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2006 Economic Outlook for
Georgia’s Food and Fiber Industry

Georgia agribusiness was poised for a relatively
profitable year in 2005 until hurricanes blew ever
higher energy prices into the picture. While most
of Georgia’s crop businesses had already real-
ized somewhat higher fuel and energy cost be-
fore the price spike from Rita and Katrina, late
season harvesting and processing were im-
pacted most in 2005. The prospects for 2006
crop agribusiness is particularly uncertain as
energy prices impact almost all crop production
inputs from fuel to fertilizers. While some crop
adjustments may be possible as producers look
for ways to manage the higher input cost, the
main adjustments may occur on acreage planted
and, thus, total inputs purchased. Georgia’s ani-
mal agribusiness sector will be less impacted by
energy prices. The demand for most animal
products remains good and with low feed prices
brought about by large national crops as well as
continued good prospects, with a few exceptions,
for profitability in 2006 in Georgia’s largest agri-
business sector. Georgia’s growth rate in ani-
mal, particularly poultry, produc-

tion will exceed the US growth

rate and the poultry sector will

expand on its current majority

share of the Georgia food and

fiber industry.

Animal Industries

Broiler producers enjoyed an ex- ' “ ”

cellent profit year in 2005 and will
look to expand production by 4%
to 5% again in 2006. Georgia's
production gain will easily exceed
twice the US growth rate. Broiler
prices fell only slightly from 2004's mid 70 cents
per pound level despite a solid 4% growth rate in
production. Producers have a strengthened ex-
port market to thank as bans on US exports were
lifted, Asian production continued to suffer from
Avian influenza outbreaks, and Russian quotas
expanded. With feed cost declining in 2005 and
expected to remain low through 2006, profit pros-
pects are such that US expansion may be more
likely to exceed the 2005 growth rate. Even if
growth trends to 5% in 2006, it now seems likely
that broiler prices will remain above the 70 cents

per pound level for the third consecutive year
resulting in another banner profit year for the
industry. Threats to the rosy broiler producer
outlook are increased export competition from
Brazil, the world’s largest broiler exporter since
2004, and more influenza-related market dis-
ruptions. Also, the inability of white meat prices
to hold the 2004 gains in 2005 may foreshadow
continued deterioration in domestic product
demand in the face of growing supplies of com-
peting meats. Turkey production will increase
in 2006 and prices will likely fall into the mid 60
cents per pound range for a yearly average
price. Egg producers are scheduled to in-
crease production by about 2% but egg prices
may continue in the mid 60 cents per dozen
range again in 2006 but still considerably lower
than the 80 cents per dozen record established
two years earlier.

Beef cattle production in Georgia will expand in
2006 but only at about the rate of US produc-
tion. Beef cattle produc-
ers are expanding as a
result of historically high
prices. The remarkable
story in the beef sector is
that the high prices were
possible while the major-
ity of the highly significant
export market was
closed. Beef prices will
not likely exceed the 2005
prices in 2006 but will
remain at profitable levels
for the next few vyears,
particularly as Asian mar-
kets are once again open to U.S. and Georgia
producers.

U.S. pork production is expected to set another
record in 2006 at 20.8 billion pounds. Addi-
tional supplies of competing meats and a slight
decrease in total meat demand will mean lower
prices for pork in Georgia. For the year, market
prices are expected to average about 42 cents
per pound. By the end of the year, it is likely
that some producers will be covering their vari-
able costs but not all of their total costs.
(Continued next page)




Despite the surge in milk production across the U.S. in 2005,
milk prices continue to be supported by strong domestic and
international demand. The devastating effects of Hurricane
Katrina have had an impact on regional production but have
not slowed the growth in national production. Milk production
growth in the U.S. is maintaining its strong upward trend while
Georgia production remains flat at best. Milk production and
milk and dairy product sales will determine milk prices in 2006.
The growth in milk production will keep milk prices below those
experienced in 2005. Prices for all of 2006 will decline about
$2.00 per cwt from 2005's favorable prices, but will still average
above the past 5-year average price.

Crop Industries

Georgia experienced a significant increase in acreage planted
to peanuts in 2005. Producers planted 140,000 more acres for
a total of 760,000 acres. This is the highest Georgia acreage
since 1991. The increase in acreage is largely in response to
market conditions and continued adjustment to the new peanut
program. Lower prices for corn and cotton combined with
higher fertilizer prices made peanuts more attractive for grow-
ers. US peanut acreage jumped to 1.65 million acres, 215,000
more than the 2004 level. Also, good peanut prices in 2004
formed optimism for 2005.

Another factor in the increased Georgia acreage has been the
recent favorable yields experienced by Georgia producers.
Georgia peanut yields have averaged 3,000 pounds per acre
or above in three of the last four years, including record yields
in two years. The US average yield in 2004 was the second
best on record at 3,057 pounds per acre. Georgia accounts for
45% of the total US production. The average 2005 yield for
Georgia was projected to better 2004's production but dry
weather in September dropped yield prospects to below 3,000
Ibs. Still, US production is expected to be above 2 million tons
because of increased acreage leading to a build-up of peanut
stocks.

The US peanut industry has been fortunate that supply and
demand have moved in the same direction the last couple of
seasons. Peanut use has been growing at a strong pace, but
the 2005 increase in consumption was not enough to keep
pace with the increase in production. Domestic food use has
been the source of growth during the last three years. The
USDA forecast for the 2005/06 marketing year is for food use
to continue to increase by 7%. Further growth in peanut use
will have to come from the export market and crush markets,
which have not been competitive with food use market. Under
the 2002 peanut program, peanut prices are not differentiated
according to use. Domestic, export and crush markets are
competing for the same peanut and the National Posted Price
for peanuts has not dropped to a level that would be competi-
tive in the export or crush market. With over a million ton crop,
a larger ending stock of pea-
nuts is projected at 880,000
tons to be carried over to the
2006 marketing year. With the
projected surplus, the majority P
of peanut growers will go into

the marketing loan program in
which growers receive the loan
rate of $355 per ton. Early pro-
jections are that peanut farmer

receipts will total $380 to $400 million for Georgia in 2005.
For the 2006 crop year, producers will be faced with tough
decisions on crop enterprise mix and acreage. Though pea-
nuts require relatively little fertilizer, it is a capital intensive
crop. Low prices and higher energy prices will likely cause
financial stress among peanut producers and Georgia pro-
ducers in general.

Georgia cotton acreage has moderated in recent years due
largely to an increase in peanut acres since passage of the
2002 farm bill. Compared to the high of 1.5 million acres in
1995 and again in 2000, Georgia farmers planted 1.29 million
acres in 2004 and 1.22 million acres in 2005. Compared to a
string of mostly poor years from 1995-2000, yields have im-
proved due to improved varieties planted and more favorable
weather— setting a new state record yield of 853 Ibs/acre in
2005.

For 2006, the forecast
is for the state’s cot-
ton acreage to likely
be 1.2 to 1.3 million
acres. Although cost
increases in nitrogen,
fuel, and chemicals
would seem to work
against an increase in
cotton acreage, cot-
ton is coming off a very good year yield-wise in 2005 com-
pared to peanuts. Optimism could carry over to increased
plantings in 2006 but much will also depend on the contract/
price prospects for peanuts at planting time.

US cotton acreage planted has averaged 13.82 million acres
annually since passage of the 2002 farm bill (2002-2005).
Acreage has varied only slightly from a low of 13.48 million
acres in 2003 to 14.18 million acres in 2005. Unless signifi-
cant economic or policy shocks occur, US acreage appears
fairly stable with production capability in the 19 to 22 million
bale range depending on actual plantings, acreage abandon-
ment, and yield.

With the decline of the US domestic textile mill industry (now
purchasing only approximately 6 million bales of US cotton),
the US must consistently find a home for 13 to 16 million
bales of cotton annually. To date, this has not been a prob-
lem thanks to the tremendous growth of the textile industry in
China.

China’s textile industry has outgrown the country’s production
capability. A very good crop in 2004 was still 9.5 million bales
short of use and the gap grew to 18.5 million bales for the
2005 crop. China is the #1 market for US exports. The US
typically provides 40-50% of China’s import needs.

The US is the worlds 2™ largest cotton producer and the larg-
est cotton exporter. World demand continues to trend up-
ward and foreign production is not adequate to meet foreign
demand. Provided that world demand remains strong (which
to us means that the US is exporting large supplies of cotton),
the cotton market would, therefore, be largely supply-driven
(total supply being old-crop inventories plus new production).
The world and US price of cotton must be sufficient to en-
courage enough acreage to meet demand.
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For 2005, world cotton production was down 8.12 million bales
from 2004. Production was down in most major producing for-
eign countries— in some cases due to reduced acreage and/or
more typical yields compared to very good yields in 2004.

World demand continues to increase although at a slower pace.
Demand increased 5.6% for 2005-06 compared to 10.2% for
2004-05. Is this cause for concern? US exports are clearly
dependent on foreign demand.

World stocks of cotton (old-crop in storage at the beginning of
the new crop marketing year) are expected to be down slightly
at the end of the 2005 crop marketing year on July 31. The
stocks-to-use ratio is expected to be 44.3% compared to 47.3%
for the 2004 crop. This tighter position should support prices but
there is still adequate supply of cotton to keep a lid on prices
(likely keep prices in the 50's) until we know more about the
production and supply prospects for 2006.

Fruit, Vegetable and Nut Industries

Georgia is fast becoming a major player in the fruit industry.
Although Georgia is known for its peach production, presently
peaches represent only 16 percent of all the fruits produced
compared with five years ago when peaches represented al-
most 20% of total production while blueberries were barely 10%.
Last year, blueberry production captured 21.4% of total fruit
production and generated $48.6 million in farm gate value while
peaches dropped to 16% generating $36.3 million. Pecans still
remain as the dominant fruit or nut contributing 53.3% of total
fruit/nut production and generating $121.1 million in Georgia
farm gate value. Overall, there was a 37.5% increase in the

2004 total fruit crop farm gate value compared to 2003. Other
major fruit crops produced in Georgia include apples, blackber-
ries, grapes and strawberries.

The bearing age acreage and
total peach production in 2006
are expected to drop slightly.
Consequently, prices may in-
crease above 30 cents per
pound. Pecan prices are ex-
pected to remain high next
year but not as high as $1.77
per pound observed in 2004
due shortages caused by hurri-
canes and tropical storms.
More-so, 2005 is the (alternate) good year for pecan production.
Blueberry prices have been constantly on the rise but if har-
vested acreage and yield continue to increase, prices will con-
tinue to increase but at a declining rate. Apple production is
expected to increase from 12 to 13 million pounds, representing
an 8% increase. This might have a negative impact on the sea-
sonal price of 22.8 cents per pound recorded in 2004.

Although Georgia is known for its over three dozen different
vegetable crops, the first ten in terms of acreage ranking are:
watermelon, sweet corn, snap beans, onions, cucumber, cab-
bage, collards, turnip greens, yellow squash and cantaloupe.
On the other hand, the first ten in terms of value ranking are:
onions, tomato, watermelon, bell pepper, cucumbers, sweet
corn, yellow squash, cantaloupe, snap beans and cabbage.
Even though onions rank fourth in acreage, it ranks first in terms
of farm gate value, generating $108.7 million in 2004. Tomato
and bell pepper rank 11" and 13" in acreage, but 2™ and 4" in

value, respectively. Cucumber is the only vegetable that
maintained its ranking (5) in both acreage and value.

Tomato, cucumber, and squash prices were relatively higher
in 2004 due to the low yield per acre caused by multiple hurri-
canes and tropical storm. However, there is a slim chance
that producers will enjoy these same prices next year. Water-
melon prices for 2003 and 2004 were the best in a decade and
the price is expected to trend down from this level next year.
Overall, the significant growth in the Georgia vegetable indus-
try (farm gate value of $725.3 million) is expected to continue
over the next few years.

Ornamentals

Despite the relatively healthy growth of the US and Georgia
economy, sales prospects for ornamental crops in 2005 were
modest. Sharply higher energy and fuel prices in the 3 and
4™ quarters of 2005 were expected to dampen consumer
spending on discretionary
goods such as ornamental
crops. Declines in sales are
projected for cut flowers and
cut cultivated greens while no
growth in sales is expected for
indoor foliage plants and sea-
sonal crops such as poinset-
tias. Overall, floriculture crop
receipts were expected to
realize a 2% gain in 2005,
largely due to strong sales
during the spring buying and
planting months for bedding
and garden plants, and propagative material. A slightly lower
sales growth of 1.5% is expected in 2005 for nursery and other
green industry crops. Year-end estimates for 2005 suggest
that sales per household at the wholesale level for floriculture
crops will be $47 and $94 for nursery and other greenhouse
crops. These will amount to total sales per household in 2005
for floriculture and nursery crops at the wholesale or grower
level exceeding $140, excluding expenditures for sod or
turfgrass.

As for spring 2006, consumer spending on floriculture and
nursery crops will hinge mightily on the fuel and energy expen-
ditures for transportation and heating. Higher petroleum
prices will also affect the production costs experienced by
Georgia growers, impacting not only the costs of heating and
airflow in greenhouses, but also the costs of fertilizers, pesti-
cides, containers, and delivery charges for these products,
media, any pre-finished plant material, and marketing or distri-
bution. Labor costs may also rise as employees seek out
wages that cover their own needs and family expenditures.
Operating loan interest rates are also projected to increase.
Forecasts for year-end 2006 consumer spending may show an
increase over the 2005 values, but the results will be due to
rising retail price rather than purchase quantity increases.®

By Esendugue F. Fonsah, Curt Lacy,
John McKissick, Don Shurley,
Nathan Smith, and Forrest Stegelin
Extension Agricultural Economists
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For more infarmntian, contact your local
caunty extension ngent.

We can be reached at:

Agricultural Economics Extension Offices
Conner Hall, Athens, GA 30602
Tel. No. 706-542-1861
Fax No. 706-542-4131

Rural Development Center
PO Box 12009,

Tifton, GA 31793

Tel. No. 229-386-3512
Fax No. 229-386-3440

The Center for Agribusiness and Economic

Development
301 Lumpkin House, Athens, GA
30602-7509; Tel. No. 706-542-0760

ALL this and more on the Web!

¢ http://www.ces.uga.edu/Agriculture/agecon/
agecon.html
For our extension programs, publications,
commodity outlook reports, presentations,
decision tools

¢ http://www.agecon.uga.edu/~caed/
For feasibility, marketing, policy studies, as
well as agricultural, natural resource and
demographic data prepared by the Center
for Agribusiness and Economic Develop-
ment

Recently Released Publications

¢ CR-05-05: “Saturday Market on Broad Community: A Market Business
Analysis” by K. Wolfe, A. Flanders, and C. Escalante

¢ PR-06-01: “Creative Marketing” by K. Wolfe
¢ PR-05-05: “Georgia Conservative Agencies Partnership” by W. Harris
¢ PR-05-04: “Conservation and Wildlife Programs” by W. Harris

¢ PR-05-03: "Ag Statistics for 8 Digit Hydrological Unit Code Water-
sheds” by W. Harris

¢ PR-05-02: “Agribusiness Entrepreneurship” by M. Best and K. Wolfe

¢ PR-05-01: "Agri-Tourism and Economic Development: The Horse
Trail Case” by M. Best and K. Swickard

¢ Downloadable Center Presentation: “Commodity Marketing Tools:
Forward Cash Contracts, Basis Contracts, Minimum Price Contracts”
by W. Harris

¢ Downloadable Center Presentation: “Policy Outlook and Forward
Cash Contracts” by W. Harris

¢ Topics in the Southeast Regional Agri-Tourism Forum

» “What is Agri-Tourism? Growing Up in Georgia Overview” by
L. Hammock, Georgia Dept. of Economic Development

» “Tennessee Agri-Tourism” by D. Strasser, Tennessee Depart
ment of Agriculture

» “What is Agri-Tourism?” by K. Ludwig, Kentucky Department
of Agriculture

» “Agri-Tourism Forum: Vermont Farms” by K. Wolfe, University of
Georgia

Edited by: Cesar L. Escalante, Extension Agricultural Economist
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