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DAIRY FARMS AND MILK

PRODUCTION

From 2007 to 2017, dairy production has
expanded

In 2016, total milk production in Portugal reached
1865 million tonnes, a value similar to the 2007 milk
production, albeit a decrease comparatively to 2015.
This result was a consequence of two factors:

*On one hand, the new buying/selling agreements
between producers and buyers of milk were based on
guantities well below those of 2015.

*On the other hand the EC supported the reduction
of milk production.

These values of Portuguese milk production raised
again in 2017, with 1921 million tonnes of milk
produced.

In contrast with the national average production, total
milk production in the Azores region, increased about
21% (from 522 to 631 000 tonnes), for the 2007-2017
decade. The Azores milk production represented
28.4% of the national production in 2007 and 32.8% in
2017.This figure represents almost 1/3 of the national
milk production, highlighting the relevance of the
Azores as a dairy region. However, milk production
is predominantly concentrated in Sao Miguel Island,
which produced 89% of the total in 2017, followed by
Terceira Island, with a quota of 11%.

Dairy sector in Azores: a major place for the
regional economy

In Azores, the dairy sector has a major importance to
the regional production and economy, with the milk
sector representing in 2017 about 30% of the gross
regional agricultural production (30% of the farms/
companies), a value which has been increasing since
2007, when it represented only 18% of the gross
regional agricultural production (30% of the farms/
companies). As can be seen in figure 1, the milk
production in Azores is also important to the national
economy.

Dairy sector in Azores: a growing
concentration

Over the period covered in our synthesis (2007-2017),
different aspects should be highlighted:

*The number of dairy farms decreased significantly,
by 19%, and simultaneously, a slight decrease (3%) of
the number of dairy cows was observed in the region.

FIG.1: GEOGRAPHICAL DISTRIBUTION OF THE
DAIRY FARMS IN PORTUGAL CONSIDERING THEIR
TURNOVER (2017): Azores has the largest value,
corresponding to 15.1% of the total for the sector at
the national level, and to the second largest value
considering the number of farms (14.0% of the total).

(Source: Banco de Portugal)
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Consequently, the average number of dairy cows per
farm increased, from 25 cows in 2007, to 34 cows
in 2016 (an increment of 36%), what can indicate a
growing concentration of dairy production;

*This concentration of the activity, among other
factors, allowed a strong increase in dairy livestock
productivity, from 5553 to 6934 kg milk/dairy cow/
year;

*The weight of dairy holdings with less than 20 cows
decreased, from 20 to 10%, with a concomitant
increase in medium size holdings, which are now the
most representative in the region, increasing from a
value of 26% in 2007, to 36% in 2016.

*The share of cows in farms of more than 100 cows
also increased 11%, representing nowadays 22% of
the dairy farms, evidencing a tendency to the increase
in the herds.

According to a study conducted by the Portuguese
Institute of Statistics (INE, 2016), the Azores region
was, in 2014, the most representative regarding
economicindicators of companies dedicated to animal
production and dairy farming (49% of the companies,
44% of the employees, 48% of the women, 38% of the
cash flow and 41% gross added value)®.

These figures are higher than those presented previously because they correspond
to farms with mixed production, animal and dairy production.
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A dairy production based on a pasture-free
system

The labour costs in Azores are low, in fact the second
lowest value at the National level, due to the low
intensification of the production systems, with a
considerable dependence on a pasture-free system
for cows. Because of that, milk production per annual
dairy working unit is higher than, for instance, in South
Portugal, where the production is more intensive,
with a higher dependence on the workforce. Other
indicators of the low intensity of the dairy production
in Azores are the low stocking rate (1.3 livestock unit/
ha of fodder in 2007), and the milk production (7.5 t/
ha of fodder area, in 2007). These values have been
increasing recently, due to the increase in productivity
for the same agricultural area dedicated to fodder
production.

The dairy production is very dependent on pasture,
with >90% of grassland in fodder aera, and with a
relatively low supplementation with concentrate feed
in dairy cows intake (2 500 - 3 000 kg concentrate/
milking cow/year, equivalent to 8-10 kg concentrate/
milking cow/day and 3 kg concentrate/dry cow/day).
This concentrate, which corresponds to 16-20% of the
total dairy cows feed intake is the only purchased and
imported feed. Grass represents approximatively 35%
of the dairy cows feed intake, and the improvement
in the quality of grassland has allowed the recent
increase in productivity.

FIG.2: GEOGRAPHICAL DISTRIBUTION OF THE

DAIRY PROCESSING PLANTS IN PORTUGAL

CONSIDERING THEIR TURNOVER (2017): (A)

MICRO, SMALL AND MEDIUM SIZE DAIRY
PLANTS; AND (B) LARGE DAIRY PLANTS.

(Source: Banco de Portugal, Sector Tables)
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DAIRY PROCESSORS

At the national level, the dairy processing companies
are mostly micro, small and medium size plants (Fig.
2-A), with the large dairy plants located mainly in
the Oporto region, followed by the Azores region
(22.5% of the total turnover) (Fig. 2-B). In the Azores
region, the dairy processing plants corresponded, in
2017, to 11% of the total number of Portuguese dairy
plants (including all kinds of milk), a number which
has remained stable since 2007, and to a turnover of
24.7% (the second largest in the country).

In S3o Miguel Island, 5 main dairy enterprises

In 2017, in S3o Miguel Island, the larger dairy
enterprises operating were:

(1) Unileite a union of cooperatives, specialized in
different dairy products, operating only at the regional
scale and collecting 40-45% of the milk produced;

(2) Bel, a private enterprise operating at an
international scale, specialized in different dairy
products, collecting around 20-25% of the milk
produced;

(3) Insulac, a private company operating at a regional
scale, specialized in different dairy products, but
predominantly in powdered milk production,
collecting around 15-20% of the milk produced;

(4) Cooperativa de Santo Antdo, a cooperative acting
at a regional scale, which only collects milk (without
an associated dairy plant), around 10-15% of the milk
produced;

and (5) Prolacto - Lacticinios de S. Miguel, S.A,,
a private company, specialized in different dairy
products commercialized by Nestlé, collecting around
5-10% of the milk produced.

In 2007, Bel was not yet working in Sdo Miguel and
the share of milk collection was as follow: Unileite>
Insulac > Cooperativa de Santo Antdo > Nestlé.

In Terceira Island, a cooperative operates
midely

In 2017, at Terceira Island, the larger dairy enterprise
operating was Unicol, a cooperative, specialized in
different dairy products, operating only at the regional
scale, collecting about 90% of the milk produced
both in Terceira and in Graciosa (Central Group of
islands). There is another company acting at Terceira
(created in 2012), a private company called “Quinta
dos Acores”, responsible for the other 10% of the milk
production.

e 3 e DAIRY 4 FUTURE - PROPAGATING INNOVATIONS FOR MORE RESILIENT DAIRY FARMING IN THE ATLANTIC AREA



Analysis of the Azores dairy sector: skills and dynamism

DAIRY PRODUCTS AND
CHARACTERIZATION OF DAIRY
MARKETS

At the regional scale, the production of the different
dairy products has increased from 2007 to 2017 (Fig. 3),
with the liquid and fresh milk being the main products,
followed by cheese production. In Azores there are two
types of cheeses with DOP denomination, produced in
two different islands, Sdo Jorge and Pico.

There is no milk produced with the “organic” label.
However, one private company, Bel, produces milk sold
as “Pasture milk”. This is not a legal designation, so far,
but they have created a referential for production. The
system is audited by SGS and includes 200 rules (e.g.
cows must spend 365 days in pasture, animal welfare,
low carbon footprint, among other requisites), that the
producers must follow in order to sell their milk to Bel.
The company uses that label as a certification of the
milk quality.

There is no on-farm processing, giving rise to different
actors: dairy farms, specialized in milk production, and
dairy plants, specialized in dairy processing.

The degree of self-sufficiency in milk for consumption
in Portugal is growing, with a value of 112.5% in
2015, while the self-sufficiency in butter achieved
100% in 1985, and remained in surplus since 1991.
Contrariwise, Portugal lost its self-sufficiency in yogurts
in 1990, having a deficit of 53% in 2015.

Even though the lack of official data relative to self-
sufficiency for dairy products in Azores, considering
the high milk production and low demographic density
of the region, it is consensual that values of milk self-
sufficiency should be over 100%.

FIG.3: SHARE OF DAIRY PRODUCTS IN THE AZORES
REGION IN 2007, 2013 AND 2017

(Source: Portuguese Institute of Statistics)
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AZORES MILK PRODUCTION
IN THE FRAMEWORK OF THE
NATIONAL DAIRY SECTOR

The price of milk to be paid to the producer is
fixed by the dairy industry, which sets the prices in
agreement with market demand for milk. The dairy
market is very competitive, with a growing trend by
the large supermarkets to offer low prices to the final
consumer. The main consequence of such politics
is a decrease of the margins of dairy companies,
with a direct impact on the price of milk offered to
producers. Profit margins to production have declined
in recent years, and there is a need to try to produce
more milk at lower costs (increase output). In Azores,
this has been achieved mainly with the improvement
of the pasture quality and animal productivity based
on improvement of the animal welfare and promoting
a positive image.

Different operators are making some specific
investments, namely Unileite, which is investing
in dryers to produce powdered milk, especially to
operate in the periods where the regional production
surpasses the market needs.

There is no production limit imposed by the EU
presently, but the dairy industries continue to impose
guotas and accept to buy milk beyond the negotiated
guota only at lower prices.

Milk production in Azores is subsidized by the Regional
Government, a value that is fixed annually according
to the regional budget, in order to offset the increased
transport costs of raw materials and product (the
subsidy was 6 euros/1000 L in 2018).
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SWOT OF THE REGIONAL DAIRY SECTOR

S

STRENGTHS

*Milk sector increase for
the decade 2007-2017,
based on a significant
increase of productivity
per cow

e Association of the milk
sector to the tourism
in Azores, which is
increasing (one of the
most characteristic
images of Azores is the
cows grazing)

*¢Good soil and climate
conditions for pasture
and fodder production,

which allows a good milk

quality

*Good acceptance of the
consumers to the Azores
dairy products due to
“green image” (“Happy
cows” program from Bel
helped to improve that
image)

eTraditional and main
agricultural activity

W

WEAKNESSES

e|nsularity, which
increases transportation
costs to, and from, the
continent (e.g., feed,
milk)

eGeographical isolation,
especially for some
islands/parts of some
islands, which limits the
technical support to the
farms and dairy plants,
and the introduction
of technological
improvements

ePoor sector organization
(too many players)

eSmall size of the farms,
frequently divided in
non-contiguous plots of
land, small size of the
herds, and high number
of farms

e Lack of alternative to
dairy farming

THREATS

eStrong economic support
(subsidies), making the
economic sustainability
of the sector very much
dependent on those
subsidies

eDecrease in milk
consumption at the
national level (since
2001, at an annual
average rate of -2.4%),
as well as in other
markets, associated to
a pejorative idea of the
food and health quality
of milk

*End of milk quota regime
(April 2015) and the EU
implementing measures
in order to control
excess production and to
promote their reduction

eEnvironmental
constraints, with some
movements associating
livestock production to
GHG emissions

eReduction of milk price

eGrowth in production
costs (feed, energy,
labour)

e|ntensification of
the dairy production
(decrease of grazing
period)

® 5 e DAIRY 4 FUTURE - PROPAGATING INNOVATIONS FOR MORE RESILIENT DAIRY FARMING IN THE ATLANTIC AREA



KEY FIGURES — YEAR 2017 — AZORES
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