icentrast with rescarch intsrest in the industry.
The oniy dissertstions on the industry are thog -~ by Eherlich-and
Kuiper while Brett has recentiy worked in t is fie.d'% In none of
the abcve publicaticns is the gimnery business examined at first
hand « further these businesses were rarely studied within an
explicit theoretieal frameswork nor wis there an atteurt te¢ provide
infoermation to assist individral businesses. The burden of 1 st
ingriries has been tc examine and sdvise or pubiic reiicy for
this highiy reguliated industry.

4 constant interest of these inquiries was to minimise.the
zmount cof rescurces used in ginnery cotten. Schaes ha e clso
been devisec to reise the valiue of Ugand's Jint. These



at raising marketing efficiency hove dealt with the proper
interest of Government in pricing efficiency.

Now it may be argued that with an efficient pricing system
for both inputs and outruts, each competing profit seeking
enteryrisc is Jikely to move towards the configuration required
for overall efficiency in its ¥ t of economy.

Coilusion and contrcl have broken this seguence in the cotton
ginning industry .2 Here the size of a gimnery's profits are unlikely
te provide an index of eccnomic efficiency and nay indeed be
earnec more by g od luck than gcod gridance.(L) Other measures
of econcmic efficiency are thus required beth to guide individual
ginnery enteririses and to inform discussicn of the industry. For
incresasing the cconomic efficiency of an enterprise will both tend
te increase its profits anc its contribution tc the economy. The
concept of eccnomic efficiency wil: thus be an¢ then
used ars & framework for details of the yrorosaed enquiry,

ELTHERERISES EFFICIENCY

The efficiency of cn enturrrise refers to its rcrfermancs,
relative to some stancdard, in arranging the transfcrmetion cof one
sct of scarce gveods and services, inruts, into ancther set which
is seleable output. 4An cutheritaitive definition in this vein is
'ihe net outcome in a given pericd from a given inp t of facters
of prcduction' (5). Setisfectory end comyprehensive single -indices
of enterrrise efficiency have not wet been developed. There zre,
nowever, a number of siirle partial efficiency indices and an
exampie of this class arc preductivity indicss referrins to 'The
output of a unit ¢f & factor of procucticn in & stated reriod! (€),
when the prevision of co-opurating factcers is the same in a2ll the
situaticns being cimpared. The term 'efficiency'! is also apriied
to the ratio between, say, the cutput of energy rer unit of energy
applied. This.typical technical efficiency ratio is not only a single
measure of parformence but alsc has & theoretical maximun to
serve as a standard for cawrariscn, Unfertunately maximising the
productivity cf a factorfmaxiiising technical efficiency eventually
tends to reduce enterrrise efficiency. For in maximising cne of
these rartial efficiency indices, the use of inputs nct under
consideraticn is likely to be increased and the additicnal inruts
wii. eventually contribute Jess tc output than their cest. Hence

the need for meesures of overall enterprise efficilency.

Before examining nieasures of enteryprise efficiency it might be
well to note a general difficuity. It is scmetimes held thot while
productivity refcrs tc the results of material, almost mechanicai,
activity, efficiency involves cocnscicus choice in the directicn of
the activity. Thus it might be said that enteryrise efficiency
refers tc th: stccess of choicus nade within the enterprise. But
if the choices or decisions are judged by res its it is quite
likely that variocus freak events, beyond the centrol of the enter-
prise, will distort the comparison bstween one enterrrise end another.
How are we tc ellow for the chance achievement of high or low
perfcrmance? Is one sample of an enteryrisels perfurmence
adequate for judging efficiency in matters so impregnated with the
calcuius of probability?



Costs 28 n Efficiency Correlatzs:

this is a single ratio produced by aggregating inputs
through their prices and deviding this sum by the resulting
output. TFigures like this have no efficiency implicetions
urnless compared with others. The average totasl cost of an
erterprise this yezr mignht be compared with the figurs for
last year, figures for similar enterprises or even figures
derived. from an ideal erterprise. Ii the only difference
between the enterprisss compared are operating decisions
and generel management behaviour, and how can we avoid
this? we might use Average Total Costs as an index of
arnterprise efficiency., Urhoppily., previous investment
decisions, and evaen the dey to dsy decisior of the past,
live on in the bslsrce shz22t, capital equipment and morsle
of the enterprise to affect current costs. This problem
might be partislly overcomz by neglecting the vnavoidable
costs such =29 deprecistion =rd 2ll otker cherges sgeinst
reverus due to the cepitsl invested in +the business, This
would reduce the uncontrollisble cost element,

Averege Variskle Cost as en ifficiency Corrslate:

We might imegire thet fversge Verieble Costs (AVC)
er2 proportiorsete t- opsretionesl efficiency in #o» snterprise,
bgeir differences in cepitel 2quipment cazn a2ffect the levels
of other inputs needed to produce o given level of output,
Zven when compering plarts cf the ssme cepacity snd throughput,
peculieritiss of eguipment »nd layout might seriocusly affect
the plents' performence, =HRether than further confusse
comparisons by sdjusting costs for differences ir working
conditions, Averasge Varieble Costs might be quelified by
pertiel efficiency indicetors. Onre such indicetor would
be the restio of lshour irput to labour requirements
derived from work measurement.

Differences in the intensity of capitel equipment
useage =1lso tends to affect the level of verisble costs,
according to the 'law' of demirishing marginel returns.
Intensity of output ir o cotton girrnery mey be measured
by the plert's hourly rete of output from =2 stenderd
girning mechine, If it is fourd thet this rate of e~utput
cen be increesed by reisirg the level of verisble factor
irput. irdeperdent »f ginning technique. ther the
rel=tionship would heve to be determired to compere the
AVC of erterprises workirg ot diffzrent intensities, The
lergth of the girning sess-n might 2lso affect AVC =os
theTe =212 s-me costs such =8 thos2 dve to the znrusl
employmert ~f ear erginzer thet do not chenge in proportionr
to ginrnery Hutput. Thes2 rre still verisble costs
however. as they comld b2 =voided by deciding net to
gin =ny cotton,
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What vrcblems are rais
ditions other than the stat c

making, tcgether with their ts, ore the same for all the
enterprises being compared? first ccues the problem of cdifferences
in ratics betwzen rrices PmlG fer inputs or cutputs. <The greater
the o crtvmities for substitticn between inruts anc outputs the
grezter the preblen « f conparing the AVC of anterrrises facing
dlfferunt trice ratic-. I cotton ginning the secc cotton largely
dictrtes ths rotio teiveen culbruts of Jint ane cotton seed and in
any one year the outrut rrice ratiss wre fixed. Similariy in one
yerr input rrice retlicg ars rot likely tr v. ry & lot throrghout

the country, but it might be necess.ry to 1limit cooparisons to
firiie poying aprroximntely the ssio wages for ordinsry workers.,

11 the abeve statements ara t*Lu then ﬁVU¢uge Variablie Costs could
be comp.red by apiiyving the ssme invuc prices to. the quantities of
inputs vsed per vnit cf “int outpuu. In Going this a.l owance

would have tr be wadz feor obscrw.olis differcences in the producti-
vily of inyuts.

v the assumpticn that 211 con-
amital asscts end decision

J C

r

y of vardietion in the stendarised average variablie
costs can now bz studied. 4n item by item exemin.ticn of average

i t siow twe tyres ci variation cne due to the
rige h-e te accort in the short run, such
covton or a2 uufracterl tics of ats
er type of wvariation originating in
erterprise., The enterprise with
b2 viewed as most operaticnally
efficient. providsd is result was not lergely due tc
chence, and how car this be shown? ZEHEnterprises with
higher #. .o, n2h a2

S oY
unv:orrmcnt tho cnter
as quelity of sse
equipnent., The other
lecisions wmadzs in the
the lowest A. .C. migh

%

© et

o uncontrolatle conditions woulid
app2ar to L& . . o e Lley ine ficient as a different sedt
of the operaticnel vaﬂga,h - 14 heve reduced their A,V.C.

The degree of relative inefficiency b2ing in proportion

to the 2xcess of their A,V,C. over the 24.V.C. of the

most 2fficient enterprise, ass.ied rYere to b2 the lowest

2.v.C, The standard ~f this scale cf opersificnasl efficiercy
might be established by examining the scope for improving

the perform=rce of the meost overationzlly efficient ernterpriss,
possibly by comperison with 2stimstes of costs in e ginrery
undsr idesl marsgemens,

Thus we errive =%
the sige =znd caus23 o
studied., JIdeas for im
periods might be gsine
enterprise,

2 pos*:_on wrere w2 can gesuge both
irefficiency in the enterprises
r veka“t in subseguent production

mpro
d from the study of the most efficient

Investient Efficierncy

Tuvzatae % o1 : z@ and for all
decisions meiniy on DvLLth, rouewiinlg, lip. oning and
increasing the enterprise's stock of lesting factors of
mroducticn, The level of accounting costs mcsociated with
these 'fixed'! factors of production show, in & capricious
way, the z2ffects of past investment decisions and are
thus nct related to current irvestment efficiency. We
then require & comparison of current investment decision
between enterprises to indicate their efficiency in
investment,

Attairing spproximate comparabilitvy of current
operating conditions hetween enterprises is much easier
then giving =211 enterprises the same prospects. The
difficulties are incr2ased in industries located st the
source of raw meterisl =nd subdbject to deteiled government



control, such as the ginning industry. Under these conditions
it might be useful tc =2ssume

(8) Perticuler pric2 trends for the main inputs other than
seed eotton.

(b) Thet 2 set of projections gives the volume 2nd cheracteristics
of the sesed cottor ~veileble he enterprise for ginning.

D

(¢) ‘het =nterprises with comprabls net assets carn obtain
t

loans 2%t the seme rzte of in

(d) Thet =211 enterprises hsve the ssme e2lternstives to invest-
ment in cotton girring.

te of discourtirg would =zlso be rsquired.
e es of discountirg might be used for vprojects lastirg
3 years or less (b) 4 to 10 years 2nd (c) over 10 wyears.
g of the relzavent rste might be cobteined by exemining
the rate implicit ir recent cerefully corsidersd investments
mrde by ginneries and the rztes th2y psy for improvement loens,

With these sssumptions 2nd after discovering & ra2te of
discounrting it would be possible to compile the present values
of various investments and renk them in order of profitzbility.
Ther one might enquire why epperently profiteble investmanvs
hed not been made in some enterprises and why 2lsewhere
investments yielding 2 poor return had »Heern made rather theon the
more profitable alternztives avszilable,

Veristiorgs in investments might be expected due to
considerable differences between enterprises in the corditions
of their plants, supplied of funds for investment and expectation
of future conditions. Chance events affecting investmznt sctivity
might also be the cguse of some varistions., Veristions in
investment not ~ccounted for urder the above trends would teund
to indicate thet the firm involved wag perhaps slow to grasy
opportunities or hed fsiled to eppreciste the raturn s2vailsble
from the verious relevent investments, or had rot let their
Aassessment gvide their sctior. The lack of investment efficiency
in these 2rntsrprises would be gruged ~ by the ovportunity cost
of their investments. Advice miznt be given or what invesiments
an entermise might corsider. csn you 2lso esdvise or avoiding
rush judgemerts?

W2 have thus srrived =t feirly objective m2esurss of the
current short run snd long run sconomic efficiercy of =n
enterprise, The vslue of thesse measures is thst they relate to
decision meking in the enterprise 2nd tend to show whers this
might be going wrong. The msin difficulty is to sttach confidence
stetements to these meesures, as tzking the measures of performance
of the same 2nterprises in excessive periods is both laborious
and may introduce new disturbances. A measure of absoluve
efficiency besed on ideal menagement would be hard to construct
znd elweys open to the challenge 'try it'. The measure of
operational efficierncy proposed appezsrs tc be more objsctive
and reliable than the messure of investment efficiency. This
is ineviteble for the future is still 2 mztter of speculation.
and expectation - a stete of mind.
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