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1. Project Background and Methodology

1.1 Background

The project was originally commissioned by the Scottish Government in September
2015 due to the problems facing dairy farmers across Scotland. The project was
designed to analyse the current retail landscape, evaluating the amount of Scottish
added value dairy products sold across Scotland and GB at both a total market and
retailer level. By doing this, opportunities could be identified in the market for
processors to produce more added value products to be sold in the retailers both in
Scotland and the rest of GB, the ultimate outcome being a greater demand for

Scottish milk which in turn should result in higher farmgate milk prices.

For the initial part of the project, two areas of the added value dairy industry were
focused on; butter and cheddar. These two areas were chosen for the following
reasons:

e Size of the markets

e Scottish track record in production of these

e Intensive amount of milk used in production

e Data quality available

e Fewer PGI, PDO and geographical restrictions products affecting these

categories, particularly considering the total cheese category where many

popular products have EU restrictions on geographical production

This report will go into the long term dairy strategy in Scotland, for both dairy farmers
and processors. Its outcomes will be used to assess market opportunities for

stakeholders in the Scottish dairy industry.



1.2 Methodology

The data source for all tables and charts for the main report was Scotland Food &
Drink and Kantar Worldpanel. Kantar is the leading shopper panel data provider in
the GB, with 30,000 contributors across Great Britain and is demographically
weighted to census data providing representative total market sales figures across
the total FMCG! market. Its data is routinely cited as being one of the most accurate
measures of the retail economy and used by the majority of Great Britain’s major

retailers and suppliers.

For the purposes of this project Scotland Food & Drink worked with Kantar to code
the database to a SKU? level. This was done by carrying out store visits to retailers
across the central belt of Scotland as well as using retailers and brands websites®.
The defined origin was set by Scotland Food & Drink by using the following criteria in

order of importance:

e Express declaration of milk origin

e Express declaration of manufacturing origin

e Country of origin indicators with processor code
e Processor code with declaration of origin

e Processor code with no declaration of origin

[FeTVE auiniospPiiere,
We are here to help:
Freephone 0800 50 55 55,
UK Mon-Sat, 9am-6pm.
- Shop on-line at www.tesco.com 3 -
= WD028 . \ Rich ¢ rounded
EC Produced in Scotland, using milk from .
Scotland for Tesco Stores Ltd., g Source of colc .
Cheshunt EN8 9SL, UK. : —
© Tesco 2014. SC103051
/ / \
Processor Manufacturing Milk
! Fast Moving Consumer Goods Origin indicators

% Stock Keeping Unit (A unique product)
® Checks carried out between 02/09/15 and 11/09/15 by the Scotland Food & Drink UK Market
Intelligence Team



Products included in the study included any that were sold in the 52 week period up
to 13/09/15. It was noted that in many cases a Scottish processor may have
declared GB milk as the source but this was given the benefit of the doubt as being
Scottish due to the milk surplus in Scotland and the fact that very little liquid milk is
traded large distances®. It was also recognised that in cases where the product was
considered as British, there may be Scottish milk used in the product and/or the
product processed in Scotland; this was not analysed in this study as it was primarily
coded through on-pack indicators.

* DairyCo. Dairy statistics: an insider's guide 2014, p54
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2. Analysis

All analysis carried out by Scotland Food & Drink from data provided by Kantar

Worldpanel, detailed tables and data available on request.
2.1 Butter

The butter definition for the purposes of this analysis includes block butter and
spreads in all formats, including spreadable butter blends. The core analysis does

include margarine and dairy substitute spreads.
2.1.1 Butter Executive Summary

The total GB Butter market is worth an estimated £718m, a 1.5% rise compared to
last year, this has been driven by a volume increase of 8.7% to over 160,000kg

whilst the average cost per kg has dropped by 6.7% to £4.47kg in retail.

Across total GB, the average household has purchased 7.85kg a year, this
compares to a Scottish figure of almost 9kg over the same period. Total spend for
butter in Scotland is £87m.

Across total GB, 2% of all butter volume sold is of Scottish origin, with 45% being of
UK/GB origin and 34% Danish.

Across Scotland, 14% of all butter volume is of Scottish origin, with 51.6% Danish
and 21% of UK or GB origin.

Across total GB, 69% of the market volume is branded, this rises to 77% in Scotland.

This is split out below for key origins, in particular Danish branded butter stands out.



I

Scotland 2%

14% 4.2% 37.8% 1% 7.2%

45% 21% 6% 28.6% 36.9% 19%

34% 51.6% 0.2% 0.3% 49.5% 65.5%

In a SKU analysis carried out on products sold in retailers over the past 52 weeks it
was found that that almost 12% of SKUs stocked in Scottish retailers were Scottish.

When looking at the rest of GB excluding Scotland this figure was 4%.

Looking specifically at private label products in Scottish stores, 13.5% of butter
SKUs were Scottish with most retailers having a private label Scottish butter SKU, all
these SKUs were restricted to block butters. The majority of private label spreadable

products were either of Irish origin or unclear.

The only retailers currently not to have a private label Scottish butter were Waitrose
and Morrisons. Waitrose did have a good range of Scottish branded butter and
Morrisons appeared to have had one in the past 52 weeks stocked but sales appear

to have almost entirely halted.

For branded butter products in Scottish stores the figure was 11.5%, all retailers had
a presence of Scottish butter brands across both block and spreadable variants. The

main Scottish origin brands captured were Graham’s and Lockerbie butters.

Currently 99.6% of Scottish origin branded butter products are sold in Scotland, only
0.04% is sold in the rest of GB.



2.1.2 Butter Labelling

Butter labelling was varied across private label SKUs, all major retailers, with the
exception of Morrisons and Waitrose had a Scottish private label butter SKU. It
would be considered justifiable for Waitrose, with less than a 1.5% market share in
Scotland to not have a Scottish SKU. Morrisons appears to have at one stage had a
Scottish private label SKU but was not available at the time of analysis and had no
recorded sales in the past 12 years, for a retailer with over 12% in Scotland, this is

surprising.

Of the retailers that did have a Scottish butter SKU, examples have been included

below of the packs:

250 Our ingredients: Butter (Butter
(Cows Milkj ) Salt
sk, C20 Lo 1)
Allergy advice: For allergens,
o see tngredients in bold.
no-unsaturates. WRAP -
Rty sl
Scotland using Scottishmilk for

%WWMIM

Careline 080D 636262
Beis wwwr sainsburys.co.uk

JS Scottish Salted Butte- produced and packed in Scotland using Scottish milk



S
Churmed Scotsh Slted Biee ~ Winimumn SORG MK Fat
INGREDIENTS: Buter (Mlk), SALT (1.5%)
u Allergy Advice: For allergens, see ingredients in bold

Suitable for Vegetarians

Butter

o §ALTE D

M&S Scott|sh Salted Butter - made |n Scotland churned using Scottish milk from
the Lockerbie creamery

> SALTED BUTTER |

Asda Scottish Salted Butter - produced in Scotland



In terms of spreadable butter, many retailers appeared to be producing similar
products to offer an alternative to the Danish branded market leader. Many of these

are branded to suggest they are of Danish origin, when in fact they are Irish, this is
the case with a large number of the spreadable butter products where the origin of
the milk is unclear, some examples are below, all the major multiples have

comparable products but often these contain less than 25% pure butter.

JS Buttersoft

Tesco Butterpak

Aldi Norpak

Produced in the Republic of

Produced in Ireland, no milk
Ireland

No milk origin declaration — Irish
origin declared

processor code
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2.1.3 Butter market value — GB

The total butter retail take home market is growing in volume terms by 8.7% across
GB to over 160,000 tonnes sold last year. The price of this has dropped by 6.7% to
mean total spend in the butter sector is up 1.5%. The above KPI table represents
where the total value comes from, one of the key figures is penetration, a measure
showing percentage of the GB population buying butter in the past year, the figure

grew last year by over 2% to over 76% of GB households buying butter.

Aftribution of Change in Spend
Spend (£000)

718,231  15%
10,473

‘160,?23 87% ‘

58,691
[

20,471 3.6%
25,051

Volume per Trip (kg)

Total Households (000)

KEY
M- Change

1.0%
M- - 3 Change

26,778
6,853

Total Market | Total GB | Butter | Total Market | 52 w/e 13/09/15 | Previous Year



In Scotland, the figure is slightly lower in terms of growth rate, at only 0.9%, but in
Scotland shoppers on average buy more butter each year, buying 9kg a year, over a
kg more than the average British shopper. The total butter market in Scotland is just

over £87m with the growth in volume per shopper of 5%.

Attribution of Change in Spend
Spend (£000)

‘ 19565  7.6% ‘

6,350
[

KEY
-: = 3% Change
- - 2o crange

Total Market | Scotland | Butter | Total Market | 52 w/e 13/09/15 | Previous Year
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This rise appears to have come due to the fact spreads and margarines have
declined, with butter making up almost 65% of the spread category, growing over the
past three years steadily as the below chart represents. In total GB, the split is much
closer, with approximately 55% of the market being butter.

100%
90%
80%
70%
60%
50%
40%
30%
20%
10%

0%

15-Sep-13 14-Sep-14 13-Sep-15
Margarine/Spread 56,719 53,080 48,203
Butter 79,497 86,604 86,416

W Butter m Margarine/Spread
Butter v Marg | Scotland | 52 w/e 13/09/15

In Scotland also we are much more likely to purchase brands, a trend recognised
across most food and drink categories. In Scotland over 80% of butter value is in

brands, this compares to 73% across GB.

VALUE Total GB Total Scotland)TotaI GB exc. Scotland -
L EMYE G £718,231 £87,349 £630,882

SIS0 £188,486 26.2%  £16,644  19.1% £171,842 27.2%
£529,745 73.8%  £70,705  80.9% £459.041 72.8%

11



2.1.4 Origin value

The value of Scottish origin private label butter is up 63% in value terms over the past

year, this can be attributed to greater distribution of private label butter by the retailer

and better sourcing, particularly in the discounters which have had considerable market

growth over the past year. With its reduced SKU range the Scottish block butter is one

of the few options to consumer.In terms of branded butter, Scottish origin butter has

struggled with a slight decline across GB, of this Scottish branded butter, less than 0.1%

is sold out with Scotland, whilst in the same period, Danish branded products are up 5%

in value terms, worth over £271m.

300,000
250,000
200,000
150,000
100,000
50,000
0 .
Denmark England Ireland
- 14-Sep-14 257,371 1,551 24,112
. 13-Sep-15 271,304 1,821 20,821

B 14-Sep-14 MW 13-Sep-15
Butter | Market Value — Branded | 52 w/e 13/05/15

Butter | Market Value — Private Label | 52 w/e 13/09/15
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Scotland UK or GB
4,898 201,099
4,799 195,325



In Scotland we can see that British brands outsell Scottish brands by more than two to

one, whilst Danish brands outsell Scottish brands by ten to one.

60,000
50,000
40,000
30,000
20,000

10,000

. - - I

Denmark England Ireland Scotland UK or GB
14-5ep-14 45,391 * 2,573 4,756 14,202
13-Sep-15 47,872 * 2,125 4,781 13,125

N 14-Sep-14 M 13-Sep-15

Butter | Market Value — Banded — Scotland | 52 w/e 13/09/15

Overall whilst the total butter market is in growth, it is clear the majority of this growth is
coming from one origin and one brand, the Danish Lurpak brand.
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2.1.5 Retailer origin % breakdowns

All Butter

At a total level across GB almost 2% of butter sold is Scottish in value terms. At a
Scottish level all perform well with the exception of Morrisons and Waitrose, the stand

out performers are the discounters, particularly Aldi, with 10% of its butter value being

Scottish.
100%
o0 I I I
§0%
70%
60%
50% I
40% I
30%
20%
10%
0% .
Total GB  Tesco  Asda 5 Mor::m Co-Op  Aldi Lid Waitrose M&S
B Blended 05% 00% 00% 00% 00% 00% 00% 121% 00%  00%
B Denmark 37.8% 4L1% 467% 37.7% 421% 49.2%  0.9%  211% 26.2%  10.8%
m England 32% B1% 06% 39% 00% 00% 20% 00% 05% 00%
WEU or NZ 04%  0.0% 00% 00% 42% 00% 00% 00% 00% 00%
France 16%  20% 02% 10% 09% 01% 00% 00% 95%  01%
® ireland 53%  41%  16%  37%  43%  26% 291% 105%  43%  17.6%
Mot specified/ unaveilable  4.5%  45%  39%  48%  43%  19%  13.9%  32%  34%  38%
# Scotland 18%  13%  18% 09% 01% 27% 100% 53%  01%  78%
W UK or GB 44.0% 37.5% 44.8%  47.9% 441%  43.3% 429% 448% 561%  59.9%
mwales 07% 13% 01% 01% 00% 02% 12% 30% 00%  00%

Value | Butter | Total GB Market | 52 w/e | Product % of Category Value | 13-5ep-15

The two major origins were GB and Denmark, making up over 80% of the market,
followed by Ireland with 5%. This figure is skewed by Lurpak, which accounts for almost

all of the Danish origin sales. Later charts break out private label separately.
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At a Scottish level the figure rises to almost 13% of total sales being of Scottish origin
with retailers performing generally well, in particular the discounters, Sainsbury’s, Co-op
and M&S. Only 0.4% of Morrisons butter sold in Scotland was of Scottish origin over the
past year whilst almost 50% of Aldi’s was in the same period.

100%
90%
80%
70%
60%
50%
40%
30%
20%
10%

0%

Total Total Total Total Toml Co- Total Toml

Scotland  Tesco Asda TotalJs Marrisons Total Aldi Total Lidl Waitrose
o Blended 0.4% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 6.7% 0.0% 0.0%
B Denmark 54.9% 60.6% 64.5% 52.3% 61.4% 55.6% 1.6% 30.1% 28.6% 11.8%
= England 0.3% 0.6% 0.1% 1.1% 0.0% 0.0% 0.0%% 0.0% 1.2% 0.0%
mEU or NZ 0.2% 0.0% 0.0% 0.0% 2.0% 0.0% 0.0%% 0.0% 0.0% 0.0%
W France 0.9% 1.6% 0.1% 0.6% 0.6% 0.0% 0.0% 0.0% 25.3% 0.0%
o Ireland 6.0% 4. 3% 0.8% 1.6% 5.8% 2.3% 34.5% 13.1% 1.3% 13.2%
H Not specified, unavaikble 3.4% 3.5% 2.1% 3.3% 3.8% 2.4% 11.8% 2.0% 6.1% 2.3%
w Scotland 12 8% 9. 2% 10.6% 15.0% 0.4% 17.4% 49.1% 52.3% 7.6% 33.6%
EmUKor GB 205% 20.1% 21.73% 26.1% 25 9% 22 3% 3.1% 15. 7% 29 7% 39.2%
mWales 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%% 0.0% 0.0%

Value | Butter | Total Scottish Market | 52 wj/e | Product % of Category Value | 13-Sep-15

In terms of SKUs, most retailers had a good percentage of Scottish SKUs, with 12%
being the average, this shows that shoppers did have choice of Scottish products

available to purchase.

100%
905
805
705
6056
508
408
308
208
105

0%

Total Tesco Asda Morrisons  Co-Op Aldi Lidl Waitrose

M Belgium 0.5% 0.0% 11% 0.0% 0.0% 0.0% 31% 2.3% 0.0% 0.0%
M Blended 0.2% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 2.3% 0.0% 0.0%
M Denmark 25.6% 24.5% 24.2% 25.5% 23.1% 23.1% 37.5% 23.3% 23.2% 37.5%
m England 2.1% 3.9% 3.3% 1.2% 2.2% 1.9% 0.0% 0.0% 3.6% 0.0%
MWEU arNZ 0.3% 0.0% 0.0% 0.0% 2.2% 0.0% 0.0% 0.0% 0.0% 0.0%
¥ France 3.5% 2.9% 3.3% 3.7% 4.4% 1.9% 0.0% 2.3% 12.5% 0.0%
W Germany 0.2% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 1.8% 0.0%

Holland 0.2% 0.0% 0.0% 1.2% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Hreland 15.1% 15.7% 9.9% 12.3% 18.7% 21.2% 9.4% 11.6% B.9% 15.6%
M Mot specified/ unavailable 6.5% 10.8% 7.7% 6.2% B.8% 1.9% 31% 4.7% 1.8% 15.6%
M Poland 1.1% 2.0% 2.2% 2.5% 1.1% 0.0% 0.0% 0.0% 0.0% 0.0%
= Scotland 11.9% 9.8% 14.3% 13.6% 5.5% 17.3% 15.6% 16.3% 12.5% S.4%
B UK or GB 31.5% 29.4% 34.1% 33.3% 25.7% 32.7% 31.3% 32.6% 35.7% 21.9%
o \Wales 1.3% 1.0% 0.0% 0.0% 4.4% 0.0% 0.0% 4.7% 0.0% 0.0%

Scotland | Butter | Products sold in store past 52 weeks | Product % of KU count| wfe 13-Sep-15



Private Label Butter

Almost 40% of private label butter sold in retailers in the past year has been of Scottish
origin. Asda, Sainsbury’s, Co-op and Aldi are the strongest performers, whilst Waitrose
and Morrisons have no private label, Scottish origin butter. In the rest of GB only 0.8%

of private butter value is Scottish.

100%

90%

80%

70%

50%

20%

30%

20%

10%

0%

S;Dt]‘:r" g :::::, T°ta' Total IS M;D::;ns Tota IpCo Total Aldi Totallidl - tra Total M&S

B Blended 2.0% 0.0% 0.0% 0.0% 0.0% 0.0% 00%  141%  00% 0.0%
B Denmark 0.5% 2.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
B England 16% 4.3% 13% 6.8% 0.0% 0.0% 0.0% 0.0% 48% 0.0%
B EU or NZ 1.3% 0.0% 0.0% 00%  13.5%  0.0% 0.0% 0.0% 0.0% 0.0%
H France 05% 29% 0.0% 0.0% 0.5% 0.0% 0.0% 00%  13.9%  00%
u relznd 18.5%  B.6% 0.0% 00%  23.2%  9.6%  386%  257%  00%  15.0%
B Not specified/ unawailable  6.0% 5.2% 1.8% 47% 2.0% 6.1%  13.2%  18% 0.0% 2.6%
1 Scotland 385%  34.2%  686%  421%  01%  S580%  449%  331%  00%  380%
B UK or GB 30.7%  426%  28.2%  46.4%  B0.7%  26.4%  3.3%  25.3%  BL2%  44.4%
B Wales 0.0% 0.2% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%

Value | Private Label Butter | Total Scottish Market | 52 wie | Product % of Category Value | 13-5ep-15
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Branded Butter

100%

90%
80%
T0%
60%
50%
a0%
30%
208
10%

0%

Total Tesco Asda Marrisons  Co-Op Aldi Lidl Waitrose

M Belgium 0.4% 0.0% 1.4% 0.0% 0.0% 0.0% 4.5% 0.0% 0.0% 0.0%
W Denmark 32.1% 30.0% 30.1% 33.3% 30.4% 26.7% 54.5% 25.4% 26.5% S1.7%
m England 1.0% 1.3% 2.7% 0.0% 1.4% 2.2% 0.0% 0.0% 0.0% 0.0%
W France 3.2% 2.5% 2.7% 3.2% 29% 2.2% 0.0% 29% 12 2% 0.0%
W Germany 0.2% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 2.0% 0.0%

Holland 0.2% 0.0% 0.0% 1.6% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
M reland 15.8% 16.3% 12.3% 15.9% 18.8% 22. 7% 0.0% 11.8% 10.2% 0.0%
W Mot specified/ unavailable 2.4% 5.0% 4.1% 1.6% 4.3% 0.0% 0.0% 0.0% 2.0% 0.0%
W Poland 1.4% 2.5% 2.7% 3.2% 1.4% 0.0% 0.0% 0.0% 0.0% 0.0%
W 5cotland 11.5% 10.0% 12.3% 14.3% 4.3% 15.6% 13.6% 14.7% 14.3% 8.3%
W UK or GB 30.7% 32.5% 31.5% 27.0% 33.3% 31.1% 27.3% 35.3% 32.7% 0.0%
mWales 1.0% 0.0% 0.0% 0.0% 29% 0.0% 0.0% 59% 0.0% 0.0%

Scotland | Butter | Products sold in store past 52 weeks | Product % of SKU count| w/e 13-5ep-15

In Scotland, the above chart represents the dominance that the Lurpak brand has in
Scotland, £2 out of every £3 spent on branded butter goes on the Danish brand, whilst
only 7% of Scottish butter spend is spent on Scottish brands.
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This lack of spend cannot be attributed to the retailers lack of stocking Scottish brands,

the analysis shows that over 11% of SKUs stocked were Scottish.

100%
50%
BO%
7%
60%
50%
40%
30%
20%

10%
0%

scoimd Tt Auts TS vorons g | TRIA Tatala (S

m Denmark 67.7% 69.5% 70.2% 62.5% T722% B6.6% 14.7% 57.6% 38.4% 100.0%
M England 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
France 1.0% 1.4% 0.1% 0.7% 0.7% 0.0% 0.0% 0.1% 29.2% 0.0%
M reland 3.0% 3.7% 0.9% 19% 2.7% 0.8% 0.0% 1.6% 1.7% 0.0%
B Mot specified/ unavailable  2.8% 32% 2.1% 3.0% 4.1% 1.7% 0.2% 2.3% 8.2% 0.0%
W Scotland 6.6% 5.2% 5.5% 9.7% 0.5% 9.4% B3.9% 31.5% 10.3% 0.0%
B UK ar GB 18.6% 16.5% 20.6% 22.3% 15.8% 21.5% 1.2% 6.9% 12.2% 0.0%
H'wales 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%

Value | Branded Butter | Total Scottish Market | 52 w/e | Product % of Category Value | 13-5ep-15

At store, retailers were merchandising Scottish brands well in fixture, gaining prime eye
level facings in retailers. Brands such as Lurpak and Anchor are gaining volume through
merchandising by investing in promotional space on the end of aisles.

o

Waitrose Comely Bank Sainsbury's Blackhall Asda Leith
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2.2 Cheddar
2.2.1 Cheddar Executive Summary

The total GB cheddar market is worth almost £1.43bn, this has suffered a decline in
value of 4.7% over the past year despite a volume increase of 0.6%. The primary driver
for the decline has been a drop in average price per kg of over 5% to £6.30.

In Scotland the decline has been larger, 6.6% due to a decrease in volume of almost
1% to 20 million kg with a value of £125.8m. In Scotland less cheddar is bought per a
household, buying just over 7.5kg, almost a 1% year on year decline compared to 8.9kg
for total GB.

Across GB, 5.6% of all cheddar volume sold is of Scottish origin, with almost 75% from
UK or GB, 6.7% Irish and 6.3% from a mixture of UK, IRE, NZ and AUS.

In Scotland almost 27% of cheddar volume is Scottish, whilst 57% is from UK or GB,
5.1% from Ireland and almost 6% from UK, IRE, NZ and AUS.

Almost 38% of cheddar volume sold across GB is branded whilst for Scotland this figure

rises to over 43%. A breakdown of key origins and regions is in the table below:

Scotland 5.6% 27% 4% 31.7% 8.2% 20.3%

UK or GB 75% 57% 77.2% 52.8% 70.6% 62.7%
Ireland 6.7% 5.1% 10.1% 8.3% 1% 1%

UK, IRE, NZ, AUS 6.3% 6% 0% 0% 16.6% 13.6%

Irish cheese has a considerable amount of the private label market compared to butter,
particularly at the value end of the market. As well as this, there is much more mixed
origin cheddars in both brands and private label.
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SKUs by retailers is much more varied in the cheddar market, with regional British
cheddars stocked heavily across GB and Scotland. In the vast majority of cases, non-
Scottish, British regional cheeses had their origin marked as being of GB or UK origin

with the exception of PGI and PDO types.
2.2.2 Cheddar labelling

Private label Scottish cheddar, like butter had mixed results from retailers in terms of
detail. This ranged from express milk and production origin, to just a saltire to represent
the product being Scottish. Due to the distinct nature of Scottish cheddar in being its

own style, all the major retailers have private label Scottish cheddars.

Below are examples of the packaging labelling from some of the major retailers’ core

Scottish cheddar ranges:

m
IMe within 7 days and by

Tesco product which falls below \he
standard you expect. Just ask any

\ member of staff,
MATURE mt of pack. This does not affect
tatutor
COLOURED CHEDDAR ective atmosphere. Weareheremhelp;yoms 1y rights.
Rich { rounded Freephone 0800 50 55 55,
2 UK Mon-Sat, 9am-6pm. <
— e WD028 Shop on-line at www.tesco.com
‘j@ E 8 EC Produced in Scotland, using milk from
Scotland for Tesco Stores Ltd.,
< g o Cheshunt EN8 9SL, UK. &
...—_:""15‘ P © Tesco 2014. 5C103051

Tesco Scottish Cheese Mature Scottish Cheddar — produced in Scotland using
Scottish milk
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medium , mo

mlu -~ 3=
, call our careline _
Produced Nﬂlilthll Britishmilk E

ushg & i
Whamm O T—
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Sainsbury’s Scottish Mature Coloured Cheddar - produced in Scotland and packed
in the UK using British milk
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sphere.
packed in the UK

Lidl Valley Spire Scottish Medium Coloured Cheddar - produced in Scotland and

packed in the UK using UK milk

Aldi Glen Lochy Mature Cheddar- no declaration other than processor code but did

have a ‘produced in Scotland’ logo
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2.2.3 Cheddar packing and added-value processing

In the Scottish cheddar market there is a trend of the cheese being produced in
Scotland but then packaged in the UK. This trend appears in some private label SKUs,

and goes further to Scottish brands. Scottish brands in most cases are very forth

coming about this and express it expressly on its packaging, as noted with Graham’s
cheddar.

Granam > | MATURE WHITE CHEbm uees™
dartsrich  [woremonaL wromamon 00|
|/ Volues Per )

Is winning mlm«m& ‘
akes it my mumd-oilm urates 21.7g

onlyls | Comotydrate O.1¢ (of which sugarsgyg
:'“"’ of |Poeazgsonirg
SOUOS Rlergon Advice: Contains cows
ut It Is also - —
grodient 0 o riaredin s protective atmesshece.
nde choese  (Cossemowithin  weekolopesing | .

..»inw -h-wmu-mut .

58401002163"> liﬂ ﬁﬂ

There were examples of Scottish brands where block cheddar was produced and

packaged in Scotland, but sliced and grated SKUs of the same brands were packaged
in the UK. This suggests that there is a gap in Scotland for packing, slicing and grating
facilities for processors of both branded and private label cheddar.

In extreme cases it was noted that brands with origins from other parts of the UK were
trying to replicate the success of Scottish cheddars. Collier’s, a well-known Welsh brand

is currently trialing a Scottish cheddar, produced in Scotland with Scottish milk and
packaged in England.

22



Galloway sliced

Galloway block
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2.2.4 Cheddar market value

The retail take-home cheddar market is significantly larger than the butter market,
estimated to be worth over £1.42bn in annual sales across GB. Volume sales are
relatively flat, up by only 0.5% over the past year. Despite volumes being flat, the value

is down by over £70m, driven entirely by average prices being down by over 5%.

Attribution of Change in Spend

1429004 -47%

-70.154
Awerage Price (£)/(kg)
226,834 06%
9,642
! 'I -
Volume per Buyer (kg) Buyers (000}
891 -0.7%

KEY
M- Change
M -- % change

26,778 1.0%
14,750

Total Market | Totzl GB | Cheddar | 52 wife | Previcus Year 52 w/e | 13-52p-15

In Scotland, the market is smaller due the fact we buy almost 1.5kg less cheddar than
the GB average. This, coupled with a similar drop in average price per kg means the
market in Scotland is declining at a rate of over 6.5% in value terms. Last year there
was an estimated £9m wiped of the cheddar retail market due drop in price per kg to

leave the market at just under £126m.

Attribution of Chsr‘.ge in Spend

Spend (£000)

125,839 -6.6%
-8,914

¥

P~

z Awarage Price (£)/(kg)
20,013 -0.9%
-1,098

7.56 -0.8% 2,646 -0.1%
' 1,011 | 87
KEY Volume per Trip (kg) Total Households (000)
--'- 3% Change 26,778 1.0%
- < 3% change 1,554

Total Market | Scotland | Cheddar | 52 w/e | Frevious Year 52 wije | 13-3ep-15



Private Label/Branded Split

The cheddar market has a much higher private label presence than the butter market,
with it accounting for almost 60% of market value across GB. Scotland follows the same
trend of butter and other categories of being made up of more brand focused

consumers, in Scotland private label makes up closer to 50% of the total market.

Total
Total GB Scotland Total GB exc.

VALUE (E000) (E000) Scotland (£000)

Total
Market £1,429,004 £125,839 £1,303,164

Private
Label £836,921 58.6% £66,312 52.7% £770,609 59.1%

fElleels £592,083 41.4% £59,527 47.3% £532,556 40.9%

2.2.5 Origin Value

The total value of Scottish cheddar is estimated to be just under £82.5m, this has
suffered a drop in the past year of 4% to just over £85.5m, primarily due to a drop in the
value of branded. The private label market for Scottish produce has performed well in

the period.

800,000
700,000
600,000
500,000
400,000
300,000
200,000

100,000
UK, IRE, NZ,

England Ireland Scotland UK and IRE UK or GB AUS Wales

14-5ep-14 20,086 80,865 26,604 20,628 090,112 0 13,040
13-Sep-15 16,362 82,316 30,484 27,171 650,594 0 13,739

Cheddar | Private lzbel — GB | 52 w/e 13/05/15 B 14-5%ep-14 m 13-5ep-15



Scottish private label cheddar has grown in the GB market by 15% in the past year to
be worth over £30m, approximately one third of this is sold in the rest of GB, outwith
Scotland. Ireland accounts for just over 10% of the total private label market, almost
double of Scottish origin share. It is noted thought that some Scottish origin cheddar
may be labelled as UK or GB origin in retailers. The Irish private label cheddar

opportunity is significant, being worth more than £80m.

450,000
400,000
350,000
300,000
250,000
200,000
150,000

100,000

o i .
0 - I

UK, IRE, NZ,
AUS

14-5ep-14 4,245 9,720 38,991 13,044 417,965 95,683 11,300
13-5ep-15 4,772 7,406 31,893 6,005 416,104 92,400 9,162

England Ireland Scotland UK and IRE UK or GB Wales

Cheddar | Branded — GB | 52 wje 13/09/15 ] 14—Sep—14 ] 13—Sep—15

In branded origin sales, Scotland has traditionally had a strong hold of the market
across GB, currently standing at almost £52m, in the past year due to aggressive
promotions and the drop in cheddar prices it has declined by 15%. This is a trend seen

across most of the major origins due to the competitive landscape.
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Scottish origin branded cheddar is less much reliant on the Scottish market and almost
75% of its sales are made up from the rest of GB. The decline in the past year in the

rest of GB has been at a faster rate than Scotland.

40,000

35,000

30,000

25,000

20,000

15,000

10,000

5,000 .
0 -—
England Ireland Scotland UK and IRE UK or GB UK, Lﬁjé NZ, Wales

14-5ep-14 431 869 14,407 1,073 37,746 8,066 125
13-5ep-15 473 705 13,532 537 36,255 7,443 1459
Cheddar | Branded — Scotland | 52 wj'= 13/09/15 m14-Sep-14 m13-Sep-15

In Scotland, almost 25% of branded cheddar sold is Scottish, and 85% from the UK.
Irish branded cheddar accounts for just over 1% of the market whilst Pligrims Choice

mixed origin SKUs account for 13% of the market.
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2.2.6 Retailer Origin Percentage Breakdowns
Total GB Market

Across GB, almost 6% of the total cheddar value is Scottish origin, whilst 75% is UK or
GB which may contain some Scottish products. The majority of retailers perform well on
this measure, particularly Aldi where over 17% of cheddar value is of Scottish origin.
Irish cheddar makes up over 6% of the total GB market, with the majority of this coming

from private label, value tier SKUs sold in Tesco.

100%
S0% l

BD%

0%

60%

50%

A0%

30%

20%

10%

0%

Total GB Tesco Maorrisons  Co-Op Aldi Lidl Waitrose

m Canada 0.3% 0.6% 0.0% 0.7% 0.3% 0.0% 0.0% 0.0% 0.3% 0.0%
B England 1.5% 0.3% 0.4% 5.3% 0.1% 0.0% 1.5% 0.2% 1.1% 3.9%
B Ireland 6.3% 18.7% 1.06 0.1% 3.4% 0.7% 0.2% 09% 0.1% 0.1%
m Mew Zealand 0.1% 0.0% 0.0% 0.0% 0.4% 0.0% 0.0% 0.0% 0.0% 0.0%
m Other Country/Mot Stated  1.1% 0.6% 0.4% 0.3% 0.9% 0.0% 0.0% 54% 0.8% 0.0%
1 Scotland 5.8% 5.8% 5.8% 4.0% 6.2% 4.0% 17 4% 24% 5.3% 11%
UK and IRE 2.3% 13% 0.0% 0.0% 0.0% 0.7% 0.0% 0.0% 0.0% 0.0%
m UK or GB 74.5% 60.1% 91.0% 83.5% 75.1% 77.6% 76.3% 32.6% 50.5% 73.6%
m UK, IRE, MZ, ALIS 6.5% 10.7% 0.0% 3.2% 12.1% 16.5% 0.1% 6.5% 0.3% 0.0%
B Wales 1.6% 11% 1.3% 1.0% 1.5% 0.4% 4.5% 19% 1.5% 20.8%

Value | Total Cheddar Market | Total GB Market| Product % of Category valug |52 wie | 13-5ep-15
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In Scottish retailers the amount of Scottish origin represents more than a quarter of the
total market, with all retailers performing well with the exception of the higher end

retailers. Aldi, Co-op, Sainsbury’s and Aldi performed particularly well.

100%
90%
BO%
T0%
B0%
S0%
40%
30%
20%
10%

0%

Total Tesco Asda Morrisons  Co-Op Li Waitrose

m Canada 0.7% 0.8% 0.4% 1.3% 1.2% 0.9% 0.0% 0.9% 0.7%
B England 2.9% 3.0% 2.5% 4.2% 2.5% 1.4% 3.4% 1.3% 7.1% 4.5%
W Ireland 5.3% 8.8% 37% 3.6% 5.1% 6.8% 3.4% T4% 4.0% 2.2%
m Mew Zealand 0.5% 0.5% 0.4% 0.2% 0.9% 0.3% 0.8% 0.0% 0.6% 0.0%
m Other Country/Mot Stated  3.7% 3.3% 1.4% 2.5% B.1% 2.6% 3.0% 5.2% 2.5% 0.0%
W Scotland 13.7% 11.5% 14.4% 14.7% 16.2% 17.9% 20.0% 12.2% 10.4% 3.0%

UK and IRE 2.5% 2.1% 11% 17% 1.3% 1.4% 0.4% 2.6% 0.6% 0.0%
m UK or GB 60.1% 58.5% B5.6% 60.3% 53.5% 58.1% 55.8% 57.8% 66.9% B0.6%
m UK, IRE, NZ, ALS 4.45% 4.2% 2.8% 5.0% 3.8% 4.6% 4.5% 8.1% 3.4% 15%
mWales 6.3% 7.2% 7.5% £6.5% 7.7% B.0% 8.3% 4.3% 3.7% 7.5%

GE | Cheddar | Products sold in store past 52 weeks | Product % of 3KU count| wye 13-52p-15

Focusing on SKU counts, Scotland slightly under indexes at 13.7%, this measure
though does not take into account facings on shelf. It is also representative for the
whole year where there will be a vast amount of seasonal and regional SKUs in the

category which other categories such as butter will not encounter.

100%

a0%

B0%

70%

60%

50%

40%

30%

20%

10%

0%
Total Total Total Tut.al Taotal Co- ) Total Total
Seotland Tesco Acia Total 15 Mor:son op Total Aldi Total Lidl Waitrase  MES
M Canada 0.1% 0.3% 0.0% 0.3%% 0.2% 0.0% 0.0% 0.0% 0.0% 0.0%
m England 0.7% 0.2% 0.3% 1.4% 0.0% 0.0% 0.3% 0.2% 2.3% 8.1%
m Ireland 5.2% 15.4% 1.1% 0.0%% 2.7% 0.6% 0.0% 27% 0.3% 0.0%
H New Zealand 0.1% 0.0% 0.0% 0.0% 0.6% 0.0% 0.0% 0.0% 0.0% 0.0%
m Other Country/Mot Stated  0.9% 15% 0.7% 0.2% 0.8% 0.0% 0.0% 2.0% 0.5% 0.0%
m Scotland 26.7%  218%  290%  31.7%  193%  319%%  BO9%  15.8%  12.3% 11%
Uk and IRE 2.8% 13% 0.0% 0.0%% 0.0% 0.7% 0.0% 0.0% 0.0% 0.0%
H UK or GB 57.1%  4909%  GB.B%  64.4% 629%  54.B% 18.4%  744%  B0.2%  B46%
m UK, IRE, NZ, AUS 5.9% o.6% 0.1% 1.5% 124%  12.0% 0.1% 4.4% 0.0% 0.0%
m Wales 0.4% 0.1% 0.0% 0.5% 1.0% 0.0% 0.1% 0.4% 4.4% 5.3%

Value | Total Cheddar Market | Total Scottish Market| Product % of Category valus |52 w/e | 13-5ep-15



Private Label Cheddar

In Scotland, 30% of private label cheddar is Scottish, this is very variable dependent on
retailer. The best performers are Aldi, Co-op and Asda which all post over 40% of
products sold being Scottish. Tesco currently only has 17% of its private label cheddar
being Scottish, this is in part due to the high volume of private label Irish cheddar,

mainly in its value tier.

100%
S0%
B80%
T0%
o0%
50%
40%
30%
20%
10%

0%

Total

s: mlm | TT:; ;ﬁ: Total IS Mnr:mn T“S'pc':” Total Aldi Total Lidl w:ﬁ'ge E‘;:

u Canada 02%  06%  00%  05%  04%  00%  00%  00%  00%  0.0%
B England 07%  04%  03%  26%  01%  00%  03%  00%  43%  £1%
= Ireland BE%  353% 00%  00%  40%  0S%  00%  30%  00%  0.0%
m New Zealand 0.0%  00%  00%  00%  04%  00%  00%  00%  00%  0.0%
B Other Country/MotStated  12%  3.1%  00%  04%  13%  00%  00%  25%  05%  0.0%
# Scotland 303%  172%  402%  253%  177%  481%  B12%  163%  31%  11%
UK and IRE 45%  00%  00%  00%  00%  00%  00%  00%  00%  00%
= UK or GB 537%  43.4%  504%  704%  740%  510%  185%  781%  021%  B4.6%
B UK, IRE, NZ, AUS 00%  00%  00%  00%  00% 00%  00%  00%  00%  0.0%
B Wales 05%  01%  00%  08%  20% 00% 00% 00% 00%  53%

Value | Private Label Cheddar | Scottish Market| Product % of Category value |52 w/e | 13-32p-15
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Branded Cheddar

In Scotland the branded market is strong for Scottish cheddar, with almost 23% of value
being Scottish. Over 60% of category value is of UK or GB origin, whilst the other major
segment is a UK, IRE, NZ and AUS mixture, this is from some of the major Pilgrim
Choice SKUs. Most retailers stock a good range and Tesco, Sainsbury’s and Asda
perform particularly well in this segment.

100%
St
Bl
Tt
&0%
50%
4
30%
20
1%

0%
Asda

Scotland Teseo TOES ormons op | TS A Tomdl ot

m Canada 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
m England 0.8% 0.0% 0.2% 0.1% 0.0% 0.0% 0.0% 1.1% 0.0% 0.0%
B Ireland 1.2% 12% 2.0% 0.1% 1.4% 0.3% 0.0% 1.5% 0.7% 0.0%
B Mew Zealand 0.1% 0.0% 0.1% 0.0% 0.9% 0.0% 5.0% 0.0% 0.0% 0.0%
m Other Country/Not Stated  0.5% 0.5% 13% 0.0% 0.3% 0.0% 0.0% 0.1% 0.6% 0.0%
m Scotland 22. 7% 25.2% 20.4% 38.5% 20.8% 15.7% 51.4% 13.5% 22.3% 0.0%
UK and IRE 0.9% 2% 0.0% 0.0% 0.0% 15% 0.0% 0.0% 0.0% 0.0%

m LK or GB 60.9% 54.6% 75.5% 58.0% 52.6% 58.5% 14.3% 55.5% 67.1% 0.0%
m LK, IRE, NZ, AUS 12.5% 16.4% 0.2% 3.1% 24. 0% 23.9% 13.59% 22.0% 0.0% 0.0%
m\Wales 0.3% 01% 0.0% 0.2% 0.1% 0.0% 15.4% 1.9% 9.2% 0.0%

Value | Branded Cheddar| Scottish Market | Product % of Category value |52 w/fe | 13-5ep-15
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In terms of SKU counts of Scottish brands, retailers perform very well, with almost a

guarter of branded SKUs in Scottish retailers being of Scottish origin. This will be

bolstered by limited edition and seasonal SKUs. All retailers perform well against

branded measures, with the exception of M&S which carries only a minimal branded

range.
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1.0%
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0.0%
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0.9%
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0.0%
0.7%
27%
0.0%
1.4%
31.3%
1.4%
53.1%
7.5%
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Morrisons
0.0%
0.0%
6.5%
1.2%
4.9%

26.5%
0.0%
50.6%
28.2%
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Co-Op
0.0%
0.0%
32%
0.0%
11%

30.1%
31%

4958

12.9%
0.0%
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0.0%
0.0
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0.0
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17.1%
4.9%

Branded - Scotland | Cheddar | Products sold in store past 52 wesks | Product % of SKU count| wie 13-32p-15
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3. Conclusions and Recommendations

3.1 Key Findings — Butter

e The butter market in Scotland and the rest of GB is made up predominately by
brands.

e This is due to the nature of the shopper, the successful marketing of branded
butter, regular promotion and successful innovation in growing categories such
as spreadable butters.

e Scottish processors have been slow to innovate and market. Whilst now
demonstrating growth, they have not achieved the penetration of leading brands
such as Lurpak and Anchor.

e Over two thirds of branded butter sold in Scotland is Lurpak Scottish branded
butter is struggling to grow outwith Scotland (less than 1% of sales) and is not
keeping at the pace with British and European rivals, primarily due to a lack of
significant marketing investment both in Scotland and in the rest of GB.

e Retailers currently support Scottish processors well in terms of the stocking of
Scottish origin private label block butter. The exception is Morrisons whose
sourcing is poor and lags significantly behind the market.

e Whilst block butter is an important sector to the category, the fastest growing
sector in the butter market is spreadable butter. Most of these are sourced from
Ireland.

Current labelling of Scottish butter is good across retailers and brands. However,
many though do not commit on labels to using Scottish milk, only declaring GB

milk as the source, even though it is likely to be Scottish.
3.2 Key Findings — Cheddar

e The retail cheddar market is more important to Scottish processors, worth more
than twice the value of butter.

e Retailers stock a good amount Scottish cheddars both branded and private label
across GB.

e The market is more commodity driven than butter, with private label having a
stronger hold and promotions often dictating shopper choice.
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The dominant brands in the retailers are primarily Scottish and British origin
rather than European.

Unlike with butter, there are significant sales of Scottish brands south of the
border.

However, it is unclear if GB-wide sales of Scottish butter are driven by a
perception of “Scottishness” by shoppers. Further consumer research would be
necessary to clarify this.

Clarity of labelling of private label and branded products is mixed; the majority of
private label products fail to fully declare that the product is made in Scotland
using Scottish milk.

Scottish branded products are predominantly clear about both cheddar origin and
packaging origin, even if not within Scotland.

There are some Scottish cheddars that should have clearer information on origin
of cheddar so that shoppers are in no doubt of what they are purchasing.
Packaging and added value processing appears to be a gap for Scottish
processors, some Scottish brands expressly declare that its product is made in
Scotland but packed in the UK. This would suggest that there is limited
packaging, grating and slicing facilities for cheddar in Scotland meaning that

products have to travel south of the border for finishing.

3.3 Overall conclusions and recommendations

Scotland has a strong dairy processing base that is being supported in most
parts by the retailers through varied stocking and sourcing of products.

Scottish processors struggle to create strong brands that can compete with the
large multinational processors. Scottish consumers have a higher propensity to
purchase brands, but to date have supported non-Scottish butter products.
Scotland performs well in cheddar, but the market is large and there is room for
greater penetration. However, to do this they need to innovate to grow the
cheddar category rather than cannibalise what is currently on offer.

This is true for the butter market; Scottish brands have been creating ‘me-too’

products to mimic the market leaders. This is unlikely to have success out with
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Scotland as has been demonstrated by the woeful presence of Scottish branded
butter in the rest of GB.

This work has focused on two of the largest dairy categories (butter and
cheddar). To understand the retail dairy sector in more detail it would be
beneficial to understand the other large categories, particularly yogurt, ice-cream
and liquid milk.

This report provides an overview of the GB and Scotland retail market. It is
therefore a comprehensive but not full picture of the added-value dairy market.
To provide a full view of the sector it would be beneficial to carry out similar work
for the foodservice sector. However, complexity of the market and lack of data
still makes this unachievable in a credible form.

For the overall sector to grow it will be important to consider the current
processing landscape in Scotland, to fully understand capacity and supply. This
should consider what gaps may exist and what is holding back processors in
producing innovative, NPD that could grow the Scottish market.

Labelling across products from retailers is generally good, but lacking in
consistency. Clearer labelling from some would be beneficial for the industry and
consumers.

Both the cheddar and butter sectors have large potential going forward, both in
terms of private label and branded goods.

There may be potential for an added value cheese processing facility in Scotland.
It will be important for Scottish companies to have commercial, marketing and
operational support to compete with large multinational processors both in GB
and across Europe.

This work has provided new insight into two key dairy categories. This allows a
more focused discussion with processors and retailers based on facts not
perception.

There will be merit in extending this type of analysis to other product categories

beyond dairy, to identify opportunities and establish barriers to growth.
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