*
**

*
Working together
Learning for life

VALUE CHAIN ANALYSIS IN THE
MONTENEGRIN DAIRY SECTOR




Manuscript completed in December 2012.

The contents of this paper are the sole responsibility
of the authors and do not necessarily reflect the views
of the ETF or the EU institutions.

© European Training Foundation, 2013
Reproduction is authorised provided the source
is acknowledged.



*
*

T *
E F Working together
Learning for life

VALUE CHAIN ANALYSIS IN THE

MONTENEGRIN DAIRY SECTOR
PREPARED FOR THE ETF BY PROF. DR MILAN
MARKOVIC, UNIVERSITY OF MONTENEGRO, AND
DR IR LIESBETH DRIES, WAGENINGEN UNIVERSITY

PREFACE

EXECUTIVE SUMMARY 5
1. STUDY METHODOLOGY 8
2. GENERAL BACKGROUND 10
2.1 Macroeconomic and employment situation 10
2.2 Regions in Montenegro 1
2.3 Agricultural sector 14
2.4  Conclusions 17
3. THE CONSUMER SIDE OF THE DAIRY VALUE CHAIN 18
3.1 Introduction 18
3.2 The tourism and retail sectors as drivers in the dairy value chain 18
3.3 Characteristics of the retail and tourism sectors 20
3.4 Desired attributes of dairy products — interview feedback 22
3.5 Employment-related aspects of the retail and tourism sectors 23
4. THE MONTENEGRIN DAIRY SECTOR AND THE NORTHERN REGION 24
4.1 Basic features of livestock production 24
4.2 Milk production 25
4.3 Processing industry 27




2 VALUE CHAIN ANALYSIS INTHE MONTENEGRIN DAIRY SECTOR

5. THE CHEESE SECTOR INTHE NORTHERN REGION 32
5.1 Potential for cheese production in the north 32
5.2 Main characteristics of the Montenegrin cheese 34
5.3  Structure and barriers to growth in the cheese sector — interview feedback 34
6. KEY ACTORS AND ORGANISATIONS INTHE DAIRY SECTOR 36
6.1 Regulatory and institutional framework 36
6.2 Stakeholder organisations in the dairy sector 38
6.3 Education and training framework in the agriculture and dairy sector 38
6.4 Current skills levels and requirements in different value chain segments 40
7 VISION FOR GROWTH INTHE DAIRY SECTOR 42
71  Lessons learned from the value chain analysis 42
72 SWOT analysis of the dairy value chain 43
73  Income and employment creation 45
8. POLICY CONCLUSIONS AND RECOMMENDATIONS 48
ANNEXES 54
Annex 1. Overview of interviews 54
Annex 2. Interview questionnaires 57
ABBREVIATIONS AND ACRONYMS 69
GLOSSARY 70
BIBLIOGRAPHY 71




PREFACE

The European Training Foundation (ETF) study on long-term unemployment in northern Montenegro showed that
support for job creation in this region is crucial to solve the unemployment problem in the long term. The region has
the greatest potential for agricultural and livestock production in Montenegro in terms of natural environment and
resources. Consequently, ETF consultations with national stakeholders led to the selection of the dairy sector as
the area with the biggest potential for job creation (mainly milk and cheese production in the north). The value chain
approach was chosen because of the need to look at the demand side of the regional labour market in the north.
Many families in the north are involved in small-scale and mostly subsistence agriculture and animal husbandry.

If consumer demand for dairy products in the retail and tourism sectors and linkages with producers are known,

a growth strategy can be developed for the sector, and potential areas of employment and skills needs can be
identified.

This report aims at understanding why good-quality dairy products from the north cannot reach the national domestic
market and the tourism sector in the south. It also investigates how more jobs and income can be created for
agricultural producers in the north by linking them with the tourism sector in the south. The report includes desk
research, the collection of statistics, interviews with the producers, processors and final consumers of dairy products
from 2012. In particular, it looks at the trade links from the north to the south. The desk research consisted of a
review of the relevant literature (e.g. reports and studies) and an analysis of qualitative and quantitative data. The data
analysed includes:

regional-level data focusing on the northern region;

dairy-specific information focusing on the cheese sector;

national and European strategies and policies relevant to the dairy sector;
relevant data concerning training activities in the northern region.

The field research was conducted through interviews with key actors at different levels of the dairy value chain, i.e.
primary producers (farmers), dairy processors, traders, retailers and hotel and restaurant owners. Annex 1 provides
an overview of the individuals and companies interviewed as part of this study. Annex 2 provides the questionnaires
used in the interviews. Information was also gathered from experts in relevant organisations, such as the
Biotechnical Faculty (University of Montenegro), the Ministry of Agriculture and Rural Development and education
and training facilities.

A team of local and international experts contracted by the ETF prepared the report. Professor Milan Markovic

from the University of Montenegro conducted the empirical work and drafted most of the chapters. Dr Liesbeth
Dries from Wageningen University in the Netherlands drafted most of the last two chapters concerning the vision
for growth of the dairy sector and the recommmendations. The report was finalised by Ummuhan Bardak based on
comments received from the Montenegrin stakeholders in the validation seminar held on 22 November 2012 in
Podgorica, the comments of the editorial board and contributions from ETF colleagues — Margareta Nikolovska, Arne
Baumann and Gabriela Platon.

The study's findings and recommendations provide a useful input for developing new programmes and projects in
the dairy sector to support the northern region. Funding is available through the European Union (EU) Instrument for
Pre-Accession Assistance (IPA) to which Montenegro obtained access by achieving candidate status in December
2010. It has access to a number of components: IPA-Ill — the regional development component; IPA-IV — the human
resources development component; and IPA-V — the rural development component. If the government prioritises the
issue, all three programmes can support the development of the northern region through targeted actions relating to
human resources development, employment and rural development.

The key is to use the results of these kinds of analyses and reports when designing national (operational) and/

or regional programmes. This is called evidence-based policy making. The ETF will try to link this activity with

the existing initiatives and policies in the field. It will do this mainly by coordinating with the EU delegation in
Montenegro regarding IPA funds, the Ministry of Labour and Social Welfare and the Ministry of Agriculture and Rural
Development. It will also deal with donors who are involved in the development of the northern region (EU, United
States Agency for International Development (USAID), Luxembourg Agency for Development Cooperation, Danish
International Development Agency (DANIDA)) and other financing initiatives like the Western Balkans Investment
Framework.
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Invaluable inputs to the report were provided by the Ministry of Labour and Social Welfare, the Ministry of Agriculture
and Rural Development, local government institutions, the Statistical Office of Montenegro (MONSTAT), staff at the
Biotechnical Faculty, the Veterinary Directorate of Montenegro and the Ministry of Sustainable Development and
Tourism. Actors representing companies at different levels in the dairy value chain who took part in the study and/or
attended seminars and meetings organised by the project, providing opinions and specific information and data, were
also of enormous help.

Ummuhan Bardak
ETF expert



EXECUTIVE SUMMARY

Value chains are a way of representing the series of transactions required to bring a good or service from conception,
through intermediary phases of production, to final consumers. The term ‘value chain’ refers to the fact that value is
added to preliminary products by combining them with other resources (e.g. tools, manpower, knowledge and skills,
raw materials). As the product passes through several stages of the value chain, the value of the product increases.
Thus, it includes design, production, marketing, distribution and support services up to the final consumer. Value
chains are a tool to describe the interrelationships between a range of actors, functional activities, service providers,
customers, supporting institutions and supply chains, where governance is assessed by exploring power relations
between the different sides of transactions (Schmitz, 2005). This is a critical issue when looking at barriers to entry
for poor producers trying to access value chains (Herr and Muzira, 2009).

Value chain analysis is used here as a tool to address issues of regional development and employment creation in
the north, as the dairy sector is a very relevant and timely topic for the country’s regional development plans. The
study highlights the growing opportunities for dairy products in the domestic retail and tourism sectors. While the
growing tourism sector provides seasonal opportunities that are concentrated mostly in the south (coastal area), the
retail sector is restructuring at a rapid pace. The result is the consolidation and modernisation of retail chains and the
increased involvement of international chains, e.g. Mercator (Slovenia) and Delhaize (Belgium), with opportunities
for the continuous supply of fresh foods such as dairy products. If local producers can meet commercial needs and
customer tastes in the tourism and retail sectors, this could lead to more employment and higher incomes in the
north.

The retail and tourism sectors value price, volume, quality and packaging design as desirable attributes for dairy
products. Furthermore, these requirements need to be fulfilled consistently throughout the year. However, the
competitiveness of the Montenegrin dairy sector is hampered by the costs of domestic production and logistics at
the production and processing levels. The sector also faces challenges in complying with strict EU requirements with
respect to animal welfare, food safety and hygiene in food production. There is insufficient focus on the development
of the marketing aspect of the dairy value chain at the production and processing stages. The intersector links
between producers and consumers are weak. Cooperation, which could lead to a louder voice, greater power and
joint action, is lacking both at the farm level and at the dairy processing level. An examination of the backward
linkages from the tourism (hotels and restaurants) and retail sectors to the northern dairy sector shows the lack of
intermediary support structures that enable buyers and suppliers to come together.

The study proposes two specific growth strategies for the dairy sector in the north. It focuses on the potential

jobs to be created and the training activities required. The first strategy involves improving the efficiency of dairy
production. The second strategy entails improving the marketability of regional dairy products (cheeses). A flourishing
dairy sector would be a highly valuable start for a self-supporting economic dynamic in the north. In line with the
rationale for using a value chain analysis, the proposed strategies follow a vision of consumerdriven growth, where
opportunities are identified in the retail and tourism segments of the chain. The two strategies target different
segments, both at the milk production and at the dairy processing level.

The first strategy, aimed at improving efficiency, targets the larger dairy farms and processing companies because
of their size. While these farms already have a better breeding structure and achieve above-average milk yields,
improvements are still possible in a number of areas:

lowering collection costs per litre;

increasing milk yields and seasonal variations in milk supply;
improving milk quality;

improving technological and hygiene standards.

This can be achieved by developing larger commercial units with technical improvements (barns, fodder production,
genetics) and enhancing skills and know-how (management, farm accountancy, hygiene standards). At the
processing level, there should be a focus on improving the collection network to reduce transport costs. Efficiency
gains can help to reduce costs and hence improve the competitiveness of locally produced dairy products.

The second strategy focuses on improving the marketability of regional dairy products. These are typical, locally
produced cheeses that have a good reputation within Montenegro (e.g. Pljevaljski and Kackavalj cheese) but may
also appeal to foreign customers and tourists who are interested in the local cuisine. Both cheeses are produced
exclusively in the north. They can therefore be promoted as a regional, value-added product with a specific local
and traditional character. In this strategy, the focus is on marketing and advisory services rather than on efficiency
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or scale of production. It should be noted that these geographical ‘brands’ are often associated with or operated
by producer associations. The value of the product is highly dependent on the possibility of strict quality control.
Quality is seen primarily as a subjective concept with a strong focus on a range of aspects such as taste, typical
characteristics related to the region and the story behind the product.

The protection and promotion of regional cheeses — geographical indications — require actions both at the producer
end of the value chain and at the consumer end. Such actions start with changes at the production and processing
level (the pooling of resources) and in logistics. Farmers should be made aware of the potential for increasing the
production and marketing of specific products. Productive cooperation should be explored. Specific marketing
campaigns could increase consumer knowledge and demand for these specialty products. Actions must be
undertaken to promote regional cheeses on restaurant and hotel menus and on supermarket shelves. Such actions
could include highlighting traditional Montenegrin recipes and local breakfast styles. This will require the development
of strong business relationships between the producers of specialty cheeses and the procurement staff in wholesale
and retail companies and tourism businesses. Close collaboration between local producers and national and local
authorities will also be needed.

It must be stressed that dairy sector growth may not create significant new employment directly at farm level. It
may even reduce some existing (unproductive) jobs in the short term. However, in the longer term, more jobs would
be created in intermediary support services, the food processing industry and business services in marketing and
advertising. By stimulating growth in existing farms and companies, new and indirect employment opportunities
would come from spill over effects in complementary agri-industries, such as the farm input supply industry

and logistics. Indeed, there would be a demand for the necessary services for milk production, processing and
marketing. These would include input supply services; machinery and equipment maintenance; product marketing;
hiring of construction companies to build new barns and adapt existing ones; transport services; production of
packaging materials; education and training for farmers; farm management and accountancy; and many other general
services to the rural population.

A human capital development policy targeted at dairy production and processing will be a crucial part of agricultural
and rural development policies. It will stimulate the upgrading of dairy operations, both in terms of volume and
product quality. However, the average age structure of the agricultural workforce — and the farmers in the northern
dairy sector in particular — is unfavourable, with a high share of older people involved in dairy farming. Furthermore,
employment in dairy production is unattractive to young people. This has led to low enrolment of students in the
existing 10 vocational education and training (VET) schools which provide agricultural programmes. The sector thus
needs an improved image. This can be achieved through betterquality VET programmes with more involvement

by successful agri-food businesses and the professionalization of services which would lead to higher income and
betterquality jobs for young, bettereducated people.

The EU pre-accession funding (regional development, human resources development and rural development)
provides a unique opportunity to support the human capital development of the northern dairy sector if it is selected
as a policy priority. The most urgent needs of human capital investment and the training expertise needed in the
sector to support the identified growth strategies are listed below. Two target groups are highlighted: the current
active workforce in dairy production and processing and young people who opt for agricultural VET studies. Recent
improvements in the agricultural VET programmes will help the situation of the latter, but providing adult training for
current farmers and processors on those topics is crucial. Furthermore, there must be a greater emphasis on the
‘young and successful entrepreneur’ profile to attract people into the sector. The aim must be to appeal to those who
like to work independently and wish to start their own business in the countryside.

Relevant training activities that target dairy producers and processors and are designed to improve the efficiency and
competitiveness of the northern dairy sector and the marketability of regional cheese products include:

m  knowledge of animal nutrition, genetic improvement, animal breeding and herd management; modern and
environmentally friendly production techniques and technologies; training on the use and maintenance of modern
machinery and equipment;

m  knowledge to improve hygiene measures at farm level; training on animal welfare and disease control;
implementation of food safety measures (Hazard Analysis and Critical Control Points (HACCP) system and food
traceability) as required by the Community acquis;

m  knowledge of farm management skills and know-how; cost analysis; business planning on all aspects of the farm
business from an entrepreneurial perspective;

m training on skills and know-how for marketing and branding products to identify new opportunities at the dairy
processing level; support for research and development initiatives for new dairy products; case studies and
exposure to foreign experiences to stimulate creativity and entrepreneurship at the dairy processing level;

m a better understanding of and a greater focus on market-driven value chains; the important role of consumer
side requirements (retail and tourism sectors) for producers and processors; developing intermediary support
structures that bring buyers and suppliers together;
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m  knowledge and skills about marketing regional products using several case studies as well as new innovative
ideas for marketing; knowledge about the establishment of geographical indications (e.g. examples of well-known
cheeses in Italy and France), and the branding of local products;

m skills and know-how on how to set up producer associations; this requires convincing local producers (and local
institutions) to collaborate based on the fact that successful local brands are often created by consortia of farmers
and producer associations;

m training on developments in the regulatory framework with respect to food safety and hygiene; comparison of
traditional recipes with the EU technical standards and promotion of national recipes;

m training on existing opportunities to get IPA funds for developing high-quality local products; training on
developing projects and business plans and applying for EU funds or national support schemes for investments in
agricultural holdings.

Finally, many relevant actors support human capital investment in the sector, e.g. Ministry of Agriculture and Rural
Development, Ministry of Economy, Ministry of Labour and Social Welfare, Ministry of Sustainable Development and
Tourism, Employment Agency of Montenegro, Ministry of Education and its vocational schools, Biotechnical Faculty,
local authorities and their agricultural advisory services, businesses in the agri-food industry, associations and other
representatives of the producers and processors. All these institutions need to work together to achieve the growth
strategies and support training in the dairy sector.
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1. STUDY METHODOLOGY

The overall objective of the ETF study was to understand why dairy products from the north have problems reaching
the national domestic market and tourism sector. A more specific objective was to derive policy recommendations —
based on a value chain analysis — to improve employment and income opportunities in the northern region’s dairy
sector. The study objective led to several tasks:

m to perform a value chain analysis of the northern dairy sector and the dairy value chain leading into the southern
tourism market and the retail sector in the central regions of Montenegro;

m to identify growth opportunities for the northern dairy sector, especially the cheese sector, that could lead to
increased employment and income opportunities in the region;

m to identify education and training needs to achieve the identified growth opportunities.

The methodology used was a mix of quantitative and qualitative analysis. Preparing for the study involved two stages
of desk research and field research, followed by the consultation process with the national stakeholders to validate
the results.

Desk research

Desk research consisted of a review of the relevant literature (e.g. reports and studies) and an analysis of qualitative
and quantitative data. Data analysed included the following:

regional-level data focusing on the northern region;

dairy-specific information focusing on the cheese sector;

national strategies and policies relevant to the dairy sector;
EU-level policies relevant to the dairy sector;

relevant data concerning training activities in the northern region.

Field research

The field research was conducted in 25 interviews with key actors at different levels of the dairy value chain. These
included primary producers (farmers), dairy processors, traders, retailers and hotel and restaurant owners. Annex 1
contains a list of the individuals and companies interviewed. Annex 2 provides the questionnaires that were used
during these interviews. It must be emphasised that the low number of interviews resulted in an incomplete
description of the whole chain. Information was also gathered from experts in relevant organisations, such as the
Biotechnical Faculty (University of Montenegro), the Ministry of Agriculture and Rural Development and education
and training facilities.

Primary producers (farmers)

A total of nine milk producers were approached to participate in a face-to-face interview (see Annex 1). All farmers
interviewed were located in the northern region. They provided information on a mix of livestock (cattle, goats and
sheep) and dairy products. These included some local specialty cheeses, such as Pljevlja, and other products, such
as kajmak. The farmers interviewed run larger operations than the average dairy farm size in Montenegro. They were
selected because they produce and regularly deliver milk to the processing industry or they convert milk into cheese
in their own household which is then sold directly in the market.

The local expert did not encounter problems in scheduling the interviews. There was a general willingness among
farmers to participate in the study and they were keen to provide plenty of details and share their views during the
interview. In general, the answers provided by the various farmers were very similar.

Dairy processors

Six dairy processors were approached and interviewed as part of the field research (see Annex 1). The processors
were located in the northern and central region of Montenegro. The dairy companies differed in size, in milk collection
area and in final products, which ranged from yoghurt to local specialty cheeses.

Processing companies were keen to participate in the study. They were very willing to provide relevant information.
However, different processors provided very different answers to the same questions. Differences in opinion (for
example with respect to a willingness to cooperate with other dairy companies) often correlated with the size of the
dairy company.
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Traders and hotel and restaurant businesses

The local expert conducted ten interviews, five with traders and retailers and another five with hotel and restaurant
owners (see Annex 1). All retailers have their headquarters in Podgorica but have retail outlets throughout
Montenegro. The traders and retailers have individual market shares from 9% to more than 20%. This means that the
interviews covered an important share of this value chain segment. Hotels are located in the south. Restaurants are
located in the south or in the capital.

A number of problems were encountered in setting up the interviews. Some traders were reluctant to participate
in this type of research and it was difficult to schedule meetings. Personal contacts were helpful in some cases.
An additional complexity was the hierarchical management structure and the way in which different departments
in these companies had different expertise. For example, employment information would be known mainly by
the human resources department, information about the procurement of dairy products had to be gathered from
the procurement office and information about market share or potential would be more readily available from the
marketing division. As a rule, interviews were conducted with only one individual and his or her first assistant.

Similar problems arose when setting up the interviews with tourism businesses (hotels and restaurants). As a result,
it was difficult to establish a complete picture of the consumer side of the dairy value chain.

Consultation with national stakeholders

The Ministry of Labour and Social Welfare was the main contact point for this study. Additional consultations were
held with a wider group of national stakeholders by organising a kick-off meeting at the beginning of the study and a
validation event at the end. The project kick-off meeting was held in Podgorica on 15 June 2012. At this meeting, the
relevant national stakeholders provided guidance in fine-tuning the structure and methodology of the study. During
the final stage, the results of the study were presented and discussed with the national stakeholders in a validation
workshop in Podgorica on 22 November 2012. The workshop brought together all relevant parties involved in the dairy
sector (farmers/producers, processors, retail traders, hotel and restaurant owners) and public institutions (labour,
agriculture, tourism, economy and education ministries, Employment Agency of Montenegro local authorities,
employers and VET providers) to reflect on the findings.
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2. GENERAL BACKGROUND

With a surface area of 13,812 square kilometres and a population of 620,029, Montenegro is a small country. With
an average of 45 people per square kilometre, it is also one of the most sparsely populated countries in Europe.
The total length of the land borders is 614 kilometres. The Adriatic Sea coastline is 293.5 kilometres long. It is a
multi-ethnic, multi-religious and multicultural country. The national and ethnic structure of the country’s population,
as defined by MONSTAT (2011a) is: Montenegrins (44.98%), Serbs (28.73%), Bosniaks (8.65%), Albanians (4.91 %),
Muslims (3.31%) and Croats (0.97%). In addition, 18 other nationalities and ethnic groups are reported to live in the
country.

Montenegro acquired its independent status under its current name at the Congress of Berlin in 1878. Since 1918,
it has been a part of all three Yugoslav states. After the referendum held on 21 May 2006, Montenegro became an
independent country. It became the 192nd member of the United Nations on 28 June 2006.

In terms of EU accession, Montenegro was granted candidate country status in December 2010. It has been a
member of the Central European Free Trade Agreement (CEFTA) since 2007 and a World Trade Organisation (WTO)
member since December 2011. Since its independence, Montenegro has become a member of the Food and
Agriculture Organisation (FAO) and other international agricultural organisations.

2.1 MACROECONOMIC AND EMPLOYMENT SITUATION

According to TABLE 2.1, the macroeconomic situation has been characterised by low inflation and continuous
accelerating economic growth. This trend was reversed temporarily during the 2009 crisis after which exports began
to increase again. Imports reached maximum levels in 2008 before falling by approximately 30%.

TABLE 2.1 MONTENEGRO’S MACROECONOMIC INDICATORS, 2005-11

Indicator 2005 2006 2007 2008 2009 2010 2011°
GDP in current prices (EUR million) 1815.0 2149.0 26805 3085.6 29809 3104.0 31909

GDP per capita (EUR) 29120 34425 4280.7 49071 47201 5006.0 5103.3
GDP growth in real terms (%) 4.2 8.6 10.0 6.9 -5.7 2.5 2.8
Unemployment (%) 30.3 29.6 19.4 16.8 19.1 19.7 19.7
Activity rate (%)¢ 49.9 48.9 51.8 519 51.5 48.5 474¢
Long-term unemployment rate (%)4 85.4 82.6 73.0 79.4 815 776 79.6
Inflation rate 2.3 3.0 4.2 8.5 3.4 0.5 3.0
Export of goods and services 7904 1066.3 13017 1218.0 976.8 10774 12250
(EUR million)

Import of goods and services 11085 17186 23858 29009 1963.7 19589 2033.3
(EUR million)

Balance of trade in goods and -318.1 -652.3 -1084.1 -1682.9 -987.0 -881.5 -808.3
services (EUR million)

Net foreign direct investment 20.9 21.7 20.8 179 295 18.5° 12.0
(% GDP)

Government gross debt (% GDP)? - - - 29.0 38.2 40.9 45.1

Source: MONSTAT, several statistical yearbooks; (a) European Commission, 2012; (b) World Bank, 2012a, (c) WorldBank, 2012b; (d) European
Commission, 2010.
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The 2012 estimate of economic growth remains very low at 0.2%, while economic recovery since 2010 has not been
accompanied by falling unemployment. The labour market situation in Montenegro paints a grim picture with almost
20% unemployment. Youth unemployment reached 39.4% in the fourth quarter of 2011. Furthermore, unemployment
among those with low skills (with no education beyond primary education) continues to be higher than for skilled
workers. The low-skilled unemployment rate is very high: 30.3%. At the same time, substantial immigrant labour is
used during the summer tourist season (World Bank, 2012b).

Another worrying issue is the high share of long-term unemployed. This phenomenon has damaging effects on
human capital. Being out of work for more than a year has devastating effects on people’s skills and work abilities.
This, in turn, diminishes their future job prospects, and ultimately may result in job seekers becoming economically
inactive (World Bank, 2012b). More than 79% of all unemployed people have been unemployed for a period of one
year or longer according to the 2011 Labour Force Survey. Approximately 10% of the long-term unemployed have
been without a job for more than eight years. This group includes older individuals who are entitled to indefinite
unemployment benefits until they retire, but also includes discouraged job seekers (ETF, 2011).

In 2011, the number of employees was highest in the services sector (76 %), followed by industry (19%) and
agriculture (6%). Employment in services has been increasing due to tourism, trade, real estate, financial services
and the high share of public sector employment (31.6%). Economic growth also stems from services (tourism, trade,
transport), agriculture, forestry and construction. Conversely, industrial production has fallen in recent years. Services
contribute to 70% of gross domestic product (GDP) (FIGURE 2.1). Tourism and real estate receive the most foreign
direct investment. While there are no separate figures for the tourism sector as a whole, Figure 2.1 shows that 5%
of GDP is generated in hotels and restaurants. Agriculture, hunting and forestry account for 8% of GDR a relatively
high figure when compared to the EU average of 2%.

N
FIGURE 2.1 GDP SECTORAL BREAKDOWN, 2010
Mining and quarrying
Agriculture, huntingand forestry 1% Processing industry
8% 5%
Other Production of electricity
36% 6%
Civil engineering
5%
Real estate Retail and wholesale
8% 12%
Financial intermediation Transport,
4% storage & communication Hotels and restaurants
10% 5%
Source: MONSTAT, 2010b
\_ J

2.2 REGIONS IN MONTENEGRO

According to the Law on Territorial Organisation of Montenegro, the territory of Montenegro is divided into
21 municipalities. According to the Law on Regional Development that was adopted in 2011 (Official Gazette of
Montenegro, 2011a), Montenegro is divided into three regions: coastal, central and northern (see TABLE 2.2).

Major differences exist between the regions. The north covers more than half of the country although less than 30%
of the population live there. The population density of the northern region is very low (only half the Montenegrin
average). Important differences exist between municipalities in the northern region, with only 3.7 inhabitants per
square kilometre in Savnik and 53.2 inhabitants per square kilometre in Rozaje. Despite constant migration from
rural areas, the northern region maintains 60% of its total population in rural areas, while at national level this is only
36.8%.
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Long-term unemployment and the low labour market participation of women are particularly marked in the
disadvantaged northern region. The unemployment rate in the north in the third quarter of 2010 was 29.6%
(compared to a national average of 19.2% and a rate of 10.3% in the south (MONSTAT, 2010b). The highest
unemployment rates have been recorded in the northern municipalities of Bijelo Polje (17.48%), Mojkovac, Andrijevica
and Pljevlja (16.47%, 15.34% and 15.21% respectively), and Cetinje in the central region, which registered an
unemployment rate of 16.87% (ETF, 2011).

The population has increased in the coastal region, even in rural areas. This caused an increase in the share

of the rural population in the majority of its municipalities. The central region is very heterogeneous: the total
population decreased in Niksic and Cetinje and increased significantly in Danilovgrad and Podgorica. Since most

of the Danilovgrad municipality is in the Zeta valley, the share of the rural population has increased significantly. In
Podgorica, on the other hand, migration pressure is directed mainly towards the urban settlements; the share of the
rural population has decreased. In the northern region, the total population has steadily decreased not only in rural,
but also in urban areas in all municipalities, except Rozaje.

~N
TABLE 2.2 MAIN ATTRIBUTES OF THE REGIONS OF MONTENEGRO
Municipality Area Population Density Urban Rural Index of
or region (inhab./ population population develop-
km? % Figure % km2) (%) (%) ment
Bar 598 4.3 42 048 6.8 70.3 42.0 58.0 92.0
Budva 122 0.9 19 218 3.1 1575 83.2 16.8 362.4
Herceg Novi 235 1.7 30 864 5.0 131.3 63.3 36.7 165.0
Kotor 335 2.4 22 601 3.6 675 55.7 44.3 201.9
Tivat 46 0.3 14 031 2.3 305.0 73.0 270 149.6
Ulcinj 255 1.8 19 921 3.2 78.1 53.7 46.3 56.9
Coastal 1591 11.5 148683 24.0 93.5 58.3 41.7
Cetinje 910 6.6 16 657 2.7 18.3 371 62.9 73.0
Danilovgrad 501 3.6 18472 3.0 36.9 84.6 15.4 89.8
Niksi¢ 2 065 15.0 72 443 1.7 35.1 78.6 214 88.9
Podgorica 1441 10.4 185937 30.0 129.0 83.8 16.2 146.0
Central 4917 35.6 293509 473 59.7 79.6 20.4
Andrijevica 283 2.0 5071 0.8 179 20.7 79.3 578
Berane 717 52 33970 55 474 32.6 674 62.9
Bijelo Polje 924 6.7 46 051 74 49.8 33.4 66.6 72.3
Kolasin 897 6.5 8 380 1.4 9.3 325 675 70.9
Mojkovac 367 2.7 8 622 1.4 23.5 41.6 58.4 72.9
Plav 486 3.5 13108 2.1 270 411 58.9 20.3
Plievlja 1346 9.7 30 786 5.0 22.9 41.3 58.7 82.0
Pluzine 854 6.2 3 246 0.5 3.8 63.3 36.7 49.8
Rozaje 432 3.1 22 964 3.7 53.2 41.0 59.0 576
Savnik 553 4.0 2070 0.3 3.7 22.8 772 46.0
Zabljak 445 3.2 3 569 0.6 8.0 48.3 517 819
Northern 7 304 52.9 177837 28.7 243 40.3 59.7
Montenegro - total 13 812 100 620 029 100 44.9 63.2 36.8 100
Source: MONSTAT, 2011a; (a) Strategy of Regional Development, 2011
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Based on the index of development for the period 2007 to 2009 (last column in Table 2.2), all northern municipalities
are below the country average, while Plav, Pluzine and Savnik are below 50% of the national average.

TABLE 2.3 ACTIVE ENTREPRENEURS AND MICRO, SMALL AND MEDIUM ENTERPRISES BY REGION

Region Entrepre- Micro Small Medium Total Share
neurs enterprises enterprises enterprises (%)
(1-9) (10-49) (50-250)

Coastal 589 5574 463 13 6739 44.3
Central 408 4 860 765 239 6272 41.2
Northern 426 1449 269 74 2218 14.6
Montenegro - total 1423 11 883 1497 426 15 229 100.0

Source: Ministry of Agriculture and Rural Development, 2011

The regional development imbalance is furthermore confirmed by the number of micro, small and medium
enterprises in Montenegro (TABLE 2.3). The coastal region, covering 11.5% of the total territory with 24% of the
total population, has 44.3% of the total number of registered entrepreneurs and enterprises. On the other hand,
the northern region, with 53% of the territory and 29% of the population, has just 14.6% of the total number of
registered entrepreneurs and enterprises.

Finally, demographic trends in Montenegro after World War |l have been very different in the north compared to the
other two regions. TABLE 2.4 shows that since World War Il the Montenegrin population has grown by almost two-
thirds. Since then, the population of the central and coastal regions has more than doubled (an increase of 127.8%
and 113% respectively). At the same time, the northern region has experienced a decrease in population (-0.4%).
According to the IPARD programme (Ministry of Agriculture and Rural Development), two migration trends explain
the falling population in the northern region: (i) significant migration from the northern region to the central and
coastal region; and (ii) migration from rural to urban areas.

TABLE 2.4 DEMOGRAPHICTRENDS BY REGION, 1948-2011

Montenegro - total Northern region Central region Coastal region
Figure % Figure % Figure % Figure %

1948 377 305 100.0 178624 473 128872 34.2 69 809 18.5
1953 419 950 100.0 198 669 473 145 201 34.6 76 080 18.1
1961 471 994 100.0 217 988 46.2 170 599 36.1 83 407 177
1971 529 604 100.0 230045 43.4 202708 38.3 96 851 18.3
1981 584 310 100.0 228968 39.2 239571 41.0 15771 19.8
1991 615 035 100.0 218592 355 261756 426 134687 21.9
2003 620 145 100.0 194 879 314 279 419 451 145 847 23.5
2011 620 029 100.0 177 837 28.7 293509 473 148683 24.0
Population 242 724 64.3 -787 -04 164637 1278 78 874 113.0
growth
1948-2011

Source: Ministry of Agriculture and Rural Development, 2011
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2.3 AGRICULTURAL SECTOR

THE IMPORTANCE OF AGRICULTURE IN MONTENEGRO

The agricultural sector plays an important role in Montenegro’s economy, as reflected by its share in GDP
(TABLE 2.5).

TABLE 2.5 SHARE OF AGRICULTURE, HUNTING AND FORESTRY IN GDP, 2005-10

Indicator 2005 2006 2007 2008 2009 2010

Agriculture, hunting and 158 468 177 021 192 973 229 833 246 251 237 422
forestry (EUR 000)

Share of agriculture, hunting 8.7 8.2 72 74 8.3 76
and forestry in GDP (%)

Source: MONSTAT, 2006 and 2011b

According to MONSTAT (2010b) there are 2 347 employees regularly employed in agricultural business entities
(enterprises and cooperatives). According to the data in the 2010 agriculture census, there were 98 341 people
working on 48 824 family agricultural holdings (TABLE 2.6). This shows the importance of the agricultural sector:
around 100 000 individuals engaged in agricultural work either in business entities or on family farm holdings
comprise one-sixth of the total Montenegrin population. The labour force on family agricultural holdings includes the
holder of the holding, other family members working on the holding and other regularly employed individuals (non-
family members).

However, the ratio of total employment on family farm holdings to full-time work equivalents (annual work units) is
0.47 This means that a large proportion of the labour force that is active on family farms is only engaged on a part-
time basis in farm work. Given the limited off-farm employment opportunities in rural areas, this is also an indicator
of the level of underemployment of the farm population. Another interesting observation is the unfavourable age
structure of the agricultural workforce: almost one-quarter of the people engaged in agricultural work are 65 years
or older and only one-third of the workforce is 44 years or younger. This situation should be kept in mind when
designing strategies for the development of the Montenegrin agricultural sector.

TABLE 2.6 LABOUR FORCE ON FAMILY AGRICULTURAL HOLDINGS BY AGE GROUP
Age group Total employment Annual work unita
Number % Number %

Up to 24 6717 6.8 2304.9 5.0
24-34 11 340 1.5 4 838.6 10.4
35-44 15 675 15.9 7 606.8 16.4
45-54 21562 21.9 10 4479 22.5
55-64 19 849 20.2 10 001.6 215
65+ 23198 23.6 11 273.3 24.3
Montenegro - total 98 341 100.0 46 473.0 100.0
(a) Fulltime equivalent based on actual time spent on work in agriculture with a minimum of 1 800 hours per year.

Source: MONSTAT, 2010a
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The importance of the agricultural sector goes well beyond its economic significance. In assessing the sector’s
contribution to the wellbeing of society, the multifunctional role of agriculture should also be taken into account.
Agriculture offers high-quality food from a preserved environment. This maintains rural areas and their specific
character, protects biodiversity and keeps a desirable landscape. The social function of agriculture is very important. It
provides employment and a source of income for a significant part of the population, thus alleviating the pressure on
jobs in other fields. It also contributes to the fight against poverty in rural areas. Preserving the richness and diversity
of tradition and overall heritage of the Montenegrin countryside is also an important function of this sector.

Structural characteristics of agriculture
Agricultural land covers 515 798 hectares (ha) in total, equivalent to 37.4% of Montenegro's total territory (MONSTAT,

2011b). Pastures and natural meadows make up 88% of the agricultural area. The share of fields and gardens is 9%,
while orchards and vineyards account for 3% (TABLE 2.7).

N

TABLE 2.7 STRUCTURE OF AGRICULTURAL LAND
Category Area (ha) National (%)

Arable land 188 703 36.6
Fields and gardens 45 472 8.8
Grassland (meadows) 126 870 24.6
Permanent crops 16 361 3.2
Permanent pastures 324 447 62.9
Other 2648 0.5
Total agricultural land 515 798 100.0
Source: MONSTAT, 2011b

\§ J

The share of agricultural land in the total territory of Montenegro is 37.4%, while the share of arable land (fields

and gardens, grassland and permanent crops) in the total area is 13.7%. TABLE 2.8 shows that the northern region
accounts for 53% of the Montenegrin territory, 60.3% of the total agricultural area and 66.5% of the total arable land.
This indicates that the main agricultural land resources are located in the north.

TABLE 2.8 STRUCTURE OF AGRICULTURAL LAND BY REGION

Region Total Agricultural land Arable land?
km? % ha % ha %
Coastal 1591 11.5 51019 9.9 18 766 9.9
Central 4917 35.6 1563 625 29.8 44 497 23.6
Northern 7 304 52.9 311 526 60.3 125 626 66.5
Montenegro - total 13812 100.0 516 070 100.0 188 703 100.0

(a) Arable land includes fields and gardens, permanent crops and grassland.
Source: MONSTAT, 2011b
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According to MONSTAT data, the total agricultural area has not changed significantly over the past 15 years.
However, the data on agricultural land from statistical yearbooks is likely to be overestimated for a number of
reasons:

m intensive urbanisation in recent years;

m construction of industrial and infrastructure facilities, particularly in the vicinity of towns and in the coastal zone;
m expansion of forests at the expense of pastures and meadows due to the depopulation of rural areas;

m soil degradation resulting from erosion.

The overestimation of the total agricultural area is confirmed by data from the 2010 agriculture census (TABLE 2.9).

TABLE 2.9 shows that the average holding size is 6.3 hectares of available agricultural land or 4.6 hectares of used
agricultural land. This average holding size is larger than in neighbouring countries — Albania (1.2 hectares), Bosnia
and Herzegovina (3.3 hectares), Croatia (2.4 hectares) and Serbia (3.7 hectares). It is also higher than in some

EU Member States — Malta (1 hectare), Cyprus (3.7 hectares), Romania (3.6 hectares) and Greece (4.8 hectares).
With regard to the size of used agricultural land per holding (4.6 hectares), Montenegro is not far behind Slovenia
(6.5 hectares), Bulgaria (6.3 hectares), Poland (6.5 hectares) and Italy (7.5 hectares).

According to the results of the 2010 agriculture census, 73% of agricultural holdings use less than 2 hectares
(TABLE 2.10). On the other hand, 38% of used agricultural land belongs to 431 holdings (0.9% of total number of
agricultural holdings) that are larger than 100 hectares. It should also be noted that 62% of used agricultural land
belongs to holdings that are larger than 20 hectares. The structure (holding size) is least favourable in the coastal
region, while the northern region has a much higher share of holdings with a larger size of used agricultural land.
Specifically, more than 55% of holdings in the coastal region are smaller than 0.5 hectares, while only 23% of
holdings in the northern region are below 0.5 hectares. Furthermore, only 2.1% of holdings have 5.0 hectares and
more in the south, while this share is 16.5% in the north.

TABLE 2.9 AVAILABLE AND USED AGRICULTURAL LAND WITH OWNERSHIP STRUCTURE

Indicator Family Business Total
holdings entities

Available agricultural land

m Number of holdings 48 824 46 48 870
m Total available land (ha) 294 400.7 14 840 309 240.7
m Average holding size with agricultural land (ha) 6.0 322.6 6.3

Used agricultural land

m Number of holdings 48 243 34 48 277
m Total agricultural land used (ha) 212 724.4 8573.2 221 2976
m Average holding size using agricultural land (ha) 4.4 252.2 4.6
Holder's own land (ha) 163 120.2 13 131.1 176 251.3
(57%)

Land rented and collective land (katun, commune) (ha) 131 280.5 1708.9 132 (ig%/ﬁ
o

Source: MONSTAT, 2010a
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N
TABLE 2.10 HOLDINGS BY SIZE OF USED AGRICULTURAL LAND BY REGION
Size (ha) Coastal region Central region Northern region Total
Number % Number % Number % Number %
Landless 125 2.6 277 1.5 175 0.7 593 1.2
<0.1 367 77 1607 8.9 540 2.1 2515 5.1
0.1-<0.5 2232 470 7923 43.9 5 263 20.3 15418 315
0.56-<1.0 934 19.7 3399 18.8 4132 15.9 8 467 17.3
1.0-<2.0 641 13.5 2 495 13.8 5729 221 8 867 18.1
2.0-<3.0 202 4.3 834 4.6 3039 1.7 4 081 8.4
3.0-<4.0 94 2.0 373 2.1 1784 6.9 2 258 4.6
4.0-<5.0 54 1.1 200 1.1 1030 4.0 1288 2.6
5.0-<6.0 38 0.8 168 0.9 846 3.3 1 057 2.2
6.0-<8.0 29 0.6 168 0.9 861 3.3 1067 2.2
8.0-<10.0 " 0.2 54 0.3 519 2.0 588 1.2
10.0-<15.0 10 0.2 142 0.8 656 2.5 815 1.7
156.0-<20.0 4 0.1 72 0.4 261 1.0 342 0.7
20.0-<30.0 - - 90 0.5 224 0.9 329 0.7
30.0-<560.0 - - 76 0.4 230 0.9 313 0.6
50.0-<100.0 4 0.1 83 0.5 340 1.3 441 0.9
>100.0 5 0.1 79 0.4 338 1.3 431 0.9
Total 4750 100.0 18 040 100.0 25 967 100.0 48 870 100.0
Source: MONSTAT, 2010a
\§ J

2.4 CONCLUSIONS

Montenegro is a sparsely populated country. From an agricultural production perspective, the geography is
dominated by unfavourable natural conditions with a high prevalence of mountainous areas. This translates into a
high share of unproductive meadows and grassland in the total agricultural area. As a result, the main agricultural
subsector is extensive livestock production.

The above situation is most pronounced in the northern region of Montenegro where 60% of the population live
in rural areas. The national average is only 37%. Demographic conditions are deteriorating as a result of two main
migration flows: from rural to urban areas and from northern to coastal regions. The result is an average index of
development that is below the national average in all the northern municipalities (see Table 2.2).

Agriculture is an important sector in Montenegro, especially in terms of employment: about one-sixth of the
population is engaged in the sector, at least on a part-time basis. However, the sector suffers from an unfavourable
age structure with almost half of the agricultural workforce being 55 years or older. About a quarter are more than 65
years old. Furthermore, there is severe pressure on agricultural land. This is due, on the one hand, to the spread of
urban areas and infrastructure and, on the other hand, to the abandonment and deterioration of agricultural land due
to rural depopulation. This underlines the need to create jobs in rural areas to counteract the forces of out-migration
and increase opportunities. This includes opportunities for young people, hence the reason for focusing on the dairy
sector.
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3. THE CONSUMER SIDE OF THE
DAIRY VALUE CHAIN

3.1 INTRODUCTION

It must be emphasised that some analyses of the dairy sector have already been conducted in Montenegro (EBRD
and FAQ, 2008; Markovic and Markovic, 2009; Ministry of Agriculture and Rural Development and Ministry of
Sustainable Development and Tourism, 2010). However, they focused only on producers and processors and not
on the consumer side of the dairy value chain (tourism and retail sectors). The latter is essential for developing any
sectoral growth strategy. While the growing tourism sector is an important driver of (seasonal) demand for dairy
products, the largest sector involved in the dairy value chain on the consumer side is the retail sector. Our focus

in this chapter is therefore not limited to opportunities provided by the tourism sector. We also include insights
from interviews with major players at the retail end of the chain. A better understanding of how to access these
value chains and knowledge about the main existing barriers will help to assess opportunities for creating jobs and
enhancing incomes in the northern dairy sector.

Looking at the consumer end of the value chain is the first step of our analysis. Businesses operate increasingly in

a buyerdriven world. This means that customers downstream in the value chain (e.g. retail chains) are forcing their
requirements and standards throughout the rest of the value chain. To gain access to the high value-added segments
of the value chain, upstream suppliers will need to learn about these standards and the ways in which they need

to react and upgrade their products and service delivery. The analysis is intended to help dairy producers in the

north to pay attention to the differences between final product outlets (in this case the tourism sector and the main
supermarket chains) and the specific demands of these particular buyers. Recognising these specific needs will help
to identify existing shortcomings in the domestic supply. By identifying the barriers that prevent access to these
high-value chains, practices can be improved to overcome those barriers for growth opportunities.

This chapter provides information about the downstream segment of the dairy value chain. Primary data collection
reveals information about (i) the priorities or desired attributes of dairy products and the aspects of competitiveness
in the dairy value chain as identified by, for example, the retail sector in the central and southern part of Montenegro
and the main food service actors in the tourism sector (hotels and restaurants); and (i) the existing value chains that
deliver dairy products to the retail and tourism sectors in the south; these are identified and mapped. This means that
not only the retail and food service sectors are identified but also the wholesalers that deliver to them. This segment
of the value chain can provide additional relevant information about the potential weaknesses that the northern dairy
sector has to overcome to gain access to this segment.

3.2THETOURISM AND RETAIL SECTORS AS DRIVERS INTHE
DAIRY VALUE CHAIN

Tourism is a very important and growing sector in Montenegro. According to the World Travel & Tourism Council
(WTTC, 2012), Montenegro's tourism industry generated EUR 249.3 million directly in 2011. This equated to 7.5%

of total GDP and supported 11 000 jobs directly (equivalent to 6.5% of total employment). Since travel and tourism
affects many sectors in the economy, its real impact, i.e. its direct and indirect contribution, is even greater. In 2011,
Montenegro's travel and tourism industry contributed EUR 510.6 million to the total economy (equivalent to 15.4% of
GDP) and generated 23 000 jobs (equivalent to 13.7% of total employment).

Over the next 10 years, Montenegro is expected to experience one of the world's fastest growth rates in the
contribution of travel and tourism to GDP In addition, Montenegro also tops the list when it comes to growth in
tourism’s direct and total contribution to employment. In 2012, Montenegro attracted 1 158 000 foreign tourists, who
generated around EUR 592.4 million. When it comes to employment, the travel and tourism industry is expected to
directly create new jobs at an annual rate of 8.3% over the next 10 years. The total (direct and indirect) contribution to
employment would result in 63 000 jobs by 2022, representing 35.1% of total employment in Montenegro (WTTC,
2012).
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Nevertheless, the growth of the tourism sector continues to be, for the most part, concentrated in the south (coastal
area) of Montenegro (TABLE 3.1). Tourism activity is increasing in the north and there is significant potential for the
development of tourism in the region, including the development of agritourism. However, there is still some way

to go before the tourism sector generates a substantial number of full-time, direct employment opportunities in the
area. There are few opportunities for long-term unemployed individuals in the north if they do not move. TABLE 3.2
shows that the participation of the northern region in the total number of tourist overnight stays is very modest.

~N
TABLE 3.1 TOURIST VISITS AND OVERNIGHT STAYS IN MONTENEGRO BY DESTINATION, 2011
Destination Number of arrivals Overnight stays
Number Share (%) Number Share (%)
Capital 53 480 3.89 103 636 1.18
Coastal areas 1245 340 90.67 8 493 955 96.80
Mountain areas 49 184 3.58 107 506 1.23
Other tourist areas 24 547 1.79 68 249 0.78
Other areas 903 0.07 1825 0.02
Montenegro - total 1373 454 100.00 8775171 100.00
Source: MONSTAT 2011¢
g J
N
TABLE 3.2TOURIST VISITS AND OVERNIGHT STAYS INTHE NORTHERN REGION
Year Number of arrivals Overnight stays
Number Share of the total (%)
2007 52 487 132 326 1.81
2008 51976 130 526 1.67
2009 54 070 124 724 1.65
2010 60 913 155 124 1.95
Source: MONSTAT, 2011b
g J

An important aspect of the tourism business that is especially relevant as a potential outlet for Montenegrin dairy
products is the food service sector. This sector includes restaurants that are visited by the local population but also
by a large inflow of tourists in the coastal region.

In addition to the tourism sector, the food retail sector should also be taken into account when analysing growth
opportunities for Montenegrin dairy products. The retail sector has shown a lot of dynamism in recent years with a
gradual move from small-scale, traditional convenience stores to modern supermarket chains. This has resulted in
the rapid development of locally owned supermarkets, such as Voli Trade doo, Albona Company and Hard discount
Lakovic doo. It is also seen in the stronger presence of international retail chains, e.g. Mercator (Slovenia) and
Delhaize (Belgium). More international chains have also hinted at their plans to enter the Montenegrin market in

the coming years, e.g. Lidl, Billa and others. The modernisation and internationalisation of the retail sector generally
has important implications for the organisation of the supply chain — especially with respect to the supply of fresh
foods such as dairy products (see Dries et al. (2004) for a description of these developments in emerging economies
around the world).
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3.3 CHARACTERISTICS OF THE RETAIL AND TOURISM SECTORS

The downstream segment of the dairy value chain (also referred to as the consumer side) consists of the companies
that are most closely linked to the final consumers of dairy products. In the retail sector, these include the
supermarkets where final consumers choose from a range of dairy products available on the shelves. In the tourism
sector, these businesses include the hotels where tourists consume dairy products at breakfast or in prepared meals
in the hotel restaurant. Restaurants in the coastal regions or in the main cities in central Montenegro also bring
customers in contact with dairy products.

To assess the opportunities for the domestic dairy sector to supply the large tourist market or to reach urban
customers through the retail market, it is important to understand how these downstream segments are organised.
In particular, it is important to know how these downstream businesses source dairy products. Two interesting
aspects were observed when reviewing secondary data and conducting interviews with downstream companies.
The first is that most retail chains have vertically integrated their wholesale business, also with respect to the
sourcing of fresh food products. This means that supermarket companies and wholesale or trader companies are
owned by the same operator, even though they represent different (vertical) levels in the value chain. This observation
is in line with the supply chain developments that are observed throughout the world during the process of retail
sector modernisation.

A second observation is the high share of imported food products in the Montenegrin retail sector. FIGURE 3.1
shows that Montenegro is a net importer of agricultural food products. Generally, Montenegro's economy is very
open, thus traders buy products worldwide. FIGURE 3.2 shows that CEFTA countries dominate both export and
import of agricultural products in Montenegro, followed by EU Member States. Among CEFTA members, Serbia is
the main foreign trade partner. 57% of the total Montenegrin imports come from Serbia (80% come from CEFTA
countries); while 43% of the total Montenegrin exports go to Serbia (62% go to CEFTA members).

FIGURE 3.1 TRADE IN AGRICULTURAL FOOD PRODUCTS, 2000-10 (EUR MILLION)
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Source: Ministry of Agriculture and Rural Development
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FIGURE 3.2 MAIN TRADING PARTNERS, 2008
EXPORT IMPORT
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Source: Ministry of Agriculture and Rural Development
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Montenegro also depends quite heavily on imported dairy products (TABLES 3.3 and 3.4). Large quantities of each
of the dairy product subgroups are imported. Most of its fluid milk comes as UHT milk (milk that has been subject
to ultra-high temperature processing) from Serbia’s dairies, mainly from Imlek, a large Serbian food company. The
majority of cheeses come from other EU countries and Serbia. The importance of imported dairy products is a key
issue when assessing the growth opportunities for the Montenegrin dairy sector because it suggests a competitive
advantage of imported products in comparison to domestically produced products. With pending EU accession and
the promotion of open borders by international organisations such as the World Trade Organisation, it will become
nearly impossible to use regulatory measures to counter the pressure of imported food products. This means that
a growth strategy for the national dairy sector will either need to address the challenge to improve competitiveness
vis-a-vis imported dairy products or find alternative growth paths and development opportunities.

~N
TABLE 3.3TRADE IN AGRICULTURAL PRODUCTS OF ANIMAL ORIGIN BY TARIFF CHAPTER, 2010
Tariff chapter Import Export Deficit (€) Export/import
coverage

Value (€) (%) Value (€) (%) ratio (%)

01 - Live domestic 21783776 5.4 8 646 0.02 -21 775130 0.04

animals

02 — Meat 60 246 139 14.8 3529319 759 -56 716 820 5.86

03 - Fish 5 560 643 1.4 124 673 0.27 -5 435 970 2.24

04 - Milk 37 128 890 9.1 7 292 0.02 -37 121 598 0.02

Total agriculture 406 310 267 100.0 46509 646 100.00 -359 800 622 11.45

(24 chapters)

Source: Customs Administration of Montenegro, data processed by the Ministry of Agriculture and Rural Development
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~N
TABLE 3.4 IMPORT OF PRODUCTS IN CUSTOMS TARIFF CHAPTER 04
Tariff Product 2008 2009 2010
number
Quantity Value Quantity Value Quantity Value
(tons) (€ 000) (tons) (€ 000) (tons) (€ 000)
Chapter 04 - total 36 084 38 653 35 821 34 768 37 175 37 129
04.01 Milk 21 904 13334 20 608 12 114 22 719 13 114
04.02 Milk powder 2 385 1951 2 363 1682 689 1065
and cream
04.03 Yoghurt 6 268 5682 7 159 6373 7 690 6 827
04.04 Whey 153 63 217 100 152 93
04.05 Butter 554 2 095 492 1810 549 2 062
04.06 Cheese 3992 14 375 3883 11 405 4 060 12 560
04.07-04.08 Eggs 624 559 893 626 1118 751
04.09 Honey 205 594 205 658 199 656
Source: Customs Administration of Montenegro, data processed by the Ministry of Agriculture and Rural Development
g J

A final aspect that is of interest when discussing the organisation of the dairy value chain is the identification of
power within the chain. One of the indicators of this power position is the way in which innovations are introduced
into the chain. For example, are new products introduced as a result of a supplier’s initiative or are they driven by the
retail company? Interviews showed that innovations in the Montenegrin dairy sector are generally the result of the
suppliers’ initiatives. This could be an indication that there is still room for supply-driven developments in the value
chain and that the power of the downstream segment is still relatively limited. In the next section we review the
importance of the demands of the retail and tourism sectors as a driver for gaining access to the high-value dairy
supply chain in Montenegro.

3.4 DESIRED ATTRIBUTES OF DAIRY PRODUCTS - INTERVIEW
FEEDBACK

The desired attributes of dairy products, as identified by retailers and companies active in the tourism sector, include
price, volume, quality and packaging design. These requirements need to be satisfied consistently throughout

the year. The same attributes were also identified as the main advantages of imported dairy products over locally
produced products. When asked to highlight the main requirements of their customers, the companies interviewed
specified price, shelf life and packaging. However, different consumer segments can be distinguished based on their
preferences and dairy product purchases. Foreign customers, for example, are less price-sensitive than domestic
customers but they are more focused on attributes such as shelf life, design and product origin. Furthermore, older
customers are more interested in buying locally produced products, while young consumers are more attracted by
international brands and products that have a modern design. Finally, highly educated consumers are very interested
in low-fat dairy products while the general public still buys mainly full-fat products.

A general development in consumer markets — which is observed at a global level — is the shift in preferences as
average incomes rise. Trends in food markets include a drive towards more healthy but also more locally produced
foods. While these trends are also observed to some extent in Montenegro, average income levels among the
Montenegrin population are still rather low. In general, this means that there will be a relatively stronger consumer
focus on price attributes rather than on luxury attributes such as healthiness.

An extensive range of dairy products is available in supermarkets in Montenegro. As mentioned in the previous
section, a substantial share of these products is imported. The most widely sold and most popular imported dairy
products are: UHT milk; semi-hard yellow cheese (similar to Gouda or Emmental cheese); flavoured yoghurt; and soft
white cheese (similar to feta cheese). The first three products are not produced domestically.
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All the companies interviewed are interested in having domestic specialty cheeses in their ranges. They would

like to see more domestic products in their shops. However, they stressed that customers are the main judges
when selling the product. The main barrier to further expanding the consumption of domestic products, particularly
specialty cheese products, is consumer purchasing power. The same holds for the tourism sector where, for
example, hotel owners claim that the main obstacle to buying more domestic dairy products is their high price (see
the next chapter for a discussion of this topic). The hotels want to offer their guests reasonable prices but this is
simply not possible if the ingredients used in everyday meals are expensive.

There is still room for improvement on the supply side regarding the main attributes of the dairy value chain: price,
volume, quality and packaging design. The price of domestically produced dairy products is often quite high. This
poses an obstacle to the widespread presence of locally produced dairy products in the retail chains. Another issue,
sometimes even more problematic, is the inability to provide constant volumes of dairy products with a consistent
quality throughout the year. Because producers cannot offer a consistent supply throughout the year, their position
in negotiations with retailers is very weak. Furthermore, quality problems may also arise, particularly in the case of
small dairy producers. New cheese producers are well aware of what consumers’ preferences are and they are keen
to accommodate their production and packaging to meet these requirements. However, small traditional producers
(mainly households) are lagging behind in meeting the requirements of the modern market.

3.5 EMPLOYMENT-RELATED ASPECTS OF THE RETAIL AND
TOURISM SECTORS

Personal interviews were conducted with companies in the retail, wholesale and tourism sectors. The retail and
wholesale companies represent an important part of the market with individual market shares from 9% to more
than 20%. Employment creation in the retail and wholesale sectors is substantial as the companies interviewed
employ from 140 up to 1 600 workers. Workers are involved in a diverse range of activities: transportation, logistics,
marketing, management, customer relations and service delivery. With the exception of management positions,
these jobs require medium levels of education. There is little seasonal variation in the demand for employees, except
in the case of businesses located in the coastal region.

Employment in the retail and wholesale sectors is generally attractive to young, educated Montenegrins. This is
evidenced by the high number of applications received when vacancies in the sector are advertised. Employment
prospects in the sector are promising — all the companies interviewed plan to develop and expand their business. The
companies also organise internal training programmes to provide specific skills for particular groups of employees.

As already explained in Section 3.2, the tourism sector is the main engine of job growth in Montenegro. It supported
11 000 jobs directly in 2011 (equivalent to 6.5% of total employment). When its indirect contribution to employment
is included, the total number of jobs increases to 23 000 (equivalent to 13.7% of total employment). Future forecasts
expect the travel and tourism industry together to create new jobs at an annual rate of 8.3% over the next 10 years.
This would result in 63 000 jobs by 2022, representing 35.1% of total employment in Montenegro. Nonetheless, the
growth of the tourism sector continues to be concentrated in the coastal area of the south; the impact on the north
is lower. This is the reason why this study focuses more on the retail trade and dairy production.
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4. THE MONTENEGRIN DAIRY SECTOR
AND THE NORTHERN REGION

4.1 BASIC FEATURES OF LIVESTOCK PRODUCTION

Traditionally, livestock production has the highest economic significance in the agricultural sector. In particular, the
rearing of ruminants (cattle, sheep and goats) is important as it utilises less productive areas (pastures and meadows)
which dominate Montenegro'’s agricultural land (about 88%). The importance of agricultural land resources as a key
precondition for the rearing of ruminants was already presented in Chapter 2. It is clear from Table 2.7 that the north
has the main agricultural land resources. However, TABLE 4.1 shows the large heterogeneity among municipalities in
the north in terms of share of agricultural land in the total area.

N
TABLE 4.1 STRUCTURE OF AGRICULTURAL LAND INTHE MUNICIPALITIES OF THE NORTH
Municipality Total Agricultural land (ha) Total Share of
area (ha) Fields and Grassland  Permanent Permanent agl:i;lil- t:rgarli‘I::rl;d
gardens pasture crops land (ha) in total
area (%)
Andrijevica 28 300 762 4178 7 692 629 13 261 46.9
Berane 71700 3935 10 797 13676 1081 29 495 411
Bijelo Polje 92 400 8 457 13 661 16 408 1 866 40 392 43.7
Plav 48 600 2374 5181 16 481 620 24 658 50.7
Pluzine 85 400 257 6 202 13 206 36 19 701 23.1
Plievlja 134 600 9544 18 601 39 937 360 68 443 50.8
Rozaje 43 200 731 8700 10 803 17 20 251 46.9
Mojkovac 36 700 619 7786 8990 163 13 687 373
Kolasin 89 700 943 3942 18 991 386 27 815 31.0
Zabljak 44 500 195 6 321 14 967 - 21483 48.3
Savnik 55 300 343 6725 25073 50 32 191 58.2
North - total 730 400 28 160 92 094 186 224 5208 311 377 42.6
Source: MONSTAT, 2011b
\§ J

According to MONSTAT, cattle and sheep populations — the main ruminant livestock species — have shown a
decreasing trend in recent years (TABLE 4.2).
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N

TABLE 4.2 LIVESTOCK POPULATION AND PRODUCTION, 2005-10
Indicator 2005 2006 2007 2008 2009 2010

Livestock population (000)
Cattle (total) 116 17 14 106 101 96
Cows and pregnant heifers 82.8 79.5 73.1 73.4 70.4 672
Sheep 254 249 222 209 200 198
Production (weight gain)
Cattle (000 tons live weight) 1.1 11.0 11.0 11.9 11.6 1.4
Sheep (000 tons live weight) 5.8 5.8 4.7 5.1 5.5 5.4
Milk (millions of litres) 186 178 173 160 152 142
Source: MONSTAT, 2006 and 2011b

\ J

Average livestock densities are low: 0.23 cattle per hectare and 0.46 sheep per hectare. If all ruminant species are
aggregated in livestock units (one livestock unit is equivalent to one adult cow or 10 sheep or 10 goats) the average
stocking rate would be 0.40 livestock unit per hectare, which is a very low grazing pressure. The regional distribution
of cattle and sheep is quite similar to the distribution of land area (TABLE 4.3): the north dominates with about 70%
of the total cattle and sheep population. The territorial distribution of goats is quite different. More than 50% of the
total population are located in the central region.

N

TABLE 4.3 DISTRIBUTION OF CATTLE, SHEEP AND GOATS
Region Cattle Sheep Goats
Number Share (%) Number Share (%) Number Share (%)

Coastal 6 374 7 10 553 5 5417 15
Central 23372 24 50 019 25 18 734 54
Northern 66 217 69 137 594 70 10 850 31
Montenegro - total 95 963 100 198 165 100 35 001 100
Source:MONSTAT, 2010a and 2011b

\_ J

4.2 MILK PRODUCTION

Milk is produced mainly by cattle, followed by sheep and goats. Montenegrin milk production has traditionally been
concentrated in the private sector. During transition, the collective or state farms — known as agricultural holdings
or kombinats — collapsed. All milk is currently produced on privately owned farms. In contrast to the other Western
Balkan countries, there is no dual structure (public versus private) in the milk production sector.

PRODUCTION OF COW’S MILK

Cattle farming is the most significant livestock farming subsector. According to MONSTAT, the total population
consists of 95 963 animals and 67 259 breeding animals (cows and heifers). Total milk production amounts to
135 829 tons per annum and live weight yield is 11 455 tons per annum.
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Of the total cattle population, 98% are found on family agricultural holdings and about 2% are owned by business
entities. The average farm has 3.3 dairy cows. The number of farms with more than three breeding animals is 4 285,
resulting in a total of 28 015 animals (Livestock Selection Service, 2011). The milk recording programme covers 3% of
cows and artificial insemination affects about 30% of the cow population.

The breed structure of cattle is quite unfavourable (TABLE 4.4). According to estimates provided by the Biotechnical

Faculty, various cross-breeds (purebreds crossed with local breeds) comprise 50% of the total population. High-yield
breeds (Holstein, Brown Swiss and Simmental) account for only 40%. There is evidence of an increase in the share

of more productive breeds.

N

TABLE 4.4 MAIN BREEDS OF CATTLE (%)
Breed Total population LSS evidence LSS evidence
(estimate) (total) (north)

Brown Swiss 20 234 34.2
Holstein (Holstein-Friesian) 12 29.1 13.6
Simmental 3 11.9 16.8
Tyrolese Grey up to 15 1.9 2.1
Cross-breeds >50 32.7 315
Source: Livestock Selection Service (LSS), based on data from 13 391 animals in its sample, of which 7 558 are located in the north.

\ J

The data presented in Table 4.4 shows a clear difference in breed structure in the evidence presented by the
Livestock Selection Service for the total population and for the north. The share of the Brown Swiss and Simmental
breeds is much higher in the north while the share of Holstein is smaller compared to the national share.

The Biotechnical Faculty estimates milk yield for the entire population at about 2 500 kilograms of milk per cow per
annum. Since 2002, the Livestock Selection Service has been publishing its annual reports for the small proportion of
the population covered by the milk recording programme (TABLE 4.5).

TABLE 4.5 MILKYIELD OF COWS IN STANDARD LACTATION (305 DAYS), 2005-11

Breed Indicator 2005 2006 2007 2008 2009 2010 20M
Holstein Lactation completed 633 813 778 806 811 999 954
(Holstein-Friesian)

Milk yield (kg) 5203 5724 5825 6103 6279 5904 5797
Brown Swiss Lactation completed 368 389 440 377 331 363 316
Milk yield (kg) 4423 4504 4488 4594 4728 4612 4 509
Simmental Lactation completed 107 121 145 221 215 255 295
Milk yield (kg) 4190 4438 4206 4234 4552 4787 4688
Cross-breeds Lactation completed 213 213 285 269 262 372 381
Milk yield (kg) 4 267 4 282 3935 4162 4 351 4 264 4 010
All breeds Lactation completed 1321 1536 1648 1673 1619 1989 1946
Milk yield (kg) 4753 5114 4999 5204 5420 5216 5070

Source: Livestock Selection Service, 2011
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As seen inTable 4.5, Holstein is the most productive breed (almost 5 800 kilograms in 2011). This is followed by
Brown Swiss and Simmental which have approximately the same milk yield (4 600 kilograms each in 2011).The
average milk yield has slightly increased over the years (from 4 753 kilograms in 2005 to 5 070 kilograms in 2011).
The Livestock Selection Service carries out regular checks on the milk performance of the cows on large commercial
farms. These tests examine milk yield, fat and protein content and somatic cell count. They comply with the
International Committee for Animal Recording rules and guidance on selecting cattle and implementing breeding
programmes.

SHEEP BREEDING

Sheep breeding is the second most important livestock subsector after cattle farming. According to the agriculture
census of 2010, sheep are farmed on 6 088 holdings (18.6% of all holdings farming livestock) and the total sheep
population is 198 165. Sheep production occurs mainly in severely depopulated areas. This also translates into a long-
lasting decrease in sheep numbers.

An extensive breeding method prevails. Local triple-purpose breeds (milk, meat, wool) dominate. Pramenka breeds
prevail with a number of local varieties, two in particular: Pivska (22%) or Jezeropivska and Sjeni ka (28%). The share
of cross-breeds — mainly among Pramenka varieties, but also with productive breeds such as Wurttemberg — in the
total population is quite high (about 40%). It is estimated that the ratio of value of the main products is as follows:
meat 65 to 70%, milk 30 to 35%, while wool is of practically no economic importance.

GOAT BREEDING

The goat population consists of 35 001 animals in total, reared on 3 583 agricultural holdings (agriculture census,
2010). Although smaller in volume than sheep breeding, goat breeding is very important in the karst1 region of
Montenegro (in the municipalities of Niksi¢, Cetinje, Danilovgrad, in part of Podgorica and in the coastal region)
where the natural conditions for breeding other ruminant species are significantly less favourable.

According to data provided by the Livestock Selection Service, there were 388 herds with more than 10 breeding
animals per herd in 2011 (18 053 animals in total or an average of 46.5 animals per herd). Positive trends in goat
farming have been recorded in recent years: the number of larger herds has increased and the number of animals
per herd has risen. These positive developments have been linked to an increase in tourism and the good reputation
of goat products.

The breed structure is dominated by the domestic Balkan goat. Several varieties of this breed exist. The share of
thoroughbred animals (mainly Alpine, a few Saanen) is significantly lower. According to the Biotechnical Faculty,
average milk production per animal is 140 kilograms and average meat production per animal is about 15 kilograms.
Annual production of goat meat is estimated at about 850 tons, while annual milk production is estimated at about
5000 tons.

4.3 PROCESSING INDUSTRY

GENERAL CHARACTERISTICS

One of the main characteristics of the Montenegrin dairy sector is the small share of milk processed by the dairy
industry, which is still less than 15% of total milk production. Farms retain 85% of the milk produced. A significant
share of the retained milk is used for feeding calves. The remainder is consumed in the household as fluid milk

or turned into homemade dairy products (different types of cheese, yoghurt and specific autochthonous products
such as kajmak, sour milk and yardum). Some of these products are sold directly from the farm, mainly cheese and
kajmak. Direct sales of fluid milk to consumers are negligible.

At the processing level, the industry consists mainly of small companies. In 2011, there were 18 dairy processing
enterprises in total, processing between 1 and 30 tons of milk daily. However, these dairies have a much greater
physical processing capacity. FIGURE 4.1 shows an increase in processed milk of 2.9 million litres (15.4%) in the
period 2004 to 2010.

1 Karst is a distinctive topography in which the landscape is largely shaped by the dissolving action of water on carbonate bedrock.
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FIGURE 4.1 TOTAL MILK COLLECTION, 2004-10 (LITRES)
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Source: Ministry of Agriculture and Rural Development and Ministry of Sustainable Development and Tourism, 2010
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The largest Montenegrin dairy is Simsi¢ Montmilk (Danilovgrad), which processes more than 30% of total raw milk
collected. The Nika and Srna dairies in Niksi¢ are the second and third largest processors respectively. The other
dairies are small. The main product made by the larger dairies is yoghurt. The majority of the small dairies produce
only cheese. FIGURE 4.2 indicates that the larger dairies are located in the central region.

FIGURE 4.2 DISTRIBUTION OF MILK PROCESSING PLANTS
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Source: Ministry of Agriculture and Rural Development and Ministry of Sustainable Development and Tourism, 2010
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The quantity of milk processed by larger dairies has been growing slightly over the years. Sim&ié Montmilk, for
example, increased its milk intake from 3 205 960 litres in 2005 to 4 587 394 litres in 2009. Similarly, Srna increased
the volume it processed from 3 357 436 litres to 3 935 266 litres and Nika from 2 163 599 litres to 3 489 744 litres
in the same period. The large dairies play an important role in the consolidation process in the dairy sector by
encouraging specialisation among milk producers.

The capacity of national dairies in terms of milk treatment (pasteurisation and ultra-high temperature (UHT)
treatment), is far above the quantities processed. The Zora dairy in Berane is the only one with a UHT treatment
plant. However, it does not produce UHT milk, due to the small amount of milk collected from farmers, technical
problems with equipment and strong competition from large dairies abroad.

FIGURE 4.3 shows the seasonal fluctuations in raw milk delivery which are caused primarily by the seasonality in
production (seasonal calving and lower milk production during winter and early spring months).

~N

FIGURE 4.3 SEASONAL FLUCTUATIONS IN MILK DELIVERY TO THE DAIRIES, 2009 (MILLION LITRES)
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Source: Ministry of Agriculture and Rural Development and Ministry of Sustainable Development and Tourism, 2010
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The quality of the milk is analysed regularly: when it arrives at and departs from the processing plant and before it
enters the trade channels. Payment for raw milk is based on the results of laboratory analyses. These are conducted
by an independent laboratory under the auspices of the Biotechnical Faculty. This system plays an important role in
quality control. Somatic cell count and total bacterial count in milk are monitored regularly and the results are used as
quality indicators. Milking and milk storage hygiene are not satisfactory. This is due primarily to unsuitable stables and
manual milking, which is still common practice on the majority of small farms.

MAIN CHARACTERISTICS OF THE DAIRY PROCESSING INDUSTRY - INTERVIEW
FEEDBACK

The dairies process cow'’s milk. The EkoMont cheese factory in the mountainous area of Bijelo Polje processes a
small quantity of sheep’s milk.

All dairies are privately owned by local Montenegrin entrepreneurs and were set up in the last two decades. The
oldest dairy was established in 1998, the most recent one opened in June 2011. These dairies cover practically the
whole range of locally produced products.

In terms of daily milk intake, the dairies can be classified into three categories.

m  Medium enterprise: more than 15 tons of milk are processed every day — Doo Simsi¢ Montmilk Lazine, the
largest dairy, processes 23 tons of milk every day.

m  Small enterprise: between 2 and 15 tons of milk are processed every day — RM Komerc Pljevlja, Mljekara Milka
Bijelo-Polje, Doo Mljekara Srna are examples of this category.
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m  Micro enterprise: less than 2 tons of milk are processed every day — Mljekara EkoMont Bijelo Polje, Monte Bianco
Danilovgrad and other cheese producers.

The number of employees ranges from 4 up to 110. Annual turnover in 2011 ranged from EUR 60 000 up to EUR 6.5
million. In the majority of cases, the technical capacity of the processing plant is not fully utilised; it ranges from 50%
to 90%. The dairies also distribute their final products. This means that most of their employees work in processing
and logistics. When it comes to employees’ level of education, workers in processing and logistics are medium-
skilled workers, while management and key technologists have higher education.

All dairies organise milk collection independently and are increasing the quantities of milk collected. One dairy
(Monte Bianco) more or less depends on milk produced at just one dairy farm. At the other end of the scale, the
biggest dairy (Doo Simsi¢ Montmilk Lazine) collects milk from 995 farmers (May 2012). The second-largest dairy
(Srna Niksic) has a network of 450 farmers. The average quantity of milk delivered by producer per day is still low: the
biggest dairy collects 25 litres of milk per farmer per day. The biggest dairy previously bought milk from Serbia during
the summer season, now it only collects milk from Montenegrin producers.

Milk is generally collected from the farmers using a ‘line collection’ system: a vehicle with a tank passes through the
villages and collects milk from the farmers. However, recently a number of collection centres have been established.
In such cases, groups of farmers or an appointed farmer deliver milk to the collection centres. The main problems
experienced in relation to milk collection are as follows:

m high collection costs due to large geographic areas with small production units from which milk is collected;

m cooling milk before delivery, since many small farmers do not have suitable cooling facilities;

m pressure of small farmers to sell their milk to dairies despite the problems of low quantity and quality — dairies
simply cannot avoid small farmers since they come to villages where small farmers offer their milk surpluses;

m initial lack of trust between producers and processors — new dairies faced problems with farmers but these
issues were soon resolved.

All dairies pay for the milk regularly, usually once a month. Payment is based on the agreed price, subject to the
results provided by the Dairy Laboratory (a unit in the Biotechnical Faculty), which is authorised to conduct milk
analyses. The price of raw milk varies considerably, from EUR 0.305 to 0.42 per litre, depending on the quality.

A new payment scheme for milk was implemented in 2002. It includes four parameters for milk: butterfat content,
protein content, somatic cell count and total bacterial count determined by an independent laboratory (the Dairy
Laboratory in the Biotechnical Faculty). This scheme is obligatory for all dairies. The basic price for raw milk is agreed
between farmers and dairies. However, the dairies must pay a bonus for superior quality or reduce the price for
second and third-class milk. In addition, the dairies need to check the acidity of the milk at collection points and check
the milk that is collected every day for the presence of antibiotics, added water and other impurities.

Future investments planned

Practically all the companies interviewed have plans to expand their business and consequently to generate new
employment. According to their plans, this expansion will occur on two fronts: expanding production of existing
products and expanding the product range.

The bigger dairies implement HACCP and comply with other relevant standards. The others are eager to introduce
HACCP Support is available from the Ministry of Agriculture and Rural Development'’s budget to do this.

Management representatives from the companies stress that compliance with international standards is one of the
key elements in building a good reputation on the domestic market.

Cooperation among the processors

The dairies cooperate in different ways, for example by producing packaging material, purchasing certain inputs
together or exchanging (buying and selling) raw milk surpluses when they cannot absorb them. Again, small dairies
cooperate only when they really have to, for example, if they have problems with their processing equipment and
they cannot process the milk they have purchased. Better cooperation among processors might help to overcome
some of the problems described earlier. Working together could help them to reduce the cost of milk collection,
allow them to market their products jointly and achieve greater utilisation of plant capacity.

An association of processors was established several years ago. To date, however, it has not undertaken many
concrete actions. There is no practice of engaging professionals for executive functions in the association. This is one
of the main reasons for the modest results. Some dairies do not see any real benefit in becoming a member of the
association.
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Growth potential for specific niche products

The dairies have different views on the potential for growth in the dairy industry. Small dairies still believe that
yoghurt is the most profitable product and that there is room for new players in the market. The experience of bigger
dairies is that the market for yoghurt is already saturated.

A market for fluid pasteurised milk exists. However, it is not a profitable product for small-scale operations. As a
specific and expensive product, kajmak has a limited market. New generations of consumers favour more low-fat
products and as a result the local market is decreasing in size.

Not a lot of cheese, especially semi-hard and hard cheese, is produced locally. Imported cheese is therefore available
everywhere. In spite of the huge quantities of imported cheese, locally produced cheese is not competitive because
of the higher price for the same type of cheese.

Processors believe that the most crucial support that farmers expect from the state is better access to bank money
(long-term credit). This is followed by protection against strong international competition (imported products). The
other types of support (veterinary services, food safety and hygiene standards) are of less importance compared to
those already mentioned.

In conclusion, we should stress that the main competitive disadvantage of the Montenegrin dairy sector is caused
by unfavourable conditions that affect the cost of milk collection: farms are geographically dispersed; small quantities
of milk are delivered; high transport costs are incurred as a result of unfavourable infrastructure; the seasonality

of milk production affects supply. To withstand the competition from imported dairy products, it is crucial that the
Montenegrin dairy sector overcomes the cost disadvantage that is created by the current unfavourable structure

of the sector. In that sense, improved efficiency at the production level, but also on the logistics side (joint milk
collection points to reduce costs), is the only strategy that can provide long-term protection for the sector.
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S. THE CHEESE SECTOR IN THE
NORTHERN REGION

5.1 POTENTIAL FOR CHEESE PRODUCTION INTHE NORTH

This section outlines the potential for dairy production in the north, based on the data presented in Chapters 2 and 4.
The number of milking animals among the three livestock species, derived from Table 4.2, is presented in TABLE 5.1.

N
TABLE 5.1 SIZE OF CATTLE, SHEEP AND GOAT POPULATION INTHE NORTH
Livestock species Number of animals Share in total population (%)
Cattle (all categories) 66 217 69
Breeding heifers and cows 46 352 70
Sheep 137 594 70
Goats 10 850 31
g J
Taking into account the data on milk production per animal, the total quantity of milk produced in the north is
presented in TABLE 5.2.
N
TABLE 5.2 MILK PRODUCTION INTHE NORTH
Type of milk Total production Production in the north
(tons)
Tons %
Cow'’s milk 135 829 95 0803* 70.00
Cow'’s milk for human consumption 104 500 73 000 69.86
Sheep’s milk 3500 2 000 5714
Goat's milk 3500 1000 28.57
Total milk for human consumption 111 500 76 000 68.16
(*) 23% of this amount is used to feed calves (this percentage is taken from our previous estimation, see Markovic and Markovic, 2009)
g J

Multiplying the data on human consumption of 265 litres per capita (Biotechnical Faculty, 2007) by the number

of inhabitants living in the north (177 837 inhabitants, see Table 2.2) gives a total consumption figure of roughly

47 200 tons of milk. Comparing this figure with the quantity of milk produced and available for human consumption
(approximately 76 000 tons) in the north implies that a substantial surplus of milk is produced in the region (roughly
29 000 tons). This is the complete opposite of the situation at national level, since Montenegro has a huge trade
deficit in dairy products. For example, in terms of cheese alone, 4 000 tons of cheese were imported in 2010,
equivalent to roughly 40 million litres of milk. The question now is: how does this surplus reach the market?
FIGURE 5.1 gives an overview of the dairy value chain from the farm to the market.
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N
FIGURE 5.1 DAIRY VALUE CHAIN IN MONTENEGRO
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In general, most of the milk retained by households is used for cheese production. According to information obtained
during the interviews and personal information from the field, a number of farmers sell several tons of cheese each
year, thus confirming this statement. Bearing in mind the limited quantities of milk collected by dairies in the north
due to a problematic collection infrastructure (long distances, mainly small dairies), there are grounds to conclude
that at least 80% of that surplus is processed into cheese. This means that more than 2 000 tons of cheese are
available for marketing in the central and southern region.

The first marketing channel for this cheese involves selling to registered entities — direct selling to retail outlets and/
or the ‘green market’ (places in the cities where fresh products are sold every day) and restaurants. The next channel
involves direct delivery to urban locations, mainly via family channels. In other words, the cheese is consumed
directly by families or relatives living in cities and/or it is sold to neighbours or extended family, for example.

When we analyse the dairy sector, especially in the north, we should not ignore the fact that a certain proportion of
dairy products leave the country as ‘hidden exports’. These are mainly high-concentrate products, such as cheese and
kajmak, which are brought to Serbia primarily through family channels during the summer. Many families or family
members from the north live in bigger cities in Serbia. After visiting home during the summer, they take cheese and
kajmak from their families living in the north of Montenegro.

In general, various channels of dairy product delivery from the north exist.

m  Raw milk is taken by the dairies.

m Cheese is sold at the farm gate or through family channels to traders from the coastal and central regions, usually
weekly or twice a week.

m A certain quantity of cheese is regularly purchased by traders operating at the green market in Podgorica.

m  Tourists buy limited quantities of dairy products directly, mainly kajmak from sheep farms in a good location (in
the vicinity of Durmitor mountain).

The dairies have their own distribution network, developed steadily as an important part of their business success.
Dairy products generally go directly to the retail chains; no one dairy has its own retail shops. Like the idea of joint
milk collection points to reduce transportation costs (for farmers or processors), setting up joint (or combined)
distribution networks among small and big dairies could reduce costs and provide more attractive business to

the retailers. For this to happen, however, extensive time and effort is needed to build trust and develop close
cooperation.

The bigger dairies have developed good relationships with traders. Consequently, they have an entry into practically
all the retail chains. Small dairies have the opposite experience. The big retail chains are not interested in the small
quantities of cheese offered by small dairies. Some producers who enter the retail chain segment face problems with
delayed payments. As a rule, the bigger retail chains offer more secure payment but have longer payment periods,
which cause problems for small producers.
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5.2 MAIN CHARACTERISTICS OF THE MONTENEGRIN CHEESE

As mentioned earlier in this report, the small dairies interviewed produce and offer different kinds of cheese:

m soft white cheese, such as Pljevaljski, which has the biggest share by far on the Montenegrin market;

m hard cheese, such as Kackavalj, made from cow’s milk or a mixture of cow’s and sheep'’s milk;

m hard and smoked cheese, such as Njegusi, which has nicely designed packaging and has just been launched by
one dairy;

m  mozzarella cheese, which comes in several variants: mozzarella classico, pizzatella, ricotta, burrata, stracciatella.

The first two types of cheese are produced only in the north, while Njegusi cheese and mozzarella come from the
central region.

The dairies which produce cheese also produce kajmak and/or sour cream. The dairies interviewed do not use whey
as a liquid. Some use it for producing skimmed cheese. The price of the cheese depends on the type.

m The cheapest is fresh soft cheese in brine, which costs between EUR 3.50 and EUR 4.20 per kilogram.

m  Specialty soft cheese (local name: lisnati, meaning leaves) costs between EUR 5.00 and EUR 6.00 per kilogram at
the farm gate.

m  Semi-hard goat's cheese, the most expensive at about EUR 15.00 per kilogram.

m  Kajmakis sold as a special product; its price ranges from EUR 15.00 to EUR 25.00 per kilogram.

While special soft cheese (lisnati) is a very profitable product, the market for it is limited.

5.3 STRUCTURE AND BARRIERS TO GROWTH INTHE CHEESE
SECTOR - INTERVIEW FEEDBACK

Generally, animal housing is satisfactory. However, the farmers interviewed are still investing in barns and machinery,
animals and fodder production (silage preparation, manure disposal). The farmers have their own land, but do not
have sufficient land for fodder production. Between 20% and 80% of the total area is needed for fodder production.
Consequently, they rent land at a price of EUR 50 to EUR 200 per hectare, depending on the region and quality of
land. They produce offspring to replace their herds. However, they start mainly with high-quality imported animals.
Currently, the main costs of running a farm are incurred by additional foodstuffs (concentrate) rather than loan
repayments.

The production of cow's milk is a family business. Only a few of the largest dairy farms hire workers in addition

to family members, larger sheep and goat farms hire additional workers. The producers have cooling and storing
facilities. The quality of the cheese is quite consistent, which is a key factor in retaining customers. The main
problems in marketing locally produced products appear to be finding new customers and, in some cases,
inspections. Based on the interviews, farmers are convinced that they produce a high-quality product, mainly
because of the specificities of the regional environment and conditions. This largely holds true given the good
reputation of these cheeses among consumers. On the other hand, it must be emphasised that these interviewees
represent only the more promising segment of farmers who have made bigger investments in the quantity and
quality of their products.

The owners of interviewed dairy farms are male, mainly middle-aged and have potential successors. This is quite
different to the general trend of poor, elderly farmers in the country. In terms of educational status, the owners

have a secondary education, but mainly worked previously in other sectors. Due to the transitional problems

in the industry sector, they started to expand milk production as a family tradition. They participate in different
educational campaigns organised by the Ministry of Agriculture and Rural Development, the Livestock Selection
Service, international projects and veterinarians. The aim of these campaigns is to improve nutrition and focus on the
balancing ratio, improving milk quality, milking hygiene and other relevant issues.

All the farmers interviewed receive state subsidies for breeding animals above defined thresholds: 3 cows, 20 sheep
or 10 goats. Those who produce fodder by cultivating land regularly are eligible for area payments (EUR 130 per
hectare). In addition, milk producers who sell milk to the dairies receive EUR 0.07 per litre of milk sold to the

dairy. Farmers who produce cheese on the farm are not eligible for these kinds of subsidies, which puts them at a
disadvantage.

Farmers are also eligible for grants for investments if they meet the requirements of the projects launched by the
Ministry of Agriculture and Rural Development.
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In terms of income, farmers earn more than EUR 2 000 per cow per year, depending on the product quantity.
Turnover therefore ranges from EUR 15 000 to more than EUR 100 000 in the case of the biggest dairy producers. All
farmers interviewed plan to invest in the future, based on the following priorities in order of importance:

m mechanisation for fodder production;
m investment in purchasing high-quality animals;
m reconstruction of barns, milking machines and manure disposal.

Over the last five years, the number of dairy cows on the farms covered in this report has increased. The same
applies for goats. The number of sheep has more or less remained constant. However, this observation holds true
only for these particular farms, which are all relatively large and are not indicative of a general trend in Montenegro.
Increased access to and growth in the national cheese market encouraged and/or allowed these farmers to increase
production growth at farm level. In addition, these larger and more business-oriented farmers want to specialise their
production and enhance their competitiveness.

With regard to cooperation among farmers, feedback from the interviews shows that:

m The majority of the farmers interviewed have already experienced cooperation with others, mainly in local
associations, by organising mutual events or presenting products.

m Farmers can understand the importance of cooperation with others but negative experiences in the past slowed
down the process of establishing efficient ways of cooperation.

m In some parts of Bijelo Polje (two farmers interviewed), the machinery rink established by the FAO project
functions quite well, especially in silage preparation.

m Farmers are not ready to market each other’s products mutually — they are simply not ready to share profit and
are not even particularly interested in joint efforts to buy new equipment and machinery.

m A new initiative was recently launched by a group of larger farmers to organise milk producers from the north to
strengthen their bargaining power and to better represent them and defend their interests. The founders of the
initiative think that the northern region is not well represented at national level even though it is the biggest milk
producer. The registration procedure for the new association is underway.

With regard to state support, the most crucial expectations that the farmers interviewed have of the state are:

(i) better access to bank money (long-term credit); and (ii) a stable and predictable market for final products. The
latter would require more systematic efforts by the state and other actors in the market to ensure that farmers could
market and advertise their products. Other types of support (veterinary services, food safety and hygiene standards)
are of less importance compared to those mentioned above.
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6. KEY ACTORS AND ORGANISATIONS
IN THE DAIRY SECTOR

6.1 REGULATORY AND INSTITUTIONAL FRAMEWORK

This chapter gives an overview of key actors and organisations involved in the dairy sector and main regulatory
framework. The quality of institutions and regulations affects the quality of support provided to the actors.

This support is very important for strengthening the dairy value chain. The most important recent changes in
Montenegro's economy affecting the agricultural sector, and specifically the dairy sector, are as follows:

the introduction of a more market-oriented policy;

the elimination of state interventions;

an agricultural policy that is more focused on family farms and the improvement of living conditions in rural areas;
the gradual introduction of rules and principles that comply with the World Trade Organisation’s rules;

the harmonisation of legislation with the Community acquis, upgrading the professional and educational level of
producers and the services in agriculture;

m the strengthening of institutional support to the agricultural sector.

The Montenegrin economy is very open with respect to tariff protection on imported products. Trade of agri-food
products is fully liberalised with CEFTA partners: Serbia (by far the country’s biggest trade partner in the dairy sector),
Bosnia and Herzegovina, Macedonia, Croatia and Albania. The Stabilisation and Association Agreement came into
force in January 2008. It envisages a gradual liberalisation of the Montenegrin market to open it up to trading its main
agricultural products with the 27 EU Member States.

The Law on Agriculture and Rural Development is the main legal document governing agricultural policy. It was
adopted in mid-2009. This law sets out the aims and objectives of agricultural policy; support measures for agriculture
and eligibility criteria for their use; potential beneficiaries; organisational forms in agriculture; public services in
agriculture; the paying agency (the state body authorised to execute direct financial support to farmers); registration
and evidence; and other issues regarding agriculture and rural development.

The Law on Livestock Breeding, which was adopted in 2010, regulates the main elements of the livestock sector:
methods and conditions for farming domestic animals; designing and implementing breeding programmes for the
main livestock species; main stakeholders in the sector; conservation and sustainable use of farm animals; genetic
resources. The aim of this law is to prepare and put into force many sub-laws or regulations, which have to regulate
more precisely each of the main elements of livestock breeding.

With regard to safety standards and hygiene in the dairy chain, two laws are particularly relevant: the Food Safety
Law and the Veterinary Law. Both of these laws are in the process of gradually complying with the EU's legal
framework, thus new drafts are being prepared.

The strategic document ‘Montenegro's agriculture and European Union — food production and rural development
strategy’, adopted in 2006, was a turning point in agricultural reform. The strategy provides a platform for harmonising
agricultural policy, legislation and institutional support for agriculture with the principles and requirements of the EU
accession process.

The most important outcome of the strategy was the National Programme for Food Production and Rural
Development. This was adopted at the end of 2008 (Ministry of Agriculture and Rural Development, 2008). It sets
out the agricultural policy measures and a multiannual budgetary plan. The national support policy is implemented
when the agriculture budget is adopted each year. This defines support measures and the precise procedure for their
implementation.

The Ministry of Agriculture and Rural Development is the governmental body responsible for preparing legal
documents (laws, regulations, decrees). It also formulates agricultural policy and drafts measures for its
implementation. The ministry itself consists of several sectors and departments: the Sector for Agriculture and
Fisheries; the Sector for Rural Development; the Paying Sector; the Department for Economic Analyses; the
Department for Internal Audit Service; and the Department for Inspectorial Supervision in Agriculture.

As Montenegro is now an EU candidate country, the scope of the ministry's work has been extended, particularly in
policy programming, implementation and control. A programme for agriculture and rural development in Montenegro
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was drafted as part of IPARD 2007-13. This is the fifth component of the Instrument for Pre-accession Assistance.
The ministry is undertaking significant organisational reform as it seeks to respond to many new challenges. This has
implications for the type of support provided to the dairy sector.

The Veterinary Directorate operates as a separate body under the authority of the same ministry and under the
supervision of the government. The directorate is responsible for administering veterinary policy. It does this by
implementing preventive veterinary measures with regard to animals, food of animal origin, animal welfare protection,
production of and trade in food of animal origin and other issues related to livestock health. The Veterinary Directorate
works closely with veterinary services in the field and the Diagnostic Veterinary Laboratory to implement a health
protection programme for domestic animals and ensure the safe production and trade of food of animal origin.

The Diagnostic Veterinary Laboratory is a public institution under the authority of the Veterinary Directorate. The
laboratory’s scope of work includes veterinary diagnostic and research activities in Montenegro. Its objectives are

to protect and improve animal health; detect and diagnose animal diseases; control the health and safety of raw
materials, foodstuffs and products of animal origin, feed and water for watering; conduct research work; and improve
education in various aspects of veterinary care.

When it comes to policy in the dairy sector, Montenegro has been implementing international standards since 2000.
The Livestock Selection Service was established in 2000. Since then, it has been recording milk production on the
larger commercial farms in accordance with rules set down by the International Committee for Animal Recording.

In doing so, the Livestock Selection Service collaborates closely with farmers, giving them advice on issues such as
nutrition, milking hygiene, the rearing of offspring and housing.

A new payment scheme has been implemented for raw milk since 2002. It is based on four parameters: butterfat
content, protein content, somatic cell count and total bacterial count. Previously, the payment scheme was based

on butterfat content. The Dairy Laboratory, a special unit of the Biotechnical Faculty analyses these parameters. The
laboratory is properly equipped with sufficient capacity for the whole sector. The dairies and the farmers are obliged
to apply the payment scheme set out in the government decree using the criteria adopted in 2002 to determine the
price of raw milk. The state has no control over the price of raw milk, but the dairies are obliged to set different prices
depending on the quality of the raw milk, as required by the decree.

Montenegro has begun to implement several direct support measures in the livestock sector. The following
payments per head of livestock are relevant to dairy production.

m Payments for breeding cattle — all farms rearing more than three head of cattle are eligible for support for heifers
and cows. Premiums apply only to animals above the minimum number, up to a maximum of 50 head. The basic
premium per head for heifers and cows is EUR 70.

m  The payment for breeding sheep is EUR 9 per head. It applies only for animals above the threshold of 20 up to a
maximum of 300 head per flock.

m The payment for breeding goats is also EUR 9 per head. It applies only for animals above the threshold of 10 up
to @ maximum of 300 head per flock.

The following payments are made to support milk production for the market.

m A premium of EUR 0.07 per litre of milk delivered to the approved dairy, with the condition that the quantity of
milk delivered per farm is a minimum of 200 litres per month.

m  Support to strengthen the milk collection network with the aim of improving the market infrastructure for
collecting raw milk —a premium of EUR 0.025 is paid to the dairies per litre of milk collected.

The second pillar of government support for the dairy sector is its rural development policy, which consists of several
instruments and measures. The most important of these are the grants given to farmers and processors to enhance
the competitiveness of the sector through investments in primary production and the processing industry. One such
measure which has been implemented successfully is the Montenegro Institutional Development and Agriculture
Strengthening (MIDAS) project. The project is financed by loans from the World Bank. Grants amounting to up to
50% of the value of the investment are awarded for a variety of investment types: building new barns and renovating
old ones; acquiring agricultural equipment and mechanisation; and purchasing breeding animals. In the processing
industry, the upgrading of processing facilities to introduce EU standards counts as an eligible investment. The dairies
are also supported in implementing hygiene standards, i.e. HACCP. Up to 50% of their costs are covered by the state
agriculture budget.

The third pillar of agricultural policy covers financial support for general services that are of public interest. In the
livestock sector, these measures support education, research and development; the Livestock Selection Service; the
programme of veterinary measures; and activities and programmes related to product quality control.

In addition to national funds, donor funds have also provided significant support for Montenegrin agriculture and rural
areas in the last decade. Many projects were implemented in agricultural and rural areas. These included projects
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involving the EU (Obnova; the Community assistance for reconstruction, development and stabilisation (CARDS)
programme; the Instrument for Pre-Accession Assistance, Component 5), the USA and Luxembourg. Other bilateral
projects were supported by Germany, the Netherlands and Italy.

Some donations are targeted specifically at the dairy sector, at the producer and processing level. In 1999 and 2000,
as part of the Obnova programme, the EU donated more than 1 000 in-calf heifers. This was followed in 2003 by

a donation of milk equipment for the farmers and the processing industry (milking machines, milk cooling tanks

and trucks for transporting raw milk). The Luxembourg donation, for example, helped to establish the Zora dairy in
Berane, in the northeast of Montenegro, and provided equipment to produce UHT milk.

6.2 STAKEHOLDER ORGANISATIONS INTHE DAIRY SECTOR

The key actors in the dairy value chain have already been described in previous chapters. This section looks at their
organisations. In general, horizontal and vertical integration in the agricultural sector is weak; the same applies for the
dairy sector.

Several associations are established locally at primary production level. They organise a very limited range of
activities. A national association of agricultural producers, which exists practically only on paper, acts as an umbrella
organisation for all local associations. Some attempts were recently made to reorganise associations and to create
new ones at regional level. One of them is supposed to cover the northern region. However, it is too early to judge
any results or achievements.

The processing industry has a national association with very limited influence and a narrow scope of activities.

The cooperatives are also very weak. The role of the Cooperative Union is to coordinate the activities of the various
cooperatives. A few small dairies function as cooperatives; only their employees are members. The milk producers
are not integrated into these cooperatives.

The Chamber of Commerce of Montenegro is the largest umbrella organisation for all key players in the dairy value
chain. It has established committees for each sector of the economy. Representatives of businesses in the relevant
sector sit on these committees. However, in the agricultural sector only representatives of registered companies are
involved on these committees, small family businesses are not represented. In addition, there needs to be more active
collaboration between the various committees, especially between those that represent trade, tourism and agriculture.

Agricultural advisory services exist at municipal level. The number of employees varies, depending on the size of the
municipality and the importance of agriculture there.

Other state institutions and organisations, such as the Employment Agency of Montenegro, the Directorate for
Development of Small and Medium Sized Enterprises and the Investment Development Fund, also deal with
agriculture and thus with the dairy sector.

6.3 EDUCATION AND TRAINING FRAMEWORK INTHE
AGRICULTURE AND DAIRY SECTOR

Due to the importance of human capital with different knowledge, skills and know-how to improve the value chain,
this section focuses on the training provision of education establishments in the fields of agriculture and dairy
production in Montenegro. Many resources — land, animals, capital, buildings, farms, machines, factories, transport,
processing, packaging, storage, marketing and advertising — are used to add more value at every stage of the dairy
chain. However, labour or human capital is the most crucial factor for success at every stage.

The Biotechnical Faculty is part of the University of Montenegro. It performs an educational function, conducts
research and provides various services to the agricultural and dairy sector. It is the only institution in Montenegro that
offers higher education qualifications in agriculture. The faculty enrols 30 students on a livestock-related programme
each year. The programme encompasses several subjects related to dairy science. Graduates from the faculty are
qualified to work in the dairy industry, either in primary production or in processing.

Higher education courses have been available since 2005 and the faculty offers academic studies in plant production
and livestock. Both fundamental and applied research is conducted in the main agricultural disciplines including
livestock breeding and veterinary. The faculty provides an extensive array of services and a wide range of laboratory



6. KEY ACTORS AND ORGANISATIONS INTHE DAIRY SECTOR 39

services. The most relevant for the dairy sector are the services provided by the Livestock Selection Service and the
Dairy Laboratory.

m The Livestock Selection Service operates as a single service for the whole of Montenegro. It consists of six
regional centres covering all municipalities. The Livestock Selection Service's activities can be categorised into
three main groups: selecting and improving the main livestock population (including official milk recording);
providing professional advice to farmers; and implementing incentives financed by the agriculture budget.

m  The Dairy Laboratory operates with the aim of improving the quality of milk and dairy products. It has sufficient
capacity to provide services to all milk processors in Montenegro and consistently implement the decree on the
criteria and methods for setting the price of raw milk.

Vocational education is provided by 39 educational institutions at secondary level in Montenegro. The school network
consists of 26 vocational schools, 11 mixed schools and 2 resource centres (which also deliver VET programmes).
Students are offered three- and fouryear curricula that lead to level three and level four qualifications. A total of

21 000 students, 70% of all high school students, attend the vocational schools. They are staffed by 2 000 teachers.
These schools are open to everyone once they have completed elementary schooling. A higher number of students
attend fouryear vocational programmes; the three-year programmes are less popular.

Ten secondary vocational schools offer eight different agricultural programmes in Montenegro. Two of these
programmes are at level 3 (baker, milk processor) and six are at level 4 (food technician, veterinary technician,
agricultural technician, livestock production technician, forestry technician, wood processing technician). Overall,
around 260 students are enrolled on these agricultural programmes. This amounts to less than 3% of students
enrolled in vocational schools, due to a lack of interest by students and parents. The secondary agricultural school in
Bar has the longest tradition with fouryear programmes for agricultural, food and veterinary technicians. It enrols four
classroom departments (up to 120 students per year). The next most established school is the secondary agricultural
school in Savnik, in the north of the country. It enrols up to 30 students each year. This is followed by the vocational
school in Andrijevica.

Despite this established structure of initial education in the fields of agriculture, agricultural product processing and
veterinary, it is not attractive to young people. Falling student enrolments in secondary agricultural schools led to the
development of recommendations to promote agricultural vocations. These recommendations included strengthening
collaboration among schools and with local communities and municipalities; improving the infrastructure, land and
machinery of schools and their physical conditions; improving existing teaching methods and curricula on these
programmes; and providing scholarships for VET students. However, these recent efforts have not yet changed the
enrolment trends.

Another problem is that none of these secondary schools provide specific tailormade training for existing farmers

or food processors even though continuous training is essential for them to be able to apply scientific research and
new knowledge to existing agricultural practices. Potential training could encompass a wide range of communication
and learning activities organised for rural people working in different disciplines, including agriculture, agricultural
marketing, health and business studies. This adult training for those already working in the sector is of course quite
different to initial education, both in terms of curricula, teaching methods and content. It can be organised by other
actors including the Employment Agency of Montenegro.

Having recognised the need to align vocational education with an agricultural development strategy, a project funded
by the Luxembourg Agency for Development Cooperation was implemented to strengthen vocational training in the
northeast of Montenegro. It focuses particularly on the agriculture and tourism sectors. The project has a budget

of EUR 5.2 million and is to be implemented over a period of five years (2009 to 2014). It is designed to support

the development of occupational standards, qualifications and curricula in agriculture (including organic agriculture,
forestry, food processing and veterinary studies) and tourism (including hospitality and catering) and also to provide
the appropriate training materials (LuxDev, 2010). It aims to enhance the training environment and quality of teaching,
increase the involvement of social partners in the development and delivery of training and foster entrepreneurship in
the agriculture and tourism sectors in the northeast of Montenegro.

RECENT DEVELOPMENTS ON OCCUPATIONAL STANDARDS AND QUALIFICATIONS

In line with the Law on National Qualifications Framework, a Council for Qualifications was set up. Its aim is

to improve the system of qualifications and to approve and classify qualifications in the National Qualifications
Framework (Official Gazette of Montenegro, 2011b). The council includes representatives from the Ministry of
Education and other relevant public institutions, the Employment Agency of Montenegro, universities, Montenegro
Chamber of Commerce, Montenegro Business Alliance, trade unions, the Bureau for Education Services and the
Examination Centre. When necessary, the council creates sectoral commissions to conduct needs analysis of
economic sectors, identify missing qualifications and develop occupational standards. In addition to the above-
mentioned institutions, sectoral commissions also involve sector representatives and professional associations.
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A methodology for the development of qualifications by the Council for Qualifications was adopted in March 2012.
Six technical working groups were then established to revise occupational standards in the fields of agriculture and
tourism and to develop new occupational standards:

new occupational standard: fruit and wine farmer;

new occupational standard: cattle breeding farmer;

new occupational standard: crop farmer;

new occupational standard: wellness and spa centre receptionist;
revised occupational standard: receptionist;

revised occupational standard: tourism agency operator.

The technical working groups continue to revise two educational level qualifications (agricultural technician and
tourism technician) and two units of qualification in entrepreneurship and business communication. The six
occupational standards that have been created and the continuing work on the other standards show the most
recent developments in both sectors. They will form the basis for the development of new qualifications and curricula
to be piloted in the 2013/14 academic year in Montenegrin vocational schools.

6.4 CURRENT SKILLS LEVELS AND REQUIREMENTS IN
DIFFERENT VALUE CHAIN SEGMENTS

RETAIL AND TOURISM SECTORS

The companies interviewed each employ between 140 and 1 600 workers who perform a diverse range of functions:
transportation, logistics, marketing, management, customer relations and service delivery. A medium education
level is required for all jobs except for management, which needs higher education. There are no major seasonal
differences in employee numbers as these companies have a permanent presence in big cities. However, during

the tourist season the companies engage seasonal workers in the coastal region. In spite of modest salaries, jobs in
the retail sector are attractive to young, educated people. Each vacancy notice or recruitment initiative for new jobs
attracts much more potential candidates than are needed.

All these companies plan to further develop and expand their business. They stress the importance of their expansion
and the opening of new modern supermarkets in creating new jobs. We should state here that the modern

retail sector is generally expanding at the cost of the traditional convenience and specialty stores. It is therefore
worthwhile assessing the combined employment effect of modern retail expansion on the one hand and traditional
retail sector decline on the other.

While exact numbers regarding this effect on employment are not available for Montenegro, (FAO, 2011) provides
valuable insights into this dilemma. The study found that modern retailers play an important role in job creation in

the rural regions of Bulgaria, Romania and Poland. In terms of total retail employment, self-employment has been
substituted with wage employment. In general, traditional shops only employ one to three people, which usually
includes the owner of the shop, his wife/her husband and other family members, for example children or parents. In
modern retail outlets, on the other hand, the number of employees increased from an average of 41 to approximately
59 full-time employees in 2010. Moreover, general employment statistics indicated that the emergence of a modern
retail sector and the shift from self-employed labour to wage employment has had a positive impact on total retail
and wholesale employment. Specifically, in Bulgaria and Romania, employment in the retail sector increased by 25%
and 20% respectively in the period 2000 to 2010. In Poland, the increase was more moderate and employment in the
retail sector increased by 15% compared to 2000.

The necessary knowledge and skills are related to the specific job type. For example, a driving licence is required
for logistics, shop staff needs computer skills and relevant experience and relatively higher education is needed for
senior and management positions. Companies organise different kinds of internal training for different target groups
in order to provide specific skills. Examples of the areas covered include retail activity, communication with clients,
product ranges, product shelf life and positioning and presentation of products. The range of specific issues covered
by training is widening.

PROCESSING SECTOR

In general, working conditions in the processing industry are perceived as attractive (stable and regular incomes with
health and social security benefits) and there are no problems with recruitment. Young people are also interested in
working in the sector. The negative side of working in dairy processing is in logistics (work starts very early in the
morning and drivers have to travel long distances for collections) and in processing (employees work in a cold and
humid environment).
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Investment in the sector by foreign or large domestic entrepreneurs wishing to build new plants is limited due to the
small size of the market. However, a lot of small entrepreneurs are interested in the dairy industry.

Processing technology and cheese-making skills are the most important requirements in the dairy industry. The
dairies interviewed for this report have had different experiences. Some hired experienced technologists at the
beginning who helped to train other staff members. Some completed specific training designed just for a certain
type of cheese production.

Training is most needed in the various areas of technology, especially in cheese making. Food safety standards and
hygiene are also important topics for training. All interviewees fully agreed that specific knowledge and skills are of
crucial importance for improving the dairy business. Existing vocational education schools located in the northern
region and in other parts of Montenegro cannot provide specific knowledge and skills, since they deal only with
education for the primary sector (technicians in agriculture or in the veterinary sector).

FARMING SECTOR

The farmers interviewed are aware of the hardships of farming (long working hours, sometimes in harsh conditions).
However, the majority of farmers are satisfied with their choice of occupation. One of the main motivations for
farmers is that they are working for their own — and their family's — wellbeing. Pride and independence also play a
role as motivators.

Public recognition and acceptance of farmers by society is a key factor to attract young people to stay in farming
business. Presence of the farmers at different public events and manifestations, presence in media, study tours

to other countries in order to gain others' experience and other ways of participation in social life from local to the
national level would strengthen public recognition of farmers. Farmers see the nutrition and reproduction of cows as
the most important knowledge and skills necessary for farming. Knowledge and skills are mainly acquired by growing
up at the farm. Additional skills were acquired through learning by doing and following specific trainings. Professional
literature and the internet provide important sources of knowledge.

Farmers in general welcome additional training in skills needed for everyday technology (nutrition, offspring rearing,
fodder production). However interest is not big for training in farm management/business skills and marketing of the
products in spite of the fact that these skills may be critical in their business.

Only few of the more progressive farmers would admit that there is a room for decreasing production costs (better
management, better balancing of the ratio, removing mistakes in rearing of the offspring, using semen of the best
proven bulls etc.).

Farmers think that the existing vocational education schools in the agricultural field (particularly those schools located
in the northern region) cannot provide a satisfactory level of knowledge and skills. The main problem is the lack of
practical knowledge and skills gained in the schools. Furthermore, the programs are more conventional in a way that
they offer more to the crops grower and include insufficient valuable skills and training related to animal husbandry.

CONCLUSION

In conclusion, it is clear that the dairy value chain has specific education and training needs. Specific
recommendations will be provided in the last chapter of this report but it should be emphasised that these needs
should be provided at different levels. Specifically, VET programmes that are focused on secondary vocational
education need to include more specific skills that are relevant to employment in the dairy sector. This will help to
create a stronger base of well-educated and well-trained young people who can invigorate the sector.

There is also a need for additional training that is targeted at the professionals currently employed in the dairy sector.
Vocational schools could play a role here if they also provided training for adults. However, at the moment this type of
training is not provided. The municipal advisory services, the employment agency and the Biotechnical Faculty may
be able to offer other options for disseminating this kind of knowledge.
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7. VISION FOR GROWTH IN THE
DAIRY SECTOR

7.1 LESSONS LEARNED FROM THE VALUE CHAIN ANALYSIS

DOWNSTREAM, CONSUMER END

Assessing the downstream segment of the dairy value chain has identified a number of growth opportunities for

the sector in the future. Firstly, the growing affluence of final consumers will increase demand for high-end, quality
products. Secondly, the demand for healthy, but also locally produced, products is increasing. The latter phenomenon
often coincides with an increased awareness of the environmental consequences of production. It can also lead to an
increase in demand for products produced using non-conventional (e.g. organic) agricultural systems. The extensive
production methods prevailing in the Montenegrin dairy sector could be seen as an asset under these circumstances
since they offer specific, high-value, local products.

The dynamics resulting from economic growth and demographic and societal changes also increase demand from
consumers for one-stop shopping opportunities. This is one of the main drivers behind the rapid expansion of the
supermarket sector. This development leads to the consolidation of the value chains for fresh foods on the consumer
side. It offers producers opportunities for efficient mass distribution of their products through the supermarket chain
distribution network. As a producer, the main question then becomes: how do | get my products on to the retailer’s
shelves? To answer this question, we need to focus on the requirements that retailers have for their suppliers. These
requirements include price, volume, quality, packaging design and shelf life. Moreover, all of this must be consistent
throughout the year.

The tourism sector in the south is a large and growing sector in Montenegro. It is expected to grow even further at
an average rate of 12% over the next decade. The opportunities presented by this sector lie in the meals prepared
and offered in hotels and restaurants. Tourists are generally wealthier customers and are therefore expected to

be less price-sensitive. However, to the extent that only bulk dairy products are offered (in breakfast buffets, for
example) or dairy products are further processed as part of prepared meals, hotel and restaurant owners themselves
may still be highly price-sensitive as expensive food ingredients will have a negative impact on their profit margin.
The greatest potential for high-end local products therefore lies in the specialty restaurants promoting local cuisine.

A striking observation on the consumer side of the value chain is the significant share of imported dairy products.
These can be seen on the shelves of the main retail chains and in the kitchens of restaurants and hotels in the
tourism sector. This clearly points to the competitive disadvantage suffered by the Montenegrin dairy sector
compared to international competitors. The main imported products are UHT milk, yellow cheese and flavoured
yoghurts, none of which are produced in Montenegro. Feta-style white cheese is also a major imported product. The
main attribute that makes imported products so attractive is their low price. In addition to price, however, imported
products can also be delivered consistently, in terms of volume and quality, throughout the year. Consistency is

an area where the Montenegrin dairy sector tends to struggle, as became clear in the analysis of producers and
processors. Having said that, the need for large volumes throughout the year is mainly a requirement for retailers. It
is less of a priority for the tourism sector as it is also influenced heavily by seasonal changes in demand.

UPSTREAM, PRODUCER END

Cattle dominate the livestock sector. Sheep are the second most important subsector and goats the third. In the
cattle sector, average milk yields are low because of an unfavourable breed structure. However, high-yielding cows
are concentrated in a limited number of farms that achieve almost double the average yield. There are also signs that
the share of high-yielding breeds is increasing and the cattle sector is moving towards a more professional structure.
A similar positive trend is observed in the goat sector where average flock sizes are increasing. The main factor
behind this development is linked to opportunities for goat products in the tourism sector. The sheep sector, on the
other hand, is in decline as it is located predominantly in the most severely depopulated areas.

The processing sector is confronted with a number of unfavourable characteristics. The majority of dairy companies
are small in terms of processed milk volumes, which limits their ability to benefit from cost-saving economies of
scale. Only a limited share of produced milk is delivered to processing companies and 85% is retained by farm
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households. The collection process is very costly because of the small quantities that are delivered in geographically
dispersed areas. This can lead to quality problems. More specifically, however, it limits the possibilities for improved
efficiency and consequently price reductions for the final product. Furthermore, milk production (and hence delivery)
is affected by seasonality, with delivery quantities dropping to a minimum in winter time. One of the strengths of the
sector is the well-established system of quality control.

HORIZONTAL, SECTOR LEVEL

It is clear that government policies have taken on board the observation that the Montenegrin dairy sector is in
need of rapid restructuring. This is evidenced by the number of stimulating policies. For instance, the upgrading of
milk quality has been stimulated by the implementation of a payment scheme based on four milk quality indicators.
Several support measures are designed to stimulate the increase in herd size and delivery volumes. The measures
covered by the rural development policy address the issue of investment funds that help to upgrade farm facilities
(barns and equipment) and support the purchase of high-yielding cattle breeds.

In addition, a number of supporting institutions are in place to promote the professionalisation of the dairy sector, for
example through educational and advisory services.

The dairy sector's main weakness is its lack of horizontal organisation. The few associations that exist are limited

in scope and lack influence. Due to the small size of farms, there is a need for collaboration and a joint market
presence by farmers. This is even more crucial at processor level because processors face very strong international
competition every day. While cooperation can lead to clear benefits in terms of economies of scale in marketing and
bargaining power vis-a-vis strong traders and retail companies, farmers and processors are reluctant to cooperate
and continue to see other producers merely as competitors. A significant shift in mentality and an incentive structure
designed to encourage collaboration will be necessary to overcome this reluctance.

On a final note, it is important to stress that in the past decade, Montenegro has set out on a clear path towards
more international integration. Evidence of this can be seen in its achievement of candidate country status for EU
accession in 2010 and its membership of the World Trade Organisation in 2011. Furthermore, Montenegro had already
been a member of CEFTA for several years. It is important to keep in mind that this path can only lead to more
openness in the economy and the abandonment of unilateral instruments of trade protection. The identification of
growth opportunities in the Montenegrin economy will therefore need to keep sight of the global arena in which
Montenegro is operating. Competitive advantages need to be assessed not only within Montenegro but also in
comparison with international companies operating in this market.

7.2 SWOT ANALYSIS OF THE DAIRY VALUE CHAIN

STRENGTHS

At the farm level:

m family businesses with a long tradition and extensive knowledge;

m sufficient resources available for fodder production for ruminants;

m raw material production based on high-quality natural meadows and pastures in a hilly mountain region which
adds a specific flavour and value to the milk produced;

m positive structural changes — farm size and production yields have been increasing in the cattle and goat
subsector;

m legal and strategic frameworks in place.

At the processing level:

low labour costs;

young people interested and motivated to work in the processing sector;

dairies distributed regionally and increasingly reliant on collecting milk locally;

several new dairies, providing milk producers with alternatives for market access;

small and flexible private companies capable of easily adapting technology to the new market conditions;
comprehensive quality control system in place.

At the wholesale and retail level and in the tourism sector:

m strong and sustained growth of the sector;
m young people interested and motivated to work, particularly in the retail sector;
m internal training programmes available to employees for specific jobs within companies;
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m good range of products;

m good standards of service;

m  expanding tourism consumption;

m positive attitude of consumers towards local products.
WEAKNESSES

At the farm level:

unfavourable age structure of the farm population;

small-scale production — subsistence farming prevails;

seasonality in milk production, peak in production during summer;

low genetic potential of a significant proportion of the national herd, reflected in low milk yields;
inappropriate buildings, mechanisation and equipment for milk cooling;

low level of education and training regarding modern milk production among producers;

negative image of the farm sector among young people, leading to difficulties in recruiting young people to work
on farms;

lack of farm-generated investment;

lack of market orientation (high levels of self-consumption, old age of many producers, lack of commercial
ambition);

weak horizontal integration or collaboration among farmers.

At the processing level:

weak supply base of many enterprises (small-scale producers, highly seasonal milk intake, inadequate cooling
facilities within milk supply chain, lack of contractual commitment);

high cost of milk collection because of unfavourable natural conditions (mountainous regions, long distances,
dispersion of small producers);

milk quality negatively affected by a lack of cooling facilities on farms;

a continuing high level of total bacterial count in raw milk despite the implementation of a new payment scheme
based on four quality indicators;

lack of economies of scale, especially in cheese production;

inadequate marketing strategy;

very weak horizontal integration and cooperation.

At the wholesale and retail level and in the tourism sector:

m low consumer incomes leading to a low level of consumer spending power;

m a preference in hotels and in the retail sector for buying cheaper imported products and serving international
cuisine instead of promoting local cuisine;

m difficulties accessing bank loans;

m weak perception of the quality of local dairy products.

OPPORTUNITIES

At the farm level:

support available for upgrading dairy farm business — from a national source (Ministry of Agriculture and Rural
Development) and EU grants (IPARD);

improve feed efficiency through proper feeding plans and fodder production;

improve quality of milk by improving hygiene conditions and procedures;

improve yields by investing in animals with higher genetic potential;

improve level of technology by investing in barns, machinery and equipment;

possibility of going organic for a large part of production because of low input use;

tourism and tourist consumption a driving force for local products;

generation of new added value and income creation for rural areas;

creation of employment in agricultural input industries (e.g. feed and other farm input suppliers; technical
assistance and extension providers; selection and veterinary services) as a result of growth in the farm sector.

At the processing level:

support available for upgrading processing facilities — from a national source (Ministry of Agriculture and Rural
Development) and EU grants (IPARD);

tourism and tourist consumption a driving force for local products;

consumers are increasingly focused on domestically produced dairy products;

increase quality and quantity of milk supply by investing in the collection system;

improve product range and quality as demand develops with rising consumer income;
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m create new employment opportunities for young unemployed people;
m a larger dairy processing sector not only creates jobs in processing but also in logistics, i.e. in the collection of
milk from farms, but also in the distribution of final products.

At the wholesale and retail level and in the tourism sector:

m global trend of consuming locally produced food is growing;

m further foreign investment enables provision of capital and production and management expertise;

m opportunities for niche products;

m product development led by better knowledge of the market and consumer demand;

m expansion of markets through distribution networks of major retailers;

m new employment opportunities, especially in the tourism sector;

m hotel and restaurant promotions of local Montenegrin recipes that use only dairy products from the north.
THREATS

At the farm level:

strong pressure from imported dairy products (mainly from Serbia);

further international integration and openness increases competitive forces from abroad;

m lack of alternative employment opportunities in rural areas hampers the restructuring process of farms, because
subsistence farm land is often used inefficiently;

m problems in accessing bank loans;
m rural area depopulation as a general trend;
m failure in implementation of CAP-like agricultural policy and stringent EU requirements (quality, hygiene, animal

welfare).
At the processing level:

m problems in accessing bank loans;

retail chains set quality and quantity requirements that the domestic industry cannot comply with, this increases
import penetration;

m growing popularity of low-fat products but most domestic dairy products have a high fat content;

m failure to meet EU food safety requirements, e.g. quality, hygiene.

At the wholesale and retail level and in the tourism sector:

m further import penetration if sector does not become more competitive as EU accession approaches;

m growing market share of large (international) supermarket chains can lead to further exclusion of local dairy
products if the strict requirements cannot be met;

m failure to meet consumer requirements will result in further import penetration.

7.3 INCOME AND EMPLOYMENT CREATION

The value chain analysis combined with the expert views outlined in the SWOT analysis lead to a two-fold vision

of growth for the dairy sector. Firstly, it focuses on improving the efficiency of dairy production in Montenegro.
Secondly, it aims at improving the marketability of regional dairy products. The two strategies that result from this
vision target different segments, both at the milk production and at the dairy processing level. While a formal duality
may not exist in the Montenegrin dairy sector — as it does quite clearly in a number of neighbouring countries where
the legacy of the communist period has resulted in a small number of large former collective and/or state farms on
the one hand and a large number of very small family household farms on the other — the value chain analysis has
shown that the Montenegrin dairy sector is far from homogeneous.

At the milk production level, we can distinguish a clear segment of dairy farms that are on a steep growth path.
These farms have made considerable investments in recent years to increase their herd size and improve the quality
of the herd’s genetic material. As a result, milk yields are twice as high on these farms compared to the average
Montenegrin dairy farm. Furthermore, there is a clear intention to continue investing and become more specialised in
future years. These are the farms that should be targeted and aided by additional training opportunities that can help
them to achieve their growth goals. A human capital development policy aimed at these farms will complement the
existing agricultural and rural development policies that stimulate the upgrading of dairy operations, both in terms of
milk quality and the volumes that are produced and delivered.

A similar duality is observed at the processing level. A small number of larger dairies produce mainly bulk products
such as plain yoghurt and a larger number of small dairies produce mainly specialty cheeses. The larger dairies in
particular will benefit from the increased efficiency of their supply base. This is also the segment that is likely to
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compete most effectively with imported bulk products from neighbouring countries. Efficiency gains can help to
reduce costs and improve the competitiveness of locally produced dairy products.

However, it should be noted that it is unrealistic to target the upgrading and inclusion of all Montenegrin dairy farms
in such policy initiatives focused on efficiency and economies of scale. One of the main reasons is the geographical
spread of producers. This makes it extremely costly for dairies to collect milk from farms, especially from small-
scale producers. Therefore, a second strategy revolves around another growth opportunity that is identified in the
value chain analysis. This strategy focuses on improving the marketability of regional dairy products. These are
locally produced, typical products that have a good reputation within Montenegro but may also appeal to foreign
customers and tourists who are interested in the local cuisine. Think of the geographical indications of cheeses
(and other foodstuffs) that are so well known in Italy, Spain or France. This strategy focuses more on the marketing
side rather than on the efficiency and scale of production. It should be noted that these geographical ‘brands’ are
often associated with or operated by producer associations and the value of the product is highly dependent on the
possibility of strict quality control. The quality must, of course, comply with existing regulations. More importantly,
however, quality is seen primarily as a subjective concept with a strong focus on aspects such as taste, typical
characteristics related to the region and the story behind the product.

FIRST GROWTH STRATEGY: IMPROVING EFFICIENCY

Employment opportunities can be created on the larger dairy farms (for example, the 4 285 holdings covered by
the Livestock Selection Service recording system) and in the larger processing companies. Jobs can be created by
focusing on growth and better efficiency. While these farms already have a better breeding structure and achieve
above-average milk yields, improvements can still be made to:

lower collection costs per litre;

increase milk yields and seasonal variations in milk supply;
improve milk quality;

improve technological and hygiene standards.

This can be achieved by:

m developing larger commercial units with technical improvements (barns, fodder production, genetics);
m improving skills and expertise (management, farm accountancy, hygiene standards).

At the processing level, the focus should be on improving the collection network to reduce transport costs.

A more efficient dairy chain may not create significant new employment directly at farm level. However, substantial
employment opportunities would be created indirectly in providing the necessary services for milk production.
These could include input supply services; machinery and equipment maintenance; product marketing; hiring of
construction companies to build new barns and adapt existing ones; transport services; production of packaging
materials; education and training for farmers; farm management and accountancy; and many other general services
to the rural population.

Just as an illustration: the gross added value created in primary agriculture in the 27 EU Member States is less than
2% of GDP. However, the food chain contributes to GDP by approximately 10% and it is the largest manufacturing
sector in the whole EU-27 economy.

SECOND GROWTH STRATEGY: IMPROVING THE MARKETABILITY OF REGIONAL
CHEESES

This strategy should focus on the development of marketing channels which can be used to promote regional
cheeses. Marketing and advisory services, rather than activities performed at farm production level, are important
functions in supporting this strategy. It is important to note, however, that the success of this strategy will lead to
job creation on farms and in the processing sector, but also in complementary agri-industries. The protection and
promotion of regional products — geographical indications — should be explored and developed. A number of potential
candidates have already been identified: Pljevaljski and Kackavalj cheese. Both cheeses are produced exclusively

in the northern region and can therefore be promoted as regional, value-added products with a specific local and
traditional character. The strategy should involve actions both at the producer end of the value chain and at the
consumer end.

At the producer end, farmers should be made aware of the potential for increased production and marketing of
specific products. Furthermore, ways in which farmers can cooperate productively should be identified and explored.
Cooperation will be crucial, especially when it comes to protecting a geographical indication. Downstream there is a
need to improve public awareness of the importance of local products to the economy. Specific marketing campaigns
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can increase consumer knowledge and demand for these specialty products. These campaigns should be the result
of cooperation between local producers and possibly have the public support of authorities in the northern region.
Introducing local items containing dairy products from the north on hotel and restaurant menus (e.g. traditional
Montenegrin recipes and local breakfast styles) can increase tourist awareness about these products. Even high-fat
dairy products can be attractive if presented in unique traditional recipes as tourists have a more flexible diet when
they are on holidays.

Action must also be taken to smooth the path for regional cheeses on to restaurant menus and supermarket shelves.
This will require the development of strong business relationships between the producers of specialty cheeses

(i.e. the marketing head in processing companies or a representative of a group of farm-based cheese producers)
and the procurement officers in the wholesale and retail companies and tourism businesses. It should be noted

that supermarket requirements in terms of consistency and delivery options need to be met to gain access to this
channel. Once again, collaboration in marketing will be a crucial prerequisite for meeting these requirements. This
may also call for changes at the production and processing level (the pooling of resources) and in logistics. It needs
to be stressed, however, that this strategy does not aim to produce a bulk product that can compete with low-priced
imported products. The regional product will be marketed at a relatively high price, which is justified by its superiority
in subjective quality, for example its taste, origin, production method and local background story.
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8. POLICY CONCLUSIONS AND
RECOMMENDATIONS

This study used value chain analysis as a tool to address regional development and employment creation issues in
the northern region of Montenegro as the dairy sector is a very relevant and timely topic for the country’s regional
development plans. The previous chapter summarised the findings of the dairy value chain in the north. It also
proposed a two-fold vision for growth in the sector. The first growth strategy focuses on improving dairy production
efficiency, while the second one addresses improvements in the marketability of regional dairy products (cheeses).
In line with the rationale for using a value chain analysis, the proposed strategies follow a vision of consumerdriven
growth, where opportunities are identified in the retail and tourism segments of the dairy value chain. If the northern
region’s dairy sector could overcome the current barriers that it faces when trying to access growing retail and
tourism markets, it would be a highly valuable start for a self-supporting economic dynamic in the north, ultimately
leading to growth in employment and income.

This chapter uses the main findings from the dairy value chain analysis and the proposed growth strategies to
formulate policy conclusions and recommendations. The two strategies target different segments, both at the milk
production and the dairy processing level. The first strategy for improving efficiency targets the larger dairy farms and
processing companies. While the larger farms already have a better breeding structure and achieve above-average
milk yields, improvements can still be made to:

lower collection costs per litre;

increase milk yields and seasonal variations in milk supply;
improve milk quality;

improve technological and hygiene standards.

This can be achieved by:

m developing larger commercial units with technical improvements (barns, fodder production, genetics);
m improving skills and expertise (management, farm accountancy, hygiene standards).

At the processing level, there should be a focus on improving the collection network to reduce transport costs.
Efficiency gains can help to reduce costs and improve the competitiveness of locally produced dairy products.

The second strategy focuses on improving the marketability of regional dairy products. These are locally produced,
typical cheeses that have a good reputation within Montenegro (e.g. Pljevaljski and Kackavalj cheese) but may

also appeal to foreign customers and tourists who are interested in the local cuisine. Both cheeses are produced
exclusively in the north and can therefore be promoted as a regional, value-added product with a specific local and
traditional character. In this strategy, the focus is on marketing and advisory services rather than on efficiency or
scale of production. It should be noted that these geographical ‘brands’ are often associated with or operated by
producer associations and the value of the product is highly dependent on the possibility of strict quality control.
Quality is primarily seen as a subjective concept with a strong focus on aspects such as taste, typical characteristics
related to the region and the story behind the product.

The protection and promotion of regional cheeses — geographical indications — require actions both at the producer
end of the value chain and at the consumer end. Such actions start with changes at the production and processing
level (the pooling of resources) and in logistics. Farmers should be aware of the potential for increased production
and marketing of specific products and ways in which they can cooperate productively should be explored. Specific
marketing campaigns can increase consumer knowledge and demand for these specialty products. Actions are
needed to promote regional cheeses in restaurants and hotels and on supermarket shelves. This will require the
development of strong business relationships between the producers of specialty cheeses and the procurement
officers in the wholesale and retail companies and tourism businesses. It will also require close cooperation between
local producers and national and/or local authorities.

For example, a committee of national culinary experts could create a list of local recipes using dairy products from
the north. This could then be circulated in hotels and restaurants. Introducing local items (e.g. traditional Montenegrin
recipes and local breakfast styles) on hotel and restaurant menus could increase tourist awareness about these
products. Note also the case of Greek ‘feta’ cheese, seen as a requirement in most diets recommended in the US.
Even high-fat dairy products can be attractive if presented in unique traditional recipes as tourists have more flexible
diets when they are on holidays.
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It must be stressed that dairy sector growth may not create significant new employment directly at farm level. It may
even reduce some existing (unproductive) jobs in the short term. However, in the longer term, more jobs would be
created in intermediary support services, in the food processing industry and in business services in marketing and
advertising. By stimulating the growth of existing farms and companies, therefore, new and indirect employment
opportunities could be created from the spill over effects in complementary agri-industries (such as in the farm input
supply chain and in logistics). Indeed, jobs would be needed to provide the necessary services for milk production,
processing and marketing. These could include input supply services; machinery and equipment maintenance;
product marketing; hiring of construction companies to build new barns and adapt existing ones; transport services;
production of packaging materials; education and training for farmers; farm management and accountancy; and many
other general services to the rural population.

A human capital development policy targeted at dairy production and processing will be a key element of agricultural
and rural development policies. It will be crucial in stimulating the upgrading of dairy operations, both in terms

of volume and product quality. The recommendations presented here are based on the growth strategies and
opportunities that have been identified. The recommendations focus on overcoming the existing barriers relating to
the skills and competences needed in the sector. In particular, they highlight the issue of training for young people
and for the current active workforce in dairy production and processing. The key conclusions are listed below. Each
conclusion is followed by concrete actions and recommendations that focus on the investment in human capital and
training in the dairy sector that is needed to support the identified growth strategies.

CONCLUSION 1. THE COMPETITIVENESS OF THE MONTENEGRIN DAIRY SECTOR
IS HAMPERED BY THE COSTS OF DOMESTIC PRODUCTION AND LOGISTICS AT THE
PRODUCTION AND PROCESSING LEVEL.

CONCLUSION 1.1 High milk production costs are the result of inefficient production methods, unproductive
breeds and inadequate feeding methods, leading to low yields and high seasonality of production.

RECOMMENDATION 1.1.1 Improve milk production efficiency through specific education and training
activities.

Training topics would include:

m improving animal nutrition with a focus on fodder production — this training should have an impact on animal
productivity;

m improving genetics; in the long term, this aspect will have the most evident result in terms of milk production;
objective of the training: how to select genetic material to create productive herds;

m using and maintaining machinery and equipment, especially in the sector today when more and more
sophisticated equipment is available;

m farm management skills and cost analysis: increasing farmers’ awareness of these aspects of farming and
providing them with the skills to take technical and managerial decisions independently.

RECOMMENDATION 1.1.2 Improve milk production efficiency by investing in herd size

The activities and investments specified in recommendations 1.1.1 and 1.1.2 should be targeted at specific types

of farmers, for example larger farmers with the best growth potential such as those included in the Livestock
Selection Service recording system. One good example is the Montenegro Institutional Development and Agriculture
Strengthening project which supports investment and training in bigger farms. Training should be provided at a
professional level, i.e. not by vocational schools to vocational students. Instead it should be targeted at the farm
population that is already active. With respect to future generations of the agricultural workforce, vocational schools
should of course stay up to date with developments in these domains to include this specific knowledge and skills
development in their programmes.

CONCLUSION 1.2 High milk collection costs are the result of geographically dispersed farms, bad
infrastructure and low individual quantities of milk delivered.

RECOMMENDATION 1.2.1 Improve milk collection efficiency by providing logistics training on how to
optimise collection rounds and developing joint milk collection points to reduce transportation costs.

Training should be targeted at farms and/or personnel in the dairy processing companies because the dairy company
is usually responsible for milk collection. Similarly, joint (or combined) distribution networks for processed products
could be set up among the small and big diaries. This could reduce costs and provide a more attractive business to
retailers. Training should be targeted at professionals, not at secondary school students.
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RECOMMENDATION 1.2.2 Improve milk collection efficiency by investing in milk storage. Investments in
refrigerators to store milk would help to optimise collection rounds. Fewer milk collections would be needed
every day.

CONCLUSION 2. THE MONTENEGRIN DAIRY SECTOR FACES CHALLENGES TO COMPLY
WITH STRICT EU REQUIREMENTS WITH RESPECT TO ANIMAL WELFARE, FOOD SAFETY
AND HYGIENE IN FOOD PRODUCTION.

CONCLUSION 2.1 The knowledge and skills of milk producers are not sufficient to meet the strict EU
requirements relating to food production.

RECOMMENDATION 2.1 Improve knowledge and skills relating to the hygienic, animal-friendly and
environmentally sound production of dairy products.

Training activities include:

m training on animal welfare and the construction of barns, animal disease control, animal breeding and herd
management;

m training on modern and environmentally friendly production techniques and technologies as specified by EU
requirements (good agricultural practices, manure storage and management);

m  knowledge to improve hygiene measures at farm level.

This training should be provided at a professional level to the growth segment in the Montenegrin dairy farm sector.
However, as milk from small milk producers is also used in the cheese value chain, basic hygiene training is also
crucial in this segment. Municipal advisory services can provide this basic training. Specific training relating to
detailed EU requirements should be performed by specialist service providers, such as the Biotechnical Faculty. This
should be supported by the Ministry of Agriculture and Rural Development which will be in the best position to know
about the most recent policy developments.

CONCLUSION 2.2 There is a specific need for HACCP training at the processing level in the dairy sector.

RECOMMENDATION 2.2 Improve HACCP knowledge and skills and ensure that dairy companies comply with
food safety and traceability regulations.

Dairy companies should approach specific training providers with expertise in HACCP systems and other food safety
issues.

CONCLUSION 3.THERE IS INSUFFICIENT FOCUS ON DEVELOPING THE MARKETING END
OF THE DAIRY VALUE CHAIN AT THE PRODUCTION AND PROCESSING STAGES.

CONCLUSION 3.1 Dairy processing companies are involved mainly with the production side of their business
(improving efficiency, lowering costs). Value can be added, especially in relation to the customer side of the
operation.

RECOMMENDATION 3.1 Intensify the focus on creating added value in the dairy sector.

Specific actions and training at the dairy company level may include:

m skills and know-how on marketing and branding products to identify new opportunities at the dairy processing
level;

m support for research and development initiatives for new dairy products; case studies and exposure to foreign
experiences might stimulate creativity and entrepreneurship at the dairy processing level;

m a better understanding and a greater focus on market-driven value chains; dairy processing companies should
be aware of the important role that downstream players (the retail and tourism sectors) have in their value chain;
knowledge of the requirements of food retailers is a precondition for the successful marketing of their products,
better knowledge about these requirements may lead to opportunities for increased market participation;

m developing intermediary support structures that bring buyers and suppliers together is another initiative that can
be undertaken at local and national levels.
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CONCLUSION 3.2 Regional cheese products from the north are familiar to the Montenegrin population but
have not yet developed into strong brands.

RECOMMENDATION 3.2 Create better market access for specialty cheeses from the north by creating strong
brands and running extensive public awareness campaigns.

Farmers and dairy processors need to cooperate to create a strong brand for a regional product. A clear need
exists for knowledge about establishing regional brands. Training needs to be provided by professionals, most likely
international experts. It should cover the areas listed below.

Knowledge about establishing geographical indications and the branding of local products. There are many good
examples of famous cheeses in southern Europe, especially Italy and France.

m  Knowledge about setting up efficient producer associations. Local brands are often created by consortia of
farmers and producer associations.

m  Knowledge and skills for marketing regional products. Several case studies and examples can be presented.
Training should focus on successful examples of well-established Italian cheeses that are protected by
geographical indications, for instance. It should also cover ideas for marketing new regional products by offering
plates of different local specialties as cheese plates in restaurants, for example. The training should address
questions such as: What options do we as producers have when entering the retail market? What kind of specific
product ranges or ideas can be developed?

m Value chain training and information sessions to explain the important role of retailers and tourism businesses
in providing opportunities to upstream market segments (producers and processors). Communication with
tourism businesses and retail representatives should give much better insights into which avenues are viable and
interesting to pursue. This exchange of information should work both ways. Industry representatives should also
be able to make the buyers or consumers aware of the potential that exists for putting high-value local products
on the market. The creation of a platform that includes stakeholders from different segments in the dairy value
chain may be a way forward in establishing communication, trust and mutual benefits.

m Presenting examples of best practice and successful case studies can be an important tool in improving
the awareness of local stakeholders about existing opportunities. These stakeholders include producers and
processors in the dairy value chain and also local authorities that are interested in developing the potential of
the northern region. Again, successful agricultural producer associations in other Mediterranean countries and
examples of value creation using traditional and local knowledge and specificities need to be presented and
show-cased. Such examples include the Academia Barilla in the case of traditional Italian food and food products.

m Public awareness and marketing campaigns highlighting the higher value of regional cheeses are needed to
ensure these products reach restaurant and hotel menus and supermarket shelves. A committee of national
culinary experts could create a list of local recipes that use these products. Hotels and restaurants could be
encouraged to introduce these recipes, e.g. traditional Montenegrin dishes, local breakfast styles, in their menus.

CONCLUSION 4. COOPERATION THAT COULD LEADTO A STRONGER VOICE, GREATER
BARGAINING POWER AND JOINT ACTION IS LACKING BOTH AT THE FARM AND AT THE
DAIRY PROCESSING LEVEL.

CONCLUSION 4.1 Cooperation is hampered by a lack of trust and the unwillingness of many producers to
share profits, generated by cooperative marketing strategies, with competitors.

RECOMMENDATION 4.1 Support initiatives to build trust within farm communities and to improve awareness
of the benefits of a more cooperative approach in terms of bargaining power and marketing strategy.

One good example is the FAO project which focuses on farmers' groups. Farmers who produce silage collaborate
with their neighbours in using mechanisation to harvest crops and make silage. Mutual input supply can also help to
reduce costs and improve efficiency. The greatest room for improvement may be in the mutual processing of milk
and the marketing of dairy products in remote rural areas or in mountain settlements (katuns) during the summer
grazing season.

The Ministry of Economy recently initiated a pilot project in which farmer clusters have been formed with the
specific aim of building trust between producers. Specific training of ‘cluster brokers’, as they are known, would be
instrumental in successfully changing attitudes towards cooperation among producers. Another option could be to
support the cooperatives and/or producer associations by providing funds to hire professional business development
and product marketing services.
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CONCLUSION 5.THE AVERAGE AGE STRUCTURE OF THE AGRICULTURAL WORKFORCE - AND
IN PARTICULARTHE FARMERS IN THE NORTHERN DAIRY SECTOR - IS UNFAVOURABLE.
A HIGH PROPORTION OF THOSE INVOLVED IN DAIRY FARMING ARE OLDER PEOPLE.

CONCLUSION 5.1 Employment in dairy production is unattractive to young people. This negative image
contributes to the low enrolment numbers on vocational school programmes for agricultural, food processing
and veterinarian technicians.

RECOMMENDATION 5.1 Improve the image of the dairy sector by professionalising the sector. This would
lead to higher income and better-quality jobs for young, well-educated people, and more involvement of agri-
food businesses in VET programmes.

Efficiency gains on larger, professional farms and a better marketing strategy for branding and adding value will lead
to more professional jobs, higher incomes and a more attractive dairy sector. More emphasis must be placed on

a 'young and successful entrepreneur’ profile to attract young people to the sector. The sector needs to appeal to
young people who like to work independently and want to start their own business in the countryside. A modern
version of pastoral life combined with successful entrepreneurship models need to be portrayed.

The importance of VET programmes in agriculture-related fields is also relevant to this recommendation. In recent
years, the 10 existing vocational schools offering these programmes have struggled to achieve sufficient enrolments.
Sectoral growth should lead to more interest in the specific educational programmes. The professionalisation of the
programmes themselves would be greatly enhanced if an equal emphasis was placed on both the entrepreneurship
and technical skills involved. The involvement of agri-business firms in offering internships and providing tangible
evidence of the achievements of the sector to students would also help. Successful agri-food businesses should
therefore be more involved in VET programmes.

CONCLUSION 5.2 A high proportion of agricultural workers who are retired or are close to retirement age
is active in the dairy sector on small, unproductive farms and are involved mainly in semi-subsistence
agriculture.

RECOMMENDATION 5.2 Social measures, rather than specific training activities, are relevant for this segment
of the dairy sector. Subsistence farms should be allowed to remain active but should not be targeted by
policies to improve market access or enhance efficiency.

CONCLUSION 6.THE EU PRE-ACCESSION FUNDING PROVIDES A UNIQUE
OPPORTUNITY TO SUPPORT HUMAN CAPITAL DEVELOPMENT INTHE NORTHERN DAIRY
SECTOR.

RECOMMENDATION 6.1 Identify and apply for appropriate funding opportunities at national level.

Montenegro has access to three relevant EU pre-accession funds: IPA-IIl — the regional development component;
IPA-IV — the human resources development component; IPA-V — the rural development component (also referred to
as IPARD). If the government prioritises this issue, all three programmes can specifically support the development
of the northern region through targeted actions relating to human resources development, employment and rural
development. Recent improvements in the agricultural VET programmes should continue. Developing adult training
programmes for current farmers and processors is also crucial.

RECOMMENDATION 6.2 Improve awareness of funding opportunities at sector level through information
campaigns and training for the relevant institutions, local authorities and sector representatives.

The relevant actors in the sector (e.g. Ministry of Agriculture and Rural Development, Ministry of Economy,

Ministry of Labour and Social Welfare, Ministry of Sustainable Development and Tourism, Employment Agency

of Montenegro, Ministry of Education and its vocational schools, Biotechnical Faculty, local authorities and their
agricultural advisory services, businesses in the agri-food industry, associations and other representatives of the
producers and processors) need to be trained and must work together to achieve the growth strategies and support
human capital investment.
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RECOMMENDATION 6.3 Farmers and dairy processors need to improve their management skills in order to
apply successfully for EU projects.

The following specific training would be useful in this respect:

m training on how to develop projects, prepare business plans and apply for EU funds (in particular the IPA funds
available for human resources development and rural development), available EU credits such as the Western
Balkans Investment Framework or existing national support schemes for investments in agricultural holdings;

m training on business planning, entrepreneurship and accounting.

This training needs to be provided by experts in the field. Expert institutions may also be found outside Montenegro.
For example, the Serbian-based Balkan Security Network is a training facility that provides specific training related to
EU project applications. The development of business plans and specific accounting courses may also be available at
institutions of higher education offering MBA-type qualifications.
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ANNEXES

ANNEX 1. OVERVIEW OF INTERVIEWS

LIST OF FARMERS INTERVIEWED
Farmer Address Munici- Region Type of production Main final
pality and capacity product
1. Zivkovié Milko Lijeska Plievlja Northern Dairy farm, 16 Brown Raw milk
Swiss cows +
replacements
2. Petrovi¢ Dragan Kosanica Plievlja Northern Dairy farm, 18 Brown Plievlja cheese
Swiss cows +
replacements
3. Mili¢ Drago Srdanov Plievlja Northern Dairy farm, 16 cows + Plievlja cheese
Grob replacements
4. Zindovi¢ Velibor Obarde Plievlja Northern Dairy farm, 8 Brown Plievlja cheese
Swiss cows +
replacements
5. Cvijovi¢ Milanko  Pavino Polje  Bijelo Polje  Northern Dairy farm, 13 Brown Raw milk
Swiss cows and
Simmental cows
6. Pesi¢ Vucko Tomasevo Bijelo Polje  Northern Dairy farm, 20 Holstein- Specialty cheese
Friesian cows + (lisnati sir)
replacements
7. Stankovi¢ Zdravko Vinicka Berane Northern Goat farm with Goat's cheese
80 Alpine goats
8. AD Bajo Pivljanin  Pisc¢e Pluzine Northern Sheep farm with Kajmak
450 ewes of local Pivska
breed
9. Kosti¢ Aleksa Zupa Niksié Central Dairy farm with Raw milk for
NiksSi¢ka 55 Simmental cows mozzarella
cheese
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LIST OF DAIRY PROCESSING COMPANIES INTERVIEWED

Company

10. RM Komerc

1. Mljekara Milka

12. Mljekara EkoMont

13. Monte Bianco

14. Doo Simsi¢
Montmilk Mljekara
Lazine

15. Doo Mljekara Srna

Municipality

Plievlja

Pavino Polje,
Bijelo Polje

Susica,
Bijelo Polje

Spuz,
Danilovgrad

Lazine,
Danilovgrad

Niksi¢

Region Main products

Northern  Pljevlja cheese in
different packaging,
kajmak

Northern  Local soft cheese
(Pljevlja), cream,
skimmed cheese

Northern  Hard cheese (Kackavalj)

Central Mozzarella

Central Yoghurt, pasteurised
milk, kajmak, sour
cream

Central Yoghurt, pasteurised

milk, sour cream

Collection areas

Pljevlja region

Bijelo Polje, Pljevlja and
Mojkovac

One village in Bijelo Polje

One big farm in the Niksi¢
municipality

Central region: Podgorica,
Danilovgrad, Niksié
Northern region: Berane,
Bijelo Polje, Plievlja, parts
of Savnik, Zabljak

Niksi¢, parts of
Danilovgrad, Ulcinj

LIST OF TRADERS (WHOLESALERS AND RETAILERS) INTERVIEWED

Company

16. Voli Trade doo

17. Mercator MNE
(recently acquired
Pantomarket doo)

18. Albona Company

19. Doo Stadion

20. Hard discount
Lakovic doo

Headquarters

Podgorica

Podgorica

Podogrica

Podogrica

Podgorica

Type of business

Coverage

Distribution network,
wholesale and retail
supermarkets

Distribution network,
wholesale and retail
supermarkets

Distribution network,
wholesale and retail
supermarkets

Wholesale company

Distribution network,

wholesale and retail
supermarkets

The biggest trade company,
operates in all Montenegrin
regions: central, coastal and
northern

The biggest international trade
company present in the whole of
Montenegro

Plays a significant role in
distribution, has shops in the
central, coastal and northern
regions

A major importer and exclusive
authorised representative for
many well-known multinational
companies

The company with the widest
range of Montenegrin dairy
products
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LIST OF HOTELS AND RESTAURANTS INTERVIEWED

Hotel or restaurant Address Remarks

21. Hotel Splendid Budva Well known hotel outside Budva, promotes national
cuisine

22. Hotel Delfin Bijela Herceg Novi Good geographical location, promotes national cuisine

23. Hotel Bianca Kolasin Most-visited hotel in the north, collaborates closely with
hotels in the south and promotes traditional Montenegrin
food

24. Restaurant Anovi Podgorica Enthusiastic promoter of national cuisine

25 Restaurant Carine Podgorica Promotes national cuisine, the company is owned by

AD Bajo Pivljanin
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ANNEX 2. INTERVIEW QUESTIONNAIRES -VALUE CHAIN
ANALYSIS OF THE DAIRY SECTOR IN MONTENEGRO

QUESTIONNAIRE 1. PRODUCERS OR FARMERS

Farmer’s name:

Address:

PART 1. GENERAL INFORMATION ABOUT THE MILK PRODUCER

General information about the milk producer
Farm land in total (hectares)

m thereof own land (hectares)

Number of plots

Price of renting arable land per hectare (in euro)

Number of people working on the farm

m o.w. family labour

m o.w. hired labour

m o.w. involved in farm activities

m o.w. involved in farm-based processing

Are there any seasonal differences? Please explain.

Age of head of farm

Educational status of the head or owner of the farm
Age

Sex

Livestock on farm

Total cattle (head)

m thereof dairy cows

Sheep (head >6 months)

m thereof ewes for milk production

Goats (head >6 months)

m thereof for milk production

Number of barns for the animals

Machinery and equipment on the farm

What are the main costs incurred in running the farm? What is the total cost?

Do you produce your own feed for the animals?
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PART 2. MILK PRODUCTS

Number of dairy cows

Number of ewes and does

Total milk produced (in litres per year)

Selling price for milk (in euro per kilogram of raw milk)

Selling price for dairy products (in euro per kilogram of product)

1

2

3

4

Do you sell milk directly?

m Direct delivery (yes or no) and %

m To traders (yes or no) and %

m To the local market (yes or no) and %

m To tourism establishments (e.g. hotels, restaurants) and %

Do you process milk on the farm? If so, do you sell dairy products directly?

m Direct delivery(yes or no) and %

m To traders (yes or no) and %

m To the local market (yes or no) and %

m To tourism establishments (e.g. hotels, restaurants) and %

How many litres of milk (and kilograms of cheese) do you deliver per day or
per week (in summer versus winter)?

What is the number of deliveries per day or per week? Who organises the
delivery and the transportation: is it you or the buyer?

Do you have the necessary facilities (refrigeration) to store the milk and/or
cheese and how large is their capacity?

How long have you been supplying this company or trader? (If you changed
company or trader, please explain why)

If you have never sold your products to traders or to the tourism sector, why
not? What are the main barriers to changing this situation?
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PART 3. MARKETING THE PRODUCTS, INVESTMENTS
What is your best-selling product? What product generates the highest
revenues on your farm each year?
Do you ever have problems selling all your milk or dairy products? Why?
What happens then?
What do you think about the quality of your products? Do you get any help on
quality and safety control standards from state bodies or private companies?
How much do you earn with these products per year (in euro)?
How much revenue do you generate from your farming activities each year?
Do you receive financial support through the existing national support
programmes? For example, subsidies.
In terms of livestock, what kind of investments are you planning within the
next five years to improve milk production development?
m First priority
m Second priority
m Third priority
Has the number of dairy cows on your farm changed in the last five years?
(no change/increased/decreased?)
Has the number of sheep on your farm changed in the last five years?
(no change/increased/decreased?)
Has the number of goats on your farm changed in the last five years?
(no change/increased/decreased?)
What are the reasons for the increasing/decreasing number of livestock?

. J

Employment conditions and necessary skills in the farming and dairy sector

m Are you satisfied with the type of work you are doing on your farm (working conditions, income level, health and
social security)? Please explain exactly what your work entails. Is it a demanding job? Are the working conditions
hard? How many hours do you work per day? Does the number of working hours change depending on the
season?

m  What is the most positive aspect of your work in farming and particularly in dairy production? What is the most
negative aspect of your work in farming and particularly in dairy production?

m How can the attractiveness of farming be increased for young people? Do you have a potential successor for the
farm yourself? What would be the key preconditions to attracting people to farming and dairy production?

m  What are the most important knowledge and skills necessary for farming and dairy production? How did you
learn about farming and dairy production yourself (at school, in the family)?

m Do you need training on different aspects of your work in farming and dairy production? What would be the most
important areas of training for you (farm management, hygiene, cold storage, food safety standards, marketing)?

m Do you believe that specific knowledge and skills would help you to improve your work and income in dairy
production? As a farmer, what do you think of the vocational education schools that deliver agricultural
programmes (particularly those schools located in the northern region)?

Cooperating with other farmers and growth potential for specific niche products

m What about cooperation with other farmers: do you undertake any activities with other farmers? In what areas?
If not, why not? For example, what would you think about buying equipment together or sharing processing
equipment or having a common milking parlour or cooling equipment?
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Any other comments, suggestions, recommendations?

What about membership of farmers’ associations or other ways of communicating with other farmers? Do you
think this could help farmers and increase their bargaining power?

Do you see or expect any potential for growth in different dairy products (milk, cheese, kajmak)? If so, what do
you believe are the barriers to such growth in the dairy sector?

Would you like to see your dairy products in the big retail chains, supermarkets and hotels and restaurants? How
is your relationship with traders? What can be done to reach that objective?

How can the state institutions and designated bodies help you to overcome the problems in the dairy sector?
What is the most crucial support you need from the state (e.g. access to cheap credit, veterinary services, food
safety standards, trade regulations, education and training opportunities)?

Are there any regional specialty dairy products? \What are they? Do you think this product is worth producing in
large quantities? What is your experience with this product?

Would you be interested in getting involved in this type of production if it offered opportunities for growth?
What would be the barriers to further developing specialty cheese production?

What are your views on the role of human capital development and the skills that are lacking in the whole value
chain? What type of investment in human capital development is needed to increase opportunities for more jobs
and higher incomes?
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Company’s name:
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Address:

PART 1. OVERALL INFORMATION ABOUT MILK PROCESSOR (EXCEL FILE FORMAT)

General information about milk processing plant

Location of milk processing unit (region, village)

Name of milk processing plant

In what year was the processing plant established?

Annual turnover in 2011

What kind of milk is purchased for processing? m cow's milk
m sheep's milk

m goat's milk

How many people in total worked at the processing plant in 20117

Please specify the employer or family members and employees hired for the

job. Please include also the following information:

m the activities they performed

m the kind of jobs they did (professional type and level)

m the average education level required for the jobs (low-skilled,
medium-skilled or high-skilled)

Quantity of milk processed (tons per day)
m in 2009 (tons per day)

m in 2010 (tons per day)

m in 2011 (tons per day)

Milk processing capacity (tons per day)
Planned processing capacity (tons per day)
Raw material supply

Number of farms providing milk to your processing plant. WWho organises the
transportation?

Do you purchase raw milk from other countries?

Location of farms which are providing milk (regions in Montenegro)

Average quantity of milk delivered by producer per day/per month/per year
Average price paid for raw milk and average price charged for processed milk
Cow's milk

Sheep's milk

Goat's milk

Key problems associated with the purchase of milk

Incentives or other measures used to improve the quality of milk:

m Indicator of the different qualities of milk that are delivered (e.g. percentage
in different quality classes)

m How is milk testing performed? Own testing, independent testing, testing
at time of collection, testing at time of delivery, all milk or only the milk for
which farmers want to benefit from a price difference paid for better quality
milk? If the latter, then what share of the total milk delivery is tested? Does
this also have an effect on the products for which the milk will be used?
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PART 2. MILK PRODUCTS

Milk product range Quantity Average selling Total value
price per unit per unit

Pasteurised milk

UHT milk

Yoghurt

Cheese - soft brine cheese

Cheese — semi-hard cheese

Cheese — hard cheese

Cheese

Cream — kajmak or skorup (local name)

Pavlaka

Whey

PART 3. MARKETING OF FINAL DAIRY PRODUCTS

Marketing channels

Marketing of dairy products in general:

m directly via shops (%)

m via wholesale traders (%)

m direct to retail chains (%)

Organisation of transport to markets and transport costs

If possible, please provide some more details about the way you market your
products. Do you sell to wholesalers? How many wholesalers do you deal
with? Do you sell to retail chains? How many retail chains do you deal with?
Does it depend on the type of product or the region or something else? What
kind of requirements do these wholesalers and retailers have? How difficult
is it to comply with these requirements? Were there important developments
(e.g. number of buyers, requirements) in these marketing channels in recent
years?

General problems

Have you experienced specific problems, difficulties or requirements relating
to the different marketing channels?

Future investments planned

Do you plan to expand your business? How many new employees do you plan
to hire?
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N

PART 4. OTHER USEFUL INFORMATION RELATED TO PROCESSING

Description of processing technology

HACCP implementation, good manufacturing practice, good handling practices

Waste and water treatment

Remarks
J
)

PART 5. EMPLOYMENT CONDITIONS AND NECESSARY SKILLS IN THE DAIRY PROCESSING SECTOR

Are you satisfied with the type of work you do (working conditions, income
level, health and social security)? Please explain the specific aspects of your
work. Is it a demanding job?

What is the most positive aspect of your work in dairy processing? What is
the most negative aspect of your work in dairy processing?

How could the processing sector be made more attractive to domestic and
international investors? What key preconditions need to be in place to attract
more investment?

What are the most important knowledge and skills necessary for dairy
processing? How did you learn to do your job (at school, in the family)?

Do you need training on different aspects of dairy processing? What would
be the most important training topics for you (management, hygiene, cold
storage, food safety standards, marketing)?

Do you believe that specific knowledge and skills would help improve your
market share and income? What do you think of the vocational education
schools that deliver courses relating to food processing (particularly those
schools located in the northern region)?
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.

Cooperating with other processors and growth potential for specific niche products

What about cooperation with other processors: do you undertake any
activities with them? In what areas? If not, why not?

For example, what would you think about buying equipment together or
sharing processing equipment, or having a common milking parlour or cooling
equipment?

What about establishing an association of processors or commmunicating
in other ways with other processors? Do you think this could help you and
increase your bargaining power?

Do you see or expect any potential for growth in different dairy products (milk,
cheese, kajmak)? If so, what do you believe are the barriers to such growth in
the dairy sector?

How can the state institutions and designated bodies help you to overcome
the problems in the dairy processing sector? \What is the most crucial support
you need from the state (e.g. access to cheap credit, veterinary services, food
safety standards, trade regulations, education and training opportunities)?

Are there any regional specialty dairy products? What are they? Do you think
this product is worth producing in large quantities? What is your experience
with this product?

Would you be interested in getting involved in this type of production if it
offered opportunities for growth?

What would be the barriers to developing specialty cheese production?

PART 6. VISION FOR DAIRY SECTOR GROWTH AT NATIONAL LEVEL AND INTHE NORTHERN REGION

Production

Profitability and market value in the dairy sector and particularly in the cheese sector (including supply chain,
quality and marketing channels from north to south)

Opportunities for more varied specialty cheeses and niche markets

Key constraints and challenges in the dairy sector and in cheese production and missing links in the dairy value
chain (including human resources, skills and know-how)

Special practices in the tourism sector

Barriers you see arising from hygiene requirements or other legislation — at the processing level but also in terms
of milk supply and collection

Recommendations for possible activity and policy focus on the following issues to improve dairy production, create
more employment and generate more income in the northern region

Improve the milk and dairy products market, in particular the cheese market (e.g. more varieties of yoghurt,
cheeses, and betterquality, low-fat dairy products) and improve marketing techniques

Change institutional arrangements, regulatory framework and access to credit

Create more jobs in this sector in the northern region and improve human resources, skills and know-how in the
dairy production sector and in cheese production

Ascertain the main barriers and potential for improving conditions at farm level and find out the main restrictions
faced in terms of milk supply

Recommendations for possible training activities in the dairy sector in the northern region that could help to increase
employment and income

These focus on the role of human capital development, the skills that are missing in the whole value chain and the
type of human capital development investment needed to increase opportunities for more jobs and incomes.

Any other comments, suggestions, recommendations?

Interviewer:
Name of person interviewed:
Date of interview:

Position in the company:




ANNEXES 65

QUESTIONNAIRE 3. TRADERS (WHOLESALERS AND RETAILERS) AND TOURISM
(HOTELS AND RESTAURANTS)

Company’s name:

Address:
N
General information
Ownership
Annual turnover
Main products traded
Market share of the company
N J
N

Trade data and company'’s market share

How important are dairy products in your product range? What quantity of dairy products (specify for every
product separately) do you buy weekly/monthly/yearly? How much do you pay for these products? If you have
a hotel or restaurant, how and where do you use these products? Please answer these questions:

(i) in general compared to other companies in your value chain segment (e.g. other wholesalers or other
retailers or other hotel chains)

(ii) in terms of your share of trade in dairy products (specify separately for conventional and specialty dairy
products)

Main dairy Quantity Average selling price Share in total dairy
products per unit products (%)
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Employment and skills

How many people in total were working in your company in 20117

What activities do they perform? transportation
logistics
marketing
management
customer relations
service delivery
other

What is the average education level required for these different jobs
(are these low-skilled, medium-skilled or high-skilled jobs)?

Are there any seasonal differences regarding the number of employees?
Please explain.

Does this sector provide attractive jobs for young people (working conditions,
income level, health and social security)?

How many hours do they work per day and per season?

Do you have plans to expand the business?
How many new employees do you plan to hire?

What are the most important knowledge and skills you look for when hiring
new workers?

Is there a specific skill that you need schools to provide or do you provide
on-the-job training?

Do you need training on different aspects of your business (for yourself or for
your employees)?

What would be the most important training issues for you (management,
hygiene, cold storage, food safety standards, marketing)?

Do you believe that specific knowledge and skills would help improve your
business and market share?

Are you satisfied with the schools which provide education or training in your
field?

Could the available education and training that is relevant to your business be
improved?
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The supply side of the dairy value chain

What are the main channels of trade for wholesalers and retail chains? Wholesalers:
Retailers:
How and where do tourism enterprises buy dairy products?

Where do you get your products from (type of companies that you buy
from, but if possible specify also countries, regions and municipalities in the
country)?

To whom do you sell (specify type of companies but also regions and
municipalities in the country)?

Which type of products are bought or sold in which type of value chain
mentioned above? Please distinguish between conventional products (e.qg.
milk or yoghurt) and specialty cheeses

In the value chains that you described above, who would you say has the
highest level of bargaining power in terms of, for example, setting the
standards and price levels, taking the lead in negotiations?

What are the advantages and disadvantages of imported dairy products?

What are the advantages and disadvantages of domestic dairy products?
These may include volume, price, quality, seasonality, frequency of delivery,
range, packaging and consumer habits.

What do you think about the quality of dairy products produced in
Montenegro? Does demand and supply work smoothly? For which products?

Do you encounter any problems regarding their safety and hygiene standards?

The consumer side of the dairy value chain

What requirements do you have from the consumer side?
What are the most widely sold and most popular dairy products?

Do your customers display specific behaviours and tastes when it comes to
dairy products (please differentiate between domestic customers and foreign
tourists)?

Could you add possible requirements that you find crucial in terms of the
products that you buy or demand or the way that they are delivered?

Do you deal with preferred suppliers (traders or companies that you always
work with, possibly exclusively)? Or are you a preferred supplier yourself for
certain companies? Is this the case for specific dairy products?

Can your company receive direct deliveries without the intervention of other
(possibly preferred) suppliers?

What would be the minimum requirements needed to be a supplier to your
company?

. customer demand

. your own requirements
c. ¢) your supplier's or
suppliers’ requirements

What is the main driver for setting the requirements (in terms of range,
quality, price and delivery) for dairy products?

[@pe)]
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How do innovations (e.g. the introduction of new products) occur in the value
chain in which you operate?

Do you have specialty cheeses in your range now (which ones, from where,
through which traders)? If not, would you be interested in having domestic
specialty cheeses in your range?

Would you be interested in selling more domestic brands of dairy products?

What would be the barriers to further expanding the consumption of
domestic products, particularly specialty cheese products?

What are the specific problems, difficulties or requirements associated with
the various dairy products produced in Montenegro, particularly for marketing
purposes?

Has the consumption of domestic dairy products changed significantly in
recent years (e.g. number of buyers, requirements)?

Is it mainly the result

of meeting new
customer demand?

Do innovations occur
because you require it
from your suppliers?

c) Are innovations offered
to you spontaneously by
suppliers and you decide
to adopt them?

N

Potential for the dairy sector and dairy products

What is the profitability and market value of the dairy products, particularly
cheeses, in your business?

Do you see any opportunities to sell more specialty cheeses and other niche
products (e.g. more varieties of yoghurt, low-fat dairy products, cream,
kajmak) produced in Montenegro?

Do you have any special trade links with the producers and/or processors in
the northern region?

Do you cooperate with other companies in the trade of dairy products?

Do you see or expect any potential for growth for any Montenegrin dairy
products? If you do, where do you see the potential?

In your opinion, what are the barriers to such growth in the dairy sector?
Do you see any legislative barriers to the growth of the domestic dairy sector?

What would be the most crucial support needed from the state in relation to
dairy products?

Any other comments, suggestions, recommendations?

Interviewer:

Name of person interviewed:

Date of interview:

Position in the company:




ABBREVIATIONS AND ACRONYMS

CEFTA

ETF

EU

FAO

GDP

Ha

HACCP

IPA

IPARD

LSS

MONSTAT

UHT

Central European Free Trade Agreement
European Training Foundation

European Union

Food and Agriculture Organisation

Gross domestic product

Hectare

Hazard Analysis and Critical Control Points
Instrument for Pre-Accession Assistance
Instrument for Pre-Accession Assistance in Rural Development
Livestock Selection Service

Statistical Office of Montenegro

Ultra high temperature
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GLOSSARY

Downstream
Governance

Horizontal integration

Long-term unemployment
Transaction
Upstream

Value chain

Value chain segment

Vertical integration
ownership.

Segment in the value chain that is closer to the consumer end of the value chain.
The organisation of a business relationship, or of a value chain.

The combination of different (horizontal) links between players at the same segment
in the value chain, or within the same sector.

Unemployment for a period of 12 months or longer.

The delivery of a product or a service from one actor (company) to another.
Segment in the value chain that is closer to the producer end of the value chain.
Value chains are a way of representing the series of transactions required to bring a
good or service from conception, through intermediary phases of production, to final

consumers.

Each intermediary phase of the value chain. Each segment represents a different
sector.

The combination of different (vertical) links in a value chain through common
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