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Why Use the VC Approach?  

 
• Firms within an industry in a country or region must increasingly 

compete—even in local markets—with firms and industries from 
across the globe.  

 

• To succeed in global markets, entire industries (or value chains) 
must be able to deliver a product to the consumer more efficiently, 
with a higher quality and/or in a more unique form than competing 
countries. 

 

• In this way, competitiveness at firm and industry levels are 
interdependent.  

 

• Increasing competitiveness of a firm is only effective at creating 
wealth and alleviating poverty when the competitiveness of an 
industry is raised by interventions at all levels of the value chain  

 



What is the VC Approach?  

 • VC approach is one of several approaches to development.  

 

• In recent years this type of methodology has seen an increase in popularity among 

the donor community.  

 

• While they differ in their terminology, frameworks, principles and even definitions of a 

system, what these types of approaches have in common is the idea that economic 

opportunities are profoundly influenced by the systems in which they operate.  

 

• By influencing how those systems perform, we can improve opportunities and 

outcomes.  

 

• VC approach seeks to understand the firms that operate inn an industry: 

• input suppliers to end market buyers;  

• support markets that provide technical, business and financial services to the 

industry;  

• business environment in which the industry operates.  



 

What is the VC Approach? (Cont.) 

 
 

 

• Such a broad scope for industry analysis is needed because the principal 

constraints to competitiveness may lie within any part of this market system 

or the environment in which it operates.  

 

• While it may be beyond the capacity or mandate to address certain 

constraints, the failure to recognize and incorporate the full range of 

constraints will generally lead to limited, short-term impact or even counter-

productive results.  



Features of the Value Chain Approach 

 • A Focus on End Markets 

 

The end markets into which a product or service is sold—whether local, regional or 
international—provide opportunities and set the parameters for growth.  

 

Generally there are multiple actual and potential end markets, each with different demand 
characteristics and returns.  

 

It is therefore important to segment the market. Since end markets are dynamic, the 
identification of trends should complement information about the current situation. 

 

• Understanding the Role of Value Chain Governance 

 

Understanding the role of value chain governance is fundamental to the value chain 
approach.  

 

Governance describes which firms within a value chain set and enforce the parameters 
under which others in the chain operate.  

 

Embedded in governance are inter-firm relationships, power dynamics and the 
distribution of benefits.  

 

Governance patterns evolve over time with changes in markets, products and inter-firm 
relationships. 

 



Features of the Value Chain Approach (cont.)  

 • Recognition of the Importance of Relationships 

 

Quality of relationships between different stakeholders is a key 
factor affecting the functioning of a value chain.  

 

Strong, mutually beneficial relationships between firms facilitate 
the transfer of information, skills and services—all of which are 
essential to upgrading.  

 

Value chain opportunities and constraints generally require a 
coordinated response by multiple firms in the chain—which 
necessitates trust and a willingness to collaborate.  

 

.  
 

 



  

The Framework 

 •  Value chains encompass the full range of activities and services 

required to bring a product or service from its conception to sale in 

its final markets—whether local, national, regional or global.  

 

• Value chains include input suppliers, producers, processors and 

buyers. They are supported by a range of technical, business and 

financial service providers.  

 

• Value chains have both structural and dynamic components.  

 



  

The Framework (cont.) 

 Structural Factors can be characterized in terms of five elements: 

 

1) End markets: End markets are the starting point of VCA. End markets 
are people, not a location.  

       

       They determine the characteristics—including price, quality,    

      quantity and timing—of a product or service.  

       

      End market buyers are a powerful voice and incentive for change.      

       

      They are important sources of demand information, learning, and in  

      some cases are willing to investments. 

 

1) Business enabling environment: Chains operate in a business 
enabling environment and this includes norms and customs, laws, 
regulations, policies, international trade agreements and public 
infrastructure (roads, electricity, etc.). 



  

The Framework (cont.) 

 3) Vertical linkages: Linkages between firms at different levels of the value 
chain are critical for moving a product or service to the end market.  

 

Vertical cooperation reflects the quality of relationships among vertically 
linked firms in VC.  

 

More efficient transactions among firms that are vertically related in a value 
chain increase the competitiveness of the entire industry.  

 

4) Horizontal linkages: Horizontal linkages—both formal as well as 
informal—between firms at all levels in a value chain can reduce 
transaction costs, create economies of scale, and contribute to the 
increased efficiency and competitiveness of an industry.  

 

In addition to lowering the cost of inputs and services, horizontal linkages 
can contribute to shared skills and resources and enhance product quality 



  

The Framework (cont.) 

 5) Supporting markets: Supporting markets play an important role 
in firm upgrading.  

 

They include financial services; cross-cutting services such as 
business consulting, legal advice and telecommunications; and 
sector-specific services, for example, irrigation equipment or 
handicraft design services.  

 

Not all services can be provided by value chain actors, and so 
vibrant supporting markets are often essential to competitiveness.  

 

Service providers may include for-profit firms and individuals as 
well as publicly funded institutions and agencies. 



  

The Framework (cont.) 

 Dynamic Factors: A distinguishing characteristic of VCA is the emphasis not only on the 
dynamics of end markets but also on the dynamics and shifts in relationships. 

 

1. Value chain governance refers to the relationships among the buyers, sellers, service 
providers and regulatory institutions that operate within or influence the range of activities 
required to bring a product or service from inception to its end use.  

 

Governance is about power and the ability to exert control along the chain – at any point 
in the chain, some firm (or organization or institution) sets and/or enforces parameters 
under which others in the chain operate. 

 

2. Inter-firm relationships: This refers to the nature and quality of the interactions between 
stakeholders in a value chain. Relationships can be supportive of industry 
competitiveness or adversarial to it. Supportive relationships facilitate collaboration; 
enable the transmission of information, skills and services; and provide incentives for 
upgrading. 

 

3. Upgrading: In order to respond effectively to market opportunities, firms and industries 
need to innovate to add value to products or services and to make production and 
marketing processes more efficient. 



How to Conduct VCA  

 Value chain analysis is a process 

that requires four interconnected 

steps:  

1. Data collection and research 

2. Value chain mapping 

3. Analysis of opportunities and 

constraints 

4. Vetting of findings with 

stakeholders and 

recommendations for future 

actions 

 

These four steps are not 

necessarily sequential and can be 

carried out simultaneously. 

 

 

 



Research & Interview Tools/Techniques 

Description Advantages Disadvantages 

One-on-one 

structured or semi-

structured 

conversations  

 Excellent for in-depth 

testing of research 

hypotheses and insights 

into the psyche of 

stakeholders 

 Access to qualitative data 

 Ability to explore and 

probe responses 

 Expensive and time consuming 

 Respondents may be reluctant 

to share personal beliefs and 

information 

 Possibility of interviewer bias 

 Rarely yields useful 

quantitative data 

Interviews 



Research & Interview Tools/Techniques 

Description Advantages Disadvantages 

Small, structured 

group meeting (5 - 

20 participants) 

from a cross-section 

of a value chain 

 Excellent for pre-testing ideas 

 Generation of new research 

hypotheses 

 Exploration of new and 

unrelated topics as they arise 

 Small group bias 

 Trained moderators required 

 Data not sufficient to make 

major decisions 

 Reluctance to share personal 

beliefs in group setting 

Focus Groups 



Research & Interview Tools/Techniques 

Description Advantages Disadvantages 

Closed 

research 

instruments 

Can include 

quantitative 

and qualitative 

data 

 Quantitative data provides rigorous 

foundation for other qualitative 

methods 

 Data easy to tabulate and 

generalize from assuming high 

enough sample size 

 Depending on distribution channel, 

relatively inexpensive 

 Good for sensitive issues 

 Limited ability to probe 

responses, so questions need 

to be simple 

 Difficult and/or expensive to 

achieve statistical 

significance. This can be 

overcome with 

Internet/email distribution 

Surveys 



Research & Interview Tools/Techniques 

Description Advantages Disadvantages 

Onsite 

observation 

 Inexpensive if observation is 

“blind” 

 Access to real life data 

  Difficult to ascertain 

motivations behind 

behavior 

Observation 



Common Guidelines in Interviews 

• Honesty: Be totally honest about who you are, who you work 
for and the purpose of the interview. Start each interview 
with a clear explanation of the research purpose  

• Deliberateness: Be cautious about the way you speak to the 
informant. Never interrupt the informant. Speak clearly and 
establish a comfortable pace. Never ask leading questions.  

• Launching point: Begin each interview by establishing a 
common frame of reference between you and the informant 
so that the informant understands what kinds of information 
interest you. A value chain map can be very helpful for this 
because it immediately communicates that you are interested 
in learning about the value chain.  



Common Guidelines in Interviews (contd…) 

• Strategic ignorance: Make it very clear that you consider the 
informant to be the expert and that you consider yourself 
the learner. Conduct yourself as if you were the student of 
the informant, freely asking for clarification and examples.  

• Triangulation: Do not accept one informant’s opinion at face 
value. Gather the same type of information from other 
informants—who may have a different experience or 
interpretation—before reaching any firm conclusions.  

• Privacy: Try to interview the informant where others can not 
listen in. Never share information about an informant’s 
business with other firm owners. Avoid bringing observers to 
an interview.  

• Expand the net: At the end of the interview, ask if the 
informant can recommend others to be interviewed, but do 
not force the issue if the interviewee shows hesitancy.  

 



  

 

Value Chain Mapping Process 

 
 

• The steps for putting together a value chain map are as 
follows: 

– Collect data from secondary sources, key informant 
interviews and/or surveys  

– Use a function/participant worksheet to  organize key 
information about who is doing what in the value chain 

– Draw the initial basic map after the collection of initial 
data illustrating participants and functions, and  

– Adjust the map which is conducted following additional 
and follow-on interviews. The detail level of the map 
depends on mission objectives and requirements 
established at the outset. 

 



Generic Worksheet Crossing Functions with Participants 
in Cardamom Value Chain 
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Basic 

Cardamom 
Map 



Detailed 

Cardamom 
Map 



Limitations of Mapping 
• By definition, the map is a static snapshot of the value chain structure and 

cannot adequately represent factors that influence the conduct of 
individual value chain participants. 

• It does not show value chain dynamics, changes and trends. For example: It 
does not show end market requirements and opportunities and does not 
explain the structure or dynamics of end markets. 

• It only provides superficial information on supporting markets. Only shows 
generic categories of support service providers , but says little about access 
to these services. 

• It does not provide information on the enabling environment. Mapping is 
too simplistic a tool to describe the business enabling environment and its 
impact on value chains. 

• There is a tendency to spend too much trying to refine the map, rather 
than using the map as one of several tools to identify constraints to market 
opportunities. 

 



 

Analysis of opportunities and constraints 
 

Situational 
analysis 

Opportunities Constraints 

Producer 

Collector 

Wholesaler 

Processor 

Exporter 

Retailer 



Vetting of Findings and Making 
Recommendations 

Constraints Recommendations 

Producer 

Collector 

Wholesaler 

Processor 

Exporter 

Retailer 



TEA BREAK 



Examples of Value Chains In SL 



Study 1 

Wijayasiri, J. (2013),’Food Standards and 

Governance in the Tea Industry in Sri Lanka: 

A Value Chain Analysis’, PhD Thesis 

(unpublished), Monash University 



Objectives 

• How is the Sri Lankan tea value chain governed?  

 

• How do tea industry stakeholders perceive food 
standards governing the tea value chain?  

 

• How did the tea industry in Sri Lanka respond to 
emerging food standards? 

 

• How did complying with the standards affect 
governance in the tea value chain in Sri Lanka? 

 



Methodology 

• Study adopted a qualitative research method 

 

• Interviews were conducted with key informants in Sri Lanka 

 

• Key informants included stakeholders within the value chain (tea 
exporters, brokers, private factories owners, RPCs, smallholders) 
and officials from public and private sector organisations 

 

• Documentary analysis and direct observations 

 

• Data analysis included: preparing the data for analysis, reading 
through all the data, coding data, coding to generate themes, and 
narration of findings from the analysis  



How is the Sri Lankan tea value chain 

governed?  

• Tea VC is complex, consisting of a 

number of stakeholders (smallholders, 

collectors, regional plantation 

companies, private factories, brokers, 

and exporters) who undertake various 

tasks (cultivation, collection, 

manufacturing, marketing, and 

exporting) and add value to the 

product.  

 

• While the overall chain can be best 

described as buyer-driven, different 

parts of it (cultivation, manufacturing, 

marketing and exporting) are governed 

in distinct ways (market, relational, 

captive and hierarchical).  



How do tea industry stakeholders perceive 

food standards governing the tea VC?  

• VC is increasingly governed by a number of public and private standards 
that cover not only the product but also the production process.  

 

• Standards are set and monitored locally and internationally by governments 
and private businesses and organisations.  

 

• Compliance with public mandatory standards is high, because they are 
required by regulation, whereas compliance varies in the case of public and 
private voluntary standards and depends on end-consumers and markets.  

 

• Compliance has brought a number of benefits to stakeholders (efficiency, 
discipline, reduction in wastage, market access and product and process 
assurance), despite the costs (capital costs, consultant fees and training 
costs, new staff and additional time, and input costs).  

 

• Most stakeholders perceived benefits to outweigh their costs.  

 



 

How did the tea industry in Sri Lanka respond 

to emerging food standards? 

 
• The industry complied with emerging standards rather than adopting 

a strategy of voice or exit. 

 

• Most stakeholders saw the benefit of compliance and fell into line.  

 

• The industry complied both proactively and reactively – proactively 

in the case of voluntary standards, but reactively in response to 

mandatory standards.  

 

• The industry rarely adopted a strategy of voice or exit.  



 

How did complying with the standards affect 
governance in the tea VC in Sri Lanka? 

 
• Complying with standards has neither altered the governance 

relationships between exporters and their international buyers nor 

those between exporters and the manufacturers.  

 

• However, the linkages between manufacturers and smallholders 

further up in the value chain appear to have become closer and 

tighter subsequent to the introduction of food standards.  

 

• It was observed that factories are increasingly assisting and 

monitoring smallholders.  



Study 2 
VALUE CHAIN DEVELOPMENT IN CONFLICT-

AFFFECTED ENVIRONMENTS 

ANALYSIS OF THE FISHERIES SECTOR IN SRI LANKA 

 

 

 

 
Arunatilake N., Asha Gunawardena, Dilhani Marawila, Parakrama Samaratunga, Athula Senaratne and 
Manoj Thibbotuwawa (2008), “Analysis of the Fisheries Sector in Sri Lanka”, Guided case studies in value 
chain development for conflict-affected environments, Micro Report # 100, United States Agency for 
International Development (USAID)  

http://www.ips.lk/research/fishery_sector_020708/research%20_highligt_fishery_sector.pdf  
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http://www.ips.lk/research/fishery_sector_020708/research _highligt_fishery_sector.pdf
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Objectives 

• To understand the fishery value chain 
map; 

• Given the long and continued conflict 
situation,  
– to identify its effects on the fisheries value chain; 

– To evaluate the constraints to its effective 
functioning, competitiveness and ability to 
provide participants with economic opportunities 



Methodology 
• General methodology adopted in this study 

consists of three stages of analysis.  
– The first stage is based on value chain analysis and 

the identified opportunities and constraints at 
different stages of the value chain,  

– In the second stage, these would be tabulated 
against various dimensions of the 2 conflicts 
identified  

– In the third stage, qualitative analysis to make 
recommendations based on the above 2 

 



Sri Lankan Marine Fisheries Value Chain 
Map 



Findings 
  Opportuni

ties 
Constraints 

Export 
market  

Unmet 
/increasing 
demand in 
the export 
market for 
Tuna fish 
   
  

Limited supply of quality fish for exporters/processors 
- post harvest losses (poor storage facilities  and 

handling methods) 
- fuel cost 
High operational cost makes difficult to compete with 
other competitors in the export market 
 
High initial capital cost to comply with HACCP standards 

Local 
market  

High 
demand in 
the local 
market for 
fresh fish 

Demand in the local market for imported canned fish 
  
Cheap fish imports for local consumption 
  
Fish catch has been declining over time 
- increase of number of boats 
- use of undesirable and illegal methods  which 

destroys fish breeding grounds 



Findings (contd…) 
  Opportunities Constraints 

Enabling 
Environme
nt 

EU- Generalized 
System of Preferences 
(GSP)scheme provides 
duty free access for 
Sri Lankan fish to 
European markets 
  
Future Opportunities 
to export fish to Japan 
under BIMSTEC 
agreement 
  
EDB support – grant 
scheme for exporter 
to upgrade their 
factories to  
Comply with EU 
standards 
  
Support of Quality 
control division of 
MFAR to comply with 
standards 

• Levies charged by Sri Lankan ports for foreign vessels comparatively high 
• CFC buys 25% of the fish catch of foreign vessels at (lower than the 

market price) fixed prices. 
• Conflicts due to exceeding of boundaries assigned to the country 
• Increasing  Fuel Prices 
• High  air freight charges for edible fish exports 
• High aviation security charges for exports 
• Flight delays and no direct flights for certain countries 
• Difficulties in obtaining health certificates for urgent orders.(MFAR 

works only weekdays and office hours) 
• Delay in refunding VAT for the exporters 
• Poorly targeted ad-hoc subsidies 
• Inefficient use of available institutions and facilities (CFC) 
• Inadequate and poorly targeted Research and Development which does 

not cater to the industry 
• Inadequate infrastructure facilities 
• In remote areas – no proper anchoring places 
- overcrowding of existing harbors and anchoring places 
- Limited space to expansion of harbors due to encroachments 
• Lack of property rights except for few traditional fishing methods (ei. 

Stake net fishing). There are no territories reserved for different 
communities in ocean fishing. Its an open access resource 

• No quality standards imposed on Multiday boat manufacturers 
  



Findings (contd…) 
  Opportunities Constraints 

Inter-firm 
Cooperation 

Initiatives by fisher cooperative societies/ 
federations 
- encourage savings 
- provide loans for boats, nets and engines  
- see fish to supermarket chains 
- natural resource management 
- conflict management 
- collective bargaining (fuel subsidy) 
  
Fishery cooperatives link with NGOs to provide 
training in clean dry fish production 
  
Backward integration by some 
exporters/processors to make sure the quality and 
continuous supply of the product goes to export 
market. 
  
CFC buys certain percentage of fresh fish from 
fishermen in some areas 
  
Good relationship between Multiday fishers and 
small boat (FRP/Canoes) fishers (during off season 
small fishers work in Multiday boats)  
  
  

Poor  coordination among government 
institutions and fishery industry 
- R& D 
  
Conflicts among fishers and  Fishery 
officials , private boat yards, and harbour 
officials 
  
Conflicts among fishers due to 
- inadequate space in the harbors and 

anchoring places 
- increase of number of boats due to 

tsunami donations (non-boat owners 
also received boats) 

- lack of property rights and open 
access to fishery resource 



Findings (contd…) 
  Opportunities Constraints 

Supporting 
Markets 

Government (SLSI, 
ITI)and private 
intuitions (SGS) are 
providing 
laboratory testing 
facilities required 
by exporters  
  
  
Informal credit 
arrangements 
without collaterals  
-provide loans to 
buy fuel and other 
operational inputs 
- sell fish catch 
and charge a 
commission from 
boat owners 

Inadequate  formal credit facilities 
Credit facilities are provided by formal banks to buy Multiday boats if loan 
taker has properties to mortgage. However, credit facilities are not 
provided by such banks to cover operational cost. 
  
Problems with Multiday boat insurance facilities 
  
Remote areas 
– lack of storage facilities and ice 
– lack of transport facilities 
– inadequate supply of water 
– access to fuel stations 
– inadequate credit facilities 
– security services for the boats 
– limited number of traders to buy fish 
  
Low quality standards of majority of  ice plants  
(specially for the exports) 
  
- Low quality of Multiday boats 
  
Inadequate harbour facilities 
-water, ice, fuel, electricity for boat repairing, sanitary  
  
Poor storage facilities at local level results fishers to fish at lower prices 
  



Findings (contd…) 
  Opportunities Constraints 

Firm level 
upgrading 

Knowledge and 
skills of processors/ 
exporter to process 
fish to cater the 
export market 
  
Positive attitude 
towards fishers 
towards 
improvement in 
fishery industry  
  
  
  
  
  
  

High capital cost of Multiday boats 
  
  
High operational cost 
-fuel, ice, food, water, labour 
  
Poor fishing methods 
  
Use of destructive fishing methods 
  
Use of poor technology in Multiday boats 
- no cool rooms 
- bring tones of ice 
- engines 
  
Poor fish handling methods by fishers 
  
Fishing is seasonal and unproductive nature of fish catch  
  
Limited fishing during off-season –especially small boat owners 



Opportunities-constraints-conflict matrix showing Value 
chain trends against conflicts 

  

Opportunities 

Constraints 

Armed conflict Governance failure 

End 

market

s 

 ↑export demand 

 High domestic prices due to low supply 

 Cheap labour due to resettlement of 

displaced people 

 Restriction of movement of market 

players 

 Low competitiveness due to high 

costs 

 High import demand for cheap 

canned fish 

Enabli

ng 

environ

ment 

 Donor funded support 

 BOI concessions (concessions for 

investment by the Board of Investment of 

Sri Lanka) 

  

 Poor security 

 Poor road infrastructure 

 High security/ air freight charges 

on exports 

 Low and inadequate investment 

due to budget deficit and risk 

 Poor social protection 

 High input prices 

 Sluggish services in the public 

sector 

 Poor targeting of subsidies 

 Poor R&D 

 Inequitable allocation of resources 

 Lack of defined property rights 

 Lack of standards for vessels, 

equipments and inputs 

Inter-

firm 

cooper

ation 

 Fisheries cooperatives/ societies/ 

Federations  

 High harbour charges for domestic 

migrant fishers 

 Higher charges for foreign vessels 

supplying fish for exporters 

 Inability to migrate to the North 

and East 

 Conflicts among fishers from 

different regions, due to resource 

scarcity 

 Lack of coordination between 

fishers and harbour officials 

 Lack of regulation for off-shore 

fishing 

Suppor

ting 

market

s 

   Poor transport facilities 

 Limited storage 

 Limited harbour facilities 

 Encroachments of harbour areas 

by displaced people 

 Poor technology 

 Reduced access to micro credit  

 Inadequate formal credit 

 Inadequate insurance 

 Poor facilities in remote areas 

 Low quality standards 

Firm 

level 

upgrad

ing 

 Remittances from migrants  

 Cheap labour due to reformation of people 

 Donor funded support for livelihoods 

 Knowledge and skill base of the processors 

 Positive attitudes 

 Restricted access of fishing 

grounds 

 Restricted off season migration 

 Increased fishing population 

 Destruction of infrastructure 

 Poor availability of technology 

 Exploitative fishing 

 Outdated equipments and methods 



Recommendations 
• In the fish exports, promotional efforts should be enhanced aiming 

at broadening supply capacity on product categories performing 
well in “growth markets” and identifying niche markets for product 
categories performing well in “declining markets”.  

• Promotion of market and trade related research to identify and 
remove specific bottlenecks that impede more dynamic export 
expansion of underachieving product categories, is also important. 

• Favorable export policy environment should be implemented to 
encourage the exporters.  
– The functioning of the value chain should be smoothened by revising the 

procedures, taxes and other security charges. 

– A collective body has to be established to receive complaints as well as the 
suggestions of the actors and stakeholders, evaluate them and recommend 
suitable changes in state regulations. At present there is no such mechanism 
and collective lobbying is almost nonexistence.  



Recommendations (Contd…) 
• Introduction of modern techniques of fishing methods and 

fishing equipment in order to reduce the post harvest losses 
and thereby to improve the quality and reliability of supply.  

• Introduction of incentives to promote adoption of 
techniques that improve fuel efficiency and cost 
effectiveness. example: multiday boats with cool room 
facilities, dual lower power engines 

• Establishing and developing fishery harbours and anchoring 
places with the participation of the value chain actors 
providing the needed facilities (ice, electricity, storage, jetties) 
to enhance the production and minimize costs. Ensuring the 
participation of fishers’ organizations such as cooperatives to 
smoothen the management of such resources is vital. 

 



Recommendations (Contd…) 
• Investment in infrastructure (road network, harbours) in 

marginalized areas should be given higher priority. Speeding up the 
implementation of Southern Airport and the highways will offer great 
benefits to the fishermen from Southern coast.  

• Introduction of satellite technology for locating fishing grounds and 
improving the awareness of fishermen in order to increase supply, 
reduce seasonality, reduce fishing effort and reduce the cost of 
production.  

• Institutions undertaking research and development in fishery sector 
should be well coordinated and closely supervised by a regulating 
body to provide a timely and demand driven service, in addition to 
the present supply driven mode, charging a nominal cess to fund this 
R&E services should be given due consideration.  

• Training and creating awareness among fishers and traders on 
modern fish handling techniques to minimize the wastage  



Recommendations (Contd…) 
• Development of formal credit market through state banks especially for 

small scale fishers to buy their fishing gears, boats, etc. Moreover a 
mechanism for providing insurance facilities for boats should also be 
developed. As an alternative, possibilities of introducing formal 
microfinance should be looked into. 

• Local state institutions should motivate the formation of inter-firm 
linkages by providing adequate incentives. Formation of backward and 
forward integration of different actors should also be encouraged and 
facilitated where it leads to enhanced competitiveness. Further, fisheries 
organizations/cooperatives should be promoted to increase the bargaining 
power of fishermen and to provide other facilities. Research and extension 
system should be linked with fishers’ organizations to promote equitable 
distribution of the benefits of technological innovations. 

• Further research backing is needed on the impact of recent price hikes in 
Southern areas on value chain actors and consumers, possibility of 
harnessing different trade agreements on fisheries value chain 
development and impacts of integrations and commercialization on small 
scale marginalized groups. 

 



Strategies in Improving Availability 

and Accessibility of Milk and Milk 
Products in Sri Lanka 

Study 3 



Outline 

• Background 

• Research objectives  

• Methodology 

– Data collection 

–  Analysis 

• Structure, Conduct, Performance (S-C-P) of 
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Background 

Consumers 
are paying 
high prices 

for milk and 
dairy 

products 

Smallholders 
who are 60 % of 

the dairy 
farmers are 
getting low 

prices 

Imported milk 
powder prices 

are increasing  

What hinders 
the smooth 

functioning of 
the dairy 
market? 



Research objectives 

Provide recommendations to improve market availability and accessibility of milk 
and milk products 

Analyse and quantify market power and market concentration of the dairy sector 

Examine characteristics and market structure of the dairy sector 

Identify and define actors and enabling factors in the dairy sector value chain 



Research Methodology 

 

 

 

 

 

 

• Literature review 

• Key Informant 
Interviews –  

• Large scale 
producers, 
Collectors, 
Processors, 
Importers etc. 

• Government 
officials (Ministries, 
Departments, 
Authorities etc. 

• Policy makers 

• Focus Group 
Discussions (FGDs)-   
smallholders, 
producers, collectors, 
input suppliers  
(FGDs were held in 
Kurunegala and 
Gampaha 

Objective 1 
(identify dairy 
value chain)  



Research Methodology Cont.. 

• Identifying 
different layers 
in dairy value 
chain 

• Producer level 

• Collector level 

• Processor level 

• Importer level 

• Consumer 
level etc.  

• Analyse market 
structure in 
each layer by 
using Structure, 
Conduct, 
Performance (S-
P-C) analytical 
tool 

Objective 2 
(Examine 
market 

structure of 
dairy value 

chain) 

 

 

 

 

 

 
Structure : 
Market structure is the organisational and 
other characteristics of a market 

Characteristics of a market which affect the 
degree of competition between firms and 
their pricing decisions . 

The number and size distribution of buyers 
and sellers 

The existence or absence of barriers to 
entry and exit 

 

 

 

 

 

 

 

 

 

 

 

(HHI Index) 

The number and size 

Conduct / Behaviour  

How does market structure affect 
pricing, output and other decisions of 
businesses within the market 

Are there dominant firms? 

Is there evidence of anti-competitive 
behaviour 

Performance 

Does the conduct of firms give rise to 
efficient outcomes? 

Economic, Social , political outcome etc. 



Research Methodology Cont.. 

• Herfindhal-Hirschman Index  (HHI Index) 

 

 

 

 
• Markets can be classified into three 

types:  

• Un-concentrated markets: where, 
HHI below 1500  

• Moderately concentrated markets: 
HHI between 1500 and 2500  

• Highly concentrated markets: HHI 
above 2500 

Objective 3 (Quantify 
market power and 

market concentration) 

HHI = a2 +b2 +c2+d2   
 



Data Analysis 

• Existing literature were mainly analyzed and 
categorized according to the three main 
objectives 

• Qualitative primary data, from FGDs and KIIs 
were analyzed by using NVIVO-10 qualitative data 
analysis software  

• Secondary data were analyzed through 
spreadsheet applications 
 

  



 

Actors Involved in Dairy Value Chain 
Consumers

Distribution Retailers Wholesalers Agents

Processing and 
importing

Private processors Government firms

Collecting & Chilling Private 
processors/collectors

Cooperatives Local milk processors, cottage 
industry

Production Large scale farms Medium scale 
farms

Smallholders

Input Supply Veterinary Service Animal feed Breed materials



Snapshot of Existing Dairy Value chain  

Domestic Production 

Large Scale 
producers 

Smallholders (1-5 
cows) 

Consumers 

Liquid milk 

Collecting Centers 
Farmer's Collecting 

Centers 

Chilling Center 

Domestic Processing 

Processing 

Packaging and 
Marketing 

Im
p

o
rt

s 

Large scale (over 
20 cows) 

Medium scale (5-
20 cows) 



 
Matrix Analysis 

 
Functions / VC 

layers 

Actors Incentives/Disincentives  Supporting Agencies 

(Influencers) 

  

Input supplying 

  

 Department of Animal Production and 

Health – Veterinary Service 

 Animal feed providers – pvt sector 

  Breeding material providers – NLDB , 

pvt sector 

 Cattle sellers  

  

 Prices of cattle feeds are increasing as 

some of the byproducts of bran, grain, 

dhal, punacks are exporting and not 

available in the local markets. 

 Government procedures in 

transporting cattle discourage dairy 

farmers in buying better breeds 

 Government – introduce 

new hybrid grass varieties  

 Many government 

departments and 

programmes are conducted 

for animal husbandry 

(programme of enhance 

pasture development 

programme) 

Producing Nearly 200,000 producing farms in island 

wide 

 > 17,000 large scale farms 

 >70, 000  medium scale farms 

 > 131,000 smallholders  

 Government provides some 

equipment such as milking cans, 

vitamins, boots etc freely and at a 

subsidized price 

 Lack of flexibility in incentive 

programmes 

 NLDB cattle breeding programmes 

 Cost of production is high 

 Government sponsored 

trainings –foreign 

 Training programmes 

conducted by the 

Department of 

Agriculture 

 DoAPH provides 

training,  extension and 

field services 

Collecting 3000  collecting centers are in island wide 

 >1200 – Nestle 

 >70– Milco 

 District level collectors : Kaduwela 

Cooperative, Nawalapitiya Co-op,  

   Dick-oya Co-op, Cargills, Fonterra etc.  

 Farm-gate price is  determine by 

private companies and cooperative 

societies 

 Occasionally,   some collectors 

maintain fixed prices in buying milk                                                                                         

 Government decides 

minimum price per liter  



 
Matrix Analysis (cont..) 

 Functions / VC 

layers 

Actors Incentives/Disincentives (Supporting 

Agencies) 

Influencers 

Processing Nearly 30  main processors High cost of production (high 

electricity cost, equipment wear 

and tear cost etc.)  

  

Importers 5 main importers   Problems of quality assurance  

  No compulsory standards. Some 

follow Sri Lankan standards & 

some international standards. 

 Law enforcement in import quality 

very poor 

Government has 

imposed a cess on 

imported milk powder 

  

Retailing Local retail agents  Local milk powder producers have 

to pay Rs.125 as trader’s 

commission 

  

Consuming  Local consumers 

 Foreign consumers 

Government promote fresh milk 

consumption 

 Government 

intervenes in milk 

powder pricing 



Measuring Market Power 

Market power at 
producer level 

HHI = a2+b2++x2+ y + 
z…….+ etc….. 

HHI = > 1500 

Un-concentrated 
Market 

Market power  

at collection level 

HHI = 402 + 2.5 2 + x2 
+ b2+ c2 + ……..etc. 

HHI = 1600+ 6.25 + 
x2 + b2+ c2 + ……..etc. 

Moderately 
concentrated market  

Market power at 
chilling center 

level 

 

HHI = 452 + 342 + 
a2+b2+c2 

HHI = 2025 + 1156 + 
a2+b2+c2 

Highly concentrated 
market 

Market power at 
processor level 

 

HHI = 602 + 252 
+x2+ y2 + z2…….+ 

etc 

HHI = 4225 + x2+ y2 
+ z2 

Highly concentrated 
Market  



S-C-P of production layer of dairy value chain 
Structure Conduct Performance 

Seller concentration  

 Large number of producers  

 Homogeneity products     

 No barriers to entry or exit                                                                                                 

Sellers conduct 

 They can sell their products 

to the best buyer they 

choose 

 No agreements between 

buyers and sellers 

Buyers’ market 

 

Food  Security (availability & 

accessibility) 

 

 

 

 

 
Buyers concentration 

 Most of the buyers are 

processors 

 Limited number of buyers 

 Buyers determine price 

based on the quality of the 

product  

Buyers conduct 

 They decide price based on 

quality 

 Use several strategies to 

attract sellers (Eg: provide 

inputs, equipments etc.)  

 Difficulty in entering into 

agreement with sellers 



S-C-P of Collection layer of dairy value chain 

Structure Conduct Performance 

 Few players are  involved 

in the business 

 One player has nearly 40 

percent control of the 

collection in island wide. 

 There are another one or 

two medium level 

players. Others are small 

scale players 

 Collectors can decide the 

price they buy 

 They do quality checking 

when deciding prices 

 There is a small variation 

between players in 

deciding prices 

 

Oligopsony market behaviour 

(large number of sellers and 

few number of buyers) 

 

Food  Security (availability & 

accessibility) 

 



S-C-P of processing layer of dairy value chain 

Structure Conduct Performance 

 Selected number of firms 

 Produce same product in 

different brands 

 Marginal price variation in 

different brands 

 Entry barriers due to high cost 

in establishing, operating, 

equipments, technology etc. 

 Firms can influence on pricing 

 In most cases the decisions of 

one firm influence the 

decisions of other firms 

 Oligopoly market structure 

 

 

 

Food  Security (availability & 

accessibility) 



S-C-P of importer layer of dairy value chain 

Structure Conduct Performance 

 Few number of firms 

 Produce same product in 

different brands 

 Marginal price variation 

in different brands 

 Entry barriers due to 

high cost of technology, 

registration, packaging  

etc. 

 Firms can influence on 

pricing 

 Packaging, distribution 

are done by importers on 

their own 

 

Oligopoly market structure 

 

 

 

Food  Security (availability & 

accessibility) 

 

Firms  can strongly  influence 

on pricing  

Few firms can control the 

market 



Performance – Pricing mechanism  

Infant milk pricing 

(Prices are depend on the brands) 

 
 

 

 

 

Milk powder pricing 

  The    three main factors are : International liquid milk price ($/100 Kg), currency           
conversion   rate  ( Rs/$) and the cost of liquid milk equivalent and PAL +  CIF 5% + Tax 

(Rs.125/1Kg) = Total cost 

 

Total cost + 6%  = Profit claim >>>>> Selling price >>> NBT 2 %  >>>> wholesale price  
>>>>>> 6% retail margin  = Common price  

 

  

 

Milk product pricing 

(Determine by the market)  



Performance – Pricing mechanism  

2008 
Dec 

2009 
July 

2009 
Nov 

2010 
june 

2011 
May 

2012 
May 

2014 
Feb 

Local Price Rs/ Kg 637 600 550 598 647 810 962 

World Price Rs/Kg 463.87 297.39 251.64 388.33 466.99 495.92 682.82 

0 

200 

400 

600 

800 

1000 

1200 

R
s/

K
g 

Milk Powder Prices - International & Local  



Conclusion 

• Dairy value chain is complicated with several actors and 
enabling factors 

• Importers and processors have potentially high market power 
with the capacity for influencing the price in their favour. 
– Few processors/importers have disproportionately high market shares   

– They constitute a oligopsony  market structure in purchasing local 
production from farmers 

– They constitute an oligopoly in selling locally processed and imported 
milk products  

• Opportunities for collusion in price setting are high 

• Implementation of competition promotion strategies is 
necessary to enhance accessibility for consumers and ensure 
fair price for small-holder producers. 

• Government has intervened in pricing of milk powder due to 
high political sensitivity 

 




