Ireland’s Horticulture Sector

BACKGROUND

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 €361m to farm output in 2008.  This includes non-food horticultural crops, which are dealt with separately.

	Product
	2008

€

	Mushrooms 
	102.7

	Potatoes
	74.4

	Protected Crops (food and non-food)
	71.8

	Field vegetables  
	58.8

	Fruit crops 
	6.2

	Hardy nursery crops, Christmas trees, honey 
	43.7

	Bulbs, outdoor flowers, foliage
	3.4

	Total 
	361.1 


It is estimated that Ireland is 23.5% self-sufficient in fruit and 84.8% self-sufficient in vegetables including potatoes; these estimates relate only to produce that can be grown domestically.   

The 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. The multiples have enormous bargaining power, they prefer to be supplied from one or two sources and they exert unrelenting pressure on producers to drive down prices.  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 2004, see chart .
	Crops / producers
	2004
	2008

	Mushrooms
	242
	85

	Field vegetables 
	238
	190

	Protected crops (Fruit & Vegetable)
	160
	126

	Fruit crops (Outdoor)
	104
	72


Source: DAFF estimates  
FOOD CROPS

Mushrooms   

Mushrooms are the single most important crop in Irish horticulture; its farm gate value of almost €103m in 2008 represented 43% of the value of Irish fruit and vegetable production.  Ireland is almost totally self-sufficient in mushrooms, with only small quantities of exotic types imported.  The bulk of the crop is grown for export, with 80% of all production exported to the UK.  Irish owned production operations in Ireland and the UK supply close to half of the fresh market there. The 2008 value of output from the mushroom sector increased slightly over 2007 despite the very difficult trading conditions for exports to the UK.  There is strong cross-border co-operation with Northern Ireland in the mushroom sector.

Mushroom production is a low margin business and the extreme price competition in recent years has resulted in serious consolidation in the sector.  Production costs (namely labour and energy costs) have increased. Ireland’s main competitors, the Netherlands and Poland have gained market share with the currency devaluation of the Polish Zloty a particular concern.  The number of growers has fallen from approximately 550 in the late 1990s to currently 85.  However, the level of output has remained relatively stable, as there has been an increase in the scale of operation of growers remaining in the business in an effort to reduce unit cost.  61 Irish growers are members of the two recognised Mushroom Producer Organisations. 

Potatoes 

The CSO estimated the value of potatoes at €74.4m in 2008. This showed a very considerable decline on the previous number of years when production was valued at over €100m. The decline in output value is principally due to a decline in prices as the area under production was 10,000 hectares, which was similar to previous years. Returns from applicants under the Single Farm Payment show over 1,100 farmers growing potatoes; of these, the top 200 growers produce 67% of the area. The main varieties grown are Rooster 48%, Kerr’s Pinks 14% and British Queens 10%. 

Potato consumption is facing increasing carbohydrate competition from pasta and rice.  Potatoes are considered to be less versatile and less convenient than these alternatives and the traditional dinner of meat and two vegetables is facing competition from a range of other meal types. Also with more than half (54%) of our total population younger than 35 and 48% of people living in households of 2 or less people, this has a strong influence on the type and quantity of potatoes that are bought. These smaller households have less space for bulky food items and the demographic shift shows that 18-24 year olds are eating two less servings of potatoes than 55-64 year olds.

Even within the potato sector and particularly in the wider catering sector, the traditional potato is being replaced by mini potatoes. It is also noticeable that the average bag size being sold is shrinking, according to Bord Bia, 77% of all potato purchases are in bags of 10kg or less compared to 50% in 2002.  Sales of 5kg bags or less account for 26% of volume sales but 51% of value. 

The industry is facing increasing competition from imports, particularly from Cyprus and Italy in the early part of the season, with UK and France for main crop and processing varieties. CSO figures for 2008 indicate that total imports were estimated at 107,000 tonnes (56,000 tonnes fresh and 52,000 tonnes frozen).

The industry has been helped by the Irish consumer loyalty to certain varieties which in the main are exclusive to Ireland and by the fact that immigrants from Eastern Europe are major consumers of potatoes. It is also felt that in recessionary times there will be a switch back to potatoes, but the industry should endeavour to secure that potatoes are not marketed as a discount product.

The industry has invested heavily over the past decade, in particular in new storage facilities. This has resulted in high quality Irish potatoes being available throughout the year but this has also resulted in increasing competition for early season producers. 

Protected crops

In 2008, the farm gate value of Irish protected crops (tomatoes, lettuce, cucumbers, celery, strawberries, raspberries and others) amounted to €71.8m, a figure which has been increasing in recent years. There were 126 protected food crop growers in 2008; 10 of these were in POs. Most of the output is sold on the domestic market.  The overall trend is towards fewer growers but increasing scale and production value.  
This sector has shown very good growth, primarily as a result of the shift in strawberry production from outdoors to production under protection structures.  Strawberries accounted for 35% of the 2008 output value and further growth is likely as growers aim to extend the season further.  There are also limited opportunities for exports. However, while the success of the strawberry segment is due to the use of new technology under glass and more efficient growing tunnels, energy costs can have a significant impact on margins. 

Tomato production accounted for 13% of the protected crops 2008 output value. The trend in this segment is towards diversification into profitable niches such as vine tomatoes and vine plum tomatoes.   

There may also be potential to increase production of what are essentially edible bedding plants – herbs in pots for retail sale and vegetable seedlings in trays or pots to be grown on by the consumer. 

Field vegetables  

The number of growers producing field vegetables (carrots, cabbage, broccoli, swedes, cauliflowers, parsnips, outdoor lettuce, brussels sprouts and others) in 2008 is estimated at 190. None of these growers were in POs.  Carrots and cabbage are the two most important field crops in terms of both production area and farm gate value. Production is sold mainly as fresh produce.  The volume of field vegetable farm gate production is approximately twice the volume of the same categories imported. Imports are largely when seasonal conditions do not allow local supply.  There does not appear to be significant opportunity for import substitution or export growth. The viability of the sector is a major issue due to constant downward pressure on prices paid to producers by the retail multiples.  Costs have risen significantly over time but there have been no price increases in several years.  In many cases producer prices have actually fallen.

Soft fruits / Top fruits

The sector is small and coming under increasing pressure primarily due to a lack of scale. There were approximately 72 growers in the outdoor soft fruit sector in 2008. Four of these were PO members.   Strawberries are still the dominant crop in the soft fruit sector, but there has been a major shift towards producing strawberries under protection (see above).  Due to variations in our climate, apple output has a tendency to fluctuate from year to year. There may be further potential for juice and cider production. Farm produced or artisan cider would require a change in Revenue rules, similar to that introduced a few years ago for microbreweries. However consumer demand for these “luxury” goods is sensitive to economic conditions.   

Common organisation of the market for fruit and vegetables 

The COM for the fruit and sector was reformed in 2007.  Export subsidies for fruit and vegetables were abolished.  Community arrangements for withdrawals were also abolished and alternative arrangements are provided for crisis management measures organised through producer organisations (with 50% EU funding). 

In the face of the ever-greater concentration of demand, the grouping of supply through producer organisations was recognised as more than ever an economic necessity in order to strengthen the position of producers in the market. Enhanced provisions were therefore put in place for financial assistance to producers grouping to form recognised producer organisations and implement approved operational programmes that improve the quality and efficiency of operations and achieve the following objectives:  improving the competitiveness and market orientation of the sector so as to contribute to achieving sustainable production that is competitive both on the EU and external markets; reducing fluctuations in producers’ incomes resulting from crises on the market; increasing the consumption of fruit and vegetables in the Community and continuing the efforts made by the sector to maintain and protect the environment. 

Ireland 

· never availed of export subsidies for fruit and vegetables; 

· used withdrawals to a limited extent for apples, tomatoes, cauliflowers but not since 2002;
· has not yet availed of the provision for crisis management tools, which may include green harvesting/non-harvesting, promotion and communication tools in times of crisis, training, harvest insurance, help in securing bank loans and financing of the administrative costs of setting up mutual funds. Detailed national rules are required before these tools can be offered to our POs. The levels of EU aid available are modest, for example the maximum support for withdrawals is 75% of the EU compensation for withdrawals that was set in Regulation (EC) No 2200/96;
· has had some success in availing of the aid for producer organisations. By 2002, 17 POs were established, with 13 of those in the mushroom category.  Membership peaked at 404 members in 2000. Aid amounting to €29.4m was received from the EU up to the end of 2008, with €26.7m of that for the mushroom POs.  However, when the PO Scheme was introduced by Council Regulation 2200/96, the Irish retail trade was already dominated by the supermarket chains and multiples and it was difficult for the new POs to break into the marketing chain.  The number of POs has declined to 4 at present (2 mushrooms, 1 fruit and 1 fruit and vegetables);     
Challenges 

1. The EU promotes the importance of POs but our experience 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.  A large fruit and vegetable co-operative and its associated PO effectively went out of business in early 2009 when its contracts with one of the multiples were wound down.  
2. The industry has received significant support under the NDP schemes for investment in increased mechanisation, modernisation and specialisation.  Continuation of this aid is in doubt because of the ongoing pressure on Exchequer finances.

3. The industry is particularly vulnerable in a number of areas – it is  

a. labour intensive 

b. vulnerable to weather conditions – even under protection 

c. vulnerable to diseases 

However there may be possibilities of using modulated funds to support insurance schemes. 

4. The mushroom sector, relying as it does on the UK market, is exposed to the volatility of sterling against the euro.  Speaking at the Mushroom Conference on 21 May 2009, Ms Claire Duffy of the Ulster Bank described the current extreme weakness of sterling and predicted that it will trade towards 80p by the end of 2009.  

5. The COM provides support under crisis prevention and management measures for the administrative cost of setting up mutual funds (Article 91 of Regulation 1580/2007); the aid would be limited 5%, 4% and 2% of the PO’s contribution to the fund in the first three years of its operation.  Detailed Irish rules would have to be drawn up before our POs could include this in their operational programmes.  
6. Policy initiatives to mitigate the effects of climate change could have an effect on the horticultural sector. The industry is a significant user of energy and water, particularly for protected crops and mushrooms and any increase in the cost of energy or water would adversely affect these sectors. 
Potential Areas for Development 

1. Expanding demand by encouraging consumption of fruit and vegetables.  Irish annual consumption per capita was 245g in 2006; the level recommended by WHO and FAO is 400g. 

Higher consumption of fruit and vegetables was one of the goals identified by the EU in the 2007 reform of the COM.  POs will be able to include promotion of fruit and vegetable consumption in their operational programmes; a budget of €8 million has been provided for free distribution of fruit and vegetables to schools, hospitals and charitable bodies, which will be 100% financed by the Community up to a limit of 5% of the quantity marketed by a PO and an additional €6 million was provided under the general EU promotion regulation for the promotion of fruit and vegetables targeted at children in educational establishments. None of these provisions have been availed of to date.  However, there have been very positive responses to nationally funded initiatives aimed at encouraging consumption of fruit and vegetables by schoolchildren, viz the Food Dude Programme which has been in operation since a pilot project was run successfully in 2004, the Meet the Spuds Competition which marked the International Year of the Potato in 2008 and the Incredible Edibles initiative in 2009 which challenged schools to grow their own 5-a-day fruit and vegetables.  Traditional fruit and vegetables represent good value for money to a price conscious consumer.

2. A rapidly expanding population.  The total population in April 2006 was 4,234,925 – an increase of 8.1% compared with the previous census in 2002.  The record growth in this period includes annual net inward migration of 46,000.  The horticulture industry has therefore a growing market and one that demands diversity.  Immigrants constitute approximately 10% of the total population; this offers the potential to produce for niche requirements.  

3. Raising consumer awareness of the benefits of locally grown fresh produce.  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 increase in market share for locally grown produce.    
4. Openings for new products. 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. Increasing travel abroad may well result in products that have previously been regarded as exotic becoming more mainstream. 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.  

5. Organic production. The organic sector in Ireland is still very small in relation to agriculture as a whole. There is an opportunity for growth in this area.  Currently there is a large proportion of imported organic fruit and vegetables sold in Ireland and while some of the produce such as citrus will always be imported, there is still a significant opportunity for expansion in organic production. Unlike many sectors of horticulture where the trend is towards consolidation, organic production is well-suited to small-scale production.     

6. More dynamic marketing measures. There is potential for 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 are 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.

7. Positive effects of consolidation. The trend towards increasing consolidation and specialisation should increase the competitiveness of the sector through generating economies of scale. Larger production units should allow for an increase in labour productivity through investment in mechanisation in what has traditionally been a labour intensive industry.
Priorities and Strategies 
  -
To improve returns for producers 

· encourage greater participation in POs; POs are an important mechanism for growers to achieve greater bargaining power in the marketplace by becoming part of a larger buying group for inputs and supply base for outputs;

· support POs in their endeavours to negotiate with the multiples for better terms and returns;

· encourge the development of brands. Recognisable brands would allow producers to differentiate and promote the unique qualities of their products, thus creating consumer demand for their specific product rather than for fruit and vegetables as a commodity;

· encourage product innovation/adaptation (pre-packs and next generation products);
· develop consumer awareness of domestic varieties, health benefits and show ways for increased convenience and ease of preparation;
· encourage investment in specialised plant and equipment to improve labour productivity, working conditions and the quality of output.

· To maintain or increase market share 

· encourage POs to work with retailers to develop the market for fruit and vegetables, thus raising the level of consumption of the products and the margins available to the producers;
· encourage POs to engage in the promotion of fruit and vegetables as part of a healthy lifestyle
·  to increase consumer awareness and help increase consumption; the School Fruit Scheme and initiatives such as Incredible Edibles also have a role;
· encourage demand for local seasonal produce so consumers can exert choice at the supermarket shelves; 
To optimise production costs

· producers are experiencing consolidation, with a smaller number of growers accounting for a greater proportion of output.  Producers are also facing opportunities in relation to new products and facing challenges in relation to the storage and handling of product. Investment in increased mechanisation, modernisation and specialisation needs to be encouraged;

· encourage increased labour productivity in what has traditionally been an industry with high labour input, and to promote sustainability through improved working conditions; 

· POs will be encouraged to undertake environmental measures that will reduce the carbon footprint – particularly more efficient and alternative energy use.  This in turn could be used as a promotional tool for consumers concerned about climate change.   

To contribute to food security

· preservation of a national fruit and vegetable production base in the face of increasing pressures from the multiples is vital for Ireland’s food security;

· encourage investments in specialised plant and equipment that will improve sustainability of production and environmental conditions. 

NON-FOOD CROPS

Non-food horticultural crops include hardy nursery stock (trees and shrubs), Christmas trees, turf grass, ornamental pot plants, flowers, bulbs and foliage. There are approximately 220 businesses involved in the production of non-food crops. Most of their production is consumed at home, but there are some exports of hardy nursery stock, flowers, bulbs and foliage, and Christmas trees. There is potential to increase sales of home produced crops, and possibly to increase exports. This could be achieved by improved supply chain arrangements and by a coherent marketing strategy which differentiates the product.

The non-food horticulture sector shares many of the needs of the fruit and vegetable sector, listed above. Non-food crops are not covered by the CAP and so cannot participate in the PO Scheme. Nevertheless the industry would benefit from adopting a similar approach aimed at improving marketing and planning production to match demand. The industry also needs to adapt its production methods to minimise the effects on the environment.

Green economy

There is potential for the horticulture industry to benefit from adopting technologies from the green economy.  This may involve using alternative energy sources or exploiting by-products that are currently regarded as “waste.” There is also potential to use plants in novel ways, such as green walls, green screens etc.
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� The views expressed in this background paper do not purport to reflect the views of the Minister, the Department of Agriculture, Fisheries and Food or the Agencies whose activities are discussed.
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