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b Executive Summary
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Introduction

This exante assessmenwas undertaken by Indecon International Economic Consultants and
involveda detailed evaluation of access to finance éoterprises in the agriculture and seafood
sectors in Ireland. This assessméntconsistentwith the methodologies recommended by the
European Commission and FI Compass.

The agrfood and seafood industriegre separate and distinct with their own regulatory regimes
and EU funding programmes. Indecon analysis therefmok account of thesectoral differences

and of the objectivesof the European Maritime and Fisheries Fund (EMFF) and the European
Agricultural Fund for Rural Development (EAFRD).

As part of this evaluation, Indecon has undertakemappraisal of the agriculture and seafood
markets in Ireland and has assessed whether there are market failures in accessing finance in
these sectors using a combination of CSO and Central Bank data, a survey of professional advisers
and a wider consultatin process with key stakeholders.

Consultations included insightsd informationfrom the Strategic Banking Corporation of Ireland,

the Ireland Strategic Investment Fund, the Credit Review Office, Bord lascaigh Mhara, Enterprise
Ireland, Bank of IrelanddIB, Ulster Bank and ibfo-Financelreland.In addition weobtained key

inputs from representative organisations including IFA, the ICOS, Macra na Feirme, ICMSA and
from the Irish Fish Processors and Exporters Associdierhave also used quantitativeaaelling

to estimate the likely financing gap in the sector.

Economic Context

¢

TheNational Income and Expenditure (NIE) figures from the €®@ thatthe agriculture,
F2NBAGNE YR FTAAKAY 3 &S GicauNENHorlZ% bf kol GX# DNER 4 &
2015.

LNBflyRQa TFFENYAY3a aSOG2N) Aa (idfeStry and fisfierie®2 YLI2 y S
sector. It is estimated that there were over 104,000 persons employed in the agriculture
sector.

Over half of the gross value added by the seafood stijuis produced by sea fisheries.
Seafood processing contributes 27% and aquaculture 19% of Gross Valueiitidedector

In terms of employment, the seafood processing sector is the largest with 2uiAtme
equivalentpersons employed

Since 2010the capital stockn the agriculture forestry and fishing sectoas increased at an
average yearly rate of 2.4%. This rate of growth is well below thensis threeyear average
growth rate of 5.1%.

The agricultureand seafoodsectors face higher output price volatility thanmany other
sectors. This represents a source of uncertainty for financial institutions evaluating lending
applications to spport investments in these sector&n additional source of uncertainty
arises from the potential impactsfdBrexit on key markets for agricultural and seafood
exports.

Assessment of the Availability of Sources of Finance

¢

There are likely to be a range of factors influencing the level of credit provided to the
agricultural and seafood sec®r Thesdactorsinclude the impact of the economic recession
as well as capitabquirementsin the Irish banking sector and also individual borrower issues.

Indecon Indecon International Economic Consultants i
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b Executive Summary

C LYRSO2yQa I yI le&dahcutstandng stéck di éddifito the agriculture sector
has decreasedsignificantlysince 2009 and currently stands &2.4 billion For the fisheries
and aquaculture sectorghe levels of loans outstanding have decreased since 2Wltle
credit to the agriculture sector followed the boehust pattern of the financial ciiss, credit to
the seafood sector did not exhilithe same pronounced rise and fall

C Consultations during this study suggest that thées been asignificanttightening of bank
risk appetite for the agriculture and seafood sestfwllowing the financiatrisis While this is
understandable the impact of this on access to finance for somdeviabjects is seen as an
issue.

C As part of our researchwe also surveyed specialist advisers in the agricultural/seafood
sectors for their independent assessmewf the availability of fiance to these sectors’he
results suggestthat advisers rated the availability of finance for business gipg in
agriculture/seafood sectoras poor.

C Theagricultural representative bodiesonsultedby Indeconsupported the finding that there
were restrictions on access to finance in the agriculture sector imnglarticular for younger
farmers.

C The representative organisatiorior the fish processing sector alssuggestéd that credit
access is a challender the seafood sector and that EMFF backed financial instruments have
a role to play in overcoming this challenge.

Assessment of Demand and Supply of Credit

C Ly RS O02 y Q destivi@eReetlittdamad to finance capital investment in the agricultural
and S F22R a4S002NAR { 865milfon & 20161akSis fardexSidlyravio ¢
I NP d8p@nillion in 2025f the expected expasion of the sectors is realised.

C Our estimates indicate a potential funding gap for capital investment in agricultureoohd
emMnp YATff an? yhat tig coulchrisgd 2 Yy S+ NI @ € op jiftherdeftdr A2y 0@
expands in line with national targets

C LYy RS @aiyiaeasuggests gotential financing gap o2 @ S NJmillian jin the seafood
sector, rising toarounde & million by 2025.

C In evaluating the implications of the estimatgumbtential financing gagndeconnotes the
inevitable uncertainty concerning future credit supply and demand anccawgion against
assuming that Financial Instruments would be appropriatelddor addressing all of the
estimated potentialgaps in financing for these sector@hile the Indecon modelling hasuilt
in an assumed increase in credit supply by financial institutions and other providers, we
accept that the level of credit supply may increase faster than assumed. It is also possible that
the agriculture and seafood sectors may not expand their dwimgs to the levels
anticipated. In our recommendationwe therefore proposethat the pilot Fl is set at a level
which would only address part of the potential funding gap.

Market Failuresand Suboptimal Investments Levels

C Market failure can be definedsaan imperfection in the market mechanism that prevents
economic efficiencyln access to finance, market failure can occur because of asymmetric
information beween the debtor and the lendeMarket failures can arise when methods to
align information arenot available to the borrower, for example because of lack of credit
history (startups) or unavailability asufficientcollateral. Market failures in finance also arise

Indecon Indecon International Economic Consultants i 5 ii
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b Executive Summary

in the presence of positive externalities not taken into account by the lender eravthere
are shortages in capital in financial institutions leading to an unjustifsékdaverseapproach.

C Indecon analysis of both quantitative and qualitative evidence presented in this report is
supportive of the assertion that a market failure exists

C All of the representative organisations consulted by Indecon in both the agriculture and
seafood sectors confirm their judgement on the existence of market failure in access to credit
for the agriculture and seafood sectors

C The independent Credit Revie@ffice also assessed that theweere market failures in the
provision of finance for the agriculture and seafood sectors

C The challenges faced by agricultural and seafood enterprises in accessing araditadly to
be related to the capital constraintacing the Irish banking sector following the financial crisis
which occurred in the Irish economy and international banking markets

C There is evidence of higher interest rates faced by enterprises in the agricultural and seafood
sectors relative to thoseharged to enterprises in other sectors of the Irish economy. Irish
enterprises in these sectors also face higher interest rates relative to the prevailing rates in
other EU Membe6tates

C Surveyevidence suggests that a significant reason for bankssied loan applications was a
lack of borrower credit history. This represents an information asymmetry between the
potential borrower and the lender

C There are positive externalities from both the agriculture and seafood sectors to the wider
economy thatcommercial financial intermediaries will not account for in their lending
decisions.

C The absence of sufficient collateral by SMEs in the agri and seafood sectors is likely to impact
on the willingness of institutions to lend to these enterprises. For sae and seafood
enterprises the difficulty of separating principal private residesdeom businesses is also an
issue.

C Indecon believes that there is a market failure in the credit market for agriculture and seafood
enterprises in Ireland which merithie introduction of an appropriately designed Financial
Instrument. These market failures are also likely to represent the rationale underpinning the
existing EU grant schemes for these sectors.

C Indecon notes that the challenges faced by agri and seafouergrises are more complex
than simply the access or cost of finance and wider measures including improved financial
advice are needed. However, there is a need to enhance the availability of capital for viable
projects on competitive terms.

Potential Rok, Value Added and Benefits &inancial Instruments

C LY LYRSO2yQa 2 LiFyahcayinstrinie® shiodNP doigtain Separtial loan
guarantee. Thisvould increase the quantity of credit supplied, shifting the supply curve right.
The guarantee shoulthowever onlybe partial and involve risk sharing with the financial
institution, to ensure that the beneficiaries are selectedadmng to commerciatriteria.

C Given volatile output prices and cash flows, there may be merit in devising a Financial
Instrument witha flexible repayment structure.

C In order to incentivise investmenia combination of grantspartial loan guarantees and
interest subsidieshould be provided A partial loan guarantee aims to overcome the lack of
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sufficientcollateralandto increase the supply of funds for viable projec@sien the relatively

high cost of funding in the sectors, an explicit interest rate subsidy provides a targeted policy
tool to lower borrowing costslndecon believes it is important that any finandiadtrument
reduces the interest rate so as to ensure that agricultural and seafood businesses are the
beneficiaries of any such initiatives. A lower cost of finance explanding sustainable
employment and output are among the most importaekpected outcanes from the
introduction of Fls.

C The combination of grants and loan guarantees and interest subsidies was supported by the
views of representative organisations for both thgrigultural and seafood sectors. An
indication of views of some of the represative organisationscan be seen from the
commentsbelow.

C The IFA submissidndicatesthat there is the scope for these of Fls in Irish agriculture. For
example they noted that:

aLC! o0StASPSa GKIG GKSNB Aa LldgQryindeAifor the 2  dzd A
development ofFinancial Instrumentsin the form of loan products, to support -farm
Ay @SalkyYSyiXxo
C The IFA, however, also indicated that they believe that grant funding should remain the key
focus of RDP expenditure.

C Intheir submissioyMacra na Feirmavere positively disposed to the potential benefits of the
use of Fls in an Irish context. In particular, they emphasised the ability of Fls to assist young
farmers in overcoming satp costs. For example, Macra na Feirme suggested that:

GCAY Il yORA I fwhithypeovideda¥ng yaimérs with financially sound terms on credit
arrangements have the potential to allow young farmers tolerate the high set up costs seen
in the establishment of a farm business hence allow more young farmerstieatgectort

C ThelCOS emphasise the challes@gced by young farmers and the role that an appropriately
designed FI mahave in helping these farmers. The ICOS concluded that:

oFinancial InstrumentX X @va@uld be of great benefit to Irish farmers whdsgsinesses are

so important to the Irish economy (in particular, the rural economy) and who need access to
these proposedrinancial Instrumentsn order to allow their businesses to survive and
prosperé

C During the consultation process, the ICMSA emphdsike cost of credit as being theain
issue that any potential FI should address. They also highlighted the issue of price fluctuations
as being a key factor for the dairy sector in particular anted that any potential FI could
help to address this. Heever, ICMSA also stated that they believe that existing TAMSsgrant
should be maintained.

C In relation to the seafood proceisgy sector, the IFPEA submission voiced their support for
financial instruments under EMFF funding that could provadeer cost cedit to the sector.
They noted that:

G { LIS OA Faxgeredldvéldpr@ehts to reach targets for investment and employment in
plans such as Harvesting our Ocean Wealth and Food Horizons 2025 are required. The
increased availability of publicly underwritténance would, on evidence to date, be highly
desirable and indeed critical.
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Possible State Aid Implications and Ways to Minimise Market Distortions

C Any proposed FI will need to be designed to comply with EU State Aid requirements. The key
Sate Aid requirements for aid to the agricultur@nd seafoodsectors via the proposed Fl are
outlined in the relevant regulations for the EAFRD and the EMFF. Aid administered via Fls
which accord with the requirements under the EAFRD and EMFF will be statargpdant.
Indecon has also taken account of the relevant state aid provisions for the seafood sector
including Regulation (EU) No 508/2014 on the European Maritime and Fisheries Fund (EMFF).
UnderRegulation (EU) No 508/2014 on the EMFF, any aid provideddordance with EMFF
regulation is considered to comply with State Aid requirements. Commission Implementing
Regulation (EU) 964/2014 is also of relevance for this assessment as it covers the use of
Financial Instruments under the EMFF and other Eurofeads.

C These regulations contain provisions as regards the maximum level of aid per undertaking and
per project, the methods of calculating Gross Grant Equivalent (GGE) aid and other provisions
regarding the types of undertakings eligible for aid, thegarency requirements for aid and
other reporting and monitoring requirements

C A risk sharing Financial Instrument based on loan guarantees and interest subsidies could be
designed as an off the shelf instrument and would satisfy the requirements far atatin the
agriculture and seafood sectors

C The Fl should be designed in such a way to minimise any market distortion. Fls ars-less di
torting than straight grant funding. Off the shelf FIs implemented via financial intermediaries
operating on a commeial basis in terms of assessing the risk profile of borrowers will also
limit the distortionary impact.

Additional Public and Private Resources

C An appropriately designed FI has the potential to increase the amount of private sector credit
available to theagriculture and seafood sect®in Ireland while also reducing the cost of this
credit to the final recipients.

C The leverage effect of an appropriately designed and implemehtasl likely to be significant.

C LYRSO2yQa Y2RSft f Ay 3 rafge ofRingrial ingtrin®ntéstimated tide OG 2 F
leverage effecfor aloan guarantee fundompared to a direct loan and a gramt L Y RS O2 y Q&
modelling suggests thatlaan guaranteecould reasnably be expected to provide significant
leverage effect

Lessons éarned from OtherEUJurisdictions

C The international evidence highlights the danger of overestimating the level of funding gap
that can be addressed by Financial Instruments.

C A key lesson learned is the need to ensure that the structure of the finainstaliment is
such as to be attractive to the market otherwise the FI would be overcapitalised.

C Experience in other EU countries suggests that when Financial Instruments are implemented
through intermediaries, the managing authorities should make sure that the support is fully
transferred by the intermediaries onto final recipients.

C Itis also imparant to minimise the administrative burden on beneficiaries.

C Inanumber of countriesmonitoring was unsatisfactory and the Financial Instruments were
set up too late in the programming period.

Indecon Indecon International Economic Consultants 3 v
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b Executive Summary

C These lessons have been reflected in the proposed Fl imgjpist and of key importance are
the following elements:

0 The significance of designing a FI which is attractive to beneficiaries.
0 The role to be played by the financial intermediaries in the marketing of the Fls.

0 The need for a pilot programme to test denthand the necessity for flexibility in
the resources allocated.

o The importance of careful design of the Fls.
Expected Results

C Indecon estimates that total investment stimulated by the Financial Instrunselitely to be
of the order ofe m n dnYthe agriclture sector andapproximatelye MY Ay (KS
sector.

Proposed Investment Strategy arlummary ofRecommendations

1. Indecon recommendshe Managing Authority should introduce, on a pilot basis, a Financial
Instrument for the agricultural and seafood sectors involvpagtial loan guarantees and
interest subsidies.There is strong support from the representative organisations for
establishnent of such a Financial Instrument to complement rather than replace existing
supports. On the basis of theroposedinvestment strategy, public funds to finance the
recommendedfinancialinstrument$ 2 dzt R 0 S I LILIMiBida.AIndécdniS &wdre af 1 T
the potential market distortion impacts of any interest subsidy (or any loan guararded)
we believe care is needed in the design of the instrument. It is, however, important that the
financial instrument is attractive to the market as otherwise ther# e insufficient demand.
We have therefore recommended inclusion of a loan subsidy as an integrated element in the
FIl. Our proposed design has taken account of the experience of other countries whereby the
failure to offer an attractive financial instruent resulted in insufficient demand. Indecon
would note that it is not proposed that any additional Exchequer resources would be allocated
and the FI would be funded from an allocation within existing EU supported aid programmes.
The pilot scheme would ebé the level of demand to be assessed with changes in allocated
funds if appropriate.

2. This Fl shouldn L y R S Qigvwy €bduldbe accessible t@nterprises in the agriculture and
seafood sectors in receipt of other RDP/EMFF grant fundiiogn SME fisprocessors should
also be eligible for a partial financial guarantee as part of the FI although these firms are not
eligible for grant funding.

3. While Indecon considered a larger loan fund, we do not believe on balance thager fund
would be an appropate initial response until there is more practical evidence on the
attractiveness of such a fun borrowers andto lenders in the Irish market The evidence
from other EU Member States indicated that a number of funds that had been set up for
financialinstruments ha excess funds compared with the level of demand. In the event that
the level of take up of the fund happened very quickiere would be a case for revising the
fund upward.

4. The resources for this Fl should be reallocated from existingERIFF- funding and should not
involve an increase in support for individual investments. Care must be taken in the
implementation of the FI to ensure that state aid thresholds are not surpasdad. would
require that maximum grant rates are adjusted tdkéaaccount of any aid provided through
the FI1.The total amount of aid provided however would not chan@erators would have a
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10.

11.

12.

13.

14.

choice of whether to apply for grant aid only or the combination of grants and financial
instruments.

The Fl should aim to deér high leverage and revolving effects. The measure proposed should
include a loan guarantee of0% of the loan, with a capped guarantee rate of 15% of the
guaranteeportfolio.

An FI specifically aimed at younger farmers and siprtousinesses in theeafood sector
should be introduced. While similar to the FI recommended for the wider agriculture and
seafood sectors, it iproposedthat the guarantee should cover 80% of the loan and that the
portfolio capped guarantee is raised from 15% to 25%hisreflects the greater funding
challenges faced by younger farmers and stgrtousinesses.

The Managing Authority should attadtrict conditions to financial intermediaries offering
credit using the proposed FI to ensure flexible repayment schedulesh@éorddans under
guarantee and that all of the interest rate subsidies proposed are passed on to final recipients.
The conditions should specify the type of investments eligible and be consistent with the
objectives of the EARFD and the EMFF.

In terms of stucture, the loan guarantee aspect of the proposed Fl and the interest rate
subsidy should be structured as a single Financial Instrument while the grant portion of
RDP/EMFF funding continues to be administered separately by the Managing Authority.

The proposed Fl should be implemented by the Managing Authority in partnensfitip a
specialist agency such #w Irish state development bank, the Strategic Banking Corporation
of Ireland (SBCHr the European Investment Bank (ElB)decon notea that the SBChas an
important role in supporting SMEs aiglcurrently managintghe agri finance working capital
fund. Implementing the proposed FI in partnership wihch an institutiorwould ensure that

the scheme has access tioe required technical knowledge arekpertise The implementing
body should be appointed in line with public procurement rules.

The FI should be established based on a combination of funding from the EAFRD and the
EMFF. Without combining the funding sources, Indecon believes that an Fef@eafood
sector would not reach a minimum sca#icientand would not be a viable instrument.

The funding of the proposed FI should be split between EARFD and EMFF funds based on the
level of drawdown of funds in terms of budget allocations. This should be based on the
proportional size of the estimated credit gap for the sectors.

The allocation of this public funding between agriculture and seafood will depend on demand
butwe estimt G S (0 KI (i stowdbe alldchtdtbk @ygculture. Total public disbursement

2y GUKS aSFF¥22R &aARS A& S&aldAYLFGSR a4 | NRdzyR
higher level of demand than anticipated in the seafood sector.

The Managing Abority should submit an annual implementation report to the Commission
for the proposed Fls.

Indicators for the Fl should include:

0 Total amount of programme contributions by measure paid or priority attributable to the
Financial Instrument
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0 Total amountof support paid to the final recipients or to the benefit of final recipients, or
committed in guarantee contracts by thEinancial Instrumenfor investments in final
recipients

0 Progress inits setip and in selection of bodies implementing thimancialnstrument

o Interest and other gains generated by support from the ESI Funds toFimencial
Instrument and programme resources paid back teinancial Instrumentsfrom
investments and

0 Progress in achieving the expected leverage effect
15. An update to thiex-ante assessment should be undertaken if:
o The economic environment changes significantly;

0 Targets do not match the resultsin other words, the expected level of utilisation of
financial instruments is less than envisaged

0 Support is inadequate compared with demandsg

0 The risk profile of theFinancial Instrumentturns out to be higher than previously
estimated.
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b Executive Summary

The usual disclaimer applies and the analysis in this report remains the sole responsibility of
Indecon
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1b Introduction and Background

1 LYONRRFRI AZAYO] INR dzy R

1.1 Introduction

This independent report represents ax-ante assessment of the potential use @&inancial
Instrumentsg A G KAY LNBfFyYyRQa 9dzNBLISFY ! 3NRA Odz G dzNI f
European Maritime and Fisheries Fund (EMFF)r&ijoes Programmes. The evaluation was
completed by Indecon Research Economists for the Department of Agriculture, Food and the
Marine, following a competitive tender. A focus of the study is whether the introduction of
Financial Instruments the contextof the Irish agriculture and marine sectors would leverage the
impact of public funding in a manner that ensures the most efficient use of limited public
resources.

1.2 Background

The background to this evaluation is that in the past EU market interventidniravestment in
agriculture and seafood has typically occurred in the form of grants and subsidies. However,
economic difficulties experienced in Europe post 2008 have led to-evakation of such
practices. Various European institutions have soughtereffective leverage of the EU supports
available.

Financial Instrumentare one proposed method of alternative interventionFfancial Instrument

Cd

OCLU A& RSTAYSR dzyRSNJ ! NI AOft S H hidh measuieddft | (A2 Y

financial spport provided on a complementary basis from the budget in order to address one or
more specific policy objectives of the Union. Such instruments may take the form of equity-or quasi
equity investments, loans or guarantees, or other risk sharing instriegnemd may, where
FLILINBLINRF 0SS 6S O02Y0AYSR ¢gA0GK 3INFyilhasé

Financial Instrument®r revolving forms of finance allow funds to make more effective and
sustainable use of limited funding. Thesmancial Instrumentsccur in a number of formats (e,g.
loans, hvestments and guarantees) and may be combined with private resources. In the case of
guarantees, there is an option to guarantee a percentage of a loan, thereby reducing risk to
private entities and lowering the cost of credit to applicants. By usingsfundhismanner,it is
possible to leverage funds a number of times, to expand their impact, while reducing reliance on
grant aid.

The completion of thex-ante assessment for an Fl is a legally required step under the Common
Provision Regulation (CPR) before creating an Fl irRarngl Development Programme&I[DR or
under the European Maritime and Fisheri€éxund (EMFF. It is also aligned with best practice to
have an evidence base to determine whether such an instrument is appropriate to the current
challenges facing the Irish agricuktand marinesectors and whether market failure exists.

LYRSO2y Qa | y | fFidaachaknstiunehtdrs aignéd witHRAFRD and EMFF objectives
but only if market failures and a financing gaxists Even in such circumstances it is necessary to
evaluate whether they are the mosappropriate response andwhether they represent an
effective and efficient use of scarce Bbd Irish Exchequdunds These issues are examined in
detail in this studyWhat follows this section is a brief background on both the EMFF and EAFRD in
an Irish context.
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1b Introduction and Background

1.3 European Maritime and Fisheries Fund

The European Maritime and Fisheries FUNAKE) is the fund for the EU's maritime and fisheries
policies for 2014020. The aims of the fund include:

C Helping fishermen in the transition to sustainable fishing;
C Supporting coastal communities in diversifying their economies;

C Financing projects thatreate new jobs and improve quality of life along European coasts;
and

C Making it easier for applicants to access financing.

¢tKS 9acCC KlFa Fy 2@SNFff 0-80RAE $his supforis praviléddtoc ¢ 0 A f f
fisheries (including data collection ércontrol), aquaculture angrocessing, as well as to the
sustainable development of fishery and aquacultareas and the Integrated Maritime Policy

The EMFF is used to -inance projects. Funding from the EMFF is used along with national
contributionsto finance selected projects. Each country is allocated a share of the total EMFF
budget and is then tasked with designing an operational programme for how it intends to spend
the money. In Ireland, the Department of Agriculture, Food and the Marine aporesible for this
operational programme. The operational programme must be approved by the Commission but
the national authorities decide which projects receive funding.

In Ireland, the primary objectives of the operational programme (OP) are to supp®rgdneral
reform of the EU's Common Fisheries Policy (CFP) and the development of its Integrated Maritime
Policy (IMP) in Ireland. This OP strategy in Ireland revolves around three key principles:

C W! OO0 -encounding knowledge and innovation;
C W¢ KINAB Seyic@uraging responsible and sustainable use of resources; and
C W! OKA S @ 6to maiiiz ané create employment.
These overarching key principles are to be pursued horizontally across the EMFF funded projects.

Funding aims at increasing the cpatitiveness of the fisheries and aquaculture sectors through
innovation and skills, while promoting a more efficient and sustainable use of resources. EMFF
funding in Ireland also aims to help local coastal communities to improve their livelihood by
suppating smaliscale fisheries and through significantly increased support for Fisheries Local
Action Groups (FLAGS).

Funds are also being used to improve the competitiveness of small and mediathcompanies

in the marketing and processing sectors, througkestments to reduce energy costs; and to
improve safety, product quality and traceability. Focus is put on the sustainable use of resources,
marine knowledge and preserving marine biodiversity, léedl development of fisheries and
aquaculture areas,rad shifting towards a lowearbon economy.
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1b Introduction and Background

The following table outlines the division of funding in the EMFF in Ireland

Tablel.1: Breakdown of EMFF Funding in Ireland

e aAffAzya
EU Contribution eMnT ®Cc n
Exchequer Contribution € hbmdc c
Total OP Budget EHOMPHT

Source:Department of Agriculture, Food and the Marine

The six key priorities of the EMFF OP in Ireland are outlined in the table below.

Tablel.2: Funding Priorities in Irish OP
Description Funding | % of Total
Priority 6e aAh EMFF
Funding

Assuring the sustainable development of fishi

i 1011 ) 0,
Union Priority 1 (UP1) activities, while protecting the marine environment 33.5 23%
Union Priority ZUP2 sB;;ztrmg the competitiveness of the aquaculty 14.9 10%
Union Priority 3 (UP3 dC{;r:p():l(ﬁgzﬁo\r/]wth CFP rules regarding control i 69.8 47%
Union Priority 4 (UP4| Support local development initiatives. 6 4%

. _ Creating scale in the Irish marketing and procesy
Union Priority SUPY sectors, starting from the base of very srrsdhle 17.3 12%

businesses.

Measures to improve the knowledge on the state
the marine environment and the level of protectig
of marine areas, through collection ar 5.3 3.5%
harmonisation of marine data and development
marine spatial planning capacities.
Source:Department of Agriculture, Food and the Marine

Union Priority 6 (UP6

Financial Instrumentsan be ceunded by theEMFRo support the investment priorities outlined
in the EMFFoperational programmes by Member Statdsnancial Instrument$unded bythe
EMFF can potentially support the majority of measures covered by the Fivtifided that they
address an identified maek gap, i.e.areas of activity wherdanks are unwilling to lend and/or
where the private sector is unwilling to inve$ils can be offered in combination with grants and
other forms of assistance.

LNBfIIYyRQA 9aCC ht adl GSaaiurberof @PloBjectivds dut thafthedza S R
requisite ex-ante assessment of whether the use of Fls are warranted will be carried out before
the explicit designation of FlIs for particular objectives.

Under the EMFF, support to seafoquiocessing enterprises #t are not SMEsan only be
provided bymeans ofFinancial Instruments
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1.4 The European Agricultural Fund for Rural Development

¢CKS 9! Q& NHzNI f aiRS@h@lftre hitdlSngas of 2 EUlt@ndeet the wide range of

economic, environmental and satichallenges of the 21st century. The EU's rural development

policy is funded through the European Agricultural Fund for Rural Development (EAFRD)

9! Cw5 FdzyR A& 62NIUK € myunH oR fIf MRty WR NE iXK So $SWARI2RE
of EAFRD funding over this period.

Member States and regions draw up their rural development programmes based on the needs of
their territories and addressing at least four of the following six common EU priorities:

1. fostering knowledge transfer and innovatigmagriculture, forestry and rural areas;

2. enhancing the viability and competitiveness of all types of agriculture, and promoting
innovative farm technologies and sustainable forest management;

promoting food chain organisation, animal welfare and risk ag@ment in agriculture;
restoring, preserving and enhancing ecosystems related to agriculture and forestry;

promoting resource efficiency and supporting the shift toward a-t@sbon and climate
resilient economy in the agriculture, food and forestry sesto

6. promoting social inclusion, poverty reduction and economic development in rural areas.

The Rural Development Programme (RDP) for Ireland was formally adopted by the European

/| 2YYA&daA2y 2y HcUK al & wnmp 2dzifliloyokpiEicroNBf | Yy RU &
that is available for the year period 20144 nH N 0€ HPmMp O0AffA2Y FNRY (K
billion of national céf dzy RAy 3 LJ dzA € odmMT YAt f A2-Vps)AMe | RRA (A
following table outlines the breakdown d®DP funding in Ireland for the programming period

2014-2020.

Tablel.3: Breakdown of RDP Funding in Ireland

e . AftAZ2Y
EU Contribution €2.19
Exchequer Contribution €l.73
Total OP Budget €3.92

Source:Department of Agriculture, Food and the Marine

The table overleaf outlines the main priorities for the RDP programming period-Z0P0 in
Ireland in broad terms and indicates the spending allocated to each priority.
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1b Introduction and Bacground

Tablel.4: Funding Priorities in Irish RDP 202820

Priorit Funding % of Total
y 0 € aAf RDPFunding
Priority 1: Knowledge transfer and innovation in agriculture, fores i i
and rural area’s
Priority 2: Farm viability,competitiveness and sustainable fore 2915 7 4%
management
Priority 3: Food chain organisation, including processing and mark
: . - 56 1.4%

of agricultural products, animal welfare and risk management
Prlquty 4: Restoring, preserving and enhancimgosystems in 2873 73.4%
agriculture and forestry
Priority 5: Resource efficiency and shift to low carbon and clin

- ) ; 439 11.2%
resilience economy in agriculture, food and forestry sectors
Priority 6: _Somal inclusion, poverty reduction and econo 250 6.4%
dewelopment in rural areas
Technical Assistance 6 0.2%
*No financial allocation shown for Priority 1 as the expenditure is distributed across other focus areas
Source:Department of Agriculture, Food and the Marine

Each of these broagdriorities outlined above contains a range of sukasures. Details of these
sub-measures and the budget allocated to each are beyond the scope of this report but can be
F2dzyR 2y (GKS S5SLINIYSyd 2F ! ANROdA GdzNBEX C22R

Financial Insuments co-financed by the EAFRDthe scopeof national RDPs have been identified

as a potentially sustainable and efficient way to invest in the growth dedelopment of
businesses and infrastructure in agriculture as well as in the rural ecanBmgncial Instruments

are seen as capable of contributing to a range of priorities for rural development. As is the case for
the EMFF, before anyinancial Instrumentsare introduced under the EAFRD, an-agxe
assessment must be carried out to ascertain tieed for such instruments.

1.5 Key Elements othe ExAnte Evaluation
The study focuses on the following issues:
C Analysis of market failures, suboptimal investment situations and investment needs;
C Value added of th&inancial Instruments
C Additional public ad private resources;
C

Lessons leaetd;

https://www.agriculture.govie/media/migration/ruralenvironment/ruraldevelopment/ruraldevelopmentprogramme2014
2020/SummaryBookletSept16290916.pdf
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C Investment strategy;
C Expected resultsand
C Provision allowing thexante assessment to be reviewed.

Each of these key facets of tkeeante evaluation ardine with the requirements as set out in the
guidance documents published by FI Compass for the completioexahte evaluations of
Financial Instruments

1.6 Structure of Report
The structure of this report is as follows
C Chapter 2 outlines the economiontext of the agricultural and marine sectors in Ireland,;

C Chapter 3 contains an assessment of the availability of a variety of sources of finance in
the Irish market;

C Chapter 4provides estimates of the gap between credit supply and credit demand in the
agriculture and seafood sectars

C Chapter 5 contains the assessment of market failures rfgbptimalinvestment in the
sector;

C Chapter 6 then examines the potential rolevalue added and benefit®f Financial
Instruments

C Chapter7 discusses potential Stat&id implications oFinancial Instruments

C Chapter8 assesses the potential additional public and private resources that may be
activated by the introduction dfinancial Instruments

C Chapter 9 analyses the lessons learned from othexante assessments ah the
introduction ofFinancial Instrumentm other sectors and jurisdictions;

C Chapter D outlines the investment strategy for the propos€thancial Instruments

0

Chapter 1 outlines the provisions allowing thex-ante assessment to be reviewednd

C Chaper 12 summarises th@roposed investment strateggnd recommendations
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2b Economic Context of the Agriculture and Marine Sectors
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2.1 Introduction

In order to examine the issue of market failures and suboptimal investment situations it is
important to first consider the economic context of the agriculture and marine seatoreland
Thischapter outlines the recemperformance of these sectors amtiscusses the impact of output
price volatility.

2.2 Recent Performance of the Agriculture and Seafood Sectors in Ireland

The National Income and Expenditure (NIE) figures from the €18 that the agriculture,
F2NBAGNE YR FAAKAY I yaONHII2ANTR EDANRGSE  Hentnf cdds |1 2RSSR
in total GVA dclined post 206. Thepercentage increasetb approximately 2.4% of total GMA

2011, andsubsequenthydeclinedbelow 2007 levelsor 1.7%of total GVANn 2015

Figure2.1: Agriculture, Forestry and Fishing G\d#AFactor Cosf20062015)
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Source: Indecon analysis of CSO data

Data from theQuarterly National Household Survey shows ttegre was &all in employmentn
the agriculture, forestry andighing sectoiin the period 2009 2011? Employment in the sector
began to increase in 2012 before returning to jorésis levels iQ42013.

2 QNHS industrial activity classification changed from NACE Rev 1.1 to NACE Rev 2 in 2009. Data before 2009 wéne 68chdast
ensure consistency.
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Figure2.2: Employment in the Agriculture, Forestry and Fishing Sector (220%6)
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Source: Indecon analysis of CSO data

Estimation of employment at the stdectoral level is a challenging tagke report estimates from
three sources, including the Quarterly National Household Survey, the BIM aquaculture survey,
and the BIM strategy report 2013017.

The Q1 2016 release of the QNHS presented evidence on thesestdr breakdown of
employment in theagriculture, forestry and fishing sector as reported in the tailerleat This
suggests over 104,000 persons engaged in the agricultural segi@oximately 3,20@mployed

in Forestry and logging, arg}400persons @gagedin Fishing and aquacultutia 2016 The table

also reports statistics from the BIM aquaculture survey, which suggest that 1,841 persons were
employed in aquaculture in 2016.

A separate BIM 2013017 strategy report suggests the seafood sector employed 11,000 persons
in 2014, of which4,984 in fisheries, 2,860 in the processing sector, and the reminder in
aquaculture and ancillary services.
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Table2.1: Employment inAgriculture, Forestry andFshing, 2011-2016

Crop and animal Agquaculture
vear production, hunting Forestry and Fishing and (from BIM
and related service logging aquaculture aquaculture
activities survey)
2011 77300 [3000] [2900] 1692
2012 76400 * * 1748
2013 89600 [3100] [3400] 1773
2014 103900 [3200] [3400] 1835
2015 102500 * [3400] 1833
2016 104200 * * 1841
Source:QNHS and BIM. From QNHStimates for number of persons where there are less thath®usandpersons
in a cell are too small to be considered reliable. These estimates are presented with an as{&yidk/here there are
3-4.9thousandpersons in a cell, estimates are considered to have a wider margin of error and should be treated
caution. These cells are presented with parentheses [ ].
Note: Second, third and fourth columns relate to the firguiarter of the respective year.

In determining whether there arsuboptimallevels of investment in relevant sectors it m-i
portant to examine the existing levels and trends in capital stock and investment in the Séutor.
estimatedgross fixectcapital stock utilised in thegaiculture,forestry andfishing sector amounted
to approximatelye 18 billion in 2015, as evidenced Tiable2.3. Buildings, structures and machi
eryrepresented 86.6% of the total'he total gross fixed capital stock fell by 6i6%2009 and 4.4%
in 2010, and has increased since at an average yearly rate of Pi&aate of growth is welles
low the precrisis threeyearaveragegrowth rateof 5.1%

Alternative estimates for employment in the seafood sector which differ from the Central Statistics
Office figures presented above are included in the table below.

Table2.2: BIMEstimates of Employment in the Seafood Sector for 2015

Total FTE Total Employment
Aquaculture 995 1,841
Fishery 2,426 3,217
Processing 2,976 3,800
Source: BIM, The Business of Seafood
Indecon Indecon International Economic Consultants 10
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2b Economic Context of the Agriculture and Marine Sectors

Table2.3: GrossHxed Capital Sock in Agriculture, Forestry andFshing byAssetType (2006

2015
Buildings and Machinery Cultivated Intangible fixed Total
structures assets assets
0,
% % % % &
Year em em em em em chan
change change change change ge
2006 8050 3.1 6088 4.4 1914 8.8 6 6.0 16057 | 4.2
2007 8391 4.2 6116 0.4 1865 -2.6 6 9.0 16378 | 2.0
2008 9384 11.8 6302 3.0 2158 | 15.7 7 9.4 17850 | 9.0

2009 8441 -10.0 6343 0.6 1884 | -12.7 10 56.0 16678 | -6.6
2010 7729 -8.4 6324 -0.3 1880 -0.2 15 41.7 15947 | 4.4

2011 7732 0.0 6093 -3.7 2281 21.3 17 171 16122 | 1.1

2012 7929 2.5 6090 0.0 2608 14.3 21 24.9 16648 | 3.3

2013 8155 2.9 6194 1.7 2250 | -13.7 23 6.1 16622 | -0.2

2014 8549 4.8 6675 7.8 2274 1.0 23 3.3 17521 | 5.4

2015 9039 5.7 6499 -2.6 2378 4.6 25 51 17940 | 2.4

% oftotal 50.4 36.2 13.3 0.1 100

Source:.CSO National Accounts

LNBf I yRQA riB thédvain yaihpoaedt@fittegaicultural forestry andfisheriessector. In
2015, it contributed t098.%6 of thebroader sectoiQ &VA andits share in employment was
95.8% Agricultural output amounted t&7.1 billion in 2015. Meat productiotonstituted48.5%of

total agricultural output followed by milk (26.2%), crops (24.4%) and other livestock products
(0.9%).The following figure showsends in these sectors productionSince 2009,He growth rate

of milk farm output exceedethat of crop farms, becoming the second largest agricultural sector
in terms of production.
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2b Economic Context of the Agriculture and Marine Sectors

Figure2.3: Agriculture Output by Sub-Sector (20062015)
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Source: Indecon analysis of CSO data

The total value of agriculture output increased in the period 2@08008 but in 2009, total
agricultural output fell sharply by 19%. Most of the decrease was recovered foltbeing year,

and growth continued until 2013 before having a year of negative growth in 2014. Agricultural
sector output increased again in 2015 by 2.3%. In the period 20P815, livestockelated
production growth exceeded 40%, whereas crop produrctimse by 19%.

Table2.4: Agricultural Output atProducerPrices 208-2015, % Change

Other
Year Livestock Milk livestock Crops Total
products

2006 4.97% -0.72% 0.85% 6.04% 3.71%
2007 -0.34% 25.14% 1.89% 11.73% 9.55%
2008 6.85% -2.36% 9.88% 1.49% 2.67%
2009 -12.55% -32.04% -11.24% -16.85% -19.14%
2010 1.66% 39.35% -11.81% 21.20% 15.96%
2011 17.05% 19.00% 34.21% 2.75% 13.39%
2012 15.89% -11.17% 10.87% 4.00% 4.64%
2013 2.69% 27.22% -5.63% 15.80% 12.30%
2014 -2.46% 0.95% -1.02% -15.43% -5.14%
2015 12.61% -10.60% 14.29% -0.60% 2.34%

20062015 growth 44.85% 40.44% 39.2% 18.87% 36.41%

Source: CSO National Accounts.
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2 b Econanic Context of the Agriculture and Marine Sectors

The seafood industry is composed of fisheries, aquaculture and the seafood processing sector.
Data from the soci@conomic marine research unit presented in the following table shows that
over half of the gross value added by theafood industrjis produed by sea fisheriesseafood
processing contributes to 27% and aquaculture 19%Cofss Value Added. In terms of
employment, the seafood processing sector is the largest with 2,97d il Equivalent uniti

2015. Fisheries follow with 2,426 EI'&hereas 995 FTEs are employed in aquaculfure

Table2.5: Trend in Gross Value Added by the Irish Seafood Sector by Detailed Market 20!

2014
caAffA2ya % Change
Market 2010 2012 2013 2014 20102014
Sea Fisheries 93.4 178.2 189.5 204.5 119%
Aquaculture 46.2 60.6 65.8 71.4 55%
Seafood Processing 80 98.5 91.4 99.6 25%
Source: SEMRU Datee = estimates

Assembling data fronSFPA annual report, BIM, DAFM annual reports andré&&@ls thatlrish

LINA Y NB LINRPRdAzOGAZ2Y 2F FTAAK glFa | NRdzyR epnn YAff
gra FAaAK fFyRSR Ay L Ndsadgaculti@eNFoduEtionThé Rquacwtprer Y A £ £ A
sector grew by 30% in 2015, after a period of stagnation starting in 26%B. seafood sales

including processed and unprocessed seafdot§B5 S & G A Y Imilli&Rn 2018, uw fiom the
2009trough of arounde670 million. Exports oNA & K aStF F22R 6SNB epcp YA )
by 64% from 2006. The export market has been the driver of the upward trend in Irish seafood

sales over the past decade.

Table2.6: Seafoodindustry Output at Frst Sale Value,e Y ‘

Fisheries and aquaculture production Seafood sales
Year Lar_1d|ngs Into Aquaculture Total Domestic Exports Total
Irish ports

2006 124.7 344

2007 295.4 105.7 401.1 443 357 800
2008 214.1 93.9 308 381 350 731
2009 204.5 106.7 311.2 352 316 668
2010 207.8 122.8 330.6 333 379 712
2011 269.1 128.5 397.6 319 430 749
2012 334.1 131.1 465.2 329 525 854
2013 279.9 117.4 397.3 326 492 818
2014 345.8 116.1 461.9 332 520 852
2015 344 148.6 492.6 346 565 911

Source: SFPA annuaport, BIM, DAFM annual reports and CSO.

551001 2y SYLX28YSyid FNBY .La G¢KS odzaraySaa 2F aSIF22RéEX Hampd
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2b Economic Contextf the Agriculture and Marine Sectors

The seafood sector is made up of a number of distinct sub se@atsa. from the socigeconomic
marine research unit suggests that the direct turnover of the seafood processing industry is
I LILINE E A Y | rdilfoh. 8An apwardntrend between 2010 and 2014 contributed to a 34%
growth over the riod, as reported in the table

Table2.7: Trend in Direct Turnover in the Seafood Sector by Detailed Market 22004

€Millions % change
Market 2010 2012 2013 2014 20102014
Sea Fisheries 164 242 249 268 64%
Aquaculture 123 130 142 151 23%
Seafood Processing 390 515 478 520 34%
Source: SEMRU Data from "Ireland's Ocean Economy". Ref Year 2012.
Note: Figures for 2014 are estimates.

Approximately 60% of aquaculture production is salmon farming. The other top species by value of
production are summarised in the table below.

Table2.8: AquacultureProduction Value, % of total (2015)

Gigas Rope Seabed Salmon Fresh water Native Other
Salmon Cultured Perch and .
oyster | Mussels Smolt Oyster Species
Mussels Trout
2015 60.4% 23.7% 4.5% 4% 3% 1.8% 1.7% 1%
Source: BIM.

The seafood processing industry in Ireland is compasfed6l enterprises, employing around

3,800 includingpart-time, full-time and casual employment. Around 60% of these companies
NBLZ2NIOSR (dz2NYV2@OSN) 60St26 em YAEYR2¢IEon andithe KI R NE
remaining 14% SNBX f | NBES O2YLJ} yYAS& g A @rkcessingpdsRicdiNg | 6 23S
seafood category is presented in the table below.

Table2.9: Seafood Processing Production Bgafood Category%o of total (2015)

Shellfish Whitefish | Samonand |\ i coecies Pelagic
Trout
2015 26% 2506 20% 20% 9%
Source: BIM.

BIM reports for 2015 actal indSa G YSy G FA3IdzNBE F2NJ 6KS 208NIff &S
vestments includedctions to support sustainable fisheries, development of stdtéhe-art pro-

cessing faciliteswith I F2 O0dza 2y VySé LINPRdzOG RS@St2LISyid Iy
BusinessoSSI F22Ré¢ . La adl dSa GKIG 2y32A yheetingFodS a G YSy i
Wise 2025 goals.
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2b Economic Context of the Agritture and Marine Sectors

2.3 External hfluences orthe Agricultural andSeafood Sectors

One of the key factors which may influence investmlenels and the availability of finance in the
agriculture and marine sectors is the volatility of output pridéginancial institutions do not have

the flexibility to accommodate price volatility within their payment terrttis may impact on the
nature of risk assessments. Aseault,viable projects may not be supported. It is therefore useful

to consider tlis issue in more detail. In the Irish agricultural and seafood sectors such issues may
compound other business challenges facing the sectors.

InthiscontextA i A& 2F y23S GKIFIG GKS LNRARaAK D2@SNYYSyidQa

G ¢ KS -fobd) 3adfr operates in an environment of considerable challenge. For farmers and
fishermen, the disparity between the cost of production and remuneration is a critical issue for ongoing
viability. At the processor and manufacturing level, a perceived lackcafe, fierce international
competition, international retail consolidation and changing consumer demands are challenges which
require concerted action. In a decade that begins in extremely difficult economic circumstances, farmers
and fishermen have takethe brunt of a dramatic fall in returns in many sectors. Irish food and drink
exports continue to struggle with currency fluctuations and a recessionary trading environment in key
YIN] Siaoé

It is also noteworthy how the changed environmevis reflectel ini KS D2 @SNY YSy G Qa f I
statement of intents on agifiood, FoodWise 2025:

dit is appropriate to recall that, at the time of the launch of Food Harvest 202085 t | yféb@sectdr 3 NA
had come through a particularly difficult period atig visionpainted of an industry that could capitalise

on growing globatlemand for high quality, safe and nutritious food seemed a distant orsotoe. Five
years later, Food Wise 2025 reflects an industry with a far strosgase of its own capacity and a
clearerpicture of where the opportunityahead lie® €

There are also specific other factors impacted on sub sectors within the seafood sector. For
example,regulatory aspects of operating in the aquaculture sector are likely to be important as
licences are awaed for 10 year periods and this may impact on lenders attitude to procession of
credit.

Alsochallenging is the contextherethe seafood sector operate3he EMFF OperationaldPr
gramme states that

G¢KS LNRAK &aSFFT22R aSso0iaf onsdedbNdnailéhge. Foryfishérryien &nd GA NB Y Y !
aquaculture farmers, the disparity between the cospodduction and remuneration is a critical issue for

ongoing viability and the environment&hpacts of their activities are also required to be taken into
consideration. At the processand manufacturing level, a perceived lack of scale, fierce international
competition, international retail consolidation and changing consumer demands are challenges which
NBIljdzA NB O2yOSNI SR F OlGA2Yy dé

Both the agriculture andeafood sectors are also likely to be significantly influenced by Brexit
developments. This results in increased uncertaintyeioterprises in the sector and for potential
lenders.
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2b Economic Context of the Agriculture andavine Sectors

An important issue which both sector face is price volatilitgricultural input and output prices
are affected bya range of international and domestic factofhe CS@gricultural Price Indices
show a larger decline in output pricézan input pricesn 2009. However, starting in 2010 output
prices grew at a fasterate than input prices, as evidenced by the figure bel@werall, output
pricestend to fluctuatemore widely than input prices.

Figure2.4: Agricultural Inpu and Output Price Indices (2012015
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Source: Indecon analysis of CSO data

The price of seafood is an output price for aquaculture and fisheries, and an input price for the
processing sectorThe CSQvholesaleindustrial price index for fish, crustaceans and molluscs
displays an increasirtgend since 2010. As shown in , in the time period considered the
seafood price index decreased in 2Q01skfore recovering in 2015There are, however, also
significant levels of volatility within each period.

Figure2.5: Seafood Price Inde¢@0102015
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2b Economic Context of the Agriculture and Marine Sestor

The agricultureand primary seafoodsectors facehigher output price volatility thamther sectors.
This represents a source of uncertainty for financial institutievaluating lending applications to
supportagriculturaland seafoodnvestments.The figure below compares output price volatility of
the agricultura] seafoodand manufacturing sect®; measured by the standard deviation of
monthly prices in the previous yeaFhe volatilities of griculturaland seafood output prices have
been substantially higher than the manufacturing sector in all yeacept 2015. Moreover, in the
agricultureand seafoodsectors cycles in volatility of output prices are more pronounced than in
some othersectoss. This addsomplexityto the structuring of payment termand may increase
uncertaintyfor financial instittions.

Figure2.6: Comparison ofAgricultural, Seafoodand ManufacturingOutput Price volatility

(20102015

Standard
deviation of
output price

indices (previous
12 months)

O P N W b~ 01O N

Manufacturing industries wholesale price

= Agricultural output price

Fish, crustaceans and molluscs wholesale price

Source: Indecon analysis of CSO data

Within the agricultural sector, crop prices and animal product prices are the most volatile. Prices
of meat are relatively stable. Crop output prices have the largest fluctuations in volatility. This may
be due to the dependence of crop prices on weathemditions. In years of scarce harvest, supply

is more rigid and prices more sensitive to changes in demand.
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2b Economic Context of the Agriculture and Marine Sectors

Figure2.7: Agricultural Output Prie volatility by subsector (20162015
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The figure below shows volatility of meat price indices at a more granular level. Sheep farms over
the period faced the highest volatility of output prices, whilst poultry farms face the lowest.

Figure2.8: Agricultural Output Price Wlatility, animals (2@.0-2015
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2b Economic Context of the Agriculture and Marine Sectors

In April 2015 EU milk quotas were removed, with important consequences for the sector in
Ireland. As evidenced in the figure below, milk price volatii#g recently been on an upward
trend.

Figure2.9: Milk Price Leveand volatility (20162015
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In the agricultural sector price volatility is thus likely to be an issue for the stability of cash flow
and should be taken into account when designing Financial Instruments.

In the context of volatility in the seafood industryalsnon is an important species for the Irish

seafood industry. Salmon represents 60% of the value of aquaculture production and 20% of
aSI¥22R LINRPOSaaAy3d LINE R dzeiaiks@ajodisatesin 201KeSt pe HYIAGE {YARX yE
are salmon sales, growing 17% since 2014.

The figure overleaf shows that salmon prices have been increasing in recent Salnsn price
volatility does not show an obvious trend, but has been subject to wide cycles whet#ityatan
increase byas much as sstandard deviations in six months.

Output price volatility is thus an issue fenterprises in both the agriculture and seafood sectors in
Ireland that may impact on the ability of thesmnterprises to access financeadm traditional
sources.
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2b Economic Context of the Agriculture and Marine Sectors

Figure2.10: SalmonPrice Level and volatility (2012015
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2.4 Summary of Findings

This chapter has outlined the economic context for the agriculture and madomrs in Ireland in
recent years. The key findings include:

C TheNational Income and Expenditure (NIE) figures from the §&¢8@ thatthe agriculture,
F2NBAGNE FYR FAAKAY 33 &S GicauNdEndor B7Re oNtBal VA inD NB a &
2015.

C lrell yRQa FIFENXAY3I &aASO02NI Aa (GKS YFAYy O02YLRYySyl
sector. It is estimated that there were over 104,000 persons employed in the agriculture
sector.

C Over half of the gross value added by the seafood industry is prodbgesea fisheries.
Seafood processing contributes 27% and aquaculture 19% of Gross Value Added in the sector.
In terms of employment, the seafood processing sector is the largest with 2,97gfell
equivalent persons employed.

C Since 2010 the capital stoak the agriculture forestry and fishing sectoas increased at an
average yearly rate of 2.4%. This rate of growth is well below thensis threeyear average
growth rate of 5.1%.

C The agricultureand seafoodsectors face higher output price volatilif than many other
sectors. This represents a source of uncertainty for financial institutions evaluating lending
applications to gpport investments in these sectors. An additional source of uncertainty
arises from the potential impacts of Brexit on key rkeds for agricultural and seafood
exports.
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3 b Assessment of Availability of Sources of Finance

pe

31 aasaavysSyioa 2F ' gL AtlroAtAGe 2F
3.1 Introduction

In establishing any gap between supply and demand and whether market failures and suboptimal
investment situations exist, iis critical to assess the availability ofedit andthe sources of
finance for the agriculture and marine sectors.

This step is also required inexamining the rationale fotFinancial Instrumentdor the lIrish
agricultural/seafood sectors. The focuerh is onthe availability of financdor viable projects in

these sectorsTo examine thisssue,it is useful to first quantify what funding is available to these
sectors and how thikaschanged over timeWhile the detailed available data on credit is only
available for credit provided by deposit taking institutions, Indecon notes that there are many non
bank agri financial providers in the Irish market. These providers, however, are mainly focused on
provision of working capital rather than finance for major capital investmeiitsis chapter
analyses the availability of credit in the Irish agriculture and seafood sed&ing quantitative

data sources and evidendmm the wider consultationprocess with ky stakeholders in both the
agriculture and seafood sectoas well as with financial institutions and advisers

3.2 Credit Availabilityin the Agriculture and Seafood Sectors

The figure below shows credit advanced to Iniskident private sectoenterprises by deposit
taking institutions.Credit by these institutionsto the agricultural sector rose by 39% between
2006 and 2009, reaching the peak in Q1 200g¢%®2 billion,before startinga decreasing path
which continued until 2015Credit to the agriculttal sector broadly follows théluctuation in
credit to the overall real nomesidential economy, as illustrated in the figure overléafQ22016
outstanding credit to the agriculture sector wea3.4 billion

It isalsoof note thatcredit to the fishing and aquaculturesstor did not risan the years preceding
the crisisand outstanding amountglecreasedsince 2006. In Q2 2016, outstandiagedit to the
fisheries and aquaculture sector amountede®25 million.Later in this section we consideng
views of a number of ganisations and other evidencendhe availability of credit to seafood
processing sector.

Figure3.1: Credit to Agriculture, Fishingand Aquaculture, Outstanding Amountg2006-2015)
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3 b Assessment of Availability of Sources of Finance

Thetable below showsnet credittransactiors and new lending to SMHsy creditinstitutionsin

the years 2011-2015 Using the EU definition, SMEs comprise almost the totality of Irish
enterprises in the two sectors. In Q2 2016, SMEs #8®2% oftotal outstanding amountsn the
agriculturesector, and 96.4% of outstanding amounts in the fishing and aquaculture sedea.
credit available to agriculturenterprises increased frone568 millionin 2011to €649 million in
2013. Howevertransactions are negativie every yea@as agriculturaénterprises repaid loans for

an amountclose toel billion in 2011, andbetween €700 and €830 milliona year in the period
2012-2015

New credit to fishingand aquaculture sectors decreased until 2014 before a sharp increase in
2015. Btween 2011 and 201Bew lending has increasedut debt repayments were highghan

new loans resulting in deleveragingf the sector, similar to the agriculture sectdrhisis in line

with the general trencbf bankcredit to the nonfinancial nonrproperty related sectarNon bank
financing of SMEs in these sectors is also an important source of funds.

Table3.1: SMEQ-edit Transactions andNew Lending bySubsector, 2013H n Mmp 0 € \

Transactions New lending
Total ex Total ex
Property Property
2011 -410 -34 -1,703 568 48 2,211
2012 -137 -35 -1,368 566 24 1,990
2013 -168 -17 -1,613 585 36 1,905
2014 -208 -22 -1,084 600 40 2,401
2015 -183 -10 -1,929 649 69 2,646
SourceCentral Bank of Ireland

3.3 Developments on the Credit Supply Side

Afeature ofL NBf I Y RQA Tihé peyiod postithe Endncial @midthe reduced number

of banking competitors anthe low level of involvement by specialist aganks. Some finance for

the agri sector is however provided by milk processors and suppliers of feed and other agputs

well as by machinery suppliers. For example, we understand ahiian fund with a flexible
repayment schedule based on output prices has recently been launched in the agricultural credit
market. An additional development in the credit supply sidetlfigr agriculture sector in recent

years is the operational of the Strategic Banking Corporation of Ireland (SBCI). The SBCI has been
involved in supportingower cost funding to the SME sector and has introduced an agri investment

* SME counterparty is defined as any entity engaged in an economic activity, irrespective of legal form (i.e. corporatiershimrt
soleli N} RSNE SG0d0z 6KAOK §\\(I:JfAijE§é FS6SNI GKFYy wHpn LISNEZ2ymma FyR K248

oFlfly0OS aKSSi R2S8a y20G SEOSSR eno YAffA2y®
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3b Assessment of Availability of Sources of Finance

scheme to lend to farmerfor investment purposeand has supporteson-bank lending/leasing
companies such as Finance Ireland and First Citizen.
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3 b Assessment of Availability of Sources of Finance

Consultations during this study suggestview by someadvisersthat there may have been a
tightening of bank risk appetite for the stor. Banks have to meet new capital ratios to be aligned
with Basel Ill requirements by 2019. Risk weighting models withancial institutionsweight
lending based on estimated credit risks. These understandably are limg®it on past credit
histories. Due toexistence of som@npairedcredit historiesof borrowers in the agri and seafood
sectorswhich may not berelated to agriseafoodbusinessfinancial institutions are likely to see
these individuals as riskier lending prospects and thus thest@utions are less likely to provide
funding to theseenterprises even if they present a viable projethus Basel Il requirements may
impacton someagricultural and seafood enterpriseghere borrowers in these sectors secured
lending for property or ther investments. For example, many if not most of the agricultural
enterprises operate as sole traders. As a result where owners borrowed for other purposes and
where defaults occurred, this could impact on credit risk weighting for the sector

While dataon loan application rejection rates on a sechprsector basis are not publicly aail

ble, the Central Bank do publish crediferetion rates for all SMEs. The following figure presents a
graph of SME credit rejection rates between 2012 and 20%6ile the trend is downward since

2012 there has been a recent increase. The bank finance rejection rate for all types of SME in Ir
land currently exceeds the average for the Euro Area of 7% according to the ECB Survey on the
Access to Finance of EnterprisesRBA

Figure3.2: Bank Finance Rejection Rates for SMEs

0% -

25% -
2066~

= Teda|

sy el 11 1141+

19 M — Srrall

- Medium
107 - T~

5% -

T S G A A A
o o o @ F

SourceCentral Bank of Ireland SME Market Report 2016 H2

Farmers andseafoodbusinesses with low levels of debt and strong and consistashfloware
unlikely to have anylifficulty in obtaining finance but there is a risk continuum and some-bus
nesses who are viable may struggle to obtain finafite Departmenbf Agricultureis introducing

the Agricultural Cashfloupport Scheme to help farmers with volatile cash flows reduce their
reliance on merchant credit and overdrafthe scheme will begin lending in January 2017 and will
offer new loans until September 2017. The scope is limited to fingnweorking capitalof farms

*https://www.ecb.europa.eu/pub/pdfiother/accesstofinancesmallmediumsizedenterprises201611.en.pdf?862f53698b8f84e198d67572
453c4465

® https://www.centralbank.ie/publications/Documents/SME%20Market%20Report%26pi2. pdf
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which hawe satisfactorily economic performance but are temporarily struggling with payments due
to output price volatility.This, however, is not available to assist in funding capital investments
which is the focus of this study.

3.4 Qualitative Andysis of CreditAvailability

In addition to the quantitative analysighich Indecon has completed and which is presented later
in this report, as part of our research we surveyed number of specialist advisers in the
agricultural/seafood sector on theindependent assessment on this issuéndecon received
inputsfrom 84 advisers.

Indecon contacted Teagasand asked that the survey be distributed to advisers, regional
managers and other specialists. As there was not a similar organisation representing seafood
advisers we also made the request to the Irish Tax Institute whose members would provide advice
to both sectors. Indecon, however, would point out that because of the limited number of
enterprises in the seafood sector, there are less specialist advisers than would apply to the
agricultural sector. We have, however, in all cases tested the views cfeasiwith quantitative
evidence where it is available as well as obtaining the views from development agencies,
representative bodies and from financial institutions and other sources.

A number of other organisations were contacted directly and askedhfair views by completing
the survey. These organisations included:

C Enterprise Ireland;

C BIM

C The Credit Review Offi¢€RQ)

C The Strategic Banking Corporation of Ireland; and
C A number of commercial banks operating in Ireland.

Some of the bankinmpstitutions requested that their surveys wenet reported separatelyThese,
however, were used by Indecon in the formulation of the analysis and recommendations in this
report.

As can be seen from the next tablargey responsesuggest that while ovetalending to the
sector was good, most advisers rated the availability of finance for businessiptags poor or
very poor. Over half oddvisersrated lending for investments by young farmers as poor or very
poor. A majority also rated lending to secty specialist agricultural banks as poor or very poor.

Also of note is that specialist advisers gave particularly poor ratings to the availability of lending by
microfinanceinstrumentsto the sectors and similarly for lending by venture capital furmshe
sectors.

Table3.2: Availability of Finance for Viable Projects in Agricultural/Seafood Sectors

Excellent| Good Poor Very Poor

Overall lending by financial institutions for investments in

. 0.00% | 69.05% | 28.57% 2.38%
agriculture/seafood sectors

Lending by financial institutions for business siaps in

. 0.00% | 32.93% | 57.32% 9.76%
agriculture/seafood sectors

Lending by financial institutions for investments by youn 1220 | 46.34% | 43.90% 8.54%

farmers

Lending to sector by specialist agricultural banks 0.00% | 38.27% | 41.98% | 19.75%
Lending by microfinance institutions for 1.28% | 14.10% | 58.97% | 25.64%
Indecon Indecon International Economic Consultants 25
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agriculture/seafood sectors

Lending by venture capital funds for agriculture/seafood
sectors

Source:Indecon Survey of Specialist Advisers

0.00% 7.59% | 49.37% | 43.04%

In addition to the wider survey @fdvisersthe independent Credit Review Offibasalso give us

their perspectives on the key issués.the next table the views of theCredit Review Officen

availability of finance for viable projects presented Thisconfirmsthat althoughthe overall -

sessment of lending to the agricultural and seafood sector was dending tocertain categories

of borrowerswasseen agoor, aswell as lending by venture capital fundehe Credit ReviewfO

fice believes thatiending to the sector by specialist agricultural bankbjchincludes machinery

finance milk processors and meal supplieisperceived agyood. In particular, théaunchof a

alfl CtSE emnnyY f2ly TFdzyR 6l & LRAYGSR 2dziz 6KSN
movement in milk pricesMicrofinance lending waseenasgoodX | £ § K2 dzaK y 246 f AYAGS
per farm due toEU $ate aid constraints

Table3.3: Availability of Finance for Viable Projects in Agricultural/Seafood Sectors (CR¢

Credit review office view

Overall lending by financiaistitutionsfor investments in

; Good
agriculture/seafood sectors
Lending by financiahstitutionsfor business startips in

. Poor
agriculture/seafood sectors
Lending by financiahstitutionsfor investments by young farmers Poor
Lending to sector by specialist agricultural banks Good
Lending by microfinandastitutionsfor agriculture/seafood sectors Good
Lending by venture capital funds for agriculture/seafood sectors Poor
Source: Indecononsultations with the CRO

A more positive view on the availability of finance to the agriculture/seafood sectorprwaiied
by the financial institutions but these institutions suggested that the availability of lending to these
sectors by microfinance institutions was poor as was the availability of venture capital.

On the issue of the availability of different loanancial maturities for the agricultural and seafood
sectors, a majority of advisers judged that the availability of fmmm loanswaspoor/very poor. It
was indicated to us that in general the maximum term is 15 years.

Table3.4: Availability of Different Loan Finance Maturities to the Sector

Excellent | Good Poor | Very Poor

Shortterm loans for sector (loans of less than 1 year) 8.33% 57.14% | 33.33%| 1.19%

Medium term loans (5 years) 3.61% 67.47% | 25.30%| 3.61%

Longterm loans (520 years) 0.00% 40.96% | 50.60%| 8.43%

Source:Indecon Survey of Specialist Advisers
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3.5 Summary of Findings

This chapter has outlined the current availability of finance in the agricultural and seafood sectors
in Ireland and how the credit market has changed in recent ya#iile the detailed available
data on credit is only available for credit provided by d&p taking institutions, Indecon notes
that there are manynonbank agri financial providers in the Irish market. Thgs®viders
however, are mainly focused on provision of wiagkcapital rather than finance for major capital
investments.The key findigs of this assessment of the current availability of finance to the sector
are:

C There are likely to be a range of factors influencing the level of credit provided to the
agricultural and seafood sectors. These factors include the impact of the ecoremession
as well as capital requirements in the Irish banking sector and also individual borrower issues.

C LYRSO2y Qa | yI he&diahcutstandng stéck ai éedifito tie agriculture sector
hasdecreased significantlgince 2009 and currently stds ate3.4 billion For the fisheries
and aquaculture sectors the levels of loans outstanding have decreased since 2006. While
credit to the agriculture sector followed the boebust pattern of the financial crisis, credit to
the seafood sector did not &ibit the same pronounced rise and fall.

C Consultations during this study suggest that there has have been a significant tightening of
bank risk appetite for the agriculture and seafood sectors following the finacrisdd; While
this is understandable thimpact of this on access to finance for some viable projects is seen
as an issue.

C As part of our research walsosurveyed specialist advisers in the agricultural/seafood sector
for their independent assessmeif the availability of finance to thessectors.The results
suggest that advisers rated the availability of finance for business-gparin agriculture /
seafood sectoras poor.

C The agricultural representative bodies consulted, supported the finding that there were
restrictions on access tfinance in the agriculture sector and in particular for younger
farmers.

C The representative organisation for the fish processing sector also suggest and that credit
access is a challenge for the seafood sector and that EMFF backed financial instruements h
arole to play in overcoming this challenge.
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4 vdzZl YOAGFOAQGS 1'aaSaaysSyu 2F 5SYI

4.1 Introduction

In this chapter, we assess the demand for credit in the agricultural and seafood sectors in Ireland.
This iscompared tocredit supply to examine whether there is unmet dematadfinance capital
investment.Following this quantitative analysis, this chapter then presents the evidence from the
consultation process on the existence of a financing gap in the égriewand seafood sectors

4.2 Unmet Credit Demand in the Agriculturend Seafoodsectos

In evaluating whether there is unmet credit demand for viable projects, it is important to examine
the future financing needs of the agricultural and seafood sectdris dan then be compared to
existing and likely future levels of credit supply.

In estimating the financing needs of the agricultural sector, it is useful to measure the investment
needed in order to reach the outpuydrojectionsoutlined in the relevant national strategic plans.

C2 2 R2 A & Srojects forpth@ &alue of primary production, including agriculture, fishing and
aguaculture, was to reachlO0 billion in 2025. Agriculture production was.1 billion in 2015, and
fisheries and aquaculture was just belo#b00 million. Therefore, therojected growth of the
agriculture, fishing and aquaculture sectors between 2015 and 2025 would involve the expansion
of the value of output by 44.7%.

The National Strategic Plan for SustaieaBbuaculture Development sesstarget ofan increase

in aquaculture production to reach 81,700 tonnes in 2023. This constitutes an increase by 113%

from 2015, when aquaculture production was at 40,000 tonnes, weoith9 million. Assuming

constant priceper-ton, this constitutes an increase of aguaculture productiore b§8 million. The

BIM Strategy 2012017 and the National Strategic Plan fégquaculture Development, expect

most of the increase in primary seafood production to be from aquaculture eTdrer, we assume

in our analysishat the output of this sectoh & G NASGSR (2 3INRIgastdFNBNY € pnn
million.

In the seafood processing sector, FoodWise 2025 directly provides the investment needed to
achieve the desired scaling of thector. This iestimatedatt o nn YAt t A2y ySi Ay@Sa
period 2015¢ 2025, which is in addition tathe funding already provided under the Seafood
Development Programme.

Unmet Credit Demand in the Agriculture Sector

For the agriculture sectorf-oodWise 2023argets equate to an annual growth of agricultural
output of around 2.7%. This can be used to calculate the investment needed using estimates of the
investment elasticity of output. These estimates are taken fleronometricanalysisundertalen

by Indeconwhich evaluated the impact of the Rural Development Plan, undertaken for the
Department of AgricultureFood and the Marine

A summary of the various output elasticitiegs alternative production functiongss shown in the
next table and ingtates that a 10% increase in capital inputs is likely to increase annual
agricultural output by between 1.6% and 4.2%.
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Table4.1: Summary of Capital Elasticity of Output and Yearly Rate of Investment Need

Econometric Model Capital Elasticity of Output
CobbDouglas Production Function 0.423

Translog Production Function 0.205

Olley-Pakes Production Function 0.162

Note: These output elasticitiesfer to the % change in output as a result of a % in capital investment

Source: Indecon analysisdertaken for the ExPost Evaluation of the RDP 20@D13 for the Department of Agriculture

This econometric evidence shows a consistently positive and significant impact of investment on
output. The table below presents the results for the capital elasticity of output, by controlling for a
number of explanatory variables (output as the dependemtable).

Table4.2: Impact of Investment on Output Panel Models

Output r:ﬁns:tr;] fixed effects r:fr;:;r: ef;r):sec?s r:frf]:;r: fixed effects
Payment type ImprIE)z\i/ne?nent Imprlznz\ilgcrinent Eé?r":r:?sg BGurIzladrll?LsJ Disadvantaged Disadvantaged
In_lab 0.22 0.124 0.219 0.123 0.221 0.126
(17.75)** (9.73)** (17.74)** (9.72)** (17.84)** (9.94)**
In_size 1.238 0.71 1.242 0.714 1.237 0.709
(20.90)** (10.40)** (20.97)** (10.46)** (20.88)** (10.39)**
In_size 2 -0.115 -0.065 -0.116 -0.066 -0.115 -0.065
(16.01)** (8.04)** (16.04)** (8.08)** (16.01)** (8.07)*
YE_AR 0.011 0.014 0.012 0.014 0.011 0.013
(19.30)** (24.14)** (19.66)** (24.41)** (18.40)** (22.72)**
FARM_MD_AGlH -0.004 -0.002 -0.004 -0.002 -0.004 -0.002
(10.60)** (5.26)** (10.67)** (5.31)* (10.79)** (5.48)**
farm_age2 0 0 0 0 0.000 0.000
(9.51)* (4.72)** (9.57)* (4.76)** (9.68)** (4.92)**
In_cap 0.258 0.179 0.255 0.176 0.26 0.181
(31.78)** (21.66)** (31.26)** (21.22)** (32.03)** (21.94)**
In_fuel 0.095 0.061 0.095 0.061 0.095 0.06
(22.87)** (14.47)** (22.86)** (14.46)** (22.92)** (14.48)**
IERI2 13,648 13,648 13,648 13,648 13,648 13,648
0.25 0.25 0.25
Source: Indecoanalysis originally undertaken for the ERost Evaluation of the RDP 20@D13 for the Department of Agriculture

The In_cap variable is the capital variable. This was calculated as the sum of capital employed for
various types of capital, machinery, laiing, land, and also included an imputed rental value of
land, and land rented in, as well as depreciation. The interpretation of the coefficient is that a
change in the coefficient (change in capital is a net investment) gives a change in the dependent
variable, so for the coefficient of about .2, then a 10% change in capital would give a 2% change in
output. Note that this is an aggregate capital effect and the change is interpretable as a weighted
average change in the typical profile of capital. Thefficient estimates are significant and are
consistent with previous Indecon estimates using alternative production function assumptions. In
what follows, we will show ranges of investment needs based on alternative estimates shown in
Table4.1.
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Usingthese estimates, we calculated the annual investment need based on the output target
calculated above, i.ean output growth rate of 2.7%d.he estimated relation between capitalpiut

and output is conditional odabour input being constant This is a reasonable assumption as
Eurostat data shows that labour input in the Irish agricultural sector has decreased by close to 50%
between 1990 and 2001, and has been stable sibe. effet of TFP is not controlled fam the
estimated equationand its impact on output is therefore included in ti#l NA lcaefficgdt Q
estimates.Matthews et al (2006) examined the academic research on the growth rate of total
factor productivity in Iristagriculture between 1980 and 2006, and show that productivity growth
has slowed considerably since the 1990s, down to a growth rate of less than 1% yearly towards the
end of the period.

The implied growth rate of capital inpub achieve the output targetbased on the different
estimation methods, is summarised in the table below. The results imply that to acmesenaal
growth rate of agricultural output o2.7%, the farming sector would have to increase the stock of
capital input by 6.5%16.9% yedy.

Table4.3: Summary of Capital Elasticity of Output and Yearly Investment Needs

Econometric Model Capital Elasticity of Output Investment need to hit2.7% yearly output
growth

CobbDouglas ProductioRunction 0.423 6.5%

Translog Production Function 0.205 13.3%

Olley-Pakes Production Function 0.162 16.9%

Note: These output elasticities refer to the % change in output as a result of a % in capital investment

Source: Indecon analysis

In the absence of detailed data darm capital input, ve approximateit with the CSO seried bt

capital stock in agriculture, fisheries and fore€ry ¢ KS &a3d201 Aa Sldzat (42 €
series includes fixed capital assets of forestry aslefies. These sectors contribute to less than

MOmM: 2F GKS ONRIFRSNI aSOG2NBEQ Dz ! Basdll®n tmspis’s 2F S
reasonable to assume that very high proportionof the capital stock of the agriculture, fisheries

and forestry sector is farm capitalnput. The investment need based on this overestimated

measure of capital input shoulzk interpreted as an upper bound.

¢tKS ySEG GlotS AYyRAOFGSaAa GKIG GKS wnmcec ySi Ayg
e Mm®c o d 0 hdin§ dnzhg assuR&llpisduction function. By 2020, the investment need will

be betweene807 million ande3.06 billion. In 2025, the net investment need is projected to be in

0§ KS NI y¥88 dr m e indesdtrieyit heedmcreaseover time as the leveof investment

required to meet annual growth targetare likely to expand Since these estimates are upper

bounds, the true value is likely to be towards in the lower end of the interval. We therefore

believe that the investment needs obtained with ti@obbDouglas production function are the

most appropriate estimates for this setting.
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Table4.4: Estimated Net Investment Needs in Irish Agriculture (2€2A@25)

. . . Change in net fixed Change in net fixed
Change in net fixed capital, . .
- capital, translog capital, OlleyPakes
Year CobbDouglas Production . f . )

o ; Production Function Production Function
Functiono € Y 0 . , . .
0€eYu 0€eYu
2016 627.7 1,295.2 1,638.9
2017 668.3 1,468.0 1,915.7
2018 711.5 1,663.9 2,239.3
2019 757.5 1,886.0 2,617.5
2020 806.5 2,137.7 3,059.5
2021 858.7 2,423.0 3,576.2
2022 914.2 2,746.4 4,180.2
2023 973.4 3,112.9 4,886.2
2024 1,036.3 3,528.4 5,711.4
2025 1,103.3 3,999.3 6,676.0

Source: Indecon analysis

Taking into account the pace of depreciation prevalent in the past ten years, the folltatiley

summaises the gross investment needéd achieve output targets. The change in gross fixed

assets is the actual disbursement, or the amount that has to be financed in order to achieve the

desired increase in net fixed assets. Considering the Cablglas estimates, net purchases of

fixed assets requiredtomeet G A2y | £ 2dziLJdzi GFNBSGA A& SAGAYI GSF
YAfEA2Y AY Hnamc (2 emInyc YATEA2Y AY HAHpPOD

Table4.5: Estimated Grosftnvestment Needs in Irish Agriculture (20428025)

Change in gross fixed capital, Change in gross fixed Change in gross fixed
Year CobbDouglas Production capital, Translog capital, Olley-Pakes
Functiondé € Y 0 Production Functiord € Y| Production Functiord € Y]

2016 845.4 1,512.9 1,856.6

2017 900.0 1,714.8 2,170.2

2018 958.3 1,943.6 2,536.7

2019 1,020.2 2,203.0 2,965.1

2020 1,086.2 2,497.0 3,465.9

2021 1,156.5 2,830.3 4,051.2

2022 1,231.3 3,208.0 4,735.4

2023 1,310.9 3,636.2 5,535.2

2024 1,395.7 4,121.4 6,470.0

2025 1,486.0 4,671.5 7,562.7
Source: Indecon analysis
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For comparison, the following table shows ttleangein gross andhet capital stock in agriculture,

fisheries and forestrgectorin the period 2006 H nMp ® b Si Ay @Sao8diicn 1 & 0S
FYR emMInuHu YAftA2Y Ay @SINER 2F LRaAGAOGS Ay@dSaid
required to reach the output targets is in a range consistent with the historical pattern ofhnet i

vestment.

Table4.6: Historical Changes in Net and Gross Fixed Assets (2005)

Year Change in net fixed assets Change in gross fixed assets
2006 433.6 654.3
2007 401.7 320.5
2008 1,422.0 1,472.2
2009 -876.6 -1,171.9
2010 -542.3 -731.0
2011 208.9 175.3
2012 384.5 525.4
2013 -198.1 -26.3
2014 424.3 899.3
2015 300.5 419.0

Source: Indecon analysig CSO data.

Note: Average depreciation considers only years of positive depreciation.

The analysis suggests that the capital investment requirementthe sector will grow from
FNRPdzyR eypn YAfftA2Y AY Hnanmc (G2 I NRdzyR emdp OAf
internal fundsor grants and part will be covered by external finance and result in credit demand.
Assuming farms use internegsourcesor grantsto fund 40% of investment, and the remaining

60% with lending, then the credit required to finance capital investment in the agricultural sector

Aa SadAYFGSR (2 06S INRdzyR epnt YAftA2Yy AYy HAMC

Having estimatedhe demand for credit relating to capital investment in the agricultural sector,

we estimate likely credit supply. The best data available for the provision of lending to the

F ANRA Odzf dzNI £ &aSO02NI Aa GKS aySg fr8lahdR prgsanted 2 { a9 ¢
in Table3.1. Since SMEs held 96.2% of total outstanding amounts in the agriculture sector, using

SME series for new lending should be a good appration of total credit supply.

Between 2011 and 2015, new lending to SMESs increased at an average rate of 3.4%. We use this
growth rate to estimate new lending between 2016 and 2025. Indecon notes that there is
significant uncertainty regarding what finee will be available but believes this is a reasonable
assumption for modelling purposést KA a Sljdz- §Sa (2 ecTtm YAfEA2Y Ay
2025. Not all of the new lending to farms is used to finance capital investment. Due to the high
volatility of cash flows in this sector, a substantial part of credit provision is given to finance

! Indecon has tested theensitivity of this assumptioof the estimated gapA 2% growth of new lending leads to an estimate for the
agricultured I LJ 2F emmMaY AY Hamc ! IMRSNYHSGAADSHT ¥ Dy YW Ay HOurlentestinBtbR g Ay 3 (2
Ad emnnY IANRBggAYI (G2 e€eopnY AY HAHpPO
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working capital. We assume that 60% of new lending to farms is to finance capital investment in

the agricultural sector. This suggests an estimate of likely cregdiflgdor capital investment of

enno YAfftA2Y AY HAMCZ
uncertainty on developments out to 2025 and caution needs to be exercised in designing any
Financial Instrumentto take account oiny projected funding gap.

NRA &AY3

02

epnc YAfftAZY

The table below presentsur estimates for the resulting gap in funding. This suggests a potential
aSO0li2N) 27

Tdzy RAY 3

million by 2025.

KL AY GKS

I 3 NRA Odzf (i dzNB

Table4.7: Estimated Gap Between Demand and Supply of Credit in Agriculture (2026)

Year /I NBRAG RSYF| / NBRAG ada] CAYlIyOAy3
2016 507 403 104
2017 540 417 123
2018 575 431 144
2019 612 446 166
2020 652 461 191
2021 694 477 217
2022 739 493 246
2023 787 510 276
2024 837 528 310
2025 892 546 346
Source: Indecon analysis

Unmet Credit Demand in Aquaculture and Seafood Processing Sectors

I N2 dzy R

For the aquaculture sector, using data from the latest report of the Scientific, Technical and

Economic Committee for Fisheries of the European Commission, we estimatedresrgelation
between net investment and the change in sales weight. Note thet to data constraints, the

coefficient indicates the additional per cent increase in output weight associated with a per cent
increase in investment, without controlling for other factors. The linear approximation is depicted
in the figure below. The she is such that an increase in investment by 10% delivers an additional
increase in output by 1%. Because we are not controlling for other factors, the coefficient includes
the impact of factors that may change when investment increases, such as labour inp

Indecon

Indecon International Economic Consultants
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Figure4.1: Sales Weight and Net Investmem Aquaculture Sector, log scale (202812)
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Source: Indecon analysis BADN data.

Using this linear approximation, it is possible to infer the netitehinvestment in aquaculture

needed to obtain the increase in output weight set out by the National Strategic Plan for
Sustainable Aquaculture Development. The table below summarises the results. To achieve 9.3%
output growth in the aquaculture sectorktS & S NXI & ySi& Ay@SadySyid ySSR
depreciation equal to the average of previous four years, the gross investment need is estimated

G2 0SS 2dzal o0 Ssbutihg 60% of thiy dapithl indsfrdent is financed by debt, lending

2 ¥ .@ million per annum would be required.

Table4.8: Estimated Investment Needs to Hit Output Target in Aquaculture (2Q2923)

Yearly Net Investment Yearly Gross
Yeas Yearly output growth 6€¢ VY0 Investmenté € Y
2016 9.3% 22.7 29.8

Source: Indecon analysis

Data on credit supply to the aquaculture sector is aggregated with the fishing industry. We
calculate the projection of new lending to fishing and aquaculture for the period 2@D23 using

the average growth rate for agriculture lendifigrurther, we assume that credit supply is allocated

in proportion to the value of output of the sufectors, and that 60% of credit supply to the
aquaculture sector is devoted to capital investment. The tablbwesummarises estimates of
credit demand, credit supply and the financing gap for 2016.

8 Yearly growth rates of new lending to the fisheries and aquaculture sector for the periodc2R082 range between50% and
+72.5%, averaging 20%. Using this average growth rate for projectiantsresunrealistic levels of new lending in the projected
period.
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Table4.9: Estimated Gap Between Demand and Supply of Credit in Aquaculture (2023)

Yeas I NBRAG RSYI / NBRAG adz| Financing gap
0€e YO
2016 17.9 12.9 5

Source: Indecon analysis

Given a logdinear relation between investment and change in output and a constant output
growth rate target, this suggests one estimate of annual investment nélus financing gap in

the aquaculture sector isstimated ate5 YA f f A2y ® ¢KAA& A& Sljdz fin G2 o
2014

Indecon also notes that the level of demand for credit in the seafood sector will also be influenced

by how credit demand is infenced by the expected growth in subsectors. Egample,we

understand thatvarious growth targets for the seafood processing sector have been discussed in

recent years, from the now dated and undembitious target of growing s&la (2 emM OAf f A
20200YFe& 06S | OKAS@OSR o0& wHamMTkMyO G2 F Y2NB FYoA
presented in a conference in recent years. Other targets from Food Wise 2025 include:

(1) Reducing commodity sales of fish from 70% to below 50% by 2025 (i.e. increased
invegment in value added processing plant and equipment), and

(2! RRAGAZ2YIf eonnY Ay@SadySyd Ay aSIkT22R LINROS
investment in processing, to achieve the necessary scaling in the sector targeted by
national policy.

For the estimation of the financing gap in the seafood processing sector, FoodWises2id2ates
0KS Ay@SadySyli ySSRSR G2 | OKAS@OS GKS RSAANSB a
over the period 2015¢ 2025, is in addition tothe funding provided under the Seafood
Development Programme. This means net investment should increase iyerageof on YA T t A2 Y
Fyydz-fted 2SS (G(Kdza | RR e€eon YAftA2y G2 GKS {1 4S
processing sectoprovided by the Scigific, Technical and Economic Committee for Fisheries of

the European Commission; adding depreciation, this amounts to an annual gross investment need

2F FLIWINRPEAYIFGStf& ecc YAfftAZ2YOD

0]
a

(

Table4.10: Estimated Invetment Neededo Achieve Desired Scaling of Seafood Processin

Sector (2016)
Yeas 8K NIe bSG Ly| .SINIe DNRaa L
2016 49.4 66.1

Source: Indecon analysis

Assuming 60% of capital investment is financed by debt, the demandrédit to achieve the
RSAANBR aO0OFftAy3a 2F GKS aSrkrF22R LINRBOSaaAy3a asSoiaz
The credit supply data from the Central Bank does not provide the level of detail at the processing

sector level. We can however obtain an estiman the basis of the assumptions made previously
and the data provided by the STECF. If 60% of current capital investment is financed by debt, then
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4 Db Quantitative Assessment of Demand and Supply of Credit

an estimate for credit supplyo the seafood processing sector 2016is approximated € mp ®n
million’.

Table4.11: Estimated Gap Between Demand and Supply of Cred&aafoodProcessing

Yeas I NBRAG RSYI / NBRAG adz| Financinggap
0€ YU
2016 39.6 24.2 15.4

Source: Indecon analysis

Theresulting financing gap in the seafood processing sectestignated to be of the ordenof
€15.4million. Thisisequaltgz 2F (KS aSOG2NRa Gd2NYy20SNI AYy Hnwmnd

Our analysis suggests the financing gap in the overall seafood seettinisted atapproximately

€20m. Our estimate of credit demand for the seafood sector suggests a constant credit demand

given the functional form of the estimated egtion. However, Indecon beliegehat it is likely

that as the sector expands the demand for credit wlko rise but we expect some increase in

credlt supply to also occur. As a Worklagsumptlon we are assuming that the flnancmg gap for

GKS aSOG2NJ gAft AYyONBIFA&S A304Y Ay ampp20X&buiveS &S00 2
note that there isuncertainty on this point and that the actual level of demand will only be
determined onceenterprises decide to apply for credit.

Table4.12: Estimated Gap Between Demand and Supply of Credit in Seafoatit(2025)

Year lljdzl Odzt GdzN¥ { SI F22R t NR ¢201t o¢€
2016 5.0 154 204
2017 5.4 16.6 221
2018 5.9 18.0 23.9
2019 6.5 19.4 25.9
2020 7.1 21.0 28.0
2021 7.7 22.6 30.4
2022 8.5 24.4 32.9
2023 9.2 26.4 35.6
2024 10.1 28.5 38.6
2025 11.0 30.8 41.8
Source: Indecon analysis

® The latest data from this source is 2012. We calculated credit supply for this year and projected it onto 2017 usingtfeegauerth
rate of credit supply to the agricultural sector.
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4 Db Quantitative Assessment of Demand and Supply of Credit

4.3 Survey Evidence on the Financing Gap

The judgement of advisers on the estimated gap between supply and demawidlite projects is
presented below. The most frequent estimates were betweerg 20% and 2@ 40%in the agi-
culture and seafood sectoilhis relates to estimate of the gap between the supply and demand of
finance forviable projects in these sectors expressas a percentage of existing levels of lending
to these sectors.

Table4.13: Estimated Percentage Gap between Supply and Demand for Viable Project

0¢5% 5.48%
5¢10% 19.18%
10¢ 20% 42.47%
20¢ 40% 26.03%
Source:Indecon Survey of Specialist Advisers

Taking a weighted average of the responses gibgnadviserssuggestsa percentage gap of
15.75%A lower estimate was implied from consultations with financial institutions.

Table4.14: Estimated Percentage Gap between Supply and Demand for Viable Project

(weighted average)

Weighted average of all responses 15.75%

Source:Indecon Survey of Specialist Advisers

The estimate of the CraétdReviewOffice is consistent with the assessment of advisers, in the range
10 ¢ 20%.The size of the estimated funding gap in the agriculture/seafood sectors suggests that
some interventions may be needed to bring credit supply closer to its economically effaieht

Table4.15; Estimated Percentage Gap between Supply and Demand for Viable Projects (!

Credit Review Office view 10¢ 20%

Sourcelnput to Indeconfrom CRO

It is useful to estimate the credit gap as implied by the findings of the Indecon survey of advisers
compared to the quantitative evidence from our modellingfhe survey evidence implies a
gSAIKISR I OSNI IS 2F GKS OIf &S Z2HENRQIRNEASI RGO :
million for the whole seafood sector, as presented in the figure below. This is similar to that est

mated in our quantified modelling for the credit gap in 204kich estimated a financing gap of

arounde mnn YA £ ANRY dA 21 NZNG RO Giliah MaulacyilRre and seafood r

cessing sectors.
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4 Db Quantitative Assessment of Demand and Supply of Credit

Table4.16: Estimated Value of Gap between Supply and Demand for Viable Projects Base

{ dZNDSe 9OARSYOSImsSAIKISR |

. f
Agriculture Seafood :
(Aquaculture + Processing)
15.75% of credit supply in respective sector in 20 102 15
Source:Indecon Survey of Specialist Advisers
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4 Db Quantitative Assessment of Demand and Supply of Credit

The evidence from the Indeca@urvey of specialist advisers and consultations with the CRO thus
broadly supports the findings of our quantitative analysis. The survey responses suggest that
advisers believe that there is a significant financing gap in the agriculture and seafoors secto
Ireland with the weighted averages of responses suggesting a gap of ar6und 1

4.4 Summary of Findings

Assessment of Demand and Supply of Credit

C LYRSO2yQa VY2RStfAy3d SaidAayYlIiSa ONBRAdveraRSYl yR
agriculturaland S F22 R aSOG2NJ G2 06S 2F GKS 2NRSNJ 2F €7
IANRB g (2 | NBdzy R # theperpecied dxparsbryof theysectors is realised.

C Our estimates indicate a potential funding gap for capital investment in agricultureoohdr
emnp YAtfA2Y Ay wHnmc FYR GKFG dGKAAa O2dzZ R NRaA
expands in line with national targets.

C LYRSO2yQa SadAayYriSa adza3sSada | LRISYGArt TFAyl
sector, rising tarounde & million by 2025.

C In evaluating the implications of the estimated potential financing gap Indecon notes the
inevitable uncertainty concerning future credit supply and demand and we caution against
assuming that Financial Instruments would be appropriate gdor addressing all of the
estimated potential gaps in financing for these sectors. While the Indecon modelling has built
in an assumed increase in credit supply by financial institutions and other providers, we
accept that the level of credit supply mcrease faster than assumed. It is also possible that
the agriculture and seafood sectors may not expand their borrowings to the levels
anticipated. In our recommendations we therefore propose that the pilot Fl is set at a level
which would only addressapt of the potential funding gap.
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5b Market Failures and Suboptimal Investment Levels

5 al NlSG ICYR{{daBALIGA Yt Ly@dSadyYSyi

5.1 Introduction

2 KAES GKS LINSQA2dza eskrhatadof$hipodentdl bap eBvgen thy deiBad@ v Q a
and supply of credit in the agriculture and seafood sectors in Ireland, this chapter focuses on
ascertaining whether or not this gap is due to market failures in the sector or market orientated
constraints. The issuef suboptimal investment levels is also considered

5.2 Evaluation of Market Failures

In assessing gaps between supply and demand for finance, it is important to consider if unmet
credit demand is due to market failure aiod other reasons, for exaple, project unviability. An
unwillingness of financial institutions to lend because of project unviability is a feature of a
functioning market and would not merit public policy interventions. When lending in a sector is
curtailed however due to markeailures which serve to keep the level of credit and investment at
sub optimal levels, there is scope for public policy interventions to overcome these market
failures. To evaluate the merit of publicly backEmhancial Instrument# is thus important to
identify if there are market failures in the Irish agriculture and seafood sgdtothis section, we
define the concept of market failure and describe typical instances in credit markets, particularly in
the agricultural and seafood sectolis the nextsection, we evaluatascertain the existence of
such market failures in the Irish case.

¢KS CL /2YL} &aa 3dzA RSt A yab impeReStibri iy tBe ntarkeY medbar8sin @ F | A f
that prevents economic efficierc}f. In access to finance, market failutan occur because of
asymmetric information between the debtor and the lender. When information is asymmetric,

f SYRSNEQ FoAfAdGe (G2 LINAOS NRA]l Aad AYLIFANBRO |

imperfect means to ascertain repayment probaBlE & dzOK | & 02 NNR g SNDa & NI

lending through collateral guarantees. Market failures arise when these alternative methods are
not available, for examp|decause of lack of credit history or unavailability of sufficient collateral.

In casesvhere there are market failures in the funding of financial institutions, capital shortages
and a risk averse approach to financing of potentially viable projects may result. Market failures in
finance can also arise due to positive externalities not taikeo account by the lender. Financing
viable enterprises results in increased employment, with positive -@pdis to the whole
economy. In particular, promoting investment in lIrish agricultural and seafood sectors has the
additional benefit of enhancm the development of rural areas andinsulating growth in
indigenous sectors in Ireland.

The figureoverleafgraphically shows the effect of market failures on credit supply. Iratis=nce

of intervention, economic inefficiency results in a lower amoaohtcredit provided at a higher
interest rate. There are projects where a lower interest rate would be agreed by both lender and
buyer if the lender could monitor the buyer (asymmetric information) or if the lender could be
rewarded for the social benefitemerated by the project funded (positive externality). The
deadweight loss is represented in the figure as the blue area. The additional loss to society due to
externalities is the red area Figureb.1.

1% https://www.fi -compass.eu/sites/default/files/publications/manual_violexante-assessmenteneraimetholology. pdf
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5b Market Failures and Suboptimal Investment Levels

Figure5.1: Economidsficiency andMarket Failure in Finance
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Source: Indecon

Financial Instrumentsan be used to bring economic equilibrium in agricultural and seafbod f
nancing closer to the point of economic efficiency. For instance, when levels of collateralisation
are low because the assets used in production are illiquid, guaracte®e®e used to reduce the
effect of asymmetric information on loan pricinghifting the supply curve right. Moreover, when
social returns are higher than private returns to financial institutions, the public sector may offer
loans at a lower price, which takes into account the social benefit.

5.3 Interest Rates, Default Rates and Loan to \@Ratiosin the Irish
Agriculture and Seafood Sector

In evaluatinghe potential existenc®r otherwiseof market failures in credit marketsis useful to
compareinterest rates across countrieRecent research by the Central Bank of Ireland showed
that interest ratesfor SMEs are consistently higher in Ireland than in other EU econdhiiéss
result holdstrue even controlling for differences ianterprise characteristicsThe study shows

that at the country level, impairments on the credit supply side and measures of banking sector
competition are related to interest rate differentiall Ireland,there arerelatively high interest
ratesfor SMEs as illustrated in the figure overleafhiscoud possiblybe an indication of market
failures in theoverallsupply of credibr may reflect other factors

“g! YRSNEGFYRAY3I {a9 AyGSNBad NI GS GENRFGAZ2ZY | ONRP&A 9dzNRLISéS oO6Hnmc
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5b Market Failures and Suboptimal Investment Levels

Figure5.2: Interest rates, Banking Sector Riskiness and Concentration (20A&15)
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SourceCBI Quarterly Bulletin, April 2016

The following figure further illustrates the disparity in interest rates chargee@rtterprises in
Ireland and othermember states using data for February 2017 from the ECB for the average
interest rates charged to nefinancial corporations. This figure shows that the rates charged to
Irishenterprises are amongst the highest in the Euro area.

Figure5.3: Average Interest Rates Non-Financial CorporationgFebruary 2017)
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SourceECB Monetary and Financial Statistics

The tableoverleafreports interest rates on new lending to SMEs between Q2 2015 and Q2 2016.
Borrowing in primary industries is among the most expensive in all quarters considered.
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5b Market Failures and Suboptimal Investment Levels

Table5.1: Interest Rates onNew Lending toSMEs bysector, % (Q2 2015 Q2 2016)

Junl5 | Sepl5 | Decl5 | Mar-16 | Junl6
Primary Industries 5.16 5.08 5.05 5.07 5.16
Manufacturing 4.26 414 4.15 4.13 3.09
Electricity, Gas, Steam and Air Conditioning Sup  3.04 0.74 2.79 2.3 1.82
Water SuppIySeyvgrage, Waste Management an 767
Remediation Activities
Construction 6.38 5.03 6 5.57 4.87
Wholesale/Retail Trade & Repairs 5.31 4.87 4.69 4.61 4.49
Transportation and Storage 6.26 6.02 4.62 5.52 4.83
Hotels and Restaurants 4.33 4.46 4.14 4.07 3.59
Information and Communication 4.87 3.54 4.21 4.85 4.69
::nlgﬁltzct:ilgl]lsr;termed|at|on (Excl. Monetary Financi 4.93 4.42 313 459 43
Real Estate Activities 3.49 3.46 3.69 3.27 3.38
Business and Administrative Services 5.46 4.89 5.47 5.16 5.16
Other Community, Social and Personal Services| 4.12 5.23 6.83 4.98 4.34
Education 5.12 5.28 5.29 5.82 5.26
Human Health and Social Work 4.1 3.99 4.9 3.96 4.05
Total 4.73 4.59 4.64 4.34 411
Total ex. Financial Intermediation 4.71 4.56 471 4.33 4.1
;(;tlgltee;.slgggr;gal Intermediation and Property 4.94 4.78 5.09 4.75 4.29
Source: Indecoanalysis of Central Bank of Ireland Data

Differences in interest rates may be due to differences in risk, maturity, and ddaer
characteristics. For example, all else equal, a sector with a higher share-pérforming loans or
with longer average loan maturity pays a higher average interest rate in an efficient mahiest
figure overleaf shows that default rates in primagctor SMEs are among the lowest across all
sectors in Irelantf. Thefigure suggests that does not appear thathe interest rate differential
between primary industry and other sectaieflectshigher riskiness of the sector.

2 Sectors with small exposures are subsumed into larger sectors for exposition purposes. The Electricity, Gas, Ste&rorattio i
ing Supply, and Water Supply, Sewerage, Waste Management and Remediation Activities sectors are included\aitiifac-
turing sector; the Transportation and Storage sector is included with Wholesale and Retail; the Human Headgtbiaindork, and
Education sectors are included with the Other Community, Social and Personal sector; the Informat@onandnication sector
is included in Services. The Personal sector involves lending for the purposes of house purchase,ipvepgrignt and consu-
erlending that is managed in the business banking units of the subject banks.
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5b Market Failures and Suboptial Investment Levels

Figure5.4: SMEDefaut Rates bySector(December2015)
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SourceSME Market Repor2016H1, Central Bank of Ireland

The previous section identified as a possible source of market faggues with the measures
available to reduce the effects of information asymmeffe figureoverleafshows the loarto-
value of fixed assets ratio, as a measafeollateral availability in the agricultural sect®ata is
from the Farm Accountancy Data Network; this leveldefail is not available for the seafood
sector. Low loa#to-value ratios indicate that there is potentially room for increasing secured
borrowing; when borrowing remains low relative to fixed assetsere may be some degree of
credit rationing. The figurehows that Irish farms liabilities astable throughout the period and
only 2% to 7% of fixed assets in 2013.

Figure5.5: Loanto-Value Ratioof Agricultural Sectoy Total Fixed Assets (20a815)
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Source: Indecon analysis BADNdata
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5b Market Failures and Suboptimal Investment Levels

Agricultural land and machinery represent illiquid assets and financial institutions may be unwilling

to accept them as collateral to secure funding. Buildings may be a luuid asset to use as
collateral.Howevet h @Sy (G KS Ay GSaANFXrdAzy 2F YIye FihisNY¥SNEQ
adds further complications. The figure below focuses on collateralisation of buildings. In 2013, the
loanto-value of buildings ratio was below 4Q#igrazing livestock farmsnd below 60% in milk

and mixed farms.

Figure5.6: Loanto-Value Ratioof Agricultural sectoy Buildings (200€2015)
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Source: Indecon analysis BADNdata

The figureoverleaf shows theloanto-value of total assets of the aquaculture and seafood
processing sectorausing data from the STEQR the period 2008012, the seafood processing
sector hasde-levered to a loario-value of total assets of 40%. The aquaculture sector-toan

value of total assets is even higher at 65%. In the seafood sector, evidence of lack of collateral
availability is weaker than the agriculture sector.
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Figure5.7: Loanto-Value Ratiocof Seafood SectqiTotal Asset$20082012
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Indecon also compared LTV ratios for primary industriesluding agriculture fisheries and
aquaculture to other sectors. This showed a very wide range of sectoral differences. For example,
while debt to net fixed assets in the primary industries was 35% in 2015, it was 52% in
construction and 53% in wholesale/retail sectors. In other sectors such asmation and
communications industrnjt was only 1% and in education was 5%. This reflects very different
capital structures, investment requirements and ownership in different sectors and we do not
believe that any conclusions on market failures can bevadrirom these sectoral comparisons.

Another possiblesource of market failure is the existence of positive externalifldése agrfood

and seafoodsectorsin Irelandmaygenerate a social return over and abgwevate profits These
sectors arethe main economic driver in rural areas and is a pivotal sector for rés of the
economy nationwide, as stated FoodWise 202and reported below

a ! Hdddis embedded in local communities across Ireland in ways that no other industry can match. It

is the main economic driver in many rural areas and, in terms of direct and indirect employment and

wealth creation, its impact across the country isunpar&lf SR® LG& adFyRAYy3 Fa LNBftL
industry is more than a question of economic ownership. Thefagd sector uses more domestic inputs

than any other sector of the economy and, as farmers, fishermen, forest owners and food businesses

supply their goods and services, their actions add to the common good in often underappreciated ways.

WX8

[The] projected growth will further cementthe agfiz 2 R a4 SO0 2NNa LlR2aAdAizy | a | &l
of the Irish economy. As the data alludeal ¢arlier illustrates, economic growth within agood has a
LINE L2 NIOA2YFffe Y2NB LRaAGAGS AYLI OO 2y O2YYdzyAidASaxz

In summary, in this section we showed that Irish SMEs pay a higher interest rate tharinSMEs
other countries In Ireland, primary sector SMEs pay a higher interest rate than many other
sectors. This is not matched by higher default rategprimary sector SME4.ow loarto-value
ratiosin Irish farmsmay be anindication of market failure in # agriculture sectoand could be
related to the difficulties which lenders face given the difficulty in separating business assets from
primary residence for agricultural enterprises. We also examined comparative LTV in other
sectors but this showed a de& range of variance and it is not possible to derive definitive
conclusiondased orthesesectoral comparisons
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An additional market failure in the aquaculture sector may relate to licenamdy regulatory

issues Licenses are granted in the sector anlOyear basis. Given the need to renew these

licenses at intervals of every ten years, depending on the timing of an investment decision,
financial institutions may attach additional risk to a lending decision given the additional
uncertainty about thed 2 NN2 g SNRA | oAfAdGe G2 2LISNIGS Ay GKS
ability to repay any loan.

Indecon has also been made aw&mem consultations with stakeholdethat a significant backlog
of license applications has developed in recent yearsthisddelay in obtaining licenses may add
to the risk and uncertainty in the sector from a lending point of view.

5.4 Survey Evidence on Reasons for Rejection of Funding Application

The evidence presented in this section suggests a number of market failuse®anpresent in
credit markets to the agricultural and seafood sectirdreland It is usefulto considerevidence
on the reasons givety financial institutiondor not providing fundingo these sectorsThefol-
lowing table presents findings fronindecoQ & & dzZNI@3Se& 2 F ro-afdsiygestsfaladmel € | R
of reasondfor credit rejection The analysis suggests that not alltlué cases where funding was
not provided related to market failure. For example, inadequate repayment capisciyvalid
market relatedreasonfor non-provisionof credit However, thechange in bank lending policy i
seen by alose to halfof advirs as a key reasoms a change in bank lending polioay imply
that an individual loan is not being rejected based on its1 aaerits in terms of repagbility and
project viability, thiscouldreflect the existence of a market failurelowever this could also reflect
insufficient credit assessments in the past. Of note also is that over 27% ofradvidieved that
there wasa lack of availability of finance ferable projects and over 36% felt that a lack of credit
history was a factor.

Interestingly, while there were some differences of views among financial institutions contacted,
the importance of insufficient securityddiateral and lack of borrower credit histowyere recog-
nised. Also recognised was the impact of a lack of financial track record of young fatar«gd
businesses.

Table5.2: Views on Main Reasons fétejection of Funding Applications

Lack of borrower credit history 36.90%
Insufficient security/collateral 27.38%
Lack of availability of funds for viable projects 27.38%
Inadequate repayment capacity 55.95%
Inadequate financial information provided bprrower 27.38%
Deterioration in business financial performance 15.48%
Change in bank lending policy 47.62%
Requested facility was sanctioned but at a lower level/different structure to
that requested 29.76%
Existing debt burden already too high 34.94%
Other (please specify) 8.43%
Source:Indecon Survey of Specialist Advisers
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The views of the Credit Review Office are consistent with the general results bf @ A su2 NE& Q
vey.The Credit Review Office signalled that the new capital requirements for banks under Basel llI
disadvantage Irish SMEs and farms who suffered the crisis. These capital requirements are based
on risk weights based on credit history, which may be impair&@Miks and farms who were hit in

the downturn. In somecasesthese loans may have been for investments outside of their main
business. In addition, the Credit Review Office pointed out that an important criterion for lending

is the ability to repay from e flows. Their view is that fluctuating commodity prices mean that
banks tend to base assumptions on the lower end of the distribution of prices over the past five
years.

Table5.3: Views on Main Reasons f&tejection of Funding Applications (CRO)

Credit Review Offic&riew

Lack of borrower credit history \%

Insufficient security/collateral

Lack of availability of funds for viable projects

Inadequate repayment capacity \%
Inadequate financiahformation provided by borrower \%
Deterioration in business financial performance \%
Change in bank lending policy \%
Requested facility was sanctioned but at a lower level/different struct Vv

to that requested

Existing debt burden already too high

Other (please specify)
Sourcelnputs tolndeconby CRO

In understanding the potential gap in supply of finance for viable projects in the agricultu
al/seafood sectors, it is interesting to consider possible bank related reasotmvhy businesses

in this sector did not apply for bank finance in the Isigtmonths. The views of specialist advisers
on what bank related reasons were relevant in understanding why credit in this sector was not
requested is outlined in the table below. i§tsuggests a range of reasons includingerception

that banks take too long to make decisions and a belief that banks are not lending. Other pe
ceived factors include the terms and conditiotise difficulty of the application processd the
interest rate.

A number of financial institutions also indicated that a possible reason why credit wag-not r
guested related ta fear ofpossible rejection. In addition, there was recognition by some financial
institutions that the terms and conditions and otherctars including the application process and
time to make decisions may have resulted in some agriculture/seafood businesses not requesting
credit.
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Table5.4: Bank Related Reasons for why Credit was Refguested

Possible rejection 33.33%
Belief that banks are not lending 40.96%
Have been turned down before 28.92%
52y QG GNMHMzald ol yqla 28.57%
Too many terms and conditions 35.71%
Application process wdifficult 36.90%
Banks take too long to maldecision 45.24%
Interest rate too high 34.52%
Source:Indecon Survey of Specialist Advisers

The views of theCredit Review Office on bank related reasonfer why credit was not requested
are summarised in the table beloWhe most relevantreasons areseen agxpectations of possible
rejection, the fact thatapplications have been turned down befomnd the difficulty of applia-
tion processes.

Table5.5: Bank Related Reasons why Credit was Not Reque&ERIO)

Credit Review Officeiew

Possible rejection vV

Belief that banks are not lending

Have been turned down before \V/

52y QG (GNHMzalG ol yqla

Too many terms and conditions

Application process wdifficult V

Banks take too long to make decision

Interest rate too high
Source:Indecon Survey of Specialist Advisers

It is important to recognise that there were also business related reafonshy credit was not
requested. An analysis of these issues is presented below. Important factors ilmcprééerence
not to borrow, the availability of personal funds and a view by some thaa& mot the right time
to borrow. This latter view was also shared by financial institutions consulted.
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Table5.6: Business Related Reasons for why Credit was Not Requested

5ARY QG ySSR Al 26.19%
Existing finance in place 19.05%
Prefer not to borrow 45.78%
Use/raise personal funds when needed 38.10%
Not the right time given the economic climate 30.95%
Inability torepay/meet requirements of finance 28.57%
Too expensive to borrow 29.76%
Existing debt already too high 29.76%
Raise finance from grants 7.23%
Going out of business 2.41%
Source:Indecon Survey of Specialist Advisers

The Credit Review Office shares the view that an important factor for not requesting credit is a
preference not to borrow and the tendency to raise personal funds when neeltesl Credit B-

view Officeaddedthat due to price volatility and diffult weathe periods,borrowers mayantid-

pate difficulty in obtaining credit from banks to survive during bad periods lzangka preference

to use merchant credit or obtain credit from contractors and other creditors with whom they have
commercial relationsThe Crdit Review Office perceigdhe availability ofgrantsas a factor for

not requesting creditn some cases.

Table5.7: Business Related Reasons for why Credit was Not Requested (CRO)

Credit Review Officeiew

5ARY Qi ySSR A \Y
Existing finance in place

Prefer not to borrow \Y;
Uselraise personal funds when needed \%
Not the right time given the economic climate \%

Inability to repay/meet requirements of finance

Too expensive to borrow

Existing debalready too high

Raise finance from grants \%

Going out of business
Sourcelnput to Indeconfrom CRO
The evidence from the consultation process thus suggests that while legitimate commercial

reasons are behind a significant portion of credjections in the agriculture and seafood sectors,
market failures in terms of information asymmetries and insufficient collateral also play a role in

the market.
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5.5 Existenceof Market Failure in the Agriculture and Seafood Sector

The issue of whethemarket failure in the provision of finance for viable investment projects in
the Irish agriculturaBeafoodsectors exists of central importance to our evaluation. Marketl{fai
ure in this context means that market mechanisms have some imperfections whéghnt eo-
nomic efficiency and which results in suboptimal levels of investmirttecon surveyed specialist
advisersin Ireland on their judgement on this issukhe survey evidence presented belowgsu
gests a majority of specialist advisers believe sualket failures exist.

Tableb.8: Assessment of the Presence of Market Failures in Provision of Finandador

Agriculture and Seafoo&ectors

Yes 65.48%

No 8.33%

52y Qi Yy2s 26.19%
Source:IndeconSurvey of Specialist Advisers

It is also the view of the Credit Review Office that market failures are present in the provision of
finance for the agricultural and seafood sectd@note is that duringour consultationghe Credit
Review Officgpointed out that some farmers were hit by netore property investment failures
which depleted their capital and which is resulting infaffm investments representing a drain on
otherwise viable businesses. Many lIrish farmers and seafood businesses haveasigafsets but
uncertainty on caslilow may prevent them achieving funding for viable investments. Therance
tainty of Brexit willalsoinevitably impact on bank attitudes to lending in these sectors.

Table5.9 Assessment of the Presence of Market Failures in Provision of Finand&dor

Agriculture and Seafoo&ectors (CRO)

Credit Review Office view Yes

Source:Input to Indecon by CRO

In the assessment of specialist advisers, a range of market faguissand of particular sigmif
cance were the following factors:

C Restricted risk capacity in financiastitutions;

C Lack of track record for young farmers/stanp businesses;
C Inadequate understanding of probability of loan defaustagd
C Lack of specialist sectoral knowledge.
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Table5.10 outlines in detail the feedback from thedviserson the prevalence of a variety pb-
tential market failures in te agricultural and seafood sector credit market.

A higher weighting was given by financial institutions consulted to insufficient security/collateral
and lack of financial track record rather than the risk capacity of the lenders.

Table5.10: Types of Market Failure in Irish Finance Market for Agricultural/Seafood Sectc

Yes No 52y Qi
Restricted risk capacity in financiastitutions 90.74% 3.70% 5.56%
Asymmetry of information/information gapsetween borrowers 62.26% 22 64% 15.09%
and lenders
Insufficient security/collateral for borrowings 41.51% 54.72% 3.77%

Lack of specialist sectoral knowledge among finamagitutions | 64.15% 35.85% 0.00%

Lack of understanding by banks of commoghitice volatility 59.26% 37.04% 3.70%

Capital constraints ifinancial institutions 75.93% 12.96% 11.11%

Suboptimal oveffocus by banks on investments in property or

0, 0, 0,
sectors other than agricultural/seafood 44.44% | 46.30% 9.26%

Lack of financial tractecord for young farmers/stastip bus-
nesses

83.33% 11.11% 5.56%

Businesses are discouraged from applying because they think

0, 0, 0,
there is a lack of availability of funding 52.83% | 39.62% 7:55%

Inadequate understanding by financiaktitutions of probability

0, 0, 0,
of loan defaults in agricultural/seafood sectors 66.04% 28.30% 5.66%

Lack of experience in financif@gngterm investments in agridu

62.96% 27.78% 9.26%
tural/seafood sectors

Source:Indecon Survey of Specialist Advisers

Input from the Credit Review Officiggestsa perception of restricted risk capacity fimancial
institutions as well as capital constraints. In addition to this, the CRO consider the presence of
asymmetric information between borrowers and lenders te & source of market failure. The
cashflow position of Irish farmers was also pointed out as an obstacle to the provision of finance
to viable projects.

Indecon Indecon Internagiopal Econorrlic ConsuAItant,s o A 54
IndeconExt yUS ! aasaaySyu 2F 0KS }asS 2F CAy
European Agricultural Fund for Rural Development, and European Maritime and
Fisheries Fund Operational Programmes
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Table5.11: Types of Market Failure in Irishinance Market for Agricultural/Seafood Sectors

(CRO)
Credit Review Office view

Restricted risk capacity fimancialinstitutions Yes
Asymmetry of information/information gaps between borrowers and Yes
lenders
Insufficient security/collateral foborrowings No
Lack of specialist sectoral knowledge améingncial institutions No
Lack of understanding by banks of commaodity price volatility No
Capital constraints ifinancial institutions Yes
Suboptimal ovefocus by banks on investmentspnoperty or sectors

. No
other than agricultural/seafood
Lack of financial track record for young farmers/stapt businesses Yes
Businesses are discouraged from applying because they think there ig No
lack of availability of funding
Inadequate understading by financiaihstitutions of probability of loan No
defaults in agricultural/seafood sectors
Lack of experience in financit@ngterm investments in agricult No
al/seafood sectors
Source:Input to Indecon from CRO

5.6 SurveyEvidence of Support for Financial Instruments

In the tableoverleaf the opinion ofadviserson the validity of the rationale for EU support fiér
nancial Instrumentdor the sectors is outlined. The survey findirmygygest that the mayity of
advisers Blieve that there is a valid rationale for sudnstrumentsto assist Irish agricultu
al/seafood sectors in the light of present market failur@snumber of financial institutions oe
sulted also felt there was a valid rationale for the introduction ofhdeinancial Instruments
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Table5.12: Views on Validity for EU Support fétinancial Instrumentdor the Agriculture and

SeafoodSectors
Yes 87.04%
No 5.56%
52y Qi Yy2g 7 41%
Source:IndeconSurvey of Specialist Advisers

The Credit Review Office confirmed this vidiwvas also suggested that future decisions byriina
cialinstitutions which bought distressed assets owned by farmers/seafood companies hagthe p
tential to impact on theavailability of funds for viable traded projects as lending capacity may be
required to refinance existing loans.

Table5.13;: CRO view on Validity for EU Support feinancial Instrumentgor the Agriculture

and SeafoodSectors

Credit Review Office view Yes

Source:Input to Indecon From CRO

This section has outlined thaiews ofadvisersand other consultees that there is a potenttal

the agriculture and seafood sectarsle for Financial Instruments in facilitating access to credit in

the agricultural and seafoodectos. These Financial Instruments, appropriately implemented and

targeted, have the potential to overcome the market failures in the sectors outlined in the
previous chapter.

5.7 Suboptimallnvestment

An important consideration when assessing the appropriateness of the afs&inancial
Instrumentsin the agriculture sector is an evaluation of to what extent the perceived current
market failures in the sector lelato suboptimalinvestment scenarios. A definition etiboptimal
investment situations is presented in the boxerleaf
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Box5.1: Suboptimal Investment Situations

In a suboptimal investment situation, the level of investment is insufficierddisieve a policy objectiv
or alternatively where investors/lenders call for collateral requirements above normal market levels
high interest rates which discourage investment, ffasourable repayment options, short duration log
tenors, etc.

The nsufficient investment activity may be caused by an under supply of finance to agricultural hg
or seafood enterprises due to introduction of new regulations. If these regulations are to be m
quickly as requested, there can be financing gapshan ghort run. This situation may occur with, f
example, environmental standards or animal welfare regulations. In other cases, there may
imbalance of financing innovation in the sector. Knowledge spillovers may be created through b
this financing gap.

Suboptimal levels of investment may also be caused by a too high level of financing cost, in cases
banks are not able to assess the risk of the borrower due to asymmetric information.

Source: Methodological handbook for implementingn@xante assessment of agriculture financial instruments
under the EAFRD.

The views of specialist advisers on whether suboptimal levels of investment exist due to the
undersupply of finance for viable projectspigsented in the next table. This table indicates a very
strong view by advisers that investment levels are suboptimal.

Table5.14: Views on Suboptimal Investment iAgriculture and Seafoo&ectors due to

Undersupply of Finance

Yes 72.00%

No 14.67%

52y Q0 Yy2¢ 13.33%
Source:Indecon Survey of Specialist Advisers

The Credit Review Officdoes not necessarily perceive current investment levelssaboptimal
but they see potentialto increaseinvestment inviable projects by introducing $-IAmong the
financial institutions consulted most did not feel that sub optimal investment levels exites.
Credit Review Officendicatedthe significance ofunding problems due to volatile cash flows and
the tendeng of financial institutions to be unwilling to provide credit to viable farms without a
strong credit history.

The analysis in this chapter supports the evidence preseimtélde preceding chaptesuggesting

that market failures andguboptimalinvestmentsituations exist iragriculture and seafood credit
markets in IrelandThe evidence from the consultation process also indicates that stakeholders in
these sectors believe that there is a role for Fls in overcoming these market failures.
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5.8 Summary andConcusions on Market Failure

C Indeconanalysis of both quantitative and qualitatievidence presented in this report is
supportive of the assertion that a market failure exists.

C All of the representative organisations consulted by Indecon in both the agnieudnd
seafood sectors confirm their judgement on theisggnce of market failure in aess to
credit for the agriculture and seafood sectors;

C The independent Credit Review Office also assessed that vhemremarket failures in the
provision of financedr the agriculture and seafood sectors;

C The challenges faced by agricultural and seafood enterprises in accessing capital is likely to
be relatedto the capital constraints facing the Irish banking sedtdiowing the financial
crisis which occurred in ghlrish economy and international banking markets

C There is evidence of higher interest rates faced by enterprisesthe agricultural and
seafood sectors relative to those charged to enterprises in other sectors of the lIrish
economy lIrish enterprisesn these sectors also fadegher interest rates relative to the
prevailing rates in other EU Member States

C Survey evidence suggests that a significant reason for banks refusing loan applications was
a lack of borrower credit history. This represents @fioimation asymmetry between the
potential borrower and the lender;

C There arepositive externalities from both the agriculture and seafood sectors to the wider
economy and society in Ireland that commercial financial intermediaries will not account
for intheir lending decisions.

C The absence of sufficient collateral by SMEs in the agri and seafood sectors is likely to
impact on the willingness of institutions to lend to thesmaterprises For some agri and
seafood enterprisesthe difficulty of separatingprincipal private residence from
businesses is also an issue.

C As larger seafood enterprises in Ireland are also likely to face higher interest costs than in
some competitor countries we believe that the analysis completed is supportive of the
assertion tlat a market failure exists for some n@&ME enterprises in the seafood sector.
Indecon believes that the evidence in this report as regards the interest rates charged to
these enterprises and the overall constraints on the availability of finance supperts
provision of support via FIs, to such enterprises. Indecon accepts that the constraints on
the availability of finance for such enterprises are likely to be less than experienced by
very small processors or new stanps. The volatility in commodity ioes and the capital
O2yailiNrAyita 6AGKAY (GKS LNRAK oFylAy3d asSodz2Nd
failure exists.

C LYRSO2y Qa | ythatahkre & a Anmfrkek failué $ndthe credit market for
agriculture and seafood enterprises in Iredanwhich merits the introduction of an
appropriately designed Financial Instrumerithese market failures are also likely to
represent the rationale underpinning the existing EU grant schemes for these sectors.

C Indecon notes that the challenges faced byi @nd seafood enterprises are more complex
than simply the access or cost of finance and wider measures including advice are needed.
However, there is a need to enhance the availability of capital for viable projects on
competitive terms.
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6 +1 £ dzS | RRSR ECYRI yOYEFALY &8 NHzZYSy

6.1 Introduction

This chapter outlines the potential role féinancial Instrument@ the agricultural and seafood
sectors, the value these instruments may add and other benefits tmaght be expected from the
introduction of these instruments.

6.2 Potential Role forFinancial Instruments

Having estimated the likely gap between credit demand and supply for investment, it is important
to consider the likely role foFinancial Instrumentslesigned to close this gap. This analysis
provides insights into the appropriate type and design of Fl which may be best plagezttthe
unmet credit demand in an Irish context.

When considering the appropriate Rlignecessary to consider the follang factors
C Most appropriate implementation/governance optiorand
C Characteristics of the financial product and target recipients;

Also of importance to note is that it may not be appropriate for all of the estimated potential
financing gap to be met byinancial Instruments

Our conclusions on these issues have guided our proposed invesstrategy the details of
which arepresented later in this reportn this section, we lay out the characteristics of a financial
instrument tailored to the markefailures identified in the previous sections.

Before considering theappropriate design,coverageand implementationof potential Fk, it is

illuminatingto consider the economic sustainability of Irish farmkis is important as providing

funds for projets that are economically unsustainable would be a waste of scarce resotlihees.

two figures below show an indicator based on the work in Jansson and Lagerqvist (2013), the
Economic Sustainability index. This is the difference between farm income, charagesgs, and

changes in liabilitiesThis is important in light of survey results from Jansson et al (2013), which

show thataccording to financial expertene of the important factors for rejecting a loan applicant

in the agricultural sectog & ®EY QHSY G F I NI Inauleigdate yePayrient Xapadigy Y S ¢ @
gra AYRAOFGSR Fta | NBFazy F2NJ NB2SOGAy3a | FdzyRA
survey of specialist advisors.

Our analysis here is restricted to Irish farms due to the avétlabf data from FADN. Comparable
data for the seafood processing and aquaculture sectors was not available.

The figureoverleafindicate that, although the economic sustainability index has been decreasing
since 2008, the index is positive for mosttbé period 2008¢ 2013 in all types of farm and all
economic size categories. Farms in the dairy sector have had positive resources for consumption
every year since 200&ield crops other grazing livestock and mixed farms have had larger
fluctuations, trough remaining positive for most of the period.
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Figure6.1: Economic Sustainability Index by Type @frfn (20052013)
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Source: Indecon analysis BADNdata

The economic sustainability by economic sifeghe farm is presented in the figure belowhel
Economic Sustainabilitpdex has decreased since 200Ve investigate this further by looking at
the components of the index below.

Figure6.2: Economicustainability Index bySze of Farm (20052013)
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Source: Indecon analysis BADNdata

To better understand the determinants of the fall in the Economic Sustainalpitlgk, the figure
overleafplots its components: farm income, change in assets and change in liabilities. There is no
significant difference across types of farms or across size categories. Farm income and change in
liabilities are stable throughout the period. Virtually all of twariation in the economic
sustainability index can be attributed to changes in assets.

Indecon Indecon InternagioAnaI Econonlic ConsuAItant,s o A 60
IndeconExt yUS ! aasaaySyu 2F 0KS }asS 2F CAy
European Agricultural Fund for Rural Development, and European Maritime and
Fisheries Fund Operational Programmes



6b Value Added and Benefits of Financial Instruments

Figure6.3: Economicustainability Index by e ofFarm (20052013)
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Source: Indecon analysis BADNdata.

The aim here was to assess the overall sustainability of the sector. An assessment of the economic
sustainability of each applicant will be essential to the identification of the best projects to
maximise the growth impact of the Financial Instrument. #is reason, Indecon recommends

that the Financial Instrument be implementeeh a financialintermediarywhich would select the
funding applications based on its ordinary commercial practice.

Stability of cash flows is an additional important aspect wisisbuld be taken into account by

financial institutions in making loan decisiores it affects timely debt repaymenthe figure

below shows how the variability of cash flows depends on the type of busikedd.cropfarms

were over the periodsubject b large swings in cash flow, mostly due to the dependence of crop

output on weather conditions. In 2010ield cropFT I N¥aQ | @SN} IS OF akK Ff2g
100%. Milk farm changes in cash flow are also large, and follow closely changes in milk prices.
Mixed and grazing livestock farms have relatively stable cash flows. Consultations conducted by
Indecon suggested that farms tend to finance part of capital investment with cash flow. In light of

this, loans tofield cropand milk farms could be designed Iave flexible repayment schemes,

where instalment values are linked to external developments.
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Figure6.4: Percentage Change in Cash Flow by-Sebtor (20052013)
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Theunpredictabilityof cash flowsgyenerated by the borrower is a source of imperfect information

in credit markets. As explained in Section 5, a market failure is present if the instruments designed
to reduce the effect of imperfect information on creditarkets are not available or do not work
properly. In the same sction, we provided evidence that these of assets as collateral in the
agriculture sector is modest. Whereas the evidence for use of collateral in the seafood sector was
weaker, the volatity of seafood prices, a main driver of the volatility of cash flows, is high, as
evidenced in Section 2.

A second device widely us¢édreducel 8@ YYSGNAR O AYF2NNI GA2Y thed 02 NNP
survey of specialisadvisers lack of borrower credithistory was indicated as the third most

important reason for rejection of a funding applicatiim the agriculture and seafood sectors

Moreover, inour consultations it was pointed out that theredit record ofenterprises hit by the

crisisbut currentlyin healthy financial conditionsasunduly deteriorated.Lack of credit record is

likely to be an issue also in stanp enterprises and young farmers.

In summary, themechanismdo reduce the effects of imperfect informationwork imperfecty in

the agrialture and seafood sectordror this reason, Indecon recommends that the financial
instrumentisissuedvia afinancialintermediaryand contairs a loan guarantedunded through the
variouspublic resources for the sector§his vill increasethe quantity of credit supplied, shifting

the supply curve rightThe guarantee should be partial and involve some degree of risk sharing
with the financial institution, to ensure that the beneficiaries are selected according to commercial
practices.

Cash flow volatity may also be an obstacle to servicing debt with constant instalments. For this
reason, there may be merit in devising a Financial Instrument with a flexible repayment structure.

In the analysis in Section 5 we identified a second type of market failure Irish agrfood and
seafoodsectors: a positive externality given by the importance oésiesectors for the Irish socie
economic environment. This means that tmerest ratecharged by financial institutionaay not
take into account the social benefit of expandihgse sectors

The proposed loan guarantee will likely reduce the interest rate charged. Howéeeeffectis
hard to predict as it depends on the elasticities of credit demand and supply.
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6b Value Added and Benefits of Financial Instruments

Indecon elieves it is importanthat the financial instrument directly asbn the price of the loan
by including an interest rate subsidy.

6.3 Impact ofFinancial Instruments

In considering the role, value added and benefitd-wfancial Instrument# the Irish agriculture
and seafoodsectors it is necessary to consider the quantitative and qualitative dimensions of the
value added by the envisaged FI.

A key aspect of evaluating the likely value added fiéimancial Instrumentss assessing what
addtional increase in credit for viable projects would arise from the introductiorFiofncial
Instruments The increase in credit will be influenced by a number of other factors including what
other forms of public intervention exist. It is important thahy potential FI take account of
existing measures in place.

In an Irish context one measure which already exists is Microfinance Ireland but this is limited by
the scale of this initiative. A second measure is currently being introduced bynS&@jundion

with DAFMto support working capital loans to agricultural sector SMEs, to help overcome
temporary liquidity shortages arising from volatile output prices and income. This Agricultural
Cashflow Support Loan Scheme is limited in time between Janudrgeptember 2017 and is not
allowed to finance new investment#&s such, it does not represent a substitute to a Financial
Instrument issued to finance capital investment, as the ocoesideredn this evaluation.

Specialistadvisersare familiar with othe forms of public (and private) instruments in the finance
YIEN]SG F2NJ 6KSaS aSOl2NRA® ¢KSANI @ASsa oSNB
asked these specialists about the level of additional credit which could emerge from the
introductionof Fls in the sector.

The view of agricultural advisers on what would be the increase in credit from the introduction of
Fl is presented in the table below. The potential Fimancial Instrumentt increase credit supply

is estimated by over 42% of adsis to be between 1€R0% A proportion of advisersalso
estimated an increase in credif 20¢40%.

Table6.1; Estimated Increase in Credit from Introduction Bfnancial Instruments

0¢ 5% increase 5.48%

5¢10% increase 19.18%

10¢ 20% increase 42.47%

20¢ 40% increase 26.03%
Source:Indecon Survey of Specialist Advisers

In the view of the Credit Review Officeredit supply would increase by a more modest level
namely by §10%following the introduction of Fls to the sector
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6b Value Added and Benefits of Financial Instruments

Table6.2: Estimated Increase in Credit from Introduction Bfnancial InstrumentCRO)

Credit Review Office view 5 - 10% increase

Source:Input to Indecon by CRO

The Indecon survey also sought the views of adviaars other consultee®n the mechanisms
through which Fls couldssist thedevelopment of thelrish agriculture andseafood sectorsThe
findings from the survewn this issue are outlireein the table below. A lower cost of finance and
expanding sustainable employment and output are among the most importagected
outcomes. Enhancing productivity and stimulatingestment are alsgeen as likelympacts. The
opportunity to recycle funshg to potentially benefit a larger number of projectsaisanticipated
benefit.

Table6.3: Potential Impacts and Value Added Bfnancial Instruments

Yes No 52y Qi
Lower cost of finance for sectors 86.11% 6.94% 5.56%
Stimulate private sector financing for viable investment project 63.77% 17.39% 17.39%
Enhance productivity and return on investment in sectors 68.18% 16.67% 13.64%

Assist in expanding sustainable employment and output

. 81.69% | 11.27% 5.63%
agricultural/seafood sectors

Provide opportunity to recycle funding to potentially benefit

. 66.67% | 12.12% 19.70%
larger number of projects

9yl o6tS Ay@dSaitGySylakodzaAiySaad 61.43% | 20.00% 17.14%

Ensure better usagef scarce public sector resources 60.00% 18.46% 20.00%

Source:Indecon Survey of Specialist Advisers

Similaroutcomesfrom the introduction of Flsare also expected by the Credit Review Offias
evidenced by the tabléelow. The views of the CRO ¢ime cost of finance may reflect a view on

the impact of aFinancial Instrumentvithout an interestrate subsidyDuring the consultations,ma
interesting point was made that in order to identify viable farmse option would be that
provision of funding @uld be made conditional on the use of agricultural consultancy services. The
farms which would benefit the most from a better access to finance are also the farms which do
not currently make use of this type of servicemwever this may not fit in wellvith existing bank
lending procedures and could add some complexities.

Our consultations with financial institutions perceived that a significant impact would be a lower
cost of finance.
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6b Value Added and Benefits of Financial Instruments

Table6.4: Potential Impacts and Value Added Bfnancial Instrument§CRO)

Credit Review Office view

Lower cost of finance for sectors No

Stimulate private sector financing for viable investment projects Yes

Enhance productivity and return on investmentsectors Yes

Assjst in expanding sustainable employment and output Yes
agricultural/seafood sectors

Provide oppor_tunity to recycle funding to potentially benefit a larg Yes

number of projects

9yl ofS Ay@SaldySylhakodzariySaasSa 5 2 ykfoiv
Ensure better usage of scarce public sector resources 52y QG 1y?2

Source:Input to Indecon by CRO

6.4 Evaluating Value Added dlternative Financial Instruments

In this section we analyse the value added of funding provided under alternakigancial
Instruments compared to funding via grant suppartly. To thisillustrative quantitative analysis,
it should be addd that instruments issued inollaboration between public and private entities
under a revolving scheme are less likely to causeket distortions compared to nerepayable
grants.

After reviewing the experience of the introduction of Fls in other jurisdictions (more detail on
which can be foundater in this repor} and the results of our consultations, there is some
evidence tha Financial Instrumentin the sector have not been attractive in the past. In the
experience of other countries, this can result in low demandFRmancial Instrumentand only
partial use of allocated public funding. To avoid this situation and maithes attractiveness of
Financial Instrumenishere may be merit in instruments where interest rata® reducedbelow
market levelsThis is reflected in our proposed investment strategy

It is useful in considering value added to place this in the cargethe wider RDPand EMFFThe
benefits of Fls in terms of leverage arelolving effects and multiplieratios in this illustrative
exampleare equallyapplicable in the context of thRDP andEMFF.

The Rural Development Programme sets out a detailéan paimed at enhancing the
competitiveness of agriculture, ensuring the sustainable management of natural resources and
climate action, and achieving a balanced regional development of rural economies and
communities, as required by EU legislation. TrehIRDP was framed in the context of both these
EU requirements and national policies such as Food Harvest 2020 and Food Wise 2025.

In the RDP, policies are organised in a set of measures, each with a specific objective:
C Measure 1- Knowledge transfer anghiormation actions

C Measure 2 Advisory services, farm management and farm relief seryices
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6b Value Added and Benefits of Financial Instruments

Measure 4 Investments in physical assets

Measure 7- Basic services and village renewal in rural Areas

Measure 10 Agrienvironmentclimate

Measure 11 Organic farming

Measure 13 Payments to areas facing natural or other specific constraints
Measure 16 Cooperation and

Measure 19 Support for LEADER local development (GLE&@MmunityLed Local
Development)

O 0 0 0 0 0 0

Similarly, ata European level the EMFF pursu@®ad goals including promoting sustainable
fisheries, control and enforcement, data collection and the blue economy. The opeation
programme for the EMFF in Ireland covers the six Union priorities in the EMFF asl thefiow:

1. promoting environmentally sustainable, resoureficient, innovative, competitive and
knowledgebased fisheries;

2. fostering environmentally sustainable, resourefficient, innovative, competitive and
knowledgebased aquaculture;

implementation ofthe Common Fisheries Policy (CFP)

increasing employment and territorial cohesion;

a > w

fostering marketing and processing; and
6. implementation of the Integrated Maritime Policy (IMP).

In previous chapters, we have considered the objectfeegrowth of the agicultural and seafood

sectors and identifieghossiblefunding gapghat are likely to emerge in the pursuit of thargeted

growth. In terms of the RDP, implementiggnancial Instrument® fund capital investments and

growth asprojectedin Food Wise @25 would be most suited under the umbrella of Measure 4.

Within this,sub-Y S a8 dzZNE nom G ¢ NBSGSR ! INRKR Odzf GdzNF £ a2 RSNJ
support under the Young Farmer Capital Investment Scheme, Dairy Equipment ScheraadPigs

Poultry Irvestment Scheme, Low Emission Slurry Spreading Equipment, Animal Welfare, Safety,

and Nutrients Storage Scheme, and Organic Capital InvestmEintancial Instrumentgor

investment would also be suited to the pursuittbe objectives of several of the libn priorities

under the EMFF.

In our assessment of the likely value added of Fls in the sector we corttpae types of

interventions, as summarised irable6.6. The amount of gross public disbursement is fixed across

GKS O2YLI NBR a0SYyINAR2& dbemnn YAfEtA2y 03X | GK2dAK
will differ according to the revolvingature of the respective measures.

The three illustrative scenarios considered are as follows:
C The firstis that all available public funds are provided as grants;

C The second is that all available pulilindsare provided as 1§earloansfundeddirectly
by the managing authorityand

C The third is that all available public funds are provided as loan guarantee amounting to a
guarantee of 80% of individual lending with a portfolio cap of 15%.
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6b Value Added and Benefitsfd-inancial Instruments

In all of these cases it is assumed in thesampleghat:

- Pubh O 9ELISYRAGdNS andd OF LILISR 4 emnnYT
- Farming Enterpriséenterprises in the seafood sect@@ontributeOwnCdzy Ra 2F empnY®

The purpose of this simulation is to compare the leverage and revolving properties of different
types of support. We thusxcludea number of issues which are important in practice, such as
ensuring projects remain viable and that agri and seafood enterprises are incentivised to invest.
These issuesuggest the merits of considering a combination of grants, loan guarantees and
interest rate subsidies, which will be discussed in later chapt&imilarly, we abstract from
administrative costs. These depend on practical arrangements such as whether the financial
instrument is combined with grants and how this is implementBoisassumptbn will be relaxed

in a later chapter.

In these illustrativescenarios, we assum®r modelling purposesthat the Managing Authority

dza Sa dzLJ-milligrSdesgmated budget in the first yeaand thatthe private contributions

occur in the first yearFor revolving instruments, debt is serviced at the end of each year for the

ten years of loan duration, and funds are reinvested immediately after being repaid by final
recipients. The revolvinpgeriod isfour yearsover the period from 2017 to 2020.he guarantee

fund is fully capitalised meaning that the full guaranteed amount is paid out to the financial
institution as the loan is issue@he value added of these instruments is therefore the maximum
GKIFIG ¢2dz R FNRAS AT e viirand repaidifunds vgfe lenSalydih edcliyear 3y SR
until 2020.

Table6.5: Assumptions Underlying lllustrative Quantitative Analysis

Public Disbursemento Activate the Scheme €100,000,000
NetCostat e Endahe Sheme | S| Lo Lo cusne
Private Contribution €150,000,000
Loan Duration(Fl) 10 year
Revolving PeriodFI) 4 years
Default rate (FI) 5%
Year of Defaul(FI) 1%
Administration Cost 0
Capitalisationrate of guarantee fund 100%
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6b Value Added and Benefits of Financial Instrumsnt

Indicators of leverage effect, revolving effect, multiplier and efficiency of the use of public money
are presented imable6.6. The leverage effect is higher in guarantees than in loans

In this section, we define the leverage effect as the ratio between the investment activated in the
first revolving cycle and totgublic contribution. The allocation of public contribution between EU
funds and other public contributors is analysed in a following section.

The revolving effect is defined here as one plus the ratio between cumulated revolving public
money and public mney in the loan or guarantee fund. It measures the number of times each
euro allocated to the loan or guarantee fund is used to finance or guarantee finance for final
recipients. The revolving effect is higher for loans than guarantees because in |l@meschoth
interest payments and capital repayments revolve, whereas in guarantees the interest rate is
retained by the private financial institutionHowever, the actual moneyevolving to final
recipientsin higher in guarantee because of the higher lexgr effect.

The multiplier ratio measures the volume of loans compared to the guarantee provided.

To get an estimate of the potential efficiency of the intervention, we built an indicator of
efficiency, the ratio between total activated investment and tbast of the intervention. This
indicates how many eurof investment are activateth total for each euro o&ffectivepublic cost.

This is important because the net cost at the end of the intervention varies across the three
scenarios due to their diffeint revolving nature.

In the grants scenario, the efficiency index is equal to 2.5: no money is revolving, and all support
given represents a cosin the two Financial Instrument scenarios, the efficiency index is much
larger at28-33® Ly  LJdzo3D6mQvorth dflinyestmentcare activated for an overall cost of
epYd Ly GKS f2Fy 3Idza N yiGSSTI emIuncY ¢2NIK
€43m, as shown ifTable6.7. The efficiency index is larger for public loans, but in the same period
of time (4 yearsjt activates only a fourth of the investment activated by the guarantee fund.

27

This example illustrates the trad®f between aFnancialInstrument with public loan andone

with loan guarantee. In both cases the use of public money is more efficient than with grants. In
public loans, lower investment is activated, but at a lower relative cost. In a loan guarantee, larger
investment is actiated, but at a larger relative cost.

Table6.6: Simulation Results, Investment, Final Recipients and Revolving Money

Revolving effect
Leverage effect (sum of revolvin
. : (amount to final 9 Multiplier ratio Efficiency index =
Financial L S loan or guarantee + -
Instrument recipients in first loan or guarantee (loans/ guarantee Total investment /
cycle/public fund) Public Cost
S fund) / loan or
contribution)
guarantee fund
Grants 2.5 - - 2.5
Public Loans 2.5 14 - 32.6
Loan
8.3 1.3 10.6 28.1
Guarantees
Source: Indecoanalysis
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Table6.7 reports the results of our illustrative simulation in terms of activated investment and
revolving money. Revolving money is defined here as the amount of money that becomes
available to addibnal final recipients owing to payments by final recipients from previous cycles.

The investment activated in the first round of financing is larger for guarantees than for loans,
because in guarantees the leverage effect is larger. Even though thevireyelffect is lower in
guarantees, the additional investment activated after the first cycle is higeeause each euro of
public funding activates a much larger lodime much larger pool of loans given in the guarantee
scenario means that default cosise higher.

It should be noted that the above simulations represent the potential impacts under a number of
assumptions and are illustrativef dhe potential rather than the expected results which are
discussed later in this report. In particular, the scenarios assume that the only obstacles to
investment is the availability of finance and that FI overcetie constraints on the supply of
finance.

Table6.7: Simulation Results, Investment, Final Recipients and Revolving Money

. Total .
Financial . Actlvated. activated Cumulqtlve Total Loans Total grant | Default costs
Instrument Investment in investment revolving (Gm) (Gm) (Gam)
first - money( a4 m
( Gm)
Grants 250 250 - - 100 -
Public Loans 250 306 56 156 - 9
Loan 983 1,206 222 1,056 - 43
Guarantees
Source: Indecoanalysis

In the scenarios analysed above, guarantees ard-thancialnstrumentwith the largest leverage
effects, potentially resulting in a more efficient use of public money, under the illustrative
scenarios examinedn practice the cost of finance is also a key factor and in our analysis of
investment strategypresented later, we incorporate the cost of an interest rate subsidy. We also
take account of administration costs.

More fundamentally, the availability of grants rather than simply loans will significantly influence
the incentives for investment and hence the dand for finance. We therefore model in our
proposed Financial Instrumend strategy tocombire grants with F4 as we believe this is essential

to incentivise investment.
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6b Value Added and Benefits of Financial Instruments

6.5 Stakeholders Views of Potential Role of Financial Instruments

As part of this constdtion process, Indecon sought to ascertain the views of the main
representative bodies on the availability of credit to the agriculture and seafood sectors and the
appropriateness of Financial Instruments as policy tools to address any credit shortagigs. |
subsection, we summarise the findings of these consultations.

In their submission to Indecon, the Irish Farmers Association (IFA) stated their belief that there is a
market failure in the Irish banking sector that is impacting on the cost of dedliish agricultural
enterprises:

0As a basic principle, IFA is clear that there remains a market failure in the Irish banking
sector. While access to credit is not a significant obstacle for the majority of farmers, the
costs of accessing that creditmain significantly above the EU average. There is insufficient
competition in the Irish banking sector for lending to the SME/farming sector, following the
departure from this market of all but three main banks, and the legacy impairment and cost
issuesfld 1 KS NBYFAYyAy3a olylat¢

The IFA also provided detail in their submission on how Financial Instruments should be structured
and what aspects of credit access issues that they should be focused on:

G¢KS NBOSYylG RSOSt 2 LIaSh/flow Bah préuct in Zadlabotefioh &+ I NR
between the Departments of Agriculture and the SBCI, now provides a template on which

future loan products operating through the Rural Development Programme, could be
developed. In particular, loan products could be developed finanoce TAMS ofarm

investment and LEADER investment programmes.

The particular features that would be desirable for such loan products are:

1 Costq delivery of loan products at a lower cost than is currently available through
the commercial banks, throudéveraging lower cost funding through the EIB, for
example, or other sources, such as ISIF.

9 Securityg RDP funding could be used to provide a credit guarantee for loans, which
may replace the requirement to provide assets as security for lending. This woul
be of particular benefit to young farmers, who may be setting up their operations
mainly on leased land. It would also benefit farmers whose security is tied up with
another financial institution, and for whom the costs of releasing the security and
refinancing existing loans may be extremely high, particularly given the average
small size of farm loans in the Irish system.

1 Flexibilityg loan products should provide inbuilt flexibility on repayment schedules,
reflecting volatility in product and therefoléBS LJF @ YSy G OF LI OA G & d¢€

The IFA submission makes it clear that while they believe that there is the scope for the use of Fls
in Irish agriculture, they believe that grant funding should remain the key focus of RDP
expenditure:

GLC! 0SSt AS@S aentil kol utilise (i Rinab Devedopmieit Brogramme for the
development ofFinancial Instrumentsin the form of loan products, to support -éarm
Ay@SaitayYSyiXe h@gSNIrftz LC! o06StAS@®Sa (KFG GKS
schemes remains the mostitable use for the Rural Development Budget, as these fund

farmers directly, and do not require the farmer to undertake formal borrowing in order to
0SYSTAG FNRY (GKS LINRPINIYYSaodé
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Indecon also consulteilacra na Feirmeas part of the stakeholder engagent process. In their
submissionMacra na Feirm&vere positively disposed to the potential benefits of the use of Fls in
an lIrish context. In particular, they emphasised the ability of Fls to assist young farmers in
overcoming setlp costs:

G C A y Hngt@rkdntswhich provide young farmers with financially sound terms on credit
arrangements have the potential to allow young farmers tolerate the high set up costs seen
in the establishment of a farm business hence allow more young farmers enter the¢secto

In terms of the credit access for young farmers, Macra na Feirme emphasised the challenges faced
by these farmers in their submission:

dMultiple barriers exist which prevent young farmers from accessing credit to invest on
FILNY® CSSRO I Olundgribiiers emphadisdd @narketdfailures such as high
interest rates on loans, duration of the loan and the level of security needed to guarantee a
loan all prevent young farmers access to credit.

Macra na Feirmalso emphasise the cost of credit to Iridfrmers and the potential for FIs to

address this issue:
GXLNBfFYRQa | dSNIF3IS NI GS OKFENHSR 2y f2lya (2
than countries like France and twice as high as Germany, Italy and Spain. Such high rates
chargedonloanstt NBf I yYRQ& FIFNYSNARIZ YIS (G4KS NBLI &YSy
Hanmc SEGNBYSte RAFTFAOdZ G (2 YIyl3ASoé

Beyond the challenges of credit access and the cost of this credit, Macra Na Feirme also
emphasised the potential role of Fls in overcoming sah¢he difficulties faced by farmers in
terms of output price volatility:

GThe volatile nature of the farming industry and the impact it has on price is something all
farmers have no control over. The implementation of measures to allow more flexible and
extended loan durations will prevent cash flow problems arising on Irish farms, allow
farmers meet loan repayments in an efficient manner and produce a liveable wage for the
farmerg

The Macra Na Feirme submission is thus broadly in favour of the use ohdidr RDP funding to
improve credit access for farmers in Ireland with a particular emphasis on the ability of these Fls to
assist young farmers.

Indecon also received a written submission to the consultation process from the Irish Cooperative
Organisatn Society (ICOS). The ICOS highlight the cost of credit to SMEs in Ireland relative to
their European counterparts and provide some specific data:

OWe understand from our research through our Brussels office that credit lending cost to
farmers in other Ewpean Union countries is as follows.

1 Germany: 3%

1 Netherlands: 3.5%

1 Spain: 3.5%

1 Finland: 4%
These rates are substantially lower than Irish bank rates and further highlight the additio
alcostburdenonlfié FIF NYSNB YR NHz2N} f odzaAySaasSao a
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ThelCOS emphasise the challenged faced by young farmers and the role that an appropeately d
signed FI may have in helping these farmers:

GThe cost of credit and the dependence on private banks with their relatively inflexible
approach to determining risk, has particularly hit younger farmers whose new entrance into
farming meant Irish banks were either particularly tough in the contextedgfitcterms and
conditions or refused to lend in the first instance.

TheFinancial Instrumentbeing proposed would be of great benefit to Irish farmers whose
businesses are so important to the Irish economy (in particular, the rural economy) and who
needaccess to these proposédnancial Instrumentg order to allow their businesses to
survive and prospe.

Beyond farmers in particular, the ICOS also mention the importance of access to finance for rural
communities:

GCAY Ll yORA I fshouly iBelakdizne &yhé Zommunity and voluntary sector and to
rural businesses to prevent any unnecessary cost, expense and barriers to these initiatives
working towards developing sustainable, vibrant rural commurdtiés

Indecon also consulted the Irish Creamery Mlkppliers Association (ICMJA) their views on
the potential role of Fls in the Irish agriculture sector.

During the consultation process, the ICMSA emphasised the cost of credit as being the key issue
that any potential FI should address. They algihlighted the issue of price fluctuations as being a

key factor for the dairy sector in particular and that any potential FI could help to address this.
However, ICMSA also stated that they believe that existing TAMS grant rates should be
maintained.

The tish Fish Processors and Exporters Association (IFPEA) was also consulted by Indecon for their
views on the credit conditions faced by their members and the potential role of Financial
Instruments in the marine sector. The IFPEA stated their belief tedit@vailability is an issue for

their members and suggested that the relatively risk averse stance of the banking sector is a
contributing factor to this credit shortage:

GThe availability of credit is a particular difficulty particularly for emergingirass, but

also for existing ones. The banks are in the process of repairing their balance sheets and

are operating under both seiinposed and Central Bank imposed policies which are having

the effect of making them risk averse. The relatively low lelvetedit generally and the

oly1Qa LERNIF2tA2 FLIWNRFOK Aa | fAYAGAY3T TFI(
projectse

In their submission, the IFPEA also highlighted the relatively high interest rate faced by their
members on the credit that is auable:

OAlthough Euro zone interest rates are at historic lows, Irish seafood businesses, in
common with other customers, are paying much more for what finance is available to
competing businesses elsewhére.

The IFPEA expressed its concern that a ladkedlit availability may impact on the ability of the
seafood processing sector to meet the policy targets set for the growth and development of the
sector. The IFPEA submission also voiced their support for financial instruments under EMFF
funding that ould provide lower cost credit to the sector:

oSpecific policyargeted developments to reach targets for investment and employment in
plans such as Harvesting our Ocean Wealth and Food Horizons 2025 are required. The
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increased availability of publicly uewvritten finance would, on evidence to date, be highly
desirable and indeed critical.

In addition, use of additional publicly backed funding sources would serve to spread risk

and increase the attractiveness of the sector for the existing financialitistieX ©

The potential for sustainable development through seafood processing has been clearly
ARSYUGAFTASR 020K I iIwdyld congidRr ityedseéntialtlyat tiie ERMFF GBS f &

capable of underpinning these established policy objectives wiglstdinance and lower
cost financing instruments if this potential is to be raet.

6.6 Summary of Findings

This chapter has outlined the potential role féinancial Instrumentsn the agriculture and
seafoodsectors in Ireland in terms of the mark&iilures that they would seek to addreaadthe
likely value added of a number of alternatiteénancial Instruments The key findings of this
chapter are aollows:

¢

¢

¢

¢

Ly LyRSO2yQa 2LAYA2Y (GKS LINRLR2ASR TAyThiy OA I

would increase the quantity of credit supplied, shifting the supply curve right. The guarantee
should be partial and involve risk sharing with the financial institution, to ensure that the
beneficiaries are selected according to commercial practices.

Given volatile output prices and cash flows, there may be merit in devising a Financial
Instrument with a flexible repayment structure.

Indecon believes it is important that any financial instrument impacts on the interest rate of
loan provided so as to enre that agricultural and seafood businesses are the beneficiaries of
any such initiatives.

A lower cost of finance andxpanding sustainable employment and output are among the
most importantexpected outcomes from the introduction of Fls.

In order to incentivise investment, a combination of grants, partial loan guarantees and
interest subsidieshould be provided A partial loan guarantee aims to overcome the lack of
sufficient collateral and to increase the supply of funds for viableeptej Given the relatively

high cost of funding in the sectors, an explicit interest rate subsidy provides a targeted policy
tool to lower borrowing costsThe combination of grants and loan guarantees and interest
subsidies was supported by the views gpresentative organisations for both the agricultural
and seafood sectors. An indication of the views of some of the representative organisations
can be seen from the comments below.

The IFA submission indicates that there is the scope for the useioflksh agriculture. For
example they noted that:

GaLC! o0StAS@PSa GKIG GKSNB Aa LRAOSYdGAFt (2
development ofFinancial Instrumentsin the form of loan products, to support -tarm
AYy@SalkySyiaxo

The IFA, hoewver, also indicated that they believe that grant funding should remain the key
focus of RDP expenditure.
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6b Value Added and Benefits of Financial Instruments

C Intheir submissionMacra na Feirmavere positively disposed to the potential benefits of the
use of Fls in an Irish context. In particular, they bBagised the ability of Fls to assist young
farmers in overcoming satp costs. For example, Macra na Feirme suggested that:

GCAY Ll Yy ORIl fwhithypeovidNdayng yaimars with financially sound terms on credit
arrangements have the potential to allowyng farmers tolerate the high set up costs seen
in the establishment of a farm business hence allow more young farmers enter theésector.

C ThelCOS emphasise the challenged faced by young farmers and the role that an appropriately
designed FI mahave in Blping these farmers. The ICOS concluded that:

dFinancial InstrumentX X Xvould be of great benefit to Irish farmers whose businesses are
so important to the Irish economy (in particular, the rural economy) and who need access to
these proposedrinancial mstrumentsin order to allow their businesses to survive and
prospere

C During the consultation process, the ICMSA emphasised the cost of credit as being the main
issue that any potential FI should address. They also highlighted the issue of price fiustuati
as being a key factor for the dairy sector in particular and that any potential Fl could help to
address this. However, ICMSA also stated that they believe that existing TAMS grants should
be maintained.

C In relation to the seafood process sector thdPBHA submission voiced their support for
financial instruments under EMFF funding that could provide lower cost credit to the sector.
They noted that:

& { LIS O A Fakgbtedldrvéldprdeits to reach targets for investment and employment in
plans such as Heesting our Ocean Wealth and Food Horizons 2025 are required. The
increased availability of publicly underwritten finance would, on evidence to date, be highly
desirable and indeed critical.
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