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Foreword

Réamhra

Mary Coughlan, T.D.
Minister for Agriculture and Food

In 2005, Irish farming underwent a historic change with

the introduction of the Single Payment Scheme. Over €1.2
billion has been paid to more than 125,000 farmers under
the new decoupled support scheme which allows farmers the
freedom to produce based on consumer demands and at the
same time give recognition to the production of public goods
such as the enhancement of the environment. This historic
policy shift has not impacted on the relative importance of
the agri-food sector, which still accounts for 8.6% of GDP
and 8.5% in both employment and exports.

In terms of farm incomes, 2005 was an unusual year with
an overlap in arrears under the old premia schemes and
payment of the bulk of the single payment scheme causing
a substantial once-off increase in income. Beef markets
performed well, with prices and output value up 4% on
2004. Market conditions for dairy produce continued to
improve, with exports up by over 8% on 2004 and milk
prices being maintained at broadly similar levels to 2004.

The major shift in agricultural policy combined with more
liberalised trade policy and changes in life-style and consumer
trends requires a readily adaptable agri-food sector. In
response to these and other challenges outlined in the Report
of the Agri Vision 2015 Committee, the Agri Vision 2015
Action Plan was published in March 2006. It outlines over
160 specific actions to be implemented to ensure that the
Irish agri-food sector can compete with the best in the world
in terms of knowledge base, competitiveness, innovation and
marketing. It is a demanding task but one that the sector and
all the major players are capable of achieving.

The Annual Review and Outlook for Agriculture and Food
is a very useful resource for anyone working in, or with

an interest in, the agri-food sector. It illuminates trends in
the sector as well as providing an overview of most recent
policy developments. It covers a large range of diverse and
interesting policy areas including sections on the consumer,
forestry, the environment and international developments.

Mory  Grpen.

Mary Coughlan T.D.
Minister for Agriculture and Food

36875682"

Brendan Smith, T.D.
Minister of State

| 2005, tharla athru stairivil i bhfeirmeoireacht in Eirinn le tost
na Scéime locaiochta Singil. T4 nios mé na €1.2 billiun ioctha le
breis agus 125,000 feirmeoir faoin scéim tacaiochta dichuplailte
nua a ligeann d'theirmeoiri tdirgeadh bunaithe ar éilimh
thomhaltora, agus ag an am céanna aitheantas a thabhairt
d’earrai poibli a thairgeadh ar nos feabhsu an chomhshaoil.

Ni raibh tionchar ag an athru polasal stairidil seo ar thabhacht
choibhneasta na hearnéla agraibhia, a dhéanann suas 8.6% de
OTl agus 8.5% i bhfostaiocht agus onnmhairi araon.

Maidir le hioncaim fheirme, ba bhliain neamhghnach i 2005

le forlui i riardisti faoi na sean-scéimeanna préimhe agus an
mhorchuid den scéim iocaiochta singil  ioc, le méadu suntasach
in ioncam aon-uaire mar thoradh. Bhi feidhmiocht mhaith sna
mairgi mairteola, le praghsanna agus luach aschuir suas 4%

ar 2004. Lean na cuinsi margaidh do thairgi déiriochta ag dul

i bhfeabhas, le honnmhairi suas nios mé né 8% ar 2004 agus
praghsanna bainne & choinnedil ag comhleibhéil le 2004 go
forleathan.

T4 earnail agraibhia ata solubtha go héasca ag teastail mar
thoradh ar an athri mor i bpolasai talmhaiochta mar aon

le polasai trddala nios fairsinge agus athruithe i dtreochtal
tomhaltdra agus stil bheatha. Mar threagra orthu seo agus ar
dhushlain eile ata léirithe i dTuarascéil an Choiste Agrai-Fise
2015, foilsiodh an Plean Gniomhaiochta Agrai-Fise 2015 i Marta
2006. Léirionn sé breis agus 160 gniomh ar leith le bheith
curtha i bhfeidhm lena chinntit go bhfuil earnail agraibhia

na hEireann in ann dul in iomaiocht leis an gcuid is fearr ar
domhan i dtéarmai bundis eolais, iomaiochais, nualaiochta agus
margaiochta. Is tasc dushlanach é, ach ceann a bhfuil ar chumas
na hearndla agus na n-imreoiri mora go léir a chomhlionadh.

pPIOMBI04

Is acmhainn fior-tsaideach é an tAthbhreithnit agus Forbhreathnu
Blianttil ar Thalmhaiocht agus Bia d’aon duine ata ag obair, n6

a bhtuil suim acu, san earnéil agraibhia. Léirionn sé treochtai

san earnail chomh maith le hachoimre a thabhairt ar na forbairti
polasai is déanai. Cludaionn sé raon leathan de limistéir pholasai
suimiula agus éagsula lena n-diritear ranndga ar an tomhaltoir, ar
fhoraoiseacht, ar an gcomhshaol aqus ar fhorbairti idirnaisitinta.

/L/a/x«i NI pheclhlay

Maire Ni Chochlain T.D.
Aire Talmhaiochta agus Bia
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Chapter 1
The Agri-Food Sector in the

National Economy

1.1 The National Economy

Review of the Economy in 2005

The economy performed well in 2005 with growth
estimated at 5.4% in GNP and 4.7% in GDP growth. The
domestic economy was the main driver with GNP growth
outstripping GDP. Exports of goods and services increased
by approximately 2% and imports by 3%, with net exports
lower than anticipated. Employment growth, helped by
migration and people returning to the workforce, increased
by approximately 5% and the unemployment rate dropped
t0 4.4%. Prices increased slightly due to higher oil prices in
the autumn.

Table 1.1 Indicators of the National Economy,

57560613
374862382

1.2 Contribution Of The Agri-food
Sector To The Economy

Gross Domestic Product

The agri-food sector makes a significant contribution to the
Irish economy and accounted for approximately 8.6% of
GDP at factor cost in 2005. The share of primary agriculture
increased from 2.5% in 2004 to 2.7% in 2005 due in part
to an overlap in direct payments. The gross valued added
(GVA) of agriculture increased by 16.7%, the food industry
by 3.6%, the drink industry by 5.3%, while the tobacco
industry’s GVA decreased by approximately 40%. The total
GVA of the agri-food sector increased by 5.6% during 2005.

Table 1.2 Contribution of the Agri-Food Sector to

2004-2006 GDP 2004-2005
Annual % Volume Changes 2004 2005 2006~ 2004 2005~
(unless stated) €m €m
GNP 4.0% 5.4% 4.6% Gross Domestic Product (GVA) at Factor 131,567 141,961
Cost
GDP 4.5% 4.7% 4.8%
GVA in Agriculture at Factor Cost 3,309 3,860
Exports of Goods and Services* 7.0% 2.0% 4.0%
GVA in Food 5,596 5,797
Imports of Goods and Services* 7.6% 3.0% 4.5% ; .
GVA in Drinks 2,125 2,238
Inflation (9 2.29 2.59 2.79
nflation (%) % e e GVA in Tobacco 542 324
— [} 0, 0,
Employment — Growth 3.0% 4.7% 3.1% Total (Agriculture, Food, Drinks and 11,572 12,219
Unemployment Rate ILO basis (%)  4.4% 4.4% 43% Tobacco)
Source: CSO, NIE, CPI, GVA in Agriculture as a % of GDP 2.5% 2.7%
* & A Dept of Finance, Ireland — Stability Programme, December 2005 Update Agri-Food Sector as % of GDP 3.8% 8.6%
i Notes:
Outlook for the Economy in 2006 A estimate
. . . . GVA in Agriculture at factor cost is calculated as — GVA at basic prices + other
The momentum gained in the international economy subsidies less taxes on production
is expected to continue into 2006. Irish GDP and GNP GVA in food, drink and tobacco is at market prices.
. . . Source: GDP- CSO and Department of Finance 2005 (est.)
1S expec‘[ed to benefit from this upturrj' a; well as the GVA in Agriculture — CSO Output, Input and Income in Agriculture
maturation of SSIA's. However, appreciation of the euro, GVA in Food, Drinks and Tobacco — CSO Census of Industrial Production (2004
increased oil prices or the failure of the pick—up in the early estimate) and Census of Industrial Production Annual Index, 2005

eurozone would dampen Irish growth. Employment is
expected to expand, albeit at a lower rate than in 2005 and
the unemployment rate should increase slightly. Inflation is
expected to increase slightly in 2006 due to the carryover
of oil price increases into 2006 and increased mortgage
repayments.

Employment’

Total employment (Table 1.3) increased by 5% to 1,929,200?
with employment in the agri-food sector accounting for
163,100 jobs, or 8.5% of total employment. There was a
decrease of approximately 3,000 employed in the agri-food
sector between 2004 and 2005.

1 These employment figures relate to persons who indicated that agriculture was their principle source of income in the week prior to the survey. Therefore, persons that work in

agriculture but whose primary source of income is off-farm are not included.

2 QNHS quarter 2 is used for comparison with employment in the agri-food sector also in quarter 2.



. . Exports
Table 1.3 Employment in the Agri-Food Sector, ) )
2004-2005 CSO estimates of agri-food exports for 2005 were over

€7.5 billion. Beef and dairy products and ingredients account
for over 45% of the total agri-food trade and are worth
almost €3.4 billion with other foods accounting for almost
an additional €1.5 billion. Exports of cereals and cereal
preparations increased by over 15% in 2005, with potato,
fruit and vegetables increasing by 11.6%.

Table 1.4 Agri-food Exports, 2004-2005

% Share of

Agri-food
% Change Exports
8.2% 26.5%
0.5% 19.1%
6.1% 18.3%
7.7% 13.5%
9.6% 4.3%
2.7% 3.4%
15.2% 3.1%
-1.5% 3.0%
11.6% 3.2%
4.9% 2.6%
-5.0% 1.8%
2.3% 1.2%
5.6% 100.0%
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1.3 Public Expenditure On Agri-food

Total public expenditure on the agri-food sector by the
Department of Agriculture and Food was €3,259 million
in 2005. EU Guarantee Expenditure of €2,237 million and
Guidance Receipts of almost €30 million® accounted for
69% of total expenditure.

Table 1.5 Expenditure on Irish Agriculture, 2005

(Period 1 January to 31 December 2005) €m
EAGGF Guarantee direct expenditure 1,840.77
Single Payment Scheme 1,058.42
Premia/Area Aid 614.33
Export Refunds 159.89
Other Market Supports 8.13
Intervention Purchases (1) 62.91
Voted Expenditure (excluding Administration) 1,077.24
Rural Development (2) 687.46
Structural Measures (2) 46.92
Animal Health/State Bodies 311.59
Market Intervention and other (3) 31.27
Administration 278.11
Total Voted Expenditure 1,355.35
Total Expenditure 3,259.03
(1) This is the amount paid by DAF on product purchased into Intervention in the
year. The cost of Intervention purchases is fully recouped from the EU through
depreciation of stock value during the year of purchase and at the time of sale
of the product.
(2) CAP Rural Development measures and certain Structural Development
measures are part financed by the EU and the Vote. These figures are total Vote
expenditure on these measures in the calendar year, as payments are made
from the Vote. The EU contribution to expenditure is subsequently recouped
to the Vote as appropriations in aid, some of which is received in a subsequent
calendar year.
Rural Development comprises REPS, Early Retirement, Compensatory
Allowances and Forestry.
(3) This vote expenditure relates to expenditure on IACS and to Intervention
financial (interest) and technical operational costs. The latter costs are
subsequently claimed back from the EU on the basis of standard amounts.

Agricultural Situation in Ireland

In 2005 the CSO preliminary estimate of Output, Input and
Income in Agriculture shows an increase in operating surplus to
€2,765 million (see Statistical Annex Table 11.1). The increase
in income was mainly attributable to a large once-off increase
in direct payments as farmers received over €1 billion under
the Single Payment Scheme as well as arrears on 2004 premia
payments.

68756825820

Intermediate consumption was largely unchanged with
decreases in expenditure on feedingstuffs, forage plants and
contract work being offset by increases in fertilisers and most
significantly in energy and lubricants.

Table 1.6 Output, Input and Income in

Agriculture, 2005

Value Change
€m 2005/2004

Goods output at producer prices 4,931.8 -1.8%

Contract Work 261.1 -0.8%

Subsidies less taxes on product 408.6 -53.5%

Agricultural output at basic prices 5,601.5 -9.1%

Intermediate consumption 3,443.1 -0.2%

Gross value added at basic prices 2,158.4 -20.5%

Fixed capital consumption 669.0 +2.0%

Net value added at basic prices 1,489.4 -27.7%

Other subsidies less taxes on 1,701.5 +186.4%

production

Factor income 3,190.9 +20.3%

Compensation of employees 4255 -0.6%

Operating Surplus' 2,765.3 +24.3%

1 This is calculated before deduction of interest payments on borrowed capital and
land rental paid by farmers to landowners. The estimates are Interest: €304.1m;
Land Rental: €169.3m

Source: CSO, Output, Input and Income in Agriculture, February 2006

1.4 Outlook For Agriculture

Outlook for Irish Agriculture in 2006

Milk: World prices for dairy products are expected to remain
relatively stable though somewhat lower than in 2005. On
internal EU markets, producer prices are expected to fall as
the new intervention prices take effect. Qil prices and the
value of the US dollar/euro exchange rates will be important
factors in determining the effectiveness of Irish and EU
traders in competing on the global market.

Beef: The outlook for Irish beef exports is largely positive
with decreasing production throughout Continental Europe
offering an opportunity for Irish beef producers to further
consolidate their position in this high value market. The
ending of the Over Thirty Months Scheme in the UK may
necessitate adjustments by Irish exporters if displacement of
Irish produce occurs.

3 Total Guidance Receipts of almost €30m relates to expenditure by the Department of Agriculture & Food (€19.1m) as well as the Departments of Community Rural &

Gaeltacht Affairs (€9.9m) and Environment, Heritage and Local Government (€0.6m)



Sheep: Stable domestic consumption coupled with firm
export demand and decreasing EU production is expected to
help keep lamb and sheepmeat prices strong.

Pigmeat: Marginal increases in domestic and EU production

is expected to bring about short-term price decreases but the
position is expected to be more positive in the second half of
the year in line with seasonal trends.

Cereals: Prices are expected to remain low if the anticipated
5% increase in production proves correct. The current
strength of the euro against the US dollar is a consideration
and the potential to reduce intervention stocks will largely
depend on how competitive the EU is on export markets.

Medium-term Outlook for EU Agriculture

A medium-term outlook for EU agricultural markets was
published* by the European Commission in February 2006
showing reasonably favourable trends for the period to 2012.

Milk: A decline in the production of butter and SMP is
expected over the medium-term as more milk is used for

the production of cheese and other high value-added dairy
products. This combined with increased consumption will help
in offsetting EU price pressures due to the effects of increased
world output on the market and decreases in support prices.

Beef: The current situation in the EU beef market, where
consumption is higher than domestic production, is expected
to persist over the 2005-2012 period with third country
imports increasing to meet demand. The medium-term
scenario exhibits a declining trend in beef values, in line with
the assumed continuation of the ongoing restructuring.

Sheep: After the limited increase recorded in 2004,
sheepmeat production and per capita consumption are
expected to follow a slight downward trend over the
medium-term. This is in line with past long-term trends and
takes into account the likely impact of decoupling of the ewe
premia. Sheepmeat imports are expected to broadly stagnate
at existing levels or possibly increase slightly in response to
somewhat better use of market access commitments granted
to some third countries.

Pigmeat: The expectation is that strong increase in extra-EU-
25 pigmeat exports of 2004 will be followed by a return to
more normal export levels in 2005. Over the medium-term
there is scope for a slight increase in extra-EU-25 exports,
while the intra-community trade is projected to show
stronger developments, with the slight decrease in EU-25
pigmeat production in 2004-2005 is forecast to be followed
by a steady increase over the medium-term driven mostly by
internal and external demand.

Cereals: The medium-term prospects for cereal markets

is reasonable as CAP reform, moderate prospects for yield
growth and the return to a high rate of set-aside, should
gradually improve EU market balance. An assumed return
to a weaker euro over the medium term would also help to
restore a moderate level of competitiveness for cereals on
world markets.

4 European Commission, (2006). “Prospects for agricultural markets and income 2005-2012". The report does not take account of the decisions adopted in the framework of
the WTO negotiations in Hong Kong in December 2005 nor the conclusions of the European Council from December 2005 on the 2007-2013 financial perspectives.
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Chapter 2 e

Farm Incomes And Rural Poverty

2.1 Overview Figure 2.2 Net and Gross Subsidies as a % of
This chapter examines aggregate farm income, average farm Operating Surplus, 2004-2005

income and total farm household income using data from 100%
the Central Statistics Office (CSO) and Teagasc's National
Farm Survey. It also examines rural poverty and details social 80%
(o]
welfare schemes available to assist low-income farm families.
60%
2.2 Aggregate Farm Income
Aggregate farm income’ or operating surplus increased by 40%
24% to almost €2.8 billion in 2005. The substantial increase
was due primarily to a once-off overlap between payment 20%
of arrears on 2004 premia schemes and payment of the
bulk of the Single Payment Scheme in December 2005. This 0% 2004 2005
resulted in over €2.2 billion being paid in direct payments in
. g . . Net Subsid G Subsidi
2005 compared with €1.6 billion in 2004. Positive trading . et oubsides . ros5 SUbsICies
conditions on beef markets in particular, also helped improve source: CSO and DAF

incomes in 2005.
In 2005, Eurostat estimates that operating surplus in
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%‘ Figure 2.1 Operating 5urp|u5 and direct payments, agriculture for the EU-15 and EU-25 decreased by 9.6%
= 1994-2005 and 9% respectively. However, there were large variations
o between Member States and these are presented below.
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In 2004, the corresponding figures were 74% and 66% Netherlands
respectively. Poland
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% Change
Source: Eurostat, Statistics in Focus 2/2006

1 The operating surplus figure is comprised of the operating surplus earned by farmers and that earned by agricultural contractors. It is calculated before deductions for interest
payments on borrowed capital and before deductions for land annuities and for rent paid by farmers to landowners for the use of their land.
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2.3 Average Farm Income

Average Farm Income in Ireland

A number of approaches can be used to estimate average
farm income, as follows:

(i) divide operating surplus (CSO Output, Input and Income
in Agriculture) by the number of farm holdings (CSO
Agricultural Labour Input Survey) to give an estimate of
average income per farm;

(i) divide operating surplus by the number of annual family
work units (CSO, Agricultural Labour Input Survey) to
estimate average income per family work unit;

(iii) divide operating surplus plus wages by the number
of persons employed in agriculture? (CSO, Quarterly
National Household Survey — ILO definition) to estimate
average income per person employed; however this
omits part-time workers;

(iv) Teagasc’s National Farm Survey, which uses a different
definition of income to that used by the CSO, to
estimate average family farm income.

The various methods, most of which aren’t available for
2005, have limitations but together they provide useful
indicators of trends in average farm income.

Figure 2.4 Average Farm Income Indicators,

1994-2005

30,000

25,000

20,000

10,000 94 95 96 97 98 99 00 01 02 03 04 05

Average income per farm == Family Farm Income (NFS)

= Average income per
person employed

== Average income per FWU

Source: CSO and Teagasc

Average Income Change in the EU

For the EU-25, Eurostat estimates that real agricultural
income per worker? fell by 5.6% in 2005 following an
increase of 6.3% in 2004. This decrease was brought

about by falling producer prices, which were partly offset

by reduced input costs, depreciation and increased net
subsidies. Also, some of the loss in income was compensated
for by a decline in labour input (-2.4%). Changes varied
across member states with substantial increases observed

in Lithuania (+24.6%) and Ireland (+16.5%) and large
decreases in Portugal (-12.0%) and Slovakia (-10.6%).

Figure 2.5 % Change in Real Agricultural Income

per Worker in the EU-25, 2005
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-15 -10 -5 0 5 10 15 20 25
% Change

Source: Eurostat

2 'Persons employed in agriculture’ is based on the CSO’s Quarterly National Household Survey (second quarter). It covers people who identified agriculture as their primary source of

income in the week preceding the survey.

3 Comprises income generated by agricultural activities as well as inseparable non-agricultural secondary activities over a given period.

A119n0d |[BUNY pUY S2WODU| Wieq — 7 J9irdey)d



Annual Review and Outlook 2005/2006

2.4 National Farm Survey Results, 2004

Family Farm Income by System

In 2004, average family farm income* (FFl) was €15,557

but this, as usual, varied substantially by system of farming
with dairy and tillage systems providing higher incomes.

On average, direct payments accounted for 87% of incomes,
but again this varied by system.
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Farm Income on Full and Part-time Farms

In 2004, 38% of farms were full-time (defined in terms of
labour units®) with 64% of farms in the two dairying systems,
24% in drystock and 12% in tillage. Average FFI was
€30,650 an increase of 7.6% on 2003. On 47% of full-time
farms the farmer and/or spouse had off-farm employment.

Sixty-two percent of farms were part-time and predominantly
in drystock production with an average FFl of €6,407. On
54% of part-time farms either the farmer and/or spouse had
off-farm employment with 89% having income from off-
farm employment, pensions and/or social assistance.

Table 2.1 National Farm Survey Results by System, 2004

Dairying  Cattle Cattle Mainly  Mainly All

System Dairying & Other Rearing  Other Sheep Tillage Systems
% of farms represented 16.2% 10.4% 26.1% 24.6% 16.2% 6.5% 100.0%
Family Farm Income (FFI) € 34,421 24,858 7,286 8,712 10,966 24,012 15,557
Direct Payments € 10,702 17,174 10,152 14,271 15,017 22,087 13,549
Direct Payments as a % of FFI 31% 69% 139% 164% 137% 92% 87%
% of holder and/or spouse with off-farm job 49.9% 39.8% 57.2% 51.2% 52.5% 49.9% 51.5%
Source: National Farm Survey 2004, Teagasc 2005

Table 2.2 Results for Full-time and Part-time Farms by System of Farming, 2004

Dairying Cattle Cattle Mainly  Mainly All
System Dairying & Other Rearing  Other Sheep Tillage Systems
Full-time Farms
% of Population 14.8% 7.2% 2.8% 4.7% 4.8% 3.4% 37.7%
UAA (Ha) 43.2 63.8 57.6 63.5 72.3 91.9 58.8
Family Farm Income (FFl) € 36,275 32,902 15,610 23,785 20,371 37,934 30,650
Direct Payments (DPs) € 11,172 21,615 20,263 31,228 26,077 33,346 20,233
DPs as a % of FFI 30.8% 65.7% 129.8% 131.3% 128.0% 87.9% 66.0%
% of Holders and/or Spouse with Off-farm Job 50.1% 41.1% 54.1% 39.6% 52.8% 41.3% 46.9%
Part-time Farms
% of Population 1.4% 3.2% 23.3% 19.8% 11.4% 3.1% 62.3%
UAA (Ha) 21.9 19.9 233 21.8 23.9 23.0 22.7
Family Farm Income (FFl) € 15,041 6,764 6,290 5,131 6,957 9,083 6,407
Direct Payments (DPs) € 5,790 7,183 8,943 10,242 10,302 10,013 9,497
DPs as a % of FFI 38.5% 106.2% 142.2% 199.6% 148.1% 110.2% 148.2%
% of Holders and/or Spouse with Off-farm Job 47 2% 36.7% 57.5% 54.0% 52.5% 59.1% 54.3%
Source: National Farm Survey 2004, Teagasc 2005

4 Average family farm income is calculated by deducting all the farm costs (direct and overhead) from the value of farm gross output. It represents the financial reward to all
members of the family, who work on the farm, for their labour and, management and investment. It does not include income from non-farming sources and cannot be equated to

household income.

5 The NFS defines a full-time farm as one which requires at least 0.75 standard labour units
one which requires less than 0.75 standard labour units to operate. Farms are divided into

to operate, as calculated on a standard man day basis. A part-time farm is defined as
full-time and part-time on the basis of the estimated labour required to operate their

business as distinct from labour available which is often in excess of that required. Off-farm employment does not enter into this definition.



Table 2.3 Results by Farm Income Category, 2004

<€6,500 €6,500- <€13,000- €20,000- €25,000- >€40,000 All

€13,000 €20,000 <€25,000 €40,000
% of farms represented 39.7% 22.3% 10.7% 5.6% 11.0% 10.2% 99.5%
UAA 20.4 29.0 39.8 54.5 59.4 75.7 36.3
Family Farm Income € 1,334 9,557 16,212 22,422 31,613 62,119 15,557
Direct Payments € 6,828 11,334 17,017 19,663 23,414 26,855 13,546
Direct Payments as % of FFI 511.8% 118.6% 105.0% 87.7% 74.1% 43.2% 87.1%
Off-Farm Job, Holder/Spouse 55.2% 47.8% 54.9% 48.4% 55.4% 39.2% 51.5%
Source: National Farm Survey 2004, Teagasc 2005

Family Farm Income by Income Category

In 2004, the NFS estimated that 21% of farms had a FFI
in excess of €25,000. Almost 40% of farms, which were
primarily in drystock production, had an income less than
€6,500. On 92% of these farms the farmer and/or spouse
had some source of other income either from off-farm
employment, pension or social assistance.

Family Farm Income per Hectare

Figure 2.6 shows FFl per hectare by system of farming in
2003 and 2004. Returns were highest on dairy systems,
which also showed an increase over 2003. The dairy
premium was introduced in 2004 to compensate for agreed
reductions to support prices for milk.

Off-Farm Employment and Family Farm Income

Farmers with off-farm jobs® had average off-farm earning of
€21,200 combined with a farm income of €7,700. These figures
however, would underestimate total household income as income
earned by spouses or other family members or any income from
social welfare, pensions or investments are not included.

Figure 2.6 Family Farm Income per Hectare,

2003-2004
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Source: National Farm Survey 2004, Teagasc 2005

Table 2.4 Estimate of Off-farm Employment of Farmer Only , 2004’
Average Income
Sample % of Off-Farm Farm (Off and
No. Population Income Income On Farm)
Farmer has off-farm job and income stated
All farms 271 31 € 21,200 €7,700 €28,900
Full-time farms 71 5 €18,100 €20,600 €38,700
Part-time farms 200 26 €21,700 €5,400 €27,100

Source: National Farm Survey 2004, Teagasc 2005

6 271 farmers out of a total of 331 with off-farm jobs.

7 The NFS state that these figures should be interpreted with caution because the underlying data are not sufficiently robust. This is due to the problem of non-response and the

fact that the information is received from respondents without documentary verification.
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Distribution of Direct Payments

Table 2.5 provides an estimate of average direct payments to
farmers according to farm income category. The farm income
categories are broken down by deciles from the 10% with
the lowest income to the 10% with the highest income. The
results show that 38% of direct payments went to the 20%
of farmers with the highest FFl (i.e. deciles 9 and 10) while
half of all farmers (i.e. those in deciles 1 — 5) received 28%
of total direct payments.

Table 2.5 Share of Direct Payments (DP) by

Deciles of Family Farm Income, 2004

Average DP
per Farm % of Average FFI

Deciles for FFI (€) Total DP (€)
Decile 1 7,456 5% -4,331
Decile 2 5,495 4% 853
Decile 3 6,165 5% 3,012
Decile 4 7,957 6% 5,492
Decile 5 10,093 8% 7,668
Decile 6 12,270 9% 10,591
Decile 7 15,253 1% 14,393
Decile 8 19,592 15% 21,564
Decile 9 23,823 18% 32,597
Decile 10 26,925 20% 62,599
All 13,485 100% 15,505
Source: National Farm Survey 2004, Teagasc 2005

2.5 Total Farm Household Income

There has been a deficit of data on total farm household
income for many years, however the 2004 EU Survey of
Income and Living Conditions (EU-SILC) conducted by the
CSO has addressed this significant gap in data. The primary
focus of the EU-SILC is the collection of information on
poverty, deprivation and social exclusion. During 2004, the
CSO sampled 5,477 households, of which 520 completed
farm questionnaires.
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In analysing the data one of the issues of concern is whether
all households that completed a farm questionnaire should
be classified as farm households. This is a concern, as many
farm households would only derive a small proportion of
their income from farming. Following on from these concerns
the CSO have provided two sets of analysis, one based on a
broad definition of farm households and another based on a
narrow definition. The CSO have also provided estimates of
relative and consistent poverty based on both definitions.

Using the broad definition of farm households (Table 2.6),

all households (including those in urban areas) that have an
income from farming are classified as farm households. The
annual gross income for these farm households was €43,704
or approximately 90% of the state average of €49,319.
These compare with an income of €55,042 in urban
households, and €39,644 in other rural households, which
are 112% and 80% of the state average, respectively.

Farm households pay lower levels of income tax but also

had less social insurance contributions, bringing disposable
income among farm household to 93% of the state average.
Due to larger family size, both gross and disposable income
per household member was lower for farm households than
for the other household groups.

The proportion of household income derived from farming
is continuing to decline with only a third of farm household
income coming from farming activities, half from other
employment and 16% from state transfers.

The CSO’s Household Budget Survey used a narrower
approach to define farm households. It defines a farm
household as a household in which the head of the
household is a farmer or the head of the household is a
retired farmer and there is at least one other farmer in the
household. This definition would exclude part-time farmers
who have another major occupation and who are not living
with a retired farmer.

Applying this narrower definition to EU-SILC data (Table 2.7),
total farm household income declines to €39,847 or 80%
of the state average. Disposable income also declines but is
87% of the state average.

Using this approach, income from farming accounts for
45% of gross farm household income, 36% is from other
employment and 16% from state transfers.
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Table 2.6 Household Income and its Composition for Farm, Non-Farm Rural and Urban Households based
on a broad definition of Farm Households, 2004

Rural Urban

Farm Non-farm Non-farm
households households households State
% of population represented 8% 29% 63% 100%
Persons per household 3.1 2.74 2.97 2.91
€ € € €
Farm Income 14,382 0 0 1,138
Non-farm employment 21,692 29,747 44,084 37,819
Other direct income 806 745 1,407 1,152
State Transfers 6,825 9,151 9,551 9,210
Gross Income 43,704 39,644 55,042 49,319
Less tax and social contributions 7,806 7,597 12,659 10,689
Disposable Income 35,898 32,047 42,383 38,630
Gross Income per household member 14,076 14,486 18,556 16,976
Disposable income per household member 11,562 11,710 14,288 13,297
Gross Income as % of state average 89% 80% 112% 100%
Disposable Income as % of state average 93% 83% 110% 100%
Source: EU SILC 2004

Table 2.7 Household Income and its Composition for Farm, Non-Farm Rural and Urban Households based

on a narrow definition of Farm Households, 2004

Rural Urban

Farm Non-farm Non-farm
households’ households households State
% of population represented 5% 35% 61% 100%
Persons per household 3.05 2.78 2.97 2.91
€ € € €
Farm Income 18,320 809 33 1,138
Non-farm employment 14,369 29,616 44,231 37,819
Other direct income 930 722 1,412 1,152
State Transfers 6,228 9,033 9,534 9,210
Gross Income 39,847 40,180 55,210 49,318
Less tax and social contributions 6,055 7,662 12,752 10,689
Disposable Income 33,792 32,518 42,458 38,629
Gross Income per household member 13,057 14,468 18,609 16,975
Disposable income per household member 11,073 11,709 14,310 13,296
Gross Income as % of state average 81% 81% 112% 100%
Disposable Income as % of state average 87% 84% 110% 100%
1 Era(;;%mggﬁntiltwiz :gérclgilggso;irﬁgrnul:ggrs]egl?lriiain?uc;:;h%; dt:e results for urban and rural household as some households that were classified as farm households using the
Source: EU SILC 2004
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Relative Poverty

Data on relative and consistent poverty had also been
provided by the CSO using both the broad and the narrow
definitions of farm households. Using the broad definition,
the 40% and 50% relative poverty thresholds show a notably
higher risk of poverty for farm households than all other
households. However at higher thresholds of 60% and 70%
the risk of poverty among farm households is lower than the
risk for other rural households. This would indicate substantial
income inequality among farm households. The narrow
definition of relative poverty data shows a significantly higher
risk of poverty for farm households at all four thresholds.

Table 2.8 Household Categories by

Relative Poverty Status’, 2004

6

Consistent Poverty

The revised National Anti-Poverty Strategy (NAPS) published
in February 2002 has specific targets for combating poverty
in both urban and rural areas with one of the primary
objectives being to reduce “consistent poverty” below 2%
and if possible eliminate it among farm and non-farm rural
dwellers over the period to 2007. The NAPS targets are
defined in terms of 50-60% consistent poverty, that is, a
person having below 50-60% of average disposable income
and experiencing enforced basic deprivation.

In contrast with relative poverty indicators, consistent
poverty data from the EU-SILC shows considerably lower
levels among farm households than other household groups
indicating a much lower rate of enforced deprivation among
farm families.

Table 2.9 Household Categories by

Consistent Poverty Status'?, 2004
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Broad Narrow
definition definition
used for farm  used for farm
households households?
40 per cent line (State) 4.4 4.4
Farm households 8.7 8.6
Rural Non-farm households 5.9 5.8
Urban Non-farm households 33 33
50 per cent line (State) 111 11.1
Farm households 15.2 18.5
Rural Non-farm households 13.8 13.6
Urban Non-farm households 9.2 9.2
60 per cent line (State) 19.4 19.4
Farm households 22.0 28.8
Rural Non-farm households 24.5 234
Urban Non-farm households 16.6 16.6
70 per cent line (State) 28.7 28.7
Farm households 30.6 38.1
Rural Non-farm households 36.5 349
Urban Non-farm households 24.7 24.6

Broad Narrow
definition definition
used for farm  used for farm
households households?
% %
50 per cent line 3.9 3.9
Farm households * *
Rural Non-farm households 3.8 3.5
Urban Non-farm households 43 43
60 per cent line 6.8 6.8
Farm households 2.8 *
Rural Non-farm households 6.2 5.6
Urban Non-farm households 7.6 7.6
70 per cent line 9.6 9.6
Farm households 4.5 6.9
Rural Non-farm households 9.3 8.5
Urban Non-farm households 10.4 10.4

1 Based on an equivalised income scale

2 Narrowing the definition of farm households impacts on the results for urban
and rural household as some households that were classified as farm households
using the broad definition becomes either urban or rural households.

Source: CSO, EU-SILC (2004)

1 Based on an equivalised income.

2 Sample sizes for consistent poverty among farm household were small and
therefore subject to a higher standard error.

3 Narrowing the definition of farm households impacts on the results for urban
and rural household as some households that were classified as farm households
using the broad definition becomes either urban or rural households.

*Sample occurrence too small for estimate.
Source: CSO, EU-SILC (2004)




2.6 Farm Assist

The Farm Assist, which is designed to support low-income
farm families, was introduced in April 1999. It replaced the
former Smallholders Unemployment Assistance Scheme.

It is administered by the Department of Social and Family
Affairs and in 2005 total expenditure was €67.3 million.
The numbers in receipt of Farm Assist at the end of 2005
was 7,824, a decrease of 6% on 2004. Applicants who
were former recipients of the Smallholder’s Unemployment
Assistance Scheme received an average payment of €190.38
per week. Other applicants received an average payment of
approximately €166.74 per week. Budget 2006 increased
personal payment rates by €17 per week from €148.80

to €165.80 in line with other social welfare increases. The
scheme, which requires a “means test”, is open to farmers
between the ages of 18 to 66.

2.7 Rural Social Scheme

The Rural Social Scheme (RSS) announced in Budget 2004
was rolled out in three phases in May, July and September
2004 and is now being implemented throughout rural areas
of the country. Overall responsibility for the operation of
the scheme rests with the Department of Community, Rural
and Gaeltacht Affairs, however it is managed at a local

level on their behalf, by the LEADER Groups and Udaras na
Gaeltachta. The scheme aims to provide:

B income support to low income farmers and fishermen
who are in receipt of specific, primarily, long-term social
welfare payments; and

B certain services of benefit to rural communities by
harnessing the skills and talents available among low-
income farmers and fishermen.

To be eligible to participate an individual must be in receipt
of Farm Assist or have a herd number and be in receipt

of Unemployment Assistance, Unemployment Benefit (if
previously on CE®), or Disability Allowance. The dependent
spouse of a qualifying person will be eligible to participate
in the scheme as an alternate, i.e. instead of the spouse to
whom the herd number is allocated. There are 2,500 places
made available on the RSS allocated on a county basis. The
total number of participants on the RSS on 31 December
2005 was 1,994. The breakdown of participants by social
assistance scheme is shown in Table 2.10.

Table 2.10 Breakdown of Participants in the

Rural Social Scheme, 2005

Social Assistance Scheme Percentage = Numbers
Farm Assist 40% 789
Unemployment Assistance 10% 196
Unemployment Benefit (CE) 31% 618
Community Employment Transfers 18% 355
Disability Allowance 2% 36
Total Numbers 100% 1,994
Source: Department of Community, Rural and Gaeltacht Affairs

In addition 105 supervisors are employed under the RSS to
supervise and co-ordinate RSS projects.

Total expenditure under the RSS was €25.5 million in 2005.
The scheme requires participants to work 19.5 hours per
week and is administered in a farmer-friendly manner allowing
participants to work flexible hours. Participants cannot
undertake any other significant employment, other than
farming or fishing, yielding income in excess of €88.88 per
week. The payment rates vary as shown in the table below.

Table 2.11 Rural Social Scheme Weekly Rates, 2006

Participant without Adult Dependent €190.20
Participant with Adult Dependent €300.20
Each Child Dependent (Full-Rate) €16.80
Each Child Dependent (Half-Rate) €8.40
Source: Department of Community, Rural and Gaeltacht Affairs

8 Community Employment
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Chapter 3

Agricultural Commodities And Inputs

3.1 Overview

2005 was a reasonably steady year for the Irish agriculture
sector, with beef markets continuing to perform well for
most of the year and EU and international dairy markets
contributing to a high degree of milk price stability. However,
reduced demand on export markets filtered through to a
reduction in sheep and lamb prices. For cereals and other
crops, reduced yields, compared to the bumper harvest

of 2004, resulted in some upward movement in prices,
although these were partly dampened by continued strength
in international supplies.

Overall gross output at producer prices in Ireland decreased
by 1.8% due primarily to decreases in milk production

and crop yields. Intermediate consumption was static with

notable reductions in the cost of animal feeding stuffs and

the usage of fertiliser being offset by higher energy prices.

Table 3.1 Output and Input in Agriculture, 2005' — Value, Volume and Price

% Change 05/04

Value Share of
€m Value Volume Price GO/Inputs
Gross output at producer prices 4,931.8 -1.8 -3.5 1.7 100%
Milk 1,332.4 -6.0 -4.4 -1.6 27.0%
Cattle and Calves 1,402.5 43 0.1 4.2 28.4%
Pigs 291.6 -1.8 -0.1 -1.8 5.9%
Sheep and Lambs 192.1 -5.4 2.6 -7.8 3.9%
Poultry 147.7 -0.9 0.5 -1.4 3.0%
Cereals 125.1 -31.1 -35.3 6.5 2.5%
Root Crops 165.5 -0.8 -13.0 14.0 3.4%
Fresh Vegetables and Fruit 219.3 n/a n/a n/a 4.4%
Forage Plants 681.9 -0.6 0.0 -0.6 13.8%
Other 373.6 n/a n/a n/a 7.6%
Intermediate consumption (Inputs) 3,443.1 -0.2 -1.9 1.8 100.0%
Animal Feed 864.4 -4.4 -0.7 -3.7 25.1%
Fertilisers 364.1 1.7 -4.5 6.5 10.6%
Energy and Lubricants 267.4 9.2 -7.2 17.7 7.8%
Maintenance and Repairs 345.5 4.4 -04 4.8 10.0%
Agricultural Services 261.1 -0.8 -11.1 11.6 7.6%
Forage Plants 671.7 -0.7 0.0 -0.7 19.5%
Other 668.9 n/a n/a n/a 19.4%

1 Preliminary Estimate
Source: CSO




2]

1

2

[

1

=
[

1

5 12236236458248 1181214594
23756246 [0231857¢&

.A

736657102704183182630E16
8756825320958

172427853654 0438482371
20575606 134756031246 (364

Vi Vi

| el S i W il 0 Vv o

89577550 8

358345908635876935356 (88
3763762056413606 09
Q2487781274594 35084

40

85783750 135834°

22
2276457024

Stock Changes

Table 3.2 shows early estimates of stock changes on Irish
farms. The most notable change was in the sheep sector with
numbers declining by nearly 300,000. The value of cattle held
on farms was up on 2004 whilst numbers were down.

Table 3.2 Estimated Value and Volume' of

Stock Changes on Farms, 2004-2005

2004 20052
Value  Volume Value Volume

€m 000's €m 000’s
Cattle -9.80 -17 18.51 -15
Sheep -16.22 -293 -17.02 -298
Pigs -0.56 26 -2.92 -80
Poultry -2.94 40 -2.46 72
Crops 8.16 G} -8.67 -88
Total -21.36 n/a -12.55 n/a
1 Volume of Livestock is in heads (000s), volume of crops is in tonnes (000s)
2 Early Estimate
Source CSO

Terms of Trade

Agricultural output prices increased by 0.4% in 2005 relative
to much stronger increases in input prices. The unfavourable
price movements resulted in a negative terms of trade for
farmers of -3.8%.

Table 3.3 Terms of Trade, 2004-2005

% change
Base 2000=100 2004 2005 2005/2004
Output 101.8 102.2 0.4%
Input 113.1 118.0 4.4%
Terms of Trade 90.0 86.6 -3.8%
Source: CSO Agricultural Price Indices

3.2 Milk

General Market Situation 2005

Despite fears that the agreed further reductions in
institutional support prices, brought about by CAP reform,
would impact negatively on EU and international markets,

the dairy sector enjoyed a large degree of stability in 2005.
Prices and demand for Irish dairy products on all markets
were strong for the majority of the year. Irish exporters
continued to perform well with approximately €2 billion in
dairy products exported during the year. Market conditions
for dairy products continued to improve in 2005 even though
there was a 2.4% increase in world cow’s milk production

as estimated by the FAO. The use of intervention in the EU
and Ireland, although higher than in 2004, remained at
historically low levels.

Output in Ireland

In 2005 there was a 6% decline in the value of the milk
sector to €1,332.4 million. Deliveries are estimated to be
down approximately 4% on 2004.

Table 3.4 Milk Output and Disposal’ (whole milk only)
2004-2005

million litres 2004 2005 % change

Manner of Disposal

Milk sold off farms 5,116 4,913 -4.0%

Milk used in farm households? 34 34 0.0%

Imported Milk Intake 377 550 45.9%

Total Milk Output 5,528 5,528 0.0%

of which:

Used for liquid consumption 479 476 -0.6%

Used in the manufacture of :
Butter 3,050 3,137 2.9%
Cheese 1,151 1,248 8.4%
Cream? 215 215 0.0%
Whole Milk Powder 242 269 11.3%
Miscellaneous Products 612 569 -7.0%

1 Milk output and disposal will not reconcile due to the existence of different
production processes in the production of milk based products

2 Including milk used for the production of farm butter, cream and cheese and
milk given as payment in kind to agricultural employees

3 Includes milk used for the manufacture of cream by creameries and pasteurisers.

Source: CSO 2004; DAF 2005 estimate
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Prices

Despite the reduction in the support prices in July 2004 and
2005, the price paid to milk producers in 2005 remained
broadly similar to 2004 with prices averaging approximately
28c/litre in both years. On 31 March 2005 the dairy premium
was decoupled from production and incorporated into

the single payment scheme. In 2006 the decoupled dairy
premium will rise to 3.6 cent/litre. The combination of
market returns plus the premium has maintained the relative
profitability of the sector.

Figure 3.1 Milk Prices, 2004-2005
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Production of Dairy Products

Figure 3.2 Production of Dairy Products, 2004-2005
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The Department of Agriculture and Food estimate that butter
production and cheese production increased by 2.9% and
8.5% in 2005 while production of skimmed milk powder fell
by 16.5%.
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Exports

Exports of Irish dairy products and ingredients continued to
perform well with approximately €2 billion in dairy products
exported during the year as Irish exporters continued to
respond well to improved demand.

Intervention/Market Management

Market conditions for dairy products continued to improve in

2005. As a consequence the use of intervention in the EU and
Ireland, although higher than in 2004, remained at historically
low levels. Usage of intervention was particularly low for both
butter and skimmed milk powder (SMP) with world prices for

these products averaging 8% above 2004 levels.

Quota Management

There were 22,386 active milk producers in 2005, a
reduction of approximately 6% on 2004. (See Statistical
Annex Table 11.7)

For 2005 and 2006, the Milk Quota Restructuring Scheme is
the main means by which producers acquire milk quota and
in 2005 a total of 1750 quota holders sold into the scheme.
The subsequent disposals, totaling almost 178 million litres
(39 million gallons) were purchased by 11,180 producers,
approximately half those currently in production.

Significant changes were made to the scheme for the
allocation of unused quota (flexi-milk) in the 2005/2006
quota year. These changes give further recognition to active
and committed dairy farmers who manage their production
efficiently having regard to their available quota. The Minister
for Agriculture and Food recently announced that a more
market-based approach to the transfer of quotas would be
utilised in the post 2006 horizon.

In the milk quota year 2004/2005 Ireland’s deliveries of milk
exceeded the national quota by 44 million litres and a super
levy liability of €15.13 million became payable to the EU
Commission.

Outlook 2006

Despite pressures from anticipated increases in world milk
production, world prices are expected to remain relatively
stable though somewhat lower than 2005. On internal EU
markets, producer prices are expected to fall as the new
intervention prices take effect coupled with the continued
adjustments on subsidies and aids being implemented by
the EU Commission in its general management of the milk
markets. Ongoing reforms in the area of milk quota transfer
will facilitate adjustment to these competitive pressures by
contributing to more competitive milk production in Ireland.



The longer-term prospects of the dairy industry will be
influenced by its ability to identify and competitively
exploit market opportunities within and outside the EU.
Notwithstanding this, oil prices and the value of the US
dollar/Euro exchange rates will continue to be important
factors in determining the competitiveness of Irish and EU
traders on the global market.

3.3 Cattle

General Market Situation 2005

Both the Irish and EU beef markets were characterised by
stability and strong prices in 2005. Irish beef production
decreased marginally to 524,000 tonnes, however, the value
of exports increased to almost €1.4 billion representing over
18% of total Irish agri-food exports. Similar to Ireland, beef
production in the EU-15 was down 2% at 7.28 million tonnes.
Consumption of beef in Ireland and in Europe has recovered
with consumption exceeding 2000 levels. These positive
market conditions for beef are set to continue for 2006.

Output in Ireland

In 2005 the output value of the beef sector increased
by 4.3% to just over €1.4 billion due to a continued
strengthening of prices in the sector.

Table 3.5 Output Value' and Number of
Cattle and Calves, 2004-2005

2004 20052
Value Number Value Number
€m 000's €m 000’s
Live Exports 57.47 114 77.42 176
Export Slaughterings 1,247.67 1,723 1,263.96 1,606
Other Slaughterings 50.36 90 43.77 79

Total Disposals 1,355.49 1,926 1,385.16 1,861

Imports 1.07 1 1.17 1
Changes in Stocks -9.80 -17 18.51 -15
Total 1,344.62 1,908 1,402.50 1,846

1 Values shown are after deductions for transport costs
2 Early Estimate

Source: CSO

Slaughterings and Prices

2005 began well for Irish beef producers with very tight
supplies across the EU leading to strong demand. However
conditions became more competitive during the summer
months due to strong supplies of Brazilian beef on UK and

Continental markets. Beef markets stabilised later in the
year due to improved demand and the absence of Brazilian
beef following a partial EU ban from areas affected by foot
and mouth disease (FMD). Cattle slaughterings at Irish meat
export premises fell by 6% to 1.6 million head. However,
higher carcase weights resulted in a drop of only 3% in beef
production to 524,000 tonnes.

Figure 3.3 Cattle Slaughterings at Meat Export
Premises, 2004-2005
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Cattle prices responded to the increased demand and the
three main categories showed increases with steers and heifers
up 5% and cows up 10%, leading to an overall average price
increase of 6% for 2005. This follows a record year for beef
prices in 2004, when a 6-year high was achieved.

Figure 3.4 Steer Prices at Meat Export Premises,
2004-2005
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Exports

Beef exports remained strong at 487,000 tonnes with 2005
seeing a consolidation of the Irish beef position in higher
value Continental EU markets with 192,000 tonnes or 40%
of our beef exports sent to this prime destination. Within
this block, France, Italy and the Netherlands are our biggest
customers. The UK remains our largest single destination
receiving exports of 260,000 tonnes or almost 50% of Irish
beef production.

Live Exports of Cattle

Exports in live cattle increased by approximately 40%
during 2005. Eighty percent of these exports went to the
Continental EU markets, approximately 15% to the UK and
5% to third countries, most notably, the Lebanon.

Figure 3.5 Live Exports of Cattle, 2004-2005
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Beef Licensing Applications

The shift in overall trade in beef toward the EU market
resulted in another fall in the number of EU export licence
applications. Russia continued to be the main third country
outlet, accounting for 98% of all licences issued.

Table 3.6 Export Licence Application by Category,

2003/2004-2004/2005

57560613
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Tonnes carcase
weight equivalent 2003/2004 2004/2005

EU Ireland EU Ireland
Live Animals 63,906 5409 61,360 3,518
Fresh Chilled 161,712 55,218 163,771 47,010
Frozen 123,160 12,609 40,278 2,181
Other 35,931 74 26,094 52
Total 384,709 73,310 291,503 52,761
Source: EU Commission

FMD in Brazil

From the middle of October 2005 the EU suspended
imports of deboned and matured beef from the states of
Mato Grosso do Sul, Parana and San Paolo in Brazil due

to confirmed outbreaks of Foot and Mouth disease (FMD).
Approximately 70% of Brazilian beef exports originate
from this region with the EU sourcing 168,000 tonnes of
its 338,000 tonnes import requirement for 2004 in Brazil.
The slow down in supplies from this market was one of the
factors causing the high beef prices on EU markets during
the year.

Beef Classification

The beef industry has responsibility for the classification

of beef carcases since August 2004, with the Department
operating an intensive monitoring regime to ensure
continued compliance with EU requirements. There are
currently 25 export approved plants using mechanical
classification, accounting for nearly 90% of the kill in

such plants. Factory operatives, who are licensed by the
Department, carry out the remaining 10% of classifications.
In 2005, Department staff carried out over 750 inspection
visits in export approved plants with the classification of over
55,000 carcases checked during such visits.

Cattle Numbers

There was a very small reduction in cattle numbers when
December 2004 numbers are compared with 2005, as
illustrated in Table 3.7 below.

82
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Table 3.7 Cattle Numbers, 2004-2005

% change
2004 2005 2005/2004
Total Cattle 6,211.5 6,191.7 -0.3%
Breeding Cattle 2,712.9 2,693.3 -0.7%
Other Cattle 3,498.6 3,498.4 0.0%
Source: CSO, Livestock Survey (December 2005)

Outlook 2006

Ireland

The outlook for Irish beef exports is largely positive with
decreasing production throughout Continental Europe
offering an opportunity for Irish beef producers to further
consolidate their position in this high value market.

The ending of the Over Thirty Months Scheme in the UK on
22 January 2006 sends an overall positive signal and restores
the EU beef market to a normality not seen since 1996.
Certain adjustments may have to be made by Irish exporters
if displacement of Irish produce occurs due to the additional
supplies of cow beef coming onto the UK market in 2006.
Should this arise, supply to other markets will need to be
increased accordingly.

Exports of live animals to third countries are expected to
cease in 2006 due to the abolition of export refunds on live
animals other than for breeding. This will primarily affect the
Lebanon where 10,000 head were exported during 2005, as
the market will become uneconomic. The live trade will be
centralised in closer EU markets, which due to its declining
livestock production has a demand for such animals.

The ban on British beef exports was lifted in principle in early
March 2006, which was 10 years to the month after the
initial link between BSE and vCJD was first established. The
EU Commission proposal lifts the embargo on UK exports of
live cattle, beef and beef products from animals born after

1 August 1996 and meat produced after 15 June 2005. The
proposal, having been voted upon, is expected to be formally
adopted following examination by the European Parliament.
The decision reflects the fact that the level of BSE cases in
the UK have declined to less than 200 per million head and
BSE controls are being fully and properly applied.

EU and Non EU

Beef consumption in the EU is expected to be largely
unchanged in 2006, with demand again exceeding supply.
The increase in manufacturing beef available from the UK is
expected to offset some demand for third country imports,
but there is still likely to be a 350,000 tonne deficit in EU-
25 requirements with production forecast at 7.326 million
tonnes and consumption at 7.672 million tonnes.

Continental EU and UK markets will continue to offer a much
more attractive and secure outlet for Irish beef and coupled
with the 30% reduction in beef export refunds during 2005
there is likely to be little growth in sales of beef to third
country markets in 2006.

3.4 Sheep And Lambs

General Market Situation 2005

The domestic market for sheep and lambs was reasonably
steady in 2005. The higher carcase weights for lambs
coupled with increased slaughterings of ewes resulted in
higher exports, in particular to the UK. However, France
remained the main destination taking 32,300 tonnes,
however low demand for spring lamb at Easter put some
downward pressure on prices.

Output in Ireland

In 2005 the output value of the sheep and lamb sector
decreased by 5.4% to €192 million. Weakening prices

brought about by reduced demand in French markets in
the first half of the year was a contributing factor.

Table 3.8 Output Value' and Numbers of
Sheep and Lambs, 2004-2005

2004 20052
€m ‘000 €m ‘000
head head

Live Exports 4.62 71 6.43 105
Export Slaughterings 209.07 3,229 197.29 3,280
Other Slaughterings 28.40 336 23.91 335
Total Disposals 242.09 3,637 227.63 3,720
Imports 22.69 321 18.46 281
Changes in Stocks -16.22 -293 -17.02 -298
Total 203.18 3,022 192.15 3,141
1 Values shown are after deductions for transport costs
2 Early Estimate
Source: CSO
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Prices and Slaughterings

Average weekly factory prices for lambs were approximately
7% below 2004. Again, this was a result of weaker demand
on French markets. The price paid for spring lamb at Easter

was disappointingly low but prices recovered thereafter and

finished stronger at the end of the year.

Figure 3.6 Sheep Prices at Meat Export Premises,
2004-2005
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Slaughterings at export plants increased marginally at

3.3 million head in 2005. The rise was due to increased
slaughterings of ewes and rams at export plants, whereas
slaughterings of lambs were down.

Figure 3.7 Sheep Slaughterings at Meat Export
Premises, 2004-2005
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Exports

There was a 24% rise in exports to the UK, which reached
14,900 tonnes, a significant proportion of which was
mutton. In other markets, exports to Germany increased by
4% to 2,500 tonnes and exports to Sweden increased by
33% to 20,000 tonnes. France continued to be the main
destination taking 32,300 tonnes. There was a substantial
decline of 23% in exports to third country markets but these
only accounted for 1,000 tonnes of exports.

Sheep Numbers

CSO data for December 2005 shows a decline of
approximately 7% in sheep and ewes numbers.

Table 3.9 Sheep Numbers, 2004-2005

% change
2004 2005 2005/2004
Total Sheep 4,556.7 4,257.0 -6.6%
Breeding Sheep 3,569.4 3,304.8 -7.4%
Other Sheep 987.3 952.3 -3.5%
Source: CSO, Livestock Survey (December 2005)

Outlook 2006

Supplies are expected to decline by 150,000 head in 2006
due to a lower carryover of stock from the previous year.
Domestic consumption is forecast to remain stable. Export
demand should also be firm and prices are expected to
remain strong as total production in the EU-25 is forecast
to fall by 2-3% in 2006. Reduced supplies should help to
support prices on the main export markets, mainly France
and the UK.

3.5 Pigs

General Market Situation 2005

Overall 2005 was satisfactory for the Irish pigmeat sector.
Production for the year was down slightly on the previous
year, as increased live exports to Northern Ireland resulted
in a decline in export slaughterings. The market situation
remained stable and there was good demand on export
markets. Pigmeat consumption in Ireland was up 4% to
148,000 tonnes (cwe').

Output in Ireland

In 2005 the output value of the pig sector decreased by
1.8% to €292 million due to a moderate weakening of
prices compared with 2004 (Table 3.10).

1 Carcase Weight Equivalent
26



Table 3.10 Output Value' and Numbers of Pigs
2004-2005

2004 20052
€m ‘000 €m ‘000

head head
Live Exports 41.53 463 45.19 495
Export Slaughterings ~ 255.70 2,683  251.78 2,616
Other Slaughterings 2.40 28 2.53 29
Total disposals 299.64 3,174  299.50 3,139
Imports 2.00 20 4.99 50
Changes in stock -0.56 26 -2.92 -80
Total 297.08 3,179 291.59 3,010
1 Values shown are after deductions for transport costs
2 Early Estimate
Source: CSO

Prices and Slaughterings

The average grade E pig price in 2005 at export approved
plants was down 1.5% to €130.89/100 kgs

Figure 3.8 Pig Prices at Meat Export Premises,

2004-2005

Figure 3.9 Pig Slaughterings at Meat Export

Premises, 2004-2005
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Exports

The value of pigmeat exports increased by 10% to €324
million. UK markets accounted for approx 67% of Ireland’s
pigmeat exports, the continental markets for 18% and the
balance to international markets, primarily Japan.

Pig Numbers
Pig numbers decreased by 4.5% during 2005.
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Source: DAF

Slaughterings at export-approved plants were down slightly
to 2.6 million as a result of an increase in live exports.

The large drop in bacon slaughterings is in a large degree
attributable to the fact that a majority of previous years’
bacon slaughterings were carried out by Galtee Meats, which
ceased slaughtering pigs at the end of 2004.

140

135 Table 3.11 Pig Numbers, 2004-2005
2 % change
S 2004 2005 2005/2004
T 130 %
g U Total Pigs 1,757.6 1,678.0 -4.5%
W

195 Breeding Pigs 181.4 176.8 -2.5%

]
\/'I Other Pigs 1,576.2 1,501.2 -4.8%
120 Source: CSO, Livestock Survey (December 2005)

Outlook 2006

In 2006 it is anticipated that short term marginal reductions
in supply as brought about by unforeseen de-stocking in

the early months of the year will give way to a more steady
supply in the medium term. Pig prices are expected to remain
steady. In the EU a 1.2% increase in production is forecast
for the first half of 2006. EU average pig prices are expected
to decrease during the first half of 2006 but recover in the
latter half of the year.
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3.6 Poultry And Eggs

General Market Situation 2005

In 2005 poultrymeat production remained at similar levels
to 2004. There was a drop in demand during September
and October due to the Avian Influenza scare but demand
returned to normal for the rest of the year.

Output in Ireland

In 2005 the output value of the poultry sector remained
relatively stable at €148 million.

Table 3.12 Output Value and Volume of Poultry

2004-2005
2004 2005
‘000 ‘000
€m head €m head
Poultry 149.1 64,725 147.7 64,678

1 Early Estimate
Source: CSO

Poultry Slaughterings

There were approximately 65 million poultry slaughtered
in 2005. The vast majority were broiler chickens, which
accounted for 85% of slaughterings.

Figure 3.10 Poultry Slaughterings 2005
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Outlook 2006

The prospects for 2006 will be influenced by developments
in relation to Avian Influenza in the EU and third countries
trading in poultry. The Irish poultry sector will continue to
face serious pressures posed by a potentially severe and
sustained decline in demand on domestic and EU markets
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as driven by consumer reaction to these developments. The
prospect exists for competitive pressures to be exacerbated
due to potentially higher levels of imports from EU and third
countries. The outlook for eggs in 2006 is for production and
prices to remain stable.

3.7 Cereals

General Market Situation 2005

In the European Union, the 2005 harvest is estimated at 252
million tonnes, compared with the record 284 million tonnes
the previous year. Total wheat production is forecast at

10% lower than in 2004, with maize and barley production

estimated to be down 11% and 14% respectively on 2004.

On the world market, the International Grains Council
estimates that the harvest for 2005 will be in the region of
1,581 million tonnes, compared to the record production of
1,632 million tonnes achieved.

Output in Ireland

The output value of cereals in 2005 was €125.1 million a
decrease of 31% on the bumper harvest of 2004.

Table 3.13 Output Value and Volume of Cereals,

2004-2005
2004 2005’
€m ‘000 €m ‘000

Barley 98.6 991 67.2 646
Wheat 72.4 688 51.3 455
Oats 10.5 105 6.6 62
Total 181.5 1,784 125.1 1,163
1 Early Estimate

2 Refers to production from which income is directly derived

Source: CSO
Prices

Irish prices were comfortably above the intervention level in
2005, but in May prices in the South East region weakened
resulting in a quantity of 4,000 tonnes of barley being offered
into intervention. Apart from this very small amount there
were no other cereal intervention stocks in Ireland in 2005.

Area, Yield and Production

Cereal production in 2005 (Table 3.14) was down considerably,
with total production estimated at over 1.9 million tonnes, a
decrease of 23% on the record harvest of 2004, with winter
oats showing the largest decrease (43%). Yields of winter and
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spring barley decreased by 10% and 14% respectively. Wheat
production fell by 22% due to decreases in area sown and
yields for both winter and spring wheat.

Table 3.14 Area, Yield and Production of Cereals, 2005

Yield Production’

Area (000 (tonnes per (000

hectares) hectare) tonnes)
Total Cereals 275.7 7 1,934
Wheat 94.7 8.4 798
Winter 65.3 8.8 575
Spring 294 7.6 223
Barley 164.5 6.2 1,025
Winter 16.5 7.4 122
Spring 148 6.1 903
Oats 16.5 6.7 111
Winter 8.4 7.3 62
Spring 8.1 6.1 49
1 Refers to all production, which is subsequently sold or used alternatively,

typically for feed

Source: CSO

The quality of the grain harvested in 2005 was satisfactory,
but yields have proved to be disappointing although there is
extreme variation between crops and regions.

The harvest estimate figures reflect a sharp decline in
sowings, with the total area sown to cereals at approximately
276,000 hectares, 10% less than in 2004. This situation is
due to decreases in sowings for all three main cereals, with
farmers reconsidering their options in the light of the new
decoupled support regime.

Outlook 2006

Initial estimates put EU production at 268 million tonnes for
the 2006 harvest, up 5% on 2005. If these estimates prove
to be correct cereal prices would be expected to remain
low. The potential to reduce intervention stocks will largely
depend on how successful the EU will be in export markets.
The current strength of the euro against the US dollar will
remain a factor in this regard.

In Ireland early indications show a drop in sowings of winter
cereals. Sowings of winter wheat, which is the main winter

crop, will be close to last year, but winter barley and winter

oats are both expected to be down.

3.8 Root Crops

Potato Sector

There was a reduction in potato production with the sector
continuing to become more concentrated in Leinster. This
reduction contributed to some upward movement in prices.

Figure 3.11 Potato Price Indices, 2004-2005
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Area, Yield and Production

Yields were down 16% on the high of 41.4 tonnes per
hectare achieved in 2004. This, combined with an 8%
decrease in area harvested resulted in a 24% decrease in
potato production for 2005.

Table 3.15 Area, Yield and Production

of Potatoes, 2004-2005

Area Yield Production
(000 (tonnes per (000
hectares) hectare) tonnes)
2004 13.3 41.4 552
2005 12.2 34.7 422
Source: CSO
Sugar Beet
Prices

The contract price for sugar beet is closely related to the EU’s
sugar intervention price, which has remained unchanged for
a number of years. Sugar quotas were temporarily reduced
for 2005/06 in the context of WTO limits on export refunds.
In Ireland’s case the reduction was just over 14,000 tonnes.
The revised quota is 185,072 tonnes.
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Area, Yield and Production

The yield for sugar beet fell in 20052. This may be partly

due to new contracting procedures for growers designed

to match more closely production with the national sugar
quota. The contracted area under sugar beet in 2005/2006
was 30,816 hectares. The average sugar content was 16.7%.
The contracted sugar beet delivered was sufficient to allow
for the manufacture of more than the sugar quota.

Table 3.16 Area, Yield and Production of Sugar Beet,

2004/2005 - 2005/2006

Area (000 Yield Production
hectares) (tonnes per (ooo0
hectare) tonnes)
2004/2005 31.1 60 1,359
2005/2006 30.8 n/a 1,201
Source: Irish Sugar Ltd and DAF Estimate

Irish Sugar Ltd, a subsidiary of Greencore plc, is the only
manufacturer of sugar in Ireland. In March 2005 the
company closed its Carlow sugar factory and commenced
arrangements to consolidate its sugar manufacturing at its
one remaining plant in Mallow. The full Irish sugar quota for
the 2005 marketing year was duly processed in Mallow.

In November 2005, after tense and protracted negotiations,
the EU Council of Agriculture Ministers reached political
agreement on proposals for a reformed EU sugar regime to
take effect from 1 July 2006, on the expiry of the current
regime. Impact studies carried out by the EU Commission
had identified Ireland as one of a small group of Member
States where sugar production was likely to be drastically
reduced or phased out as a consequence of reform.
However, the final agreement did open up the possibility

of sugar production continuing in Ireland for a further two
campaigns. The agreement also provided for a compensation
package worth €310 million for Irish stakeholders in the
event that sugar production ceased, involving factory closure
and quota renunciation.

Outlook 2006

In March 2006, Greencore announced its decision to close
the Mallow plant and cease sugar production in Ireland. This
was a commercial decision by the company having regard

to the deteriorating situation on the sugar market and the
impact of the EU sugar reform agreement. The compensation
arrangements provided for in the reform agreement will

now come into play and will be finalised when the EU
Commission’s implementing regulations are adopted in the
coming months.
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3.9 Horticulture

Output in Ireland

In 2005 the output value of the horticulture sector was
estimated at €298 million with an estimated 18% increase in
the value of fresh fruit.

Table 3.17 Output Value of Horticulture 2004-2005

2004 2005* % change

€m €m 2005/2004
Mushrooms 114.5 110.0 -4.0%
Other Fresh Vegetables 74.3 80.2 +8.0%
Fresh Fruit 28.1 33.2 +18.0%
Other 74.1 74.0 -
Total 291.0 297.8 +2.0%
Source: CSO (2004); DAF early estimate (2005)

Mushrooms: Larger growers increased output and production
efficiency and mushroom output remained constant. There
was continued consolidation within the sector in 2005, albeit
at a slower rate than in previous years.

Fruit and Vegetables: Trade in vegetables remained steady,
with a slight decrease in area of crops grown in 2005. Prices
were similar to 2004. The soft fruit sector experienced a good
year with yields and quality excellent. Apple yields in 2005
were down on 2004 due to unfavourable conditions during
key stages of the growing season. Nevertheless, the quality
of fruit was generally good and prices were firmer than 2004
due to a better match of supply with demand. Production of
cider apples continues to increase.

Nursery Stock: The market for nursery stock continues to
expand. The output for home-grown material is estimated to
be €47 million. The retail market, with the continued growth
of landscape businesses, multiple D.1.Y. stores and large
garden centres, has played a vital role in developing the sector.
Increases in international trade are anticipated for this sector.

3.10 Intermediate Consumption
In Agriculture (Inputs)

Expenditure on Intermediate Consumption

Expenditure on intermediate consumption in agriculture
remained relatively static at €3,443 million in 2005 (Figure
3.12). While there were decreases in usage across the range of
intermediate inputs (notably energy and agricultural services),
these were offset by price increases in other areas such as
energy and fertilisers. Animal feed prices, which accounts for
one quarter of intermediate consumption, fell during 2005.

2 CSO provisional estimates.
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Figure 3.12 Intermediate Consumption —

% Share of Selected Items, 2005
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Price Indices for Agricultural Inputs

In 2005 the price level of agricultural inputs increased by
4.4%. The most substantial increase was in the cost of motor
fuel with prices rising by almost 20%. Electricity and fertiliser
prices also rose considerably, however, there were decreases
in the cost of feedingstuffs.

Table 3.18 Agricultural Input Price Index, 2004- 2005

Average Average
Change 2004 Change 2005

Input Prices 3.9% 4.4%
Feedingstuffs 4.0% -1.6%
of which

Straight 7.3% -0.2%
Cattle 3.7% -2.6%
Pig 4.1% -0.3%
Poultry 3.2% 1.1%
Fertilisers 1.9% 8.1%
of which

Straight 4.0% 9.1%
NPK 0.7% 8.0%
PK 1.2% 3.5%
Seeds 0.9% -0.4%
Veterinary Expenses (incl A.l) 1.0% 1.6%
Motor Fuels 11.2% 19.6%
Electricity 5.1% 8.0%
Source: CSO, Agricultural Price Indices

Animal Feedingstuffs

In 2005, the total cost of animal feedingstuffs was on par
with 2004 at €864 million. Relative to 2004, the volume of
animal feedingstuffs consumed increased marginally to 3.6
million tonnes. This is a reversal of the annual downward
trend from the production high of 3.7 million tonnes
recorded in 2002. Wet weather in the latter half of the year
led to earlier housing of cattle, with a consequent increase in
compound feed intake.

Figure 3.13 Price Index for All Feedingstuffs,

2004-2005
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Figure 3.14 Production of Compound Feedingstuffs,

2004-2005
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Fertiliser

In 2005 the value of fertilisers consumed (including
ground limestone) increased by 1.7% to €364.4 million
incorporating a price increase of 6.5%.

Figure 3.15 Price Index for All Fertilisers, 2004-2005
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Energy Costs

In 2005, the price of all energy products increased by 17%.
Included in this increase were average changes in the year of
almost 20% for motor fuels and 8% for electricity.

Figure 3.17 Price Index for All Energy, 2004-2005
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For the sale year October 2004 to September 2005, total
sales of NPK fertilisers decreased by 3.8%. There were
decreases in usage across main nutrients, with nitrogen (N),
phosphorous (P) and potassium (K) sales down by 2.9 %, 9.4
% and 9% respectively.

Figure 3.16 Sales of Fertilisers by Nutrient Content,

2003/2004-2004/2005
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Chapter 4

Agricultural Structures

4.1 Overview

This chapter outlines the changing structure of Irish farming
using recent CSO statistics in conjunction with data from
the 2004 Teagasc National Farm Survey and other sources.
Comparisons are made with other EU countries where
current data is available.

4.2 Farm Numbers And Farm Size

The number of Irish farms declined by 1.5% per annum
between 2000 and 2003 to 135,300". Over this period the
trend of increasing farm size continued with the number of
farms over 100 hectares increasing by 9% and the number
of farms of 30 hectares or less decreasing by approximately
6% from 87,700 to 82,200. These trends have resulted in
an increase in average farm size from 31.4 hectares in 2000
to 32.3 hectares in 2003. Over the period 1993 to 2003
average farm size increased by 5.5 hectares.

Figure 4.1 Farm Size Structure in Ireland, 2003
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Farm size in Ireland compares favourably with an EU-252
average of 15.8 hectares in 2003 and an EU-15 average of
20.2 hectares. The number of farm holdings in the EU-25 is
estimated at 9.87 million with 3.63 million of these in the
new Member States including over 2 million in Poland.

Table 4.1 Number of Holdings (000's) in the EU-25, 2003

Countries Number Countries Number
of of
Holdings' Holdings'
(000%s) (000’s)
EU-25 9,870.6 Latvia 126.6
EU-15 6,238.6  Luxembourg 2.5
Belgium 54.9 Hungary 773.4
Czech Republic 45.8 Malta 11.0
Denmark 48.6  Netherlands 85.5
Germany 412.3  Austria 173.8
Estonia 36.9 Poland 2,172.2
Greece 824.5  Portugal 359.3
Spain 1,140.7  Slovakia 77.1
France 614.0 Slovenia 71.7
Ireland 135.3  Finland 75.0
[taly 1,963.8 Sweden 67.9
Cyprus 45.2  United Kingdom 280.6
Lithuania 2721
1 Farms over 1 hectare.
Source: European Union Directorate-General for Agriculture and Rural
Development, Agriculture in the European Union — Statistical and Economic
Information (2005), February 2006

Average farm size varies significantly throughout the EU-25
from 79.4 hectares in the Czech Republic to 1 hectare in
Malta (Figure 4.2). The percentage of farms over 50 hectares
in each of the EU-25 countries varies from almost 46% in
Luxembourg to 0% in Malta. In Ireland, approximately 18%
of farms or 24,200 farms are over 50 hectares in size.

4.3 Future Farm Numbers

Further analysis of the projections of future farm numbers
prepared for the Agri Vision 2015 Committee estimates that
of the 105,000 farms projected for 2015 approximately 63%
will be part-time farmers who will have an off-farm job.
Approximately 40,000 farms will be viable either on a full

or part-time basis (Table 4.2).

1 The total number of holders in the state is slightly less than the total number of farms as commercial companies; institutions, etc. are not included in this figure.
2 European Union Directorate General for Agriculture and Rural Development, Agriculture in the European Union — Statistical and Economic Information (2005), February 2006.
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Figure 4.2. Average Farm Size and Percentage of Farms over 50 hectares in the EU-25, 2003
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Source: European Union Directorate General for Agriculture and Rural Development, Agriculture in the European Union - Statistical and Economic Information (2005), February 2006.

Table 4.2 Farm Numbers in 2002 and Projections of

Farm Numbers in 2015

2002 2015
Viable Farms 38,700 40,000
Viable Full-Time 29,925 18,500
(farmer has no other earned income)
Viable Part-Time 8,700 21,500
(farmer has other earned income)
Non-Viable Farms 37,000 45,000
Non-Viable Full-Time 6,481 6,481
(farmer has no other earned income)
Non-Viable Part-Time 30,900 38,500
(farmer has other earned income)
Transitional Farms (farmer of 60,400 20,000
spouse has no other earned income)
Micro Farms (hobby farms) 20,000 6,000
All Farms 136,100 105,000
% full-time farmers 58% * 37%
(sole occupation is farming)
% part-time farmers 42%* 63%
(farmer has off-farm job)
Source: Hennessy, T., (2005), unpublished.
*Source: CSO, 2003

4.4 Land Mobility

Although there has been some improvement in farm
structures the low levels of land mobility in Ireland is a
continuing obstacle. The volume of agricultural land being
offered for sale on an annual basis has declined by 71% in
the past decade and consequently land prices have increased
significantly as shown in Figure 4.3. In 2004 agricultural land
prices rose by 13% to €16,261 per hectare. Land prices
vary significantly across the EU-25 from €406 per hectare in
Lithuania to €29,300 per hectare in the Netherlands®.

Figure 4.3 Land Prices and Estimated Agricultural
Area Sold, 1995 -2004
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Source: CSO, Land sales derived from average transaction size and no. of transactions

In an effort to increase farm size and overcome difficulties
caused by high land prices many farmers are leasing or
renting-in farmland. Over half of all specialist dairy farmers

. 3 European Union Directorate General for Agriculture and Rural Development, Agriculture in the European Union — Statistical and Economic Information (2005), February 2006.
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and 47% of specialist tillage producers leased-in some
land in 2003. Over 45,000 farmers leased or rented in
approximately 866,800 hectares in 2003.

Table 4.3 Percentage of Farmers Renting in

Farm-Land and Areas Rented-In, 2003

% of
Farmers Area
Renting in  Rented-in

Farm type Farm-land (ha)
Specialist tillage 47% 122,600
Specialist dairying 53% 223,300
Specialist beef production 27% 306,100
Specialist sheep 25% 52,500
Mixed grazing livestock 32% 110,800
Mixed crops and livestock 48% 43,900
Other 30% 7,600
Total Farm-land Rented in 866,800
Source: CSO

Scheme and reliefs which encourage land mobility include:

B the Early Retirement Scheme;

B an Installation Aid Scheme for young trained farmers;

B Capital Gains Tax — Retirement Relief;

B 3 Rental Income Tax Exemption for farmers over 40 years;
B Capital Acquisitions Tax — Agricultural Relief;

m  full Stamp Duty relief for young trained farmer;

B 3 Stamp Duty relief scheme where land is transferred
between two farmers for the purpose of farm
consolidation.

4.5 Land Usage

The total land area of Ireland is approximately 6.9 million
hectares of which 4.3 million hectares or 62% is used for
agriculture. In 2004 over 90% of agricultural land was under
grass with 7% under cereals and 3% under other crops
(potatoes, sugar beet, etc). From 1994 to 2004 the total
area farmed decreased by 2%. The principal changes in
agricultural area were a 54% decrease in the area devoted
to hay production, an 11% increase in silage area and a
15% increase in the area devoted to cereal production. In
2005 the area of cereals decreased by 10%, most noticeably
winter oats and winter barley.

Figure 4.4 Land Usage in Ireland, 1994 and 2004
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Agricultural land area has decreased by 5% within the
EU-15 in the period 1992-2002%. There is considerable
variation within EU countries in the percentage share of land
devoted to agriculture, with the UK at 70% compared to the
Scandinavian countries of Finland and Sweden at 7% and
8% respectively.

4.6 Age Profile Of Farmers

On average 8%?° of the EU’s farmers are less than 35 years
of age. However in Ireland, approximately 11% of farmers
are less than 35 years of age. A similarly favourable situation
exists for older farmers with 20% of Irish farmers over 65
years of age compared to the EU average of 29%?°.

Figure 4.5 Age Profile of Irish Farmers, 2003
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In an effort to continually improve the age profile of Irish
farmers, there are a number of incentives in place to facilitate
the transfer of farms to younger farmers and to encourage
these transferees to obtain appropriate agricultural training:

B an Installation Aid grant of €9,520 to farmers under 35
years of age, who meet specific criteria;

B 100% Stamp Duty relief on transfers of agricultural land
and buildings to young trained farmers;

B 100% stock relief for up to four years for young trained
farmers;

B 90% agricultural relief on Capital Acquisitions Tax;

B priority access to milk quota in the Milk Quota
Restructuring Scheme;

B an EU Early Retirement Pension of up to €13,515 for
a period of up to 10 years on transfer of farms by gift,
sale or lease.

4.7 Labour Input On Farms

The National Farm Survey provides detailed labour input data
including standard man day requirements® for both full and
part-time farms. It defines a full-time farm as a farm that
requires at least 0.75 of a labour unit’ to operate and a part-
time farm as one that requires less. Using these definitions
62% of farms were classified as part-time and 38% or
42,700 as full-time in 2004.

On average in 2004 labour input exceeded standard man
days requirement by 24%. However large variations exist
between systems of farming, with cattle and sheep systems
having excess labour while dairy and tillage farms have a
shortage of labour input. Results for full-time farms identify
that family labour input falls short of requirements across all
systems with family labour supplying on average 80% of the
labour input on full-time farms. In the case of tillage farms,
family labour supplies only 60% of the total labour input. In
contrast, the average labour input for part-time farms is over
twice the required standard man-days for all farming systems
with the exception of dairying. This indicates the potential to
significantly improve labour efficiencies on part-time farms.

According to the CSO, the total labour input on Irish farms
in 2003 was 163,200 annual work units® or 1.2 labour units
per farm.

4.8 Off-farm Employment

Teagasc’s National Farm Survey contains data on off-farm
employment among farm holders and their spouses. The
results identify that in 2004, either the farmer and/or spouse
had another occupation on 52% of all farms, an increase of
2% on the previous year with off-farm employment among
farm holders also increasing by 2% to 36%.
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Table 4.4 Comparison of Labour Input and Standard Man Day Requirements on Farms, 2004

Dairy + Cattle Cattle All

Dairy Other Rearing Other Sheep Tillage Systems
All Farms
Family Labour Units 1.35 1.35 0.92 0.95 0.96 0.92 1.05
SMDs excluding hired labour 1.60 1.47 0.44 0.51 0.76 1.15 0.85
Family labour as % SMDs excluding hired 85% 92% 209% 186% 126% 80% 124%
Full-time farms
Family Labour Units 1.36 1.44 1.13 1.39 1.21 1.16 1.32
SMDs excluding hired labour 1.68 1.91 1.15 1.41 1.52 1.93 1.65
Family labour as % SMDs excluding hired 81% 75% 98% 99% 80% 60% 80%
Part-time Farms
Family Labour Units 1.19 1.14 0.90 0.85 0.85 0.67 0.88
SMDs excluding hired labour 0.73 0.47 0.36 0.30 0.41 0.33 0.36
Family labour as % SMDs excluding hired 163% 243% 250% 283% 207% 203% 244%
Source: National Farm Survey 2004, Teagasc 2005

6 Standard Man Days (SMD), eight hours of work supplied by a person over 18 years of age. The number of SMD required per hectare for the different crops, and per head for
various categories of livestock is used to calculate the total number of SMD required to operate the farm.

7 A labour unit is defined as 1,800 hours worked on a farm by a person over 18 years (National Farm Survey).

8 1 annual work unit = 1800 hours or more of labour input per person per annum (CSO).
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The extent of off-farm employment continues to differ
between systems of farming. Dairy farmers are less likely
than cattle rearing farmers to have off-farm employment.
Also younger farmers are more likely to take up off-farm
employment than older farmers. (See Statistical Annex Table
11.10 for more detailed statistics).

CSO data for 2003 indicates that approximately 77,900
farmers (58%) state that farming is their sole occupation.
The remaining 57,200 farmers (42 %) state that they had
another occupation either major or subsidiary.

Figure 4.7 Percentage of Farmers and/or Spouses with

Off-farm Job by System of Farming, 2004
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4.9 Agricultural Employment By Gender

According to the CSO’s, Quarterly National Household Survey
(QNHS), total employment in agriculture decreased by 2.2%
from 112,100 to 109,600 in 2005. There was no change

in the number of females employed in agriculture which
remained at 10,800, however the number of males employed
in agriculture decreased by 2.5% to 98,800.

Table 4.5 Employment in Agriculture (ILO Basis) by

Gender, 2004-2005

2004 2005 %
(000°s) (000°s) Change
Total 112.1 109.6 -2.2%
Males 101.3 98.8 -2.5%
Females 10.8 10.8 0.0%
Source: CSO, Quarterly National Household Survey, Quarter 2, 2005

The recent “Women and Men in Ireland 2005"° report
estimates that 9.9% of the total male workforce and 1.4%
of the total female workforce over 15 years of age are
employed in agriculture, forestry and fishing. This brings the
total employed in agriculture, forestry and fishing to 116,229
or 6.3% of the total workforce. Estimates for the EU-25
indicate that 5.8% of the total male workforce and 4%

of the total female workforce are employed in agriculture,
forestry and fishing.

Total employment in agriculture in the EU-25 in 2004 was
estimated to be 9.7 million with approximately 3.4 million

of these female. Ireland has the second lowest rate of
female participation in the agricultural workforce at 9% with
only Malta lower. Portugal has the highest rate of female
participation at 48% (Figure 4.8).

4.10 Borrowing, Interest And
Investment In Agriculture

Borrowing

At the end of September 2005, €3.8 billion was borrowed
by the agricultural sector. This represents an increase of 11%
in borrowings from September 2004. The total borrowed by
the agriculture and forestry sector has increased by 141% in
the past ten years (Figure 4.9).

9 CSO “Women and Men in Ireland (2005), December 2005.

10 European Union Directorate General for Agriculture and Rural Development, Agriculture in the European Union — Statistical and Economic Information (2005), February 2006.
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Figure 4.8

% of Agricultural Employment occupied by Women in EU-25, 2004
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Source: European Union Directorate General for Agriculture and Rural Development, Agriculture in the European Union - Statistical and Economic Information (2005), February 2006.
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Figure 4.9 Borrowings and Income in the
Agriculture Sector, 1994-2005
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Interest

Interest paid on borrowed capital by the farming sector was
estimated to be €304.1 million or approximately 11% of
operating surplus in 2005. This represents an increase of
approximately 10.3% from the €275.6 million in interest
paid by the farming sector in 2004.

Investment

Some of the increase in borrowings would be attributable
to agricultural investment, which increased by 7% in 2004
to €566 million. The largest increases in investment were in
farm buildings and agricultural machinery and equipment.

Figure 4.10 Interest on Borrowed Capital Paid by

the Agriculture Sector, 1994-2005
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Table 4.6 Gross Fixed Capital Formation in Agriculture,

2003-2004

€m current prices 2003 2004
Farm Buildings 88 128
Land Improvements 7 10
Transport Equipment 108 105
Agricultural Machinery & Equipment 223 244
Other Equipment 99 90
Total (excl.Breeding Stocks) 525 577
Breeding Stocks +2 -1
Total (incl.Breeding Stocks) 527 566
Source: CSO, National Accounts Section




Chapter 5

The Food Industry

5.1 Overview

The food, drink and tobacco (FDT) sector is one of the most
important sectors of the Irish economy due to its mainly
indigenous nature. The FDT sector directly employed 53,500
people, had gross output of approximately €18.7 billion and
exported over €7.5 billion worth of produce in 2005.

Table 5.1 The Food Industry in the National Economy,
2004-2005

Food, Drink and Tobacco as % of 2004 2005
GDP 6.3% 5.9%
Employment 2.9% 2.8%
Agri-Food Share of Total Exports 8.5% 8.5%
Source: CSO, DAF, Dept. Finance

5.2 Size And Structure Of The Food,
Drink And Tobacco Sector

Output and Turnover

The FDT sector accounted for approximately 19% of the
gross output for all manufacturing industries in 2004. Gross
output for the FDT sector increased by 5% in 2004 to €18.7
billion, but when tobacco and beverages are excluded, the
food sector increased by 7% to €16.9 billion. The largest

Table 5.2 Gross Output of the Food Industry at Market Prices, 2003-2004

sub-sectors are the production and preserving of meat and
the manufacture of dairy products, which combined account
for over 35% of gross output.

Gross Value Added

Despite the increase in gross output, gross value added
(GVA) at market prices decreased by over 9% in 2004

to €8.3 billion. However when excluding beverages and
tobacco, the food sector shows an increase of 3% to €5.6
billion, which accounted for almost 68% of the GVA of the
FDT sector. The share of FDT in total industrial GVA was 20%
in 2004, which is comparable to its share of gross output.

Table 5.4 shows the breakdown of GVA for production and
preserving of beef, poultrymeat and other meat products for
2003. The beef industry accounts for over 46% of the total
turnover of the meat sector but only 28% of its GVA.

Employment

There are approximately 45,100 industrial workers' directly
employed in the FDT sector (Table 5.5) with the meat and
dairy sectors accounting for approximately half (47%). Total
employment in FDT decreased by almost 2% in 2005. The
FDT sector accounts for around 20% of total manufacturing
employment.

2003 2004

NACE Code Description €m % Total €m % Total
15-37 All Manufacturing Industries 94,804 100.0% 99,128 100.0%
15-16 FDT 17,803 18.8% 18,702 18.9%
of which % FDT % FDT
151 Meat 4,017 22.6% 4,104 21.9%
152 Fish 378 2.1% 330 1.8%
153 Fruit & Veg 164 0.9% 184 1.0%
155 Dairy 2,984 16.8% 2,507 13.4%
156-157 Grain & Animal Feeds 860 4.8% 832 4.5%
154, 158 Other Food Products 7,465 41.9% 8,981 48.0%
159 Beverages 1,706 9.6% 1,662 8.9%
16 Tobacco 229 1.3% 100 0.5%
Source: CSO, Census of Industrial Production, 2004 Early Estimates

1 This comes from the Industrial Employment Series; data in Table 1.3 comes from the Quarterly National Household Survey. These are not directly comparable as figures
obtained from household surveys include own account workers, cover very small establishments and are classified by sector on the basis of respondents’ descriptions of the
main activity conducted at their place of work. (CSO, Industrial Employment, Background Notes)
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Table 5.3 GVA of FDT Sector at Market Prices, 2003-2004

2003 2004

NACE Code Description €m % Total €m % Total
15-37 All Manufacturing Industries 40,161 100.0% 41,296 100.0%
15-16 FDT 9,113 22.7% 8,262 20.0%
of which % FDT % FDT
151 Meat 588 6.5% 596 7.2%
152 Fish 78 0.9% 69 0.8%
153 Fruit & Veg 76 0.8% 85 1.0%
155 Dairy 642 7.0% 669 8.1%
156-157 Grain & Animal Feeds 166 1.8% 177 2.1%
154, 158 Other Food Products 3,884 42.6% 3,999 48.4%
159 Beverages 2,172 23.8% 2,125 25.7%
16 Tobacco 1,507 16.5% 542 6.6%
Source: CSO, Census of Industrial Production, 2004 Early Estimates

Table 5.4 GVA for Beef and Other Meats, 2003

Other Meat and

Meat Excl Poultrymeat
€m Beef Poultrymeat Poultrymeat Products Total Meat
NACE Code 1511.1* 1511.2~ 1512** 1513*** U
Turnover 1,763.7 693.6 412.7 953.0 3,823.1
Purchases 1,608.0 584.1 328.6 720.9 3,241.6
GVA (at Market Prices) 161.8 110.1 78.6 237.1 587.5
Operating Subsidies 60.9 7.2 - - 68.1
Excise and other Indirect Taxes 1.7 1.0 0.7 0.9 43
GVA (at Factor Cost) 221.0 116.2 77.9 236.2 651.4

* NACE 1511.1 is Processing and Preserving of Beef and Veal

** NACE 1512 is Processing and Preserving of Poultrymeat

*** NACE 1513 is production of Meat and Poultrymeat Products

A NACE 1511.2 is Processing and Preserving of Other Meat (Excl Poultrymeat)

AN NACE 151 is Production, Processing and Preserving of Meat and Meat Products
Source: CSO, Census of Industrial Production, 2003




Table 5.5 Employment in the FDT Sector, 2003-2005

Food Drink & Tobacco FDT
Meat Dairy Grain Other Drink Tobacco Total
152, 153,
151 155 156-157 154, 158 159 16 15-16
2003 13,800 8,800 2,300 15,600 6,800 800 48,000
2004 14,500 7,300 2,300 15,400 5,900 600 45,900
2005 13,900 7,100 2,300 15,900 5,600 500 45,100
Source: CSO, Industrial Employment, Average of 4 Quarters for 2003 and 2004, 2005 average of 3 Quarters. 2005 Q3 data is preliminary.

Size Ownership

Table 5.6 outlines the size, structure and productivity of the Irish FDT accounts for 91% of local units (Table 5.7) in the
FDT and total manufacturing sector. Local units? employing FDT sector, 78% of persons engaged, but only 25% of net
fewer than 100 persons account for almost 83% of the output. The Irish FDT sector is one of the more important
FDT sector, but only approximately 31% of the persons Irish owned manufacturing sectors as it accounts for almost
engaged, which indicates that the larger units account for 32% of persons engaged, 49% of gross output, 55% of

the bulk of the workforce. The net output per unit of the gross output exported and 34% of net output of Irish owned
FDT sector is over 9% larger than the net output per unit of sectors.

total manufacturing, while the FDT net output per person
engaged is 22% less than total manufacturing.

Table 5.6 Size, Structure and Productivity of the FDT and Total Manufacturing Sectors, 2003

Net Output per Person
Local Units Persons Engaged Net Output per unit Engaged
000°s 000’s €000°s €000°s
All All All All

Nos. Employed FDT Industry FDT Industry FDT Industry FDT Industry
Under 10 232 2,192 1,118 11,332 248 270 51.4 52.4
10-19 153 1,162 2,154 15,341 719 711 51.1 51.8
20-49 167 1,082 5,302 36,014 2,137 1,984 67.3 64
50-99 96 483 6,735 33,015 8,851 6,493 126.2 94.3
100-199 79 279 11,401 43,072 11,785 17,732 81.7 127
200-249 11 46 2,457 12,463 2,720 52,067 12.2 229.8
250+ 43 227 19,863 101,512 164,159 204,058 3554 456.3
Total 781 5,471 49,030 252,749 12,028 11,033 191.6 246.5
Source: CSO, Census of Industrial Production, 2003

2 Local units refer to those situated in a geographically identified place and employing three or more persons. (CSO, Census of Industrial Production, Background Notes)
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Table 5.7 Ownership of FDT Sector, 2003

Persons Gross Output

Local Units Engaged Gross Output Exported Net Output
No’s No’s €m €m €m
Irish FDT 711 38,131 9,368.5 3,800.4 2,371.0
Total FDT 781 49,030 17,803.3 6,714.3 9,393.9
Irish Industry 4,496 121,152 18,985.2 6,868.5 7,063.0
Total Manufacturing Industry 5,194 227,302 94,804.3 78,095.5 58,248.3
Irish FDT as % of Total FDT 91.0% 77.8% 52.6% 56.6% 25.2%
Irish Industry as % of Total Manufacturing Industry 86.6% 53.3% 20.0% 8.8% 12.1%
Irish FDT as % of Total Irish Manufacturing 15.8% 31.5% 49.3% 55.3% 33.6%
Irish FDT as % of Total Manufacturing Industry 13.7% 16.8% 9.9% 4.9% 4.1%
Source: CSO, Census of Industrial Production, 2003

Forfas provide information on the amount of expenditure
on Irish goods and services by companies operating in
Ireland. The Irish Economic Expenditure (IEE) consists of
wages, Irish raw materials and Irish services. IEE for the FDT
sector increased by almost 3% in 2004, while IEE for total
manufacturing was relatively static in 2004. IEE accounts
for almost 76% of expenditure by the FDT sector compared
to almost 48% for total manufacturing enterprises, which
indicates the indigenous nature of the FDT sector.

Capital Structure

The food industry needs significant capital to operate,

while some of this is plant and machinery, it also needs
substantial working capital to cover the cost of stock being
held or processed. Table 5.9 shows the amount of resident
non-government credit extended to the FDT sector at the
end of September 2005. The FDT sector has increased its
resident non-government credit by approximately 5% to end
September and accounted for almost 47% of resident non-
government credit to the manufacturing industry.

Table 5.8 Irish Economic Expenditure, 2003-2004

FDT Total Manufacturing
€m 2003 2004 2003 2004
Payroll Costs 1,738 1,742 7,537 7,815
Irish Raw Materials 5,977 6,248 11,325 11,292
Irish Services 1,734 1,773 5,906 5,851
Total Irish Economic Expenditure (IEE) 9,449 9,763 24,768 24,958
Total Expenditure 12,539 12,894 51,904 51,912
IEE as % of Total Expenditure 75.4% 75.7% 47.7% 48.1%
Sales 16,151 16,418 74,343 76,549
IEE as % of Sales 58.5% 59.5% 33.3% 32.6%

Source: Forfas, Annual Business Survey of Economic Impact 2004
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Table 5.9 Resident Non-Government Credit to Manufacturing and Food Industry, 2004-2005

2004 2005
€m % of Total €m % of Total
Manufacturing Manufacturing
Industry Credit Industry Credit
Manufacturing 5,785 100.0% 5,647 100.0%
FDT 2,512 43.4% 2,633 46.6%
Drink and Tobacco 730 12.6% 772 13.7%
Food 1,782 30.8% 1,861 33.0%
of which
Meat Processing 403 7.0% 454 8.0%
Dairy and Other Food 1,378 23.8% 1,407 24.9%
Source: Central Bank, Bulletin No 1 2006
Table 5.10 shows the capital acquisitions of the FDT sector Regional Spread
for 2004_WhiCh alnr?o.unted to €502 million or 1_5-6% of The FDT industry as a whole has a reasonable geographic
tot'al capital acqul|5|t|ons by the manufacturlng.mdustry. spread and is an important source of employment
This compares W'.thl 43% §See Table 5.9) of resident non- throughout the country. The meat industry is most strongly
government credit |nd.|cat|ng .that the FDT sgctor ha.s a represented in the border area, mid-east and southeast of
greater need for working capital than other industries, the country, while the dairy industry is primarily concentrated

with the latter having a higher proportion of foreign direct
investment (FDI) as a source of capital.

Table 5.10 Total Capital Acquisitions, 2004

in the southeast and southwest.

Total FDT as % of Total
€m Food & Drink Manufacturing Manufacturing
Capital Acquisitions 501.9 3,215.8 15.6%
of which
Machinery & Equipment 344.7 2,327.4 14.8%
Land & Buildings 101.0 652.9 15.5%
Computer Hardware & Software 20.9 106.4 19.6%
Vehicles & Other 35.4 128.7 27.5%

Less Capital Sales 52.9 300.7 17.6%
Net Capital Expenditure 449.0 2,915.1 15.4%
Source: CSO Capital Assets in Industry, 2004
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Table 5.11 Regional Spread of the FDT Sector Local Units, 2003

Number of Local Units
Regional Authority Area
Mid- Mid- South- South-
Border Dublin East West Midland East West West Total
FDT 127 130 64 72 43 120 150 75 781
Total Manufacturing 698 1,339 521 472 336 647 717 457 5,187
FDT as % of Regional Total 18.2% 9.7% 12.3% 15.3% 12.8% 18.5% 20.9% 16.4% 15.1%
% of Total FDT 16.3% 16.6% 8.2% 9.2% 5.5% 15.4% 19.2% 9.6% 100.0%
No of Local Units
Meat 23 17 25 18 14 29 17 17 160
Dairy 15 5 0 9 4 14 23 5 75
Other Foods 83 93 39 17 64 102 486
39* 53*F————
Drink and Tobacco 6 15 6 8 13 8 60
*Breakdowns unavailable due to confidentiality.
Source: CSO, Census of Industrial Production, 2003

Research and Development

Expenditure on R&D in Ireland increased to €1,780 million
in 2004 up 11% on 2003 and it is estimated to reach
€1,910 million for 2005. The total R&D expenditure for
the FDT sector in Ireland in 2003 was €42.3 million, of
which €29 million was performed by “food” firms.

Annual Review and Outlook 2005/2006

5.3 Exports Of Food And Drink3

In 2005, the value of agri-food exports (Figure 5.1) including
export refunds increased by almost 5% to €7.7 billion. Dairy
products and ingredients is the highest value export sector
with exports of almost €2.1 billion in 2005 an increase of
almost 7% on 2004. Other food products decreased by
almost 1% to €1.5 billion, beef increased by almost 5%

to €1.4 billion and beverages increased by 7.7% to over

€1 billion. There was also increases in the value of exports
of cereal and cereal preparations (+15.2%), potatoes, fruit
and vegetables (+11.6%) and pigmeat (+9.5%).

m 3 Values of exports include export refunds. Data is obtained from CSO Trade Statistics and DAF for export refunds.



Figure 5.1 Exports of Irish Agri-Food Products, 2004-2005
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The EU-25 continues to be the main destination of Irish agri-

Figure 5.2 Destination of Irish Agri-Food Exports,

food exports accounting for approximately €5.8 billion in 2004-2005
2005 an increase of 4% on 2004 and accounted for 76%
of total agri-food exports. The main driver of EU-25 export 4,000
growth was the UK which accounted for €3.6 billion and 3,500
47% of total agri-food exports in 2005, an increase of over 3000
21% on 2004. The value of exports to other EU-25 fell by '
15% to €2.2 billion, while exports to non-EU countries 2,500
increased by 7%. qu 2,000
1,500
1,000
500
0

Other EU Non EU

B 2004 | 2005*

Source: CSO Trade, DAF Export Refunds
* 2005 Provisional
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Chapter 6

The Consumer

6.1 Overview

Consumers are the primary driver of change in the food
industry. Changing lifestyles and demographics and a

more health and price conscious consumer are influencing
consumer behaviour and retail trends. Increased concentration
and the growth of discounters, convenience stores and
multiples and the revival of farmers’ markets are evidence of
this change. Food prices, food spending and consumption

are key to understanding the consumer. Responsibility to the
consumer is at the centre of development relating to food
safety. Animal safety is an integral part of food safety and the
new Animal Remedies Regulation will help protect consumers.
The Consumer Liaison Panel is the Department of Agriculture
and Food'’s point of contact with the consumer on these wide
ranging issues.

6.2 Consumer And Retail Trends

Consumer Trends

The now established trend in Irish society towards convenience
foods and prepared meals continues apace. This market has
evolved from its infancy phase however, with consumers now
demanding convenience foods that satisfy stricter criteria in
terms of health factors, quality and taste. Modern lifestyles
increasingly treat time as a resource to be invested wisely. As
such, consumers are seeking ways to maximise their return
from a minimum investment of time. This trend can be
witnessed at all levels of consumption, from ready prepared
ingredients to ready prepared finished meals. Whether at
home or not, people are embracing convenience foods in
many different ways. The increased prevalence of snacking

is another manifestation of more hectic lifestyles and an
extension of the demand for more convenient foods. Snacking
will continue to be a major growth area going forward with
research indicating that people in Ireland are moving away
from the three meals a day routine.

Consumers are also becoming more health conscious and
link food to physical well-being. Bord Bia‘s PERIscope showed
that 86% of consumers feel that a good diet can help

your mental health and can enhance the body and mind.
Obesity and health issues have driven consumer demand

for functional foods, products with lower fat/salt/sugar
content and organic produce. Health conscious consumers
around the world are satisfying their hunger and thirst with
functional beverages. Within the functional foods category,

functional beverages are fast growing, accounting for
approximately 50% of global sales with products such as the
new healthy value-added drinks and the juice and smoothie
boom. Purchasers of organic food list product quality as the
number one reason for buying which reflects the position

of organic foods at the premium end of the market. Rising
incomes and consistent economic growth has encouraged
the development of functional foods.

Retail Trends

Retail trends have responded to changing consumer habits.
Retail outlets are opening for longer hours, stock lines are
evolving, and stores are embracing the convenience food
ethos. The variety of ready prepared foods and instant meals
is growing all the time. Retailers are also expanding their role
in the food service market by providing their own solutions
to changing consumption patterns.

The "weekly” shop is still a major facet of food retailing in
Ireland combined with continuous “top-up” purchases in the
local store. However, the “weekly shop” is no longer confined
to the one store. Knowledge is power, and consumers

are now more informed than ever, purchasing different
items from a variety of food stores according to perceived
value. Perhaps as a consequence of the increased focus on
convenience shopping, consumers who are prepared to
invest time in the shopping experience are not simply willing
to choose one store and forsake all others. It is a rational
decision to optimise the return on their shopping investment.

The lines between supermarkets, discounters and
convenience stores are being blurred. Traditional retailers are
focussing on private label goods in response to competition
from the discount stores. Many stores have more than one
level of private label goods, differentiating on the basis of
price and added-value. On the other hand, discounts stores
are beginning to sell manufacturers branded goods so as
to increase the variety of their offering. The larger retailers
have made moves into the convenience sector and the
convenience stores are expanding their offering in terms of
food service and increased product lines.

Groceries Order

Following a public consultation process initiated in 2005,
new legislation was introduced to abolish the Groceries
Order 1987 and strengthens the provisions of the 2002
Competition Act by specifically prohibiting the fixing of
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minimum retail prices by suppliers (resale price maintenance),
unfair discrimination in the grocery trade, and the payment
of advertising allowances and “hello money.”

The Competition Authority, in cooperation with the Director
of Consumer Affairs, will monitor the structure and operation
of the grocery trade for the foreseeable future to see how it
responds to the new legislative environment.

Convenience & Experience

Convenience continues to be a strong driver of consumer
choice. Convenience and the demand for quick options
that fit with pressurised lifestyles are clear catalysts behind
a switch from cooking from scratch to using ready prepared
ingredients and ready to eat foods. Below we see evidence
of this from recent Bord Bia research:

B 62% of Irish consumers agree with ‘I don't like spending
too much time on cooking’;

39% of Irish consumers view cooking as a chore;
35% cook from scratch on a daily basis;

44% use ready prepared ingredients on a weekly basis;

47% of Irish consumers agree with ‘We use a lot of
ready to eat foods in our household'.

Source: Bord Bia PERIscope 2005

Farmers’ Markets

There are now over 100 Farmers’ Markets in operation,
performing an important role in supplementing farm incomes
and providing an alternative route to market for small

food producers. These markets assist the development and
expansion of local and regional speciality foods, particularly
in light of the growing demand for fresh locally produced
foods. They offer direct access to consumers and a very
useful opportunity to gauge public preference. They also
improve community spirit, create employment and make
local areas more attractive for tourism.

Regional and Local Food Economies

While the larger sectors predominate in the export area,
opportunities for speciality foods are expanding. The UK
market is forecast to reach €7.5 billion over three years and
the Irish artisan and specialty food sectors grew 10% in 2005
to €475 million. In 2005 the Minister launched a regional
food forum in the North West on the theme “Market Focus
for Small Food Producers”. As part of the forum, there

was participation from development agencies and food
companies, a presentation on new market research and a
company case study were made, showcases by state agencies
and companies on services and regional products and a North
West Food and Drink Directory was published and circulated.

6.3 Nutrition

Irish lifestyles in terms of diet and a decline in workplace or
recreational activity have changed dramatically over the past
20 years. Issues surrounding health and nutrition are at the
forefront of public policy and long term improvements in the
nation’s diet depend on the adoption of successful strategies
with children. In this regard, 2005 saw the publication of a
unigue study on the diet of Irish children and the launch of a
new scheme aimed at improving the eating habits of primary
school children.

Study on Children’s Diet

Results of the first scientific study to benchmark dietary
intakes of a nationally representative sample of Irish children,
carried out by the Irish Universities Nutrition Alliance (IUNA),
were published in May 2005. This study was funded by

the Department of Agriculture and Food under the “Food
Institutional Research Measure” (FIRM) and co-funded by the
Food Safety Authority of Ireland (FSAI). The report issued key
findings on food consumption habits of Irish schoolchildren
under 12 years of age, which need to be addressed, including:

B |ow intakes of fruit and vegetables;

B overall fat intake is higher than recommended —
40% of children exceed the recommendations;

B daily salt intake is higher than the levels recommended
by the FSAI;

B further research is planned in 2006 to analyse the
implications of the findings on diet and exercise.

Food Dudes Programme

2005 also saw the launch of a Food Dudes Programme,
jointly funded by the EU Commission, Fresh Produce

Ireland and the Department of Agriculture and Food. The
Programme aims to increase consumption of fresh fruit and
vegetables by primary school children in school and at home.
The approach is based on positive role models, repeated
tasting and rewards. Studies show that it can deliver long
lasting results across the primary age range, regardless of
gender, school size, geographic and socio-economic factors.
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The programme, to be run in 120 primary schools over three
years, addresses the recommendation of the Task Force on
Obesity regarding “the implementation of evidence-based
healthy eating interventions”. It is designed to enable
children enjoy healthy diets and to create a healthy eating
culture within schools.

6.4 Food Consumption

Average per capita consumption of meat and dairy products
are shown in Table 6.1 for 2002 to 2005. Consumption of
dairy products increased for cheese and cream by over 4%
while there was a decrease of almost 4% for butter and
drinking milk and buttermilk in 2004. Bord Bia estimate Irish
consumers consume 19.1kg of beef, 40.2kg of pigmeat,
30.1kg of poultrymeat and 5.7kg of lamb per capita in 2005.

Table 6.1 Consumption of Selected Food Items,

2002-2005
Kg/Litres per Capita 2002 2003* 2004* 2005*
Beef & Veal 17.5 18.9 19.1 19.1
Pig Meat 38.3 38.2 38.2 40.2
Sheep Meat 5.2 5.4 5.4 5.7
Poultry Meat 30.5 32.0 32.0 30.1

Drinking Milk & ButtermilkA 1515  151.5 1452 N/A

Cream 2.4 2.4 2.5 N/A
Butter 2.9 2.9 2.8 N/A
Cheese 5.5 6.3 6.6 N/A

A Litres Per Capita
* Bord Bia Figures for Meat
Source: CSO Supply Balances
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Eurostat figures show that Spain, Denmark and France have
the highest per capita consumption of meat in 2003, while
Finland and the UK have the lowest. Ireland, Finland and
Sweden are the highest consumers of drinking milk while
Greece and ltaly are the lowest (see Statistical Annex Table
11.11 for EU Meat and dairy consumption).

6.5 Food Prices And Spending

Food Prices in Ireland

Food prices have decreased for a second year in a row. The
Food Price Index (FPI) decreased by 0.7% in 2005 following
a decrease of 0.3% in 2004. This compares favourably with
the Consumer Price Index (CPI), which rose by 2.5% in 2005.
The rate of change of the FPI continues to be below that of
the CPI since March 2002. (See Statistical Annex Table 11.12
for more details.)

In 2005, consumer prices decreased for potatoes (-10.3%),
lamb (-3.3%), beef (-3.0%), pork (-3.1%) and milk (-0.5%),
while there were increases in eggs (+2.4%), other milk
products (+1.8%) and butter (+1.0%). (See Statistical Annex
Table 11.13 for more details.)

The CSO publishes an average price analysis for Dublin and
Outside Dublin (Table 6.2) for 73 goods and services that
account for approximately one quarter of the total value of
the CPI basket of goods and services. In 2005, beef, dairy
products and bread prices were lower in Dublin than outside
Dublin, while fresh vegetables, eggs and back rashers were
more expensive in Dublin. The prices ranged from a fillet/half
leg of pork which was 20.6% lower in Dublin while back
rashers were 14.3% more expensive in Dublin. (See Statistical
Annex Table 11.14 for more details.)

Figure 6.1 Monthly Consumer Price Index and Food Price Index, 2003-2005
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Table 6.2 Average Price Analysis, Dublin And Outside
Dublin, November 2005

Dublin Vs Dublin Vs
Outside National
Type Dublin Average
€/Kg €/Kg
Beef
Round Steak -4.3% -2.5%
Sirloin -4.8% -2.9%
Lamb
Whole Leg -1.3% -0.8%
Pork
Loin Chops 0.5% 0.3%
Fillet Half Leg -20.6% -13.1%
Bacon
Best Back Rashers 14.3% 7.8%
Cooked Ham 8.7% 4.9%
Fruit and Vegetables
Potatoes (10kg) -1.6% -0.9%
Carrots 2.0% 1.2%
Dairy Products
Milk Full Fat (1L) -10.1% -6.2%
Cheddar Cheese -0.3% -0.2%
Butter (1lb) -5.4% -3.2%
Eggs
Standard Grade 3 8.8% 5.0%
Bread
White Sliced -9.6% -5.9%

Source: CSO Consumer Prices, Average Price Analysis, November 2005

EU Price Comparisons

The Harmonized Index of Consumer Prices (HICP) measures the
increase in prices on a monthly basis for the EU-25. Ireland’s
Food HICP (-0.7%) is far below that of the EU-25 (+0.9%),
and has a HICP (+2.2%) equal to the average for the EU-25.

Comparative Price Levels in the EU

Figure 6.3 compares the actual price levels (including VAT) for
a range of foods groups for Ireland and the EU-25 average

in 2003 and 2004. There is a wide dispersion of price levels
within the EU-25, although Ireland’s price is above that

of the EU-25 average for all groups apart from Oils and

Fats. However, when Ireland is compared to Scandinavian
countries the price level discrepancies are not as evident and
Ireland’s price level is less than Denmark for some products.
(See Annex 11.15 for more details).

Personal Consumption

Personal consumption expenditure (PCE) in Ireland accounted
for almost €69 billion in 2004, with approximately 23%
(€15.8 billion) spent on food, drink and tobacco with

food accounting for almost 11% (€7.2 billion) of the

total. Food outside the home (Figure 6.4) now accounts

for approximately 22% of all expenditure on food. (See
Statistical Annex Table 11.16 for full results).

Ireland spent approximately 8.4% of household expenditure
on food in 2004 (Figure 6.5), which is the 2nd lowest in the
EU with the UK being the lowest. (See Statistical Annex Table
11.16 for full results).

Figure 6.2 HICP and Food HICP, 2005
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Figure 6.3

Comparative Price Levels Relative to the EU-25 Average, 2003-2004
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Figure 6.4 Share of Personal Consumption Expenditure Spent on Food, 2003-2004
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Figure 6.5 Share of Household Expenditure Spent on Food, EU 2004
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6.6 Food Safety

Food Safety Governmental Bodies

The European Food Safety Authority (EFSA) is an independent
European agency dedicated to improving consumer confidence by
providing independent scientific advice and clear communication
on all matters related to food safety. Under the direction of its
Management Board, EFSA does this work through the Advisory
Forum, the Scientific Committee and eight Scientific Panels. Set up
provisionally in Brussels it is now headquartered in Parma, Italy.

An EU-25 survey on food safety was carried out in 2005 by
the EFSA and European Commission Health and Consumer
Protection Directorate General (DG-SANCO). The results show
that 67% of Irish people believe food safety has improved

in the past 10 years, which is the 2nd highest in the EU-

25. Six in ten Irish people believe the public authorities in
Europe take health seriously, with 54% saying the authorities
are quick to act if health dangers are identified. The survey
reveals that attitudes to food safety in Ireland are generally
more positive than the European average, which reflects the
strong system of food law enforcement in place here, and
the importance we place on adherence to food safety best
practice in order to protect our consumers. From the study
65% of Irish people think that European food is safer than
imported food. 74% of Irish people think that while food
safety laws are strict, only 31% of them think that there are
too many food safety rules, the 3rd lowest figure in the 25
Member States.

The Food Safety Authority of Ireland (FSAI) is a statutory,
independent, science-based agency dedicated to protecting
public health and consumer interests in food safety and
hygiene. It has overall responsibility for the co-ordination
and enforcement of food safety legislation. The Department
of Agriculture and Food has a service contract with the FSAI
incorporating meat hygiene, milk and milk products, eggs
and egg products, pesticide control, residue monitoring,
border inspection posts, zoonoses and food labelling. During
2005, a new service contract was re-negotiated and signed
on 31st January 2006.

The Food Safety Promotion Board, now known as Safefood' was
established in 1999 to foster and maintain confidence in the
food supply in the island of Ireland by working in partnership
with others to protect and improve the public’s health.

Enforcement of all food labelling regulations has now
been centralised in FSAI This will not only streamline the
enforcement measures but it will also provide a one-stop-
shop for any complaints on mislabelling of food.Other
developments on food labelling in 2005 include:

B Education/Information: The Department worked with
Safefood (FSPB) in collaboration with the National
Council for Curriculum and Assessment (NCCA) to
develop six lessons for incorporation into the post-
primary subject: Social, Personal and Health Education.
After being piloted and amended early in 2005, it was
distributed to all post-primary schools in April 2005, for
use during the 2005/2006 academic year;

B Safefood also launched a campaign on salt awareness,
part of which advised consumers on reading food labels,
with particular reference to salt.

National primary legislation including a provision to allow for
the making of regulations to extend the current EU labelling
laws on meat to require country of origin information to be
provided to all consumers at the point of choice is currently
before the Houses of the Oireachtas by way of the Irish
Medicines Board (Miscellaneous Provisions) Bill, 2005. On
enactment of the Bill, national regulations will be made to
immediately extend the beef labelling regulations to require
all those operating a food business to provide country of
origin information to their customers on the beef they serve or
supply. The regulations will be subject to EU approval. The aim
of the regulations is to ensure that the consumer is properly
informed while reinforcing the themes of quality and choice.
Implementation of the new measures will be by the FSAI
which already enforces extensive EU food legislation in these
sectors. The enabling legislation will facilitate the subsequent
extension of country of origin labelling to other meats such as
poultrymeat, pigmeat and sheepmeat in due course.

6.7 Animal Health

Identification and Traceability

There are a number of national schemes in place to ensure
the identification and traceability of animals/meat. These
systems provide further assurances to consumers of the
safety of Irish meat and have benefits in terms of disease
control and monitoring. These are:

B Cattle Movement Monitoring System (CMMS),
B National Sheep Identification System (NSIS);
B National Pig Identification and Tracing System (NPITS);

B National Goat Identification System (NGIS) was launched
during 2005.

In addition, a register of holdings with poultry and other
captive birds was established in 2005.

1 Safefood (formerly known as FSPB) Its purpose is to foster and maintain confidence in the food supply in the island of Ireland by working in partnership with others to protect

and improve the public’s health.
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Animal Health

In Ireland, control and eradication measures for BSE, Bovine
Tuberculosis and Brucellosis involving a combination of
testing, routine inspections and investigations, mandatory
and voluntary reporting and codes of practice, are operated
by the Department of Agriculture and Food.

The incidence of Brucellosis has been falling in recent years.
This trend continued in 2005. Laboratory positive cases
were down by 66% on 2004 and the number of herds and
animals depopulated both fell by 60%; there were 144 new
herd restrictions in 2005, representing a fall of almost 50%
on 2004. These figures represent very considerable progress
compared with 1998, when the current programme was
introduced. For example the number of blood positives and
depopulations fell by 96% and 91% respectively between
1998 and 2005.

In 2005, the number of TB reactors was approximately

25,800, which was approximately 3,000 higher than in 2004.

The total expenditure for the TB and Brucellosis Programmes
in 2005 was 5.3% lower than in 2004, mainly as a result of
the decline in the incidence of Brucellosis.

The Bovine Diseases Levies rates were reduced by one-third
with effect from 1 January 2005 due to the long-term
improvement in TB and Brucellosis levels and the consequent
reduced cost of the schemes. This measure saved producers
€5.4 million in 2005. It is expected that progress can be
made in 2006 on further reducing the incidences of diseases,
which would have public health and economic benefits.

Measures continued to be applied in 2005 in relation to
other diseases such as Scrapie. A further phase of the
Aujeszky’s control and eradication plan was launched and
progress was made in advancing an industry-led programme
on the control of Johne's disease.

Animal Welfare

The Department of Agriculture and Food’s responsibilities
relate primarily to the welfare of farm animals. Improvement
in animal welfare is of major importance in the context of
ensuring adequate safeguards for the protection of animals
and maintaining public and consumer confidence.

The Farm Animal Welfare Advisory Council (FAWAC)
continued to meet in 2005 and has a significant programme
of work for 2006. In 2004 FAWAC introduced the Early
Warning/Intervention System for Animal Welfare Cases
involving the Department of Agriculture and Food, Irish
Farmers’ Association and the Irish Society for the Prevention
of Cruelty to Animals. The system was introduced on a pilot

basis in 2004 and in 2005 was rolled out to all but one of
the regions. It will be rolled out to that final region early in
2006. The objective of the system is to provide a framework
within which problems can be identified before they become
critical or overwhelming. This will in turn facilitate timely,
effective and sensitive intervention. It is recognised however,
that in certain circumstances, prosecutions will still have to
be taken by the Department of Agriculture and Food. The
role of the Garda Siochana under the Protection of Animals
Act 1911 (as amended) is also acknowledged.

Veterinary Medicines

The Animal Remedies Regulations 2005, implementing the
revised European legislative code on veterinary medicines and
taking account of a review of existing national legislation,
were signed by the Minister for Agriculture and Food on 17
November 2005. The legislation is designed to facilitate a
workable system for the distribution of veterinary medicines
within the parameters of the EU legislation while at the same
time protecting public and animal health, minimising costs
for producers and facilitating export trade.

A key element of the EU Directive is the requirement that all
veterinary medicines for food producing animals should be
supplied only on veterinary prescription. The Directive also
provides for an exemption clause whereby the EU will adopt
exemption criteria for the exclusion of certain medicines from
the prescription requirement. Member States can, in the
interim, retain existing national prescription regimes pending
the adoption of the exemption criteria at EU level or until

1 January 2007. Ireland is availing of this provision and the
2005 Regulations will be reviewed during 2006 in light of
the outcome of the EU decision on the exemption criteria.

Veterinary Practice Act 2005

The primary purpose of the Act, which was enacted by the
Oireachtas on 12 July 2005, is to bring regulation of the
veterinary profession fully up to date taking account of the
many developments in the environment within which the
profession operates since the original legislation was enacted
in 1931.

The Act provides, in particular, for the first time, the
definition of the practice of veterinary medicine and the
statutory recognition of veterinary nurses. The Act also
provides for continued professional development, wider
registration possibilities for practitioners trained outside the
State, recognition of specialisation, practice accreditation and
updated fitness to practise procedures, with proportionate
sanctions. A broader membership of the Veterinary Council
to reflect interests such as education, consumers, food
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safety and animal welfare interests, in addition to 9 elected
members, is also provided for in the Act.

The newly constituted Veterinary Council of Ireland, which
consists of 19 Members came into office on 1 January 2006.

6.8 Consumer Liaison Panel

The Consumer Liaison Panel was established in January
2002 to strengthen communication between the consumer
and the Department. Its terms of reference are to liaise

on general consumer and client issues in relation to the
activities of the Department and to comment on the flow
of information both to and from the public.

The Panel consists of representatives of the Consumers’
Association of Ireland, Irish Congress of Trade Unions, Irish
Countrywomen’s Association, Voluntary and Community
Sector Platform and nominees of major food retail outlets.

Some of the issues reviewed during 2005 were Food
Prices, Food Institutional Research Measure of the National
Development Plan and Genetically Modified Organisms.

Having discussed the issue of Food Prices at length, in
October 2004 the Panel invited tenders to assess data
sources on the price of food in Ireland and to devise a model
for monitoring food prices and the share of these prices
absorbed at different stages of the supply chain. In late
2005, University College Cork presented their final report,
which is now being considered by the Panel.
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7.1 Overview Figure 7.1 FEOGA Payments (€m) by Category,
European and international agricultural policy developments 1992-2005

have significant implications for the Irish agri-food sector. 2500
Irish producers benefit significantly from the EU Common
Agricultural Policy and the 2003 reform of the CAP secures 2,000
a framework for the future development and support of /
the sector. The net budget and trade effect of Ireland’s 1,500 /
participation is quantified below, alorwg with an outline of 5 1,000 Av
recent EU, OECD, WTO and FAO policy developments.
500 —
S
7.2 Benefits Of CAP To Ireland 0 _~— -
Ireland benefits from the Common Agricultural Policy in
terms of EU budget transfers (for market price supports -500 92 93 94 95 96 97 98 99 00 01 02 03 04 05
and direct payments) and in the trade benefits derived from .
. . = Export Refunds Intervention
higher EU prices.
=== Direct Payments === Other
The net budget effect in agriculture (NBE) represents the Source: DAF

net transfer of resources to Irish agriculture through the EU
budget. The NBE is calculated by adding FEOGA Guarantee
expenditure to FEOGA Guidance receipts and deducting
Ireland’s estimated contribution to the FEOGA budget. Table
7.1 shows the NBE for 2004 and 2005. In 2005, the net
budget effect was worth over €1.6 billion.

Agricultural commodity prices are generally higher on EU
markets than on world markets. Ireland benefits from trading
agricultural commodities at these higher prices. The price
gap, which exists between Irish and world prices for each
commodity, is calculated from OECD data for world prices

and DAF data for domestic prices. The relevant price gap
Table 7.1 Net Budget Effect (€m), 2004-2005 for each commodity is then applied to the balance of trade

between Ireland and the rest of the EU for those commodities
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Estimated - .
FEOGA FEOGA Irish providing an estimate of the net trade effect (NTE).
G t. Guid Contributi Net Budget .
Exgz::ﬂtzree Rl:c:;::: (t): IZ:E(;IGI:n eEff:ctge The net trade effect (Table 7.2) was worth an estimated €830

€m €m €m €m million in 2005, a 19% increase from €737 million in 2004.
Most agricultural commodities are more expensive on the EU

2004 L7 e1.9 2074 13427 market, such as butter 44%, beef 42%, sheepmeat 38%.
2005* 2,237.0 29.6 620.8 1,645.8 The increase in domestic beef prices and the fall in world beef
* 2005 Estimate prices have had a significant effect on the NTE in 2005.

Source: DAF, Dept. of Finance

Table 7.3 shows the combined budget and trade effects for

FEOGA Guarantee Expenditure in Ireland from 1992-2005 2004 and 2005 and provides an estimate for the overall value
by category is shown in Figure 7.1. Market supports of EU agricultural transfers to Ireland over the period. The
(intervention and export refunds) were the largest categories budget and trade effect decreased in 2004 and was worth

of FEOGA expenditure in the early 1990s. However, following almost €2.5 billion or approximately 1.8% of GVA at factor
CAP reform in 1992, these have been reduced significantly cost, an increase from 1.6% of GVA at factor cost in 2004.

and direct payments to farmers have become the largest
component of FEOGA expenditure and accounted for over
€2 billion in 2005.
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Table 7.2 Net Trade Effect for Selected Commodities 2004-2005

2004 2005*
Price Gap Net Trade Price Gap Net Trade
Net Trade Coefficient Effect Net Trade Coefficient Effect
€m % €m €m % €m

Beef 1,190.9 37.1% 441.6 1,278.0 42.0% 537.0
Live Cattle 26.5 37.1% 9.8 30.9 42.0% 13.0
Sheep Meat 171.7 45.2% 77.6 183.6 37.8% 69.4
Pig Meat 75.8 4.7% 3.6 81.6 10.3% 84
SMP 44.0 23.6% 10.4 39.4 16.2% 6.4
WMP 47.0 28.7% 13.5 56.3 26.8% 15.1
Butter 304.4 47.6% 144.8 2731 44.0% 120.2
Cheese 213.9 24.7% 52.8 243.4 29.3% 71.4
Casein 88.5 4.5% 4.0 102.5 -2.0% -2.0
Wheat -43.9 31.3% -13.7 -40.5 13.8% -5.6
Coarse Grains -22.8 31.3% /1 -20.7 13.8% -2.9
Total 2,095.9 737.2 2,227.5 830.5
Source: CSO, OECD, DAF

*2005 Provision

Table 7.3 Combined Budget and Trade Effect 2004-2005

2004 2005*
€m €m
Net Budget Effect 1,342.7 1,645.8
Trade Effect 737.2 830.5
Budget and Trade Effect 2,079.9 2,476.3
Source: DAF, CSO, OECD
* Provisional

7.3 CAP Reform

The Common Agricultural Policy (CAP) has been subject to
on-going review and reform to take account of changing
internal and external circumstances. The process continued in
2005 when political agreement was reached in the Council
of Ministers on the reform of the EU’s sugar regime. The final
decision on the reform of the sector was taken in the Council
in February 2006 following consultation with the European
Parliament. The reform extends the philosophy and principles
enshrined in previous reforms — the Mid-term review of

June 2003 as well as the Agenda 2000 Agreement and the
McSharry reform of 1992.

Reform of the Common Organisation
of the Market in Sugar

The legislative proposals for the reform of the EU sugar
regime were published by the Commission in June 2005.
The proposals followed on from the publication of the
Commission’s Communication in July 2004 setting out
various options which had been the subject of intensive
discussion in the Council. The existing regime provided for
production quotas for sugar, a guaranteed minimum price
at which sugar produced under quota can be marketed in
the EU and a minimum price for sugar beet which sugar
manufacturers are required to pay the growers and was due
to expire at the end of June 2006.

From Ireland’s point of view, the outcome of the negotiations
represented an improvement on the Commission’s proposals
which, in their original form, would have precipitated the
abrupt demise of the sugar sector in Ireland. The final
agreement established the conditions for the continuation

of sugar production in Ireland in the short-term. However, as
indicated in Section 3.8, the decision to cease production was
taken in early 2006. A financial package was negotiated by
Ireland, amounting to around €310 million, in the event of the
cessation of sugar production and renunciation of sugar quota.
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The main elements of the agreement are:

B 3 reduction of 36% in the support price of sugar with a
corresponding reduction in the minimum price of sugar
beet to be phased in over a four year period;

B partial compensation to farmers of 64% of the reduction
in price payable in the form of direct payments;

B diversification funds worth almost €44 million to
Irish growers in the event that sugar beet production
completely ceases;

B an aid package amounting to €145 million to provide
finance for any future restructuring of the industry,
including social and environmental impacts.

The new regime will apply with effect from 1 July 2006.

7.4 Financial Perspective 2007-2013

The EU budget, including the financial resources allocated

to the CAP and rural development, is drawn up on the basis
of a medium-term financial perspective which lays down
annual expenditure limits. Funding for the CAP and the EU’s
rural development policy provide major benefits and supports
for farm incomes and the agri-food industry. The funding
allocations represent an important element of the EU budget
negotiations given the pivotal role which agriculture and the
agri-food sector continues to play in the economic and social
viability of rural communities in Ireland.

Agreement on the Financial Perspectives of the EU for the
period 2007-2013 was reached in the European Council in
Brussels in December 2005. The outcome of the negotiations
represented a satisfactory result in overall terms and in
relation to agriculture and rural development from Ireland’s
point of view. The overall objective of ensuring that adequate
funding will be provided for the continuation of the CAP

and rural development measures was achieved. The main
elements of the European Council’s decision were as follows:

B the decision of the European Council in October 2002
on the budgetary allocations to the CAP for the period
to 2013, representing funding of €293 billion, was
confirmed. The amount provided must now also cover
the cost of extending the CAP to Bulgaria and Romania,
both of which are due to accede to the European Union
in 2007. At Ireland’s request, the Commission gave a
written declaration that the accession of the two new
Member States could be effected within the level of direct
aids provided for in the European Council Agreement of
October 2002. Over the seven year period 2007 to 2013,
Ireland will receive approximately €9.1 billion in CAP direct
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payments. Additional spending on market supports will
bring total EU transfers to Ireland to over €10.3 billion;

B under rural development, Ireland will receive its allocation
of the EU rural development funds which are ear-marked
for the EU15 in addition to a special allocation of €500
million. This outcome represents a substantial improvement
on the level of funding which had been proposed for
Ireland prior to the European Council;

B additional modulation of up to 20% of each Member
State’s allocation under direct payments will be
permitted on a voluntary basis;

B a review of all aspects of the budget will be carried out
on the basis of a Commission report in 2008/2009. No
decision was taken in relation to the implementation
date for any conclusions which might emerge from
the review. However, the Department is satisfied, given
that unanimity is required for any decision taken by the
European Council, that the review will not prejudice
Ireland’s CAP or rural development funding to 2013.

Modulation

Modulation, the reduction in direct payments in order to
provide additional funding for rural development, was
introduced in the Mid-term Review in June 2003. Under
this process, the Single Payment Scheme is reduced by a set
percentage: 3% in 2005, 4% in 2006 and 5% from 2007
onwards. Member States are entitled to at least 80% of
their deduction. Some €18.6 million in modulated funds

is available to Ireland in 2006. Following a widespread
consultation process, the Minister decided that this funding
should be used under the disadvantaged area compensatory
allowance scheme. Farmers in these areas will, therefore,
benefit from an additional once-off payment under the
scheme in 2006.

For 2007 onwards, the modulated funds will form an integral
part of the overall funding available for the 2007-2013 rural
development strategy and programme(s). Their use will be
considered in that context and will not require a separate
decision.

Rural Development 2007-2013

Agreement on the reform of the EU’s rural development
policy was reached at Council in June 2005. The new EU
Regulation, which was formally adopted in September, and
the related strategic guidelines, which were agreed by the
Council of Ministers in February 2006, set the new policy
framework within which national strategies and individual
rural development programmes will be formulated in the
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next programming period from 2007 to 2013. The aim

of the guidelines is to ensure that national programmes
are consistent with overall EU policy objectives, including
the Lisbon and Goteborg agendas of competitiveness and
sustainability. Under the new rural development policy, the
priorities for the future are to:

B improve competitiveness of agriculture and forestry;
B improve the environment and countryside;

B enhance quality of life in rural areas and promote
diversification of economic activity.

In line with the new policy framework, a separate national
rural development strategy must be formulated in the first
half of 2006. This will set out the priorities at national level
by reference to those already agreed at EU level. The strategy
must meet minimum expenditure levels of 10% of the overall
level of funding for the first and third priorities indicated —
competitiveness and the wider rural economy — and 25% for
the second priority — environment and the countryside. The
LEADER approach will account for at least 5% of expenditure.
The Department invited submissions on the new strategy at
the end of 2005. Following agreement on the strategy with
the Commission, an operational programme detailing the
actual support measures will be prepared in the second half
of 2006 for implementation with effect from 2007.

7.5 Further Simplification Of The CAP

The Commission published a Communication on the
simplification of the CAP outlining the progress achieved
and further plans in October 2005. Simplification has already
been achieved in a number of areas, including the State

Aid regime, the CAP financing system and the removal of
obsolete legislation. Recent policy decisions such as the CAP
reforms of 2003 and 2004, in particular the introduction of
decoupling and the Single Payment Scheme and the new
rural development regime which streamlines into one fund
the programming, funding and financial systems for rural
development have contributed to the simplification process.

The Commission has indicated that further proposals aimed
at the simplification of the CAP will be brought forward

in an Action Plan in 2006. The proposals may include

the introduction of a harmonised set of rules covering all
common organisation of the markets regimes.

7.6 World Trade Organisation (WTO)

Further significant progress was made towards the conclusion
of a new agreement at the Ministerial Conference in Hong
Kong in December 2005. Insofar as agriculture is concerned,

the main development was the agreement to the phasing-
out of all forms of export subsidies by 2013. The EU was
under enormous pressure from the negotiating partners

to accept 2010 as the end date but succeeded, following
difficult negotiations, in achieving the more favourable
outcome. The end date of 2013 is conditional and will only
be confirmed when there is agreement on the modalities for
the parallel elimination of all other forms of export subsidies
and on the conclusion of a new agreement. The Conference
also agreed on the frame for the further negotiations to
agree reduction in domestic support levels and tariff cuts.

The Ministerial Conference agreed a deadline of end April
2006 for the completion of the negotiations on a final
agreement. The negotiations on the remaining outstanding
issues, including the crucially important issue of market
access, will resume early in 2006.

The EU has positioned and prepared the CAP for the
negotiations through the CAP reforms of the Agenda 2000
Agreement and the Mid-term Review. While Ireland remains
committed in overall terms to negotiation of a new round,
the objective is to ensure the continuation of the highest
possible level of protection and support for the agri-food
sector and, in particular, to ensure that the actual reductions
in support and protection which the EU will be required to
implement under a new round will not necessitate a further
reform of the CAP. The Commission negotiates on behalf of
the Member States on the basis of a mandate agreed by the
Council of Ministers. Ireland supports the current mandate,
as endorsed by successive Councils, which provides that the
CAP as it has evolved under successive reforms represents
the limits of the EU’s negotiating brief.

Analysis undertaken by FAPRI-Ireland' outlines the implications
of the WTO negotiations for Ireland. The analysis was carried
out on the basis of various low, moderate and high outcomes
hypotheses rather than the actual situation as it had ended

in negotiations. The FAPRI report projects that many of the
benefits that were to be gained from decoupling could

be lost as prices fall on the internal EU market following a
reduction in export refunds and increased market access for
third countries. Over the projected period, FAPRI analysis
indicates that aggregate farm income is expected to decline
on current levels or by €200 million per annum on the
baseline projections. The decoupling of direct payments and
their function as an income platform will cushion some of
the impact of commodity price reductions. The analysis also
shows an unfavourable impact on trade with third countries,
especially for dairy products, highlighting an increasing need
to focus on internal EU markets.

1 FAPRI-Ireland Partnership, (2006), ‘World Agricultural Trade Reform and the WTO Doha Development Round: Analysis of the Impact on EU and Irish Agriculture’.

Published by Teagasc.
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EU Enlargement

The Acts of Accession for Bulgaria and Romania were signed
in Luxembourg on 25 April 2005 and the two new Member
States will accede to the Union on 1 January 2007. Accession
negotiations with Croatia commenced on 3 October 2005
and in December 2005, the European Council decided

to grant candidate country status to the former Yugoslav
Republic of Macedonia.

7.7 International Comparisons

Of Agricultural Support

The Organisation for Economic Co-operation and
Development (OECD) measures the value of gross transfers
from consumers and taxpayers to support agricultural
producers in the form of the producer support estimate (PSE).
It is expressed in both monetary terms and as a percentage
of gross farm receipts.

The EU is the largest supporter of agriculture in terms of total
expenditure providing more support than the US and Japan
combined. However, Switzerland, Korea and Japan have
higher PSE as a % of gross farm receipts, while New Zealand
and Australia have a very low PSE reflecting their lack of CAP
type agricultural support.

The consumer support estimate (CSE) indicates the value
of gross monetary transfers from consumers to producers
of agricultural commodities, arising from policy measures
that support agriculture (Table 7.5). It is expressed in

both monetary terms and as a percentage of consumer
expenditure on domestically produced output. It measures
how much domestic price is inflated by agriculture policy.

Japan and the EU have the highest level of CSE expenditure.
In CSE % terms Switzerland, Korea and Japan have the
highest CSE % while Australia, US and New Zealand have
the lowest.

The total support estimate (TSE) calculates the annual monetary
value of all gross trans