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1. Overview and Potential

1.1 Importance 

The manufacture of food and drink products is Ireland's main indigenous industry in terms of direct economic activity and upstream and downstream impact on the economy. The sector has a gross annual turnover in the order of €25 billion
. While it directly employs over 45,000
 on a fulltime basis, approximately 230,000 are dependent on the sector when account is taken of agriculture and ancillary employment. There are some 700
 food companies in Ireland, of which over 90% are small and medium sized enterprises and have a greater regional spread than other manufacturing industry.
The industry exports some 85% of agriculture output in processed form worth over €8 billion to over 140 markets worldwide. Forfás has indicated that Irish Economy Expenditure in the food sector accounted for 72% of total sector expenditure compared to 41% for total manufacturing industry
. Hence, it is more significantly affected by the prevailing cost base in Ireland. 

This paper gives an outline of; 

· the recent progress and future potential of the sector in general, 

· an analysis of the current situation with regard to each of the subsectors of the food industry and their potential for growth, and 

· then discusses the sectoral challenges that must be met in order to achieve this potential.

1.2 Evolution

In the past decade the industry has reduced overall dependence on commodity production to become responsive to market and consumer trends. Building on high food safety standards and supported by State investment, it has developed a reputation as a first class world supplier of quality dairy, meat, seafood and other foodstuffs produced in a clean green environment. 

While seasonality still determines that much production is in commodity form, the sector has moved up the value chain. The development of prepared consumer foods marks this shift. So too does the change in beef exports with virtually all exports now going to higher value EU markets developed through Bord Bia strategies. The Asian strategy target for the sector of doubling the value of food and drink exports by 2009 was achieved two years ahead of target through close industry and Bord Bia cooperation. Public policy and industry investment have prioritised capability in producing products to meet consumer demands for value, health and more recently, sustainability.

1.3 Potential

The expected future growth in world demand caused by the projected increase in global population from the current 6.8 billion, surpassing 8 billion in 2030 to 9.2 billion
 by 2050 will require a 70%
 increase in global food production. In this context Forfas in its recent report, entitled Sharing our Future: Ireland 2025, identifies the Irish food and drink industry as offering further growth potential, underpinned by scientific and technological developments in production and manufacture, and in nutrition. Furthermore, the report points out that with food safety and security set to become much bigger issues at a global level, and with volatile international food commodity prices, the Irish agri-food industry will continue to be an important part of the national economy and of strategic relevance in terms of food security. 

The importance of the food and drinks sector to the Smart economy is also emphasised in Building Ireland’s Smart Economy – A Framework for Sustainable Economic Renewal.  Its contribution will stem from the industry’s clear climatic production advantages and green image, developments in food science technologies, and innovative and competitive production capabilities. 

Additional factors also give rise to optimism for the sector; these include: 

· when economic growth rates recover, the increasing purchasing power in developing countries, will allow consumer preferences to continue to shift away from food of vegetable origin to food of animal origin
, 

· growth in urbanisation - in 2008, the number of people living in urban areas increased to 50% of the world’s population for first time - combined with income growth, is also leading to dietary changes, with an increase in the demand for more processed foods an example of this, and 

· both increasing globalisation and accessibility of markets, will provide developing countries as new global growth markets, where imports are growing most strongly in developing countries, and an increasing share of this growth will be captured by larger exports from other emerging and developing countries.

According to the OECD and FAO in their latest combined Agricultural Outlook report, in the medium term, increasing world population along with economic growth and urbanisation are key factors driving global meat consumption. By 2018, global meat consumption is expected to increase to over 320 million tonnes, a 20% increase compared to the base period (2006-2008 average)
.
2. Subsectors 

The food industry is not homogenous.  It is comprised of different subsectors each with varying features and requirements. However, all of the subsectors are dependent to a greater or lesser extent on the efficiency, quality and market led nature of its primary production. The focus of this paper is on the food processing sector. Issues at primary level are dealt with in the Discussion Paper Future Outlook for Agricultural Commodities. 

2.1 Dairy Sector

In 2008 milk accounted for the largest share of Ireland’s gross agriculture output and the processing sector, which has twenty major processing plants, has a turnover of about €3.7 billion. The value of processed dairy exports was €2.3 billion
 in 2008.

The infant milk formula sector in Ireland is strategically very important to the Irish dairy industry and the wider economy, with three of the key players internationally located in Ireland supplying 15% of the global requirement with a combined turnover of €667 million in 2008. The very high standards of food safety and confidence in Ireland’s regulatory systems is a key element in the embedded presence here of international baby food manufacturers but a concerning issue is that the Irish cost base is frequently higher than for other locations.  

Recent research by Bord Bia on the European dairy sector highlighted significant potential market opportunities in the hard/semi hard cheese area as well as specialised dairy ingredients that deliver on health, nutritional and functional attributes. 

Despite current challenges most analysts forecast strong demand and high prices for dairy products as population growth, cultural trends and increased prosperity in developing countries will induce high levels of demand. Both the abolition of EU milk quotas in 2015, and the annual quota increases under the CAP Health Check, present Irish milk producers and the industry with an opportunity to respond to this increased demand and grow their businesses in a sustainable fashion. 

2.2 Meat Sector

The combined value of meat and livestock exports was estimated at near €2.6 billion in 2008
. The beef sector represents the largest part of this with exports of €1.7 billion and in excess of 100,000 Irish farms have a beef enterprise. Output from the sheep, pig and poultry sectors in 2008 was estimated to be €171 million, €334 million and €151 million respectively
. 
Today more than 90% of beef output is fresh beef supplied to retail, food services and manufacturing clients in Ireland and across the EU. This transformation has involved significant investment in production, quality and market development. In a further progression, meat based products now account for some €413 million of the value of prepared consumer foods exports
. EU beef and veal production is expected to decline by almost 5% by 2015
. This will lead to a supply gap within the EU estimated at 600,000 tonnes by 2015
 creating opportunities for efficient Irish beef producers in the high value EU marketplace. 

Notwithstanding the fact that the market development of the beef sector has been dramatically re-engineered over the past decade, the sector faces significant challenges to its aim of improving its market share.  

Nationally, beef production is a low margin business and Teagasc estimate that only 21% of beef farms were economically viable when the cost of farm labour and investments were taken into account. The 2008 FAPRI-Ireland
 forecast for the sector was that this percentage could decrease to 10% by 2018 under a ‘no-policy change’ regime. These stark figures call into question the future viability of the beef processing sector as a weak primary production base significantly limits the sector’s potential for growth.  In addition, currently the sector has excess processing capacity, estimated at 40-50%, which increases the industry’s cost base by up to 15%.  How both these internal issues are tackled is of strategic importance to its long term development.  

There are also other environmental and economic challenges to be dealt with including the impact of emission reduction targets and competition from competitively priced South American beef imports and other cheaper meats.

Pigmeat is the most widely consumed meat in the EU and consumption is expected to grow over the coming years. The Irish pigmeat sector is facing significant competitive challenges, including dealing with the fallout from the product recall and rising costs of feed. The main prospects for adding value to the sector are building consumer loyalty to Bord Bia Quality Assured pork and bacon while also increasing the range of cuts sold at foodservice level.

The consumption of sheep meat is declining in the EU.  It has marketing difficulties as it is viewed as a luxury meat and not the meat choice of younger people. Also the ability of the sector to benefit from reducing EU sheep production is limited by its current scale, carcase quality and economic performance. 

The poultry sector is also 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.

2.3 Prepared Consumer Foods (PCF)

The Prepared Consumer Foods sector has developed over the past 15 years – it now has exports valued at €1.5 billon primarily to the UK and accounts for nearly 33% of total food and drink industry employment. The success of Prepared Consumer Food exports has been the dynamic nature of the sector, a branded as well as private label focus and a recognition of consumer needs. While the sector includes around 280 companies, it is dominated by a relatively small number of large companies who account for the majority of exports and employment. 

The large companies in the PFC sector have the potential to become internationally competitive, however they are challenged by strong multinational competition and a strong dependence on the UK market with consequential currency imbalances. This latter point is critical to the continued success of the Irish industry as by its nature it is relatively easy to move the PFC production base outside Ireland and into the UK. The smaller businesses are limited by weak branding and lack of scale/capital. The key export growth opportunities for the next three years are forecast to include frozen ready meals and pizzas, added value meat and confectionery.  A continued focus on targeted market diversification is necessary. 
2.4 Functional Foods

The term ‘functional’ is commonly recognised as any ingredient, food or beverage that contains specific physiologically active components that provide health and wellbeing benefits beyond basic nutritional functions. The lack of a recognised universal definition can result in differing valuations on the size of the market with the result that current projected global sales vary between $95bn and $195bn depending on market research source and definition used. Nevertheless there is evidence that functional food sales are growing faster than food sales as a whole.  Market research by Euromonitor International indicates that sales of functional/ fortified foods in western Europe grew by 10.2% a year between the years 2004 and 2007 compared to 6.3% per annum for other food sales. 

Experts estimate that the functional food sector in Ireland, imported and indigenous products, is worth in excess of €100m. Irish manufacturing capability is largely confined to a small number of large dairy companies and SME’s in the ingredient and beverage sectors. Products such as fortified milk drinks, probiotic yoghurts, cholesterol lowering spreads, energy drinks, functional waters have been successfully launched by these companies.  Also, the Irish dairy sector is a key supplier of specialised functional ingredients to the global infant, adult and sports nutritional sectors with a close supply base relationships with three of the world’s largest infant milk formula producer.   

Irish companies have the capacity to position themselves to benefit from this growth sector.  An existing strong food and pharma industries base, good availability of quality raw materials, recognised food and drink research centres with developing expertise in nutritional sciences e.g. nutrigenomics, metabolomics, all combine to create the right environment.

To deal with the increasing costs of new product development, weak Irish marketing brands and the regulatory substantiation of health giving claims, Irish companies will need to become involved with strategic partnerships and licensing or technology transfer agreements with international food and pharma/bio-technology companies.  These interactions will harness potential synergies and will contribute towards the development of an innovative and profitable functional sector.

2.5 Seafood

The seafood sector is made up of the wild capture sea fisheries, aquaculture production and seafood processing. The value of seafood sales in 2008, excluding direct landings of Irish vessels at foreign ports, amounted to €731 million
. Of this amount, exports were valued at €350 million
. The sector employs almost 11,000 people when account is taken of employment in fisheries, aquaculture and processing.

While global seafood markets are currently weak the medium term market outlook for seafood remains strong with global seafood demand projected to outstrip supply and with EU import dependency growing (estimated at 75%). Significant scope exists to grow the value of seafood exports and to create additional jobs by reducing the current 85% level of bulk and unprocessed seafood exports. 

Aquaculture is the fastest growing food production process and one which Ireland is well positioned to take advantage of. Unlike many competing regions, Ireland’s aquaculture industry adopts high standards of production based on environmental sustainability and fish health. Supporting the fin-fish and shellfish sectors is a series of independently audited quality schemes and eco standards designed to assure the sustainability of Irish aquaculture production. This robust assessment and licensing system for aquaculture is compliant with EC directives and provides a further basis for differentiated seafood products.

The relatively small scale of aquaculture, especially salmon farming, in Ireland compared to other countries has meant that to date the industry has been channelled into niche markets such as organic.  This has proved a very successful strategy due to the high value of organic products in the marketplace.  At present approximately 6,500 tonnes of Irish farmed salmon is produced organically.  This amounts to around 60% of Irish production.  There is certainly potential to increase this in the future. The rope grown mussel sector is also showing potential for organic expansion, where the product is mainly used as an ingredient in ready-made dishes with an overall organic certification.

Attaining the incremental output increases for aquaculture set out in the Government’s Cawley Seafood Development Strategy and in the National Development Plan for 2013 would generate an additional 670 full time equivalent jobs directly and 845 jobs indirectly. Those additional jobs would by definition be in peripheral coastal areas and 80% of the additional €200 million of aquaculture output would be exported.
2.6 Horticulture and Speciality Food

Growing consumer demand for speciality food products and a desire for local produce resulted in a significant increase in the number of small food companies operating in Ireland. These companies are supplying a speciality food market in Ireland with an estimated output of some €475 million at retail selling prices and which is growing at 10% annually. In addition, the horticulture and potato sectors contributed approximately €361 million to farm output in 2008.

There will be opportunities for edible horticulture products through the promotion of fresh local produce. The shorter distances from field to fork for Irish grown fruit & vegetables has a real and significant advantage compared to imports and opportunities to exploit this exist. 

In contrast to the EU in general, where the average is 5%, organic production is relatively low at present in Ireland with only 1.2% of the agricultural area being organic.  Estimates of total sales per annum are in the order of €120 million for 2009.   As our climate and infrastructure are very much suited to the extensive and outdoor requirements of organic production, the organic sector has the potential to expand,  particularly in terms of import substitution.

The main area for organic potential would be beef which is the predominant organic production area and for which there is a deficit in supply in the UK and some other member states.  Organic dairy product consumption is increasing and Ireland's climate is very much suited to this organic enterprise.  The acreage in organic tillage production is very low and a major deficit exists both for organic food, e.g. breakfast cereals and feed, including organic fishfeed.  The other area with significant potential is organic fruit and vegetable, especially the latter as up to €50 million worth of organic fruit and vegetable per year is presently consumed in Ireland, the majority of which is imported.
2.7 Beverages

The alcoholic beverage sector, incorporating distilled spirits and spirit-based liqueurs, provides employment – directly or indirectly - for over 20,000 people and accounts for raw material purchases (cream, cereals etc) of over €170 million. Ireland supplies over 90% of the world's cream liqueur market while total exports of alcoholic beverages are worth over €1.2 billion.

The continued emergence of new export markets combined with strong consumer demand for wider product ranges presents opportunities for the sector.  Bord Bia has identified potential to increase export revenues and will be working with industry to encourage innovation and new product development to target global consumer trends within the alcoholic beverage industry. A strategy has been developed to assist companies to continue to expand exports in mature markets as well as focusing on potential opportunities in growth and emerging global markets
. The Irish whiskey sector is a key driver of growth within the industry and is likely to continue to gain market share in the medium term.  

3. Key Sectoral Challenges 

It is evident from the foregoing that there is significant potential for the sector in the medium to long term. However there are a number of challenges that need to be addressed to develop a sustainable comparative advantage for the sector. 

The key challenges are;

· Competitiveness,

· Market development,

· Retail concentration,

· Food security,

· Environmental sustainability,

· Rebuilding and managing the marine foods resource,

· Currency volatility, 

· Policy developments, and

· Achieving best value from research and development. 

3.1 Competitiveness
The production value of the industry grew strongly between 2000 and 2006.  However, rising costs, adverse currency movements and an inability to recover these costs from the market is placing increasing pressures on the Irish Food Industry. In addition, the global and European food and drink markets have become increasingly competitive over recent years. The emergence of global competitors across all major product sectors will continue and indeed intensify over the period to 2020. This process is likely to be accelerated by policy changes at WTO level, which seem set to significantly liberalise global trade when an agreement is finally reached.

Given these developments, it is important that the Irish agri-food sector is working from a cost base that is broadly in line with other European producers. Between January 2000 and April 2008, Ireland actually experienced a 35% loss in its trade-weighted international price competitiveness
. Key issues impacting costs are high energy costs for large energy users and the high costs of waste disposal. The realignment of these costs requires action at national level to ensure adequate competition in each of these areas.  An analysis of regulatory requirements is also necessary to maximise efficiencies.

At the moment, funding pressures are very strong for both producers and manufacturers with cash flow issues and difficulty securing access to capital for both short and long term business development prevalent. While it is hoped that the economy will return to growth over the short term, it is important to ensure that viable companies are assisted as strongly as possible in their attempt to overcome the current difficulties they face. 

Cost inefficiencies at all levels are a challenge that needs to be dealt with. The Discussion Paper Future Outlook for Agricultural Commodities highlights the differences in economic performances between the upper and bottom third of beef and dairy farmers and also indicates what could be achieved using optimum farm blueprints. Clearly achieving optimum farm level productivity is essential for future growth. Inefficiencies at processing level must also be tackled. Studies indicate that Irish dairy products have a real cost disadvantage as the current scale in milk production, processing and marketing is below the standard of our main international competitors. A similar cost base issue also applies to the beef sector. 

Other competitiveness challenges which the sector must continually overcome are that Ireland has a small domestic market, surplus agricultural output, a peripheral geographical location and highly seasonal grass based production curve for the main subsectors. Some of these factors have geared agricultural output towards commodity products. These types of product are low margin but are a valuable source of income, if produced competitively. However, cost competitiveness, global pressures and restriction on EU price supports in the EU means that the sector must become less reliant on these products. 

3.2 Market Development

The development of markets to extend the reach of exports and to attain higher levels of penetration on high value markets will remain a key challenge for the sector. While the UK will continue to be Ireland’s single largest export market and a major priority for exporters, other Eurozone markets offer the prospect of new opportunities and more stability in the light of recent exchange rate volatility. Bord Bia have significant market intelligence to aid this goal. In partnership with industry, Bord Bia has identified opportunities for cheese and dairy ingredients and prioritised key target markets in Eurozone countries for prepared foods. 

Moving products up the value chain to target market segmentation to ensure an increased penetration of EU markets will be crucial for the sector going forward. This would allow the repositioning and differentiating of Irish beef in order to maximise market returns, capturing growing markets for high value seafood products within the EU and embracing sustainability, to provide a new, objective promotional platform from which to promote Ireland the Food Island.

Consumers world-wide are increasingly aware of the link between diet and health and as a result key sectors within the global nutritional market, such as functional foods and nutritional supplements, are growing very strongly. Indicators suggest that this will continue to be a growth area in the coming decade. The food industry will need to develop functional foods and bioactives with validated health claims in order to capture a share in this burgeoning market. The knowledge and expertise of Enterprise Ireland, Teagasc and Marine Institute will be important for commercial initiatives in this regard.

Work also needs to be done to build on consumer loyalty to Bord Bia quality assured schemes for pork and bacon and increase the recognition of the Bord Bia quality mark for poultry. In addition, efforts should continue to ensure full market access for Irish pigmeat.  
3.3. Retail Concentration

The increasing buying power of global retail groups and the impact this is having on prices that suppliers are able to secure is another challenge facing the sector. In Ireland it is estimated that the top three retailers control 70% of the Irish grocery market and it is claimed that this concentration is the highest level within the EU. The increasing retail concentration has caused a shift in the balance of power between players in the food chain, with concerns over the power of retailers over suppliers. Given the scale and market share of these retailers in the sector, significant pressure can be exerted on suppliers regarding prices and conditions of supply. In recent months retailers have been accused of abusing this buying power, using “sharp” practices and as a result putting the viability of primary producers in jeopardy. There are concerns at national that the uncontrolled use of power by the retail multiples could have a negative effect on primary food production.  Concerns on the effect on primary producers are also being expressed at EU level. Their analysis shows that in the period 1995 to 2005, the share of agriculture in the food supply chain has decreased from 31% to 24%, while the share for both the food and the distribution sectors increased from 31% and 38% to 33% and 43% respectively, see table following. This indicates that both the food and the distribution sectors have experienced growing value-added and profits while agriculture is the only sector in the food chain where the value-added price index has declined despite volume growth.   

[image: image1.emf]31%

29%

24%

31%

31%

33%

11%

11%

13%

27%

28%

30%

1995 2000 2005

EU25; 1995-2005 data; € billions (current)

Food retail

Food

wholesale

Food

industry

Agriculture

100%= 476 522 537

2.3%

xx% 1995-2005 annual growth rate

3.3%

1.9%

-1.5%

1.2%

Source: EU KLEMS, EUROSTAT Structural Business Statistics


At national level, consultations have taken place on a possible retail Code of Practice for Irish retailers while the EU Commission is discussing ways to make the European supply chain more transparent while promoting sustainable and market based relationships.
Another difficulty identified with the food trade is the absence and misrepresentation of some food labels regarding country of origin. This can provide a lack of information or misinform the consumer. This can therefore create additional challenges for Irish producers and suppliers on the domestic market. 

3.4 Food Security 

By 2030, the planet will need to produce 50% more food, with less land, water and energy as inputs. There are clear limits to the earth’s natural resource capacity as future demand for food, feed, fibre and energy grows. Food companies are faced with the challenge of meeting the needs of an ever-increasing population while at the same time limiting the impact of their activities on the environment. 

The number of weather related shocks and biosecurity issues and their impact in recent years highlight the vulnerability of global food supplies. Over the past two years, there have been a small number of food safety issues which have negatively impacted on Ireland as a producer of safe foods. Given our national branded image of a safe, green food producer, there is a strategic need to align high standards in animal health, welfare and food safety with the drive for increased production. 

In Europe, ongoing low profitability at producer level has been causing significant declines in the production base for some agricultural products. From an Irish perspective, any further losses in the Irish supply base will have long term consequences for the security of local supplies on a year round basis, which would hamper the ability of Irish exporters to work with key retail and foodservice accounts. 

3.5 Environmental Sustainability  

It is more important than ever for Ireland to maintain its reputation as a food producer of high integrity and to clearly convey the key points of differentiation that can enhance Ireland’s position as a supplier of high quality food products. Our high animal health status with its growing emphasis on welfare is an element of differentiation which should not be overlooked. Climate change and increasing consumer concern for the environment are now becoming key global issues. Given our international profile, these developments require that we review our positioning as we continue to build the image of Ireland The Food Island and what it stands for.

The issue of environmental sustainability is becoming a core strategic theme for leading global retailers and food manufacturers. They are increasingly starting to look at their suppliers to see what they can do reduce their impact on the environment. While consumers have yet to fully comprehend the topic, it is becoming an increasingly important issue for them.

For Ireland, the emergence of sustainability as a key strategic issue means that it is no longer enough to say that we are natural and green, we now must actively demonstrate and prove it. This requires facing up to challenges such as the fact that agriculture accounts for 28% of all greenhouse gas emissions in Ireland. However, it also means that there is potential to clearly convey the natural advantages we possess in terms of grass based production, its role in terms of biodiversity and that most output comes from small family farms that are also looking after the countryside. This is where environmental measures provide the ideal platform as they offer considerable potential to create a clear marketing story with consumer appeal. 

The fact that sustainability, as a marketing issue, is at a relatively early stage of development means there is an opportunity for Ireland to take a lead on this issue. This could involve developing a clear communications programme that demonstrates how the agri-food sector is responding to climate change and using this to enhance our position in the marketplace. On the down side, the pig and poultry sectors will initially encounter the sustainability issue, as higher environmental and animal welfare standards will increase costs in both sectors.

3.6 Rebuilding a Sustainable Marine Foods Resource Base

Many fish stocks are overexploited and need to be rebuilt.  Delivering sustainable fisheries requires a reduction in the current fishing pressure on many stocks and the implementation of area based management plans.  These plans must include strong stakeholder engagement and must seek to minimise the impacts of fisheries on the environment.  Society will demand that all fish products must be traceable to sustainably managed fisheries. 

Ireland’s seafood industry must be built on the foundation of a sustainable supply of raw material sourced from both wild stocks and farmed fish and shellfish. Demand for seafood products will continue to grow, and Ireland has a unique opportunity to capitalise on an integrated and co-ordinated approach to the sustainable harvesting of a wild and farmed resource base.  

3.7 Currency Volatility 

Some 70% of Irish food and drink exports continue to go to non eurozone markets. As a result, this trade remains open to considerable swings in exchange rates, which can have a significant impact on competitiveness over a short period of time. Oil price developments combined with the outcome of the current credit crunch will dictate currency movements over the medium term.  For Irish exporters, the movement of sterling will remain a critical issue, given the fact that 45% of food and drink exports go to the UK. Additional to this, a weakening of sterling against the euro, increases the competitiveness of UK exports and thereby adversely effects Irish exports on some key export markets such as France and sales on the domestic Irish market too.

The prepared consumer foods sector is potentially more mobile than the other food processing sectors for which location close to a production base is an advantage. It has been identified that this sector is in the highest risk category and a significant number of the 14,000 jobs could be under pressure given ongoing competitiveness issues such as exchange rates and costs. 

3.8 Policy Developments

Discussions have started on the future make up of the EU budget and Common Agricultural Policy.  The current financial framework ceases in 2013 and a new one is required for the period 2014-2020. Changes to the budget and/or to the CAP, discussed in the Context Paper, will have the potential to have a significant impact on the supply base to the Irish food sector. 

A review of the EU Common Fisheries Policy (CFP) is also ongoing. Changes in the CFP are likely to lead to a fundamental reform and a reversal of the current situation whereby European fish stocks have been overfished by oversized fleets. 

The eventual outcome of the Doha round of WTO talks will be a critical driver of the trading environment for Irish food and drink exports. While an agreement may not be foreseen in the near future, it can be expected to occur in the early years of the next decade. Any significant reductions in import tariffs and market supports have the potential to significantly alter global trading conditions, for the Irish food sector this could lead to an increase in the competition from imports on the domestic market and for Irish exports on the EU market.

3.9 Achieving best value from Research and Development

Innovation is a key ingredient of sustainability and competitiveness. Innovation in products, packaging, processing and branding will be critical to the success of the Irish industry in enhancing its position on the Irish market and extending its export reach. Central to this will be a strong ability to access and interpret market trends to ensure the sector can anticipate evolving market needs. This knowledge needs to feed into innovation programmes and processes. 

However, this process is resource intensive making it difficult for many Irish manufacturers to compete with larger competitors. Resources should continue to be prioritised for both applied and fundamental research, through the various funding programmes operated by Enterprise Ireland, DAFF (FIRM and Research Stimulus Fund) and the Marine Institute.  
The Department of Agriculture, Fisheries and Food has funded capability and the development of centres of excellence in food research in the universities and Teagasc on a competitive and externally evaluated basis. A key focus of the Enterprise Ireland Strategy of Transforming Irish Industry is the development of new and innovative high value added health enhancing food products through the application of science, technology and innovation. Research funds committed by the Marine Institute, through the NDP Marine Research Sub-Programme, is further developing marine food research capacity and capability. Enterprise Ireland linking Third Level Institutes and the industry has a significant role to play in this regard.
Irish companies need to diversify the dairy product mix and increase the production of higher value products like cheese. To achieve this, research and development is required to bring forward these products onto the market. The beef sector also needs to add value to beef sales through improved processing methods, product development and innovation. 

The transformation of the seafood sector up the value chain from the export of primarily bulk/unprocessed product requires a range of measures focused on scientific and technological research that underpins innovation, new product development, quality enhancement and improved route to market structures as well as labelling, quality standards and market promotion based on quality, provenance, and environmental sustainability.

This research and development is now being undertaken in changed economic circumstances. It is therefore imperative that the best value is got from this work in terms of effectiveness and efficiency.

4. Conclusion and Key Questions
The development of a consumer/market orientated food sector has long been a national policy objective and is consistent with the direction of the reformed CAP. As outlined in Section 3, the Irish food sector faces a combination of challenges at present, which are undermining its ability to compete, and threatening to halt the development of a consumer focused food sector. The extent to which the sector can respond to these challenges will determine the ability of enterprises to survive in the domestic market and to achieve long-term growth and increase value on export markets.

In all, Ireland needs to promote its advantages while openly undertaking a strategy designed to reduce the impact of existing competitiveness barriers such as energy and service costs to business. The actions required to address the cost competitiveness challenge and ensure the industry’s viability are not just within the remit of the State and its agencies but must also involve significant adjustment by industry itself. How well the current challenges to the food sector are addressed will determine the future growth pattern of the industry and whether it can reach its long-term potential. 
Key Questions

How important is consolidation in dairy and beef processing and how can we achieve it?

How do we maximise the scale of a viable fish processing industry?

To what extent should food and drinks exports aim to deepen the focus on EU market or to diversify more widely? 

What steps can be taken to ensure the further growth of international food product companies in Ireland ?

What should be the future strategic focus for developing prepared consumer foods (pcf), ingredients, functional foods etc?

How can we capitalise on the future potential in the pork, poultry, cereal, horticulture and organic markets in terms of both import substitution and export possibilities? 

What is the potential for development of SMEs, including indigenous micro and speciality food enterprises and organic producers?

What are the likely consumer, retail and other market developments that are most likely to impact on the Irish food sector to 2020?
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