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INTRODUCTION  
 
Mike Houghton – Background & Experience 
 
I am a Partner in Andersons Midlands, one of five independent business advisory practices trading under the 
style of “Andersons – The Farm Business Consultants”. Andersons Midlands specialises in providing 
independent business advice to agriculture, horticulture and rural businesses, as well as the allied industries 
that support them. I spend the majority of my time providing advice to the dairy sector in the UK. 
 
I obtained an Honours Degree in Agriculture from Seale Hayne in 1989 and then joined Farm Management 
Services in South Devon, where I provided advice to dairy farmers for the next four years. During that time I 
wrote the first report I had published in the UK, about the potential of organic milk production. There were 
just 12 organic dairy farmers in the UK at that time. 
 
I joined David Anderson & Co in January 1994, initially operating out of their Melton Mowbray office. I am 
now a Partner in Andersons Midlands and manage the team operating out of the Salisbury office. 
 
In 1999 I was awarded a Nuffield Farming Scholarship, sponsored by the Trehane Trust, to review whether 
or not the UK dairy industry could be competitive at world market prices. For this I travelled to North & 
South America visiting Brazil, Chile, Wisconsin and New York states in the USA, and British Columbia & 
Alberta in Canada. 
 
Since then I have tried to travel extensively to understand how other dairy industries operate across the 
world and have been fortunate enough to visit the USA, Eire, Denmark, The Netherlands, Germany, China 
and New Zealand. 
 
My work in the UK involves all aspects of UK milk production, working with dairy farmers who are 
operating a range of dairy systems, processors and retailers. This work involves providing advice on a range 
of business matters including strategic and financial planning, budgeting, recruitment, business costings and 
benchmarking. 
 
The Trehane Trust  
 
The Trehane Trust is a charity whose main aim is to encourage research and education into dairying. It 
achieves this through making awards to individuals who want to travel, study and research a particular 
aspect of the dairy industry. 
 
Most years this is a scholarship award through the Nuffield Farming Scholarship Program.  
 
In 2016 the Trehane Trust launched their first Fellowship Scheme, with its specific purpose to address issues 
and put forward recommendations for the UK Dairy Sector, given the uncertainty of the Brexit situation. 
 
The Fellowship Paper is titled “Identifying a Strategy for the UK Dairy Industry Post Referendum” and I am 
grateful that The Trehane Trust has given me the opportunity to produce this paper. 
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Scope & Methodology 
 
In completing this Fellowship Paper, I have undertaken an extensive literature review covering many aspects 
of dairy farming both in the UK and worldwide. 
 
I have been able to visit the United States (Wisconsin & Washington DC) to learn firsthand about their Dairy 
Support Program. I have also spoken to several people in Europe, to understand the EU perspective on the 
post referendum structure. 
 
The American view of the world was fascinating and it was really interesting to understand their view on 
using risk management tools. All the European discussions highlighted that the EU dairy industry does not 
want to change the current trade arrangements for dairy products with the UK! 
 
I have also been able to travel extensively around the UK meeting farmers, processors, retailers and health 
experts to gather information for this Fellowship Paper. 
 
I have focused predominately on our domestic market, rather than reviewing export opportunities in detail, 
because there is so much uncertainty in respect of future trade agreements. In my view exports will always 
provide a niche opportunity for dairy products, but given the UK is not self-sufficient in dairy, the home 
market should be the main focus of this report. 
 
The Fellowship Paper summarises this information and research in four distinct sections: 
 

 Section 1 - Background Information on the UK Dairy Industry and the Current Situation. 
 

 Section 2 - The key issues facing our Industry Today – The Diagnosis. 
 

 Section 3 - The Prescription. 
 

 Section 4 - The Recommendations. 
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EXECUTIVE SUMMARY 
 

The UK is the third largest dairy producer in the EU and tenth in the world. 
 

There are approximately 13,000 dairy farmers producing 14.0 billion litres of milk per year, which makes 
the UK approximately 80% self sufficient in dairy products. 99% of all dairy imports currently come from 
Europe. 
 

Whilst Brexit remains a challenge to the dairy industry, it is the current uncertainty that is perhaps most 
unnerving and makes planning difficult. 
 

The overarching priority for the industry to address is how to produce a commodity (milk) profitably, in an 
economic climate where supply and demand is finely balanced, and generates huge milk price variations 
over short economic cycles (35.0 pence per litre in November 2013 to 19.0 pence per litre in June 2016). 
 

Our Government will almost certainly want food to remain cheap, as this aids low inflation. Therefore trade 
liberalisation is perhaps the most likely Brexit outcome (agriculture might well be “sacrificed” to secure 
other industries); this will only increase competition and price pressure. 
 

Support is likely to change and reduce. The justification for £3.0 billion of direct support to a farming 
industry that contributes less than 1.0% to the country’s GVA will be difficult to justify, particularly given 
the UK’s precarious economic state and the ongoing competition for funds from other sectors of the 
economy i.e. the NHS. 
 

Any support is likely to be conditional on delivering public benefit and environmental improvement. 
Lowland farmers will probably receive very little of this. Any other support will almost certainly focus on 
improving productivity, research & development, risk management and the promotion of British Food. 
 

Forty years of income support appears to have done little to improve productivity and efficiency, and so a 
change to the support system should not necessarily be seen as a negative. Any change in support will almost 
certainly impact on the supply and retail elements of the dairy food chain. 
 

The dairy industry now requires strong united leadership, which recognises change is inevitable and adapts 
accordingly. 
 

The key elements of a Dairy Strategy for the UK Post Referendum should include: 
 

 A focus on improving dairy farmers understanding of production economics. Education about true costs 
of production, benchmarking, returns on capital and micro economics needs to be improved. Fully 
costed dairy monitor farms should be established across the UK and for all systems of milk production. 
Achieving an average yield from forage of 3,000 litres per cow would save the industry over £60 million 
each year. 
 

 Supply and demand strategies should be discussed nationally and worldwide, to see if ways can be found 
to react more quickly to oversupply situations. At present the industry appears to react to reducing milk 
prices by producing more milk (at least in the short term). Supply and demand economics will not 
change and so the whole industry must work together to develop / control supply, otherwise excess 
supply will determine the number of farmers who can survive.  
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 The concept of an OMEC (Organisation of Milk Exporting Countries) might be worth exploring, to 
consolidate and improve the speed and availability of supply prediction data from around the world. This 
would not be to control supply, but raise awareness of the likely balance of supply & demand. 
 

 At home perhaps there should be greater development of A & B pricing models, with greater 
collaboration and transparency between producers and processors. This might allow both parties to build 
successful economic models around the “A” price and fully understand the risks and rewards around 
business growth at the “B” price.  
 

 The dairy industry in the UK should focus on quality not quantity; value not volume. The demand for 
milk solids is likely to be a key requirement from the milk processors. 
 

 Risk management tools need to be developed to help smooth volatility, particularly for heavily invested 
businesses, who have taken a long term dairy investment decision and whilst viable at 26.0-28.0 pence 
per litre, would not survive for long (through no fault of their own) at sub 20.0 pence per litre. Some 
processors and independents are developing such tools, but banks and Government might also assist in 
this area. Why can’t the Rabobank / Glanbia Milk Flex loan principle be used in the UK? 
 

 The industry’s greatest virtue, which is so underplayed, is the standards achieved in terms of animal 
welfare and food hygiene across the dairy food chain in the UK (from my anecdotal experience of 
visiting a number of countries across the world, these are some of the highest standards achieved in the 
world). Whilst there is always room for improvement, the consumer should be reassured that the bar is 
constantly being raised; driven by the retailer pools, with Marks & Spencer and Waitrose leading the 
way.  

 

 The dairy industry needs to redouble its efforts in terms of consumer education. On these points; linkage 
back to the farmer is probably key. Clear and fair labelling, especially around country of origin is 
critical. The success of Morrisons “Milk for Farmers” has the potential to be replicated across the 
industry.  
 

 Free of EU constraints, the industry should consider having its own Dairy (or British Food) Loyalty 
Card; this could be linked to Blockchain Technology that turns food chain traceability, into food chain 
transparency. 

 

 Technology needs to be embraced and brought to the industry more quickly, especially if it improves 
efficiency and productivity. The changes likely to be seen in the next 10 years could well be 
extraordinary and almost beyond our comprehension today. However in the meantime, the basics around 
internet and rural broadband need to be resolved, together with simple apps for data collection, stock 
management etc. 

 

 Finally the whole of UK agriculture, including dairy, should lead the way in delivering a Quality Food 
Solution that addresses the nation’s chronic illnesses. 50% of adults have a chronic illness, which could 
be addressed through diet and exercise, potentially adding value to food and saving the NHS millions of 
pounds each year. 
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1. BACKGROUND TO THE UK DAIRY INDUSTRY 
 
1.1 Dairy Farming 
 
The number of dairy farmers in the UK has declined significantly since its peak back in 1950. 
 
Today there are approximately 13,000 dairy farmers left in the United Kingdom, with approximately 7,680 
producers in England, 1,725 in Wales, 960 in Scotland and 2,690 in Northern Ireland. Total numbers are 
illustrated in the graph below: 
 
Graph 1: Number of Dairy Producers in the UK 
 

 
 
Source- AHDB, Dairy Industry Newsletter (UK Milk Report- 2016) 
 
For the dairy year ending (31st March) 2017 UK dairy farmers delivered approximately 14.0 billion litres of 
milk to UK dairies. 
 
Recent trends in production are shown on the following page: 
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Graph 2: Annual UK Wholesale Deliveries to Dairies 
 

 
 
Source- AHDB, Kite Consulting 
 
The average output per dairy farm in the UK currently stands at approximately 1,080,000 litres per producer. 
 
Dairy farming is migrating to the West of the Country, where grass grows best, with just 7.0% of producers 
left in the East, South East and Southern England. 
 
The average herd size in the UK is 145 cows. The largest herds are seen in Scotland, with an average herd 
size over 180 cows and the smallest herd sizes are in Northern Ireland with an average of approximately 120 
cows. The average herd size in England is approximately 150 cows. 
 
Table 1: Average Cow Numbers per Herd (1996-2016) in the United Kingdom  
 

Years Average Number of Cows per Herd 
1996 75 
2001 85 
2006 108 
2011 123 
2017 145 

 
Source: AHDB 
 
Averages within UK dairy statistics should be treated with caution, because there is a tremendous range of 
dairy units in the UK.  
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Table 2: Dairy Farmers in the UK by Size (2014/15) 
 

Volume Delivered (lt/yr) No. of Producers % of Producers % Volume 
0-499,999 4,592 33.7 8.8 

500,000-999,999 3,935 28.9 20.0 
1,000,000-1,999,999 3,496 25.7 33.6 
2,000,000-2,999,999 956 7.0 15.8 
3,000,000-4,999,999 456 3.3 11.7 
5,000,000-7,499,999 129 1.0 5.1 

>7,500,000 59 0.4 5.0 
 13,623 100.00 100.00 

Source: AHDB 
 
What is clear is that herd sizes are increasing and the largest 1.4% of our dairy herds (>5.0 million litres) are 
producing 10.1% of the milk. (By way of comparison, in the United States of America the top 1.7% of 
producers by size, produce nearly 40% of the milk). 
 
Within the UK there were 59 dairy units that produced more than 7.5 million litres (0.4%) in 2014/15. 
 
At present there are approximately 1.9 million cows in the UK and the average yield is close to 8,000 litres 
per cow. 
 
Whilst dairy producer numbers are declining, total milk production has remained at broadly the same level, 
with milk yields per cow increasing as shown in the graph below: 
 
Graph 3: Comparison between Dairy Cow Numbers & Average Milk Yield in the UK 

 
Source- AHDB 
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What is clear today is that there are fewer dairy heifers being reared as replacements, with dairy heifers 
under one year down 6.6% (September 2017), which will have an impact on the National Herd Size over the 
next 2-3 years. This appears to be a direct result of the low milk prices in 2015 & 2016 and may mean 
increasing milk output nationally will be challenging in the medium term. 
 
One of the current key challenges faced by all dairy farmers in the UK (and across the world) is price 
volatility. This reached an unprecedented level in the recent past, with a peak of approximately 34.0 pence 
per litre in November 2015 and a low of 19.0 pence per litre in June 2016.  
 
The above is the average farmgate milk price in the UK. Within this there is a tremendous range, with 
manufacturing prices dropping as low as 14.0 pence per litre and being more volatile versus liquid contracts 
offered by a number of retailers (and broadly based on cost of production), which have generally remained in 
the range of 28.0-31.0 pence per litre. 
 
As I write this paper, milk prices are recovering quickly and could soon average more than 30.0 pence per 
litre nationally. 
 
Graph 4: UK Milk Price 2012-2017 (ppl) 
 

 
 
Source- AHDB 
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1.2 Milk Processing 
 
The industry has changed dramatically since the Milk Marketing Board ceased on the 31st October 1994. 
 
At around this time milk processing was dominated by Northern Foods with over £2.0 billion of turnover 
and Unigate with £1.5 billion of turnover. 
 
Both of these businesses have disappeared completely from the UK dairy industry. 
 
Today the UK processing sector is dominated by two foreign investors; Arla Foods (a European wide 
cooperative), processing approximately 3.8 billion litres (27% of UK production); and Müller Milk, 
processing 3.2 billion litres (23% of UK production). 
 
This accounts for 50% of the UK’s milk. 
 
Set out below are the Top 5 processors in the main liquid and cheese sectors in the United Kingdom (by 
volume). 
 
Graph 5: Top 5 Liquid Milk Processors in the UK 
 
 

 
 
Source- Dairy Industry Newsletter (UK Milk Report- 2016) 
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Graph 6: Top 5 Cheesemakers in the UK 
 

 
 
Source- Dairy Industry Newsletter (UK Milk Report- 2016) 
 
It is also interesting to note the demise of the UK dairy cooperative. The Milk Marketing Board (MMB) 
controlled 100% of the milk until it was reorganised by Government on the 1st November 1994 (Vesting 
Day). Its successor, Milk Marque initially controlled just under 80% (by volume) of all milk produced in the 
UK. Milk Marque split into three regional cooperatives; Milk Link, Dairy Farmers of Britain & First Milk. 
Dairy Farmers of Britain ceased trading on the 3rd June 2009, Milk Link was acquired by Arla in 2012 and 
First Milk continues to survive, albeit at a much smaller scale and has paid one of the lowest milk prices in 
the UK for the last 3-4 years. The surviving UK cooperatives are compared by scale (by turnover) in the 
graph below: 
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Graph 7: UK Dairy Co-ops 
 

 
 
Source- Dairy Industry Newsletter (UK Milk Report- 2016) 
 
In terms of scale, the largest UK cooperative by turnover (First Milk) is tiny compared to other cooperatives 
around the world. 
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Graph 8: Annual Turnover in Euros of Some of the Largest Dairy Co-ops in the World (2015) 
 

 
 
In respect of milk processing, it is worth noting that the industry tends to operate on very low margins. In the 
UK Milk Report 2016 produced by the Dairy Industry Newsletter, only 10 businesses out of the Top 71 
dairy companies operating in the UK, achieved an operating margin of over 5.0% (profit as a percentage of 
turnover). The vast majority operate in the 0%-5.0% range. 
 
Graph 9: Breakdown of UK Dairy Companies by Operating Margin (2014) 
 

 
 
Source- Dairy Industry Newsletter (UK Milk Report- 2016) 
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1.3 Milk Utilisation  
 
Milk produced in the UK is utilised in the following ways: 
 
Table 3: UK & EU Milk Utilisation in 2016 (% by Milk Product) 
 

Milk Product EU UK 
Liquid Milk  11 48 
Condensed Milk  

 
2 

Acidified Milk  4 
 Milk Powders  3 10 

Butter 30 2 
Cheese  36 30 
Cream  13 2 
Other Products  2 5 
Other Fresh Products  1 2 

 
Source- Department for Environment, Food & Rural Affairs & Eurostat 
 
The UK is unique in the world having a milk liquid utilisation of close to 50%. Nowhere else in the world 
gets anywhere close to this. The average liquid consumption in Europe is 11% and the USA have a “fluid” 
milk utilisation of 31% (2014). 
 
Whilst the volume of liquid milk used in the UK has remained broadly static over the last decade, volumes 
used for cheese and cream have increased, and condensed milk and powder consumption has declined. 
 
However consumption per capita of liquid milk has declined by approximately 15% over the last decade. 
 
The percentage of doorstep milk sold has declined from 45% in 1995 to just 3.0% in 2015. 
 
The UK is not self sufficient in milk. The best estimates are that the industry is approximately 80% self 
sufficient. 99% of all dairy imports to the UK currently come from the EU. (In 2014 the UK imported 
469,000 tonnes of cheese, which is more than the whole of the EU exported to Russia, before the trade ban 
was introduced in 2014). 
 
1.4 Currency 
 
Currency is an important factor in determining farm profitability (the £/€ exchange rate). This is illustrated 
in the graph overleaf, which plots the exchange rate against UK dairy farm incomes. This graph shows that 
there is a close correlation between the sterling / euro exchange rate and dairy farm income. However, in the 
last financial year the findings show that despite the weakening of sterling, dairy incomes fell by almost 
50%. This is the second consecutive year that dairy incomes have halved. Therefore, it must be reiterated 
that although a correlation in the graph can be seen, the variable income of English dairy farmers must also 
be attributed to other factors.  
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Graph 10: Comparison between Dairy Income & Exchange Rate 
 

 
 
Source- AHDB, Department for Environment, Food & Rural Affairs 
 
1.5 Farm Support 
 
Farming has been supported in the UK since the early 1930’s. Key events and support systems are 
summarised in Appendix 1.    
 
Since 1973 when the UK joined the then Common Market, support and legislation of the UK dairy sector 
has been dominated by the EU regime.  
 
For the dairy sector the main areas of support have come in the form of production management through 
milk quotas, intervention and trade barriers, with significant import tariffs imposed for the majority of dairy 
imports. In addition dairy farmers (as well as all other farmers) currently receive a Basic Payment each year 
for occupying land and maintaining it in Good Agricultural and Environmental Condition. This payment is 
decoupled from any level of production and is therefore compliant with World Trade Organisation 
requirements. 
 
In total the UK farming industry received approximately €3.97 billion of income support in 2016 from the 
Common Agricultural Policy. This comprised €3.03 billion direct payments, €86 million for market 
measures and €850 million for rural development. 
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The graph below illustrates the Total Income from Farming (profit) and the proportion of profit that is 
subsidy. TIFF can be defined as “the income generated by production within the agricultural industry, 
including subsidies and represents business profits and remuneration for work done by owners and other 
unpaid workers”. The graph effectively shows that the aggregate profit over the past 25 years from the 
activity of producing milk, meat or grain in the UK has been broadly breakeven if subsidy is excluded. 
 
Graph 11: Total Income from Farming 
 

 
 
Source- Andersons Centre 
 
In addition to the direct support illustrated above, the trade tariffs currently in place significantly inflate the 
cost of imports. There is a significant range depending upon the product, but import tariffs add between 
6.0% & 74% to the cost of imports. The current tariff for Cheddar is £1,671 per tonne. Therefore our dairy 
sector remains highly protected against foreign competition. (See Appendix 2 for details) 
 
Currently the Basic Payment Scheme income received by a dairy farmer is generally worth between 1.5 ppl 
and 2.0 pence per litre (subject to stocking rates). Its contribution to profit is illustrated in the Friesian Farm 
Model, which is maintained and updated by The Andersons Centre to illustrate the economic performance of 
an average dairy farm: 
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Table 4: Friesian Farm Model  
 

PPL  2014/15 2015/16 2016/17 2017/18 
     Milk Price 29.4 22.6 23.2 28.0 
Total Output  32.1 25.2 25.8 30.6  
     Variable Costs  13.2 12.0 11.5 12.2 
Overheads  11.0 9.7 9.5 9.5 
Rent, Finance & Drawings  4.7 4.8 4.9 5.3 
Total Cost of Production  28.9 26.5 25.9 26.9 
     Margin from Production 3.2  (1.3) (0.1) 3.6 
     BPS/SPS & ELS  1.9 1.6 1.8 1.8 
     Business Surplus  5.1 0.3 1.7 5.4 

 
Source-The Andersons Centre 
 
1.6 Dairy Profits 
 
These have been challenging over the last two years, with the margin from production for the average milk 
producer being negative, as show in Table 4 above. 
 
The system of milk production and the milk contract, are the main determining factors for profit for any 
dairy farmer. 
 
At present approximately 80% of producers in the UK manage “all year round / level supply” systems of 
production. 
 
These are the most expensive to operate, with the five year average total cost of production calculated at 30.3 
pence per litre (Source: AHDB). 
 
The understanding of total cost of production needs to increase across the industry. 
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2. THE KEY ISSUES FOR THE UK DAIRY INDUSTRY TODAY – THE DIAGNOSIS  
 
2.1 Commodity Production 
 
The UK dairy industry produces milk, which is a commodity. 
 
The definition of a commodity is: 
 

 A product is a commodity when all units of production are identical, regardless of who produces 
them. 

 
The above means that every unit of a commodity, is exactly like every other unit.  
 
Businesses that produce commodities are generally referred to as “Price Takers”. A “Price Taker” is defined 
as an individual / or company that must accept prevailing prices in a market of its products, its own 
transactions being unable to affect the market price. 
 
In the context of dairy farming, this means that an individual producer has little or no control over his or her 
price. On any day they must take what the market offers them. 
 
Some in the industry might argue that they produce a differentiated product i.e. Channel Island milk, organic 
milk, “free range milk”. 
 
These production systems do offer the opportunity to differentiate their milk from commodity milk. 
However, an individual’s milk is not a differentiated product. Producing such a product only puts the 
producer in a different (smaller) commodity market i.e. the product is no different than any other organic 
producer’s milk. 
 
Over time the real value of a commodity tends to reduce year on year and this is certainly the case within the 
dairy sector, as illustrated in the graph overleaf. 
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Graph 12: Real Terms UK Average Farmgate Milk Price 
 

 
 
Source: Gov.uk 
 
The average milk price in real terms has shown an overall downwards trend, with the farmgate price falling 
by approximately 50 pence per litre over the last 30 years. In real terms the farmgate milk price has never 
been so low. 
 
Consumer spending on food as a proportion of income has declined from 35% in 1970 to just 11% today. 
The average wage in real terms has remained unchanged and therefore the cost of food has and continues to 
decline. 
 
2.2 Productivity 
 
It is noticeable that productivity gains made by UK agriculture, lags significantly behind many of its key 
competitors in the EU and the world, as illustrated in the following table: 
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Graph 13: Total Factor of Productivity 
  

 
 
Source- The Andersons Centre 
 
Total factor of productivity can be defined as; the proportion of output not explained by the amount of inputs 
used in production. Its level is determined by how efficiently and intensely the inputs are utilised in 
production. 
 
The term “Productivity” is often used in a general sense. However, to be of value in business management, 
the concept of productivity requires measurement. 
 
If the generation of profit is the primary objective in business, then productivity can be measured as: 

 
“the efficiency with which turnover is converted into profit”. 

 
When considering Productivity we need to take into account both parts of the profit equation, being: 

 
 Income 

 
 Expenses 

 
Income 
 
It is often mistakenly thought that Productivity is simply about driving down the costs of production.  
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Whilst cost management is one element in improving productivity, the first consideration must be the type of 
turnover that is to be created, the market for its sale and its suitability to the business’ fundamental resources 
of land, capital and management. There are many examples of poor productivity arising simply from the 
wrong choice of enterprise – because of an uncommercial price, less than ideal soil type, shortage of capital 
or lack of appropriate management experience or expertise.  
 
The selection of the most appropriate enterprises, and their scale, has probably the greatest influence on 
potential profitability and therefore productivity. In choosing an enterprise(s), not only must current 
production economics be assessed, but also the capacity to maintain or improve profit in a changing business 
environment.  
 
The first rule of productivity might be – “understand your customer’s needs and know what you can supply 
profitably”. 
 
With continuing changes in the business environment the second rule of productivity might be – “be 
prepared to adapt”.  
 
There is a widely held belief that if you are not changing, then somehow the business is not adapting and is 
therefore declining. Whilst this may be the case, it is also true that when changes are made, new 
enterprises/techniques/systems will not be as effectively undertaken initially as they are subsequently 
(whether by workers or management).   
 
In some cases productivity is simply improved by not changing, and by doing things better through training, 
practice and experience. 
 
Expenses 
 
Cost inflation is a significant cause of declining productivity in Western economies, particularly labour. 
Anticipating and managing inflation is a crucial part of business management, most particularly for those 
enterprises with long production cycles.  
 
So what are the ways by which the inflationary growth of costs can be countered, productivity improved and 
profit maintained or increased? Principal choices might include: 
 

 Removal of unnecessary costs – examples would include cost duplication (to be found in many 
businesses), high rents, “recreational” machinery replacement, land farmed at distance and excessive 
staffing.   
 

 Continuing investigation of alternative input supplies – the simple management discipline of 
comparing costs between suppliers and obtaining competitive quotations. 
 

 New ways of incurring costs – the greatest change in this area for many businesses has been the 
replacement of dedicated “in-house” resources with contracted in services. 
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 Capital investment - ways by which operational expenses can be replaced with capital investment, 
whose cost (i.e. depreciation and running expenses) is less than that of the cost that it replaces. 

 
Some of the key costs for dairy farmers would be feed, energy, fertiliser and labour. Together these would 
account for 50% of many dairy farmers cost of production. 
 
Graph 14: Average Annual Prices Red Diesel              Graph 15: Average Annual Fertiliser Prices 
 

               
 
Source- AHDB      Source- AHDB 
 
Graph 16: Average Annual Feed Prices  Graph 17: Hourly Labour Cost in Real Terms 
 

               
 
Source- AHDB Source- Department for Environment, Food & 

Rural Affairs 
 
With the exception of labour, these costs have declined over the last few years. However they are all 
currently increasing and this is likely to continue, given the current value of sterling versus the Euro (€) and 
Dollar ($). 
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2.3 Volatility 
 
This has been mentioned in Section 2 above, but it is worth illustrating and highlighting again that the 
volatility of milk prices in the UK has been and is likely to continue to be a huge challenge. 
 
This level of volatility is driven not by entirely internal / UK issues, but rather world supply & demand 
issues. 
 
Supply & demand remains in very fine balance. 
 
Rabobank, one of the key funders to the worldwide dairy industry (with over €25.0 billion or 16% of the 
market), predicts demand for dairy products will continue to increase at over 2.0% per annum. 
 
Supply tends to fluctuate, with weather conditions being a key driver of production. 
 
However the latest drop in milk prices came from a combination of several factors including: 
 

 The ending of milk quotas in the European Union on 31st March 2015. 
 

 Sanctions imposed by Russia, which effectively cut off a market for 30% (415,000 tonnes) of all EU 
cheese. 
 

 High levels of output from New Zealand (+5.0%-6.0% in 2014). 
 

 A much reduced level of imports into China, the world’s biggest importer of dairy product. 
 
The above factors created “The Perfect Storm”. 
 
The graph overleaf shows milk price volatility over the last 16 years and this confirms that dairy price 
volatility is perhaps the most important factor for dairy businesses at this time and even though on average 
prices have moved up to a new level. 
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Graph 18: World Dairy Price 
 

 
 
Source- Food and Agriculture Organisation of the United Nations 
 
2.4 Profitability 
 
As illustrated above, the speed at which milk prices have changed and in particular the milk prices paid 
through the bottom of the trough, has made consistent profitability very challenging. 
 
As a general observation, many dairy businesses in the UK are a long way from understanding individual 
farmer cost of production information. 
 
There is also a distinct level of polarisation within the industry, between level supply producers and block 
calving producers. 
 
Level supply production tends to be encouraged by processors, who supply the liquid sector and some 
processors will not recruit spring calvers. 
 
Spring calving systems are based upon producing milk from grazed grass and have the main objective of 
calving all of their cows in a 9-12 week block. Generally these producers achieve a lower cost of production 
than a level supply producer. 
 
A report just published by AHDB highlights the difference in total cost of production between systems and 
the average and top 25% of producers: 
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Table 5: Cost of Production from Different Systems 
 

 Average Cost of Production Top 25% Cost of Production 
All Year Round 30.3 26.7 
Spring Block 27.9 24.5 
Autumn Block 29.0 25.6 

 
Source: AHDB - Delivering a More Competitive Industry Through Optimal Dairy Systems (September 
2017). 
 
At the processor level, most are also operating at relatively low levels of profitability. This is perhaps best 
illustrated by Dairy Crest, before it sold its liquid business to Müller Milk. It was the largest milk processor 
in the UK, which specialised in providing liquid milk to the retailers. The year before it was sold, it achieved 
a turnover of nearly £2.0 billion and a loss of £20 million. 
 
The retailer margin though on the other hand has continued to increase, as illustrated by the Cheddar market.  
 
Graph 19: Cheddar Margins in the United Kingdom 
 

 
 
Source- AHDB 
 
Over the last 30 years, the margin to the producer has declined from 20%-40% of turnover to 0%-10% of 
turnover, which is in line with the production of a commodity. This trend can be seen with most 
commodities; apples, steel, coal etc. 
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Achieving a fair return for all sectors of the dairy food chain within the UK is likely to continue to be a real 
challenge. 
 
2.5 Farm Support 
 
As stated above, farm support to dairy farmers in the UK is currently provided through the Basic Payment 
Scheme, intervention and trade tariffs. 
 
In a post referendum UK, all of these levels of support have to be in doubt. For many dairy farmers in the 
UK, the BPS is worth between 1.5 & 2.0 pence per litre. The removal of intervention support and trade 
tariffs could expose UK dairy farmers to having to compete at world market prices. 
 
Overall it is calculated that UK agriculture receives approximately 20% of its revenue from support 
payments as shown in the graph below (the UK is within the EU28): 
 
Graph 20: Level of Agricultural Support as a Percentage of Gross Farm Receipts for 2015 
 

 
 
Source- OECD 
 
It is possible the industry may be challenged to operate at, at least 50% of the current level of support. 
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2.6 Trade 

 
Future trade agreements remain one of the most uncertain areas post-Brexit and it is likely that the longer the 
uncertainty continues, the more unhelpful this will be. 
 
A recent study undertaken by Agri Food & Biosciences Institute (AFBI) in Northern Ireland, in conjunction 
with the University of Missouri, using the FAPRI - UK modelling system, reviewed three scenarios that 
might be possible post-Brexit: 
 

 A bespoke free trade agreement between the UK and EU. 
 

 A default World Trade Organisation trading agreement. 
 

 Unilateral UK trade liberalisation. 
 
The likely outcome of the three scenarios is shown in the graph below: 
 
Graph 21: Possible Post Brexit EU Trade Scenarios  
 

 
 
Source- The Andersons Centre 

 
It would appear that maintaining the status quo, or moving to WTO as a default, would be relatively positive 
for the dairy sector. It is interesting to note that all sectors are disadvantaged by unilateral trade 
liberalisation. 
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As the UK is a net importer of dairy products, perhaps a priority should be our home market in the first 
instance, targeting higher value outlets, so that imports are at the lower value end of the food chain. 
 
Any exports are likely to be based on niche added value products. 

 
2.7 Labour & Skills 
 
It is widely recognised across the dairy sector that there is a distinct shortage of quality labour. 
 
The industry also utilises a significant proportion of foreign labour, both from within the EU and wider 
afield. The source of this labour could be under threat, subject to the eventual Brexit agreement. 
 
A Brexit Horizon report recently produced by AHDB, also shows approximately 48% of all agricultural jobs 
are hard to fill.  
 
Finding good affordable labour will be a key challenge for our dairy industry. 
 
2.8 Regulation, Welfare & The Environment 
 
From personal experience and anecdotal evidence, it is my observation that the UK already produces food to 
some of the highest farm and animal welfare standards in the world. 
 
These standards are underpinned by certification schemes such as Red Tractor. Most milk processors have 
their own schemes, which continually “raise the bar” in respect of standards, such as BRC, backed up with a 
rigorous auditing requirement. 
 
Animal Welfare is likely to remain high on the agenda, with key issues being grazing, housed systems and 
the use of antibiotics. 
 
The environment will also continue to feature with greenhouse gas emissions and soil & nutrient 
management likely to be key issues. 
 
There may also be issues around feed sourcing. Some retailers have already removed feeds such as palm 
kernel, palm oil derivatives and soya from their dairy diets, due to concerns about sustainability and carbon 
footprints. 
 
2.9 Public Perception / Health 
 
Most human nutritionists would agree that dairy products should feature in a well balanced diet. 
 
The impact of health has been noticed within consumer purchasing behaviour. This is for all foodstuffs not 
just for dairy products. Over the previous twenty years changes in liquid milk consumption has seen 
consumers opting to purchase semi-skimmed milk, rather than whole milk.  
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Graph 22: Liquid Milk Consumption 1980-2013 in the UK 
 

 
 
Source- Dairy Industry Newsletter (UK Milk Report- 2016) 
 
The focus towards healthy eating has also been noticed by processors with companies channeling marketing 
and product development into low in fat, high in protein or with supplements, products. 
 
However there remain significant misconceptions about dairy products, that do need to be overcome with 
improved education, it is good to see both Arla and Müller fully engaging with this challenge.  
 
The dairy sector also faces significant competition from non-dairy alternatives, mainly plant based “milks”. 
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Table 6: Consumer Perception Challenges Facing the Dairy Sector 
 
 

 
 
Source- Arla Foods - Andersons  
 
Whilst the alternatives can no longer be described as “milk” they are a fast growing category with sales of 
$16.0 billion in the US in 2016. A report from Euromonitor this year “From Almond to Pea: The Growing 
Appetite for Plant Based Milk” says in 2002 milk alternative sales were just 5.0% of those of cow’s milk; by 
2021 this figure could rise to 20%. 
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3. THE PRESCRIPTION FOR THE UK DAIRY INDUSTRY 
 
3.1 Introduction to the Prescription  
 
The Prescription needs to focus on actions that are within the industry’s control. Although Brexit will be a 
factor, it is likely to be more of a political diversion, as it is certain we will continue to produce, consume 
and trade dairy products. Brexit will simply entail doing this in a different way. 
 
The industry should be proactive in designing its own future and the quote from Peter Drucker the economist 
is perhaps apt: 
 

“If you cannot measure it, you cannot improve it” – Peter Drucker – The Economist 
 
3.2 Production Economics 
 
This should be the key driver for the UK dairy industry. The overarching challenge is to design a business / 
industry that can produce a commodity profitably. 
 
Generally there appears to be little understanding and little education in this area. 
 
Many businesses do not understand their true cost of production – not only cash management, but also their 
requirement for profit over the long term. Many businesses measure their performance on cash generation, 
rather than the creation of profit. 
 
There is little understanding of the effect of inflation on longer term business plans. 
 
Few investment appraisals are ever undertaken to understand the likely return on an investment in terms of 
return on capital, or internal rate of return. Few businesses set themselves specific investment goals. 
 
Systems need to be designed to focus on detailed micro-economics (the profit of each cow) instead of 
average economics, which devalue the top performers in a herd, whilst inflating the value of the worst 
performers. 
 
Expansion always needs careful consideration, to ensure the increased business size genuinely leads to a 
reduction in cost per unit of output, and does not inadvertently create diseconomies of scale.  
 
Part of the challenge in today’s volatile economic climate, is that dairy businesses have a long economic 
cycle relative to price volatility. It takes three years from conception, to the heifer entering the herd, and to 
breakeven in cash terms from birth, takes 3-4 lactations, depending upon the production system and 
efficiency of production (see Appendix 3). 
 
There needs to be a much greater concentration on efficiency, rather than output; value rather than volume. 
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A key area for the industry to focus upon, is understanding the concept of the marginal cow and marginal 
economics. Through the last recession, many dairy farmers found that culling unproductive cows did not 
reduce output greatly, but did save costs.  
 
3.3 Support Payments 
 
The industry should be proactive in driving the reform of the BPS support system for farming. 
 
The evidence in terms of productivity would suggest that 40 years of income support has done little or 
nothing to focus businesses upon improving productivity & sustainability and yet at the same time it appears 
to have been relatively impotent when it comes to helping businesses manage volatility. 
 
The other key point here though is that if  / when the UK has control of its own farming support, it will be 
difficult to justify the current level of agricultural support. The evidence is stacked firmly against farming, 
because of the following facts: 
 

 The contribution to GDP is <1%. 
 

 The contribution to GVA in the rural economy is 2% (2015). 
 

 Farming itself employs relatively few people. 
 

The illustration below shows this very clearly: 
 
Graph 23: Productivity by Industry - Percentage Breakdown of Gross Value Added (GVA) by 
industry, and the local authority classification – 2011 in England, 2015. 
 

 
 
Source- Gov.uk 

 
 It is the food industry in general that is much more important for the country’s economy. 
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A report commissioned by Arla Foods in April 2017, calculated the impact of Arla Foods and its wider 
supply chain on the UK economy included: 
 

 Value of economic footprint in UK £6.0 billion. 
 

 For every £1.00 of GVA generated by Arla Foods, another £14.91 is stimulated in its supply chain 
and in the wider economy. 
 

 50,000 direct jobs and 119,000 indirect jobs. 
 

A possible change in the emphasis of UK’s agricultural support might look like the following: 
 
The current direct support system costs approximately £3.0 billion per year, with the majority of this paid via 
the Basic Payment Scheme. If this is to be updated / modified into a British Agricultural Policy, then there 
will almost certainly be less money and it may well be distributed very differently: 
 
Graph 24: Possible Future English Support Payments 
  

 
 
Source- Andersons Centre   
 
There is then likely to be focus on the following key areas (developed from the existing regimes): 
 

 Environmental payments for targeted schemes. 
 

 Risk management (new). 
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 More research & development (new). 
 

 Product promotion (new). 
 

 Targeted productivity (ongoing, such as Catchment Sensitive and Farm Efficiency Scheme). 
 
Whilst there may be differing approaches in the developed regions, the change to a much greater emphasis 
on the environment is likely to be a common theme. 
 
3.4 Risk Management 
 
Risk management could well revolve around a combination of management tools and education, to ensure 
that dairy farmers understand how they might assist with longer term planning, which could reduce their 
exposure to volatility. 
 
The Margin Protection Programme in the United States of America, might be a model worth exploring. This 
allows farmers to insure a proportion of their production at an inputted margin as illustrated in the table 
below: 
 
Table 7: Illustration of Margin Protection Program Premiums in 2015 
 

 
 
Source- Prof. Brian W. Gould 
 
An example of the premiums payable to cover 90% of production at different margin levels is shown below: 
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Table 8: Examples of Premium Costs 
 

Dairy Size 100 Head 500 Head 1,000 Head 
Milk Production History (pounds (LB)) 1,967,397 11,304,071 24,641,052 

90% Covered (pounds (LB)) 1,770,657 10,173,664 22,176,947 
$ $ $ $ 

4.00 Free Free Free 
4.50 177 1,635 4,035 
5.00 443 3,469 8,271 
5.50 708 7,774 19,777 
6.00 974 11,769 30,374 
6.50 1,594 21,504 56,313 
7.00 3,842 59,921 159,549 
7.50 5,312 77,421 204,676 
8.00 8,411 102,962 266,206 

 
Source: Farm First 
 
Producers pay an insurance premium to guarantee a margin and all producers are protected against a margin 
under $4.00. The Government underwrite the scheme.  
 
Futures are also likely to be a management tool that could be adopted widely across the industry, providing 
they are used sensibly and in a transparent manner.  
 
Yew Tree Dairies in Lancashire have pioneered an open and transparent futures system that really does 
allow their suppliers to manage risk.  
 
Glanbia have just announced a world first - a five year milk price of 28.0 pence per litre. When reviewing 
historic volatility, this looks attractive: 
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Graph 25: Five Year Milk Price Comparison  
 

 
 
Source- AHDB 
 
Müller Milk and Crediton Dairies have also launched a futures system. 
 
Other independent models are being developed, such as Stable Price and DairyVol, which reduce price 
volatility. 
 
In terms of risk management, there may be the opportunity to develop the Agricultural Banking System, 
allowing loans to track milk prices. For example a loan would be agreed, and normalised capital & interest 
payments would operate within a profitable price range. Should the milk price drop below this range, then 
capital repayments would cease, with the loan reverting to interest only. Above the price range, the business 
would commit to overpaying its loan, perhaps putting as much as 20% of the extra milk price to debt 
reduction. Whilst many banks did adopt this type of approach through the last milk price recession, this type 
of loan arrangement has not yet been formalised in the UK. 
 
3.5 Productivity / Efficiency 
 
A key area of productivity to focus upon, which does not require much technology or investment, is yield 
from forage. For most dairy farmers, the lowest cost feed is forage and yet as an industry, its efficiency of 
utilisation is at best static. 
 
The average yield from forage has declined by 122 litres per cow in the last year, according to Kingshay 
Dairy Costings, but the Top 25% of producers still achieve 3,721 litres from forage. 
 
Forage- grazed grass or silage is for most farmers the cheapest feed source and perhaps there should be a 
national target of achieving an average of 3,000 litres from forage for all producers. If this could be done, 
then this has the potential to save the industry £60-£70 million. 
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Graph 26: Milk Price to Feed Price Ratio 
  

 
 
Source- AHDB, Kingshay 
 
The milk price to feed price ratio has reduced steadily since 2010, which indicates the return from feeding 
additional concentrate is reduced and is evidence of the need to focus on feed efficiency. 
 
3.6 Knowledge Transfer  
 
Knowledge transfer should also apply to supply & demand prediction, with the availability of much better 
real time information to all farmers. Much greater communication between producers and processors can 
only be to the benefit of the industry. 
 
The International Dairy Federation might have a role to play here, as might Global Dairy Farmers. There 
may also be some sense in forming OMEC, an organisation of milk exporting countries, simply to discuss 
supply & demand issues on a global scale and allow the industry to react more quickly. 
 
In many cases keeping things simple will be the best and most profitable approach. 
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3.7 New Technology 
 
Graph 27: Possible Future Trends 
 

 
 
Some key benefits to the UK dairy industry from the above illustration of possible future trends may include: 
 
Battery Technology  Diesel free farms with rechargeable power from renewable sources 

(low carbon footprint) 
  
Robotics  Already used on 6,000 farms worldwide for milking. Many more 

applications, but capital cost versus labour supply is likely to be the 
biggest influence. 

 
There is also talk of Agribots, which effectively operate in each 
field, allowing microdot applications of fertiliser and pesticides. 
These might be controlled by survey drones. These should help 
identify areas of the farm that should be cropped and non-productive 
area that potentially could create wildlife environments. 
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Nano Materials  Self cleaning milking parlours. 
  
Big Data & The 
Internet of Things 

 This is all about data capture and simplifying complicated situations 
into usable data. The most significant project could be collaboration 
across the industry by individual milk producers, to significantly 
improve milk prediction technology. It could be managed by AHDB 
in collaboration with NMR and CIS using electronic ID to update 
milk projections on a daily basis. The system could be integrated 
with weather management programs, to significantly improve future 
profile predictions. 

 
Electronic ID could also be integrated into animal welfare programs 
and combined with Nano Materials as blood implants, to identify 
illness and disease before they are detectable physically. 
 
Blockchain technology could be applied across the food sector and 
allow food chain traceability, to become food chain transparency. It 
is already being trialled by the Soil Association in the UK and the 
Casino Group in France is about to launch a similar system.  

  
Virtual Grocery Stores  Could this be the way forward for food purchasing? America already 

has virtual hospitals offering diagnosis and treatment – could this 
develop into a “retail outlet” that could become bespoke and specific 
to the dairy sector? 

 
The John Lewis Partnership has just started to offer store sleepover 
experiences. Is this the beginning of a transition from retail store, to 
retail showroom, with home delivery for all the basics? 

  
Genome Sequencing  Genetics are likely to play a key role in this area, with the cost of 

gene mapping much reduced. 
 

Genetics could play a huge role within the dairy industry, in years to 
come. Currently genetics are being used to great effect in other 
livestock sectors. In recent months the advancements have been seen 
in the swine industry, with three pigs being produced that could have 
resistance to Porcine Reproductive and Respiratory Syndrome 
(PRRS), a disease that costs the industry billion’s each year.  
 
Advancements have also been seen in tackling TB, after the 
NRAMP1 gene was inserted into the genome of 11 calves when they 
were foetus. After birth the calves were tested for their TB 
resistance. When exposed to the disease the white blood cells 
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showed a much higher resistance. It is likely that genetic research 
will grow exponentially over the next few years as companies like 
Frontier have targeted better animal health and welfare as a top 
genomic target.    
 
This has the potential to reduce disease, improve efficiency and 
improve milk solids production. 

 
Breeding technology may also improve to allow much greater 
reliability from sexed semen, allowing the Top 25% of each herd to 
be used specifically for breeding, with bespoke beef calves from all 
other cows, therefore eliminating the black & white bull calf, which 
is virtually valueless at present. 

  
Artificial Intelligence  This area of development is growing at an incredible rate and is 

being widely adopted by retailers and the banking sector, to mention 
just two. It effectively allows predictive technology. One of the 
applications is simultaneous translation of languages, which 
effectively opens up communication lines across the world. 
 
Another is the concept of the entirely automated retail store. Beta 
testing of such a store, Moby, started in Shanghai in June 2017. It 
has no staff, it stocks its own shelves, it is solar powered and it 
drives itself to a suitable empty space to wait for shoppers. 
 
Morrisons in the UK are using Artificial Intelligence to improve 
their efficiency of store restocking, and have reduced “gaps” by 
30%. 
 
Perhaps the ultimate current use of Artificial Intelligence is being 
developed by Amazon with its “Just Walk Out” technology. The 
system details who you are, what you pick up (and put down) and 
allows the consumer to walk in and out of store with no queues; 
payment is automated. Trials are underway. 
 
Personalised advertising will also grow and will be customised to 
individual lifestyles. 

  
Wearable Technology  This has tremendous potential in respect of training, whereby 

training is where 3D goggles are used that simulate an endless range 
of training situations. 

  
3D Printing  This might allow many farmers to print spare parts on farm, to 

significantly delay breakdown costs. 
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3D printing could also have an application for food and diet 
management across the wider population. 
 

3.8 Labour  
 
With the growing scale of UK dairy businesses, labour management will remain a key issue for the industry. 
 
Brexit currently appears to be progressing towards making labour availability still more difficult. 
 
AHDB probably needs to build upon their current programs to make labour management a really high 
priority, so that staff are well managed, motivated and receive a fair return for their endeavours. 
 
3.9 Improve Food Chain Management 
 
At some point in the near future, there has to become the realisation that milk producers and milk processors 
must work much more closely and in a more transparent manner: 
 
Supply Predictions  Processors need to be transparent about the operational needs of their individual 

plants. How much milk is required and when it is required? If a supply pattern is 
changed, what is the benefit of this to both parties? 

 
There could be a much better flow of information in respect of milk output. It is 
hard to believe that this is one of the most difficult things to do at present, with 
accurate milk predictions almost impossible. 

 
Why can the industry not adopt a “big data” approach to this; possibly led by 
AHDB, whereby every cow in the UK has an electronic ID and this is used to 
forward milk production data to a central database that can then calculate likely 
supply for the next 3, 6 and 12 months? This could be integrated with weather 
prediction programs. Understanding an accurate supply profile should allow the 
industry to become more efficient. 

  
Haulage  Milk haulage is still a major cost to the industry. Hauling lots of liquid is always 

expensive. The technology is available to allow much heavier tankers to operate 
safely on our roads.  

 
Could there be agreement to allow 50 tonne trucks to operate between 10:00pm 
and 6:00am to haul milk over long distances on bespoke routes? This might be 
particularly beneficial to the Scottish dairy industry, whose processing capacity is 
in decline, with a lot of milked hauled down into England. There could be potential 
to save up to 0.5 pence per litre in transport costs if this policy was adopted. 

 
The trials of the practice known as “platooning” (driverless convoys of three 
lorries), has potential to reduce dairy transport costs. 
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Value not Volume 
 

 Can the supply chain concentrate / prioritise on value rather than volume? There is 
a huge push towards branding, but this can be challenging and expensive when 
applied to a commodity such as milk.  

 
The so called “flagship” element of the industry, the liquid sector, is in decline and 
the margins remain tight, even though there are only two principle suppliers of 
liquid milk to the retailers.  

  
Labelling  At the retailer level of the food chain, there should be an obligation to improve 

food labelling, particularly in respect of its origin. The public have shown that they 
are willing to support British farming, with the Morrison’s Milk for Farmers brand. 
Perhaps they need to be aware that several leading brands on offer in our 
supermarkets do not contain UK milk. This includes Lurpak butter and Pilgrims 
Choice cheese. 

  
Loyalty Card  Upon exit from the European Union, is there an opportunity to introduce a British 

Food Loyalty Card. Could one system be adopted for all retailers with individual 
retailer data kept confidential to them, but at the same time, every till receipt 
highlighting the British food that has been purchased? 

  
Retail Market  We may also be on the brink of complete transformation in respect of the food 

chain, with the growing value of companies such as Ocado and the growth seen at 
Amazon, will the current retail model last for very long? 

 
Any change to the retail model, might not benefit dairy farmers, because it is 
bound to remain fiercely competitive and there is a real possibility of low value 
imports, because the UK is not self sufficient in dairy product. 

 
However should some of our largest dairy businesses consider capturing some of 
this retail margin? Are Müller Milk and Arla Foods big enough players in the 
market to take an interest in the retail element of the food chain? 

 
Where will food delivery be within 10 years? Will retail outlets change into food 
showrooms, with food either bought at smaller convenience type stores and 
garages, or delivered direct to the home? With urbanisation and the prediction that 
89% of our population will live in cities by 2050, marketing direct to the end user 
should be a consideration. 

 
3.10 Health 
 
Our population is chronically unwell. 50% of the total population live with a chronic illness such as obesity, 
osteoporosis or diabetes (The McKinney Global Institute (2014), calculated obesity cost the UK over $70 
billion in 2012).  
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Table 9: Current Chronic Illnesses in the UK 
 

Among Adults:  
1 in 2 have high cholesterol  
1 in 3 have high blood pressure 
1 in 4 are clinically obese  
1 in 16 have diabetes  

 
Source:  Nuffield Department of Primary Care Health Sciences  
 
The National Health Service is a huge cost to the nation. Perhaps this offers the UK dairy sector (and 
farming in general) one of its greatest potential opportunities for the future. 
 
Looking ahead, should the political control shift to the food sector, with DEFRA left to look after the 
environment, with agriculture shifting to the “Ministry for Food & Health”? The recent announcement of the 
partnership between AHDB and the British Nutrition Foundation has to be a positive development. 
 
Is there real potential to create a much stronger alignment of milk and dairy to the nation’s health? 
 
With the fats and proteins that the dairy sector can produce, a dairy diet can be part of a solution for diabetes, 
obesity and osteoporosis for many people. Perhaps the medical profession can work with education and food 
production, to develop the whole concept of prevention rather than cure.  
 
The current statistics are horrific, with child obesity only bound to fuel problems in later life. This is only 
exacerbated by the correlation of low income and poor health. The country should adopt the United States 
system of doubling the value of food tokens, if they are spent on fruit and vegetables (perhaps low fat dairy 
could also be included). 
 
Dairy could be part of bespoke diets tailormade for each individual, comprising a bespoke calorie, fat, 
protein and carbohydrate intake per day. Perhaps even using 3D food printers to deliver this innovative shift 
to addressing our nation’s greatest health problem? 
 
Awareness of the health qualities of dairy needs to be improved and driven by a single, not for profit 
organisation, to the benefit of producers, processors and consumers. World Dairy Day 1st June, needs to be 
much more widely promoted. There should be a fully integrated system linking education, health and 
farming / food. 
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4. SUMMARY OF RECOMMENDATIONS 
 

 Focus on improving a greater understanding of the production economics, which will allow milk 
producers to produce milk (a commodity) profitably. 
 

 Develop micro-economic management systems to allow much quicker efficiency improvements 
across the dairy herd. 
 

 Accept farming support is likely to change. 
 

 Make available risk management tools for those producers who need them. Education about their 
use will be required. 
 

 Improve supply and demand knowledge across individual businesses, nationally and worldwide. 
 

 Review supply management options that identify oversupply situations more rapidly and focus on 
quality not quantity; value not volume; less could be more in many situations. 
 

 Promote the UK’s extremely high standards of animal welfare and food hygiene in an open and 
transparent way; all production systems have positives and negatives, but whichever the system, UK 
standards are some of the highest in the world. 
 

 Make Country of Origin labelling compulsory and robust; build upon the Morrisons “Milk for 
Farmers” theme across the industry. 
 

 Continue to improve consumer education and have a British Food Loyalty Card. 
 

 Embrace technology where cost effective to improve efficiency and productivity. 
 

 Promote food chain transparency, using Blockchain Technology. 
 

 Make Consumer Health the emphasis of food / dairy production, with the formation of the 
“Department for Food & Health” that delivers a solution to our nation’s chronic ill health. 
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APPENDIX 1 - Historic UK Agricultural Support  
 
Time Frame   Key Event/Legislation  Support System  

1815-1846 “Corn Laws”-  

 Importation Act 1815. 
  Importation Act 1846. 
 

 Tariffs were placed on imported grain to favour 
domestic production.  

1917-1922  Corn Production Act- “The Great 
Betrayal”.  

 Tax funded deficiency payment was introduced to 
guarantee a minimum price for two cereals (Wheat 
and Oats).   

1947  Agricultural Act 1947- 
intensification of food production 
to increase food security whilst 
providing “stability and efficiency” 
to farmers.  

 Government chose to provide direct subsidises 
instead of imposing tariffs on imported food. The 
subsidies provided the difference between 
guaranteed and market price.  

 Tariffs were imposed seasonally on imported 
horticulture products.  

 Capital grants were also made available for 
investment in machinery.  

1950-1956 In 1951 the “White Paper” was 
formed for special reviews of the 
agriculture policies.  

 

The priority was to increase 
livestock production from greater 
grassland productivity.   

 It provided grants and price guarantees for 
technological adoption.  

 There was also an initial 33% subsidised price 
support for chemical and capital inputs.  

 Investment in agricultural colleges and 
development and advisory services. 

 Livestock winter keep payments.  

1961-1963 MAFF- White Paper 1958- Output 
is overloading world markets.  

 Quotas were introduced for pig, barley and egg 
production to tackle over production. 

 Reduction in the guaranteed price for milk, 
sheepmeat and wheat.    

1964 The Government decided to reduce 
protection and support in favour of 
making a globally competitive 
industry.  

 Import controls on cereals and fatstock.  

1973 Joined the ECC.   Farmers were again subsidised with headage 
payments and direct payments for certain arable 
production. 

 Farmers in severely disadvantaged areas received 
additional support.  

1992  The MacSharry Reform focused on 
income support rather than price 
support.   

 Direct payments replaced price support.  
 Farmers encouraged to be more environment 

friendly. 
 New grants for farm investment and training.  
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2003  Reform focused on market 
orientation.   

 Income Aid based on per hectare basis instead of 
specific crops.  

 Subsidies focused on environmental, animal 
welfare and food safety standards.  

2007-2013 Focus on the sustainable 
development of rural areas.  

 Addition of a Rural Development Programme 
which focused on offering grants for knowledge 
transfer and innovation.  

2011 Focused on climate change and 
sustainable food production.  

 Income and grant payments were based on 
innovation and combating climate change, in 
particular renewable energy.  

2015 Removal of Single Farm Payment 
Scheme and milk quotas.   

 The Basic Payment scheme was introduced, it is 
based on a flat rate per entitlement (hectare).  

 However claimants must adhere to cross 
compliance rules.  
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 APPENDIX 2 – Current Tariffs Applicable to EU Imports 
 
Code Product Tariff rate Effective ad valorem 

rate (2015 prices) 
0401 Milk and cream, not concentrated or sweetened 
04012011 Fat content 1-3%, in immediate packings 

of <=2 litres 
€18.8/100kg 39% 

04012099 Fat content 3-6%, in immediate packings 
of >2 litres 

€21.8/100kg 74% 

04015039 Fat content 21-45%, in immediate 
packings of >2 litres 

€109.1/100kg 50% 

0402 Milk & cream, concentrated or sweetened 
04021019 In solid forms, unsweetened, fat content 

<=1.5%, in immediate packings >2.5kg 
€118.8/100kg 63% 

04022118 In solid forms, unsweetened, fat content 
1.5%-27%, in immediate packings 
>2.5kg 

€130.4/100kg 46% 

04022919 In solid forms, sweetened, fat content 
1.5-27%, in immediate packings >2.5kg 

€1.31/kg of lactic ma-
terial + €16.8/100kg  

n/a 

0403 Buttermilk, yoghurt and similar products 
04031091 Yoghurt, flavoured or with added fruit, 

nuts or cocoa, of milkfat content <=3% 
8.3% + €12.4/100kg  14% 

04039091 Buttermilk and similar products, 
flavoured or with added fruit, nuts or 
cocoa, of milkfat content <=3% 

8.3% + €12.4/100kg  12% 

04039093 Buttermilk and similar products, 
flavoured or with added fruit, nuts or 
cocoa, of milkfat content 3-6% 

8.3% + €17.1/100kg  12% 

04039099 Buttermilk and similar products, 
flavoured or with added fruit, nuts or 
cocoa, of milkfat content >6% 

8.3% + €26.6/100kg  17% 

0404 Whey and whey products 
04041002 In solid forms, unsweetened, protein 

content <=15%, fat content <=1.5% 
€7.0/100kg 6% 

04041014 In solid forms, unsweetened, protein 
content >15%, fat content 1.5%-27% 

€135.7/100kg 52% 

0405 Butter, fats/oils and dairy spreads 
04051011 Natural butter, fat content <=85%, in 

immediate packings of <=1kg 
€189.6/100kg 49% 

04051019 Natural butter, fat content <=85%, in 
immediate packings >1kg 

€189.6/100kg 63% 

04052010 Dairy spreads, fat content 39-60% Derived by formula 
based on constituents  

n/a 

04059010 Other fats & oils derived from milk, fat 
content>=99.3%, water content <=0.5% 

€231.3/100kg 63% 

0406 Cheese and curd 
04061030 Fresh Mozzarella, fat content <=40% €185.2/100kg 41% 
04061050 Other unripened cheese, fat content 

<=40% 
€185.2/100kg 59% 

04061080 Unripened or uncured cheese, fat content 
>40% 

€221.2/100kg 68% 

04062000 Grated or powdered cheese €188.2/100kg 50% 
04063010 Processed Emmental, Gruyere and 

Appenzell cheese 
€144.9/100kg 34% 
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Source- Eurostat 

04063031 Other processed cheese, fat content 
<=48% 

€139.1/100kg 36% 

04063039 Other processed cheese, fat content 
>48% 

€144.9/100kg 22% 

04064090 Blue-veined cheese other than 
Roquefort, Gorgonzola 

€140.9/100kg 14% 

04069021 Cheddar - (not grated or for processing) €167.1/100kg 42% 
04069032 Feta  €151.0/100kg 28% 
04069061 Grana Padano, Parmigiano Reggiano  €188.2/100kg 19% 
04069081 Cantal, Cheshire, Wensleydale, 

Lancashire, Double Gloucester, Blarney, 
Colby and Monterey  

€151.0/100kg 19% 

04069089 Other cheese, fat content <=40%, water 
content 52%-62% 

€151/100kg 21% 

04069099 Other cheese, fat content >40% €221.2/100kg 50% 
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APPENDIX 3 – Cow Lifetime Breakeven Cashflow 
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