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Early 
Signs of
Systemic 
Change

From crisis to opportunity: 
Innovation pushes Sri Lanka’s 
agricultural inputs towards 
growth and sustainability

Market context

C lose to 80 per cent of  
Sri Lanka’s population live 

in rural areas, where livelihoods 
are intertwined with agriculture.5  
Four fifths of the country’s food is 
produced by smallholder famers, 
and agriculture contributes to 
almost 20 per cent of exports. 

Sri Lanka has relied heavily 
on imported inputs to feed its 
agriculture sector, including 
fertiliser, seeds, products to 
protect crops and soil, and 
agricultural equipment. A 2021 
ban on importing chemical 
fertiliser, combined with Sri 
Lanka’s economic crisis in 2022, 
significantly disrupted the domestic 
agricultural inputs market. 

Prior to the crisis, agricultural 
input suppliers had few incentives 
to innovate. Their products and 
practices targeted the government, 
which was not only the regulator, 
but also the largest buyer of 
fertiliser. As a result, farmers were 
heavily reliant on handouts of 
subsidised fertiliser. Sri Lanka’s 
annual bill for importing inputs 
before the crisis was approximately 
LKR60 billion (AUD260 million). 
Straight fertilisers—such as urea—
were the primary import, which 

have one nutrient and need to 
be used in large quantities to 
be effective. The narrow range 
of inputs available were not 
economically or environmentally 
sustainable, and there was little 
widespread knowledge on input 
choices and good input application 
practices 

The crisis made the risks of 
import dependency stark: 
fertiliser shortages caused prices 
to skyrocket by 320 per cent. 
Agricultural productivity reduced by 
14 per cent.6 Poverty doubled from 
13 per cent in 2021 to 25 per cent 
in 2022,7 while the nutrition levels 
of low-income women and children 
worsened. The severe input 
shortage and its consequences 
created a window of opportunity 
for MDF to trigger change in 
the agricultural inputs market, to 
improve the range, availability and 
use of inputs.

Sri Lanka has the potential to develop a thriving 
agriculture sector, with its extensive system of inland 
reservoirs, rich agricultural heritage and favourable tropical 
climate. Unfortunately, decades of dependency on a narrow 
range of imported inputs, fluctuating policies, and limited 
knowledge about better farming practices have hindered 
the sector’s development. 

5 Trading Economics
6 World Food Program 
7 World Bank

https://tradingeconomics.com/sri-lanka/rural-population-percent-of-total-population-wb-data.html
https://tradingeconomics.com/sri-lanka/rural-population-percent-of-total-population-wb-data.html
https://www.wfp.org/publications/special-report-faowfp-crop-and-food-security-assessment-mission-cfsam-democratic
https://databankfiles.worldbank.org/public/ddpext_download/poverty/987B9C90-CB9F-4D93-AE8C-750588BF00QA/current/Global_POVEQ_LKA.pdf
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Nearly half of all land used for agriculture in Sri Lanka is 
owned or regulated by the government. Although policy 

direction has fluctuated over the years, policies concerning 
subsidy for fertiliser have been consistent for 60 years.

Synthetic fertilisers were introduced to Sri Lanka in the 1960s 
as part of the Green Revolution, which aimed to modernise 
agriculture through new technologies such as high-yielding 
varieties of seeds, chemical fertilisers and mechanisation. It 
marked a significant shift in Sri Lanka’s agricultural practices, 
making the country self-sufficient in the staple—rice—and 
improving the output of export crops such as tea, rubber and 
cinnamon. 

Fertiliser subsidies were introduced in 1962 to boost the 
adoption of high-yielding varieties of seeds, tea and rubber, 
which needed chemical fertiliser for optimal yields. The aim 
of the subsidies was to make fertiliser more affordable, boost 
yields and lower the price of rice. Subsidies were directed at 
straight fertiliser, mainly urea, triple superphosphate (TSP) and 
muriate of potash (MOP). The government was the biggest 
buyer of fertiliser for 50 years and also handled distribution and 
retail. The types of fertilisers recommended for paddy in 1962 
remains to this day, an example of the low level of innovation 
in the inputs sector. There were few incentives for farmers, 
businesses or government to change the fertiliser mix or subsidy 
policies. The 2022 economic crisis shifted policy for the first 
time from supply-side subsidies to demand-side cash subsidies, 
with the aim of giving farmers choice, encouraging private 
sector innovation and investment, and reducing government 
expenditure.

Baurs, Hayleys and CIC were pioneering businesses when 
Sri Lanka first introduced its fertiliser subsidy system. These 
businesses focused on fertiliser distribution, crop protection 
products and machinery. Businesses such as DIMO entered the 
sector and greatly increased the types of inputs available to 
farmers. Baurs, CIC, Hayleys and DIMO currently serve over 90 
per cent of the market. 

Historically, input businesses looked to government—not 
farmers—for demand signals. Firms imported a few varieties 
of inputs, as there were no incentives to diversify. The same 
applied to investments in robust extension systems, as farmers 
were familiar with the products and firms were assured of their 
sales. There was some local production, limited to small batches 
of seeds and organic fertiliser. Environmental sustainability or 
promoting better farming practices were not a priority.

Sri Lanka’s fertiliser market 
A historical perspective 
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Market shortages prompt innovation and new entrants 

W hen the Sri Lankan 
Government banned the 

import of all chemical agricultural 
inputs in early 2021, farmers 
scrambled to source whatever 
inputs were available, often 
at exorbitant prices. It forced 
farmers to think about products, 
technologies and practices that 
could sustain or improve yields 
more affordably. Some input 
businesses continued to look to the 
crisis-struck government. Others 
began to revisit their business 
models, and new entrepreneurs 
and investors saw an opportunity. 
MDF’s analysis identified that 
fertiliser was the most feasible entry 
point to the inputs sector. It is the 
largest market segment, essential 
for farmers, and has a strong 
private sector presence. Fertiliser 
is also an important stepping 
stone: as it becomes more widely 
available, other types of inputs can 
be introduced alongside it.

MDF partnered with Sassrika 
Lanka in 2021, an emerging 
domestic producer of patented 
organic fertiliser, a type of 
input gaining popularity. 
Sassrika Lanka was a new 
entrant to the fertiliser market, 
with limited understanding 
of the commercial market 
and limited sales and 
management capacity. Like 
other agribusinesses, its 
main source of revenue was 
the government. MDF’s 
partnership with Sassrika Lanka 
focused on supporting the firm 
to shift away from government 
business and establish a 
commercial retail and farmer 
engagement strategy. 

MDF provided advice on how 
to drive farmer engagement 
and improve retail availability 
and visibility. With MDF’s 
technical support and co-
investment, Sassrika Lanka 
launched a promotional 
campaign comprising 
demonstration plots, group 

awareness sessions, door-
to-door visits and targeted 
social media content using 
lead farmer testimonials. The 
campaign focused on the 
paddy-rich Ampara district 
and was a standout success for 
Sassrika Lanka. 

In 2023, MDF partnered with 
a second fertiliser business, 
Lanka Bio Fertiliser (LBF). . 
LBF had developed several 
innovative fertilisers but also 
catered to government. MDF 
invested with LBF to set up Sri 
Lanka’s first compound fertiliser 
production line. The MDF team 
supported LBF to develop 
its marketing and farmer 
engagement strategy, establish 
demonstration plots, recruit 
new extension staff, and invest 
in branding and onboarding 
new retailers in key districts. 

In 2024, these more 
market- and farmer-oriented 
strategies gained traction, 
especially in Ampara, 
Multimodal campaigns 
introduced by MDF, including 
mass farmer gatherings and 
door-to-door visits, proved 
effective. The distribution 
of free samples was a cost-
effective way of encouraging 
farmers to consistently 
purchase and use improved 
fertiliser. Retailer information 
sessions played a crucial role 
in building farmers' trust in 
agricultural input retailers. 
Retailers shared with MDF 
anecdotal evidence from 
early adopters who reported 
tangible benefits from using 
improved fertiliser, such as 
better root growth and fewer 
empty rice husks, contributing 
to increased yields and 
healthier soil. By the second 
(Yala) season, these methods 
had triggered a surge in 
demand as neighbouring 
farmers sought the new 
products.

Improved types of fertiliser also 
contribute to climate change 
adaptation and mitigation. Farmers 
using Sassrika Lanka and LBF 
products reported improvements 
in soil quality and soil microbial 
activity, which improves the ability 
of soil to capture and store more 
carbon. Improved soil quality also 
retains more moisture, helping 
smallholders adapt to changing 
climate conditions. Although it is 
too early to see a reduction in the 
use of chemical fertiliser, farmers 
have clearly shown a willingness 
to alter their fertiliser mix and the 
amount of fertiliser used. 

MDF estimates that more 
than 2,000 farmers 
have benefited to date, 
producing an additional 
one thousand tonnes 
of rice.

In the case of Sassrika Lanka, 
farmers using their BSP fertiliser 
reported cost reductions averaging 
35 per cent per acre. Their yields 
increased by 11 per cent, with 
profits increasing by USD376 
(AUD556) per farmer. The extra 
income earned by these farmers 
equates to three months of average 
household income among farmer 
communities. Farmers using LBF 
products experienced similar gains.  
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Healthy competition promises 
positive outcomes for farmers

C ompetition in large markets 
like paddy fertiliser has 

catalysed innovation. For the first 
time in decades, new entrants are 
challenging established businesses. 
Consumer sentiment is changing, 
with farmers demanding and 
using better products. Sri Lanka’s 
fertiliser import bill, the products in 
circulation, and industry practices 
are now part of popular discourse. 
Climate change is compelling 
firms to be seen to act in more 
environmentally and socially 
responsible ways. 

Big businesses are driven to import 
improved variants of straight 
fertilisers or explore ways to add 
value domestically to remain cost 
competitive. As firms look to 
innovate or enter the market, MDF 
has positioned itself as a partner 
of choice, advising firms on how to 
invest smartly in improved products 
and marketing, retail and farmer 
engagement strategies. MDF works 
with established businesses that 
want to retain market share and 
new entrants hungry to gain market 
share. Farmers stand to benefit 
from competition and innovation 
that increases their access to more 
effective and affordable solutions to 
improve yields and soil quality. 

With new products and 
technologies entering the market, 
farmer loyalty is becoming more 
important for business success and 
input firms are looking for effective 
ways to engage and influence 
large numbers of farmers. The term 
‘farmer education’ is now used 
routinely in many agribusiness 

The improving 
competitive landscape is 
also prompting firms to 
consider digital tools and 
technological (agritech) 
solutions, in which they 
had been hesitant to 
invest previously. 

Over the next three years, MDF’s 
work with Sassrika Lanka and 
LBF is projected to benefit over 
9,600 paddy farmers, generating 
additional income of USD4.5 
million (AUD6.7 million) in the 
Ampara district alone, representing 
12 per cent of paddy farmers in the 

district. Independent of MDF, both 
partners are investing in their new 
strategies in Ampara. MDF is now 
supporting their expansion to other 
districts, including Anuradhapura, 
Kurunegala, Polonnaruwa, Kalutara, 
Hambantota, Jaffna and Batticaloa. 
Expanding to these areas will 

ensure Sassrika Lanka and LBF have 
access to 1 million paddy farmers, 
or approximately 50 per cent of 
Sri Lanka’s paddy farmers. This is a 
critical mass for systemic change in 
the fertiliser market.

boardrooms visited by MDF, as a 
complement to conventional public 
extension services. Agricultural 
input businesses are trying to 
position themselves not only as 
‘product pushers’ but responsible 
partners that create value beyond 
the sale. Demonstration plots, farm 
expense trackers, instructional 
booklets, on-demand advice and 
small-group consultations are some 
of the tactics that MDF is exploring 
with these leading businesses. 

Agritech providers are seeing 
demand for farm automation 
solutions, online marketplaces, 
traceability systems and farmer and 
transaction management platforms. 
MDF is accelerating this shift by 
co-investing in digital crop advisory 
services. For example, the strain on 
the government extension system 
is being relieved by tools like Govi 
Mithuru, a digital advisory service 
developed by Dialog, Sri Lanka’s 
largest telecommunications service 
provider. Farmers are increasingly 
using low-cost advice via their 
mobile phones to prevent crop 
losses and understand what inputs 
suit their requirements.  
(For more details, see Business 
Focus Story, Driving digital 
inclusion in agriculture: The game-
changing Govi Mithuru initiative)
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Buy-in from government, business and 
supporting industries is consolidating 
re-orientation

T he benefits of fostering 
competition are becoming 

clear to government, reducing 
the burden and cost of managing 
fertiliser subsidies. Government 
is keen to encourage domestic 
production of quality fertilisers as 
an import substitution strategy. 
In 2024, MDF was invited by the 
National Science Foundation and 
National Inventors Commission to 
share lessons from Sassrika Lanka 
on the potential for domestically 
produced fertiliser. MDF is 
exploring collaboration with other 
government counterparts to 
identify ways to stimulate further 
private investment. 

Increased commercial activity 
and investment in the agriculture 
sector is attracting the attention of 
insurance and finance companies. 
As the banking industry rebounds, 
agriculture is seen as a source of 
demand for private credit. With 
the Central Bank of Sri Lanka 
emphasising the need to improve 
lending to SMEs, women and 
the agriculture sector, MDF is 
engaging with several banks that 
are keen to expand within these 
segments. MDF can add value to 
banks through support for better 
segmentation, more targeted 
strategies and reducing market 
entry risks. MDF is also supporting 

the development of private crop 
insurance, which is emerging as a 
solution for financing the purchase 
of modern agricultural equipment 
and components.

The outlook for Sri Lanka’s 
agriculture sector is promising. 
MDF envisions over 20 partnerships 
supporting its agricultural inputs 
strategy over the next two to three 
years. As work ramps up, MDF 
anticipates complete penetration 
of the fertiliser market, with inroads 
made into complementary inputs 
such as crop protection, seeds 
and mechanisation. Protected 
agriculture has emerged as a sector 
with significant potential for gender 
inclusion and climate resilience. 
Coupled with finance and 
insurance, better inputs, products 
and technologies can be made 
more accessible and affordable 
to farmers. 

MDF hopes to impact 
approximately 100,000 
smallholders in Sri Lanka 
and generate over 
AUD53m in additional 
income through its work 
in agriculture inputs.


