
Future Outlook for Agricultural Commodities 


CONTENTS









Page

1. Overview 





3

2. Status, Challenges and Market Outlook for 


· Meat





 4

· Dairy





 10

· Cereals 




 12

· Horticulture




 14

· Forestry 




 16



· Non Food Crops



 18

   3. Conclusion and Key Questions



 20

1. Overview

1.1 Importance 

In 2009, agriculture commodity markets, at home and internationally, experienced low prices caused by a combination of factors, including a weakened global economy, that impacted on both global supply and demand. The 2009 prices appeared even worse by comparison with the record high prices and output values of 2007 and early 2008. This experience of the past 2-3 years, if nothing else, highlights the future volatility that many analysts expect the markets to experience. This increased volatility is due to a combination of factors including supply shocks, production lags, the thinness of markets and the global nature of trading of agriculture products. 

1.2 Output

Currently, there are approximately 130,000 farmers involved in primary production in Ireland. The value of goods produced by these primary producers, was valued at €5.8 billion at farm-gate level in 2008
, see Chart 1 below for details. However the value of these goods is estimated to have fallen to €4.7 billion in 2009
 largely as a consequence of downturn in the global economy. This has also manifested itself in an estimated fall in the value of exports from €8.1 billion to €7.1 billion between 2008 and 2009
.

Chart 1
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While the numbers engaged in primary agriculture decreased by almost a quarter between 1990 and 2008, however largely as a consequence of significant productivity increases the value of the sector’s gross output actually increased by 23.8% (€4.685 - €5.827 billion) over the same period. While the sizeable decrease in last year’s output value eroded a lot of this increase, the volume of output was more resolute. Mindful of this, when the economic conditions improve it is anticipated that the value of output can return to the previous higher levels.

In addition to the specific sectoral issues which are outlined in the following pages, there are a number of cross-sectoral challenges facing all producers including potential changes to the EU and CAP budget post 2013, the impact of a new WTO agreement and climate change requirements. These challenges are discussed in more detail in other Discussion Papers. 

2. Focus on Sectors

Beef

2.1.1 Introduction 

Specialist beef production is the dominant type of farming in Ireland accounting for more than half of all farm enterprises - and ranging from 26% to 31% of agricultural output at producer prices in recent years. In 2008 annual turnover was some €2 billion, with beef exports amounting to €1.69 billion representing 20% of total Irish food and drink exports. However, as with the decrease in the sector’s total export values in 2009, beef exports also fell considerably, to an estimated €1.4 billion. 
  

Ireland exports over 90% of its beef production and in the period since 2000, the share of Irish exports to the lower value and more volatile non-EU markets has declined from over 50% to less than 3%. Fresh beef that is supplied to retail, food services and manufacturing clients in Ireland and across the EU now comprises over 90% of all output. This contrasts with the situation less than 10 years ago when the majority of beef produced by the beef processing industry was lower value frozen product. 

2.1.2 Challenges Facing Producers

Viability is the critical immediate issue facing Irish beef producers. Teagasc analysis estimates that only one fifth of the country’s beef farms are economically viable (see Chart 2 below), when the value of family labour and capital invested in livestock and machinery is considered. Their analysis highlights the fact that the majority of beef farms are not viable and have an overwhelming reliance on decoupled payments and other subsidies, such as REPS.
            

                                                         Chart 2
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National Farm Survey data show that large differences exist in the beef enterprise gross margins earned per hectare and per livestock unit between the the best one third of beef farms when ranked on gross margin per hectare basis and the worst one third of farms (see Chart 3).
  Significent differences also exist between the average returns from beef production earned on Irish farms and those achieved by the Teagasc Grange Research Centre’s optimum beef farm blueprints.

Chart 3
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The key question for producers is how can they earn a market return that will reward them sufficiently for their efforts? As beef producers are price takers, their focus must be on farm level productivity and improving the efficient use of grazed grass, for which Ireland has a natural advantage. In this regard increased efforts are required at farm level to improve beef farming efficiency. In view of  the significant differences in economic performance between beef farms, as illustrated in Teagasc National Farm Survey, a renewed focus is needed to translate best practice in areas such as grassland management to farmers through Teagasc’s BETTER Farm Programme.  

Other competitiveness issues include:
1. Role of Genetics – Improvements in genetics can lead to cumulative and permanent gains in on-farm profitability and is essential for profitable beef production. This can be achieved through increased recording/use of breeding and health data, greater use of artificial insemination, and higher uptake of genetic evaluation and information services. ICBF and Teagasc have a particular role to play in the achievement of this objective.
2. Beef Quality Assurance Scheme - The Beef Quality Assurance Scheme, introduced in 2005 by Bord Bia, has played a pivotal role in positioning Irish beef on the market. Increased producer participation in this scheme, which currently stands at some 27,500, is important to achieving critical mass and is a key element in Bord Bia’s marketing strategy of differentiating and positioning Irish product.

3. Pricing - Suckler farmers, producing well-muscled animals, which give high meat yields, are not sufficiently rewarded on the domestic market for the quality of their animals. The price differential between beef from the suckler and dairy herds is regarded by many as too small. The recently introduced  quality pricing grid is intended to address this issue and encourage quality production.
4. Innovation - A competitive and efficient processing sector is central to maintaining a viable beef industry at both producer and processing levels. The industry’s extra capacity is estimated to increase costs by between 12% and 15%. The recently announced Beef and Sheepmeat Capital Investment Scheme supported some restructuring of the processing sector but over-capacity remains a significant source of inefficiency. The sector must also continue to adapt to evolving market challenges. This involves cooperation between processors and producers to ensure a constant a supply of animals that meet market requirements. 

2.1.3 Future Market Prospects

World Markets

While recognising that the demand for food is relatively income-inelastic, early in 2009 the OECD estimated that the continued weakness in the world economy would dampen commodity prices over 2-3 years and that following that period prices should strengthen as the economy recovered.
 However, meat prices, in real terms, are not expected to surpass average prices over the period 1997 to 2006. In the short term, a reduction in consumer incomes, arising from the current economic downturn, is encouraging lower consumption and substitution to cheaper meats, favouring poultry over beef. In the event of a deeper and more prolonged recession, demand for higher-cost livestock products (such as beef, pork, and dairy) would be seriously affected.  This would impact on prices and production patterns. 

The EU and Ireland’s Market

Bord Bia expects the European beef market to remain broadly stable in 2010, with the continuing pressures of the relative strength of sterling against the euro and weakened consumer demand during the current economic downturn significant issues. In the medium term, the EU Commission has estimated that EU beef and veal production is expected to decline by almost 5% by 2015. This will lead to a supply gap within the EU of 600,000 tonnes by 2015, providing market opportunities for efficient market producers. This should provide further opportunities for Ireland to diversify away from the UK market, which still accounts for over 50% of beef exports and which has been shown recently to carry substantial exchange rate risks.  

Market prices within the EU will also be impacted by any new WTO deal. FAPRI–Ireland has estimated that, in a scenario in which beef is not designated as a sensitive product in any WTO agreement, the impact on Irish prices and production would be a decline of over 25% in the value of output when compared to the 2007 baseline. In the event of sensitive product status being achieved, the comparative fall in output by 2017 would be limited to 8%.

Pigmeat

2.2.1 Introduction

The pig industry represented almost 6% of gross output at producer prices in 2008 with a value of €334 million. When account is taken of added value at processing level, the sector has a total value of around €500 million, of this total, exports amounted to some €360 million in 2008. Recent estimates indicate it still represents 6% of gross output, despite decreases in output to €292 million and exports to €290 million in 2009. The industry accounts for some 7,500 jobs including production, slaughtering, processing, feed manufacture and services. 

The sow herd has declined by 2.8% in the past two years and currently stands at around 150,000. This is a modest decline considering the significant income losses that resulted from high feed costs in the 2007 to 2008 period. The trend is towards fewer but bigger production sites - the average size of commercial sow units is now 496 sows - up from 420 in 2007 - while the number of commercial pig farms has fallen to just 430.

2.2.2 Challenges Facing Producers
1. UK market – The Irish pigmeat industry exports over 50% of output to the UK market, a market that has got more competitive in recent years as a consequence of strong supplies of Danish and Dutch product. In addition the weakening of sterling against the euro, has further disadvantaged our exports to the UK.  

2. Regulations - The pig sector will encounter higher environmental and animal welfare standards that will increase costs on the sector. These include the ending of the transitional arrangements permitted on manure management under the Good Agricultural Practice Regulations at the end of 2010 and a new requirement that sows for the majority of pregnancy be loose housed from 1st January 2013. DAFF recently announce a €13 million package to assist producers to comply with this latter requirement.

3. Labour – Labour costs are significant on pig farms, while the shortage of skilled labour is a particular challenge for producers. 
2.2.3 Future Market Prospects

The Irish pigmeat sector continues to face significant competitive challenges. Since the product recall in late 2008, the focus has been largely on regaining market access and share. The recent reopening of the Russian market increases the price prospects for 2010. Beyond these market issues, the main prospects for adding value to the sector are by building consumer loyalty to Bord Bia quality assured pork and bacon while also increasing the range of cuts sold at foodservice level. Nonetheless the longer term outlook is positive due to the expected continued increase in EU and global consumption of pigmeat over the coming years, through at a slower pace than in the last decade in the EU.

Sheepmeat

2.3.1 Introduction

It is understood there are approximately 32,000 sheep flocks in the country
, with a significant difference in productivity between hill and lowland producers. The national sheep flock has declined steadily over the last 15 years, having risen sharply over the previous ten years. The decline has been more pronounced since decoupling and the introduction of the Single Farm Payment, see Chart 4. The number of ewes fell to 2.6 million in June 2008 and largely as a consequence of this decrease the output value of sheep and lambs fell to an estimated €159 million in 2009, from €171 million in 2008.

Chart 4 
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The sector is also contending with reduced demand on its export markets. France accounted for more than 50% of Irish sheepmeat exports in 2009, at an estimated 21,000 tonnes.  The significant weakening of sterling against the euro has also made UK lamb more competitive. However demand for sheepmeat in France is also falling, with a decrease of 8% in lamb retail sales last year. 

2.3.2 Challenges Facing Producers

1. Electronic tagging - Plans to introduce an EU wide compulsory harmonised electronic tagging system is causing concern among farmers due to the increased costs and regulations associated with it. This system, with an implementation date of 1st January 2010, is to replace the existing individual sheep tagging and registration system currently operating in Ireland.

2. Labour and market returns – The high labour requirement of the sector presents significant challenges, particularly when combined with an off-farm job. Like the other meat sectors the returns from the market place in recent years have been low making it imperative that efforts are made to improve efficiency on sheep farms. 
3. Improving breeding - The use of pedigree rams is low on commercial sheep farms, while few pedigree sheep farms participate in sheep breed improvement programme. Also, there are very large differences in technical performance and profitability between average practice and optimum blueprints as demonstrated by Teagasc’s Athenry Animal Production Research Centre. Therefore there is a requirement to produce sheep that will increase performance thereby improving profitability and reducing labour requirements. 

2.3.3 Future Market Prospects

The consumption of sheep meat is declining steadily in the EU. It has significant marketing difficulties as it is viewed as a luxury meat and not the meat choice of younger people. With EU sheep production projected to decline further over the medium term, imports are expected to remain stable in order to meet domestic demand. However, with EU production to decline by more than the decline in consumption
, there is a market opportunity for the Irish sector provided it is competitive. 

Poultry

2.4.1 Introduction

The Irish poultry industry consists of the rearing of birds for meat, the keeping of table-egg laying flocks, a network of breeding flocks and hatcheries to support these activities, the packing of eggs and the poultry slaughter and processing sector. Around 850 farms are involved in commercial poultry production. The number of people employed in primary production and processing and in linked services would be of the order of 6,000. 

The farmgate value of the poultry industry, at €150m in 2008 (approx €120m meat and €30m eggs), was 3% of gross agricultural output. The Irish poultry market remained relatively stable in 2009, with consumption of both poultry meat and eggs on the increase here and across the EU, as consumers look for better value-for-money protein sources.  The predominant outlet for Irish chicken is the Irish retail market for fresh raw product. 

2.4.2 Challenges Facing Producers
1. Competition from imports – Irish poultrymeat has serious difficulty competing on price with imported product. The ready availability of large volumes of relatively cheap imported poultry, and the likely further liberalisation of imports from non-EU countries, mean that the industry will remain under significant competitive pressure. The resultant downward pressure on prices, the very competitive retail environment and volatile feed prices, mean that operators’ margins are squeezed and some operators are incurring losses.

2. EU Regulations - Producers have to meet increasing costs of complying with legislation on environmental protection and animal welfare.  

2.4.3 Future Market Prospects

The EU market outlook for poultry meat remains positive as competitive prices vis a vis other meats and strong consumer preference are projected to drive poultry production.
 However the poultry sector in Ireland is facing difficult challenges, as while it has a clear advantage in the fresh home retail sector, it is unable to compete with imported product in the food service sector. Developments under the next WTO round will also be of potential significance to the poultry industry in terms of further liberalisation of imports into the EU. 

Dairy

2.5.1 Introduction

Since the introduction of the EU milk quota regime in 1984, Ireland has experienced a significant reduction in dairy farm numbers from 68,000 to approximately 19,700.
 However as the average quantity of milk delivered by dairy farmers has increased significantly this has not affected the maintenance of production at the national milk quota level. A major feature of production in Ireland is the seasonality of milk supply, caused by farmers choosing the date of calving so as to maximise the use of grazed grass in the cows’ diet thereby producing milk as cost efficiently as possible. The efficient use of grass and the longer grazing period ensures that Ireland enjoys a comparative advantage in the production of milk within the EU. Furthermore the industry is recognised both for its relatively high productivity and for being an early adopter of new technologies at producer level.  

In 2008 milk accounted for the second-largest share of Ireland’s gross agriculture output at 28%, but this decreased to an estimated 22.5% in 2009 due to the significant fall in dairy products prices. It is an export driven sector with 85% of dairy products exported, representing 27% of all food and drink exports in 2008. The value of these exports was €2.3 billion in 2008 (estimated at €2 billion in 2009) with the UK accounting for 32% and the rest of the EU accounting for 48% of these exports.
 

2.5.2 Challenges Facing Producers
1.Technology Uptake –The current more challenging environment requires improved cost efficiency at farm level. Analysis of Irish dairy farming shows a difference of 61% in the cost base between those with the lowest production costs and those with the highest, amounting to 12c/litre.
 There is also a significant differential between the output and net margin of the most efficient and least efficient one third of producers, see Chart 5.
 
                                             Chart 5
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In order for dairy farmers to survive they must produce milk at a lower cost by increasing efficiency through better grassland management, better breeding and increased business orientation. Use of technological advances in areas such as animal genetics and nutrition are also important. Teagasc through their research and advisory programme have an important role to play in this regard. 

2. Achievement of Increased Scale – The importance of scale in milk production is becoming more evident in the face of increasing exposure to world market price volatility and the expiry of the quota regime. With the abolition of milk quotas in 2015, quotas will no longer be a barrier to prevent the achievement of scale. The availability of suitable land, for either purchase or lease, at sustainable prices will be an issue for some dairy farmers. It will be particularly important for the cohort of dairy farmers, that do not own a sufficiently sized and compact holding. An alternative to land acquisition, which can be economically questionable despite the recent moderation in land prices, has been the development of Milk Production Partnerships. Partnerships have allowed some dairy farmers to come together to pool resources including milk quotas and have allowed participants to exploit economies of scale. Other benefits associated with these farm partnerships are improved farm efficiency and the freeing up of labour. Changes in 2008 to the milk production partnerships regulations mean that non-dairy farmers can now join with dairy farmers to form a milk production partnership. This change has made entry into dairy farming more accessible for some farmers.

2.5.3 Future Market Prospects

The World Market

Global economic growth provides the foundation for increased demand for dairy products. Economic growth in developing countries is crucial as dairy consumption is responsive to income growth in these countries. As incomes rise consumers diversify their diets and consume more higher value dairy products. Population growth rates in developing countries are significantly higher than those in developed countries and will further fuel the demand for more dairy products on the world market.

The supply response may be affected by higher production costs as a result of both higher feed and energy costs. These costs will affect production, processing and distribution of milk products. Dairy markets will also be affected by policy interventions, environmental constraints, water availability and competition for pastureland. Increased production in many countries will come from higher yields rather than higher numbers of cattle.

Dairy prices will change from being supply driven to demand driven and will be more responsive to market signals and consumer demand. As global demand for milk products continues to rise this in turn should lead to higher prices for dairy products.  Higher, albeit more volatile, international prices of dairy products will result in a positive supply response from traditional and emerging producers and exporters. 

The EU and Ireland’s Market 

EU and Irish milk prices peaked in 2007 and since then have fallen dramatically back below levels experienced earlier this decade. While there are now some signs of a recovery in dairy product prices, it is believed to be somewhat fragile. Having experienced price volatility over recent years, it is now expected to be a more prevalent feature and can be expected to continue as the EU reduces its levels of market intervention. Therefore fluctuating dairy market returns will result in cyclical milk price movements.

With the abolition of EU milk quotas in 2015 and the annual increases in quota agreed under the Health Check, Irish milk producers will be well placed to respond to the expected increased international demand, provided they continue to remain and develop as low cost grass based producers that can cope with milk price volatility.  However, the requirement for a reduction in Ireland’s greenhouse gas emissions will present a challenge for the sector given the opportunity to increase milk production. 

It could be expected that the milk price would decline slowly as producers increase production in response to additional quota being provided. However as demand for dairy products will remain strong post 2015, and some EU Member States are already not filling their quota and with the elimination of quotas they may not increase their output, it is expected that prices will remain at relatively high levels. 

In summary, the world and EU market outlook for dairy products is quite positive post 2015, particularly for production of higher value-added products.  

Cereals

2.6.1 Introduction

Grower numbers have decreased from 14,800 in 2003 to just over 12,000 in recent years, with a greater proportion of farms growing cereals now classified as specialist tillage farms
. The relatively small size of the Irish cereals sector, at less than 1% of total EU production and 3% of national gross agricultural output in 2008, belies the important contribution it makes to the agricultural sector and to the economy as a whole. This contribution arises from the fact that grain is both an agricultural output and a farm input in the form of animal feed. 

In 2008, all cereal and oilseed crops accounted for 7.6% of the area farmed in Ireland, with cereals representing 97% of this area with 309,400
 hectares. However the cereal area is estimated to have decreased by 7% in 2009
. Cereal production contributed €195.4 million to agricultural output at farm gate prices in 2008, however this is estimated to have fallen dramatically to €95 million in 2009
, partly caused by a reduction in the harvest due to the reduced area planted and adverse weather at different times during the year. 

Ireland is not self-sufficient in cereals. Average annual production over the past number of years has been in the region of 2 million tonnes and it is desirable to maintain this level of production in order to avoid over-dependence on imported grain. So while Ireland will remain a net importer of cereal grains, there is a very specialised and efficient group of growers producing grain in Ireland for the home market.

2.6.2 Challenges Facing Producers

1. Price Volatility - As a net importer of cereal grains, Ireland is quite exposed to world market cereal price fluctuations. This has been particularly evident in the last couple of years when prices for feed grain in Ireland fluctuated from €240/€250 per tonne in early 2008 to recent figures of €115/€125 per tonne. Changes under the 2008 EU CAP Health Check will reduce the extent to which intervention mechanisms can reduce price volatility.
Ireland’s cereal production system is dependent on relatively high levels of agrochemical input due to high disease pressure, and these inputs lead to high production costs. In periods when cereal prices are low the viability of this production system can be particularly threatened. 
2. Pesticide Regulations - Pesticides are used to control certain harmful organisms in crop production. An enhanced EU pesticide legislative framework is currently being agreed. One of the changes will be that the basis for approving active substances used in pesticides will change from a risk assessment to a hazard criteria basis. This will, over time, result in the loss of quite a number of active substances currently in use in Irish crop production. The exact impact of the new legislation will become clearer as implementation details are finalised and industry responds to the changes.
3. Water Framework Directive - This Directive’s objective is for all surface water and groundwater to achieve good water status by 2015. To achieve this, River Basin Management Plans (RBMPs) will have to be agreed and  published shortly. Where water targets are not reached, supplementary measures to the RBMPs will be introduced. This may have implications for tillage farming in some areas, as excessive nitrate levels in rivers are occasionally associated with such farming. 

4. Land - The availability of affordable land to remain viable and achieve economies of scale is an ongoing issue, even allowing for the recent falls in land values. The cost and availability of leased land is also problematic given that 42% of tillage farmers rented land in 2007, averaging 44 hectares compared to the  17.7 hectares rented by all farmers15 

2.6.3 Future Market Prospects
World Market

The OECD-FAO estimate16 that with average yield growth slightly below historical trends, wheat production is projected to reach 722 million tones by 2018, driven by higher crop prices compared with the previous decade. It reports that wheat will remain predominately a food commodity, and that in the EU, biofuel production is projected to account for 9% of total wheat use by 2018. Feed use is projected to remain the principal outlet for coarse grains producers, although growth in use of coarse grains will be mainly driven by its utilisation in ethanol production, predominantly in the US. Cereal prices are forecasted to continue to move in close tandem with changes in global economic conditions, particularly given the cereal stock situation. With fluctuations in energy markets to continue to also influence maize and wheat markets.

The EU and Irish Market

The “Prospects for agricultural markets and income in the EU 2008-2015” published in March 2009 by the European Commission project a relatively positive outlook for EU cereal markets in the medium term, thanks to items such as the impact of CAP reform, expansion of domestic use including bioenergy, and the moderate prospects for further yield growth. The Commission believes that the domestic use of cereals will increase slightly as a result of the emerging bioethanol and biomass demand in the wake of the initiatives taken by Member States under the framework of the biofuel directive and biomass action plan.
 They also project world and cereal prices to recover to higher levels than those seen in the last decade, but remain well below the levels attained during the 2007 price spike. However greater fluctuations in future cereal prices are also expected compared with the past.
The FAPRI-Ireland “2008 WTO Reform Analysis”, September 2008, found that as internal EU prices are close to world market prices, the reductions in import tariffs and the ending of export subsidies would only have a minor impact on EU grain markets. The small decrease projected in EU prices for cereals will result in a similar projected decrease in Irish prices. However, when this is compared with the projected returns from other agricultural commodities it increases the relative returns from the cereal sector, which could lead to a small increase in the area used for cereals. 

While uncertainties have always accompanied projection exercises in the grain sector, they may be even more relevant in the future. One issue already impacting significantly on cereal markets is GMO advances and this is likely to accelerate in the years ahead. In relation to GMOs in Ireland, the Renewed Programme for Government 2009 indicates that the Government “will declare the Republic of Ireland a GM-Free Zone, free from the cultivation of all GM plants”.   Among the other most prominent emerging uncertainties likely to affect the cereals market in the coming years are; climate change, oil prices, energy policies (biofuels), freight rates, developments in agricultural and trade policies and weather-related factors. In addition the implications of any major change in land use would have to be seriously considered.

Horticulture

2.7.1 Introduction 

Production of fruit and vegetables is a significant entity within the overall agricultural industry, making an important economic contribution in terms of supplying the domestic market, employment and foreign trade.  The horticulture and potato sectors contributed approx €361 million to farm output in 2008. This includes non-food horticultural crops, which are dealt with separately. It is estimated that, in relation to produce that can be grown domestically Ireland, is 23.5% self-sufficient in fruit and 84.8% self-sufficient in vegetables including potatoes.   

Mushrooms are the single most important crop in Irish horticulture; its farm gate value of almost €103 million in 2008 represented 43% of the value of Irish fruit and vegetable production.  The bulk of the mushroom crop is grown for export, with 80% of all production exported to the UK.

The overall horticulture sector continues to have considerable potential for further development but is experiencing strong competitive pressures, particularly from the highly concentrated retail market and competitively priced imports. This pressure, coupled with ever-increasing input costs, particularly the costs of energy and labour, has resulted in many producers leaving the sector. Scale has become a significant prerequisite for success.  The number of producers has fallen as follows since 2004. 

	Crops / producers
	2004
	2008

	Mushrooms
	242
	85

	Field vegetables 
	238
	190

	Protected crops (Fruit & Vegetable)
	160
	126

	Fruit crops (Outdoor)
	104
	72


2.7.2 Challenges Facing Producers
1. Retail Concentration - The retail multiples in Ireland, given their scale and market domination, have enormous bargaining power over producers. It appears they prefer to be supplied from one or two sources and they exert unrelenting pressure on producers to drive down prices.  The EU promotes the importance of Producer Organisations but the experience in this country is that the POs claim that the multiples will not deal with them, preferring to have individual producers supplying their produce to the multiples’ central distribution centres. 
2. Production Vulnerability - The industry is particularly vulnerable in a number of areas. These include the following issues;  

a. labour intensive, 

b. vulnerable to weather conditions – even under protection, and

c. vulnerable to diseases. 

3. Currency Volatility - The mushroom sector, relying as it does on the UK market, is exposed to the volatility of sterling against the euro.  
2.7.3 Future Market Prospects

Higher consumption of fruit and vegetables was one of the goals identified by the EU in the 2007 reform of the Common Organisation of the Market for fruit and vegetables. Irish annual consumption per capita was 245g in 2006; the level recommended by WHO and FAO is 400g. Producer Organisations will be able to include promotion of fruit and vegetable consumption when seeking EU funding for their operational programmes, it is hoped that this will increase the demand for fruit and vegetables. Also Ireland’s population has expanded rapidly in recent years. The horticulture industry has therefore a growing market and should capitalise on the changing dietary patterns of a more diverse population.  

The bulk of Irish fruit and vegetable production is sold fresh and the range, quality and presentation of Irish produce has improved significantly. Consumers are becoming increasingly aware of the global concerns about climate change. This combination offers an opportunity to increase the market share of locally grown produce. Increasing oil prices will alter the economics of shipping fresh food over long distances and may promote an increase in Irish production of crops such as peppers, herbs and salad crops.  The increase in strawberry production through the adoption of new technology has shown the potential for increases in other crops such as raspberries and blueberries. 

The organic sector in Ireland is still very small in relation to agriculture as a whole.  Organic fresh produce consumption, however, is estimated to be worth €48 million per annum, which is largely imported.  Fresh produce is the largest organic category at retail level and, while some of the produce such as citrus will always be imported, there is a solid opportunity for growth in many types of organic vegetables in particular and also fruit to a lesser extent. Unlike many sectors of horticulture where the trend is towards consolidation, organic production is well-suited to small-scale production.  The Programme for Government commits to a target of 5% of land in organic agriculture “with a focus on import substitution in areas where Ireland is under-producing at present e.g. horticulture.”

There is potential for also increasing market share through promotion, marketing, innovation and new product development. Concentration of these functions in POs would allow producers concentrate on their core business. Bord Bia is building consumer recognition for the “Origin Ireland” quality assurance logo on certified Irish fruit and vegetables. New initiatives such as Bord Bia’s bestinseason.ie also offer potential.

Forestry

2.8.1 Introduction 

Under the new Programme for Government it is planned to conduct a review of State forestry policy to take account of its critical role in relation to climate change and its importance to construction, bio-energy, bio-diversity as well as its potential to deliver long-term employment in other downstream industries, including eco-tourism, furniture and crafts etc. Following this review, it is planned to overhaul and significantly enhance the current range of programmes and supports to facilitate the attainment of the target of 17% forestry cover by 2030 and contribute to meeting our climate change commitments.  

The Irish forestry sector is a relatively new but important indigenous industry.  The national forest estate has increased from a modest 89,000 hectares in 1928 to 730,000 hectares in 2008.  Of this, approximately 333,000 hectares (46%) is privately owned and the remaining 397,000 hectares (54%) is State owned, primarily by Coillte Teoranta.  Up to the 1980s almost all afforestation was undertaken by the State. It was not until the introduction of the State/EU funded forestry grant schemes that private landowners, mainly farmers, started to plant significant amounts of forest.  

The private sector forest estate is relatively new, with almost 80% (c.265,000 hectares) having been planted in the past 20 years.  Over 12,000 farmers have planted forests as part of their farming enterprise, with the average size of farm forests being approximately 8 hectares. The crop rotation in Irish forestry is typically 40 years, though it extends to over 100 years for species such as oak and beech. Crops planted over the past 15-20 years ago are just beginning to come into the first thinning stage. Consequently, only a small portion of the national timber harvest is derived from privately owned forests.

2.8.2 Challenges Facing Producers
1. Economic Climate - While forest products are part of the international trading system, the Irish sawmilling and wood-based panel sectors are heavily dependant on the domestic and UK construction markets.  The international downturn has decreased demand for Irish forest products while the reduction in construction output has led to a significant reduction in domestic production levels and exports in 2007 and 2008.  The UK market is a key export market and the weakening of sterling against the euro has had an adverse effect on the Irish trade. Currency fluctuation can significantly impact competitiveness over a short period of time. 
2. Inability to meet afforestation targets – Annual targets for afforestation set by the Irish government since 1996, are not being met. The rate of afforestation has declined in recent years, falling to 6,249 hectares in 2008. However the Programme for Government commits to increase the level of new forest planting to 10,000 hectares per annum. The reasons for the decline in recent years are complex and include other competitive land use options available to farmers and the impact of these on the availability of suitable land for forestry. Overcoming the reluctance on the part of many farmers to afforest lands, despite availability of State supports, continues to be an obstacle in meeting afforestation targets. Another critical factor was the decision by the European Commission in August 1999 that Coillte Teoranta was not entitled to receive annual forest premiums. The failure to meet the targets and the drop in the area planted annually has implications for the long term continuity of timber supply for the processing sector as well as for future carbon sequestration levels from forests. The critical mass of forestry required to ensure a sustainable supply of timber has not yet been achieved. 

3. Funding – Forestry is unique in being a farm enterprise which is still heavily supported by coupled subsidies. The afforestation scheme is solely nationally funded and this poses challenges in the context of the current fiscal position.  The commitment in the Programme for Government mentioned at the head of this section is important in this context.

4. Scale and fragmentation  - The average size of farm forests, approximately 8 hectares, means the scale of plantations can be an issue when seeking to engage the services of harvesting operators and their machines.  Smaller plantations of 2-3 hectares present even greater logistical challenges. Also the private sector forest estate is generally fragmented which increases management overheads and harvesting costs. These issues are currently being addressed with start-up funding provided to encourage forest owners to pool their resources to reduce costs, to ensure the continuity of supply of timber/thinnings and to reduce maintenance, thinning and harvesting costs by exploiting economies of scale. 

2.8.3 Future Market Prospects

Historically, timber production and prices have experienced cyclical patterns and this is likely to continue.  In the last two years the demand for timber has contracted internationally due to the continued weakness in the world economy. Future market prospects for the sector are dependant to a large degree on international economic recovery.  

In Ireland, output is expected to remain relatively stable in 2009 primarily due to reduced output by some European producers, which has resulted in increased orders for sawnwood products from the UK. The Irish processing sector is well placed to increase production levels as international economies recover. As the private forest estate matures, Irish timber production is expected to increase from c. 3 million m3 per annum to c. 5 million m3 during the period 2008 to 2015.   

Increasing demand for wood biomass by the energy sector is providing market outlets for small diameter timber from thinning operations and this will improve the viability of forest management activities, particularly among private sector producers, in the medium to long term.

Non Food Crops

2.9.1 Introduction

The cultivation of non-food crops is a relatively new activity on Irish farms. Interest can be attributed to the decoupling of farm subsidies and both Government targets and policies in the bioenergy sector. A wide range of crops can be grown specifically for use as a fuel including wheat, oilseeds, grass, hemp, canary reed grass, willow, miscanthus, switchgrass and sugar beet. The feedstock can be processed to produce biofuels - whether in liquid or solid form for use in the bioenergy market. 

The bioenergy market is an important segment of the renewable energy sector. Important and challenging EU and National targets now exist to develop renewable energy in response to concerns about climate change and energy security. Two key policy documents have been published in Ireland to increase renewable energy output, the White Paper on Energy “Delivering a Sustainable Energy Future for Ireland” and the ‘National Bioenergy Action Plan’. In March 2009, the EU adopted a far-reaching package of measures to enhance renewable energy output and combat climate change. As part of this package, Ireland is obliged to obtain 16% of our energy from renewable sources by 2020 and increase the share of renewable energy in transport by 10% over the same period. 

Delivering a supply of biomass to meet the above targets requires significant additional resources compared to the present level. It is acknowledged that non-food crops are one of the few realistic methods of generating additional supplies of indigenous produced biomass. Currently less than 
0.2% of the agricultural land in Ireland is under non-food crops made up of oilseeds, miscanthus, willow and small quantities of wheat and oats used for energy purposes. However Ireland’s climatic and soil conditions are very suitable for growing some of these crops, including willow and miscanthus, and offer a new rural economic activity and entry for agriculture to a large expanding energy market. These crops can deliver positive outcomes in terms of reduced CO2 emissions and potentially deliver extra sources of income for rural communities.

2.9.2 Challenges Facing Producers

1. Developing markets - The lack of an established biomass market is an inhibiting factor and until markets develop fully it is difficult to estimate potential returns to farmers going forward. The transportation costs involved in transporting some of these crops to markets is also an issue, therefore it would be important that local markets of sufficient size and dependability be created to reduce transport costs.

2. Profitability – The profitability of growing willow and miscanthus remains low due to the high upfront establishment costs and long pay back periods on initial investments. However DAFF did provided funding through a pilot Bioenergy Scheme in 2007, 2008 and 2009 to support the planting of miscanthus and willow by giving farmers a grant of €1,450/ha to cover 50% of establishment costs. A new Bioenergy Scheme has recently been announced to cover the period 2010-2012. Teagasc estimate that when availing of the establishment grant that a positive cash flow for miscanthus and willow is achieved in approximately 4 and 7 years respectively when analysed over a fifteen-year time span. The profitability from growing oilseed rape can also be challenging, with high yields required to make the crop economically viable. The total amount of oilseeds that can be grown is also limited by the need to keep successive crops at least four years apart in a crop rotation. 

3. EU sustainability criteria - Liquid biofuels produced from oilseeds, wheat etc must comply with the new sustainability criteria set out in Directive 2009/28/EC on the promotion of the use of energy from renewable sources. This means that biofuels used in the EU must produce 35% less greenhouse gases than their fossil fuel comparators (petrol and diesel). This figure will increase to 50% greenhouse gas savings from 1 January 2017. 

2.9.3 Future Market Prospects

In the absence of a developed market, it is difficult to make long-term forecasts on the area that will be devoted to willow and miscanthus. If the industry is to develop to a significant scale, ways of improving profitability must be found and more progress is needed to develop supply chains and viable end uses. Co-firing of biomass materials has commenced at the peat stations. While good progress is being made, issues associated with intake, transport, handling and storage remain. In terms of scale, the co-firing market is critical to establishing a viable market. 

Indigenous produced liquid biofuels can make a contribution to national energy security and reduce dependence on fossil fuel use in the transport sector. There is potential from a land use perspective to develop liquid biofuels. The Teagasc Sectoral Road Map 2015
 indicates that a 2% biofuel substitution target is possible from native raw materials. This would equate to about 75,000 ha of tillage land equal to about 20% of our total current tilled area. The area devoted to oilseeds is forecast to increase to 16,000ha by 2015. 

These first generation biofuels can provide a platform on which to develop new second generation biofuels. There is considerable international investment in research into “second generation biofuels” which rely on new lingo-cellulosic technology to convert wood, wastes etc to biofuels. In the longer term, Ireland should look to expand the biofuel feedstock base through the use of new second-generation technologies. However, there will be a significant lead in time (forecasts suggest 5-10 years) before second generation technologies reach commercial reality. 

Biorefining is another emerging technology and involves the application of oil refining technology to biomass to extract energy, high value bio-chemicals and fibres. The energy comes in the form of bio-ethanol and biogas to generate green electricity. Examples of potential feedstocks include grass cultivated from meadowland and permanent pasture. The energy potential from biorefining grass feedstock could be substantial. Ireland has a comparative advantage in grassland production over other European countries therefore this may provide a significant opportunity in Ireland.

3. Conclusion

With 130,000 farmers producing output valued at close to €6 billion, primary agricultural production comprises a significant part of Ireland’s economy. This importance is magnified when one considers both the sector’s geographical spread including the concentration in rural areas and the importance of the output along the value chain including food processing. The analysis set out in the preceding pages does however highlight many challenges faced by primary producers. While some challenges such as electronic tagging are specific to individual sectors, many, such as declining competitiveness and low prices, are common to all sectors. 

Ireland possesses significant advantages that place the agriculture sector in a strong position to progress and overcome the many difficulties primary producers face thereby taking advantage of the rising long-term demand for food. The industry produces quality produce for world-class brands, has climatic production advantages coupled with competitive advantages associated with grass-based production. Nonetheless ensuring a viable and sustainable future for the sector requires recognition from all stakeholders that the future is challenging and that difficult decisions must be made on many thorny issues if primary agriculture is to survive.

Key Questions

What should be the scale of our ambition on dairy for 2020? What would be a realistic but ambitious level of production after quotas are abolished? What is the best balance between added value / functional foods etc, and commodity production based on low-cost but seasonal production ? 
What is the best path to profitability at farm level for beef and sheep production, given poor returns in recent years? Does the trend in international and EU demand offer realistic opportunities; how should we capitalise on them and at what scale?  

How important is farm structure? How do we achieve optimum farm structure for efficiency and competitiveness? 

What is the realistic scale of a 2020 Irish based fishing fleet?

What is the potential future role of aquaculture?  
Can forestry (for biomass and timber) offer a viable alternative to beef/sheep, recognising the current level of public support? 

What is the future for cereal production in Ireland in the light of current returns, technology challenges and opportunities and climate change? 

December 2009

� This is a discussion document only and the views expressed do not purport to reflect, the views of the Minister or the Department of Agriculture, Fisheries and Food.
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		Sheep Numbers, 1975-2006

		(000 head)

		Year		Total Sheep		Ewes - Breeding		Ewes - Breeding - over 2 years		Ewes - Breeding - under 2 years		Rams - Breeding		Other Sheep

		1975		2,653.2		1,730.8				865.6		56.7

		1976		2,581.9		1,691.1				834.9		55.9

		1977		2,526.0		1,631.5				839.0		55.5

		1978		2,417.8		1,638.8				723.3		55.7

		1979		2,359.6		1,580.3				726.2		53.1

		1980		2,343.6		1,607.0				683.1		53.5

		1981		2,449.3		1,689.7				703.5		56.1

		1982		2,608.5		1,826.3				721.3		60.9

		1983		2,813.2		1,961.3				787.8		64.1

		1984		3,081.8		2,146.7				867.0		68.1

		1985		3,304.0		2,406.2				822.6		75.2

		1986		3,671.8		2,663.3				927.1		81.4

		1987		4,300.6		3,120.0				1,087		93.3

		1988		4,991.2		3,600.0				1,282		109.0

		1989		5,713.9		4,148.4				1,443		122.7

		1990		5,863.7		4,488.1				1,248		127.8

		1991		5,982.6		4,619.5				*		129.4		1,233.7

		1992		6,109.2		4,789.7		3,940.4		849.3		130.0		1,189.6

		1993		5,966.5		4,650.5		3,743.0		907.4		128.7		1,187.4

		1994		5,739.7		4,509.9		3,617.3		892.6		124.3		1,105.5

		1995		5,543.4		4,329.5		3,448.1		881.3		122.3		1,091.7

		1996		5,341.9		4,259.2		3,407.8		851.4		116.1		966.6

		1997		5,577.2		4,310.7		3,417.1		893.6		118.9		1,147.5

		1998		5,559.1		4,269.3		3,378.4		890.9		117.4		1,172.4

		1999		5,318.6		4,101.8		3,318.6		783.2		114.8		1,101.9

		2000		5,056.0		3,933.8		3,233.1		700.7		111.8		1,010.5

		2001		4,807.0		3,812.0		3,147.5		664.4		108.2		886.8

		2002		4,828.5		3,730.9		3,048.2		682.7		104.0		993.6

		2003		4,850.1		3,677.0		2,955.3		721.7		102.2		1,070.9

		2004		4,556.7		3,569.4		2,867.6		601.5		100.4		987.3

		2005		4,257.0		3,304.8		2,692.5		516.1		96.2		952.3

		2006		3,826.3		3,021.2		2,471.8		459.7		89.7		805.1

		2007		3,530.5		2,662.9		2,255.4		407.4		81.9		785.8

		*  Data not available

		Source: CSO, December Livestock Surveys
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