Current Economic, Policy Context 

and Outlook

CONTENTS











Page

1. Context








3

2. Current Economic Situation and Outlook



3

3. Impact of Current Crisis on Agriculture and Market Outlook

4

4. EU Budgetary Issues






5

5. CAP Post 2013 Issues






5

6. EU 2020 Strategy






7

7. Conclusion and Key Questions





7

1. Context

Ireland is a small open economy that is heavily reliant on international trade and foreign investment. The weakening of the global economy impacted disproportionately on Ireland due to our export dependence, compounding the problems caused by the sharp slowdown in Ireland’s construction sector. As a consequence, the Irish Government was faced with the challenges of a sharp drop in economic activity, declining taxation revenues and increased expenditure on social welfare support. A number of significant and decisive steps were required to stabilise the public finances while simultaneously supporting employment and securing the basis for a sustainable economic recovery. From the perspective of the Department of Agriculture, Fisheries and Food and its agencies greater efficiencies in the expenditure of public money will be required. 

The Government already has strategies in place to address the challenges facing both the wider economy and the agri-food sector. It has clearly articulated its vision for the next phase of our economic development in its framework document ‘Building Ireland’s Smart Economy: a Framework for Sustainable Economic Renewal’. This involves a three pronged approach of addressing the current economic challenge particularly through; 

· improved competitiveness,

· investing in innovation and research, and 

· developing a sustainable green economy. 

This model for smart economic development is in line with the sustainable development of natural resources in the agriculture, forestry, fisheries, tourism and energy sectors. The long-standing Government commitment to the development of a more competitive, innovative, and sustainable agri-food and fishing sector, fits well with this vision of an innovative and environmentally friendly smart economy. The challenge will be how best to translate this vision into reality.

Given the national strategy for economic renewal and the changed global environment, it is timely that this Department analyses the outlook for the agri-food industry and develops appropriate strategies to deliver sustainable growth to build on the successful Agri-Vision 2015 Action Plan and the Cawley Report for the fisheries sector. 

This paper sets the scene within which the new vision for the industry will be framed. It provides an outline of the current economic position and the prospects for growth focusing on the Irish agri-food sector. As the EU also faces funding pressures, this paper briefly sets out the current EU budgetary position, the key issues for the post 2013 EU budget and the future shape of the Common Agriculture Policy (CAP).

2. Current Economic Situation and Outlook

The OECD recently concluded that the world economy is in the midst of its deepest and most synchronised recession since the post war period. The international recession has been reflected in lower levels of output, reduced trade and capital flows, higher levels of unemployment worldwide, as well as by steep declines in consumer and business confidence. Internationally, the current crisis has posed significant challenges for governments and policy makers in trying to seek effective and sustainable solutions.

While there are some positive signs, the recovery is expected to be weak, as financial systems remain impaired. The IMF expects economic growth during 2009–10 to be 0.5 percent higher than they projected in April 2009, reaching 2.5 percent in 2010
. Broadly speaking, both the OECD and the IMF project that the start of an international recovery will happen in mid to late 2010. As this upward revision is due to the more favourable view of prospects in the US, the ESRI’s current view is that the Irish recovery will be slower and that the sharp contraction in economic activity in Ireland’s economy in 2009 will be followed by a more moderate contraction in 2010
. Given the expected improvement in world economic conditions, the ESRI believes that the Irish economy can grow at an average annual rate of 3.5 percent to 2020, slowing to 3 percent thereafter. 

3. Impact of the Crisis on Agriculture and Market Outlook 

In common with other industries, the agri-food and fisheries industry faces a number challenges particularly those concerned with sluggish global demand, the availability of funding and cost competitiveness. The combination of the weak global demand and stronger than expected supply responses resulted in a sharp fall in prices in 2009 for virtually all agricultural commodities. It is expected that the continued short-term weakness in the general economy will further dampen commodity prices over the next one to two years. 

Nationally, Ireland faces tough budgetary choices. The Government is committed to reducing the public deficit from the current level of 12% of GDP to 3% by the end of 2013. The steps taken to stabilise the public finances, which in 2009 involved reducing public expenditure by €4 billion, have affected all sectors, including agriculture. Provision for a further similar reduction in public expenditure has been made in the 2010 Budget.  

The agri-food industry also faces significant competitiveness issues at all points along the value chain. These issues, compounded by the on-going weakness of sterling relative to the euro, are threatening the viability of certain parts of the industry. More needs to be done by industry, the State and its agencies to improve competitiveness, as Ireland has experienced a 35% loss in trade weighted international price competitiveness between January 2000 and April 2008
.  

Despite the ongoing international recession, the global market outlook for agriculture is positive. Food is a non-discretionary item of household expenditure and demand for most food products is income inelastic. The UN forecasts that the world’s population will increase by over 2 billion to in excess of 9 billion by 2050 thereby contributing to a required increase in food production of 70 percent. Accordingly, in the longer term demand for most agricultural products is likely to be maintained to the benefit of both farmers and upstream food processors.

Therefore, following the current period of depressed commodity prices, the OECD expects prices to strengthen as a consequence of increased global demand driven by the growth in both world population and in per capita incomes. While the situation varies by commodity, the OECD believes that average prices in real terms for the next 10 years will, for most agricultural commodities, be at or above the levels of the decade prior to the 2007-08 peaks.
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Figure 1: Real Agricultural Commodity Prices
 (Percentage change relative to 1997-2006 average) 

4. EU Budgetary Issues
The existing EU budget for the period 2007-2013 is approximately €975 billion. It is estimated that Ireland will receive €14.4 billion or 1.5% of the total EU budget over this period. Ireland will contribute €13 billion to EU funds, meaning we will be net recipients of approximately €1.4 billion in the 2007-2013 period. However, it is expected that Ireland will become an overall net contributor nearer the end of the current budgetary period.

Ireland’s budgetary benefits from the EU predominantly arise from the agriculture budget, with 86.4% of total receipts from this category. The figures indicate a net benefit of €6.2 billion for Ireland from this category of the budget over the 2007-2013 period. Ireland’s average ratio is 2.01 for receipts to contributions in this category, compared with 0.97 for receipts to contributions from the overall budget.

There is currently a review in train of all aspects of the EU budget which will be followed by the Financial Perspective negotiations for the 2014 to 2020 period. This process will decide on the funding available for agriculture and rural development and will clearly influence the shape of the future Common Agriculture Policy (CAP). There are competing budgetary interests at European level which will place pressure on the CAP budget – both as a share of the EU budget and in absolute terms. The Commission report is expected early in 2010 and while an earlier  leaked Commission document is not an official draft, it highlights the challenges that lie ahead.  

 5. CAP Post 2013 Issues

CAP post 2013 policy directions are inextricably linked to the discussions on the Financial Perspective. Policy analysis and debates have commenced, at an EU level, in Ireland and in other Member States, on the broad outline and general principles of future EU agriculture policy.  A number of common themes and key issues are emerging from these debates and they, together with discussions on the future EU budget, are set to inform the concrete proposals that will be tabled at a later date.  The emerging issues/proposals are set out in greater detail in our background paper entitled “CAP Post 2013”. Briefly the key issues include:

· The role of CAP as a guarantor of food security, as a provider of supports for family farming and/or as a supplier of environmental and other goods,

· The role of rural development, particularly in the context of a changed focus for Pillar 1 payments, the potential integration of some at least of its functions within cohesion policy, the potential for increased emphasis on environmental and climate change related challenges, and

· The pressure to equalise payment rates between Member States on the one hand and on the other to differentiate according to various factors including historical uptake, land use, land quality and production costs.

It is clear from discussions on the Health Check that a majority of Member States envisage the continuation of direct supports beyond 2013 but with a different focus.  This position has been echoed by the Agriculture Commissioner who stated that she still saw “the Single Payment Scheme as a part of our future policy, but certainly targeted in a different way than today.” 

The Commission has made clear its view, that the further, in time, one moves from the reference period of 2000/2002, the less justification there is for payments based on the historic model. It is expected that there would be increased pressure to move away from the historic model towards “flatter rates” of payment and that any revised system of direct payments would be linked to the achievement of more measurable outcomes. Equally, the system could involve an increase in cross compliance requirements to secure direct payments. Other possibilities regarding Pillar 1 payments include the imposition of a cap on all payments, an increase in the level of modulation, national co-funding etc. At this stage it is clear that such issues could have negative implications for the amount Ireland receives under the CAP budget.

A reduced role has been suggested in the new CAP for the “old” market management measures. However, the recent difficulties in the dairy market have sparked calls to address market volatility and for effective mechanisms to manage it.  

In 2005, the rural development regime changed by the integration of all elements within a single strategy. This was agreed in order to achieve coherent policy, to clearly identify the areas where the use of EU support for rural development adds value, while also maintaining a strong linkage with the CAP policy, the Lisbon, the Gothenburg and Salzburg agendas. Currently rural development funds are directed towards the objectives of improving the competitiveness of agriculture, protecting the environment and promoting the wider rural economy.

Together with the obvious issue of the size and allocation of the EU budget, which will impact on associated programmes, the key issues affecting future rural development policy include:

· Environmental Issues and Public Goods - The Health Check and European Economic Recovery Package negotiations have directed additional available funds towards the so-called new challenges which, apart from the dairy sector, all have environmental connotations. The perceived rationale for payments to farmers is undergoing change and there is a reducing tolerance for payments which achieve little visible results. Payment for environmental benefit and public goods does achieve acceptance however and there is a growing view that rural development should form part of the wider issue of sustainable development. 
· Integration of Rural Development policy with Cohesion policy - There is support from some quarters for the migration of at least some elements of the current Pillar 2 back to its origins in Cohesion policy post 2013. The Commission Regional Directorate in particular have been showing an interest in this concept and have produced a number of high level papers on the topic, including a Green Paper on Territorial Cohesion. This view is based on the premise that rural policies cannot continue to be restricted to agriculture and farming related issues. 

6. EU 2020 Strategy. 

On a broader front, the Commission has started its consultation process on their future 2020 strategy. This is to succeed the Lisbon Treaty and is a new approach for the EU “to achieve a new sustainable social market economy, a smarter greener economy, where our prosperity will come from innovation and from using resources better, and where the key input will be knowledge.”
  This mirrors, in many ways, the national policy for economic renewal “Building Ireland’s Smart Economy” and clearly both documents set the framework within which a new strategy for the agriculture, food and fishing industry should be developed.  
7. Conclusion

The Irish agri-food industry operates globally.  It, in common with other industries, is experiencing significant challenges from the downturn in the world economy and has also been affected by the capping of natonal schemes as a result of the deterioration in national finances. However the industry operates within a very dynamic environment, with world food demand continuously on the increase, and it has the capabality to be a strong driver of national economic recovery.

This Department is developing a new strategy that will both complement existing strategies and provide a new vision for the agri-food industry. Such a strategy is necessary to position the industry to take advantage of the undoubted opportunity that exists to develop and expand the Irish food industry. 

When framing this strategy, it is important to bear in mind the current realities and restrictions  and to realise that more of the same is not an option. This means that all stakeholders must be both innovative and at the same time demanding of themselves and others in framing policies and actions that will ensure we create a sustainable high-value industry that will continue to be at the forefront of premium food production.

Key Questions
1.  What should be the contribution of the agriculture, food and fishing sector to the national economy by 2020 and what employment and export targets should be set?  

2. What is needed to fulfil the capacity of the agriculture, food and drinks, fishing and forestry sector to contribute to the Smart Economy Framework and to the export led economic recovery? 

 3. What are the implications for our sector strategy from likely changes in EU agriculture policy (CAP post-2013) and WTO?  
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		Chapter 1		Figures 1.2.  Real crop prices to fall from peaks but to remain above 1997-2006 average
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				real

				Average 2007-08		Average 2009-18

		Wheat		78.8		14.9

		Coarse grains		62.2		24.6

		Rice		104.1		22.6

		Oilseed		63.9		13.5

		Oilmeal		64.8		3.2

		Veget. Oil		74.4		35.1

		Raw sugar		17.4		12.9

		Beef (pacific)		6.9		-5.4

		Pigmeat (pacific)		-6.9		-10.7

		Butter		86.0		15.1

		Cheese		74.1		5.2

		SMP		83.7		1.9

		Crude oil		141.1		56.5

				Figure 1.2.  Real crop prices to fall from peaks but to remain above 1997-2006 average
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