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PRODUCTION & STRUCTURE

Relatively stable milk production

Scotland is the 5th largest milk-producing region in UK
(4th in GB as Nl is 2nd).

Scotland produced 1.42 million tonnes of milkin 2017,
a 10% increase on twenty years ago (Fig. 1).

The peak period of growth was between 2000 and
2005. Volumes have been relatively stable from 2007
to present. The exception to this was a relatively steep
decline in production between 2012 and 2013.

Production is concentrated in the south

In 2017, 77% of Scottish milk was produced in the
south (Fig. 2). Both the terrain and weather are less
suitable for dairying in the north of Scotland. Though
southern Scottish terrain is more favourable than
northern Scotland, the vast majority of the country
is considered ‘severely disadvantaged’ under the EU’s
LFA classifications (Fig. 3).

Dairy holdings are few but productive

In 2015, specialist dairy holdings accounted for only
2% of agricultural holdings in Scotland, but accounted
for 13% of ‘standard output’ — a measure of output
from Scottish holdings in £. This is the second highest
share of SO after cattle and sheep (LFA) holdings.

The production of milk and milk products accounted
for an estimated £364 million of output in 2015,
about 12% of total farming output. The value of milk
was equivalent to over half the output from beef, and
more than the value of meat from sheep, pigs and
poultry put together. The value has increased by 49%
since 2005, with the most notable increases occurring
in 2008 (25%) and 2013 (16%) but a decrease was
noted in 2015 (20%).

A mix of high and low-performing farms

High performing dairy cow enterprises made around
twice the average gross margin compared to low
performers in 2015, at £1,588 per head. At £497
per head, high performing dairy mixed and dairy
beef made around eight times the margin of low
performing enterprises.

In dairy and beef enterprises, the difference in financial
performance was due to high performers achieving
higher sales prices per head (expected to reflect
generally higher quality outputs), a greater increase
in value due to improved technical performance and
better management of variable costs.

FIG.1: SCOTLAND ANNUAL PRODUCTION
(Source: Eurostat) - Note : 2006 data is unavailable
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FIG. 2: DAIRY FARMS LOCATION IN SCOTLAND 2015

FIG. 3: LESS FAVOURED AREAS IN SCOTLAND
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PROCESSORS

There are five key milk buyers/processing companies
in Scotland: Arla, Muller, First Milk, Graham’s and
Lactalis, all of which operate from multiple sites in
Scotland (Tab. 1). These processors offer more than
30 different contracts, supplying products including
liquid milk, cheese, butter, ice cream and yoghurt.

There are five key milk buyers/processing companies
in Scotland (Fig. 4): Arla, Muller, First Milk, Graham’s
and Lactalis, all of which operate from multiple sites
in Scotland. These processors offer more than 30
different contracts, supplying products including
liquid milk, cheese, butter, ice cream and yoghurt.

Of these, Arla and First Milk are co-operatives.
Graham’s is the only large processor that operates
solely in Scotland although they sell products south
of the border.

A growing number of small processors and
dairy plants

In addition to the 5 large processors in Scotland, in
May 2018 there were 98 premises registered with the
Food Standards Agency and Food Standards Agency
Scotland as dairy processors, an increase from 79
in 2007. These range in size from very small artisan
cheese producers to large commercial scale ice cream
and yoghurt producers.

Scottish processing focuses on liquid milk

In 2015/16 it was estimated that Scotland had a
surplus of 120m litres of milk that was transported to
England for processing. Of the milk processed in the
country, 48% was used to produce cheese and 44%
for liquid milk for human consumption (Fig. 5). The
remaining milk was used for chocolate crumb, butter,
cream, ice cream and yoghurt; it is not possible to get
a breakdown of the percentages of these individually
for Scotland (source: AHDB estimates, Scottish
Government).

TAB. 1: MILK PROCESSORS IN SCOTLAND

Company Sites Products
Arla 2 Liquid and cheese
First Milk 2 Cheese
Grahams 3 Liquid and Cheese
Lactalis 2 Cheese
Muller 2 Liquid

FIG. 4 : MAPING OF THE SCOTTISH PROCESSORS
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FIG.5: SCOTTISH MILK SUPPLY VERSUS MILK PROCESSED

(Source: AHDB estimates)
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Surplus milk destined for England had been increasing
due to the increase in milk production. Although the
analysis has not been updated since 2015/16, with
milk production having remained relatively stable in
Scotland since this date, the surplus is likely to have
also remained stable.

Relations in the dairy sector

Scotland has one dairy producer organisation
(DPO), the Milk Suppliers Association (MSA). This
is a cooperative made up of 131 dairy farmers
based throughout South West Scotland that supply
approximately 210 million litres of milk perannumtoa
creamery in Stranraer, owned by Lactalis. A subsidiary

of United Dairy Farmers, Dale Farm, is also active in
Scotland, though not exclusively Scottish. Dale Farm
is a cooperative made up of more than 1,300 dairy
farmers in Northern Ireland, England and Scotland.

Two of the five key processors in Scotland are also
cooperatives, with First Milk operating across GB and
Arla operating internationally. Generally, producers
supply privately owned companies.

https://www.gov.scot/publications/economic-report-
scottish-agriculture-2016/

SWOT ANALYSIS OF THE SCOTTISH DAIRY SECTOR
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STRENGTHS

¢ High density of production

and processing in certain
areas

*Many jobs in the industry

*Good grass growing
regions in the south-west

¢ Strong milk processors in
the region, including the
2 largest in the UK (Arla
and Muller)

*Good mix of co-ops,
DPO and private-owned
processors giving
competition for milk

eLarge average farm size

WEAKNESSES

e High reliability on cheese,

and in particular cheddar
production compared
with rest of the UK

¢ “Exporting” surplus milk
to England for processing
—and therefore incurring
processing costs.

*Some remote farmers
highly reliant on just one
milk processor to collect
their milk

¢ \Weather conditions can
be harsh, particularly
further north, but also
late arrival of spring

THREATS

e Domestic consumption is
low compared with milk
and product production,
therefore highly reliant on
exports out of the region

e Contestation of the food
and health quality of milk.
Increasing influence of
flexitarian movements

and vegans

¢ Climate change could lead
to more severe weather
conditions in certain

regions

e Strengthening
environmental constraints

e Growth in production
costs (energy, inputs,
labour)

e Lack of labour pool post
Brexit

e Lack of support post Brexit
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