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Prices of Dairy Products for the 1963/64 Season

Report prepared by the National Marketing Council

PRICE DETERMINATION DECISIONS OF
THE DAIRY BOARD

On the 29th and 30th April, 1954
the Dairy Board reviewed the prices of
dairy products for the 1963/64 season,
?ng decided with effect from 1st June
S

1-_ to increase the basicproducers'
Prices by 33c per b, for butterfat and
by 13¢ per 100 ib. for industrial milk;

2: to leave the winter premiums un-
disturbed; and

:13- to increase selling prices by 3c per
b, of butter and 2c pexr 1b. of cheese.

The relative prices are shown in
Nnexure 1,

pRODUCTION AND CONSUMPTION

t‘ The course of production and consump-
lon of butter and cheese, as well as
€ milk intakes by condensing factories
Ce the 1952/53 season, are shown in
Mnexure 9, In respect of " butter and

¢ " :
1€ese the position can be summarised
as fOU.OWS:_

si

Since 1360/61 a marked decrease in
the production of butter and cheese, and
a marked increase in the consumption,
occurred. On the basis of sales, the in-
creases in consumers' prices on the 1st
June 1963 (see Annexure 3) would not
appear to have affected consumption
noticeably.

Due to a substantial reduction in stocks,
2,4 million 1b, of cheese had to be im-
ported during 1962/63 at a loss of about
R100,000, and recently arrangements had
also been made for the importation of a
further 2} million 1b, during the current
season; an estimated loss of R125,000
will be involved on thistransaction. These
losses represent about 5¢ per lb., which
is more or less equal to the import duty
which the Dairy Board has to pay. Since
the end of the 1962/63 season arrange-
ments have been made for the importation
of 15 million 1b. of butter, of which
123 million lb, are for the current
(1963/64) season, On the first orders
for 2.9 million 1b., a loss of about
7c per 1b. was incurred after payment

Butter Cheese
Net increase (+) Net increase (+) or
or decrease (-) in: decrease (-) in:

Production | Consumption | Production | Consumption

19(52/53 till 1958/59
average p,a.) +2.4
1222/59 till 1959/60 +8.8
/60 till 1960/61 +16.2
1920/61 till 1961/62 -5.6
196;/62 till 1962/63 -6.7
/63 till 1963/64 - 4.8
(1963/64 estimated)

Million pounds

1.2 +0.6
2.4 +0,7
5.2 +0,8
3.0 +2.,5
2.2 +1.9
1.1 +1,3




of import duty of 1.65c per lb. On the
further importations it is expected that
a small profit will probably be shown.

During the past (1962/63) season the
consumption. of condensed milk products
increased appreciably, and a substantial
increase in the intakes of condensing
factories was experienced. Forsome
years now large quantities of skimmed -
milk powder have had to be imported,
whilst in the case of condensed milk and
full milk powder it is only possible to
satisfy the demand by importing
baby foods, which would otherwise have to
be manufactured from the industrial milk
intakes.

PRICES

The prices of dairy products for each
year since 1952, calculated for the full
year on the basis of the prices effective
during June of each year, are shown in
Annexure 3.

The prices of butterfat and industrial
milk were reduced by 6c per lb. butter-
fat and 24c per 100 1lb, milk during
the period November 1960 to December
1961, Compared therewith, the average
prices till November 1963 were increased
by 2ic per lb. for butterfat and 17¢
per 100 1lb. for industrial milk, During
the period 1st March to 31st May 1964,
dairy products also received, by way of
an interim arrangement, a special
premium of 1lc per pound for butterfat
and 3c per 100 pound industrial milk.
According to the proposals of the Dairy
Board, the average prices, calculated over
a full year from 1st June 1964, will
be further increased by 33c per pound
for butterfat and 13c per 100 pound for
industrial milk - this includes the
special premium which has been in-
corporated in the present proposed prices.

PROCESSING AND MARKETING COSTS

The manufacturers' margins for the
1963/64 season have been calculated on
the same basis as that applied in the
past, with the exception that provision
has now been made by the Board for an

allowance for interest on working capital
at1 the rate of 9 per cent, as against
83 per cent in the September 1963
estimates. The present estimates for
processing and marketing costs show an
increase of about 0.18c per pound onbutter
and a decrease of 0.10c per pound on
cheese when compared with those of
September 1963.

STABILISATION FUND

The balance in the Stabilisation Fund
at the end of the 1962/63 season is
estimated at R3,305,000. On the basis
of the proposals made by the Dairy
Board in regard to prices, it is estimated
that at the ond of the 1963/64 season
the fund will show a credit balance of
about R5,012,000,

GOVERNMENT SUBSIDY

The subsidy approved by the Govern-
ment for the 1963/64 dairy season is as
follows:-

1. A fixed amount of R4,530,600 on
local sales; plus

2. a conditional liability of the Treasury
in the event of an under-estimate of the
manufacturers' margin on butter.

As regards (2), the conditional liability
of the Treasury is limited to the amount
of ?.1250 per pound. For this purposé
an amount of R100,000 has been provide
in the 1963/64 estimates for subsidies-

VIEWS OF THE DAIRY BOARD

The Dairy Board points out that strong
representations had been made to the boaTl
for substantial price increases, to enabil®
producers to continue with dairy farming
and to revive interest in the industry-
Representatives of the Commodity Com”
mittee for Industrial Milk of the Soutd
African Agricultural Union requested 27
increase of 20c per 100 pound for industri#
milk and 5c per pound for butterfat-



Since December 1961, when prices of
dairy products were reduced, production
declined appreciably whilst consumption
Increased steadily. These tendencies
Tesulted in afurther accentuation of short-
ages in the industry during the current
Season.

The present position in the industry
Can be attributed to the combined impact
on the industry of drought conditions
and the relatively unremunerative prices.
The Board draws attention to the severe
drought which has been experienced since
December 1963 and which has adversely
affected the position; but it considers it
doubtful whether the present demand could

ave been met even if the season had
been fairly normal. Statistics at the dis—
Posal of the Board show amarkeddecline,
Especially during the first quarter of 1964,
In the number of producers supplying
CTeam and to a lesser extent also in
the number of those supplying milk. The
Production per producer dropped
&ppreciably for both cream and milk.
‘naer present world conditions, and the
limiteq sources from which supplies can
be drawn, it is essential that the Republic

Comes self-sufficient again as soon as
Possible, -

; In the light of these circumstances,
he Board unanimously decided that prices
Should pe increased. The problem was
°nly by how much prices could reason-
at?ly be increased to stimulate production,
Without affecting consumption adversely.
£ Was generally felt, and also evident
Tom the reactions of the producers, that
'© special premiums of 1ic per pound
n;{ttErfat and 3c per 100 pound industrial
rllk,'Which the Board has been paying
19%1;1 its stgbilisatign fund since 1st March
af c’t Were insufficient to have the desired

SUC}?ecal{se the consumption of butter has
of t an important effect on the economy
Part'he dairy industry, the Board was
effe 10&112}1‘.137 concerned as regards the
pri ¢t which a further increase in the

C® of butter might have on consumption.
. he Price of butterfat is already high

Telation to that of cheese milk, and it

was doubtful whether it could face a
further increase, the price of butter has
largely become the determining factor
in the price of cheese milk. With an
increase of 2c per pound for butter,
cheese milk could only be increased by
8c per 100 pound which represents a mere
5c increase in the present price. It is
felt that an’increase of 5c¢ per 100 pound
for industrial milk, as compared with 20c
per 100 1b. for fresh milk, which has
been approved for Natal, will not have
the desired effect on production. The
Board, therefore, considers it necessary

to increase the price of butter by 3c per

pound, which will thus enable an increase
of 13c per 100 pounds in the price of
industrial milk - 10c more than the
present price; The corresponding in-
crease in price for butterfat will then
be 33c per pound - 2c¢ more than the
ruling price.

It is not anticipated that the proposed
increase in the price of butter will affect
sales of butter to the more well-to-do
section of the community to any marked
extent. The lowering of prices in 1961,
however, brought about an appreciable
increase in the consumption of the lower
grades of butter, and anincrease inprices
now might have the opposite effect. In
view of the present shortage of butte.
it is, however, no longer possible to meet
the demand for the lower grades. When -
the price of butter was increased by 2c
per pound in June 1963, the price of
butter, sold under the Board's Eat More
Butter Scheme in the Bantu townships,
was not increased. The difference inprice
is at present 5¢ per poundandis financed
out of the Board's Stabilisation fund. This
resulted in black-market operations, and
the Board has therefore decided to reduce
the difference once more to 3c per pound.
The price of butter under this scheme
will therefore be increased by 5c.

The Dairy Board requests that favour-
able consideration be given to the
suggestion that the Government subsidises
part of the proposed increase in the price
of butter. The Board is of the opinion
that in present circumstances of rising




prices, and inflationary tendencies, such
action would be to the advantage of the
industry and of the population generally.

An increase of 13c per pound oncheese
would be sufficient to cover the proposed
increase in  cheese-milk prices. In
practice, however, the increase will
probably be 2c as the retail trade does
not operate in half cents. The price of
cheese will therefore be increased by 2c,
and the extra Lc per pound will be for
the credit of the Stabilisation Fund. As
cheese is not sold in pound units like
butter, price does not have an equally
important effect on consumption.

As far as the manufacturers' margin
is concerned, the Board decided in August
1963 to increase the return on working
capital from 73 per cent to 9 per cent.
The Board felt that, as in the case of
fixed capital, an allowance of 10 per
cent on working capital would probably
be warranted, The Board, however,
decided to await the results of a cost
investigation which has  just been
completed, in order to obtain clarity
as regards the concealed penefits the
industry might derive - and which had
not Dbeen tzken into account in the
calculation of the margin. The Minister
accepted an allowance of 83 per cent on
the understanding that the Dairy Board's
resolution would be reviewed when the
results of the cost investigation became
available.

At the recent meeting of the Dairy
Board the manufacturers made
representations for a simplification of
the procedure in calculating the margins,
by taking into account all costs incurred
and all revenue earned and then deter-
mining the remuneration on capital at
an appropriate level. Although this pro-
posal has certain definite advantages, it
would require further consideration before
it can be adopted. The Board accordingly
decided to hold the matter over for con-
sideration at its meeting during July 1964,
with a view to possibly applying a different
method during the 1964/65 season.

The most recent cost investigation,
covering the 1962/63 season, shows that
the over-allowances in the margin ex-
ceed the under-allowances by .021 cent
per pound in the case of butter and .010
cent in the case of cheese. Compared
with these, an increase of one per cent
in the allowance in the remuneration on
working capital represents about .05 cent
and .07 cent per 1b. for butter and cheese
respectively. In the light of these figures
the Dairy Board is of the opinion that an
allowance of 9 per cent for interest on
working capital, by way of an interim
arrangement, is justified. The Control
Board accordingly now confirms its
previous resolution to allow inthe interim
9 per cent for both the 1962/63
and 1963/64 seasons. As far as the
1962/63 season is concerned, it wiil
make no difference in the case of cheese,
since a small surplus was shown by the
factories and no refund is therefore
necessary. In the case of creameries
the refund from the Contingency Fund
will be increased from .086 to .110
cent per pcund.

As regards the Stabilisation Fund, the
Dairy Board considers it imperative to
strengthen the fund to a level which
would enable it to adsorb possible shocks
in the industry, and for this purpose to
avail itself of the present favourable
conditions in the economy of the country.
With a strong Stabilisation Fund it will
also be possible to render assistance t0
producers in times of drought by way of
specially increased prices. It will, how~
ever, be necessary to adjust producers'
prices more expeditiously when climatic
conditions become favourable again.

VIEWS OF THE MARKETING Cé)UNCIL

The Marketing Council wishes to point
out that the drought conditions
particularly since  December 1963,
undoubtedly contributed to the presentun-
favourable and unsound state of affairS
in the dairy industry. Consequently it
is necessary to proceed cautiously, 1P
order to ensure that the price structur®



in the dairy industry is not raised unduly
on the basis of circumstances which are
of temporary nature.

In view of the necessity that steps
Should be taken to relieve the serious
bositicn at present prevailing in the
industry, the Marketing Council supports
the price proposals submitted by the
Dairy Board. The Marketing Council, how-

ever, desires to emphasise that: producers'
prices must be adjusted timeously when
climatic conditions once more become
favourable and when supply and demand
would justify such action. The proposals
of the Dairy Board in respect of the
margins for manufacturers also seem
reasonable, and the Marketing Council
recommends  approval thereof by the
Minister.

THE "DIRTI FIVE" AND THE "SIX M's"

An indication of the extent to which farming is becoming a business undertaking
Is contained in the fact that the modern farmer is increasingly making use of certain
€conomic terms, previously known only to industry and trade.

Thus, the farmer has always known (and respected) "working" costs, but "over-
heads" was a mysterious word to the majority of farmers in the past.

However, nc farmer can be an efficient manager Without keeping constantly in

mind the five letters D.IL.R.T.I. = -
Tepairs, taxes and insurance.

referring, of course, to depreciation, interest,

Similarly, the "Six M's" are slowly but surely creeping up on the farmer. Be-
Cause what used to be "essentials for economic development" in the past in respect
of Mining, industry and trade only, is now becoming equally essential in respect
of farming: Money, materials, machinery, manpower, markets and management.

(Submitted anonymously).

ALL-RISK CROP INSURANCE: EMPHASIS ON EXPANSION

Expansion of this service to farmers in the U.S.A. is now being given primary

consideration. This is a major shift in

emphasis after a period of experimenting on

& limited basis with the primary aim to develop a sound basis for providing all-risk

Insurance of farm crops, which could be expected over a representative period of

ye{irs to result in premiums paid by farmers balancing with the insurance indemnities

gi‘_ld to them, This is the objective of the legislation providing for the development of
IS basic farm insurance which otherwise would not be available.

b Attesting to the fact that all-risk insurance can be offered and operated on the
asis contemplated by the legislation are the five consecutive years in which premiums

aV? exceeded indemnities,

and the cumulative loss experience for the 1948-61

Tled during which only 94 cents of each premium dollar was required to pay in-

demnitieg,

- Federal Crop Ins. Corp.: Annual Report for 1962.




Annexure 1

RULING AND PROPOSED PRICES FOR DAIRY PRODUCTS: 1963/64 SEASON

Proposals by the
Dairy Board as

Producers' prices

Basic price for butterfat - per pound
Winter premiums - per pound

Average winter premiums for year -
per pound
Special premiums - per pound

Basic price for cheese milk - per 100
pounds
Winter premiums - per 100 pounds

Average winter premiums for year -
per 100 pounds
Special premiums per 100 pounds

Milk for condensing

June and October: 15¢
July/September: : 25¢

8.1c

Winter premiums:

Ruling
supported by the
Markéting Council
31.5¢c 35.0c
June and October: 3c |June and October: 3c
July/September : 5c |July/September : 5c
l.4c 1l.4c
March/May 1964: 1, 5¢ -
150c 163c

June and October: 15¢
July/September : 25¢

8.1c

March/May 1964:3.0c -

Basic price: 10c higher than cheese milk

As for cheese milk

Special premiums: As for cheese milk

Stabilisation Fund - Estimated net
contribution 1963/64 Season

According to ruling
prices and dis-
continuation of

temporary special
premiums from
1st June 1964

According to Dairy
Board's proposals
as supported by
Marketing Council

R R
Butter 594,000 911,000
Cheese 413,000 554,000
Milk for condensing 347,000 347,000
1,354,000 1,812,000
Less Advertising costs 200,000 200,000
- 1,154,000 1,612,000
Add Estimated credit balance at 30th
T September 1963 (afterdeduction of
the Board's share of R121,000 in
respect of losses onbutter imports
during 1962/63) 3,305,000 3,305,000
Allowance for interest 95,000 95,000
Estimated position of fund at the end of
the 1963/64 dairy season 4,554,000 5,012,000
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PRICES OF DAIRY PRODUCTS

Annexure 3

Producers' prices

(calculated over a full year)

'Wholesale prices

For year from . Ditference
Butter Cheese |Condensing; between
fatl) milk milk  [butterfatand | DUIeT | Cheese
cheese milk
Cents per 100 1b milk Cents per pound
June 1952 128 157 165 29 28.3 20.8
June 1953 133 165 174 32 31.3 | 24.6
June 1954 130 159 169 29 31.3 24.6
June 1955 130 159 169 29 31.3 24.6
June 1956 130 157 167 27 31.3 24.6
June 1957 130 161 173 31 31.3 24,6
June 1958 129 165 177 36 31.3 25.4
June 1959 132 175 185 43 31.3 25.4
June 1960 136 171 181 35 33.3 25.8
June 1961 127 161 171 34 32.5 25.5
June 1962 113 147 157 34 27.5 24.0
June 1963 118 159 169 41 29.5 25.5
November 1963 123 164 174 41 29.5 26.0
March to May 19642)| 128 167 177 39 29.5 | 26.0
June 1964°) 136 177 187 41 32.5 | 28.0

1) Price of butterfat in calculated on a
butterfat content of 3.726 per cent.

3) According to proposals by the Dairy Board.

12

2) Includes the special premium of 13c per lb.butterfat and 3¢ per 100 1b. industrial
milk applicable during this period.



