
Ireland’s Cereal Sector

Background

The relatively small size of the Irish cereals sector, at less than 1% of total EU production and 3% of national gross 
agricultural output, belies the important contribution it makes to the agricultural sector and to the economy as a whole. This contribution arises from the fact that grain is both an agricultural output, thus contributing to farm income, and a farm input in the form of animal feed. While more than two-thirds of the grain we produce goes for animal feed purposes, the remainder is a valuable raw material for Ireland’s brewing, distilling and flour milling industries. 

While Ireland is a net importer of cereal grains there is a very specialised and efficient group of growers producing grain in Ireland for the home market. In 2008, all cereal and oilseed crops accounted for 7.6%
 of the area farmed in Ireland, with the main cereal crops
 representing 97% of this area with 309,400
 hectares. Spring barley is the most popular cereal crop grown by farmers and is used for the malting, seed and feed industries in the country. Winter and spring wheat, winter barley and winter and spring oats are the other important grain crops produced for the agri-food industry.

Average annual grain production in Ireland over the past number of years has been in the region of 2 million tonnes and it is desirable to maintain this level in order to avoid over-dependence on imported grain. Following the high cereal prices in 2007, the acreage increased by about 35,000 hectares in 2008, giving a total of 309,000 ha.  However, due to bad weather and poor returns from the 2008 harvest, this area dropped to approximately 261,000 hectares for the 2009 harvest. Cereal production contributed €195.4 million
 to agricultural output at farm gate prices in 2008. Grower numbers have decreased from 14,800 in 2003 to 12,300 in 2007, with a greater proportion of farms growing cereals classified as specialist tillage farms now
. 

By presenting an overview of the market and the challenges and opportunities facing the industry, this paper should facilitate the creation of a future strategy for the sector.

Current Market Position

The latest data available from the International Grains Council
 forecast that total world grain production will fall by 2.5% this year, to 1,748 million tonnes, which is 44 million tonnes less than the 2008 record harvest. Crop production forecasts are lower for the EU, the USA, Canada and Argentina and are only partly offset by forecast increases in production in Russia and China. The forecast production of wheat is 662 million tonnes, down from 687 million in 2008, but the outlook for coarse grains has dimmed somewhat, especially for maize in the USA. A further significant increase in the use of grains in the manufacture of bio-ethanol, and another rise in food use, is forecast to lift world consumption of grains to a record 1,741 million tonnes. Production of grain-based ethanol is still rising to meet officially mandated levels in the US and elsewhere. Total ethanol use of grains is projected to rise to 136 million tonnes in 2009/2010, which would represent a 14% increase on last year. The grain feed use projection is forecast to reach 748 million tonnes. This would be below the 2008/2009 estimate of 755 million tonnes, as feed manufacturers adjust in some countries to reduced demand. Feed use of grain in the USA is projected to drop by nearly 5%, to 145 million tonnes, while a smaller cut of 2.5% (to 166 million tonnes) is expected in the EU. 
Within the European Union, the latest European Commission estimates
 for the 2009 harvest show the total area under cereals at 59 million hectares and forecasts total production of 294 million tonnes, representing a 6.4% decrease on the 2008 harvest. These latest estimates put production of common wheat at 129 million tonnes (a drop of 8.3% on 2008), durum wheat at 9 million tonnes (down by 10%), barley at 62 million tonnes (down 5%), maize production at 59 million tonnes (down 6%), oats production at 8 million tonnes (a drop of 9%) and production of rye at 9 million tonnes (down 1%). 
Current indications are that prices will nevertheless be under pressure in 2009 because of relatively large world and EU carry-over stocks and weaker demand. Prices for feed grain in Ireland were at €240/€250 per tonne at the beginning of 2008, but in line with world and EU prices have fallen back considerably and are currently in the order of €115/€125 per tonne. 

In Ireland, prior to removal of the obligatory set-aside in 2008, set-aside accounted for approximately 30,000 hectares. With the zero rate in operation for the 2008 harvest, the area planted to the main cereal crops in Ireland increased to 309,400 hectares. While high, this area was still not much greater than the 20-year record of 306,000 hectares planted in 2004, when obligatory set-aside was required. The area dropped to approximately 261,000 hectares for the 2009 harvest, as already stated. It was foreseen by Teagasc in their roadmap for the sector, published in May 2008, that this area could increase to 320,000 hectares by 2015.
Figure 1


[image: image1.wmf]Total Cereal Area in Ireland

-

50.0

100.0

150.0

200.0

250.0

300.0

350.0

400.0

450.0

1985

1987

1989

1991

1993

1995

1997

1999

2001

2003

2005

Year

'000 Hectares

Total Wheat, Oats &

Barley Area


The area in organic tillage production in Ireland is relatively very low and a major deficit exists both for organic food, e.g. breakfast cereals and organic feed, including organic fishfeed. Despite the challenges of growing cereals organically in this country, it does provide an opportunity for some growers.

The EU has been self-sufficient in cereals since the early 1980s, although with the introduction of market management measures in the 1990s the level of self-sufficiency decreased but has remained over 100% to date. In the period since the 2001/2002 marketing year, Ireland’s self-sufficiency in cereals has ranged between 76% and 90%. In the latest year for which data are available (2007/2008) Ireland was 85% self-sufficient. In relation to our self-sufficiency in individual cereals, wheat has been between 58% and 74%, while both barley and oats have been over 100%. 

Figure 2
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Industry Analysis

External Analysis 

Given the many outside factors that will help shape the future of the industry it is important to consider the cereals sector’s external environment. The external (or PESTEL) analysis is a useful strategic tool to analyse factors which are outside the control of the industry itself.

Political

WTO - the FAPRI-Ireland 2008 WTO analysis
 indicated that as internal EU prices are close to world market prices, the proposed reductions in import tariffs and the ending of export subsidies will only have a small impact on EU grain markets. It also predicted that as the other sectors decline to a greater extent than cereals under the WTO reform scenarios, the relative returns from the cereal sector would increase. This, it suggests, will lead to a small increase of 2% in the area used for cereals by 2017 when compared with the baseline analysis. 

CAP Health Check – The political agreement in late 2008 on the EU CAP Health Check included a number of policy changes for the cereals sector. Compulsory set-aside of tillage land was abolished which will do away with the complex management rules attached to it. While the intervention mechanism is retained for barley, a ceiling of zero has been fixed (as for maize) but the Commission can propose to raise this ceiling in future years if the market situation so requires. For bread-making wheat, a ceiling of 3 million tonnes has been introduced, with a tendering system applicable on any volumes above this quantity. 

Economic

General Economic Climate - Following a period of record prices, commodity prices have decreased significantly particularly for dairy and some cereals. While the world economy is enduring a period of turmoil due to a combination of adverse factors, the medium term prospects for agricultural commodities on world markets are quite good. Rising population levels, improved standards of living and changing dietary patterns, particularly in Asia, have and will all contribute to increased food demand.

Land – the availability of affordable land to facilitate an increase in production and to achieve economies of scale is an ongoing issue. Even allowing for the recent falls in land values and the high cereal prices in 2007, the market returns from crop production make land purchase questionable on the basis of profitability per hectare. 

The cost of leasing land is also an important issue for tillage farmers as according to the CSO
, 42 % of specialist tillage farmers rented in land in 2007, averaging a rented in area of 44 hectares. This area is substantially higher than the average area of 17.7 hectares rented by all farmers that rent in land. The cost of land on conacre/11 month leasing can pose significant profitability issues as market returns can fluctuate and a common sophisticated pricing system to incorporate this into leasing agreements has not yet been developed.

Social

Demographics – The CSO
 indicated that there were 5,000 specialist tillage farms in Ireland in 2007 with almost 80% of the specialist tillage farms located in the Southern and Eastern Regions. 

Tillage farms are the largest, by farm type, in Ireland at an average size of 55.1 hectares compared to the average of 32.3 hectares for all farms. The age profile of specialist tillage producers is younger than the average farmer with 10.2% in the ‘under 35 years of age’ category (compared to the average of 6.9%), while 20.4% are 65 years of age or older (compared to 24.9%).

Technological

Biotechnology - The agri-food and wider bio-economy sector can benefit significantly from the potential offered by modern developments in biotechnology. By its nature, biotechnology has many applications for almost all sectors of the economy, particularly the agri-food, pharmaceuticals, chemicals and beverages sectors. The food industry in Ireland is already using biotechnological processes in a wide range of areas and this will increase over the coming years. Based on our natural resources of land and water the bio-sector has the potential to grow hugely as the world’s limited stocks of fossil fuels inevitably diminish.

GMOs - The emergence of biotechnology, however, has also raised many questions of enormous public interest, including the safety of genetically modified organisms (GMOs) in food production and on the environment. To date based on the international experience, their record has been very good. There are now over 110 million hectares of GM crops grown world wide; it has expanded by double digit growth rates every year since 2002. Currently, the debate in Europe around the risks and benefits of biotechnology and GMOs in particular has been somewhat polarised. It is now accepted that the debate should be much more open, transparent and inclusive if a greater level of understanding is to be achieved by all the stakeholders. 

Research - Teagasc in recent years has invested significantly in developing its research capacity in the biosciences and plans to continue this in the years ahead. As a State-funded organisation it can play an important role in providing impartial and up-to-date information to all stakeholders on developments in biotechnology as they impact on the agri-food and wider bio-sector. Its role can be to research the technology and to evaluate its use in other countries, in order to determine the benefits and pitfalls of adopting GM technology in Ireland. 

If these new technologies become broadly acceptable, there will be a need to establish crop production practices that would allow for the co-existence of GM, conventional and organic production systems. The Working Group set up by the Department of Agriculture Fisheries and Food (DAFF) in August 2003 to examine the issues relating to the growing of GM crops in Ireland concluded that, with adherence to recommended measures for crop management, the coexistence of GM and non-GM maize, beet, potato and cereals can be successfully achieved within current Irish production systems. 

On Farm Technology - The Department of Agriculture, Fisheries and Food operates a range of services aimed at improving the efficiency, quality and viability of cereal production. These services include seed certification, seed testing, recommended lists of varieties etc. In addition, Teagasc provides comprehensive research, training and advisory services for cereal producers. The value of all these support services is reflected in the fact that Irish cereal producers have consistently achieved some of the highest yields in the world.

Environmental

Climate Change- An international agreement on climate change this year may increase the required reduction in Ireland’s greenhouse gas emissions by 2020 from 20% to 30% of 2005 levels. A 30% reduction in Ireland’s agriculture sector emissions would require a reduction in emissions by 5.87 million tonnes from 19.58 in 2005 to 13.71 in 2020. This target would pose significant challenges for agriculture, as a maximum of 4% technical abatement strategies have been identified. As crop production generates less greenhouse gases per hectare than ruminant systems
, it may still be viewed as a partial solution to emission reduction targets, though it is emissions per unit of production that is important. However the change in land use from long-term grassland to tillage crops raises issues of losses of soil carbon giving rise to increased emissions of nitrous oxide and carbon dioxide from this source. This land use change could also have other negative environmental impacts such as increased leaching and decreased biodiversity. In addition, cross compliance obligations associated with the Single Payment Scheme requires that the ratio between permanent grassland and total agricultural area in any Member State shall not decrease to the detriment of permanent pasture by more than 10%
. Thus putting a limit on the maximum increase in tillage area.

Legal/Regulatory

Pesticide regulations – Pesticides, in the form of Plant Protection Products (PPPs) are used to control certain harmful organisms in crop production, to minimise the risk to man, animals and the environment from these products, EU regulations cover the sale and use of these products. A revised and enhanced EU pesticide legislative framework is currently being agreed.

One of the proposed changes will see the basis for approving the active substances used in pesticides changed from a risk assessment basis to a hazard criteria basis. This will over time result in the loss of quite a number of active substances currently in use in Irish crop production. The phasing out of such active substances, gives companies an additional five years to discover alternatives. However, crops such as potatoes and cereals are expected to be severely effected particularly in dealing with late potato blight in potatoes and septoria in wheat as the range of products available to them will be reduced. 

Other proposed regulations are likely to involve stronger controls on pesticide equipment and users.  The exact impact of some of the new legislation will only become clearer as implementation details are negotiated over the next one to two years and Member States draw up National Plans to reduce the risk to human health and the environment and promote non-chemical pest control. 

Water Framework Directive - this directive’s objective is for all surface water and groundwater to achieve good water status by 2015. To achieve this River Basin Management Plans (RBMPs) have to be agreed and their publication is expected shortly. It is envisaged that the agricultural measures that will be contained in the RBMPs initially will be derived from the Nitrates Action Plan. However where any water targets may not be reached, supplementary measures to the RBMPs will be introduced. This may have implications for tillage farming in some areas, as occasionally excessive nitrate levels in rivers are sometimes associated with tillage farming. 

Internal Analysis

	Cereal Sector’s Strengths



	· A strong domestic feed market exists due to the significant livestock enterprises, with approximately 75% of domestic cereals production going to this market,

· Ireland’s cereal yields are among the highest internationally, with winter wheat yields among the highest in the world, thanks to a suitable climate and soils, along with the technical ability of the growers. The yield potential of Irish tillage land is also among the highest in the world at 23 tonnes/ha grain at 855 dry matter
, and

· Crop production is a lower emitter of greenhouse gases per hectare than livestock based systems. Cost per unit of production is also closely related to productivity and so Irish cereal crops have the potential to be amongst the lowest CO2 cost per tonne in Europe.



	Cereal Sector’s Weaknesses


	· The sector is small in relative terms representing 1% of total EU production and 3% of national gross agricultural output, with an annual cereal output of approximately 2 million tonnes, 

· A difficult farm structure due to farm fragmentation, relatively small farm sizes, and absence of alternative farm structures other than short term leasing leading to consequences for economies of scale,

· Dependence on high levels of agrochemical input due to high disease pressure,

· High cost base due to input costs,

· The damp climate can have adverse effects on disease levels, harvest moisture and quality,

· Susceptibility of soils to compaction, and

· Continuous cereal cropping and the absence of viable break crops particularly since the closure of the sugar beet industry in Ireland, due in part to the small size of the industry restricting market development.



Market Outlook

The “Prospects for agricultural markets and income in the EU 2008-2015” published in March 2009 project a relatively positive outlook for EU cereal markets due to the impact of CAP reform, expansion of domestic use, and the moderate prospects for yield growth. The Commission believes that the domestic use of cereals will increase slightly as a result of the emerging bioethanol and biomass demand in the wake of the initiatives taken by Member States under the framework of the biofuel directive and biomass action plan.
 They also project world and cereal prices to recover to higher levels than those seen in the last decade, but remain well below the levels attained during the 2007 price hike. However greater fluctuations in future cereal prices are also expected compared with the past.
The FAPRI-Ireland “Baseline 2008 Outlook for EU and Irish Agriculture” report of September 2008, provides analysis of the prospects for the agricultural and food sectors in Ireland and the EU over the period 2008 to 2017. Given the very exceptional rise in cereal prices in 2007, it makes comparisons between projections for 2017 and the average level for 2004 to 2006. 

The report finds that over the period to 2017 the area sown in the EU to soft wheat and barley is projected to only marginally increase, relative to the average area planted in the 2004 to 2006 period. Prices are projected to be significantly higher though with EU soft wheat prices projected to increase by 30% and EU barley prices to be 42% higher than the average price prevailing over the period 2004 to 2006. 

The Irish wheat and barley area harvested is projected to increase by 17% and 10% respectively in 2017 relative to the 2004 and 2006 period. By 2017, Irish wheat and barley prices are projected to be 24% and 26% higher than the average of the wheat and barley prices over the period 2004 to 2006. Overall the value of output from the Irish cereals sector is projected to dramatically increase, with the level in 2017 more than 85% higher than the average level over the period 2004-2006 (a 5% increase on the 2007 level). This very strong growth reflects the persistence of high price levels over the Baseline projection period and Irish farmers’ projected positive response to improved returns.

The FAPRI-Ireland “2008 WTO Reform Analysis”, also of September 2008, found that as internal EU prices are close to world market prices, the reductions in import tariffs and the ending of export subsidies will only have a small impact on EU grain markets. A very small decrease in both prices and the area sown is projected. However, a decrease in the demand for cereals for feed, due to reduced livestock production in the EU, leads to an increase in self-sufficiency and exports. The small decrease experienced in EU prices for cereals results in a similar decrease in Irish prices. However when this is compared with the projected returns from other agricultural commodities it increases the relative returns from the cereal sector, which leads to a small increase in the area used for cereals, 1% higher in the case of wheat in 2017 with regard to the Baseline and 2% higher in the case of barley. The increase in production and decrease in demand, similar to that experienced by the EU, also leads to an increase in exports.

While uncertainties have always accompanied projection exercises in the grain sector, they may be even more relevant in the future. Among the most prominent emerging uncertainties likely to affect the cereals market in the coming years are; oil prices, energy policies (biofuels), GMO advances, freight rates, developments in agricultural and trade policies and weather-related factors. In addition the implications of any major change in land use would have to be seriously considered.

Figure 3
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Conclusion

The cereals market has encountered significant volatility in recent years. The 2006/07 production year proved to be very successful for tillage farmers. However following a subsequent supply response, cereal prices were adversely affected and this, coupled with increased input prices, made the 2007/08 production year financially very difficult for tillage farmers. With no recovery in cereal prices in 2009 returns in the sector remain very low. However the medium term projections on EU markets are positive due to a relatively well-balanced cereal market, and on world markets cereal prices are projected to settle at higher levels than seen in the last decade.

From a strategic perspective, opportunities for expansion and diversification may continue to arise for the sector through the development of a bioenergy market and sector without impacting negatively on food production. Further opportunities for the sector to develop may also arise through further research into biotechnology. External factors, such as climate change proposals and a WTO agreement that can affect the sector may be positive in the coming decade, particularly relative to the other agricultural sectors. However there are also threats to the industry through the new EU pesticides legislation and the water framework directive. All of these factors need to be considered in the creation of a strategy for the sector to enable it to develop in the coming decade.

_________________

December 2009

� The views expressed in this background paper do not purport to reflect the views of the Minister or the Department of Agriculture, Fisheries and Food
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		Year		Total Wheat, Oats & Barley

		1985		1,986.0

		1986		1,880.0

		1987		2,005.0

		1988		2,077.0
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		1990		1,964.0
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		1998		1,865.0
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		2000		2,173.9

		2001		2,165.1
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		2003		2,146.9
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		1987		334.3

		1988		323.6

		1989		319.6

		1990		298.5

		1991		299.6

		1992		295.1

		1993		280.3

		1994		264.7

		1995		269.2

		1996		288.0

		1997		304.3

		1998		294.0
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		2001		283.7

		2002		297.5

		2003		299.9

		2004		306.4

		2005		275.7

		2006		274.9

		2007		273.1

		2008		308.6
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				EU		Ireland

		1973		89.857		65.194

		1974		89.887		67.447

		1975		94.213		69.914

		1976		87.573		68.505

		1977		82.446		63.85

		1978		91.898		87.652

		1979		99.671		94.369

		1980		97.95		83.225

		1981		106.091		84.342

		1982		105.933		88.957

		1983		114.538		91.122

		1984		106.035		80.673

		1985		126.98		97.098

		1986		116.897		85.301

		1987		118.117		83.983

		1988		116.394		96.214

		1989		123.595		102.666

		1990		126.162		100.441

		1991		121.126		104.404

		1992		128.239		99.685

		1993		124.053		100.996

		1994		114.49		83.853

		1995		108.566		73.854
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		1997		118.905		97.448

		1998		115.223		80.494

		1999		115.11		75.075

		2000		112.599		73.592

		2001		114.291		84.295

		2002		104.337		81.813

		2003		108.112		70.464

		2004		101		76.732

		2005				84.526

						70.435
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				Red type denotes estimated from "The CAP explained"		71.356

				Blue type denotes sourced from CSO
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		1973		91.977
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		1976		103.745

		1977		104.007

		1978		123.383

		1979		122.816

		1980		124.742

		1981		126.791

		1982		153.986

		1983		146.555

		1984		122.358

		1985		128.425

		1986		134.759

		1987		133.025

		1988		129.542

		1989		133.975

		1990		135.613

		1991		131.482

		1992		119.991

		1993		131.415

		1994		141.128

		1995		122.075

		1996		128.469

		1997		129.739

		1998		139.452
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		2003		123

		Data		Black type denotes provided by Comission

				Red type denotes estimated from "The CAP explained"
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		2003		98

		2004		97

		Data		Black type denotes provided by Comission

				Red type denotes estimated from "The CAP explained"

				Blue type denotes sourced from CSO
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Butter

		

				Butter self-sufficiency

				EU		Ireland

		1973		103.819

		1974		93.919

		1975		97.241

		1976		106.75

		1977		107.349

		1978		118.062

		1979		117.968

		1980		119.663

		1981		118.154

		1982		127.657

		1983		147.619

		1984		129.984

		1985		122.665

		1986		130.007

		1987		105.119

		1988		91.489

		1989		114.543

		1990		124.215

		1991		111.074

		1992		106.102		773

		1993		101.913		754

		1994		100.104		725

		1995		104.389		804

		1996		107.562		807

		1997		100.616		805

		1998		99.007		769

		1999		106		900

		2000		106		911

		2001		105		869

		2002		110		955

		2003		112		988

		2004		111		1042

		2005				1054

		Data		Black type denotes provided by Comission

				Red type denotes estimated from "The CAP explained"

				Blue type denotes sourced from CSO
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		Area harvested				2006/07		2007/08		2008/09		2009/10		2010/11		2011/12		2012/13		2013/14		2014/15		2015/16		2016/17		2017/18

		Baseline		Wheat-Baseline		88		84		94		100		108		114		114		114		113		113		112		112

				Barley-Baseline		167		168		187		182		174		170		173		176		180		183		186		189

		WTO I		Wheat-WTO I		88		84		94		100		108		114		115		114		114		114		114		113

				Barley-WTO I		167		168		187		182		174		170		173		177		181		185		189		193

		WTO II		Wheat-WTO II		88		84		94		100		108		115		115		115		116		117		118		118

				Barley-WTO II		167		168		187		182		174		171		174		178		184		190		197		203
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