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Supply chain challenges in DD@QNepal(A perspective of buyerseller relationship)

Abstract

This thesis explores the problem in managing buyer seller relationshiprynbdainess in

Nepal In this thesis we have trietb analyze buyer seller relatios hi p based on
model, Kraljic purchasing portfolio, resourceeplendence theory and transaction cost
economics to suggest appropriate governance structure for long term availability of materials
(milk). Under this study6 chilling centers and®25 MPCSs(Milk Produces &o-operative
Society) were observed personally dninformal discussion has been conductedh
concerned partie§armers, cooperative staffs and focal firm staffchis thesis is qualitative

in nature and limited to upstream suppliers of milk only. Our findings showpératership
convenience stratggjoint venture, cedevelopment)s effective to minimize supply risk of

such natural raw material milk where many suppliers with low production capabilities are

available.

Key words: Buyeiseller relationship, purchasing pfotio, supply chain challeres,

governance structure.
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Part -1

1. Introduction

1.1Background

Supply chain management is the managdroémformation, process, goods and funds from

the earliest supplier to the ultimate customer, including disposal (Edtam2004).In supply

chain the company (focal firm) stays at the middle of upstream supplier and downstream consumer
and managede activities of different supply chain members according to the information acquired
from the downstream customerh@ goal of supply chain management (SCM) is to ensure the
effective and efficient movement of materials and information from the suppiiugh to

the end customers (Lee and Billington, 1995). This phenomenon shows the interdependence
and chain link between the supply chain actors. However, the supply chain is not just a chain
of business with one to one, business to business relatiofshi@ network of multiple
businesses ral relationship (Lambert et.4098). Such chain and multiple relationships
among the supply chain actors have made the supply chain management more complex and
challenging. Furthermore, in dairy business the naturepait (raw milk), output (processed

milk), frequency of transaction, relation specific investment by the parties and present market
structure have added more challenges. These phenomenon shows that firm should think about

the appropriate governance sturet and the types of relationship with the supplier.

Our research is concerned with O6supply <chai
(DDC), Nepal 0, a |l eading public enterprises. i
chain challenges frorthe perspective of buyer (Birathagar milk supply schens)pplier

(Mil k producers cooperative society) rel ati c
purchasing portfolio management, resource dependency theory, and transaction cost analysis
and governance structure as unit of analysisanalyze our study on more specific was/

suggested by our supervisor Bjgrn Guvag and considering the suggestion of Professor Arnt

B u v i kridgsthe goroposal presentatioks the degree of asset specificity dneljuency of

exchange is high in dairy business (in this case); these tools of analysis helps to explore the
real situation of buyeseller relationship. In order to collect data for our study, we did two

month field work from June second week to August fiveek, 2008. During the field visit we
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me t Biratnagar Mi | k Supply Schemeos ( BMSS)
Rajkarnikar and other staffs and discussed with them on the above mentioned issues and got
valuable information and publications. Wesalobserved six chillingentres(collection

centrg out of 11 chillingcentresand 25 mi |l k producersdé coopera
120 MPCSs and about 50 cattle farmers and discussed with them (see appeWdexalso

visited DDC central office, Liachaur, Kathmandu and got DDC publications but could not

get opportunity to discuss with officialBue to the political instabilityt that periodnost of

the time there was strike so we could not observe more than this so it may be the weakness of
this study. As mentioned above our study is concentrated on upstream supplier of raw milk

and BMSS, so this study only focuses on the challenges with upstream relationship.

This research is qualitative research based on case stu@xplodatory research desigVe
have started our study by explaining the value chain of DDC (se®)fig.

1.2 Overall DDC value chain

Nepal isunder developedountry located in South Asidhe area of Nepal is 147,181 square
kilometreand population is 23,151,423 (CBS, 20(Hg: the administrative purpose, Nepal is
divided in to 5 development regions, 14 zones and 75 districtsp@iigally, it is divided as

the Mountain districts (Northern part), the Hill districts (Mid part) and the Tarai (plain)
districts (southern partMountain districts covers 35%, Hill districts 42% and Tarai 23%.

The capital of Nepal is Kathmand{see picture in append&1,B2)

Poor road infrastructure and transportation facility, unorgangretitraditional cattle faning,
insufficient cold storagdacility, low price lack of third party logistic support, traditional
supply and distribution system, unstable government policy, influence of bureaucracy, lack of
hi-tech production technology, insufficient information technology etc are the common
features of supply chain challengesdairy business in Nepéke other developing countries

The major challenges in developing and carrying supply chain management in these countries
are stretched infrastructure, fragmented markets and inefficient digtnb{Zubrod, et.al.

1996).
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Supply chain challenges in DD@QNepal(A perspective of buyerseller relationship)

In this competitive world companyds supply
and agile to meet customer requiremer@sit the supply chain management (SCM) in these
countries are affected by various countrgafic factors such as geographical features, socio
economic forces, politictegal system, cultural realities, degree of industrial development
and resource endowment (Razzaql@97).

After the restoration of democracy in 1991, Nepal government follothedpolicy of
liberalization and privatization. This mean foreign investment as well as private sector were
encouraged to invest in different sector. As a result it not only led the country towards the
industrialization but also brought competition. Iretfield of dairy, before restoration of
democracy there was only oBairy Development Corporation (DDC, Nepal)to serve the

dairy product in the country. After the restoration of democracy, due to the changes in the
government policy private sector alsntered in this field but they are still emerging and

operating in small scale.

Dairy Development Corporation (DDC, Nepal) is one of the leading public enterprises
(Government owned) which collects milk, produces diary product and distributes them to the
customers. Dairy Development Corporation (DDC) was established in 1969 with the main
objectives of providing guaranteed market and fair price to the rural milk producers and
supplying hygienic pasteurized milk and other standard dairy products to the urban
consumers. This corporation was established by the governmehifitothe following
objectives (DDC2000):

1 Provide a guaranteed market for milk to the rural farmers with fair price.
1 Supply pasteurized milk products to urban consumers.

1 Develop organizednilk collection system to meet increasing demand for pasteurized

milk and milk products.
1 Develop an organized marketing system for milk and milk products in urban areas.

To fulfil these objectives DDC collects milk from farmers and diary cooperativesgsex it

and distributes it through its own retail chain and other independent distributor.

Acharya B.H. and Basnet M.R009) 9
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At present DDC is facing some problems in collection of milkutbl the increasing demand

due to the lack o$trategic supply managemebBiairy faces two typeesf seasonal challenges,

one islean seasoriApril-July) when milk production is low but demand is high and another

is flush seasorfAugustMarch) when milk production is high as comparedeianl seasorin

lean season DDC is not getting sufficient milknfréhe dairy cooperatives where as in flush
season D DGy allltbeamslknad supplied by the cooperatives. This is a main problem.
At present, under DDC there are seven milk supply schemes in different parts of the country
(see tablel).

Thefigure-1 given below shows the supply chain relationship between actors from upstream
suppliers to downstream suppliers of BMSS. Heeond tier upstream supplieese the
farmers who are the producer of raw milk. They produce milk in small quantity and supply it

to nearest dairy coperatives. In Nepalese context milk farmers are concentrateattimern

hilly area but they are scattered and doing their businasspirofessional wayMost of them

are uneducated and they have taken livestock farming as theijobides a result milk
production is very low. Whatever is the milk production, first they try to sell it in nearer
market instead of dairy cooperative because they get better price from local consumers as
compared to dairy cooperatives and they also saresportation cost. Hergricing is the

main demotivational factor to the farmer which forces them to sell in local market not to
dairy cooperatives as a result BMSS/MPCS has failed to get sufficient quantity of milk from
farmer to meet its requirementn@he other side, many consumers from rural area as well as
urban area prefer raw milk as compared to processed milk because they are not conscious
about the processed milk is good for their health. So this phenomenon has also increased easy

market acces® the farmer in their local market.

Moreover, whatever is the surplus milk after selling in local market farmers bring it in Milk
Producer Dairy Capperative Societies (MPCS). It is thest tier upstream supplieof BMSS
operated by local farmers inglendently.These MPCSs collect milk from the farmers and use
porter, cycle and horses as means of transportation to transport milkhifing centresand

other collectiorcentresFirstly, Dairy cooperativeslsoprefer to sell milk in local rarketand
thenonly whatever is the surplus they sell it to BMSS because they get better price from those
buyers as compared to BMSS. Most of the local customer (institutional and individual) who

donot have direct contact t o tddirg codparativee r t h e
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Supply chain challenges in DD@QNepal(A perspective of buyerseller relationship)

because they think that this raw milk is more pure with fat as compared to processed milk.
This phenomenon has also increased @asiket acces$o the dairy cooperatives in their
local market. Dairy cooperatives are many in numbetsanbuone is capable to supply the

sufficient quantity as required by BMSS.

BMSS is our focal firm which produces pasteurized milk and milk products and supply it
through its own and independent distributors to the ultimate custolneodlects milk from

its collectioncentres and chilling centresscatteed in different places, mostly inilly area

from three hours drive to 6 houmlthough it useswo layer dowrstream suppliershere is

no channel conflicbecause production of milk and milk producvesy low as compared to

market demandSee pictures in append)

Matrial flow .
J Upstream Downstream
e 1l
<6
Local Loca Private dairy Other distributor

customers

i  d
Farmers Chilling Final
cooperatives  centres consumers
Second tier Firsttier Focal firm Own distributors Endt
. . i i cusiomers
suppllers suppllers (BMSS) First tier customers

v

<
<

Information flow

Figurel: BMSSupply chain relationshigmodified from Harrison & Hoek, logistics management and
Strategy, 2° edition, page8, 9).
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This picture showshe interesting and challenging scenario faced by the supply chain actors.
Especiallythe relationshifpetween MPCS and BMSS is deteriorating due to lack of strategic
supply managementThese situations encouraged us to do research work in this fidddtso t
we focused oustudy to explorethe relationship betwedruyer BMSS) and supplier (MPCS)

and tosuggest measures to overcome it.
1.3 Framework of the research

We have carried out a number of tasks to complete the proposed research because our study
concern with examining the real situation of relationdhgween BMSS and MPCSsd

provide some suggestive measures to overcome the challenges based on research findings.
Basically framework of this research covers following chapters:

Introduction Backgound and overall value chain
Dairy development in Nepal

Review of literature

Research methodology

Analysis and discussion

= =/ =2 = -4 -2

Conclusion and recommendation
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Part-2

2. Dairy development in Nepal

In Nepal dairy development activities begin in orgadizay in 1952 with an experimental
production of Cheese. It led to the establishment of Yak Cheese factory in Langtang of
Rasuwa district unddfood and Agriculture organization (FA@Jsistance in 1953. In 1954 a
dairy development section was establislieder the department of agriculture (DOA) and
also a small scale milk processing plant was started on experimental basis in Tusal, a village
in Kavre Palanchowk district in the central region. In 1956, a central dairy plant with an
average milk processintppacity of 500 LPH was established in Lainchaur, Kathmandu with

the financial assistance froNewZealandand technical assistance from FAO.

A Dairy Development Commission was formed in 195Bhe Dairy Development
Commission converted into the dairy depment board in 1962 and this board was
converted to the Dairy Development Corporation (DDC) in July 1969 under the corporation
Act 1964.

Gradually DDC set up more milk supply schemes to meet the growing demand of processed

milk and milk products. Theyra-

Table1: Name of milk supply schemes in Nepal

S.N. Name of supply Scheme Established on:
1. Kathmandu Milk Supply Scheme (KMSS) 1956
2. Biratanagar Milk Supply Scheme ( BMSS) 1973
3. Hetauda Milk Supply Scheme ( HMSS) 1978
4. Dairy productprodudion andsales and distributioschemé& | 1979
5. Pokhara Milk Supply Scheme ( PMSS) 1980
6. Lumbini Milk Supply Scheme ( LMSS) 1990
7. Mid-Western Milk Supply Scheme ( MWMSS) 2000

Source: DDC(2000

Acharya B.H. and Basnet M.R009) 13
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*Dairy product production and sales and distribusgheme produces only milk products
such as cheese, Paneer, mozzarella, chhurpi etc and does not sales milk.

A SkimmedMilk Powder Plan{SMP) was established in Birgtgar in 1991 which reved
DDC from problem oMilk Holiday, (the word coined to reféhe das on which milk isnot
procured from the farmers by the DDC).

2.1Milk Collection Programme

DDC have been collecting cow, buffalo and nak/ chauri milk from 33 districts. Milk is
collected through the farmers owned organizations: Milk Producers eCatofe Societies
(MPCS). Its present milk collectiometwork has spread from lllam in the East to Surkhet in
the West. The table below shows the number of milk supply schemes currently running under
the DDC, the number of MPCS associated with the suppigmes and the district covered

by these milk supply schemdSee picture in appendiB3)

Table2: Name of milk supply schemes, no of MPCS and district covered

S.N. Schemes No. of Districts covered
MPCS

1. | Kathmandu Milk Supply 484 Kathmandu lalitpur, Bhaktapur, kavre
Scheme(KMSS) Sindhupalchowk, Dhading, Chitwan

2. | Biratanagar Milk Supply 140 Morang, Saptari, Sunsari, Jhapaani,
Scheme(BMSS) Dhankutta, Terathum

3. | Hetauda Milk Supply 127 Makwanpur, Bara, Rautahat, Sarla
Scheme(HMSS) mahottari

4, Pokhara Milk Supply Schem 58 Tanahu, Kaski, Lamjung
(PMSS)

5. Lumbini Milk Supply | 63 Plapa, Nawalparasi, Rupande
Scheme(LMSS) Kapilbastu

6. Mid-western ~ Milk  Supply 52 Banke, Bardiya, Surkhet, Dang
Scheme(MWMSS)

7. Dairy product production an| 32 llam, Panchthar, kavre, Ramechh
sdes and distribution scheme Dolakha, Solukhumbu, Nuwakot
Total 898 36

Source: DDC(2006/07)

Acharya B.H. and Basnet M.R009) 14



Supply chain challenges in DD@QNepal(A perspective of buyerseller relationship)

2.2 Collection Network

The collection network under different Milk Supply Scheme is presented below. A total of 45
chilling centres(CC) established under the Milk Supply Schemes are in operation across the
countryfor chilling the milk collected from the MPCS$he main purpose of these chilling
centress to preserve the quality of milk during the period of collection dk finom MPCSs

to delivery up to the DDC plantdetauda Milk Supply Scheme, Lumbini Milk Supply
Scheme and MiWestern Milk Supply Schenteanshipraw milk to Pokhara an&athmandu

Milk Supply Scheme to cater the demand of those areas because their lseesssemall in

the local marketBesides these chillingentresDDC also collects milk directly in the factory

gate.

Table3: Name of milk supply schemes and no of chillaggtres

S.N. Schemes No of Chilling centre
1. Kathmandu Milk Supply Schem{&MSYS) 17
2. Biratanagar Milk Supply Schen{BMSS) 11
3. Hetauda Milk Supply Schen{eiIMSS) 8
4. Lumbini Milk Supply ScheméLMSS) 6
5. Pokhara Milk Supply Scheme (PMSS) 3
6. Mid-western Milk Supply Scheme (MWMSS) |3
Total | 48

Source:DDC (2006/07)
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2.3 Production capacity

Thetable below shows thgroduction capacities of different Milk Supply Schemes under the

DDC.

Table4: Name of milk supply schemes and their production capacity

S.N. Scheme Capacity: per shift/daylitre)

1. Kathmandu Milk Supplh\scheme (KMSS) 75000

2. Biratanagar Milk Supply Scheme (BMSS) | 25000 and 3 m. ton powdf

milk

3. Hetauda Milk Supply Scheme (HMSS) 15000

4. Pokhara Milk Supply Scheme (PMSS) 10000

5. Lumbini Milk Supply Scheme (LMSS) 2500

6. Mid-western Milk Supply Schme (MWMSS) | 8000

Total | 135500

Source: DDC(2006/07)

Since past few years, milk production in the milk shed areas of the DDC has been increasing

to a great extent. Consequently, the DDC could not buy all the milk offered by the farmers

especially duringhe flush season. As a consequence, it had to impose Milk Holiday on

certain days during the period. On the other hand, during the lean season DDC had been

importing skimmed milk powder to meet consumer demand. To mitigate this problem, with

the assistancef Danish government, a Skimmed Milk Powder Plant was initiated in 1991 in

BMSS and is in operation since December1994. Capacity of this plant is 3 metric ton of milk

powder per dajrom 40000litres of milk.

Acharya B.H. and Basnet M.BR009)
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2.4 Sales and distribution management

A goalof any producer is to ensure that the product reaches the ultimate customers. Therefore
distribution of any product to their respective places must be considered seriously so that the
products are available to the consumers at the right time in thelaglet with minimum cost.

To achieve these objectives DDC has managed the different types of sales and distribution

channeldor its Milk Supply Schemes, which are as follows:

Table5: Name of milk supply schemes and distribution channels

S.N. Scheme Franchise | Booth | Sales | Dealer| Distributor
centre

1. | Kathmandu Milk Supply Schem 1066
(KMSS)

2. | Biratanagar Milk Supply Schem 122 2 36 3
(BMSS)

3. | Hetauda Milk Supply Schem 185 2 4 1
(HMSS)

4. | Pokhara Milk Supply Schem 109 1
(PMSS)

5. | Lumbini Milk Supply Schemg a7 1 9
(LMSS)

6. | Dairy product production an| 11 3 5
sales and distribution scheme
Total 11 1529 |9 49 9

Source: DDC(2006/07)

The DDC distributes milk through a network of mgtarlourrun by DDC itself and milk
booths operated by itk vendor on commission basis in urban areas. The milk is made
available in such milk booths for few hours during the early in the morning and afternoon,
while in case of milkparlourit is open throughout the day and deals with both milk and milk
producs. The other strategy undertaken by DDC for its distribution of various milk products
are, franchise, dealer and distributor. These channels are provided with a fixed commission
based orthe dairy products they have purchased but there is one conditioheattto them is

they have to purchase at least minimum quantities of milk products per month as prescribed

Acharya B.H. and Basnet M.R009) 17
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by the DDC these channels also sales milk under the same commissiorasasmplicable to
milk booth.

2.5Birat nagar Milk Supply Scheme (BMSS)

Biratnagar Milk Supply Scheme (BMS@&gs established in 1973 at Kanchanbari, Biratnagar
in eastern development region of Nepglthe assistance of the government of Netherlands.
After the establishment of BMSS, the mifkoducers of Morang, Jhapaarh, Sunsari,
Saptari, Dhankutta and Tethum districts have got a regular market and the consumers of
urban areas of Morang and Sunsari districts are gettyggenic pasteurized milk and milk
products regularlyThe table below shows the places of chillcgytire, number of chilling
centresunder the BMSS, district from whiah collects milk, number of MPGSassociated
with BMSS, capacity of each chillingentreand dailyaverage milk collection (irlitre). (See
picture in appendisB4)

Table6: Name of BMS8 shilling centrestheir location and capacity

S.N. | Name of| District No. of | No. of | Capacity | Daily average
Chilling centre chilling centre| MPCS milk collection

1. | Fikkal llam 1 17 6000 3500

2. | Tinghare [lam 1 17 5000 5000

3. | Biblate llam 1 16 4000 3000

4. | Kutidada llam 1 10 3000 1500

5. | Puwakhola llam 1 12 6000 5000

6. | Salakpur Morang 1 3 1000 300

7. | Hile Dhankuta | 1 9 3000 1500

8. | Chitre Terhathum| 1 19 3000 6000

9. | Kanchanpur Saptari 1 11 1000 300

10. | Surunga Jhapa 1 6 1000 1500

11. | BMSS plant Morang 1 600
Total 6 10 120 33000 28200

Source: DDC Q006/07
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2.5.1 Production and sales of milk and milk products in BMSS

BMSS produces andleals with different types of dairproducts. Thetable showthe

production and sales of milk and milk productsidg the different fiscal year.

Table7: BMSS milk production and sales

In metric tones

Fiscal Year 20045 | Fiscal Year 20096 | Fiscal Year 20007
>N Particulars production | Sales | production | Sales | production | Sales
1. Milk collection | 8430 - 8417 - 8478
2. Processed milk | 10754 3322 | 11716 3209 | 10955 3115
3. Skim milk | 529 - 548 - 505 -

powder

4. Ghee 283 96 334 96 389 127
5. Butter 349 5 364 5 325 8

6. Yogurt 331 330 | 516 512 | 815 812
7. Paneer 2 2 5 5 10 10
8. Ice-cream - - 0.52 0.48 |0.58 0.4
9. Cheese - 3 - 3 - 3
10. | Lalmohan - - - - - 5
11. | DDC fresh - - - - - 6

Source: DDC 2006/07%
2.5.2 Distance between chillingcentre and BMSS

BMSS collects milk from its collectionentressituated in different places. The table below
shows the disinces from the BMSS plant to different collectaantre Salakpur, Kanchanpur

and Surunga is situated in the plain area and connected to national highway where as other
remaining places are situated in the hilly area connected with the link road. Ttatispor

time in this hilly area takes longer time in comparison to plain laeeause road in the hilly

areas are too steep and down as well as imeneling The table below shows the two way
distance from BMSS plant Biratnagar to different chilloaptreso BMSS Biratnagar plant.
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Table8: Distance between chillingentresand BMSS

From To (chilling centreg Distance in(Km)
Biratanagar Fikkal (Illam) 272
Biratanagar Tinghare (lam) 292
Biratanagar Biblate (lam) 356
Biratanagar Kutidanda [(lam) 344
Biratanagar Puwakhola lfam) 396
Biratanagar BudhabareJhapa) 230
Biratanagar Salakpur (Morang) 52
Biratanagar Hile (Dhankuta) 196
Biratanagar Chitre (Tethathum) 240
Biratanagar Kanchanpur $aptari) 172
Biratanagar Surunga (Jhapa) 196

Saurce: BMS$2008)

2.5.3 Transportation

Transportation is
customer with right amount at the right place at the right tBMSS owns 13 vehicles for
collection and distribution of nmkl Besides these vehicles it also hires if necesJémy.table

below shows the pefehicle transportation capaciy:

Table9: Transportation facilities in BMSS

concerned

wi t h

S. N. Types of vehicles Number Capacity

1. Tanker (Milk collection) 8 6810litre

2. Minibus (distribution) 2 6000 packets
3. Truck (distribution) 3 10000 packets

Source: BMSS2008)
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2.5.4 Warehousing facilities(Storage)

The table below shows the present storage capacity of BBI&&r and Ghee are stored for

longer period up to six monthshere as milk and yogurt is storéat shorter periodDuring

the festival season 500aA®000litres of additional milk is storeds per deman(see table

10)

Table10: Warehousindacilities in BMSS

S.N. Product Capacity Storage time
1. Milk 30 MT 12 his
2. Butter 50 MT 12 hrs
3. Yogurt 10 MT 12 hrs
4. Ghee 30 MT 12 hrs

Source: BMSS2008)
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2.6 Research problem

Supply chain management is more interesting, practical and emerging concept. Under the
supplychain management effective coordiion between buyer and seller is an important
determinant of firmsd competitiveness wunder
increasingexternal uncertaintiesand lack ofinter-organizational arrangement8MSS is

facing problem in efficient tbw of milk. With view of this problem we are very much
impressed, so we selected the research topic related with supply chain challenges in respect to
buyer seller relationship.

Dairy market in eastern region is characterized by small number of buyexsfijchas) and

large number of scattered suppliers. Although suppliers are large in number but their quantity

of supply is small; means each supplierds co
hand demand of milk is high. Due to the entry efwnplayers in this dairy business the

present milk market seems more complex and challenging. So in this situation it is necessary

to analyze present market structure of milk. We haveuseB the t er 6 s f i we f or c

examine the present market sture.

Most of dairy cooperatives are operating independently but due to problems like; political
instability, switching profession, low profit margin, government intervention etc. many
MPCSs are shutting down. This phenomenon has increapety snarket coplexity butthe
BMSS isstill adopting traditionasupply strategy.

In absence of strategic supply management, BMSS has been gradually losing its control over
milk suppliers and supply risk is increasing. So to explore this situation and to identify
appopriate supply strategy we have uded a | j i c dtsgeneral dded is to minimize

supply risk and make the most of buying power (Kraljic, 1983).

On the other hand, due to low supply capabilities, easy market access in local market,
availability of altenative buyers (private dairy) to MPCS, dependency of buyer on supplier
has increased. BUBMSS has no any specific organizational arrangement to structure
relationship between suppliers. So to explore this situation we haveassenice dependence

theory One implication of resource dependency theory for the organization offinmter
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relationship is that firms facing different dependency condition will structure their relations to
exchange partners in as favable a manner as possible (Buvik, 2001).

Dairy cooperatives collect milk from local farmers and both farmers and MPCSs prefer to sell
milk in local market because they get better price than BMSS so that BMSS is not getting
sufficient quantity. Moreover many MPCSs are not following the contract wleiieering

the milk to BMSS and they show opportunistic behanid his situation is may be the result

of share on transaction specific investment. If we look surfacely we can see that DDC has a
huge supplier specific investment in comparison to MPCSvé&hbave used Transaction cost
analysisto explore the present relationship between BMSS and MPCS in respect to specific
investment and opportunistic behawidecause a fear of dependency may discourage some
customers from establishing a close relationghiphe first place. For example, customers
that need to make investments in suppkgrecific assets face the risk of subsequent supplier
opportunism in the form of price increases (Williamsb®96. Transaction cost consists of

the costs of using the arket to make a transaction and to gather the information to make
those transaction®Ve have also tried to analyze the problem from the governance structure
point of view because governance structure determines the degree of relationship between the

parties.Following are the prime questions of under this research:

What is the present situation of milk market?
What kind of supply strategy will be appropriate for milk product?

What is the dependence position between buyer (BMSS) and supplier (MPCS)?

= =A =2 =4

How do buyerseller relationships can be improved to ensure long term availability of
milk?
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Part-3

3. Literature Review

Under this chapter relevant theohas been discussdd explore ourresearchproblem.
Porterds model o @&xploreb suatian ofd presentursilk market. Kraljik
purchasing portfolio model has been used to analyze purchasing strategy dfavekplore
buyer seller relationship and their dependency resource dependency treemgction cost
analysisand governance strucashas been discussed. The brief of these theories has been

presented below.
3.1 Market structure analysis

The core of the framework, drawing from the industrial organization tradition, is that in any
competitive industry there are five basic competitivecds at work (see figure: 2). The
collective strength of these five forces determines the fundamental potential for firms in the
industry to earn returns on investment in excess of the opportunity cost of capital. Thus the
collective strength of the fiveofces is essential determinant of industry attractiveness, one of

the important building blocks in strategic planning (Porter, 1983).

According to Porter (1980), industries are comprised of firms that produce close substitutes;
but t he f i r maveonment rhas eat ¢ommown estruckure, consisting of five

competitive forces. These forces are:

1. Threat of new entry

2. Intensity of rivalry among existing firms
3. Pressure from substitute products

4. Bargaining power of buyers

5. Bargaining power of supplis

The five forces determine industry profitability because they influence the prices, costs, and
required investments of firms in an industtile elements of return on investment (Porter,
1985)
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POTENTIAL
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substitute products
or services

SUBSTITUTES

Figure 2: Forces Driving Industigompetition (Porter, 1980, pp 4)

According to Porter (1980) there are six major sources of barriers to entry: economies of
scale, product differentiation, capital requirements, switching costs, access to distribution
channels, and cost disadvantages peaelent of scale. Besides these factors government

policy and expected retaliation of potential entrants are also the factors of entry barriers.

Rivalry occurs because one or more competitors either feels the pressure or sees the
opportunity to improve pdon. In most industries, competitive moves by one firm have
noticeable effects on its competitors and thus may incite retaliation or efforts to counter the
move; that is, firms are mutually dependent (Porter, 1980). According to Porter intense rivalry
is the result of a number of interacting structural factors such as; numerous or equally
balanced competitors, slow industry growth, high fixed or storage costs, lack of
differentiation or switching costs, capacity augmented in large increments, diverse

competitors, high strategic stakes and high exit barriers.
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Substitutes limit the potential returns of an industry by placing ceiling on the prices firms in

the industry can profitably charge. Substitutes not only limit profits in normal times, but they

also reluce the bonanza an industry can reap in boom times (Porter, 1980). Porter further
argues that substitute products that deserve the most attention are those that (1) are subject to
trends improving their prieperformancetrade offwi t h t he iuctdorg2) ar¢¢ 6s pr

produced by industries earning high profit.

The power of each of the industryodés importart
depends on a number of characteristics of its market situation and on the relative importance

of its purchaes from the industry compared with its overall business (Porter, 1980).
According to porter in the following situation buyer group becomes powerful: if it is
concentrated or purchases large volumes relative to seller sales, the products it purchases from
the industry represent a significant fractic

purchases from the industry are standard or undifferentiated, it faces few switching costs, it

earns low profits, buyers pose a credible threat of backwadgint at i on, t he i ndus
i S uni mportant to the quality of t he buyert
information.

But in views of Porter, as the factors described above change with time or as a result of a
companyOos st r atorahgthepowdrefdbuysrs rises er fallsn

Supplier can exert bargaining power over participants in an industry by threatening to raise
prices or reduce the quality of purchased goods and services. According to Porter (1980) a
supplier group is powerfuf the following apply: it is dominated by a few companies and is

more concentrated than the industry it sells to, it is not obliged to contend with other
substitute products for sale to industry, the industry is not an important customer of the
supplier g ou p . The suppliersé product i's an i mp
supplier groupbs products are differentiated

group poses a credible threat of forward integration.

Besides the above mentexh five forces Porter (1985) has also indicated another forces;

government as a force in an industry.
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Government at all levels must be recognized as potentially influencing many aspects of
industry structure both directly and indirectly. In many industrggsszernment is buyer or
supplier and can influence industry competition by the policies it adopts. Government
regulations can also set limits on the behawvif firms as suppliers or buyers. Government
can also affect the position of an industry with fitbtes through regulations, subsidies, or
other means. Government can also affect rivalry among competitors by influencing industry
growth, the cost structure through regulations, and so on. Thus no structural analysis is
complete without a diagnosis bbw present and future government policy, at all levels, will

affect structural conditions.

At the broadest level, firm success is a function of two areas: the attractiveness of the industry
in which the firm competes and its relative position in that strgu Porter argues that five
underlying forces of competition determine the industry attractiveness. The collective strength

of the five forces model determines the potential profit of an ind(i3oster, 1998)

In this context Porter suggests to followe of the three recommended strategies presented in
figure: 3 because these are the options that would give firm the ability to secureratiér/o

position in industry, given the intensity of the five competitive forces.

STRATEGIC ADVANTAGE

Uniqueness perceived

Low cost position
by the customer

I§ Industry wide OVERALL
li: y DIFFERENTIATION COSTHADERSHIP
O
0]
| |
|_
&
b~ Particular FOCUS
Segment onl

Figure 3: Three Generic Strategies (Porter, 1980, pp 39)
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Porterds three r e towvanoos difttrendiatian andfaduseFgdusecan ba r e
of two kinds: cost focus differentiation focus Porteros mo d e | of g
encompasses the mastrategic options that firms pursue regardless of the type of industry

and the firmbébs business.

One of the critical comments made of the five forces framework is its static nature, where as

the competitive environment is changing turbulenlgragiannopmulos et.a 2005.

3.2 Purchasing portfolio management

Purchasing models have their foundation in
management of equity investments. Since, then portfolio models have been widely used in
strategic planning, esstally at strategic business unit levehter one of the most famous
portfolio models was introduced byrdjic (1983) (see figure 4). His modelhas greater

applicabilityto classify resources and suppliers in procurement management.

- A
e
2 S Il v
2 T
@
v Materials management | Supply management
T .
> c . ..
& O Leverage items Strategic items
9 3
o
— ©
55 c
2°
Sagd
8¢ 8 | i
Lo
28g
=5 5 Purchasing management| Sourcing management
c°g
8% L .
% 8 s Noncritical items Bottleneck items
£84
225 |z
£E0a |0
v —
Low High

Complexity of supply market
Ciiteria: supply, monopoly or @bpolyconditions, pace of technological
advance, entry barriers, logistical cost and céemjty, and so on.

»
»

Figure4: Purchasing portfolio model (Kraljic, 1983)
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Whenever a manufacturer must procure a volume of critical items competitively under
complex conditions, supply managementelevant. The greater the uncertainty of supplier
relationships, teaiological developments, and/or physical availability of those items, the

more important supply manageméeicomgKraljic, 1983).

To ensure long term availability of critical materials and components at competitive cost, a
host of manufacturers will hate come to grips with risks and complexity of global sourcing.
Others that already source on a global basis must learn to cope with uncertainties and supply
or price disruptions or an unprecedented scale. Instead of simply monitoring current
developmentsmanagement must learn to makents happen to its own advantage (Kcalji

1983).

Accordingto Kaljica f i rmés supply str at stqtggictnpgtenoeds on
of purchasing2) complexity of supply markeisee figure 4). In first stephe suggestedour

typesof strategy purchasing management, sourcing management, materials management, and
supply managemerfor different kind of product categorized based on profit impact and

supply risk. Purchasing managemeetersto noncritical prodicts, sourcing management

refersto bottleneck products, materials managemefdrsto leverage products and supply
managementefersto strategic productdn second stephe suggested for map
strength and suppl i geatedsin steplr la lagg $tdp hef suggestedafdr e g o 1
developing action plan® diversify, exploit or enter in balanced relationsHipe general key

idea of Kraljic model is to minimize supply risk and to make mast of buying power

(Kraljic, 1983, p.112).

Underthe another modéDIsen and Eram (1997 have usedwo dimensionsdifficulty of

purchase situation and the strategic importance of purdbaskassify products into four
groups; leverage necritical, strategic and bottlenediSee figure 5). The first dimension

difficulty of purchasing situation will depend on a ranking of different items such as product
novelty and complexity, supply market characteristics and environmental characteristics such
as risk and uncertaintyAs for second dimensionhé strategic importance of purchase will
depend on competence factors, economic factors, and image factors such as brand and safety.
This first normative step represents an ideal situation correspond to the distinctive froups.

second step they suggestedanalyze the supplier relationships for categories created in step
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1 on two dimensions:strength of buyesupplier relationship and supplier attractiveness.
According to them, supplier attractiveness will depend on financial factors, performance
(delivery, quality, and price, technology and innovation, and organizational culture and
strategic factors. Strength of relationship will depend on economic factors, exchange
relationships, ceperation and distance between the buyer supplier (social, cultural,
technological and geographical distande)third stepthey proposed following strategies and

action plans for different categoriesNe |l | or e and :S"derquist, 2000)

1 In case of low attractiveness, the strategy could be to change supplier if the
relationshipis weak. With a strong relationship, it might be recommended to develop

the suppliersdéd capabilities.

1 With high attractiveness and strong relationship, the strategy could be to reallocate
resources among different activities in order to maintain a stelagonshipand to
continue to encourage the supplier to develop sthtee-art performance, thus

maintaining attractiveness.

1 Low to average strength of relationship together with lmginoderate attractiveness
implies long term resource allocation imder to strengthen the relationship. In short

term, improve relationship by improving communication.

10
High| Bottleneck Strategic
Difficulty of
managing
the purchase
situation
Low| Non-critical Leverage
1
1 Low 5 High 10

Strategic importance of purchase

Figure5: Portfolio model (from Olsen and Ellram, 1997)

Acharya B.H. and Basnet M.R009) 30



Supply chain challenges in DD@QNepal(A perspective of buyerseller relationship)

The purchasing portfolio matrix plots company buying strength ag#ia strengths of the

supply markets and can be used to develop counter strategies (KE8[sJ.

Under the portfolio approactglmost all author use basically same step@lellore and
S“"derquist, 2000):

1 Analysis of the products and their classification;
1 Analysis of supplier relationships required to deliver the products; and

1 Action plans in order to match the product requirements with the supplier

relationships.
3.3 Resoure dependency theory

Onearly work on social exchange theory Emerson (196@)as suggested that after agreeing

to exchange product for money, buyers and suppliers enter a state of interdependence in
which each party is in a position to facilitate ortend t he sati sfaction of
needs and want#\s a result each party to exchange enjoys power based on the degree of
dependence experienced by the otfidis dependence derives from two different factors. A
buyer 6s power sationwfghe attractimeneas ofctteeimdwn resources and the
supplierdés freedom to obtain resources from
derives from the attractiveness wftoobthirei r 0 W

resources from o#r organizationgRamsay, 1996)

Resource dependency theory says that those organizations that depend on other organizations
or environments for resources are controlled by those organizationghich they are
dependent. In such process of dependencybéiaviars of dependent organizations are
regulated by the organizations avhich they depend (Pfeffer and salancik978. As
organizations cannot be selépendent and autonomous, they have to depend upon their
organizationsln this way, the dependeatganizations need to balance their dependency with
other organizations in order to get rid of the control of the other organizations on which the

dependent organizatis rely (Pfeffer and salancik978).

Resources include money, materials, persqgnim@brmation and technology. All these

resources are important ingredients of organizational resources so that all organizations need
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to effectively function.If organizations lack any of these resources, they must effectively
interact with others who ctrol the resources (Pugh & Hickson, 1997jeffer and salancik
(1978) think that interdependence with other lies in dkailability of resources and the
demand for them. This interdependence may takdgorm of direct dependence of the seller
organizatbon or its customers of mutual dependence of seller organizations on potential

customers for whom thegompetgPugh & Hickson, 1997).

According to the resource dependency theory, three conditions are responsible for defining
the extent or degree of dependg of an organizatiorfPfeffer and salancikl978). First
condition is the importance of resource in the organization. The importance of resource in
organization is determined by taking into account the demand and the supply of resources or
by assessinghe severe consequence if resources are not availablese€badcondition is

how much discretion those who control a resource have over its allocation of use. This
conditionalso suggest that if those who control resource have completely free accesslto it

can make the rules about it, then an organization that needs it can be put in a highly dependent
position. Thethird condition is the degree to which those who control a resource enjoy a
monopoly. Whether an organization that needs resources hasteanatate source or

substitute is also vitally important.

Pfeffer and salancik (1978) has suggested four possible strategies to balance its dependencies.
They are:

1 Adaptation to or altering external constraints
1 Altering the dependencies by merger, diviezation or growth

1 Negotiating the environment by interlocking directorship or joint venture with other

organizations or by other associations; and
1 Changing the legality or legitimacy of environment by political action.

Some author has introduced trust andmmitment as important factorsso manage
dependence. SCM requires the presence of trust and commitment between suppliers
manufacturers. However, it can also increase manufacturer relative dependence on their

suppliers (Ellram, 1991). If manufactures feelvulnerable as a result of this relative
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dependence they may respond in ways that undermine trust and commitment, which form the
foundation of SCM(Joshj 1998)

Cox (2001) has suggested power matrix as different way to understand power of buyer and
supplers. The power matrix is basically constructed around the idea that all buyer and
supplier relationships are predicted on the relative utility and the relative scarcity of the
resources that are exchanged between the two parties (Cox et al, 2®fyure-6 shows

the power matrix to locate four basic powesitions

HIGH BUYER
BUYER DOMINANCE INTERDEPENDEN
POWER > -
ATTRIBUTES]
RELATIVE TQ
SUPPLIER SUPPLIER
INDEPENDENCE] DOMINANCE
Low = <
oW HIGH
SUPPLIBROWER ATTRIBUTEY
RELATIVE TRUYER

Figure 6: Power matrix (from Cox A., 2001)

In this way resource dependence theory explains the way to manage dependence by
establishing inteorganizational relatiofsp. A basic premise for resource dependency
theory is that firms which are confronted with external dependency will try to establish inter
organizational arrangements as strategic responses to actors in their external environment (e.qg.
suppliers). One iplication of resource dependency theory for the organization offirmer
relationship is that firms facing different dependency condition will structure their relations to

exchange partners in &s/ourablea manner as possible (Buvik, 2001).
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3.4 Transaction cost analysis

Transaction cost consists of the costs of using the market to make a transaction and to gather
the information to make those transactions. It includes costs incurred in searching for a
supplier, negotiation, arranging for delivery amanitoring the quality of input§Waldman
andJensen, 2007A firm is likely to rely on internal production rather than use the market
when transaction costs are high. A firm considers the frequency of the products needs, amount
of uncertainty associatedith transactions and the asset specificity while making decisions
regarding ma& or buy the products (Waldman addnsen, 2007). Because of the above
mentioned causes, a firm needs sound information system in order to grab the opportunity and

overcome theats from the environment.

Transaction cost economics as developed by Williamson is based on the assumption that
human beings are boundedly rational and sometimes display opportunistic behaviour.
Bounded rationality refers that the capacity of human bisifighited, so she/he cannot solve

all the complex problems oneseélifie to constraints on knowledderesight, skill and time.

During the period of transaction many problems may arise and to solve these problems they
need help of othersSimilarly by natire human being are selfish so they try to exploit a
situation to their own advantage during the transaction. They try to do their best for their own
benefit,and it cannot be detected easily because when and how they show such opportunistic
behaviour one€annot predict exante Transactiorcosts for a particular transaction depend on

the critical dimensions of that transaction. There are three critical dimensions of transactions:
asset specificity, uncertainty/ complexity, and frequency (Douma and Schr@002).In

simple assets which is primarily valuable to one firm only is known as asset specificity. Asset
specificity can arise due to geographic location, physical characteristics, or specialized human
capital. Such specific assets cannot bepkged to an alternative use without losing in the
value of asset. As the circumstances changes, no one can predict the future perfectly similarly
due to the lack of detail know how and bounded rationality situation may become more
complex and it is difficult @ write a contract in advance. The higher the degree of
uncertainty/complexity the higher are the transaction cdStequency of transaction
determines the transaction cost. If the frequency of exchange is high, the transaction costs of
using the market iV be high because of the frequent renegotiation costs. So it is suggested

that in case of repeated transaction it is better to go for internal production.
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In general sense, transaction cost theory (TCA) views governance in terms of designing
particular nechanisms for supporting economic transactidfside, 1994 TCA takes the
transaction constituting the economic exchange between buyer and seller as the unit of
analysis. Specific assets, the frequency of exchange and the uncertainty surrounding the
trarsaction represents the core dimensions of fitier trade and the composite of these
dimensions determines the way business to business relationship can be effectively
coordinated (Williamson, 1981). As asset specificity becomes substantial, bilateral
dependence is deepened and coordinated adaptation is needed to support business to business
trade. If the buyer is able to exercise opportunistic bebhgvior instance when negotiating
prices and service performance the supplier is vulnerable becausedsiedhspecific assets
cannot be redeployed for other purposes without a comprehensive sacrifice of productive
value. At the same time this luck in situation offers the supplier the option to take unilateral
advantages upon this situation, for instance rwikhbange orders of excess supplies are
demanded by the buy@rubin, 1990) Such circumstances provide grounds for opportunistic

behaviar if not properly maintained relations.

According to transaction economics, asset specificity, the frequency of eicoexchange
and the uncertainty associated to the exchange of resources between the buyer and the seller

represent the core dimension of the transac{®uvik andGrgnhaug1999.

The asset specificity of a transaction refers to the degree to whittatisaction needs to be
supported by transactiespecific assets. An asset is transaetpacific if it cannot be
redeployed to an alternative use without a significant reduction in the value of the asset
(Douma and Schreuder, 2002).

Wi | | i ams o ndfstransacion scosb reconomics is built on the assumption of

opportunism. According to Williamson some people might behaves opportunistically some
time but it is difficult to say in advance when this people show such type of behaviour. It has
been argued it the tendency of a certain person to behave in an opportunistic way depends
on two things: the i mmediate net benef it 0
transaction partneDouma and Schreuder, 2002f you trust your trading partner and he
trusts you, you can develop a letigne mutually profitable relationship. Trust is an important

lubricant of relationships, which binds parties and has an important future orientation
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(Ganesan, 1994). In business trust is considered an essential elemmntepdupplier

relationship.

Transaction specific investments are rather customized and idiosyncratic assets, which can
bring benefits and threats to the focal relationship (Heidi and John, 1880jrue because
unless and until there is no alternatimecompetitor it brings benefit to the owner of such
transaction specific investment and in some situation possess high bargaining power. On the
other hand if otheparties geglternative or if their products are only the input of focal firm
than the sitation may become different and encounter threats.

In a dairy business, dairy plant, chilling centres, means of transportation, specialized
manpower are the transaction specific assets of dairy firm where as cattle, means of
transportationand other day equipments are the transaction specific assets from the side of
dairy cooperatives and farmers. The output of dairy cooperatives is the input of dairy firm and
dairy firms are the ultimate market of dairy cooperatives. It shows the reciprocal rel@tionsh
between dairy firms and cooperatives. The frequency of exchange between these two parties
are also very high, there is a daily transaction. As far as uncertainty and complexity is
concerned, dairy business is affected by seasonal variation. In flisindbare is high milk
production and in lean season milk production is low, so in this situation both the parties may
have a chance to show opportunistic behaviour. This phenomenon led us to study the supply

chain challenges of DDC from the transactiosts@nalysis view point.
3.5 Governance structure

Williamson and Ouchi (1981) have defined the tganernancea s a fimode of tr a|
This definition seems very broad and vague b
of transaction. Palayl(9 8 4 ) has defined the term govern
shorthand expression for the institutional framework in which contracts are initiated,
negotiated, monitored, adapted, and terminat
rules, regulations, guidelines, contracts and understanding that maintains the relationship
between the transacting parties. In literature, we can find the different views regarding the
governance; in general sense governance is a matter of establishing aagiregmpbwer,

subject to the overarching goal of coordinating the efforts of different channel members

(Heidi, 1994) whereas resource dependency theory viewsfimegovernance as a strategic
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response to conditions of uncertainty and dependence (P&afteiSalancik, 1978). Such

views are initiated to minimize the risk of uncertainty between the exchange partners, because

no firms possess self sufficiency and are dependent with other. Transaction cost theory views
governance in terms of designing partazuinechanism for supporting economic transactions.

The main premise of transaction cost theory is that there are potential costs associated with
carrying out safeguarding, adaptation, and evaluation processes (Heidi, 1994). The original
framework as devefed byWi | | i ams on (1975) Vi ews ; a <cho
6hierarchyd as a governance structure; wher
mechanism respectively. In one side there is price mechanism only and in otfmiceon
mechanism onlyHowever, that most organization use a combination of these mechanism. In
the real wor |l d, therefore, we usually encou
Schreuder, 2002Hybrid governance works as motivational factors to safeguard the assets at

risk of both the parties because it is based on interdependence and mutual coordination.
Empirical research demonstrates that attributes of hybrids vary considerably, but a central
measure of governanderms in between market and completely verticalgraéion, is the

degree of vertical coordination and cooperation between buyer and seller,|atfedied

relational governance (Heidi, 1994j.er t i c a | coordination is the
activities and information flows between independent fams( Buvi k and John, 2
coordination constitute joint decision making (Heide and John, 1990; Dyer and Singh, 1998),
information sharing (Noordewier, John and Nevin, (1990) and joint action on core activities
between buyer ral seller (Heide andobn, 199).Transaction cost economics is mainly
concerned with the governance of contractual relations. Governance does not, however,
operate in isolation. The comparative efficacy of alternative modes of governance varies with

the institutional environmeéron the one hand and the attributes of economic actors on the
other (Williamson1993.

Choice of good governance mechanism becomes essential when transaction specific
investments are substantial and bilateral dependence is high, although it is eqgpaitamt

to all form of organization. To safeguard ¢t
can play a good coordination mechanism. Which form of coordination mechanism is best
suitable to the firm depends upon the nature of the product, fregueumber of buyer and

supplier, capacity of the parties, uncertainty and complexity related to transaction etc. The
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extant literature suggests mamybrid governance structure and coordination mechanism such
as, relational contracting, buyer controhdgterm agreements, contractual safeguarding, joint
ventures, franchising, complete merger, information shasalj,enforcing agreementnd
joint decision making etc.Heidi (1994) discusses about market and suoarket
(unilateral/hierarchical and bilatd) forms of governance. The taHlé shows the dimension

and forms of intefirm governance.

Table 11:Dimensions and Forms of Interfir@overnance

Governance Form Non market governance
Dimension Market Governance Unilateral/Hierarchical Bilateral
1. Relationship initiation No particular initiation  Selective entry; skill training Selective entry; value
process training

2. Relationship maintenance

2.1 Role specification Individual roles applied Individual roles appliedat Overlapping roles;
to individual entire relationship joint activities and
transactions team responsibilities

2.2 Nature of planning Non existence; or Proactive/ unilateral; bindin¢ Proactive/ joint; plans
limited to individual contingency plans subject to change
transactions

2.3Nature of adjustments Non existence or Ex-ante/explicit mechanism Bilateral/
giving rise to exit or for change predominantly
immediate negotiated changes
compensation through mutual

adjustments

2.4 Monitoring procedures External / reactive; External/reactive; Internal/ proactive; bes
measurementfmutput measurement of output and on self control
behaviour
2.5 incentive system Shortterm; tied to Short and long term; tied to Longterm; tied to
output output and behaviour display of system

relevant attinides

2.6 Means of enforcement External to the Internal to the relationship; Internal to the
relationship; legal legitimate authority relationship; mutuality
system/ competition/ of interest

offsetting investments

3. Relationship termination Completion ofdiscrete  Fixed relationship length, or Open ended
transactions explicit mechanisms for relationship
termination

Source: (Heide, 1994, pp 75)
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Market governance views intéirm relationships as nothing more than a series of discrete
exchange episodes iwhich each transaction constitutes a completed event, whereas
hierarchical and bilateral governance both view relationships as having a time dimension

beyond individual transactions (Heidi, 1994).

In dairy business (upstream) there are two parties ohayier, dairy firm and otheseller,

dairy cooperative. Milk is a critical item for both because it cannot be preserved for long time
and without it dairy firm cannot rui.he frequency of exchange is also very high and due to
the nature and importance ofropuct it needs uninterrupted daily supplgimilarly
investment of dairy firm on plant, machinery and others and the investment of farmers and
cooperatives on cattle, dairy equipments and other are transasgmific investment. So to
safeguard theiinterestappropriategovernance structure helps to maintain good coordination.
Heide and John (1988) found evidence that agents who had made principal specific
investments tended to bond themselves closely with their end customers to safeguard their

invesments and enforce relationship obligations.
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Part- 4

4. Research Methodology

4.1 Research design

This research is qualitative research based on case study and exploratory research design.
Qualitative research is conducted when the research probbpnres exploring concepts and
establishing relationship in raw data and organizing these concepts and relationships into a

theoretical explanatory scheme (Stern, 1980)

The objective of thisesearch igo explore supply chain challengesder the persztive of

buyer seller relationship anpresent governance structureo st r engt hen firm
control the flow of resources undéare environmentalincertaintiesin this research, whave

usel Porter6s model , K tramdagtion cost analysis (TOGA) Resourceo d e |
dependence theory (RDBnd Governance structuras relevant theoriet analyze the

scenario of buyer seller relationship.

Mostly we have used secondary sources of data to explore our problemdmme of the

cases we have ed primary sources of data which is collected through direct interview.

4.2 Sources of data

In this research we have usédth sources of data; primary and secondary dateler
primary sourcerelevant informatiorhas beercollected mostly from direct ietview with
unstructured questionnaire; informal discussions with concerned p@es staff, MPCSs
and farmers) andhroughobservations of milk collection and distributi@entres For our
conveniencgfirst we prepared questionnaire in Nepali languagd later it translated into

English.(Seeinterview guide irmppendixA)

Under secondary sourceglevant informatiorhas beercollected through reviewing records
and publications of DDC, website of DDC, journals, magazines and research papers and
cental bureau of statistics (CBS).
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4.3 Sampling of theresearch

Under this study, neprobability (convenience sampling) sampling technibas beerused
while selecting sample unéind selected dairy cooperatives, farmers, staffs and other supply
chain membex are the sample unit of this study.

Out of 11 chilling centreand 120 MPCS we observd 6 chilling centresand 25 MPCSs

personallyand informal discussion hagen done with concerned parties

4.4 Limitation of the research

It is observed that most ofdhpublic enterprises in Nepal do not have sufficient information
about the factors that are essential in managing supply chain challenges effectively and

efficiently and BMSS is also not an exception.

Although te title for this research i Su p p | y hallertgesin rDainc Development
Corporation (DDC) Nepal A perspective of buyer seller relationsfiipeemsrery vaguebut

we havefocused our study onEasternDevelopment Rgion of Nepal, covered by unit of

DDC, Biratnagar Milk Supply Schem@MSS), Biratnagar due to the possible difficulty in
collection of data, observation, time and cost factor. We have also limited our study only on

relationship with upstream suppliermflk not other suppliers
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Part- 5

5. Analysis anddiscussion

This chapteis divided in to fiveparts.In first part we have discussedbout the situation of
milk supply market undep o r t mreoded 3sn second part whave discusse@bout the
purchasingstrategy of milk under Kraljic matrix, in thirg@ndin fourth part wehavediscusged
about the buyer sellerelationshipunder resource dependency theand transactiortost

analysisrespectively.

5.1 Market structure analysis

We have chosen to concentrate on Portero6s n
because we alsovie it déas an insightful and conveni e
competitive behaviar because of model 6s popul arity, v
clarity, simplicity and presumed generalffyrmanidhi and Stringa, 2008).

It is a general pknomenon that, if there are substantial barrier to entry, the firms in the
industry will do better than if barriers are weak. Similarly if the rivalry among competitors is

more intense, it is more difficult to compete in an industry. If customers haeenamber of
alternatives to substitute their demand, ob
revenue. Buyers bargaining power on price an
performance. If the supplier have the ability to forcethe price and other terms and

conditions of what the firm has to buy then the firms have to face the worst situation.

By analyzing an industry from the five forces model point of view, it will help the firm to
identify its strength and weaknesses in refatto the actual state of competition. Porter
(1980) argues that if the firm knows the effect of each competitive force, it can take defensive
or offensive actions in order to place itself in a suitable position against the pressure exerted
by these fiveforces. Porter (1980) further argues that not only the existing firms in the
industry are, actual or potential competitor also additional competitors may arise from
e xt ende dustomens, auppligrs) substitutes, and potential entrants. That femy

can affect the competitive forces by their own actions.

Acharya B.H. and Basnet M.R009) 42



Supply chain challenges in DD@QNepal(A perspective of buyerseller relationship)

From the Porters model we analyzed the BMSS and found the following outcomes:
5.1.1 Threat of new entry

Entry and exit conditions are i mporteryt det e
tells us that entry in to an industry can facilitate adjustment to changes in demand and input
prices, increase competition, and put pressure on existing firms to operate as efficiently as
possible (Waldman and Jens@&®07). Many potential entrantéir(ns) look not just at the

level of current profits but also at the trend in profits over recent years and future growth. The
empirical work on entry has focused primarily on two incentives: expected profitability and

market growth (Waldman and Jens2@07).

An entrant could try to attract a customer by differentiating the quality of its product and

services offering from the incumbent supplier (Po1880).

The introduction of modern dairy processing plant is not a new event for eastern development
regon of Nepal. Biratnagar Milk Supply Scheme (BMSS) was established in 1973 at
Biratnagar. BMSS was only the sole firm to distribute pasteurised milk and other milk
products until the 1995 in eastern region (NDDB, 2001). Development of dairy processing
plart has also increased in the last few years. After the restoration of democracy in 1991,
government introduced the policy of liberalization and privatization which encouraged a
number of private investors to establish dairy processing plants. At presentatieefive
private dairy firms operating in eastern regitiobel dairy, Kasturi, Luv Kush, Kamdhenu

and Janakibut most of them are is still in its early stage of development and deals in small
scale. This situation shows that now there is no more sutadtbarrier to entry in the dairy

field. Abolishment of entry barrier has created threat to the government owned public

enterprises BMSS.

From the supplier perspective if we see there is no entry barrier from the legal point of view.
Many new cattle far@rs have been emerged with high breed cattle in this field and they have
handled it in professional way but they are very few in number. On the other hand, many
small farmers are leaving this field due to the lack of competpivee; lack of grazing
facility and so onsays Laxmi Prasad Ghimire of Chanchaladevi cooperative of Hile,
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Dhankutta They think that cattle farming anenattractive profession from economic view

point.
5.1.2 Intensity of rivalry among existing firms

It (BMSS) has hardly included angmount on research and development and sales and
promotion activities. Research on consumer behaviour, market fund, market segmentation,

brand and sales management have not yet been used effectively (Cares, 1992)

Although most of the private dairy firngre still in developing stage; but the characteristics

of the rivalry among competitors in an industry can be realized. We found that basically they
are competing on procurement of milk from the cooperatives and farmers not on the market
share of milk. Pde paid for raw milk by BMSS to farmers are based on composition of milk
such as milk fat, milk solid non faMSNF and total solid TS. On the contrary to BMSS

some private dairy firms has introductat rate on the purchasing of milk ignoring the fat
content. This policy has attracted many cooperatives and farmers towards these private dairy
firms. Till now the intensity of rivalry among existing firms are not vicious because these
private dairy firms are still in the developing stage but in futueeitktensity of rivalry may
increase. From another point of view local milk vendors are seen as the rival to both BMSS
and private dairies; because these vendors are also in large number and collects milk from the
farmer sdé door s an Mikaéndoos usualyycsllects eniiktfr@enr nunpberiofc e s .
local farmers from their doors, it is then delivefedpasteurized milkjo urban household
consumers, hotels, telhops on monthly contract basigaste, easy availability, fat content,

purity (belief) ae the main reasons for buying milk from milk vendors and farmers. Whereas
DDC6s consumer comprises of gener al househol
hotels etc. of urban areas. Hygiene, cheaper rate, regular supply, quality are theasajus

for buying milk from the DDC.

Apart from competing with rivals, most organizations alsc-operate with other
organi zations (Porter, 1985) . Such coll abor
(Karagiannopoulos el.a2005). However, coperation between organizations and others in

their industry environment is also important to achieve sustainable competitive advantage.
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5.1.3 Pressure from substitute product

As far as pressures from substitute products are concerned milk powder dedsazhmilk

are available in market for household use. Due to the shortage of domestic milk production
Nepal relies on imported powder milk. This powder milk is mostly used by dairy firms. In
year 2007 Nepal imported eight thousand metric tonne powdek (MDC, 2008).

5.1.4 Bargaining power of buyers

In this paper we have taken our focal firm BMSS as buyer. Until 1995 BMSS was a sole
buyer of raw milk in organized way from the MPCSs and farmers. The main objective of
BMSS was to provide a guaranteed mafke milk to the rural farmers with fair price, supply
pasteurized milk products to urban consumers, and develop organized milk collection system
to meet increasing demand for pasteurized milk and milk products. To meet these objectives it
introduced fatontained pricing policy and the different pricing policy within the same supply
scheme depending upon the distance it is located from the main processing plant, topography
structure, mode of transportation system available etc. such pricing policy @ésdisat DDC

used to exercise high bargaining power in one hand and principle of accommodation by

creating winwin situation on the other hand.

Since past few years, milk production in the milk shed areas of the DDC has been increasing
to a great extent. @sequently, the DDC could not buy all the milk offered by the farmers
especially during the flush seasalne to the logistical constraints such as storage and
transportation facilities in the collectiazentres As a consequence, it h&s imposeMilk

Holiday (period on which DDCdoes notprocure mik from caoperatives)on certain days
during the period. Purchasing price is also differenfltmh seasomndlean seasonin lean
season price is higher than in fluskason. Thigicture shows that BMSS haal great
bargaining power as buyer of milk. At present its bargaining power has decreased to some
extent because of entries of new players in the industry. But still it poses some bargaining

power because new entrants are still in developing stage.

P o r ¢ feaméwork emphasizes that ultimately own companies can create prosperity by
achieving market prices for their output in excess of the costs of providing this output. At a

broad level, Porter (2004) distinguishes between two sets of factors that impact
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competitiveness: The social, political, macroeconomic, and legal context on the one hand and

t he mi croeconomicC foundati ons on t he ot her
foundations reflects the view that these factors have traditionally been neglgopeticy

makers. Without microeconomic improvements macroeconomic reforms fail to achieve
sustainable improvements in prosperity. Because the costs of exchange depend on the

i nstitutions of a country: It 0s | teng atd syst
educational system, its culture, and so on. In effect it is the institutions that govern the
performance of an economy (Coase, 19%8)e analyze the situation from this viewpoint, it

seems true in the case of BMSS. BecdDBX fixes price for aw milk to milk producing

farmers and standardized pasteurized milk for general public. This fixing of price is subject to
approve by government. In 1987, government instituted a permanent body, Milk Pricing
Policy Review Committee (MPPRC) to review theyailing milk price on a regular basis

and to make appropriate recommendations to the government. Pricing policy of DDC
(BMSS), which attempted to meet two completely conflicting objectives of providing
remunerative price to farmers and low price to coresnior pasteurized milk and milk
product s, has adversely affected the BMSSo
interference and political pressure in management and pricing decisions has also effect on the

operational performance of BMSS as welltadargaining power.

The entry of new dairy firms in the market, regular strike and other political issues have made
bad impact on collection of milk that is why the present milk collections are less than the
previous fiscal year¢see table: Y. Milk collection of BMSS shows negative trend due to

different external factors especially political issues.
5.1.5 Bargaining power of suppliers

Suppliers of BMSS are MPCSs and farmers. Over seventy per cent of all milk in BMSS is
produced in the northern hilly regn (part), due to the greater availability of fodder supplies
(DDC, 2002). Part of the problem is that most of the Nepali farmers keep domestic cattle
breeds that produce, on average, only 30 % of the milk volume of hybrid cows (NDDB,
2001). The average itk production per cow is Sitres says Ramhari Karki (farmer) of
TerhathumMany farmers consume their own milk and sell surplus milk in the nearby village

market. Farmers with more than three cows generally sell their milk to cooperative collection
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socidies (NDDB, 2001) These cooperatives serve milk both to local market as well as
BMSS. Whatever milk is collected by the cooperative societies, first they sell it to local
customer and remained milk to nearest collection centre of BMSS (See Tigiewever,

larger commercial farms sell direct to consumers in nearby towns, as direct sale milk prices
are higher than selling to cooperatives, only remained milk after direct sale is provided to the
DDC.

However, a strong trend has been remarkably changmaadkure of relationships in this
industry. Over the last 8 years, MPCSs have substantially increased the bargaining power
(DDCWA, 2004). In recent past few years the bargaining power of MPCSs has increased
because of the entry of new players in this fi€@de to the liberalization and privatisation
policy of government,n these yeanfe more dairy firms has been emergBidw they are not

totally dependent on BMSS onlylilk market is expanded. These suppliers have got the four
more new alternative buygiThese MPCSs has also started to equip themselves with modern
technologies. The recent example is MPCSs of Dhankutta and Terathum district has
established milk chilling centre in Sidhuwa in between Hile and ChNwev they can
preserve milk for longergriod and may supply directly to other dairy firms and customers.
This shows they are moving towards tHendamental transformationFundamental
transformation is a situation where experienced gain by the supplier puts them in a position of
a monopolist.n this case, the MPCSs of this region gained knowledge and experience about
the preservation technology and milk market as a supplier of milk to BM@Show they
themselves united and established chilling centre, the situation of large number of ssipplier
changed in to a small number of supplier. This situation has also increased the bargaining
power of supplier in recent yvaEs peci ally in | ean season th
sufficient milk to BMSS according to contract. Domestic dairy processisgloaved down

in the last few years, owing to limited local milk production and supply and partly caused by
the political instability ¢ee table: Y. Introducing high milk yield foreign cattle breeds will be
necessary to increase raw milk production. Imm@ating such a program will require

government support.

We examined the supply chain challenges of
found thatthere is no substantial barrier to entry in the dairy busjresghere is always

threat of new enyt In the past few years five private dairy firms has emeryedrly
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increased population of urban areas an@renessabout pasteurized milk is better for health
than rawmilk; there will be more demand of pasteurized milk says chief project officer of
BMSS Rajgovinda Raj RajkarnikaDairy business seems attractive market in future as well

so maybe there will be more entry of new players. This situation is threat to the focal firm
BMSS. As there is sufficient market of pasteurized milk, there is nnsatavalry among the

dairy firms regarding the market. They have a competition on procurement of raw milk from
cooperatives and farmerBhere is not only competition between the dairy firms but also with
the local vendors who pays better price for miilrt dairy firms and sales raw milk directly

to the ultimate consumers. Awareness programme for pasteurized milk through the media
should be launched jointly by the dairy firmend government says Rajgovinda Raj
Rajkarnikar, a chief project officer of BMSHe further adds that if it is done, dairy firms get
sufficient input and people get hygienic milk. Both business and social responsibility is
fulfilled. There is no pressure from substitute product; powder milk is imported to fulfil the
shortages of milkhrough government approval. Earlier BMSS was only the major buyer of
milk and had a high bargainingpower | t used to decl are S@lIMi | k h
it is following two different type of pricing policy for flush and lean seaste asked
guestionto chief project officerr e gar di ng 06 mdiicikg pblioyd in thisregard,a n d
he told, although BMSS has sufficieptocessingcapacity to adjust the supply of milk in

flush season by producing powder midikt due to logistical constramit has to implement

milk holiday. Pricing and other policies are decided by the central DDC office with
government approvaburing the field visit in June and July (2008); we observed 25 MPCSs
and talked with 50 farmers. We found that there is a langgber of MPCSs (see tab®® and

each MPCSs consists at least 25 farmers but their milk supply capacity was very low. In the
language of farmer Laxmi Prasad Ghimire aasociated with Chanchaladevi Cooperative of
Hile, Dhankuttaand Dambar Prasad of Pathibk&ooperative oFikkal, Ilam it is due to the
traditional cattle farming and local breed of catideie to the entry of many new private firms

in dairy business in the last few years the bargaining power of PMCSs has increased says
Madan Raj Sharma of Jamika Cooperative of Barbotdlam. In early years low fat content

(less than 3.2) was not accepted by DDC but now private dairy firms has started to accept low
fat content milk as well. In the discussion with officials of chilling centre and MPCSs we
found that in | ean season MPCSs doesn®he suppl

reason is production of milk is low in this season, and another is milk vendors gives better
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price than BMSS, or to sell directly to customers is more benefited says Riairkd Janata

Cooperatives of Chitre, Terhathum.

This picture shows that both BMSS and MPCSs are interdependent to each other so that there
must be cordial longerm relationship between these two parties. Moreover the supply side of
BMSS is dominated bghe cattle farmer of northern region. Milk is a critical item for BMSS.

Failure in good relationship with these supp

5.2 Analysis of purchasing strategy

To ensure long term availability of critical materialfedacomponents at competitive the firm
should analyze risk and complexity of supply market and should adopt appropriate supply
strategyAs per Kraljic (1983) a companyods need
factor (1)strategic importance of purchiawg (2) complexity of supply markeso here first

we want to discuss importance of purchasing of milk product and complexity of milk supply
market for BMSS.

5.2.1Importance of purchasing

Milk is basic raw material for BMSS from which it produces pastedrmilk and other milk
products.Out of totalcost of processed milaf BMSS about 63 %is cost of raw milk so it
shows the high percentage of raw materials in total €usthe other hand we look at the
profitability profile about80 to90% of incone out of total income is fromeell of pasteurized

milk which also shows theelativeimportance of purchasing of milk to BMSS is very high.
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5.2.3Complexity of supply market

MPCSs are main supplier of milk to BMSS. But increasing external uncersasuply risk

of milk is gradually increasingAs per Kraljic (1983)omplexity ofsupplymarketis gauged

by supply scarcitypace of technology and /or material substitutientry barriers, logistics
cost or complexity, and monopoly or oligopoly corwfi. If we look the present supply
market of milk supply scarcity is not so extreme but production capability of MPCSs is very
low although they are many in numbers which indicates low level of availability. On the other
handtechnology used in supply matkof milk is not changing rapidly. Most of MPCS are
not using high technology to collettilk; simply they are using traditional way of collection.

As milk is natural raw material there is no possibility of material substitfmioBMSS If we

look at the entry barriers, therare no entry barriefsom the side of government policy as
they adopt liberalization and privatization policy after restoration of democracy in Bejpal.
increasing political instability, strike, low profit margin, governmentriveation and shifting

in profession peopleare not encouraged to enter in this milk supply mavkegiresentreport
prepared byNepal Chamber of Commerce and Industry (NCDQwedthere was about 24
days strikewithin lastthree months(Kantipur march 72009)

Moreover if we look at the logistical cost and complexijpout 15% of total cost is
transportation and storage cost whishcaused by location of MPCSs. Most of MPCSs are
located in hilly area and distance between BMSS and MPCS is about 58 tan38nd no
third party logistics are available. This phenomenon also shows the high level of lagistics
and complexity. Althoughat the present supply market milk seems to beoligopoly
conditionas there are few buyes {irms) and manysupplies but in reality havingsmall scale
capabilities of MPCS it seems to be bilatergjopoly or supplyside monopoly

With this analysis of importance of purchasiagd complexityof supply market we can
categorized milk product as strategic produictve lodk at the supply market of milk it does
not seems to be supply risk is in extreme position. With view of this situationaaficiy
supply market complexity, it is difficult to categorize one product exactly ingoadrant as
suggested by Kraljic (1983).0Swe categorized this milk product as leverage product

forwarding towards strategic produt®eefigure: 7)
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Figure7: Purchasing strategy for milk product (modified from Gefhdan & Van Weele, 2002)

For leverage item Kraljik1983) has suggestedxploit powerstrategythrough tendering,
target pricing and product substitutiddut the situation is different for BMS®&lthough the
supplier of milk MPCSs amnany but they argn small scaleandhtey dondt have ca
sell their product in competitive pric®©n the other hand, Gelderman & Van Weele (2002)
has suggestestrategic partnershipf supplier has the proper capabilities foraesign and
move from leverage to strategic is feasible when only a limited number plifessmppear to
have required capabilities and qualificatioBsit in short term, this is not possible for BMSS
becauseno suppliers are technologically advandedmeetquality and quantityequirement

of BMSS. On the other handt takesmuch time andnoney onsupplier developmerand
sufficient trust isneeded tanvest in such relationshi®o apartnership conveniencsrategy
(joint venture, cedevelopment) may be feasibdte BMSSas a tactical solution to operational

problem (logistics, quality anguantity).

Moreover,Gelderman & Catiis (2005) has examidehe power and dependence position of
buyers and suppliers for the various purchasing strategies that have been identified in each
guadrant of the portfolio matrixJnder exploit power strategipuying power is actively used

to get better deals with interchangeable suppliers. This situation applies when situation is

characterized by buyer dominandgut the situation is different for BMSS arnélative
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dependency of buyer is higher than supplieregploit power strategy does noontribute

anymore and close cooperation with supplier will lead to reduce supply risk.

5.3 Analysis of buyer supplierdependency

The buyerds dependence on supplier is a sour
known definition is that the relative power of an organization over another is the result of net
dependence of the one on another. If A dependence on B more than Bsdepekxdhen B

has power over APfeffer, 1981) To analyze buyer and seller dependeme have used

different aspectthat composb uy er 6 s dependence assdggestedp | i er ¢
Gel der mams(200).Cani ¥

Table 2: Aspectsghatcomposb uy er 6 s dependence and supplierds depend
Buyerdos dependence Supplierds dependen

Logistical indispensability Financial magnitude

Need for supplierds Need for buyerés te

Availability of alternative supplier Availability of alternative buyers

Switching costs buyer Switching cost supplier

Overall buyerdés depOverall supplieros

Relative fnancial magnitudeof transaction ismost important aspect of organizational
dependence. Obviously when a lot of money is involved the buyer has a powerful position in
negotiation. But this situation holds true when alternative supplieravaiible.In case of
scarce situationswitching cost btween suppliers is more impartt for buyer than the
relative amount of money involved tnansactions If we look at the this aspect in BMSS
about63 % of total cost is cost of raw milk purchased which shows high amount of money
involvedin transactiorbut due taunavailabilityof alternative supplieswitching cosbetween
supplier is very high. Presently BMSS total milk supply by MPC&7800litres which is

quite lesghan daily requirement &3000litres per day.But if we look at the side of supet
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(MPCS) about 40 to 60 % of milk collected is purchased by BMSS which also shows the
relative financial magnitude of supplier is also high. In this way due to unavailability of
alternative supplier to BMSS and high level of financial magnitedeoth uyer and seller

show themutual interdependendyetween buyer and supplier.

If we look at the availability oélternativebuyess from the side of suppligfMPCS), there are
about 5 private firms involved in this dairy industry which shows the availabiliy
alternative buyer to the suppli€Bome of the MESs which were supplier of BMSisave
now become a supplier of private fir@ne of the majosupplier MPCS) located inSaptari
district has been supplying milk to Janaki dairy. This situation showBMES is gradually
losing their milk suppliers and emerging private dairy and e&sgss in local market to
MPCS has beercreated alternative buyers to KB.In this way,emerging alternative buyer
to MPCS and decreasingource of supply to BMSS has incsed buyer dependency on

supplier.

More over if we look at the logistical indispensability from thide of buyer most of
difficult logistical part of mik collection is performed by MBS. MPCSs collect milkfrom
farmers scattereith different geographidamostly in hilly region. Even thougimost of MRCS
located in hilly aressends milkto BMSS Chilling centresfar from 4to 6 hous walking
distance Due to unavailability of road infrastructure and appropriate means of transport they
use porter, cycle andorses as means of transportatidhis situation shows thkgistic-

based dependencé buyer on supplier.

The need of technical expertise is also critical to parties, buyer and sulbpliedook at the
need of buyer ds e x pepplieri(MPES) besause theyljust gdlldetithe t o
mil k from suppl er and tcheatignacdvaiies6t i nvol ve in

But if we | ook at the need o@BMSS) thelogtiar 6 s t e
expertise of supplier (MES) is prime cocern to the buyeor correct delivery of milk which

shows buyer dependence on the specific assets of su@plithe other hand, most of #img

centresare owned by BMSS. This kind of relation specific investment also shows the high
switching cost anduyer dependency. In this way, as above analysis we can say that the
overall buyer dependence is quite higher tbaarall dependence of supplier so that BMSS

should adopt different strategy to manage and coitsralependency on supplier. To analyze
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prooabl e strategy to be applicable to BMSS,
actions as suggested by Emerson, (196®) following table: B show buyers dependence

reduction actions and its feasibility in BMSS.

Table B Buyer 6 s de gtomattongmydifieddrahuEmerson, (1962).

Strategies How? Feasible/unfeasible Causes
Reduce t he | Changetechnology infeasible Natural raw material
interest in the resources
possessed by supplier. | Substitution of material | Infeasible Natural raw material

Modify/develop new infeasible Natural raw material
product
Il ncr ease t h Multple sourcing Infeasible Small suppliers
availability of
alternative sources. Internal production Infeasible Entry barrier
Supplier development | Feasible Increasing  substantia|

supplier investment

Il ncr ease s ulongterm contract join| Feasible Mutual dependency
interest in the resourceq venture

possessed by buyer.
Extend relationship with Feasible Mutual dependency

new process

Develop leveragq Infeasible Unavailability of big
strategy suppliers
Establish buying infeasible Lack of symbiotic
consortia relationship with othel
buyers
Decr ease buDevelop long term Feasible Increasing  substantig
availability of relationship supplier investment
alternative sources.
Increase control ove| Infeasible Government
supplierds interference
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5.4 Transaction cost analysis

The transaction costs framework predicts a positive association between asset specificity and
bilateral governance (Williamson, 1991). The undadyassumption for this line of reasoning

is that the transaction parties are both motivated and able to incur safeguarding arrangements
in order to protect assets at risk and to economize on transaction costs (Buvik and Reve,
2002). In this research we \etried to explore two specific aspectsset specificityand

opportunistic behaviouin buyerseller (BMSS and MPCSSs) relationships.

Milk is a perishable product and it cannot be stored for more than a day, because of lack of
cooling system transportingilk over long distances is not feasible. As a consequence milk

has to be processed in to butter in traditional way @eulid-butter) or sell to BMSS. Still the
farmers of Nepal dondt wuse the technology of
who sell their milk to BMSS through MPCSs are in a situatioereitthey have only one

customer because there is no local market for milleir investment in cattle seems as a
transactiorspecific investment. These farmers have no alternatiaeketfor their milk in

northern hilly region. Farmers were powerless against opportunistic behaviour (milk holiday)

of BMSS.

From the cooperative perspective, the situation is different: here MPCSs are as dependent on
the farmers as the farmers are dependent on.the B MSS doesnod6t take mi |l k
farmers. This prompted more and more farmers to become members of the nearest MPCS.
The investment by the farmers in cattle is transaedjwatific, but so is the investment by

MPCSs in their customer base and neeaf distribution.

BMSS has established 13 chilling centres in different part of the eastern region in order to
preserve the collected milk from the MPCSs. These chilling centres are well equipped with
modern cooling systems and technical manpower. Ttieliang centres are fully owned by

the BMSS. The milk collected by MPCSs passes to nearest CC to get milk chilled and then
sends to the processing plant Biratnagar. The reason behind the establishment of these chilling
centres is to collect and preservéknand send to the BMSS plant from the milk shed areas.

The investment of BMSS on these chilling centres is a transaction specific asset because these
chilling centres can be used only for transactions with MPCSs since there is no other use of

these chilihg centres other than preserving milks. Here, the transaction between BMSS (CC)
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and MPCSs is characterized &gset specificityn the language of transaction cost economics.
The investment of MPCSs and farmers on cattle and means of distribution i® also
transaction specific asset since there is no other collection centre in this milk shed areas and
since it is very costly to transport milk to towns. Similarly milk cannot be stored by these
farmers for more than a day because of lack of cooling syséet of local market, and if
processed in local way to make butter it takes long time and also not profitable than selling
milk to BMSS. This means both BMSS and MPCSs are locked iftitateral monopoly
because they both have a monopoly position towdrg®ther with respect to certain assets.

So it is suggested that both the parties of this supply chain relationship have to work together

to achieve mutual goals.

I n Williamsonds view human beings someti mes
theytry to exploit a situation to their own advantage. Although both the parties are in locked

in situation but in the course of study we found that both parties have been displaying their
opportunistic behaviour. BMSS has shown such behaviour by introduifegedt pricing

policy for lean (higher) andlush (low) season on purchasing milk and declaring milk holiday

in the flush season. On the other hand MPCSs have been showing opportunistic behaviour by
not supplying agreed upon quantity of milk to BMSS éarl season. During the study we

found that in lean season these MPCSs used to supply milk to private dairy firms and local
commercial distributors, because of higher price than BMSS. Similarly they used to demand
higher prices and threatened notto supply | Kk t o BMSS. A buyer s de
an incumbent supplier or switch to a new one is influenced by (1) certain aspects of the pre
existing relationship with the incumbent an
(Wathne et.al. 2001).

In the past few years it is seen that scenario is changing due to the removal of entry barrier.
Many private dairy firms have been emerged in this area and MPCSs has also started to equip
themselves with modern cooling equipment by establishing their ownnghitentres. It

seems threaten to BMSS, so it has to reconsider about present policy otherwise have to faces

huge loss.

Joint action creates enough ground for bilateral governance in the buyer supplier relationship,

which helps to reduce opportunistic tendes that might erode the value of specific assets
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(Heide, 1994) The fundamental concern of transaction specific investment is to develop
satisfactory safeguards against the potential opportunistic behaviour. This safeguard can be

ensured through collabative joint effort between buyer and suppliers (BMSS and MPCSs).

A firm may safeguard its investment by purposely developing lelagéing relationships
with the relevant exchange partner (Heidi and John, 1990) but establishing close relationship
is nota universally desirable strategy and should be made in a deliberate fashion, based on
close attention to specific performance dimensiétedi and Stump, 1995It is suggested to
select a combination which will have the desired impact on the marketlsmavill be cost

effective.

5.5 Analysis of governance structure

Because of the short product life cycle (milk) and high frequency of exchange (daily
transaction) has made buyer (dairy firm) and supplier (dairy cooperatives) more dependent
with each otbkr. Especially the relation specific investment from the side of both the parties
has increased the bilateral dependence highly. Moreover, transaction specific investment of
BMSS is very high in comparison to MPCSs in this case. Procurement of necessdrty qu

of milk, with prescribed quality on precise timetable is a crucial element of supply chain
management to the BMSS. In long term buyer supplier relationship, greater interdependence
among the parties, could lead to conflict on account of opportietiaviar, misaligned
incentives, eteas all future contingencies cannot be foreseen and provided for in the contracts
(Salanie, 1998). Especially when relation specific investments are substantial and bilateral
dependence is high, disturbances usulaligome highly consequential (Williamson, 1996).
This shows necessity of appropriate coordination mechanism in the form of governance
structure. Coordination between firms can be organized in various forms of governance
structure such agelational contrating, buyer control, longerm agreements, contractual
safeguarding, joint ventures, franchising, complete merger, information sharing, joint

decision making et

Biratnagar Milk Supply Scheme (BMSS) is a part of Dairy Development Corporation (DDC)
a fully government owned public enterprises. BMSS cannot formulate and implement any

policy independently, it has to follow the policy and guidelines as prescribed by the DDC,
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central office, and DDC central office has to take preapproval of government espadiady

pricing policy of milk. If we look in to a buyer (BMSSsupplier (MPCSSs) relationship from

the governance perspective, we findilateral governance structure. Unilateral governance

can be viewed as, by means of an authority structure that psowite exchange partner with

the ability to develop rules, give instructions, and in effect impose decision on the other
(Simon, 1991). DDC makes all the policy regarding, price, collection time, standard of milk,
quantity, fare and modes of payment anghase it by means of contract to MPCSs. Nature

and content of the contract between the DDC and MPCSs all over the country are the same
can be taken as an example in this respect. Although it seems unilateral governance, but in
reality especially in the cas®f price, standard of milk and fare National Dairy Development
Board (NDDB) conducts meeting with the representative of farmers, dairy cooperatives, dairy
firms and government representatives and decision of this board is undertaken by the DDC

sayschief project officer of BMSS Rajgovinda Raj Rajkarnikar.

During the field visit in July/ August we examined that there was a simple contract letter
between BMSS and MPCSs for one year, renewable each year. All the provisions were same,
only purchasing priceral fare was different, because, as mentioned above DDC has followed
differential pricing policy within the same supply scheme depending upon the distance it is
located from the main processing plant, topography structure, mode of transportation system
avalable etc. It seems that BMSS s still following old traditional policy of buyer dominance
which may be harmful in long run. Now the scenario of dairy business is changing, many new
private dairy firms have been emerged and emerging. In this situatieryety difficult to

say, such type of unilateral governance and short term contract works properly. Now time has
come to enter in to a lortgrm bilateral relationship where closer cooperation can be built and
economic incentive can be gained by both paeties through exchange and sharing of
information. As mentioned above in this case relatgpecific investments are substantial

and bilateral dependence is higiybrid governance seems appropriate to safeguard assets at

risk in long run.
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Part- 6

6. Conclusionand recommendation

This chapter attempts to provide an overview of the study conducted. The purpose of this
research study was to explore the supply chain challenges in BMS8IfilT ¢his objective

we concentrated our study on the bugeller relationship, means relationship between BMSS

and MPCSs. We chose Porterdos five forces mc
resource dependency theory and transaction cost analysis (asset specificity and opportunistic
behaviar) as the unit (vaables) of study to examine the situation.

In this global competition only those companies are going to be success that are able to
provide good and services to the customer in right time, at right place at right price. So in
order to cope in the changirenvironment they have to equip themselves modern supply

chain elements and appropriate governance structure.

We have examined the market structure of BMS
more entry barrier in buyer side that is why new playes entered in this market but there is

no vulnerable competition between the BMSS and private dairy firms due to the sufficient
market of milk but they are competing on procurement of raw milk. As far as substitute
product is concerned, powder milk imported by the consent of government and there is

vol ume restriction as wel |, so it doesnot s
from the supplier side due to the low margin farmers are not interested to invest in this field,

they are shiftig in another profession. However some professional farmers are emerging but

they are very few in number. Because of the entry of private dairy firm in the market in one
aspect bargaining power of MPCSs has been increasedvatathing costof supplier has

been decreasett.is a common phenomenon that all buyers and suppliers relationship operate

in an environment of relative buyer and supplier power. In this respecthe last years the

bargaining power of BMSS is decreasing respectively but stllatlarge buyer of raw milk.

Recommendation

1 An important concern of supply chain managementtoisimprove reationship
coordination among the supply chain partnergerQhe last years, the nature of buyer
supplier relationships has been undergoing sagrefisant changes dairy business
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in Nepal It is not unusual to read that buyer firms are looking to their suppirets
supplier to their buyer® help them achieve a stronger competitive position. So it is
suggested to BMSS to make a lelegm and rore highly collaborative relationship
with its supplier. Cepperation between supply chain partners is important to achieve

sustainable competitive advantage.

1T Efforts are also needed to increase catt]l
A staring point would be to encourage cooperation between faym@operatives and
in between DDC and cooperative¥arious farm support programmes may be
established to foster specialization in cattle farming. Such efforts will promote the
development of a mereffective and efficient dairy supply chain in Nepal but it needs

government support.

1 Government intervention regarding the purchasing and selling price of milk should be

abolished so that BMSS can independently fix the price according to markebsituati

As per analysis from the Kraljic perspective the milk product of BMSS seems to be leverage
product but this situation holds true if alternative sources of supply is available but the
situation of BMSS is quite different. Increasing scarcity of milkvghiv as a strategic product

but If we look the present supply market of milk supply scarcity is not so extreme but

production capability of MPCSs is very low although they are many in numbers which

indicates low level of availabilitgo that we categoridemilk product as leverage product

forwarding towards strategic product.

Recommendation

91 Due to unavailability of alternative source of supply BMSS cannoexpit power
strategy Moreover,BMSS also can naadoptstrategicpartnershipstrategybecause
this strategy is alséeasiblewhen only a limited number of suppliers are available

with required capabilities and qualifications. So in this situatipartnership
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convenience strategyoint venture, cedevelopment) may be feasible for BMSS as a

tacticd solution to operational problem (logistics, quality and quantity).

If we look at the dependency position from the power dependence perspective, switching cost
between suppliergin availability of alternative supplierogistical indispensability of buy,

huge supplier specific investment shows bufgMSS) dependency on suppl{®PCS)
Moreover, financial magnitude of supplier, easy access in local maakatlability of
alternative buyersand lowinvestment in specific assets shows supplier depeydambuyer.
Although this situation shows the somehow mutual interdependency between BMyES)

and supplier(MPCS) but as a natural raw material increasing scarcity of milk and
unavailabilityof substitute product indicateslative dependency of buy@MSS)is higher

than supplie(MPCS) So in this situation BMSS should try to reduce supplier dependency

minimize supply risk.
Recommendation

T I ncr ease (BKNS®S) availapiktyr di slternative sources through supplier

development increasing suastial supplier investment.

T I'ncr ease (MNGY mterese in the resources possessed by b(BBISS)

through long term contract joint venture.

If we look from the TCA perspective considering the asset specificity and opportunistic
behaviour we findthat both BMSS and MPCSs are in locked in situation and sometimes
specially in lean season MPCSs has been displaying opportunistic behBM&S.is still in

a position of structural dominance over its extended networks of supplier because of
fragmentedsources of supplier but if we look from another angle there is interdependence

with the extended network of suppliers because buyer specific investment from the supplier is
less than the supplier specific investment from BMSS, if we compare. Silkces @ critical

item for BMSS, failure in good relationship

operation. On the other hand, still there is no other ways than to supply milk to BMSS for
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MPCSs, although there are private dairy firms but their ¢gpecnot enough to collect all
the milks of MPCSs. This picture shows the interdependent relationship between the BMSS
and MPCSs.

Recommendation

1 Why suppliers are dissolving the relationship by displaying opportunistic beinavio
with BMSS is a key questn to achieve a strategic advantaBg.understanding the
causes, BMSS can identify the issues that must be addressed in order to maintain

cordial relationship in future.

1 Furthermore BMSS have tonprove supplier and supply chain performance through
proadive supplier development activitiesn this situation BMSS should try to
increasesupplier (MPCS) investment ihuyer specific investmertty encouraging

them.

From the extant literature we knotive form of governance structure plays a vital role as
coadination mechanism in buysupplier relationship. We know that all organizations have
downstream supply relationships with their customers, as well as buying relationships with
their upstream suppliers. In order to understand competence in procurerdestipgohy
management, it is essential to understand these two sides of the coin of business strategy
(Cox, 2001).In the case of BMSS the degree of asset specificity is so high and frequency of
exchange is also very high so short tamilateralcontractdoe s n 6 t assuimtte each
long run it is because both buydependence and suppl@ependence are associated with

the present level of specific assets, because the economic outcome of employing specific
investment is associated with the economicaatizge for both actors (Williamson, 198B).

this situation ertical integration seems appropriate tools of coordination in the buyer seller
relationship between BMSS and MPCBirough a longerm relationship, the supplier will
become part of a well magad chain and will have a lasting effect on the competitiveness of
the entire supply chain. Researchers have empirically documented how relationship

commitment and trust foster greater cooperation, reduce functional conflict and enhance
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integration as welas decisiormaking under condition of uncertainty and ambiguity (Morgan
and Hunt, 1994).

Recommendation

{1 Because of the nature of the produceéquency of exchangand degree of relatien
specific investmentye suggesBMSSto follow hybrid governancdo maintain long
term relationshipn the form ofvertical coordinationsuch agoint decision making

information sharing and joint action on core activities between buyer and seller

Finally, this study may prove guidelines to the concerned actorseffsygooperatives, DDC)
to take due attention in their respective field. Furthermore it also provides valuable guideline

and reference to the researchers who are interested in conducting further research in this field.

Acharya B.H. and Basnet M.R009) 63



Supply chain challenges in DD@QNepal(A perspective of buyerseller relationship)

Reference list

10.

11.

12.

13.

Buvik, Arnt (2001), iThe industrial purchasing research frameworkcoaparison of
theoretical perspectives from microeconomics, marketing and organization écience
The Journal of Business and Industrial Marketit§, pp 43%51.

Buvik, Arnt & Grgnhaug Kjell, (2000), finter-firm dependence, environmental
uncertainty and vertical coordination in industrial buyer seller relatiorghifise
International Journal of Management Sciencmega 28, pp 44854.

Buvi k, A. and John, G. ( 2 Gidh Omprove imduvkicd n  d o e ¢
purchasi ng JoaralotMabetirg®4i pp. 5B4.

Buvi k, Arnt and Re viien govérmancg and strucufalOpawer, in i 1 nt
industrial relationships: the moderating effect of bargaining power on the conltractua
safeguardi ng oScandinawan Uolurnat of Managentelsta. ,18 pp.

261-284

Cares 1992, Financi al and Management Feas
Dairy Business at BMSS, V@, Lalitpur, P.27

Coase, Ronal d ( 1t999©t8i) g n ail T hkhe Amedecan EoGeOMNic
Review 88, 2, pp. 7Z4.

Cox, A. (2001) , AUnder standing buyer an
procurement and Jwnalpl Supplg Chaip Managene&¥ 02, pp
8-15.

Dairy Development Corporain (2000} A Glimpse, Dairy Development Corporation,
central office, lainchaur Kathmdu, Nepal.

Dairy Development Grporation: Annual report, 2005/ 200®airy Development
Corporation, central office, lainchaur Kathnok, Nepal.

Dairy Development Corpotian: Annual report, 20062007. Dairy Development
Corporation, central office, lainchaur Kathnok, Nepal.

Dairy Development Grporation: Annual report, 2007/ 200®airy Development
Corporation, central office, lainchaur Kathnok, Nepal.

Douma, Syste rad Schreuder (2002) , AEconomic Ap
Prentice Hall.

Dughda Sandesh (2004), Dairy Development Corporation Worker Association
(DDCWA), Kathmandu, Nepal.

Acharya B.H. and Basnet M.R009) 64



Supply chain challenges in DD@QNepal(A perspective of buyerseller relationship)

14.

15.

16.

17.

18.

19.

20.

21.

22.

23.

24,

25.

26.

Dyer, Jeffrey H. and Singh, H. ( 198®m) , nT
sources of I nt eror gani z aAcademy aof Magagemene t i t i
Review Vol.23, 4, pp. 66679.

Ellram, Lisa M. (1991),iSupply Chain Management: The Industrial Organization
Perspective|nternational Journal of Distribution and Logistiddanagement, 21, pp
13-22.

ElIl ram, L., Tat e, Wendy L., Billington, C
ser vi ce s Jdqgurpd of Supphy £haim Manageme#0,4; pp. 1732.

Emerson, Richard M. (1962iPowerDependence RelatioasAmerican Soiological
Review27, February, 341.

Ganesan, S. (1994) , -terimDaiéntatiomiim duydseler o f
rel at i dooarsahaf MaskeétingVol. 58, No.2, pp. 419.

Gelderman, C.J., Caniels, C.J. Marjolein (200B)urchasing strategies in tlaljic
matrix- A power and dependence perspedijvéournal of Purchasing and Supply
Managementll, pp 141155.

Gel der man, c.J., Cani el s, c.J. Marj ol ein
supplier rel ationships: A Industrialc Maakstingn g p o
Management36, pp 219-229.

Gelderman, C.J., van Weele, A.J., (200B%trategic direction through purchasing
portfolio management: A Case Stadyournal of Supply Chain ManagemgBi8 (2),
pp 3037.

Harrison A., Hoeli Rt i cVs. , MA rRaOPe’M'® edition.and St
Prentice Hall.

Heide Jan B.(1994Yinterorganiational Gvernance in Mrketing Channeés Journal
of Marketing Vol-58,1, PP 7435.

Hei di , J. B. And John, G. (19 9d@derminantd | | i an
of joint action i n DbBourgataf MasketipgnRleseachol.2& | at i o
Feb, pp. 2436.

Hei di , J. B. And St ump, Rodney L-supgliar995) ,
relationships in industrial markets: A transactow st e x pJbuanal aftBusmas® |,
Research32, 5766.

Joshi, Ashwin W. (1998)YiHow and Why do relatively dependent manufacturers resist
supplier power@Journal of Marketing Theory and Practiog PP 6177.

Acharya B.H. and Basnet M.R009) 65



Supply chain challenges in DD@QNepal(A perspective of buyerseller relationship)

27.

28.

29.

30.

31.

32.

33.

34.

35.

36.

37.

38.

39.

40.

Karagiannopoulos, G.D., Georgopoulos,a&N\n d Ni kol opoul os, K. (2
Porterds five forces nibedleulnal of olidyRegulatomt er ne
and Strategy for Telee®mmunicationsé. ; 7,
Lambert, Dougl as M, Cooper, Ma r phhchainC. , an
management : | mpl ement ati on IThes Ioternatianald r e s

Journal of Logistics Managementol. 9, 2 pp. 119.

Lee,H. L., (2007) , AnPeering through a glass dar
Vol. 7, N. 1, spring, pp 6568.

Lee, H. L., and Billington, -c@ain marnbh@Edent) |, AT
models and practicesat Hewdétta c k ar d, ol nt e63f aces, 25, pp.

Mohammed Saad and Bhaskar Patel (2006)\n investigation of supply chain
performance measuremeim the Indian automotive sector Benchmarking; An
international Journal VVol. 13, No. 1/2, pp 363.

Mor gan, R. M. and Hunt , -BustthBory of(rdagiobship , A Th
ma r k e fournagof Marketing58; 3 pp. 2688

National Milk Marketing Stategy, Final Report, 2001, National Dairy Development
Board, Kathmandu, Nepal

NelloreR. ,deS"qui st Rortfolig epfrdadh)to, proéurement: Analysis the
Mi ssing Link LtonogRa8meRannings ppR4ds260.0 ,

Noordewi er , Thomas G. , John, George and
outcomes of purchasing arrangemeantsdustrial buyetv e nd or r e Uowrhal on s hi |
of Marketing 54(October)pp. 8G93.

Olsen R. F., EllramL. M, ( 1 9 9Pobiifalio Appréach to Supplier Relationship
Industrial Marketing Managemeng6, pp 101113.

Ormanidhi, Orges and Stringa, @m (2008) , APorterds model
st r at RBuginess §aonomicduly; 43, 3 pp. 554

Pal ay, T. (1984), AComparative institutio
c o nt r aloutnal of gegal Studied 3, pp. 265288.

Peter Kaljic (1983),iiPurchasing must become supply managetétdrvard business
Review SeptembeOctober 1983.

Pfeffer, J.(1981). iPower in organizatioms Pitman Publishing Inc., Massachusetts.

Acharya B.H. and Basnet M.R009) 66



Supply chain challenges in DD@QNepal(A perspective of buyerseller relationship)

41. Pfeffer, J. & Salancik, G. R. (1978)The exernal control obrganizationg, New York,
NY: Harper and Row.

42. Porter, M. E. (1980), ACompetitive Stratec

43. Porter , M. E. (1983), Al ndustri al organi z:
pl anning: T h éManagenal ahdeDeision EcorpmigsSep; 4, 3 pp. 172

180.

44, Porter , M. E. (1985) , ACompetitive advar
performance, Free Press, New York, NY.

45. Porter, M. E. (1996) , A Wh at S strategy?”
December

46. Porter, M.E . (1998) , ACompetitive strategy: Te
competitorso, Free Press, New Yor k, NY.

47. Ramsay J. , (1996) ,Eurdpean waumal oh Puachasinge&nSapply o ,

Managementyol-2, No. (2/3), ppl29-143.

48. Razzaque, Mohammedb#flur(1997),iChallenges to logistics development: the case of
Third World countryBangladest, International Journal of Physical Distribution &
Logistics ManagemenVol-27,1

49. RobertJ. Easton and Tian Bing Zhan@Supply Chains in Asii Challenges and
Opportunitie®, Supply Chain Perspectives, Accenture

50. Rubin PH, (1990), Managing business transitions, New York: The Free Press.

5. Sal anie, B. (1998), AThe ecbedoMT Press, 0of coc
Cambridge, MA

52. Si mon, H. (1991) ,r kfeQoagabof Ecoreomic Remrspecive.cop. ma
2544,

53. Speece, M. W. and Kawahara, Y. (1998Jrangortation in China in the 1998s
International Journal of Physical dishution & Logistic managemefivol-25, 8

54. Stern, Patrick N. (1980)iGrounded Theorynethodology: its uses and processes
Image, Voil2, 1, PP. 2@23.

55. Wal dman, Don E. And Jensen, El'i zabeth J,
practice, &' edition, Pearson Addison Wesley

Acharya B.H. and Basnet M.R009) 67



Supply chain challenges in DD@QNepal(A perspective of buyerseller relationship)

56.

S57.

58.

59.

60.

61.

62.

Wathne, Kenneth H., Biong, Harald and Heide, Jan B.1200 A Choi ce of s
embedded mar ket s: Rel ati onshi p9gourrminad mar k
Marketing; Apr; 65, 2 pp. 5466.

Williamson, O. (1975), fAMarkets and hierar

Williamson, O. (1981).fiThe economics of ganization: The transaction cost
approach, American Journal of Sociologyol-87.

Williamson, 0. (1985) , AThe economic inst
Press

Williamson, O. E. 1993b, Transaction Cost Economics and Organization theory.
Indudrial and Corporate Change 2, no.2, pp.-113

Williamson, Ol'iver E. (1996) , AThe Mechan
University Press.

Zubrod. j., Tasiaux,R. and Beebe, A. (1996
Journal of Transportation and Distribution Vol-37, 2

Acharya B.H. and Basnet M.R009) 68



Supply chain challenges in DD@QNepal(A perspective of buyerseller relationship)

Appendices
AppendixA

Interview guide to BMSS

1. What is your daily requirement of milk?

2. How many liters of milk do you collect per day?

3. Is your daily collection meet demand (requirement)? If not why?
4. How manynumbers of MPC&re your supplierg

5. Are they increasing or decreasing? If decreasing why?

6. What is the average milk production of eddiPCS

7. Are they supplying all quantityhateverthey producedf not why?
8. How much time do you collect milk?

9. What are the majoproblems in collecting milk?

Interview guide to MPCS

1. How many liters of milk do you collect per day?

2. How many members are there in this cooperative?

3. Are they increasing or decreasing? If decreasing why?

4. What is the average milk production of each member?

5. Are they supplying all quantityhateverthey producedf not why?

6. How much time do you collect milk?
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7. How much liters do you supply to BMSS?

8. Areyousupplying all collectedchilkto BMSS™H yes, why? If not, why?
9. What are the major problesin this milk pofession?

10. What types of supports are you getting from BMSS?

11. Is there any specific investment from the side of BMSS to operate your MPCS?

Interview guide to Farmers

1. Howmuchmilk do you produceer day(liter)?
2. How many nmbersof cattle do you have?
3. Wha type of breed do you have?

4. Is a cattlfarmingyour major occupation?

5. Areyou a member of cooperative? If yes, what are the major motivational factors to be
a member of MPCS?

6. If no, why you are not interested to be a member of MPCS?
7. Do you sell all the 1tks to cooperatives? if not why?
8. What are the major problems in cattle farming?

9. What type of support are you getting from other institution (BMSS, MPCS)?
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AppendixB @)

Milk supply scheme in different region
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Chiling centers of BMSS
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