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Background
—

a

The returns of our milk producers depend upon the Prices they

3 receive from the liquid and milk products markets, The latter are
determined essentially by decisions taken in Brussels on EEC support
prices, but we ourselves fix maximum wholesale angd retail prices for

liquid milk. Because of the strength of sterling, there is no prospect
at present of our improving returns from the products market through

a green pound devaluation, so the only way in which we can boost milk

r v producers' incomes this year is to increase the liquid price.

2

The need fer such an increase can be seen clearly from the following
w table showing the net margin per cow in real and money terms since the

first year of the last Conservative Government -

v Year £ Index (1970/71 = 100)
1970/71 29.9 100
| 1971/72  54.6 167
: 1972/73 610 174
1973/74  37.2 96
1974/75  27.4 60
» 1975/.76 sl 138
| 1976/77 5232 80
1977/78  ~101%7 136
1978/79  95.1 118
1979/80  74.6 80 . .
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lowest year of 1974/75 and less than one quarter of the average figype

during the years of the Labour Government.
L I do not believe this would be tolerable in political terms, or

indeed in the national interest. In June, the dairy herd was some

60,000 head below the equivalent month last year. Applications under

the EEC's Non-Marketing Scheme are running at record levels, those

received already this year being equivalent to a further 160,000 cows,

And, although the increase in the target price that was agreed as part
of the recent CAP price package will add £19 million to producer returns
in 1980/81, this will be more than offset by the £22 million they

will lose from the increase in the co-responsibility levy. There can

therefore be no doubt that action is urgently needed.

The proposed solution

s The seriousness of the position has led the two sides of the
dairy industry to make a joint request for an increase of 1%p per pint
in the retail price on 3 August, with the additional revenue of

£96 millicn thus generated being divided equally between producers and
distributors. Even this would fall some way short of meeting their
needs. It would, for example, still leave the producer net margin 10%
below that of 1979/80 (which, together with 1976/77, was the second
lowest in real terms in the last 10 years). Likewise, the £48 million
which the dairy trade would receive would leave their costs, as
measured by the present system, under-recouped by some £30 million.
Therefore, unless we take action, they too will be in real difficulties
this winter, and the viability of the distribution system, particularly

in London, will be seriously at risk.

62 I appreciate the sensitivity of an increase in the price of & pasic
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Timing considerations

7. It is also clear that the sooner we act
c

that will be needed to achieve any given effect
1 ect,
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that of last year would be :-— what lower than

13 pence on 3 August or

2 pence on 5 October or

2% pence on 2 November or

3 pence on 7 December or

1 penny on 3 August and another 1 penny on 7 December

or another 1% pence on 11 January.

8. These considerations clearly have to be weighed against other

factors. In the first place, there is the outcome of the Binder
Hamlyn review., I recognise that there would be some advantage in
deferring a decision until after Binder Hamlyn have reported. However,
éven if we were to receive the report by the early autumn, it will

Clearly take us some considerable time to reach conclusions on what is

% highly complex and sensitive subject. I do not believe we can wait

nor do I believe we need do so

without preju-

that long to take action on the price;
% the 50/50 split proposed would be a provisional one,

Yce to Binder Hamlyn's conclusions. Secondly, there is the possible
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Conclusion

1y & s " >
[t is important that an early announcement hould be made

so as to provide some confidence over the coming months to the
SO at

producers, and it is clear from paragraph 7 of this paper that
the longer an increase is left, the greater the amount ot that

inecrease, which in turn is likely to adversely affect consumer
sales. If there are, however, other factors outside my

department which make it advantageous to stage this increase,

this would be acceptable to me,

Scotland and Northern lreland

10. Although the figures above relate to England and wWales, the
position in Scotland and Northern Ireland is broadly similar.

It should, however, be noted that in Northern lreland (where a
relatively large proportion of production goes to the less
remuncrative manufacturing market) the increcase proposed in the
wholesale price will leave returns there approximately 1.45 ppl or
over 10% below those in GB. This is equivalent to over 50% ofythe
net profit margin. This fall in the profitability might well lead

Lo lower production and employment in Northern Ireland.

PW
Ministry of Agriculture, Fisheries and Food
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The effect which varig
POsed in r i
the retai) Price woulg

have on the RPT and the Fooq Index are
as follows -

Price Increase

(p per pint) Inggiaﬁz)in Incgggse in Food
o
+ 13 0.16 :)_(7?)
+ 2 0.21 0.96
+ 2% 0.26 1.20
+3 0.31 11%

A price increase of 1% ; i
2D per pint at the beginning of August would be

G i g
expected to result in a fall in consumption up to the end of M
March

9‘ 1 G i . . .
108 lion litr es. The lar ger 1ncreases men t;oned abov and
4 49 3); e, an

sPplied at a later dakesSe RN expected to have a similar effect

. W X :
on consumption over that period. However, a larger increase would

produce a larger percentage fall in consumption which would then carry
cver intc 1981/82. Each 1p per pint added to the present price of

16%p per pint is expected to result in a fall in consumption of 1%.

On the assumption that all of this 49 million litres of milk went to
butter manvfacture, and that all of the extra butter was sold to inter-
vention, the direct extra cost to the Exchequer in 1980/81 would be

£4 million. This direct cost does not take account of extra storage

and finance costs. However, it should be noted that when the produce

is sold FEOGA reimburses the UK in full for the costs of storage and

finance and for any loss incurred in the sale. Inasmuch as the UK

contribution to FEOGA is 18%, the cost to the UK would be of the order

s not take account of this year's
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of £ million (although this doe
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