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STRUCTURE, CONDUCT AND 
PERFORMANCE OF THE RICE MILLING 
INDUSTRY OF SRI LANKA: EVIDENCE 
FROM SELECTED CASES
Asanka Wijesinghe 

Jeevika Weerahewa

Abstract 

The rice milling industry in Sri Lanka is alleged to be characterised by imperfect 
competition and excessive profits. The purpose of this study was to examine the 
structure, conduct and performance of the rice milling industry of Sri Lanka. The 
structure of the industry was examined using concentration ratio and Hirschman-
Herfindahl Index (H index). The conduct of the industry was examined using a Hedonic 
price analysis. In order to evaluate the performance of the industry, the technical 
efficiency of the rice millers was estimated. Marketing margins over time and across 
different groups of millers were also examined to test whether there was an increase in 
the margins between retail prices of rice and farm-gate prices of paddy as an 
alternative indicator to ascertain industry performance.  The results of the analysis 
indicated that the top four firms in the sample occupied 6.30% of the market share, 
implying that the rice milling industry of Sri Lanka was atomistically competitive. The 
calculated H index of 30 also suggests that the market was competitive. Contrary to 
popular belief, the results of the Hedonic price analysis indicated that consumers were 
indifferent among brands and that none of the established brands had a significant 
effect on rice prices. The results of the input orientated Data Envelope Approach 
indicated that the mean technical efficiency of the millers in the sample was over 90% 
and there is no statistically significant difference in the technical efficiencies of large 
scale millers who possess modern machineries and that of the rest. Furthermore, there 
is no evidence to conclude that millers with superior milling equipment have excessive 
margins.  
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INTRODUCTION 

Evolution of Rice Milling Industry of Sri Lanka 
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Rice Milling Industry before 19721

Rice Milling Industry during 1972-1977 under the Paddy Marketing Board Monopoly 
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Rice Milling Industry in Post Liberalised Period I: 1977 to 2004 
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THE EMPIRICAL APPROACH 

Measurement of Structure of the Rice Milling Industry 
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Measurement of Conduct of the Rice Milling Industry 
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Measurement of Performance of the Rice Milling Industry 
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Table 1: Quality Attributes and Base Categories for Implicit Price Estimations of 
the Quality Attributes of the Rice Types for the Analysis of Rice Product 
Differentiation 
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RESULTS AND DISCUSSION 

Structure of the Rice Milling Industry 
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Table 2: Market Concentration and H Index for Major Paddy Producing and Rice 
Processing Districts

Conduct of the Rice Milling Industry 
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Structure, Conduct and Performance of the Rice Milling Industry of Sri Lanka

Performance of the Rice Milling Industry 

Efficiency measures of the input orientated DEA approach are given in Table 4. Under 
the assumption of CRS technology Decision Making Units that are lying on the ray of 
the linear programming model are considered as efficient. The mean TECRS among rice 
millers was found to be 0.935.  The mean TEVRS technical efficiency and Scale 
efficiency were found to be 0.963 and 0.971 respectively.  The efficiency of the least 
efficient firms was above 0.800 in all three scenarios. Accordingly the space for the 
increase in reducing input level at the given output is very less in the particular industry 
segment surveyed. 

Table 4:  Descriptive Statistics for Efficiency Measures in Input Orientated DEA 

Efficiency 
riteria

Mean Standard 
Deviation

Standard 
Error

Coefficient
of Variation

Minimum Maximum

TECRS 0.935 0.052 0.007 5.560 0.808 1.000

TEVRS 0.963 0.043 0.005 4.490 0.815 1.000

Scale 
fficiency

(TECRS/TEVRS)

0.971 0.037 0.005 3.800 0.833 1.000

Table 5: Mean Comparisons for TEVRS Scores in Input Orientated DEA

Category Mean TEVRS Score Unpaired t tatistic

(a) Millers with monthly output  50 0.963 0.03
(Between (a) and (b))(b) Millers with monthly output 50 0.962

(c) Millers without  dryers 0.965 0.4
(Between (c) and (d))(d) Millers with  dryers 0.96

(e) Millers without elevators 0.966 0.78
(Between (e) and (f))(f) Millers with elevators 0.957

(g) Millers without color separators 0.962 -0.54
(Between (g) and (h))(h) Millers with color separators 0.973

According to Table 5, the large scale millers with monthly outputs higher than 50 metric 
tons and millers who possess modern machinery are not in a superior position than 
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others in terms of pure technical efficiency. Therefore the hypothesis that large scale 
millers and millers who possess modern machinery are more technically efficient than 
others is rejected.  

The results of the unpaired t tests revealed that large scale millers do not have a
comparative advantage over small scale millers in terms of marketing margin. Therefore 
the hypothesis that large scale millers have higher marketing margin as they alter 
producer prices and consumer prices using their market power is not accepted. Though 
the marketing margin of large scale millers was apparently higher for all types of rice 
than that of small scale millers the difference was not statistically significant. Similarly 
difference of mean marketing margins between two groups of millers for samba and 
nadu types6 were not significantly different (Table 6). Therefore the hypothesis that the 
large scale rice millers perform better than small scale millers in the rice milling 
industry was also not accepted. 

Table 6: Marketing Margin and Scale of Production 

Category Mean Gross Marketing 
Margin

Unpaired t tatistic

(a) Millers with monthly output  50 7.31(Average) - 0.44

(Between (a) and (b))(b) Millers with monthly output 50 7.81(Average)

(c) Millers with monthly output  50 7.67(samba type) 0.69

(Between (c) and (d))(d) Millers with monthly output 50 6.82(samba type)

(e) Millers with monthly output  50 8.83( nadu type) 1.30

(Between (e) and (f))(f) Millers with monthly output 50 6.99(nadu type)

Further, the result imply that the technological progressiveness of millers have not led 
to higher marketing margins. The mean average marketing margin does not differ 
significantly between millers who are technologically more progressive and millers with 
primary technology (Table 7).  

Time series data of paddy producer price, retail price of rice and wholesale price of rice 
in 1991 to 2011 in real terms were used to test the hypothesis that there is an increasing 
trend in marketing margin due to the presence of market power. The results of the 
analysis are presented in Table 8. 
                                                
6Samba is a short grain rice type which obtains higher implicit price than Nadu which is a 
long-bold grain rice type. 
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SUMMARY AND CONCLUSIONS
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IMPLICATIONS FOR FURTHER RESEARCH 
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