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DDF, SADF and the Provincial Ministry.  In general, however, the market linkages between 

dairy farmers and larger companies are still weak.

4. First signs of impact 

Though some of the proposals have not yet been implemented, some initial signs of impact 

resulting from the intervention can be observed after 16 months. First of all, the Local-VCD 

exercise on dairy brought all the stakeholders to one platform, which contributed immensely to 

implementing the proposals and to building capacity in the District regarding the dairy industry. 

To assess the impact of the Local-VCD exercise, a study was conducted, interviewing randomly 

chosen farmers participating in the three main dairy projects, which were also stakeholders in the 

Local-VCD exercise. These are:

1) Sri Abhinawarama Development Foundation (‘SADF’) (12 farmers interviewed of 65 in 

total)

2) Dambadeniya Development Foundation (‘DDF’) (14 farmers interviewed of 40 farmers in 

total)

3) The Provincial Ministry of Land, Agriculture, Irrigation and Animal Production (‘Ministry’) 

(3 farmers interviewed of 520 farmers in total)

4) In addition, dairy farmers outside these projects (‘Other’) (8 farmers interviewed) have 

been assessed.

The dairy farmers received various services from the projects, which are illustrated in Figure 4.1. 

It should be noted, though, that none of the farmers says they received grants or access to new 

technology via the projects.

Figure 4.1: Overview services received from the projects
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Proposal 1

The Sri Abhinawarama Development Foundation (SADF) had initiated a number of activities to 

improve the situation for the surrounding dairy farmers also before the Local-VCD but received 

additional support from the Ministry as a follow up to the Local-VCD proposals. The SADF fresh 

milk centre mentioned under proposal 1 has been established. The van, also funded by the 

Ministry, is currently not used for the distribution of fresh milk, as the recent increase of petrol 

prices made this too expensive but instead it is used to bring boiled milk to the sales centre and 

to bring the excess milk to Nestle. 

All the 14 interviewed SADF farmers bring their milk to the SADF collecting centres, and SADF

distributes the fresh milk to people’s houses by motorbike, produces milk-based products and 

sells the excess milk to Nestle. SADF claims that the demand for fresh milk distribution to 

households is continuously increasing. The demand for the new milk based products is also 

increasing, hence contributing to an increase in the demand for fresh milk, and they are sold

through the sales centre, to school and hospital canteens. All the activities conducted by the 

SADF contribute to a higher price for the fresh milk for the dairy farmers selling their milk to 

SADF. In 2004, the milk farmers sold to Nestle for Rs. 20 per litre fresh milk. Now they can sell to 

other distribution channels through SADF at the price of Rs. 26 per litre fresh milk. The goal for 

SADF is to make it possible to sell for Rs. 35.

In addition, SADF provides technical training to the dairy farmers, in collaboration with the 

Provincial Departments of Agriculture and for Animal Production and Health. 

The Indian company has not been set up yet, but the 520 farmers to provide the milk have 

recently been selected. The Indian company will initially need 30,000 litres a day, which will be 

increased to 60,000 litres a day. This means that the demand for fresh milk will be increased by 

30-50% when the company is established.

Proposal 2

Associations:

Of the dairy farmers interviewed, 11% became new members of an association after the 

implementation of the Local-VCD exercise. The change in membership cannot, however, be 

attributed to formation of a new association but mainly because the farmers change their 

membership to the association belonging to the company that they currently supply to.

Awareness programmes: 

Of the farmers in the Dambadeniya Development Foundation (DDF) project, 57% indicate that 

they received technical skills training from the project. This may refer to the training provided on 

credit, technology, machinery, packaging at the District MSE Service Fair. Fifty percent of the 

SADF farmers also received training on technical skills and 33% of the Ministry’s farmers 

received technical skills training from the Ministry. DDF farmers were the only farmers who also 

received significant benefits from other service providers, mainly from the veterinary services. 

These service providers may have been stimulated by the Local-VCD exercise, though this 

cannot be said with certainty. Only one farmer has received benefits from the SEDD.
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Generally speaking, the farmers indicate that they have increased their personal level of 

knowledge and experience and that the knowledge they have obtained is useful for their personal 

life (95%). More than half of the farmers indicate that the usefulness of the knowledge they 

received increased during the last 1.5 year. This was the case for 75% of the SADF and other 

farmers and for 67% and 29% of the Ministry and DDF farmers respectively. This may also be a 

positive spin-off effect of the VCD exercise, which helps service providers identify needs. 

One of the DDF farmers has started producing milk-toffees, probably as a result of the training 

conducted by DDF. However, although several training sessions focussing on value-addition 

have been conducted, it still turned out to be difficult for farmers to start their own production-

units.

Proposal 3

The majority of the farmers have invested in their business, purchasing high breed cows, building 

a cowshed and/or increasing the number of acres of pastured land with CO3 (best quality) grass. 

Figure 4.2: Signs of expansion of the business

0%

10%

20%

30%

40%

50%

60%

70%

Increased high breed cows Increased cowsheds Increased pastured land

SADF DDF Ministry Other

The total daily volume of production has increased for the majority of the dairy farmers. 

Figure 4.3: Increased volume of total daily milk production – per project
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A large percentage of the farmers have also improved their productivity, having increased the 

production per cow. 
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Figure 4.4: Increased volume of milk production per cow (productivity) – per project
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One of the proposals was to focus on improving the quality of the milk produced. Farmers can 

improve the quality of the milk by upgrading their business in different ways. One way is product 

upgrading, i.e. directly improving the quality of the milk, whereas another way is through process 

upgrading, such as buying better breed cows, providing better feed to the cows and/or using 

more advanced technologies such as artificial insemination and machine milking. Furthermore, 

farmers can upgrade their business through functional upgrading, in which they add value to their 

products, such as starting to produce milk-based products (milk-toffees, yoghurt, curd, etc.), as 

well as through inter-sectoral upgrading, whereby the farmer starts a business in a related sector, 

for example biogas production.

Most of the dairy farmers interviewed have upgraded their business through upgrading the 

product they sell (improve the quality of the milk) and secondly they have focussed on process 

upgrading, such as buying better breed cows, buying better feeding, see Figure 4.5. 

Figure 4.5: Upgrading techniques applied by the dairy farmers in the last 1.5 year – per 

project
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As a result of the above, the operating costs increased for 86% of the farmers but 76% also 

increased their total sales income. The latter is an effect of the increased sales volume (for 57% 

of the farmers) and the increased price (for 95% of the farmers). The differences between the 

different projects are minimal (67% - 83%). A correlation analysis was conducted, suggesting that 

the increased productivity increased the production volume, which increased the sales income 

significantly. In addition, the increased price for many farmers, influenced the sales income and 

the profits of the farmers positively. At the time of the interviews, the average price that the 
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farmers received for a litre of milk was Rs. 23.78. The average production per cow (productivity) 

was 7.44 litres. Farmers were able to sell on average 15.55 litre per day. As a result the farmers

received on average Rs.11,201 for their milk per month. After deducting their expenses their 

profits were on average Rs. 6,618.

Thanks to this, for 70% of the dairy farmers the income from the dairy business has become more 

important over the last 1.5 year. This was especially the case for the Ministry (100%) and other 

farmers (88%) but also for more than half of the SADF (67%) and DDF (57%) farmers. In 

addition, 24% of the farmers argue that the level of security that their dairy business provides to 

them and their family's life has increased. This is positively related to the level of job satisfaction

(as an indicator for decency of work), which has also increased for 38% of the farmers.

Though several farmers have improved their business in terms of sales volume, price and profits, 

and several farmers have upgraded their business, none of the farmers has increased the 

number of workers in their enterprise, even though 16% of the farmers say that the number of 

hours spent on their business has increased. This may be a result of the Local-VCD exercise's 

aim to encourage them to start working full time in their business. Currently 50% of the DDF 

farmers are working full-time on their farm. This is the case for 33%, 25%, and 13% of the 

Ministry, SADF, and other dairy farmers respectively. It also illustrates that although the business 

is growing, for now the farmers are reluctant to hire new workers. 

Proposal 4

As the breeding farm, suggested under this proposal, has not yet been established by SADF, no 

direct impact on the dairy farmers could be found in this assessment. Still 43% of all the dairy 

farmers were already able to invest in new high breed cows during the past 1.5 year. The 

breeding farm would possibly reduce the costs and facilitate the process of obtaining good quality 

high breed cows in the future.

Proposal 5

Since the recruitment of the new officers to conduct Artificial Insemination (AI) services has 

started only recently, there has not been any impact for the farmers assessed. However, the 

study shows that the majority of the farmers used AI before the Local-VCD exercise, which has 

resulted in an increased number of high breed cows. It seems that, to some extent, the farmers 

are managing despite the problematic situation of AI services.

Proposal 6

Generally, dairy farmers tend to sell their milk to the collecting centre of large companies or 

supermarkets, or to the collecting centre of the project to which they are related (e.g. in the case 

of SADF). When studying whether any changes took place in the relation between the farmers 

and their buyers since the Local-VCD exercise was conducted, the result is mixed. None of the 

SADF farmers changed their buyers, which can be explained by the fact that they simply supply 

their milk to the SADF collecting centre. In contrast, 36% of the DDF farmers switched buyers. Of 

the farmers that switched to Milco or Cargills 67% indicate that this change had a positive effect 

on their business, whereas only 1/3 of those that switched to Nestle experienced a positive 
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change. Of the farmers that are not directly linked to an organisation or foundation 50% switched 

buyers. They all switched to Milco and with a positive impact. 

Most of the dairy farmers have no ‘official’ agreement with their buyers but a quarter of the other 

farmers that changed to Milco, now have a written agreement. They indicated that this had a 

positive effect on their business. None of the other farmers or those linked to the Ministry was 

able to negotiate the price with their buyer, and only one of the DDF farmers was able to 

negotiate the price. On the contrary, half of the SADF farmers indicate that they are able to 

negotiate the price with their buyer. This can be explained by the fact that the project itself aims to 

give the farmers the highest price possible. It should be noted that the demand for milk has been 

sufficient and stable over the last years. 

Most of the farmers buy their inputs from their buyers to whom they supply their milk and this is 

especially the case for the farmers who are not involved in any of the projects (75%). However, 

the farmers connected to the Ministry tend to buy their inputs from the veterinary services and the 

farmers linked to the SADF say they buy about half of their inputs from the local market, such as 

retail shops and rice mills. 

Mainly the farmers involved with the DDF receive embedded services in the form of training from 

their buyers (21%) (Milco and Cargills) and suppliers (21%) (Company collector, other 

wholesalers and the Veterinary Services). This was the case for respectively 8% (SADF) and 

17% (SADF and Veterinary service) of the Sri Abhinawarama Development Foundation dairy 

farmers. None of the farmers connected to the Ministry, nor the other farmers received training 

from their buyers or suppliers.

Figure 4.6: Embedded services offered to the dairy farmers – per project
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It can be concluded that there have been some improvements in the farmer - buyer relationship

over the past 1.5 years. Some farmers have changed buyers, which had a positive effect on their 

business. Some have also increased their bargaining power, or receive more embedded services 

from their buyer/supplier.
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5. Learning, conclusion & next steps

The Local-VCD exercise is an effective method to bring the stakeholders together; 1) the 

effort/effect ratio is reasonably low, whereas 2) the sustainability rate is reasonably high, as the 

process remains in the hands of the stakeholders; they merely combine their strengths. 

The cooperation between the public and private sector stakeholders has contributed to achieving 

some of the results that came out of this exercise. The exercise has demonstrated that this 

resulted in a possible change that is likely to have an impact on pro-poor growth. Different 

organisations focus on the same subject, and similar projects operate in the same area. When 

coordination is improved and organisations are aware of the; 1) subjects covered, 2) working 

areas, 3) focus and specialised knowledge offered by other organisations, they are able to more 

strategically use their own resources, increasing the efficiency of the services provided in the 

dairy sector and thereby improving the final outcome of their measures. 

It is interesting to focus on value-addition in order to increase profits and ultimately the farmers’ 

income. However, although several training sessions have been conducted, it still turned out to 

be difficult for farmers to start their own production units. Therefore, when service providers and 

other projects/programmes aim to focus on value-addition, they should also give practical 

assistance regarding the production after the training. 

This value chain exercise had a ‘local’ focus. Normally, in a value chain, it is important to focus on 

both the local and global processes in the chain. However, since the market for dairy is organised 

in such a way that the farmers only sell their milk on the local/national market, the global 

processes become relatively less important. The main reason for this is that the buyers (e.g. 

Milco and Nestle) depend on those small farmers to provide fresh milk. Therefore interventions in 

this ‘local’ sector should mainly focus on local processes, such as local market organisation (e.g. 

collecting systems and business association formation) and improvements in market coordination 

(e.g. access to AI, new technologies), and the quality, productivity and quantity of  milk 

production.

At the same time, the cooperation with the large companies is important in the dairy sector, as 

most dairy farmers receive benefits from the buyers, especially when they change buyers. As the 

main buyers in this industry are large companies such as Milco and Nestle, a value chain analysis 

should also be done on a national level where national stakeholders are invited. As a next step, 

Entergrowth has decided to start a regional value chain initiative in which all four districts covered 

by the project are participating. 
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Annex

Local Dairy Value Chain - Sinhala

Local Dairy Value Chain - English
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