
 

1 INTRODUCTION 

Background 

Agriculture‟s special power in poverty reduction has been discussed in a 

number of publications. According to World Bank (2007), agriculture offers great 

help as a fundamental instrument for poverty reduction as it provides livelihoods 

for an estimated 86% of rural people (2.5 billion people) and provides jobs for 1.3 

billion smallholders and landless workers. Ligon and Sadoulet (2007) show that 

agricultural income growth is more effective in reducing poverty than is growth in 

other sectors. 

Dairy sector is part of animal husbandry subsector, one of agriculture 

subsectors, which has great potentials in contributing for poverty reduction and 

rural livelihoods (Yasmin and Ikemoto 2015; Samal and Kar 2016). It has the 

ability to produce high-value and nutritious products (dairy products). The 

potentials of dairy sector are reflected in its strengths in supporting Sustainable 

Development Goals (SDGs) (FAO APHCA 2016). 

The potentials of dairy sector in Indonesia come from the demand and 

supply side. There is a increasing demand for fresh milk and dairy products in 

Indonesia with local businesses unable to meet demand (Yustika et al. 2014; 

Wright and Darmawan 2016). The strong demand in medium term is encouraged 

by the increasing population and income, growing popularity of dairy products, 

and growing influence of retail chains and multinational companies (OECD-FAO 

2012). Most of the domestic demand (approximately 70%) are met by imported 

milk (Nugroho 2012; Sebayang 2013). Wright and Darmawan (2016) also state 

that Indonesian per capita milk consumption rose from 12.83 liters in 2013 to 13.4 

liters in 2014 but that consumption figure is currently much lower than other 

ASEAN countries (Malaysia: 50.9 liters; Thailand: 33.7 liters; and The 

Philippines: 22.1 liters). 

The potential of dairy sector from supply side is supported by the fact that 

the majority of dairy cattle in Indonesia are managed by smallholders (Wright and 

Meylinah 2015; Anindyasari et al. 2015). Indonesia‟s Ministry of Agriculture 

reports that there are 122 750 dairy farmers managing about three or four cows 

each on average and most of them average 10 to 11 liters per cow per day (Wright 

and Meylinah 2015). According to the brief explanation above, there is an 

opportunity for smallholder dairy farmers to grow in order to meet the strong 

demand of milk and milk products in Indonesia. Improved income and condition 

of smallholder dairy farmers may eventually lead to the poverty alleviation. 

One suitable method to improve the wellbeing of smallholder dairy farmers 

is by implementing Inclusive Business Model (IBM). According to Kelly et al. 

(2015), IBM promotes the integration of smallholders into markets with the 

underlying principle that there are mutual benefits for poor farmers and the 

business community. The ultimate goals of IBM are to reduce poverty and 

improve food security. 

The urgency of considering and conducting IBM in the dairy sector is also 

driven by the agrifood transformations (Reardon and Timmer 2014) and dairy 

transformation (Daryanto 2015). Agrifood transformations, especially in dairy 
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sector, refer to the rising number of food producers which are now directly 

connected with modern retail outlets, the shift to private standards, vertical 

coordination, and sourcing via national, regional, and global networks (Reardon et 

al. 2009; Permani et al. 2015). Dairy transformation which is driven by the 

demand forces and supply forces is explained in Table 1. 

 

Table 1 Drivers of dairy transformation 

Demand forces Supply forces 

1 Increased demand due to the population 

growth, income growth, increasing middle 

class, urbanization, and longer life span and 

aging population 

2 Diversification toward higher value food in 

cosequence of changing consumer 

preferences (food quality, safety, and 

attributes) 

3 Shift of food spending from grains and 

staples to vegetables, fruits, meat, dairy 

products, fish, and processed foods 

4 Increased demand for practical products 

particularly in urban areas 

5 More emphasis on food security and 

improved nutrition 

1 Investment in research 

2 Value chain development 

3 Increase in production and 

processing scale 

4 More emphasis on food 

security and improved 

nutrition 

5 Water and land scarcity 

6 Climate change 

7 Less market protection 

Source: Daryanto (2015) 

 

Smallholder inclusiveness in agrifood and dairy transformation is required 

for the benefits of both the farmers and the businesses. Assisting smallholders‟ 

engagement in milk markets contributes to improvement in production and 

productivity, and finally enhancing the farmers‟ income and welfare (Kumar et al. 

2013). The farmers are able to farm competitively, seize new market 

opportunities, and be a good business partners with the right kind of support. 

Their involvement is required so that they could improve in ensuring consistent 

supply of fresh milk and in meeting the demand for safer and better quality fresh 

milk and other dairy products in Indonesia. 

Southern Bandung Dairy Cooperative (KPBS) Pangalengan is one suitable 

example of institution which implements IBM, specifically in the form of farmer-

owned business according to Cotula and Leonard (2010). KPBS Pangalengan 

exists because of the existance of thousands of smallholder dairy farmers in 

Pangalengan Subdistrict. 

KPBS Pangalengan is selected as a great example or case study due to these 

following reasons. 

1 Rank or size and Age KPBS Pangalengan is ranked 52
nd

 among 100 

Indonesia‟s big coopereatives and ranked second among 10 Indonesia‟s 

biggest producer cooperatives in 2014 based on Muchtar (2015). Based on 

Cooperative and SME Service of West Java, KPBS Pangalengan is one of the 

two biggest producer cooperative in West Java (Dian 2016). KPBS 

Pangalengan is also the third oldest dairy cooperative in Indonesia (Baga 

2013). 
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2 Location KPBS Pangalengan is located in Pangalengan, West Java, which is 

suitable for dairy farming and dairy business development since the Dutch 

colonial era. West Java is one of the dairy cattle development regions in 

Indonesia (Priyono and Priyanti 2015). It is revealed that West Java ranks 

second highest in dairy cows population (from 2013 onwards) and fresh milk 

production (since 2000) (BPS 2017a; BPS 2017b; BPS 2017c). Based on 

Agricultural Census 2013, West Java is the third province with the highest 

number of household in dairy cows farming (BPS 2013). According to 

Feryanto (2010), the dairy farming business in West Java (including in 

Pangalengan) was profitable (both privately and socially) and it had 

competitive advantage and comparative advantage. Several large milk 

processors are located in West Java, for instance Ultrajaya (UJ) and Indolakto. 

West Java is also close to Jakarta where the factory of Frisian Flag Indonesia 

(FFI) is located. 

3 Smallholder Dairy Farmers Roughly 93-94% of total dairy farmers in KPBS 

Pangalengan are smallholder or small-scale dairy farmers. The existence of 

them is indicated in Lestari et al. (2015) as first scale dairy farmers and in 

Mauludin (2014) as lower class dairy farmers. In addition, Agusta et al. 

(2014) reveals the presence of KPBS Pangalengan‟s members that were 

considered poor or not welfare. This kind of dairy farmers are the ones aimed 

to be included and improved through IBM.  

4 Automated Milk Collection Point (MCP) There is an establishment and use 

of automated MCP in KPBS Pangalengan. MCPs exist with the major help of 

FrieslandCampina. MCP is the modern, sophisticated, and automated version 

of cooperative service center (Tempat Pelayanan Koperasi or TPK) which 

aims to improve the milk collection process. The milk collection improvement 

is expected to improve milk quantity and quality. 

MCP installation comes with other advantages, namely registration of 

the milk which is on individual base and an education or training for the dairy 

farmers and MCP staff. This new milk registration system motivates dairy 

farmers to produce more milk due to a better and fairer milk price. 

5 Autonomous Units of KPBS Pangalengan The current autonomous unit in 

KPBS Pangalengan is PT BPR Bandung Kidul. The other unit, Milk 

Treatment 2 (MT2)  is targetted to be autonomous (in the form of Perseroan 

Terbatas or PT) in early 2017. The establishment of autonomous units aims to 

enhance the performance of the respective unit or make it professional and 

eventually benefit the dairy farmers. 

It is clear that KPBS Pangalengan plays a vital role in linking the 

smallholder dairy farmers in Pangalengan to the markets. KPBS Pangalengan has 

been providing goods and services needed by smallholder dairy farmers to 

perform dairy farming. It is easier for the dairy farmers to acquire those goods and 

services collectively through KPBS Pangalengan, rather than acquring it 

individually. KPBS Pangalengan, at the present time, has seven service units 

which serve the goods and services for smallholder dairy farmers. Those seven 

service units are (1) Production Unit, (2) Milk Processing and Marketing Unit 

(MT1 and MT2), (3) Transportation, Feeds, Goods, and Forages Unit, (4) Feed 

Processing Unit (PMT), (5) Animal Healthcare and Breeding Unit, (6) Members‟ 
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Healthcare (Ma Ageung Clinic), and (7) PT BPR Bandung Kidul. Besides, KPBS 

Pangalengan also provides extension service by owning extension officers. 

KPBS Pangalengan is like the heart of smallholder dairy farmers and it is 

directly related to them. It works in a system of dairy value chain from dairy 

farmers to consumers. It also has its own business model which has the 

characteristic of smallholder IBM. Considering the pivotal role of KPBS 

Pangalengan, the study about dairy value chain, business model, and inclusiveness 

of KPBS Pangalengan are expected to be beneficial, especially for smallholder 

improvement. The study about KPBS Pangalengan‟s dairy value chain is the high 

level view on the system and the study about its business model is the close-up 

one. 

 

 

Problem Statements 

Regarding the dairy value chain, there are concerns about the power of Milk 

Processing Industries (MPI) and modern retail revolution. There is a tendency of 

oligopsony structure in the milk processing industry in Indonesia (Farid and 

Sukesi 2011). Milk processing companies tend to relatively have more power than 

dairy cooperatives. Rapid changes in dynamic modern markets affect the entire 

value chain ―consumers, retailers, wholesalers, processors, and producers― with 

enormous implications for the competitiveness and future viability of small-scale 

producers (Vermeulen et al. 2008). Due to those concerns, the study about dairy 

value chain of KPBS Pangalengan using Value Chain Map (VCM) is expected to 

be helpful for the inclusiveness of smallholder dairy farmers. The use of Business 

Model Canvas (BMC), in this study, is mainly intended to understand the overall 

business model of KPBS Pangalengan. 

The majority of dairy farmers in Pangalengan are smallholders. Although 

many of them do dairy farming as additional job but scaling them up would be a 

high benefit for themselves and the actors along the value chain. IBM has the 

ability to turn them into medium or even large scale dairy farmers as it aims to 

enhance the welfare of the smallholders. Smallholder inclusiveness could be 

improved through the value chain where the smallholders included and through 

the business model of certain institution linked with the smallholders. As there are 

still many smallholder dairy farmers in KPBS Pangalengan that need to be scaled 

up, understanding the current state of KPBS Pangalengan‟s inclusiveness would 

also be helpful. The possible areas of improvement for smallholder inclusiveness 

in KPBS Pangalengan would be supported by the results of current dairy value 

chain, current business model, and inclusiveness analysis. 

According to the above explanation, the problem statements of this research 

are as follows. 

1 How is the current dairy value chain of  KPBS Pangalengan? 

2 How is the current business model of KPBS Pangalengan? 

3 How is the inclusiveness of KPBS Pangalengan? 

4 How are the possible areas of improvement for KPBS Pangalengan‟s 

inclusiveness? 
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Objectives 

Based on the problem statements, the objectives of this research are as 

follows. 

1 Analyzing the current dairy value chain of KPBS Pangalengan. 

2 Analyzing the current business model of KPBS Pangalengan. 

3 Analyzing the inclusiveness of KPBS Pangalengan. 

4 Analyzing the possible areas of improvement for KPBS Pangalengan‟s 

inclusiveness. 

 

 

Benefits 

The result of this research is expected to give these folowing benefits. 

1 As a source of evaluation and improvement (with the emphasis of its 

inclusiveness) for KPBS Pangalengan‟s leaders, managers, and officials. 

2 As a reference for any further reasearch. 

3 As a source of knowledge for the readers about the dairy value chain, business 

model, and inclusiveness of KPBS Pangalengan. 

 

 

Scope 

Dairy in this research refers to milk produced by dairy cows. This research 

is conducted in the scope of KPBS Pangalengan with the focus of its inclusiveness. 

There are four analysis included in this research namely analysis of current dairy 

value chain of KPBS Pangalengan, analysis of current business model of KPBS 

Pangalengan, analysis of inclusiveness of KPBS Pangalengan, and analysis of 

possible areas of improvement for KPBS Pangalengan‟s inclusiveness.  

The three analytical tools used in this research are based on Link 

Methodology by Lundy et al. (2010). Value Chain Mapping (VCM) is undertaken 

in dairy value chain analysis. Business Model Canvas (BMC) approach, based on 

Osterwalder and Pigneur (2010), is utilized to analyze KPBS Pangalengan‟s 

current business model. KPBS Pangalengan‟s current state of inclusiveness is 

analyzed using six New Business Model (NBM) Principles. The results of dairy 

value chain, business model, and inclusiveness analysis are used to analyze the 

possible areas of improvement for KPBS Pangalengan‟s inclusiveness. The 

implementation stage of the inclusiveness improvement is completely in the hands 

of KPBS Pangalengan‟s leaders and managers. 

 

 

2 LITERATURE REVIEW 

Value Chain and Value Chain Map (VCM) 

A value chain is a connected series of organizations, resources, and 

knowledge streams involved in the creation and delivery of value to the end 




