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World Dairy Situation and Outlook

Duringthepag sixm onths,globaldairy marketshaveexperienced
an explosveincreaseinproduct pricesdueto aconvergenceofsveral
events. First, thedeclineof theEU inglobd dairym ak ets (particularly
milk powder markets) wasfar more rapid and acutethan had originally
been anticipated and was punctuated by the supendon of all dairy
export subsidies. Second, a crippling drought in A udralialed to a
dhortfall in A udralian milk output reducing available exportable
aupplies. Finaly, athough not as critical, the export restricions
imposad by Argentina and to alesser extent, India, added further
uncertainty to upply lines gretched thin by srong demand. T his
demand wasparticularly evidentin therapidly growing economiesof
the Pacific Rim where an expanding middle class population is
consuming moresophisticated processed foods T hisled toincreased
imports of dairy ingredients. T here are other variables that have
played arole; awesk dollar thatto someextent mitigated the sharp rise
inimport pricesand in certain importing nations, thes gnificant growth
in oil revenuesfueled demand.

For thebaance of heyearand into 2008, there isagreatdeal of
uncertainty over thelikdytrack of prices.From alogical perspective,
thefundamental factors that promoted the rapid escalation in prices
will continue to persist. Exportable dairy product supplies are not
expected togrow significantly ether fram themajor Oceaniasuppliers
or the EU and United States. In the United States, strong internal
demand fordairy products such ascheessisdiverting milk away fram
nonfat drymilk production. In the EU, the Stuation is similar. T he
recent suspenson of all EU export regtitutions for dairy products is
directlyrelated to growthinintemal consumptionof cheesewhilemilk
production is held seady by quotas.

Milk Production: 2007 Forecast Summary - The Audralian
dairyindudryisstillinturmoil duetotheextensveand saveredrought
that isreducing theherd sze and impacting production. For 2006/07
(July-June), themilk output forecast is revised down by 2 percent to
9.785milliontons—adeclineof6 percentfram thepreviousyear. T his
would asorepresentthelow eglevelof producion snce199708 and
is 16 percent bel ow thepeak leve reached in 2001/02.

For 2007/08, assuming nomal rainfall, depl eted fodder reserves
and historically lov water supplies are expected to condrainmilk
output toa5-10 percentincrease. T hedaryindudryisheavily reliant
onirrigation accounting for some60 percent of irrigated water usein
Audralia. How eve, dairy pricesare strong and forecast toincrease,
although not expected to gour any significant growth in producton.

Desiteadav starttotheseason dueto coldw @ weather,theNew
Zedand 2006/07 (April/May) forecast israised by 1 percent fram the
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JuneMilk Production Up 1.2 Per cent
Michigan Now Ranked Eighth

Milk production inthe23 major Statesduring Junetotaled 142
billion pounds up 1.2 pecent fran June2006. May revised producion,
at 14.9 billion pounds, wasup 1.1 percent fran May 2006.

TheMay revison represented an increase of 7 million pounds
fran lastmonthspreliminary production edimate.

Production percowinthe23 mgor Statesaveraged 1,713 pounds
for June, 16 pounds above June 2006.

T henumber of milk cowson farms in the23 mgjor Stateswas8.29
million head, 19,000 head more han June 2006, and 2,000 heed more
than May 2007.

TheMideagt Marketing Area has four statesrepresented in the
23 major statesused above. T hey are Indiana, Michigan, Ohio, and
Penngylvania. Milk production in these Midead statesduring May
totaled 2.2 billion pounds, up 19 million poundsor 0.9 percent fram
June2006.

Production percow inthe Midead statesaveraged 1,668 pounds
fordune, 12 poundsabove May 2006.

T henumber of cowson farmsinthe Mideagstateswas1.3million
head, 7,000 head morethan June2006.

During thefirsthalf of2007, Michigan milk productionincreased
by 5.08% compared 0 January-dune 2006. This was the largest
increase of thetopten dairy producing states. During thesameperiod,
Nev Mexico milk production declined by 7.56%. Michigan wasthe
eighth larges milk producing state in the naton during the period
compared © ninth ranked in 2006.

July 2007 - Pool Summary
Classification of Producer Milk
Pounds Percent
Class | 498,402,844 34.0
Class I 281,566,141 19.2
Class IlI 558,322,916 38.0
Class IV 129,309,701 8.8
Total 1,467601,602 100.0
Producer Prices
Producer Price Differential $0.59 /cwt
Butterfat Price 1.6110 /1b
Protein Price 4.2068 /1b
Other Solids Price 0.5534 /1b
Somatic Cdl Adjustment Rate 0.00100 /cwt
Statistical Uniform Price 21.97 /cwt
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COMPUTATION OF PRODUCER PRICE DIFFERENTIAL
XKIM / NONFAT OTHER
POUNDS BUTTERFAT PROTEIN OLIDS OLIDS PRICE VALUE
Class | Skim Value 489,075,629 $17.61 /cwt $ 86,126,21829
Class | Butterfat 9327215 1.6908 / Ib 15,770,455.13
Class | Location Differential 498,402,844 (241624 64)
Class Il NF Value 23,791,200 18122 /b 43,114,412.61
Class Il Butterfat 17,153,126 16180/ Ib 27,753,757.88
Class Il Protein V due 16,593,280 4.2068 / Ib 69,804,610.32
Class Il Other Solids Value 32,050,933 0.5534 / Ib 17,736,986.33
Class Il Butterfat 18,367,348 16110/ Ib 29,589,797.65
Class IV SNFVaue 11,013,312 1.8424 | b 20,290,926.03
Class IV Butterfat 6887198 16110/ Ib 11,095,276.01
Somatic Cdl Value Il /111 / 1V 577430.41
TOTAL PRODUCER MILK VALUE 1,467601602 51,734,887 43,466,795 83,968,835 $ 321,618,24602
Overages $ 3204.28
Beginning Inventory and OS Charges 45,987.22
TOTAL ADJUSTMENTS $ 49191.50
TOTAL HANDLER OBLIGATIONS $ 321,667,437.52
Total Protein Value 43,466,795lbs @ $42068 $ (182,856,113.21)
Total Other Solids Value 83,968,835lbs @ 05534 (46,468,353.31)
Butterfat Value 51,734,887lbs @ 16110 (83,344,902.98)
Total Somatic Cdl Vaues (798,33614)
TOTALS $ 8,199731.88
Net Producer L ocation Adjustments $ 452325.98
1/2 Unobligated Balance Producer Settlem et Fund 603000.00
Total - Divided by Total Pounds 1,467,601,602 |bs 0.6306247 $ 9,255057.86
Rate of Cash Reserve (0.0406247) (596,20875)
PRODUCER PRICE DIFFERENTIAL at Cuyahoga County, OH* 1,467601602 $ 0.59 cwt $ 8,658849.11

COMPONENT PRICES

COMPUTATION OF UNIFORM PRICE

July July
2007 2006 2007 2006
Butterfat Price $16110 /1b $12228 /1b Class Il Price - 3.5% BF $2138 $1092
Protein Price 42068 /1b 19807 /1b Producer Price Differential* 0.59 0.82
Other Solids Price 05534 /lb 01257 /lb Statistical Uniform Price $2197 $11.74
Somatic Cdl Adjusment Rate 0.00100 / cwt 0.00059 / cwt
Nonfat Solids Price 18424 /1b 06831 /1b
CLASS PRICES CLASSIFICATION OF PRODUCER MILK
July July
2007 2006 2007 2006
Class I* $2291 $1334 Product Ibs. Product lbs.
Class Il 21.40 10.83 Class | 498,402,844 499,916,830
Class Il 21.38 10.92 Class Il 281,566,141 262,830,106
Class IV 21.64 10.21 Class Il 558,322,916 606,109,343
Class IV 129,309,701 132,876,247
* Subject to Locgtion Adjustment. Total 1,467601602 1,501,732526

ORDER 33 MARKET SUMMARY

The Producer Price Differential for the Mideast Marketing Area for
July 2007 was $0.59 and the Statistical Uniform Price was $21.97 for
the month. The Statistical Uniform Priceis the $ 2.06 higher than last
month, and is $ 10.23 higher than July 2006.

The Producer Butterfat Price of $1.6110 per pound decreased 3.47
cents fran June2007 and is up 38.82 cents from ayearago. TheProtein
Price of $ 4.2068 is up 50.09 cents fran last month and is up 2.2261
dollars from duly 2006. TheOther Solids Price in July was$0.5534 per
pound, a decrease fran last month’s price of $0.5831 and an increase
of 42.77 cents fran last July. TheSomaticCdl A dustment rate for July
was$0.00100.

July producer receipts of 1.47 billion pounds were 11.8 percent
highertan June 2007, and 2.3 percent low erthan July 2006 production
of 1.50 billion pounds. Producer milk alocated toClass | accounted for
34.0 percent of the total producer milk in July 2007, lessthan the 37.5
percent in une2007 and morethan the 33.3 percent in July 2006. A total
of 7,604 producers were pooled on the Mideast Order compared to
8,472 producers pooled in uly 2006.

The market average content of producer milk w as as follows:
B uterfat 353%; Protein 296%; Other Solids5.72% and Nonfat Solids
8.68%.
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December forecast toreach arecord 15.6milliontons—anear3 percent
increase over thepreviousyear. Fornext year, theoutlook is positive
Although high capital costs (particularly land), environmental
concerns, water issues, and available suitable land are challenging
growthinthedairy sctor, therelatively highrewardsare ex pected to
provide an incentivefor farmers to not only convert to dairying but
alsopram de further invegment in expanding currentdairy facilities.
C onsquently, for 2007/08, milk productionis forecast to grow by 2-
3 percentto 16 milliontons

In the BEU, themilk productionforecastfor2007 israised by nearly
1 percent to 131.5million tons. This representsa 1 percentincrease
fram the drought impacted 2006 ssason but isbelov the 2005 total
despitetwo subseguentannual expangonsof0.5 percentinmilk quota
limits. Milk production in the EU hasbeen virtually stagnant with
annual growvth over the pagt 5 years and 8 years only averaging 0.1
percent and 0.2 percent, regpectively.

Duringthis period, graving domesti cconsumption of cheeseand
fresh dairy products has effectively squeezed out the availablemilk
auppliesfor theproduction of NDM, wholemilk powder (WMP), and
butter.

In the United States, the milk production outlook has deadily
improved in the pag few months although low hay gocks and the
demands of the rapidly expanding ethanol indudry are creating
uncertainty. T hese high feed cosshave low eed the milk-feed ratio
tempering any rapid ex pansion in outputHow ever,inrecent months,
strong domestic demand and abooming export market for NDM and
other dairy producishaveled to agrong resurgencein pricesand an
improvementinthemilk-feed ratio. The20074dl-milk priceisexpected
to hit arecord $19.00-$19.30 perhundredweight. C onssquently, the
2007 milk production forecast is raised by nearly 1 percent to 83.6
million tons; this also represents an increase of 1 percent fran the
previousyear. For2008, thebenefitsof higher pricesare expected
lead tohigher milk output; milk isforecast toincrease2 percentto 85.4
milliontonspartly dueto an additiona | eap day and modest risein milk
percowoutput. For2008, thedl-milk priceisforecast at $18.20-$19.20
perhundredweight.

Nonfat Dry Milk: TheAudralian 2007 (July/June) NDM export
forecast isadjusted down by 6 percentfrom D ecem berreflecing he

severity of thedroughtand reflectsadrop of nearly 9 percentfrom 2006
(July/June). In shap contrast, the New Zealand 2007 (June/May)
export forecast israised by around 26 percentand meansthat NDM
exportsare expected to jump by nearly 28 percentcompared o 2006.
During the pag 5 years, New Zealand’sNDM production hasbeen
growing atan average annual paceof 4.6 percentand isprojected o
increaseby 10 percentin 2008 to reach 335,000tons. Sincemod of the
productionisex ported,shipments in 2008 are expected togrow by 7
percentto 331,000tons

Although the EU 2007 forecast for NDM production is adjusted
upwardsduetoimproved milk ddiveries, productionwill nowbeequa
tothepreviousyear. Exportsof NDM in 2007 areexpected torebound
fram last' syearprecipitousdrop (55 percent) butforecastat100,000
tonsare well bd o theaverage of 200,000 registered during the past
5years. TheEU currently hasnointervention gocksof NDM and due
to drong intemal prices, ex port subsdies have been suspended.

TheU.S. export NDM forecast for2007 isrevised downto 270,000
tons due to expected low e production. Although domestic milk
productionisexpected to increase,high retursfrom the production
ofcheeseand whey arediv ering milk and kimmed milk suppliesfran
themanufactureof NDM (including kimmilk powder). Consequently,
despite record globd prices of NDM, cumulative U.S. shipm eits
during the January- May 2007 aredown nearly 10 percent rel ativeto
the sameperiod last yeer.

SOURCE: “Dairy: World Markes and Trade”, Circular Series FD 107, July
2007, Foreign Agricultural Service, UDA.

JuneFluid Milk Sales

During June, about 4.3 hillion pounds of packaged fluid milk
products are estimated to have been w0ld in the United States. T his
was 0.7 percent low & than June 2006. After adjuging for calendar
compostion, salesin une2007 were0.8 percentlow & than June2006.
Onanindividud product bags,afteradjusing forcalendarcomposition,
salesof organicwholemilk, reduced fat milk (2%),lan fat milk (1%),
and organic fat-reduced milk increased from June2006, whil e sal esof
wholemilk, flavored whole milk, fat-free (skim) milk, flavored fat-
reduced milk, and buttermilk decreased from ayesr earlier.

Weighted Averages - Butterfat, Protein, Other Solids, Somatic Cell Count by State
Federal Order No. 33
June 2007 June 2006

----- Weighted Averages——- -----Weighted Averages--—

Num ber of  Pounds of Other C Pounds of Other SCC

State Producers  Milk (000) Butterfat Protein Solids  (000) Milk (000) Butterfat Protein  Solids (000)
Michigan 1997 522769 3.49 2.95 5.72 262 525838 354 2.95 5.72 254
Ohio 2367 299454 3.55 2.99 5.68 301 348045 3.63 2.98 5.69 301
Nev Y ok 425 179281 3.53 2.96 5.73 241 144447 357 292 5.73 227
Indiana 1137 145113 3.55 297 5.69 321 155608 3.60 2.95 571 306
Penngylvania 1215 112819 3.60 3.00 5.69 341 122804 3.67 3.00 5.69 341
Wisconsn 418 39726 357 292 5.76 275 175158 3.60 294 5.73 272
West Virginia 64 5669 3.69 3.08 5.67 342 5843 3.69 3.07 5.69 371
Other 176 8042 3.65 3.01 5.66 326 22971 3.63 2.99 5.72 291
Taal/Average * 7,799 1312875 3.53 297 571 283 1500713 3.59 2.96 571 278

* Totals may not add due to rounding. Data provided on a one month deay bass.
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FEDERAL ORDER DATA

JULY 2007
Producer Milk Class | Producer Statistical
Marketing Area ¥ Taal Class | Percent Price Differentia Uniform Price
(000) (000) %
FO1 Northeas - (Boston) 1,940,981 815,648 42.0 $1.56 $22.94
FO 5 Appdachian - (Charlotte) 481,000 327,471 68.1 2l 23.28
FO 6 Forida - (Tampa) 248,237 198,729 80.1 2l 24.22
FO7 Southeast - (Atlanta) 561,866 369,735 65.8 2l 23.29
FO 30 Uppe Midwest - (Chicago) 2,390,011 341,080 14.3 0.27 21.65
FO 32 Centra - (Kansas City) 986,600 331,638 33.6 0.52 21.90
FO 33 Mideast - (Cleveland) 1,467,602 498,403 34.0 0.59 21.97
FO 124 Pacific N orhw est- (Seattle) 589,556 177,475 30.1 0.60 21.98
FO 126 Southwest - (Dallas) 1,049,117 313,691 29.9 131 22.69
FO 131 Arizona- (Phoenix) 310,501 106,846 344 2l 22.09

Y Names in parentheses are principa points of markets.
? Producers in these markets are paid on the bass of a uniform skim and butterfat price.
¥ Data not available at time of publication, please see webste version for information.

MINIMUM PARTIAL PAYMENT PRICE FOR AUGUST 2007 .........ccccovrirereineenneennees $21.38/cwt.
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