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The Big Pictiure

For the first six months of 2004, the California dairy
industry continued the overall trend of increased milk
production and total number of milk cows. The industry
finally felt some relief from the previous year’s low farm
prices, as farm prices steadily increased to an all-time
record high in June. However, the second half of 2004
started with the farm prices beginning a downward
trend. The record high prices of June and July
contributed to slow retail and commercial sales of dairy
products, and more milk was diverted to ice cream and
cheese production. For four of the first six months of
2004, California recorded milk production over three
billion pounds and compared to the same period in
2003, California milk production is up 1.3 percent. For
the U.S. overall, for January-June 2004 compared to
the same period in 2003, milk production is up 0.1
percent, cow numbers have decreased by 90,000, and
average production per cow is up 250 pounds per cow.
For the third quarter of 2004, compared to 2003, USDA
projects that U.S. production will be at the same level.

California continues to lead the nation in the production
of market milk, butter, and nonfat dry milk, producing
an estimated 21, 29, and 46 percent, respectively, of
the nation’s total production. As in 2003, this year
continues the steady growth of cheese production with
California producing 21 percent of the nation’s total
cheese. If the current trend in cheese production
continues, California could produce a record 1.98
billion pounds of total cheese by year-end, an 8.0
percent increase over last year’s record 1.8 billion
pounds. The year 2003 recorded a decrease of 4.8
percent in butter production, and the first six months of
this year have continued this trend with butter
production down 6.4 percent from the same period last
year. Nonfat dry milk production continued to decline
for the first six months of 2004, with production down
0.2 percent compared to the same period last year.

When compared to the same period in 2003, utilization
of milk in California for the first six months of this year
declined 0.7 percent. Class 4a and 4b products
accounted for 75 percent of all California dairy products
for January-June 2004 on a total solids basis.
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2004 MID-YEAR REVIEW

Milh Prices

As has been said many times before, what a
difference a year makes! The low milk prices that
dominated discussions in the dairy industry for most
of 2003 are now just a distant memory. Given the
current pricing environment, it does not seem
conceivable that in 2003, the overbase price was
below $10 per hundredweight for six consecutive
months. The “window” of prices from 2003 through
2004 provides just another example of how milk
prices can and do move both up and down rapidly.

It also shows that the volatility in milk prices is tied to
the inherent instability realized in dairy commodity
markets and not to adjustments to California’s milk
pricing formulas. In other words, the same pricing
formulas that resulted in $10 per hundredweight milk
a year ago are the same ones that are now giving
prices in the $15 to $17 per hundredweight range.

Transportation lusnes

On August 4, 2004, the Department will be holding a
public hearing to receive testimony regarding
transportation issues in the dairy industry. It has been
only one year since the last transportation hearing, a
reflection of the dynamic landscape of the California
dairy industry. Much of the discussion regarding milk
movement has focused on the continuing evolution of
Southern California from a significant milk producing
region to a highly urbanized region. While the dairy
industry in Southern California has been shrinking for
years, the rate of dairies exiting Southern California
has increased significantly recently. For example,
during the first five months of 2004, milk production in
Southern California has decreased by 15 percent
when compared to the prior year. In contrast, milk
production decreased by less than 8 percent during
the same time period in 2003. With nearly two—thirds
of the state’s population in the Los Angeles basin and
a full complement of plants to supply dairy products to
that population, it will become increasingly important
to move milk to those processing facilities by means
that are efficient, orderly, sustainable, and
predictable.

This publication was prepared in the Division of Marketing Services, Dairy Marketing
Branch, and is a joint effort of the California Department of Food and Agriculture, the
U.S. Department of Agriculture, and the National Agricultural Statistics Service. This
publication would not be possible without the cooperation of the individuals and firms
engaged in the production, manufacture, and distribution of milk and dairy products.



Top Ten Counties
in Milk Production

San Joaquin #7

Stanislaus #3
Madera #10

Fresno #8
Merced #2

Tulare #1

Kings #4

San Bernardino #5

Riverside #9

Milk Production

I Jan-June 2004 7o Change
(By Rank) (In Pounds) from 2003
Tulare 4,733,474,500 0.85%
Merced 2,480,287,692 2.11%
Stanislaus 1,845,717,174 2.97%
Kings 1,533,135,434 3.48%
San Bernardino 1,449,725,775 -16.79%
Kern 1,251,322,511 25.35%
San Joaquin 1,089,065,004 1.36%
Fresno 1,043,624,483 8.00%
Riverside 738,962,027 -16.55%
Madera 668,123,540 21.52%

CALIFORNIA MILK PRODUCTION

Percent Share of California’s Milk
Production, January-June 2004
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» The top ten counties accounted for 93% of California’s total milk
production and 22% of the nation’s total milk production.

» For the top ten counties, in comparison to the same period in 2003,
Kern County recorded the largest increase in milk production at
25.4%, and San Bernardino and Riverside counties showed the
greatest decreases in milk production at -16.8% and -16.6%,
respectively.

» Compared to the same period last year, San Bernardino County
dropped from ranking 4th to ranking 5th in milk production, and
Riverside County dropped from ranking 8th to ranking 9th in milk
production.

* The milk production of Tulare, Merced, Stanislaus, Kings, and San
Bernardino counties accounted for 16% of total U.S. production.

California Commercial Production of Market and Manufacturing Milk
January-June, 2003 vs. 2004 (In Thousand Pounds)




NET MILK AVAILABLE /s MILK MOVEMENT

Net Milk Available in California
In Thousand Pounds, January-June, 2000-2004

Grade A Milk Movement to Stanislaus and Riverside Counties, May 2004

Pounds of Milk Flowing to
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(In Thousand Pounds)
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California Grade A Ranch-to-Plant Milk Movement
Selected Counties, May 2004




CONSUMER MILK DOLLARS / RETAIL PRICES
Weere Do Comsumer’s Mille Dollars Go?

Sacramento, May 2004

Under both California and federal milk marketing orders, minimum farmgate prices are regulated, but retail prices are not.
Consumers often assume that most of their milk dollar goes to dairy farmers. The chart below shows that farmers receive
about half of the retail price of milk.
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for reduced fat milk; $0.20 {6%} for lowfat milk)
Retail price data for Sacramento for May 2004 obtained from A.C. Nielson Company

Comparison of Northern California Class 1 Farm Price and
Sacramento Average Retail Price - Whole Milk, 1999-2004




U S MILK PRODUCTION

U.S. Milk Production (In Million Pounds)
Top 20 Reporting States: January-June 2004
Percent Change from Same Period in 2003

I e Top Twenty Statea:

* U.S. milk production in the top
twenty reporting states for
January-June 2004, showed an
overall 0.02% decrease compared
to the same period in 2003.

* These top twenty reporting states
produced 86.9% of the nation’s
total milk production.

* The strongest increase in milk
production was recorded by
Indiana (+11.1%).

» Twelve of the top twenty milk
producing states reported

! . 1 B Decreased 0.1% - 2.8%
decreases in production with o
Kentucky showing the largest B Increased 0.1% - 3.0%
decrease (-6.6%). B Increased 3.1% - 12.0%

Percent Change from Jan-June 2003

U.S. Total Milk Cows (Per 1,000 Head)
Top 20 Reporting States, June 2004
Percent Change is June 2004 vs. June 2003

I 2 Top Twesty Stater:

» U.S. total milk cows in the top
twenty reporting states for
January-June 2004, showed an
overall 0.4% decrease compared
to the same period in 2003.

» The strongest increase in the
number of cows was recorded
by Idaho (+5.2%); while the
biggest decrease in the number
of cows was recorded by Virginia
(-12.8%).

» Twelve of the top twenty milk
producing states reported a
decrease in the number of cows.

* The top twenty milk producing

: e states accounted for 86 percent

B Increased 2.7% - 6.0% of the nation’s total milk cows.

Percent Change from June 2003
B Decreased 0.1% - 3.5%



