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9ȄŜŎǳǘƛǾŜ {ǳƳƳŀǊȅ 

Introduction 

This ex-ante assessment was undertaken by Indecon International Economic Consultants and 
involved a detailed evaluation of access to finance for enterprises in the agriculture and seafood 
sectors in Ireland. This assessment is consistent with the methodologies recommended by the 
European Commission and FI Compass.  

The agri-food and seafood industries are separate and distinct with their own regulatory regimes 
and EU funding programmes.  Indecon analysis therefore took account of the sectoral differences 
and of the objectives of the European Maritime and Fisheries Fund (EMFF) and the European 
Agricultural Fund for Rural Development (EAFRD). 

As part of this evaluation, Indecon has undertaken an appraisal 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 consultation process with key stakeholders.  

Consultations included insights and information from the Strategic Banking Corporation of Ireland, 
the Ireland Strategic Investment Fund, the Credit Review Office, Bord Iascaigh Mhara, Enterprise 
Ireland, Bank of Ireland, AIB, Ulster Bank and Micro-Finance Ireland. In addition we obtained key 
inputs from representative organisations including IFA, the ICOS, Macra na Feirme, ICMSA and 
from the Irish Fish Processors and Exporters Association. We have also used quantitative modelling 
to estimate the likely financing gap in the sector. 

Economic Context  

Ç The National Income and Expenditure (NIE) figures from the CSO show that the agriculture, 
ŦƻǊŜǎǘǊȅ ŀƴŘ ŦƛǎƘƛƴƎ ǎŜŎǘƻǊΩǎ ǎƘŀǊŜ ƻŦ DǊƻǎǎ ±ŀƭǳŜ !ŘŘŜŘ accounted for 1.7% of total GVA in 
2015.   

Ç LǊŜƭŀƴŘΩǎ ŦŀǊƳƛƴƎ ǎŜŎǘƻǊ ƛǎ ǘƘŜ Ƴŀƛƴ ŎƻƳǇƻƴŜƴǘ ƻŦ ǘƘŜ ŀƎǊƛŎǳƭǘǳǊŀƭΣ forestry and fisheries 
sector. It is estimated that there were over 104,000 persons employed in the agriculture 
sector.  

Ç Over half of the gross value added by the seafood industry is produced by sea 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 2,976 full-time 
equivalent persons employed. 

Ç Since 2010, the capital stock in the agriculture forestry and fishing sector has increased at an 
average yearly rate of 2.4%. This rate of growth is well below the pre-crisis three-year average 
growth rate of 5.1%. 

Ç The agriculture and seafood sectors face higher output price volatility than many other 
sectors. This represents a source of uncertainty for financial institutions evaluating lending 
applications to support investments in these sectors. An additional source of uncertainty 
arises from the potential impacts of Brexit on key markets for agricultural and seafood 
exports. 

Assessment of the Availability of Sources of Finance 

Ç 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 economic recession 
as well as capital requirements in the Irish banking sector and also individual borrower issues. 
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Ç LƴŘŜŎƻƴΩǎ ŀƴŀƭȅǎƛǎ ǎƘƻǿǎ ǘƘŀǘ ǘhe total outstanding stock of credit to the agriculture sector 
has decreased significantly since 2009 and currently stands at ϵ3.4 billion. For the fisheries 
and aquaculture sectors, the levels of loans outstanding have decreased since 2006. While 
credit to the agriculture sector followed the boom-bust pattern of the financial crisis, credit to 
the seafood sector did not exhibit the same pronounced rise and fall. 

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

Ç As part of our research, we also surveyed specialist advisers in the agricultural/seafood 
sectors for their independent assessment of the availability of finance to these sectors. The 
results suggest that advisers rated the availability of finance for business start-ups in 
agriculture/seafood sectors as poor.  

Ç The agricultural representative bodies consulted by Indecon supported the finding that there 
were restrictions on access to finance in the agriculture sector and, in particular, for younger 
farmers.  

Ç The representative organisation for the fish processing sector also suggested that credit 
access is a challenge for 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 

Ç LƴŘŜŎƻƴΩǎ ƳƻŘŜƭƭƛƴƎ estimates credit demand to finance capital investment in the agricultural 
and sŜŀŦƻƻŘ ǎŜŎǘƻǊǎ ǘƻ ōŜ ƻŦ ǘƘŜ ƻǊŘŜǊ ƻŦ ϵ565 million in 2016 and is forecast to grow to 
ŀǊƻǳƴŘ ϵ950 million in 2025 if the expected expansion of the sectors is realised. 

Ç Our estimates indicate a potential funding gap for capital investment in agriculture of around 
ϵмлр Ƴƛƭƭƛƻƴ ƛƴ нлмс and that this could rise ǘƻ ƴŜŀǊƭȅ ϵорл Ƴƛƭƭƛƻƴ ōȅ нлнр if the sector 
expands in line with national targets. 

Ç LƴŘŜŎƻƴΩǎ estimates suggests a potential financing gap of ƻǾŜǊ ϵнл million in the seafood 
sector, rising to around ϵп2 million by 2025.  

Ç 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 tools for 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 may increase 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 FI is set at a level 
which would only address part of the potential funding gap. 

Market Failures and Suboptimal Investments Levels 

Ç Market failure can be defined as an imperfection in the market mechanism that prevents 
economic efficiency. In access to finance, market failure can occur because of asymmetric 
information between the debtor and the lender. Market failures can arise when methods to 
align information are not available to the borrower, for example because of lack of credit 
history (start-ups) or unavailability of sufficient collateral. Market failures in finance also arise 
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in the presence of positive externalities not taken into account by the lender or where there 
are shortages in capital in financial institutions leading to an unjustified risk averse approach. 

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

Ç 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. 

Ç The independent Credit Review Office also assessed that there were market failures in the 
provision of finance for the agriculture and seafood sectors. 

Ç The challenges faced by agricultural and seafood enterprises in accessing capital are likely to 
be related to the capital constraints facing the Irish banking sector following the financial crisis 
which occurred in the Irish economy and international banking markets. 

Ç There is evidence of higher interest rates faced by enterprises in the agricultural and seafood 
sectors relative to those charged 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 Member States.  

Ç Survey evidence suggests that a significant reason for banks refusing loan applications was a 
lack of borrower credit history. This represents an information asymmetry between the 
potential borrower and the lender. 

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

Ç 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 some agri and seafood 
enterprises, the difficulty of separating principal private residences from businesses is also an 
issue.  

Ç Indecon believes that there is a market failure in the credit market for agriculture and seafood 
enterprises in Ireland which merits the 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. 

Ç Indecon notes that the challenges faced by agri and seafood enterprises 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 Role, Value Added and Benefits of Financial Instruments 

Ç Lƴ LƴŘŜŎƻƴΩǎ ƻǇƛƴƛƻƴ ǘƘŜ ǇǊƻǇƻǎŜŘ Financial Instrument should contain a partial loan 
guarantee. This would increase the quantity of credit supplied, shifting the supply curve right. 
The guarantee should however only be partial and involve risk sharing with the financial 
institution, to ensure that the beneficiaries are selected according to commercial criteria. 

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

Ç In order to incentivise investment, a combination of grants, partial loan guarantees and 
interest subsidies should be provided.  A partial loan guarantee aims to overcome the lack of 
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sufficient collateral and to increase the supply of funds for viable projects. Given the relatively 
high cost of funding in the sectors, an explicit interest rate subsidy provides a targeted policy 
tool to lower borrowing costs. Indecon believes it is important that any financial instrument 
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 and expanding sustainable 
employment and output are among the most important expected outcomes from the 
introduction of FIs. 

Ç The combination of grants and loan guarantees and interest subsidies was supported by the 
views of representative organisations for both the agricultural and seafood sectors. An 
indication of views of some of the representative organisations can be seen from the 
comments below.   

Ç The IFA submission indicates that there is the scope for the use of FIs in Irish agriculture. For 
example, they noted that:  

άLC! ōŜƭƛŜǾŜǎ ǘƘŀǘ ǘƘŜǊŜ ƛǎ ǇƻǘŜƴǘƛŀƭ ǘƻ ǳǘƛƭƛǎŜ ǘƘŜ wǳǊŀƭ 5ŜǾŜƭƻǇƳŜƴǘ trogramme for the 
development of Financial Instruments, in the form of loan products, to support on-farm 
ƛƴǾŜǎǘƳŜƴǘΧΦέ  

Ç The IFA, however, also indicated that they believe that grant funding should remain the key 
focus of RDP expenditure. 

Ç In their submission, Macra na Feirme were positively disposed to the potential benefits of the 
use of FIs in an Irish context. In particular, they emphasised the ability of FIs to assist young 
farmers in overcoming set-up costs. For example, Macra na Feirme suggested that: 

άCƛƴŀƴŎƛŀƭ LƴǎǘǊǳƳŜƴǘǎ which 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 sector.έ 

Ç The ICOS emphasise the challenges faced by young farmers and the role that an appropriately 
designed FI may have in helping these farmers. The ICOS concluded that: 

άFinancial Instruments ΧΧΦΦ would 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 proposed Financial Instruments in order to allow their businesses to survive and 
prosper.έ 

Ç 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 fluctuations 
as being a key factor for the dairy sector in particular and noted that any potential FI could 
help to address this. However, ICMSA also stated that they believe that existing TAMS grants 
should be maintained. 

Ç In relation to the seafood processing sector, the IFPEA submission voiced their support for 
financial instruments under EMFF funding that could provide lower cost credit to the sector. 
They noted that: 

ά{ǇŜŎƛŦƛŎ ǇƻƭƛŎȅ-targeted developments 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 underwritten finance would, on evidence to date, be highly 
desirable and indeed critical.έ 
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Possible State Aid Implications and Ways to Minimise Market Distortions 

Ç Any proposed FI will need to be designed to comply with EU State Aid requirements. The key 
State Aid requirements for aid to the agriculture and seafood sectors via the proposed FI are 
outlined in the relevant regulations for the EAFRD and the EMFF. Aid administered via FIs 
which accord with the requirements under the EAFRD and EMFF will be state aid compliant. 
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). 
Under Regulation (EU) No 508/2014 on the EMFF, any aid provided in accordance 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 European funds. 

Ç 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, the transparency requirements for aid and 
other reporting and monitoring requirements. 

Ç 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 for state aid in the 
agriculture and seafood sectors. 

Ç The FI should be designed in such a way to minimise any market distortion. FIs are less dis-
torting than straight grant funding.  Off the shelf FIs implemented via financial intermediaries 
operating on a commercial basis in terms of assessing the risk profile of borrowers will also 
limit the distortionary impact. 

Additional Public and Private Resources 

Ç An appropriately designed FI has the potential to increase the amount of private sector credit 
available to the agriculture and seafood sectors in Ireland while also reducing the cost of this 
credit to the final recipients. 

Ç The leverage effect of an appropriately designed and implemented FI is likely to be significant.  

Ç LƴŘŜŎƻƴΩǎ ƳƻŘŜƭƭƛƴƎ ƻŦ ǘƘŜ ƭƛƪŜƭȅ ƛƳǇŀŎǘ ƻŦ ŀ range of Financial Instruments estimated the 
leverage effect for a loan guarantee fund compared to a direct loan and a grantΦ LƴŘŜŎƻƴΩǎ 
modelling suggests that a loan guarantee could reasonably be expected to provide significant 
leverage effects. 

Lessons Learned from Other EU Jurisdictions  

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

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

Ç 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.  

Ç It is also important to minimise the administrative burden on beneficiaries. 

Ç In a number of countries, monitoring was unsatisfactory and the Financial Instruments were 
set up too late in the programming period. 
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Ç These lessons have been reflected in the proposed FI in this report and of key importance are 
the following elements: 

o The significance of designing a FI which is attractive to beneficiaries. 

o The role to be played by the financial intermediaries in the marketing of the FIs. 

o The need for a pilot programme to test demand and the necessity for flexibility in 
the resources allocated. 

o The importance of careful design of the FIs. 

Expected Results 

Ç Indecon estimates that total investment stimulated by the Financial Instrument is likely to be 
of the order of ϵмлфƳ in the agriculture sector and approximately ϵмфƳ ƛƴ ǘƘŜ ǎŜŀŦƻƻŘ 
sector.  

Proposed Investment Strategy and Summary of Recommendations  
1. Indecon recommends the Managing Authority should introduce, on a pilot basis, a Financial 

Instrument for the agricultural and seafood sectors involving partial loan guarantees and 
interest subsidies. There is strong support from the representative organisations for 
establishment of such a Financial Instrument to complement rather than replace existing 
supports. On the basis of the proposed investment strategy, public funds to finance the 
recommended financial instrument ǿƻǳƭŘ ōŜ ŀǇǇǊƻȄƛƳŀǘŜƭȅ ϵнт million. Indecon is aware of 
the potential market distortion impacts of any interest subsidy (or any loan guarantee), and 
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 there will be insufficient demand. 
We have therefore recommended inclusion of a loan subsidy as an integrated element in the 
FI. Our proposed design has taken account of the experience of other countries whereby the 
failure to offer an attractive financial instrument 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 enable the level of demand to be assessed with changes in allocated 
funds if appropriate.  

2. This FI should in LƴŘŜŎƻƴΩǎ view should be accessible to enterprises in the agriculture and 
seafood sectors in receipt of other RDP/EMFF grant funding. Non SME fish processors 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 that a larger fund 
would be an appropriate initial response until there is more practical evidence on the 
attractiveness of such a fund to borrowers and to lenders in the Irish market. The evidence 
from other EU Member States indicated that a number of funds that had been set up for 
financial instruments has excess funds compared with the level of demand. In the event that 
the level of take up of the fund happened very quickly, there would be a case for revising the 
fund upward. 

4. The resources for this FI should be reallocated from existing RDP/EMFF 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 surpassed. This would 
require that maximum grant rates are adjusted to take account of any aid provided through 
the FI. The total amount of aid provided however would not change. Operators would have a 
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choice of whether to apply for grant aid only or the combination of grants and financial 
instruments. 

 

5. The FI should aim to deliver high leverage and revolving effects. The measure proposed should 
include a loan guarantee on 70% of the loan, with a capped guarantee rate of 15% of the 
guarantee portfolio.  

6. An FI specifically aimed at younger farmers and start-up businesses in the seafood sector 
should be introduced.  While similar to the FI recommended for the wider agriculture and 
seafood sectors, it is proposed that the guarantee should cover 80% of the loan and that the 
portfolio capped guarantee is raised from 15% to 25%.  This reflects the greater funding 
challenges faced by younger farmers and start-up businesses.  

7. The Managing Authority should attach strict conditions to financial intermediaries offering 
credit using the proposed FI to ensure flexible repayment schedules for the loans 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. 

8. In terms of structure, the loan guarantee aspect of the proposed FI 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. 

9. The proposed FI should be implemented by the Managing Authority in partnership with a 
specialist agency such as the Irish state development bank, the Strategic Banking Corporation 
of Ireland (SBCI) or the European Investment Bank (EIB). Indecon notes that the SBCI has an 
important role in supporting SMEs and is currently managing the agri finance working capital 
fund. Implementing the proposed FI in partnership with such an institution would ensure that 
the scheme has access to the required technical knowledge and expertise. The implementing 
body should be appointed in line with public procurement rules. 

10. 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 FI for the seafood 
sector would not reach a minimum scale efficient and would not be a viable instrument. 

11. 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.  

12. The allocation of this public funding between agriculture and seafood will depend on demand 
but we estimŀǘŜ ǘƘŀǘ ϵно Ƴƛƭƭƛƻƴ should be allocated for agriculture. Total public disbursement 
ƻƴ ǘƘŜ ǎŜŀŦƻƻŘ ǎƛŘŜ ƛǎ ŜǎǘƛƳŀǘŜŘ ŀǘ ŀǊƻǳƴŘ ϵп Ƴƛƭƭƛƻƴ ōǳǘ ǘƘƛǎ ŎƻǳƭŘ ōŜ ƘƛƎƘŜǊ ƛŦ ǘƘŜǊŜ ǿŀǎ ŀ 
higher level of demand than anticipated in the seafood sector. 

13. The Managing Authority should submit an annual implementation report to the Commission 
for the proposed FIs.  

14. Indicators for the FI should include: 

o Total amount of programme contributions by measure paid or priority attributable to the 
Financial Instrument; 



ƅ Executive Summary 
 

 

 
 

 

 

 
Indecon International Economic Consultants 

Indecon Ex-ŀƴǘŜ !ǎǎŜǎǎƳŜƴǘ ƻŦ ǘƘŜ ¦ǎŜ ƻŦ CƛƴŀƴŎƛŀƭ LƴǎǘǊǳƳŜƴǘǎ ǿƛǘƘƛƴ LǊŜƭŀƴŘΩǎ 
European Agricultural Fund for Rural Development, and European Maritime and 
Fisheries Fund Operational Programmes 

viii 

 

o Total amount of support paid to the final recipients or to the benefit of final recipients, or 
committed in guarantee contracts by the Financial Instrument for investments in final 
recipients; 

o Progress in its set-up and in selection of bodies implementing the Financial Instrument; 

o Interest and other gains generated by support from the ESI Funds to the Financial 
Instrument and programme resources paid back to Financial Instruments from 
investments; and 

o Progress in achieving the expected leverage effect. 

15. An update to this ex-ante assessment should be undertaken if: 

o The economic environment changes significantly; 

o Targets do not match the results.  In other words, the expected level of utilisation of 
financial instruments is less than envisaged; 

o Support is inadequate compared with demands; and 

o The risk profile of the Financial Instrument turns out to be higher than previously 
estimated. 
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 LƴǘǊƻŘǳŎǘƛƻƴ ŀƴŘ .ŀŎƪƎǊƻǳƴŘ 1

1.1 Introduction 

This independent report represents an ex-ante assessment of the potential use of Financial 
Instruments ǿƛǘƘƛƴ LǊŜƭŀƴŘΩǎ 9ǳǊƻǇŜŀƴ !ƎǊƛŎǳƭǘǳǊŀƭ CǳƴŘ ŦƻǊ wǳǊŀƭ 5ŜǾŜƭƻǇƳŜƴǘ ό9!Cw5ύ ŀƴŘ 
European Maritime and Fisheries Fund (EMFF) Operations 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 in the context of 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 intervention and investment 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 a re-evaluation of such 
practices. Various European institutions have sought more effective leverage of the EU supports 
available. 

Financial Instruments are one proposed method of alternative intervention. A Financial Instrument 
όCLύ ƛǎ ŘŜŦƛƴŜŘ ǳƴŘŜǊ !ǊǘƛŎƭŜ н όǇύ wŜƎǳƭŀǘƛƻƴ ό9¦κ9ǳǊŀǘƻƳύ ƴƻ фссκнлмн ŀǎ ŀ άUnion measure of 
financial support 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 instruments, and may, where 
ŀǇǇǊƻǇǊƛŀǘŜΣ ōŜ ŎƻƳōƛƴŜŘ ǿƛǘƘ ƎǊŀƴǘǎέ. 

Financial Instruments or revolving forms of finance allow funds to make more effective and 
sustainable use of limited funding. These Financial Instruments occur in a number of formats (e.g., 
loans, investments 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 using funds in this manner, it is 
possible to leverage funds a number of times, to expand their impact, while reducing reliance on 
grant aid. 

The completion of the ex-ante assessment for an FI is a legally required step under the Common 
Provision Regulation (CPR) before creating an FI in any Rural Development Programme (RDP) or 
under the European Maritime and Fisheries Fund (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 agriculture and marine sectors and whether market failure exists. 

LƴŘŜŎƻƴΩǎ ŀƴŀƭȅǎƛǎ ǎǳƎƎŜǎǘǎ ǘƘŀǘ Financial Instruments are aligned with EAFRD and EMFF objectives 
but only if market failures and a financing gap exists. Even in such circumstances it is necessary to 
evaluate whether they are the most appropriate response and whether they represent an 
effective and efficient use of scarce EU and Irish Exchequer funds. These issues are examined in 
detail in this study. What follows this section is a brief background on both the EMFF and EAFRD in 
an Irish context. 
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1.3 European Maritime and Fisheries Fund 

The European Maritime and Fisheries Fund (EMFF) is the fund for the EU's maritime and fisheries 
policies for 2014-2020. The aims of the fund include: 

Ç Helping fishermen in the transition to sustainable fishing; 

Ç Supporting coastal communities in diversifying their economies; 

Ç Financing projects that create new jobs and improve quality of life along European coasts; 
and 

Ç Making it easier for applicants to access financing. 

¢ƘŜ 9aCC Ƙŀǎ ŀƴ ƻǾŜǊŀƭƭ ōǳŘƎŜǘ ƻŦ ƻǾŜǊ ϵс ōƛƭƭƛƻƴ ŦƻǊ нлмп-2020. This support is provided to 
fisheries (including data collection and control), aquaculture and processing, as well as to the 
sustainable development of fishery and aquaculture areas and the Integrated Maritime Policy. 

The EMFF is used to co-finance projects. Funding from the EMFF is used along with national 
contributions to 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 are responsible 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 support the general 
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: 

Ç Ψ!Ŏǘ {ƳŀǊǘΩ - encouraging knowledge and innovation; 

Ç Ψ¢Ƙƛƴƪ DǊŜŜƴΩ - encouraging responsible and sustainable use of resources; and 

Ç Ψ!ŎƘƛŜǾŜ DǊƻǿǘƘ ς to maintain and create employment. 

These overarching key principles are to be pursued horizontally across the EMFF funded projects. 

Funding aims at increasing the competitiveness 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 
supporting small-scale fisheries and through significantly increased support for Fisheries Local 
Action Groups (FLAGs). 

Funds are also being used to improve the competitiveness of small and medium-sized companies 
in the marketing and processing sectors, through investments 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, local-led development of fisheries and 
aquaculture areas, and shifting towards a low-carbon economy. 
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The following table outlines the division of funding in the EMFF in Ireland. 

Table 1.1: Breakdown of EMFF Funding in Ireland 

 ϵ aƛƭƭƛƻƴǎ 

EU Contribution  ϵмптΦсл 

Exchequer Contribution ϵфмΦсс 

Total OP Budget ϵнофΦнт 

Source: Department of Agriculture, Food and the Marine   

 

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

 

Table 1.2: Funding Priorities in Irish OP  

Priority  
Description Funding 

 όϵ aƛƭƭƛƻƴύ  
% of Total 

EMFF 
Funding 

Union Priority 1 (UP1)  
Assuring the sustainable development of fishing 
activities, while protecting the marine environment. 

33.5 23% 

Union Priority 2 (UP2) 
Boosting the competitiveness of the aquaculture 
sector. 

14.9 10% 

Union Priority 3 (UP3) 
Compliance with CFP rules regarding control and 
data collection. 

69.8 47% 

Union Priority 4 (UP4) Support local development initiatives. 6 4% 

Union Priority 5 (UP5) 
Creating scale in the Irish marketing and processing 
sectors, starting from the base of very small-scale 
businesses. 

17.3 12% 

Union Priority 6 (UP6) 
Measures to improve the knowledge on the state of 
the marine environment and the level of protection 
of marine areas, through collection and 
harmonisation of marine data and development of 
marine spatial planning capacities. 

5.3 3.5% 

Source: Department of Agriculture, Food and the Marine   

 

Financial Instruments can be co-funded by the EMFF to support the investment priorities outlined 
in the EMFF operational programmes by Member States. Financial Instruments funded by the 
EMFF can potentially support the majority of measures covered by the EMFF, provided that they 
address an identified market gap, i.e., areas of activity where banks are unwilling to lend and/or 
where the private sector is unwilling to invest. FIs can be offered in combination with grants and 
other forms of assistance.  

LǊŜƭŀƴŘΩǎ 9aCC ht ǎǘŀǘŜǎ ǘƘŀǘ CLǎ Ƴŀȅ ōŜ ǳǎŜŘ ǘƻ ǇǊƻƳƻǘŜ a number of OP objectives but that the 
requisite ex-ante assessment of whether the use of FIs are warranted will be carried out before 
the explicit designation of FIs for particular objectives.  

Under the EMFF, support to seafood processing enterprises that are not SMEs can only be 
provided by means of Financial Instruments. 
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1.4 The European Agricultural Fund for Rural Development 

¢ƘŜ 9¦Ωǎ ǊǳǊŀƭ ŘŜǾŜƭƻǇƳŜƴǘ ǇƻƭƛŎȅ aims to help the rural areas of the EU to meet the wide range of 
economic, environmental and social challenges of the 21st century. The EU's rural development 
policy is funded through the European Agricultural Fund for Rural Development (EAFRD). The 
9!Cw5 ŦǳƴŘ ƛǎ ǿƻǊǘƘ ϵмлл ōƛƭƭƛƻƴ ŦƻǊ ǘƘŜ ǇŜǊƛƻŘ нлмп-нлнлΦ LǊŜƭŀƴŘ Ƙŀǎ ōŜŜƴ ŀƭƭƻŎŀǘŜŘ ϵнΦмф ōƛƭƭƛƻƴ 
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 innovation in agriculture, forestry and rural areas; 

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

3. promoting food chain organisation, animal welfare and risk management in agriculture; 

4. restoring, preserving and enhancing ecosystems related to agriculture and forestry; 

5. promoting resource efficiency and supporting the shift toward a low-carbon and climate-
resilient economy in the agriculture, food and forestry sectors; 

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 
/ƻƳƳƛǎǎƛƻƴ ƻƴ нсǘƘ aŀȅ нлмр ƻǳǘƭƛƴƛƴƎ LǊŜƭŀƴŘϥǎ ǇǊƛƻǊƛǘƛŜǎ ŦƻǊ ǳǎƛƴƎ ϵ оΦфн ōƛllion of public money 
that is available for the 7-year period 2014-нлнл όϵ нΦмф ōƛƭƭƛƻƴ ŦǊƻƳ ǘƘŜ 9¦ ōǳŘƎŜǘ ŀƴŘ ϵ мΦто 
billion of national co-ŦǳƴŘƛƴƎ Ǉƭǳǎ ϵ оΦмт Ƴƛƭƭƛƻƴ ƻŦ ŀŘŘƛǘƛƻƴŀƭ ƴŀǘƛƻƴŀƭ ŦǳƴŘƛƴƎ ǘƻǇ-ups). The 
following table outlines the breakdown of RDP funding in Ireland for the programming period 
2014-2020. 

 

Table 1.3: Breakdown of RDP Funding in Ireland 

 ϵ .ƛƭƭƛƻƴ 

EU Contribution  ϵ2.19 

Exchequer Contribution ϵ1.73 

Total OP Budget ϵ3.92 

Source: Department of Agriculture, Food and the Marine   

 

The table overleaf outlines the main priorities for the RDP programming period 2014-2020 in 
Ireland in broad terms and indicates the spending allocated to each priority. 
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Table 1.4: Funding Priorities in Irish RDP 2014-2020  

Priority  
Funding 

 όϵ aƛƭƭƛƻƴύ  
% of Total 

RDP Funding 

Priority 1: Knowledge transfer and innovation in agriculture, forestry 
and rural areas*  

- - 

Priority 2: Farm viability, competitiveness and sustainable forest 
management 

291.5 7.4% 

Priority 3: Food chain organisation, including processing and marketing 
of agricultural products, animal welfare and risk management 

56 1.4% 

Priority 4: Restoring, preserving and enhancing ecosystems in 
agriculture and forestry 

2,873 73.4% 

Priority 5: Resource efficiency and shift to low carbon and climate 
resilience economy in agriculture, food and forestry sectors 

439 11.2% 

Priority 6: Social inclusion, poverty reduction and economic 
development in rural areas 

250 6.4% 

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 broad priorities outlined above contains a range of sub-measures. Details of these 
sub-measures and the budget allocated to each are beyond the scope of this report but can be 
ŦƻǳƴŘ ƻƴ ǘƘŜ 5ŜǇŀǊǘƳŜƴǘ ƻŦ !ƎǊƛŎǳƭǘǳǊŜΣ CƻƻŘ ŀƴŘ ǘƘŜ aŀǊƛƴŜΩǎ ǿŜōǎƛǘŜ1.  

Financial Instruments co-financed by the EAFRD in the scope of national RDPs have been identified 
as a potentially sustainable and efficient way to invest in the growth and development of 
businesses and infrastructure in agriculture as well as in the rural economy.  Financial Instruments 
are seen as capable of contributing to a range of priorities for rural development. As is the case for 
the EMFF, before any Financial Instruments are introduced under the EAFRD, an ex-ante 
assessment must be carried out to ascertain the need for such instruments. 

 

1.5 Key Elements of the Ex-Ante Evaluation 

The study focuses on the following issues: 

Ç Analysis of market failures, suboptimal investment situations and investment needs; 

Ç Value added of the Financial Instruments; 

Ç Additional public and private resources; 

Ç Lessons learned; 

                                                           

1 https://www.agriculture.gov.ie/media/migration/ruralenvironment/ruraldevelopment/ruraldevelopmentprogramme2014-
2020/SummaryBookletSept16290916.pdf  

https://www.agriculture.gov.ie/media/migration/ruralenvironment/ruraldevelopment/ruraldevelopmentprogramme2014-2020/SummaryBookletSept16290916.pdf
https://www.agriculture.gov.ie/media/migration/ruralenvironment/ruraldevelopment/ruraldevelopmentprogramme2014-2020/SummaryBookletSept16290916.pdf
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Ç Investment strategy; 

Ç Expected results; and 

Ç Provision allowing the ex-ante assessment to be reviewed. 

Each of these key facets of the ex-ante evaluation are line with the requirements as set out in the 
guidance documents published by FI Compass for the completion of ex-ante evaluations of 
Financial Instruments. 

  

1.6 Structure of Report 

The structure of this report is as follows: 

Ç Chapter 2 outlines the economic context of the agricultural and marine sectors in Ireland; 

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

Ç Chapter 4 provides estimates of the gap between credit supply and credit demand in the 
agriculture and seafood sectors; 

Ç Chapter 5 contains the assessment of market failures and suboptimal investment in the 
sector; 

Ç Chapter 6 then examines the potential role value added and benefits of Financial 
Instruments; 

Ç Chapter 7 discusses potential State Aid implications of Financial Instruments; 

Ç Chapter 8 assesses the potential additional public and private resources that may be 
activated by the introduction of Financial Instruments; 

Ç Chapter 9 analyses the lessons learned from other ex-ante assessments and the 
introduction of Financial Instruments in other sectors and jurisdictions; 

Ç Chapter 10 outlines the investment strategy for the proposed Financial Instruments; 

Ç Chapter 11 outlines the provisions allowing the ex-ante assessment to be reviewed; and 

Ç Chapter 12 summarises the proposed investment strategy and recommendations. 
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 9ŎƻƴƻƳƛŎ /ƻƴǘŜȄǘ ƻŦ ǘƘŜ !ƎǊƛŎǳƭǘǳǊŜ ŀƴŘ aŀǊƛƴŜ {ŜŎǘƻǊǎ 2

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 sectors in Ireland. 
This chapter outlines the recent performance of these sectors and discusses 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 CSO show that the agriculture, 
ŦƻǊŜǎǘǊȅ ŀƴŘ ŦƛǎƘƛƴƎ ǎŜŎǘƻǊΩǎ DǊƻǎǎ ±ŀƭǳŜ !ŘŘŜŘ ƛƴŎǊŜŀǎŜŘ ǎƛƴŎŜ нллсΦ IƻǿŜǾŜǊΣ ǘƘŜ ǎŜŎǘƻǊΩǎ ǎƘŀǊŜ 
in total GVA declined post 2006. The percentage increased to approximately 2.4% of total GVA in 
2011, and subsequently declined below 2007 levels, or 1.7% of total GVA in 2015.   

Figure 2.1: Agriculture, Forestry and Fishing GVA at Factor Cost (2006-2015) 

 

Source: Indecon analysis of CSO data 

 

Data from the Quarterly National Household Survey shows that there was a fall in employment in 
the agriculture, forestry and fishing sector in the period 2009 - 2011.2 Employment in the sector 
began to increase in 2012 before returning to pre-crisis levels in Q4 2013.  

                                                           
2 QNHS industrial activity classification changed from NACE Rev 1.1 to NACE Rev 2 in 2009. Data before 2009 were backcast by CSO to 

ensure consistency. 
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Figure 2.2: Employment in the Agriculture, Forestry and Fishing Sector (2006-2016) 

 

Source: Indecon analysis of CSO data 

 

Estimation of employment at the sub-sectoral level is a challenging task. We report estimates from 
three sources, including the Quarterly National Household Survey, the BIM aquaculture survey, 
and the BIM strategy report 2013-2017. 

The Q1 2016 release of the QNHS presented evidence on the sub-sector breakdown of 
employment in the agriculture, forestry and fishing sector as reported in the table overleaf. This 
suggests over 104,000 persons engaged in the agricultural sector, approximately 3,200 employed 
in Forestry and logging, and 3,400 persons engaged in Fishing and aquaculture in 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 2013-2017 strategy report suggests the seafood sector employed 11,000 persons 
in 2014, of which 4,984 in fisheries, 2,860 in the processing sector, and the reminder in 
aquaculture and ancillary services. 
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Table 2.1: Employment in Agriculture, Forestry and Fishing, 2011-2016 

Year 

Crop and animal 
production, hunting 
and related service 

activities 

Forestry and 
logging 

Fishing and 
aquaculture 

Aquaculture 
(from BIM 

aquaculture 
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 QNHS: estimates for number of persons where there are less than 3 thousand persons 
in a cell are too small to be considered reliable. These estimates are presented with an asterisk (*). Where there are 
3-4.9 thousand persons in a cell, estimates are considered to have a wider margin of error and should be treated with 
caution. These cells are presented with parentheses [ ]. 

Note: Second, third and fourth columns relate to the first quarter of the respective year. 

 

In determining whether there are suboptimal levels of investment in relevant sectors it is im-
portant to examine the existing levels and trends in capital stock and investment in the sector. The 
estimated gross fixed capital stock utilised in the agriculture, forestry and fishing sector amounted 
to approximately ϵ18 billion in 2015, as evidenced in Table 2.3. Buildings, structures and machin-
ery represented 86.6% of the total. The total gross fixed capital stock fell by 6.6% in 2009 and 4.4% 
in 2010, and has increased since at an average yearly rate of 2.4%. This rate of growth is well be-
low the pre-crisis three-year average growth rate of 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. 

 

Table 2.2: BIM Estimates 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 
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Table 2.3: Gross Fixed Capital Stock in Agriculture, Forestry and Fishing by Asset Type (2006-
2015) 

 
Buildings and 

structures 
Machinery 

Cultivated 
assets 

Intangible fixed 
assets 

Total 

Year ϵm 
% 

change 
ϵm 

% 
change 

ϵm 
% 

change 
ϵm 

% 
change 

ϵm 
% 

chan
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 17.1 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 5.1 17940 2.4 

% of total 50.4  36.2  13.3  0.1  100  

Source: CSO National Accounts. 

 

LǊŜƭŀƴŘΩǎ ŦŀǊƳƛƴƎ ǎŜŎǘƻr is the main component of the agricultural, forestry and fisheries sector. In 
2015, it contributed to 98.9% of the broader sectorΩǎ GVA, and its share in employment was 
95.8%. Agricultural output amounted to ϵ7.1 billion in 2015. Meat production constituted 48.5% of 
total agricultural output, followed by milk (26.2%), crops (24.4%) and other livestock products 
(0.9%). The following figure shows trends in these sectors production. Since 2009, the growth rate 
of milk farm output exceeded that of crop farms, becoming the second largest agricultural sector 
in terms of production. 



2 ƅ Economic Context of the Agriculture and Marine Sectors 
 

 

 
 

 

 

 
Indecon International Economic Consultants 

Indecon Ex-ŀƴǘŜ !ǎǎŜǎǎƳŜƴǘ ƻŦ ǘƘŜ ¦ǎŜ ƻŦ CƛƴŀƴŎƛŀƭ LƴǎǘǊǳƳŜƴǘǎ ǿƛǘƘƛƴ LǊŜƭŀƴŘΩǎ 
European Agricultural Fund for Rural Development, and European Maritime and 
Fisheries Fund Operational Programmes 

12 

 

Figure 2.3: Agriculture Output by Sub-Sector (2006-2015) 

 

Source: Indecon analysis of CSO data 

 

The total value of agriculture output increased in the period 2006 ς 2008 but in 2009, total 
agricultural output fell sharply by 19%. Most of the decrease was recovered in the following 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 2006 - 2015, livestock-related 
production growth exceeded 40%, whereas crop production rose by 19%. 

 

Table 2.4: Agricultural Output at Producer Prices 2006-2015, % Change 

Year Livestock Milk 
Other 

livestock 
products 

Crops Total 

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% 

2006-2015 growth 44.85% 40.44% 39.2% 18.87% 36.41% 

Source: CSO National Accounts. 
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The seafood industry is composed of fisheries, aquaculture and the seafood processing sector. 
Data from the socio-economic marine research unit presented in the following table shows that 
over half of the gross value added by the seafood industry is produced by sea fisheries. Seafood 
processing contributes to 27% and aquaculture 19% of Gross Value Added. In terms of 
employment, the seafood processing sector is the largest with 2,976 Full-Time Equivalent units in 
2015. Fisheries follow with 2,426 FTEs, whereas 995 FTEs are employed in aquaculture.3 

 

 

Assembling data from SFPA annual report, BIM, DAFM annual reports and CSO reveals that Irish 
ǇǊƛƳŀǊȅ ǇǊƻŘǳŎǘƛƻƴ ƻŦ ŦƛǎƘ ǿŀǎ ŀǊƻǳƴŘ ϵрлл Ƴƛƭƭƛƻƴ ƛƴ нлмрΣ ƻŦ ǿƘƛŎƘ ŀǇǇǊƻȄƛƳŀǘŜƭȅ ϵорл Ƴƛƭƭƛƻƴ 
ǿŀǎ ŦƛǎƘ ƭŀƴŘŜŘ ƛƴ LǊƛǎƘ ǇƻǊǘǎΣ ŀƴŘ ϵмрл Ƴƛƭƭƛƻƴ was aquaculture production. The aquaculture 
sector grew by 30% in 2015, after a period of stagnation starting in 2012. Irish seafood sales, 
including processed and unprocessed seafood, ŀǊŜ ŜǎǘƛƳŀǘŜŘ ŀǘ ϵфмм million in 2015, up from the 
2009 trough of around ϵ670 million. Exports of IǊƛǎƘ ǎŜŀŦƻƻŘ ǿŜǊŜ ϵрср Ƴƛƭƭƛƻƴ ƛƴ нлмрΣ ƛƴŎǊŜŀǎƛƴƎ 
by 64% from 2006. The export market has been the driver of the upward trend in Irish seafood 
sales over the past decade.  

 

Table 2.6: Seafood Industry Output at First Sale Value, ϵƳ 

 Fisheries and aquaculture production Seafood sales 

Year 
Landings into 

Irish ports 
Aquaculture Total Domestic Exports Total 

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 annual report, BIM, DAFM annual reports and CSO. 

 

  

                                                           
3 5ŀǘŀ ƻƴ ŜƳǇƭƻȅƳŜƴǘ ŦǊƻƳ .La ά¢ƘŜ ōǳǎƛƴŜǎǎ ƻŦ ǎŜŀŦƻƻŘέΣ нлмрΦ 

Table 2.5: Trend in Gross Value Added by the Irish Seafood Sector by Detailed Market 2010-
2014 

 ϵaƛƭƭƛƻƴǎ % Change 

Market 2010 2012 2013 2014
e
 2010-2014 

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 Data.   e = estimates 
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The seafood sector is made up of a number of distinct sub sectors. Data from the socio-economic 
marine research unit suggests that the direct turnover of the seafood processing industry is 
ŀǇǇǊƻȄƛƳŀǘŜƭȅ ϵрлл million. An upward trend between 2010 and 2014 contributed to a 34% 
growth over the period, as reported in the table. 

 

 

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

 

Table 2.8: Aquaculture Production Value, % of total (2015) 

 Salmon 
Gigas 
oyster 

Rope 
Mussels 

Seabed 
Cultured 
Mussels 

Salmon 
Smolt 

Fresh water 
Perch and 

Trout 

Native 
Oyster 

Other 
Species 

2015 60.4% 23.7% 4.5% 4% 3% 1.8% 1.7% 1% 

Source: BIM. 

 

The seafood processing industry in Ireland is composed of 161 enterprises, employing around 
3,800 including part-time, full-time and casual employment. Around 60% of these companies 
ǊŜǇƻǊǘŜŘ ǘǳǊƴƻǾŜǊ ōŜƭƻǿ ϵм ƳƛƭƭƛƻƴΣ нс҈ ƘŀŘ ǊŜǾŜƴǳŜǎ ōŜǘǿŜŜƴ ϵм ŀƴŘ ϵмл Ƴƛllion and the 
remaining 14% ǿŜǊŜ ƭŀǊƎŜ ŎƻƳǇŀƴƛŜǎ ǿƛǘƘ ǘǳǊƴƻǾŜǊ ŀōƻǾŜ ϵмл ƳƛƭƭƛƻƴΦ Processing production by 
seafood category is presented in the table below. 

  

Table 2.9: Seafood Processing Production by Seafood Category, % of total (2015) 

 Shellfish Whitefish 
Salmon and 

Trout 
Multi species Pelagic 

2015 26% 25% 20% 20% 9% 

Source: BIM. 

 

BIM reports for 2015 a total inǾŜǎǘƳŜƴǘ ŦƛƎǳǊŜ ŦƻǊ ǘƘŜ ƻǾŜǊŀƭƭ ǎŜŀŦƻƻŘ ǎŜŎǘƻǊ ƻŦ ϵнлу ƳƛƭƭƛƻƴΦ Ln-
vestments included actions to support sustainable fisheries, development of state-of-the-art pro-
cessing facilities, with ŀ ŦƻŎǳǎ ƻƴ ƴŜǿ ǇǊƻŘǳŎǘ ŘŜǾŜƭƻǇƳŜƴǘ ŀƴŘ ƛƴƴƻǾŀǘƛƻƴΦ Lƴ ƛǘǎ ǊŜǇƻǊǘ ά¢ƘŜ 
Business of SŜŀŦƻƻŘέ .La ǎǘŀǘŜǎ ǘƘŀǘ ƻƴƎƻƛƴƎ ƛƴǾŜǎǘƳŜƴǘ ǿƛƭƭ ōŜ ƪŜȅ ǘƻ ǘƘŜ ƛƴŘǳǎǘǊȅ meeting Food 
Wise 2025 goals. 
 

Table 2.7: Trend in Direct Turnover in the Seafood Sector by Detailed Market 2010-2014 

 ϵMillions % change 

Market 2010 2012 2013 2014
e
 2010-2014 

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.  
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2.3 External Influences on the Agricultural and Seafood Sectors 

One of the key factors which may influence investment levels and the availability of finance in the 
agriculture and marine sectors is the volatility of output prices. If financial institutions do not have 
the flexibility to accommodate price volatility within their payment terms, this may impact on the 
nature of risk assessments.  As a result, viable projects may not be supported. It is therefore useful 
to consider this issue in more detail. In the Irish agricultural and seafood sectors such issues may 
compound other business challenges facing the sectors.  

In this context, ƛǘ ƛǎ ƻŦ ƴƻǘŜ ǘƘŀǘ ǘƘŜ LǊƛǎƘ DƻǾŜǊƴƳŜƴǘΩǎ нлнл CƻƻŘ IŀǊǾŜǎǘ wŜǇƻǊǘ ǎǘŀǘŜǎ ǘƘŀǘΥ 

 

ά¢ƘŜ όŀƎǊƛ-food) sector 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 lack of scale, 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 taken the 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 
ƳŀǊƪŜǘǎΦέ  

 
It is also noteworthy how the changed environment was reflected in ǘƘŜ DƻǾŜǊƴƳŜƴǘΩǎ ƭŀǘŜǎǘ 
statement of intents on agri-food, FoodWise 2025: 
 

άIt is appropriate to recall that, at the time of the launch of Food Harvest 2020, LǊŜƭŀƴŘΩǎ ŀƎǊƛ-food sector 
had come through a particularly difficult period and the vision painted of an industry that could capitalise 
on growing global demand for high quality, safe and nutritious food seemed a distant one to some. Five 
years later, Food Wise 2025 reflects an industry with a far stronger sense of its own capacity and a 
clearer picture of where the opportunity ahead liesΦέ  

 

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 awarded for 10 year periods and this may impact on lenders attitude to procession of 
credit.  

Also challenging is the context where the seafood sector operates. The EMFF Operational Pro-
gramme states that: 
 

ά¢ƘŜ LǊƛǎƘ ǎŜŀŦƻƻŘ ǎŜŎǘƻǊ ƻǇŜǊŀǘŜǎ ƛƴ ŀƴ ŜƴǾƛǊƻƴƳŜƴǘ of considerable challenge. For fishermen and 
aquaculture farmers, the disparity between the cost of production and remuneration is a critical issue for 
ongoing viability and the environmental impacts of their activities are also required to be taken into 
consideration. At the processor and manufacturing level, a perceived lack of scale, fierce international 
competition, international retail consolidation and changing consumer demands are challenges which 
ǊŜǉǳƛǊŜ ŎƻƴŎŜǊǘŜŘ ŀŎǘƛƻƴΦέ 

 

Both the agriculture and seafood sectors are also likely to be significantly influenced by Brexit 
developments. This results in increased uncertainty for enterprises in the sector and for potential 
lenders. 
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An important issue which both sector face is price volatility. Agricultural input and output prices 
are affected by a range of international and domestic factors. The CSO Agricultural Price Indices 
show a larger decline in output prices than input prices in 2009. However, starting in 2010 output 
prices grew at a faster rate than input prices, as evidenced by the figure below. Overall, output 
prices tend to fluctuate more widely than input prices. 

Figure 2.4: Agricultural Input and Output Price Indices (2010-2015) 

 

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 sector. The CSO wholesale industrial price index for fish, crustaceans and molluscs 
displays an increasing trend since 2010. As shown in Figure 2.5, in the time period considered the 
seafood price index decreased in 2014, before recovering in 2015. There are, however, also 
significant levels of volatility within each period. 
 

Figure 2.5: Seafood Price Index (2010-2015) 

 

Source: Indecon analysis of CSO data 

  

80

90

100

110

120

130

140

2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015

Base year 2010 

Agricultural output price index Agricultural input price index

90

95

100

105

110

115

120

125

2010 2011 2012 2013 2014 2015

Fish, crustaceans 
and molluscs 
price index  



2 ƅ Economic Context of the Agriculture and Marine Sectors 
 

 

 
 

 

 

 
Indecon International Economic Consultants 

Indecon Ex-ŀƴǘŜ !ǎǎŜǎǎƳŜƴǘ ƻŦ ǘƘŜ ¦ǎŜ ƻŦ CƛƴŀƴŎƛŀƭ LƴǎǘǊǳƳŜƴǘǎ ǿƛǘƘƛƴ LǊŜƭŀƴŘΩǎ 
European Agricultural Fund for Rural Development, and European Maritime and 
Fisheries Fund Operational Programmes 

17 

 

 

The agriculture and primary seafood sectors face higher output price volatility than other sectors. 
This represents a source of uncertainty for financial institutions evaluating lending applications to 
support agricultural and seafood investments. The figure below compares output price volatility of 
the agricultural, seafood and manufacturing sectors, measured by the standard deviation of 
monthly prices in the previous year. The volatilities of agricultural and seafood output prices have 
been substantially higher than the manufacturing sector in all years except 2015. Moreover, in the 
agriculture and seafood sectors cycles in volatility of output prices are more pronounced than in 
some other sectors. This adds complexity to the structuring of payment terms and may increase 
uncertainty for financial institutions.  

 

Figure 2.6: Comparison of Agricultural, Seafood and Manufacturing Output Price volatility 
(2010-2015) 

 

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 weather conditions. In years of scarce harvest, supply 
is more rigid and prices more sensitive to changes in demand.  
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Figure 2.7: Agricultural Output Price volatility by sub-sector (2010-2015) 

 

Source: Indecon analysis of CSO data 

 

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.  

 

Figure 2.8: Agricultural Output Price Volatility, animals (2010-2015) 

 

Source: Indecon analysis of CSO data 
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In April 2015, EU milk quotas were removed, with important consequences for the sector in 
Ireland. As evidenced in the figure below, milk price volatility has recently been on an upward 
trend. 

 

Figure 2.9: Milk Price Level and volatility (2010-2015) 

 

Source: Indecon analysis of CSO data 

 

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 industry, salmon is an important species for the Irish 
seafood industry. Salmon represents 60% of the value of aquaculture production and 20% of 
ǎŜŀŦƻƻŘ ǇǊƻŎŜǎǎƛƴƎ ǇǊƻŘǳŎǘƛƻƴΦ hŦ ǘƘŜ ϵнлф Ƴƛƭƭƛƻƴ ƻŦ LǊƛǎƘ retail seafood sales in 2015, ϵтр Ƴƛƭƭƛƻƴ 
are salmon sales, growing 17% since 2014.  

The figure overleaf shows that salmon prices have been increasing in recent years. Salmon price 
volatility does not show an obvious trend, but has been subject to wide cycles where volatility can 
increase by as much as six standard deviations in six months. 

Output price volatility is thus an issue for enterprises in both the agriculture and seafood sectors in 
Ireland that may impact on the ability of these enterprises to access finance from traditional 
sources.  
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Figure 2.10: Salmon Price Level and volatility (2010-2015) 

 

Source: NASDAQ. 

 

2.4 Summary of Findings 

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

Ç The National Income and Expenditure (NIE) figures from the CSO show that the agriculture, 
ŦƻǊŜǎǘǊȅ ŀƴŘ ŦƛǎƘƛƴƎ ǎŜŎǘƻǊΩǎ ǎƘŀǊŜ ƻŦ DǊƻǎǎ ±ŀƭǳŜ !ŘŘŜŘ accounted for 1.7% of total GVA in 
2015.   

Ç IrelŀƴŘΩǎ ŦŀǊƳƛƴƎ ǎŜŎǘƻǊ ƛǎ ǘƘŜ Ƴŀƛƴ ŎƻƳǇƻƴŜƴǘ ƻŦ ǘƘŜ ŀƎǊƛŎǳƭǘǳǊŀƭΣ ŦƻǊŜǎǘǊȅ ŀƴŘ ŦƛǎƘŜǊƛŜǎ 
sector. It is estimated that there were over 104,000 persons employed in the agriculture 
sector.  

Ç Over half of the gross value added by the seafood industry is produced by sea 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 2,976 full-time 
equivalent persons employed. 

Ç Since 2010 the capital stock in the agriculture forestry and fishing sector has increased at an 
average yearly rate of 2.4%. This rate of growth is well below the pre-crisis three-year average 
growth rate of 5.1%. 

Ç The agriculture and seafood sectors face higher output price volatility than many other 
sectors. This represents a source of uncertainty for financial institutions evaluating lending 
applications to support investments in these sectors. An additional source of uncertainty 
arises from the potential impacts of Brexit on key markets for agricultural and seafood 
exports. 

 

0

1

2

3

4

5

6

7

8

9

0

10

20

30

40

50

60

2010M12 2011M12 2012M12 2013M12 2014M12 2015M12

Standard  
deviation  
of Salmon 

 Price Index 
(previous 12 

months) 

Salmon  
Price Index 

Price Standard deviation



3 ƅ Assessment of Availability of Sources of Finance 
 

 

 
 

 

 

 
Indecon International Economic Consultants 

Indecon Ex-ante Assessment of the Use of Financial Instrumeƴǘǎ ǿƛǘƘƛƴ LǊŜƭŀƴŘΩǎ 
European Agricultural Fund for Rural Development, and European Maritime and 
Fisheries Fund Operational Programmes 

21 

 

 !ǎǎŜǎǎƳŜƴǘ ƻŦ !Ǿŀƛƭŀōƛƭƛǘȅ ƻŦ {ƻǳǊŎŜǎ ƻŦ CƛƴŀƴŎŜ 3

3.1 Introduction 

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

This step is also required in examining the rationale for Financial Instruments for the Irish 
agricultural/seafood sectors. The focus here is on the availability of finance for viable projects in 
these sectors. To examine this issue, it is useful to first quantify what funding is available to these 
sectors and how this has changed over time. While 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 investments. This chapter 
analyses the availability of credit in the Irish agriculture and seafood sectors using quantitative 
data sources and evidence from the wider consultation process with key stakeholders in both the 
agriculture and seafood sectors as well as with financial institutions and advisers. 

 

3.2 Credit Availability in the Agriculture and Seafood Sectors 
The figure below shows credit advanced to Irish resident private sector enterprises by deposit-
taking institutions. Credit by these institutions to the agricultural sector rose by 39% between 
2006 and 2009, reaching the peak in Q1 2009 at ϵ5.2 billion, before starting a decreasing path 
which continued until 2015. Credit to the agricultural sector broadly follows the fluctuation in 
credit to the overall real non-residential economy, as illustrated in the figure overleaf. In Q2 2016, 
outstanding credit to the agriculture sector was ϵ3.4 billion.  

It is also of note that credit to the fishing and aquaculture sector did not rise in the years preceding 
the crisis and outstanding amounts decreased since 2006. In Q2 2016, outstanding credit to the 
fisheries and aquaculture sector amounted to ϵ225 million. Later in this section we consider the 
views of a number of organisations and other evidence on the availability of credit to seafood 
processing sector. 

Figure 3.1: Credit to Agriculture, Fishing and Aquaculture, Outstanding Amounts (2006-2015) 

 

Source: Indecon analysis of CBI data 
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The table below shows net credit transactions and new lending to SMEs4 by credit institutions in 
the years 2011-2015. Using the EU definition, SMEs comprise almost the totality of Irish 
enterprises in the two sectors. In Q2 2016, SMEs held 96.2% of total outstanding amounts in the 
agriculture sector, and 96.4% of outstanding amounts in the fishing and aquaculture sector. New 
credit available to agriculture enterprises increased from ϵ568 million in 2011 to ϵ649 million in 
2013. However, transactions are negative in every year as agricultural enterprises re-paid loans for 
an amount close to ϵ1 billion in 2011, and between ϵ700 and ϵ830 million a year in the period 
2012 - 2015. 

New credit to fishing and aquaculture sectors decreased until 2014 before a sharp increase in 
2015. Between 2011 and 2015 new lending has increased, but debt repayments were higher than 
new loans, resulting in deleveraging of the sector, similar to the agriculture sector. This is in line 

with the general trend of bank credit to the non-financial non-property related sector. Non bank 
financing of SMEs in these sectors is also an important source of funds. 

 

Table 3.1: SME Credit Transactions and New Lending by Subsector, 2011-нлмр όϵƳύ 

 Transactions New lending 

Year Agriculture 
Fishing and 
aquaculture 

Total ex 
Financial 

and 
Property 

Agriculture 
Fishing and 
aquaculture 

Total ex 
Financial 

and 
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 

Source: Central Bank of Ireland  

 

3.3 Developments on the Credit Supply Side 

A feature of LǊŜƭŀƴŘΩǎ ŦƛƴŀƴŎƛŀƭ ǎŜŎǘƻǊ in the period post the financial crisis is the reduced number 
of banking competitors and the low level of involvement by specialist agri-banks. Some finance for 
the agri sector is however provided by milk processors and suppliers of feed and other inputs as 
well as by machinery suppliers. For example, we understand that a loan 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 side for the agriculture sector in recent 
years is the operational of the Strategic Banking Corporation of Ireland (SBCI). The SBCI has been 
involved in supporting lower cost funding to the SME sector and has introduced an agri investment 

                                                           
4 SME counterparty is defined as any entity engaged in an economic activity, irrespective of legal form (i.e. corporation, partnership, 

sole-ǘǊŀŘŜǊΣ ŜǘŎΦύΣ ǿƘƛŎƘ ŜƳǇƭƻȅǎ ŦŜǿŜǊ ǘƘŀƴ нрл ǇŜǊǎƻƴǎ ŀƴŘ ǿƘƻǎŜ ŀƴƴǳŀƭ ǘǳǊƴƻǾŜǊ ŘƻŜǎ ƴƻǘ ŜȄŎŜŜŘ ϵрл Ƴƛƭƭƛƻƴ ƻǊ ǿƘƻǎŜ ŀnnual 
ōŀƭŀƴŎŜ ǎƘŜŜǘ ŘƻŜǎ ƴƻǘ ŜȄŎŜŜŘ ϵпо ƳƛƭƭƛƻƴΦ 
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scheme to lend to farmers for investment purposes and has supported non-bank lending/leasing 
companies such as Finance Ireland and First Citizen. 
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Consultations during this study suggest a view by some advisers that there may have been a 
tightening of bank risk appetite for the sector. Banks have to meet new capital ratios to be aligned 
with Basel III requirements by 2019. Risk weighting models within financial institutions weight 
lending based on estimated credit risks. These understandably are based in part on past credit 
histories. Due to existence of some impaired credit histories of borrowers in the agri and seafood 
sectors which may not be related to agri/seafood business, financial institutions are likely to see 
these individuals as riskier lending prospects and thus these institutions are less likely to provide 
funding to these enterprises even if they present a viable project. Thus Basel III requirements may 
impact on some agricultural and seafood enterprises where borrowers in these sectors secured 
lending for property or other 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 data on loan application rejection rates on a sector-by-sector basis are not publicly availa-
ble, the Central Bank do publish credit rejection rates for all SMEs. The following figure presents a 
graph of SME credit rejection rates between 2012 and 2016. While the trend is downward since 
2012 there has been a recent increase. The bank finance rejection rate for all types of SME in Ire-
land currently exceeds the average for the Euro Area of 7% according to the ECB Survey on the 
Access to Finance of Enterprises (SAFE)5. 
 

Figure 3.2: Bank Finance Rejection Rates for SMEs 

 

Source: Central Bank of Ireland SME Market Report 2016 H26 

 
Farmers and seafood businesses with low levels of debt and strong and consistent cashflow are 
unlikely to have any difficulty in obtaining finance but there is a risk continuum and some busi-
nesses who are viable may struggle to obtain finance. The Department of Agriculture is introducing 
the Agricultural Cashflow Support Scheme to help farmers with volatile cash flows reduce their 
reliance on merchant credit and overdraft. The scheme will begin lending in January 2017 and will 
offer new loans until September 2017. The scope is limited to financing working capital of farms 

                                                           
5https://www.ecb.europa.eu/pub/pdf/other/accesstofinancesmallmediumsizedenterprises201611.en.pdf?862f53698b8f84e198d67572

453c4465 
6 https://www.centralbank.ie/publications/Documents/SME%20Market%20Report%202016H2.pdf 
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which have 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 Analysis of Credit Availability 
In addition to the quantitative analysis which Indecon has completed and which is presented later 
in this report, as part of our research we surveyed a number of specialist advisers in the 
agricultural/seafood sector on their independent assessment on this issue.  Indecon received 
inputs from 84 advisers.  

Indecon contacted Teagasc and 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 of advisers with 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 asked for their views by completing 
the survey. These organisations included: 

Ç Enterprise Ireland; 

Ç BIM; 

Ç The Credit Review Office (CRO); 

Ç The Strategic Banking Corporation of Ireland; and 

Ç A number of commercial banks operating in Ireland. 

Some of the banking institutions requested that their surveys were not reported separately. These, 
however, were used by Indecon in the formulation of the analysis and recommendations in this 
report. 

As can be seen from the next table survey responses suggest that while overall lending to the 
sector was good, most advisers rated the availability of finance for business start-ups as poor or 
very poor. Over half of advisers rated lending for investments by young farmers as poor or very 
poor. A majority also rated lending to sector by 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 
microfinance instruments to the sectors and similarly for lending by venture capital funds to the 
sectors.  

Table 3.2: Availability of Finance for Viable Projects in Agricultural/Seafood Sectors 

 Excellent Good Poor Very Poor 

Overall lending by financial institutions for investments in 
agriculture/seafood sectors 

0.00% 69.05% 28.57% 2.38% 

Lending by financial institutions for business start-ups in 
agriculture/seafood sectors 

0.00% 32.93% 57.32% 9.76% 

Lending by financial institutions for investments by young 
farmers 

1.22% 46.34% 43.90% 8.54% 

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% 
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agriculture/seafood sectors 

Lending by venture capital funds for agriculture/seafood 
sectors 

0.00% 7.59% 49.37% 43.04% 

Source:  Indecon Survey of Specialist Advisers 

 
In addition to the wider survey of advisers, the independent Credit Review Office has also given us 
their perspectives on the key issues. In the next table the views of the Credit Review Office on 
availability of finance for viable projects is presented. This confirms that although the overall as-
sessment of lending to the agricultural and seafood sector was good, lending to certain categories 
of borrowers was seen as poor, as well as lending by venture capital funds. The Credit Review Of-
fice believes that lending to the sector by specialist agricultural banks, which includes machinery 
finance, milk processors and meal suppliers, is perceived as good. In particular, the launch of a 
aƛƭƪ CƭŜȄ ϵмллƳ ƭƻŀƴ ŦǳƴŘ ǿŀǎ ǇƻƛƴǘŜŘ ƻǳǘΣ ǿƘŜǊŜ ǊŜǇŀȅƳŜƴǘ ǎŎƘŜŘǳƭŜǎ ŀǊŜ ŀŘƧǳǎǘŜŘ ƛƴ ƭƛƴŜ ǿƛǘƘ 
movement in milk prices. Microfinance lending was seen as goodΣ ŀƭǘƘƻǳƎƘ ƴƻǿ ƭƛƳƛǘŜŘ ǘƻ ϵмрΣллл 
per farm, due to EU state aid constraints. 

 

Table 3.3: Availability of Finance for Viable Projects in Agricultural/Seafood Sectors (CRO) 

 Credit review office view 

Overall lending by financial institutions for investments in 
agriculture/seafood sectors 

Good 

Lending by financial institutions for business start-ups in 
agriculture/seafood sectors 

Poor 

Lending by financial institutions for investments by young farmers Poor 

Lending to sector by specialist agricultural banks Good 

Lending by microfinance institutions for agriculture/seafood sectors Good 

Lending by venture capital funds for agriculture/seafood sectors Poor 

Source:  Indecon consultations with the CRO 

A more positive view on the availability of finance to the agriculture/seafood sectors was provided 
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 loan financial maturities for the agricultural and seafood 
sectors, a majority of advisers judged that the availability of long-term loans was poor/very poor. It 
was indicated to us that in general the maximum term is 15 years. 

 

Table 3.4: Availability of Different Loan Finance Maturities to the Sector 

 Excellent Good Poor Very Poor 

Short-term loans for sector (loans of less than 1 year) 8.33% 57.14% 33.33% 1.19% 

Medium term loans (1-5 years) 3.61% 67.47% 25.30% 3.61% 

Long-term loans (5-20 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 years. While 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 
investments. The key findings of this assessment of the current availability of finance to the sector 
are: 

Ç 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 economic recession 
as well as capital requirements in the Irish banking sector and also individual borrower issues. 

Ç LƴŘŜŎƻƴΩǎ ŀƴŀƭȅǎƛǎ ǎƘƻǿǎ ǘƘŀǘ ǘhe total outstanding stock of credit to the agriculture sector 
has decreased significantly since 2009 and currently stands at ϵ3.4 billion. For the fisheries 
and aquaculture sectors the levels of loans outstanding have decreased since 2006. While 
credit to the agriculture sector followed the boom-bust pattern of the financial crisis, credit to 
the seafood sector did not exhibit the same pronounced rise and fall. 

Ç 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 financial crisis; While 
this is understandable the impact of this on access to finance for some viable projects is seen 
as an issue.   

Ç As part of our research we also surveyed specialist advisers in the agricultural/seafood sectors 
for their independent assessment of the availability of finance to these sectors. The results 
suggest that advisers rated the availability of finance for business start-ups in agriculture / 
seafood sectors as poor.  

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

Ç 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 instruments have 
a role to play in overcoming this challenge.   
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 vǳŀƴǘƛǘŀǘƛǾŜ !ǎǎŜǎǎƳŜƴǘ ƻŦ 5ŜƳŀƴŘ ŀƴŘ {ǳǇǇƭȅ ƻŦ /ǊŜŘƛǘ  4

4.1 Introduction 

In this chapter, we assess the demand for credit in the agricultural and seafood sectors in Ireland.  
This is compared to credit supply to examine whether there is unmet demand to finance 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 agriculture and seafood sectors.   

4.2 Unmet Credit Demand in the Agriculture and Seafood Sectors 

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 sectors. This can 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 output projections outlined in the relevant national strategic plans. 
CƻƻŘ²ƛǎŜ нлнрΩǎ projects for the value of primary production, including agriculture, fishing and 
aquaculture, was to reach ϵ10 billion in 2025. Agriculture production was ϵ7.1 billion in 2015, and 
fisheries and aquaculture was just below ϵ500 million. Therefore, the projected 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 Sustainable Aquaculture Development sets a target of an 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, worth ϵ149 million. Assuming a 
constant price-per-ton, this constitutes an increase of aquaculture production by ϵ168 million. The 
BIM Strategy 2013-2017 and the National Strategic Plan for Aquaculture Development, expect 
most of the increase in primary seafood production to be from aquaculture. Therefore, we assume 
in our analysis that the output of this sector ƛǎ ǘŀǊƎŜǘŜŘ ǘƻ ƎǊƻǿ ŦǊƻƳ ϵрлл Ƴƛƭƭƛƻƴ ǘƻ at least ϵстл 
million.  

In the seafood processing sector, FoodWise 2025 directly provides the investment needed to 
achieve the desired scaling of the sector. This is estimated at ϵолл Ƴƛƭƭƛƻƴ ƴŜǘ ƛƴǾŜǎǘƳŜƴǘ ƻǾŜǊ ǘƘŜ 
period 2015 ς 2025, which is in addition to the funding already provided under the Seafood 
Development Programme. 

 

Unmet Credit Demand in the Agriculture Sector 

For the agriculture sector, FoodWise 2025 targets 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 from econometric analysis undertaken 
by Indecon which evaluated the impact of the Rural Development Plan, undertaken for the 
Department of Agriculture, Food and the Marine.  

A summary of the various output elasticities for alternative production functions is shown in the 
next table and indicates 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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Table 4.1: Summary of Capital Elasticity of Output and Yearly Rate of Investment Need 

Econometric Model Capital Elasticity of Output 

Cobb-Douglas Production Function 0.423 

Translog Production Function 0.205 

Olley-Pakes Production Function 0.162 

Note: These output elasticities refer to the % change in output as a result of a % in capital investment.  
Source: Indecon analysis undertaken for the Ex-Post Evaluation of the RDP 2007-2013 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 dependent variable).   
 

Table 4.2: Impact of Investment on Output Panel Models 

Output 
random 
effects 

fixed effects 
random 
effects 

fixed 
effects 

random 
effects 

fixed effects 

Payment type 
Land 

Improvement 
Land 

Improvement 
Building 
Grants 

Building 
Grants 

Disadvantaged Disadvantaged 

ln_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)** 

ln_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)** 

ln_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_AGE -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)** 

ln_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)** 

ln_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)** 

N 13,648 13,648 13,648 13,648 13,648 13,648 

R
2
  0.25  0.25  0.25 

Source: Indecon analysis originally undertaken for the Ex-Post Evaluation of the RDP 2007-2013 for the Department of Agriculture 

 

The ln_cap variable is the capital variable. This was calculated as the sum of capital employed for 
various types of capital, machinery, building, 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.  The coefficient 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 
Table 4.1.  
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Using these estimates, we calculated the annual investment need based on the output target 
calculated above, i.e., an output growth rate of 2.7%. The estimated relation between capital input 
and output is conditional on labour 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 since. The effect of TFP is not controlled for in the 
estimated equation and its impact on output is therefore included in the ǾŀǊƛŀōƭŜǎΩ coefficient 
estimates. Matthews et al (2006) examined the academic research on the growth rate of total 
factor productivity in Irish agriculture 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 input to achieve the output target, based on the different 
estimation methods, is summarised in the table below. The results imply that to achieve an annual 
growth rate of agricultural output of 2.7%, the farming sector would have to increase the stock of 
capital input by 6.5% - 16.9% yearly. 

 

Table 4.3: Summary of Capital Elasticity of Output and Yearly Investment Needs 

Econometric Model Capital Elasticity of Output 
Investment need to hit 2.7% yearly output 

growth 

Cobb-Douglas Production Function 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 on farm capital input, we approximate it with the CSO series Ψbet 
capital stock in agriculture, fisheries and forestryΩΦ ¢ƘŜ ǎǘƻŎƪ ƛǎ Ŝǉǳŀƭ ǘƻ ϵфΦт ōƛƭƭƛƻƴ ƛƴ нлмрΦ ¢ƘŜ 
series includes fixed capital assets of forestry and fisheries. These sectors contribute to less than 
мΦм҈ ƻŦ ǘƘŜ ōǊƻŀŘŜǊ ǎŜŎǘƻǊǎΩ D±!Σ ǘƻ пΦн҈ ƻŦ ŜƳǇƭƻȅƳŜƴǘ ŀƴŘ т҈ ƻŦ ƻǳǘǇǳǘΦ Based on this, it is 
reasonable to assume that a very high proportion, of the capital stock of the agriculture, fisheries 
and forestry sector is farm capital input. The investment need based on this overestimated 
measure of capital input should be interpreted as an upper bound.  

¢ƘŜ ƴŜȄǘ ǘŀōƭŜ ƛƴŘƛŎŀǘŜǎ ǘƘŀǘ ǘƘŜ нлмс ƴŜǘ ƛƴǾŜǎǘƳŜƴǘ ƴŜŜŘ ǊŀƴƎŜǎ ōŜǘǿŜŜƴ ϵсну Ƴƛƭƭƛƻƴ ŀƴŘ 
ϵмΦсоф ōƛƭƭƛƻƴΣ ŘŜǇŜnding on the assumed production function. By 2020, the investment need will 
be between ϵ807 million and ϵ3.06 billion. In 2025, the net investment need is projected to be in 
ǘƘŜ ǊŀƴƎŜ ϵмΦм ς ϵсΦт ōƛƭƭƛƻƴΦ The investment needs increase over time as the level of investment 
required to meet annual growth targets are 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 the Cobb-Douglas production function are the 
most appropriate estimates for this setting. 
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Table 4.4: Estimated Net Investment Needs in Irish Agriculture (2016-2025) 

Year 
Change in net fixed capital, 
Cobb-Douglas Production 

Function όϵƳύ 

Change in net fixed 
capital, translog 

Production Function 
όϵƳύ 

Change in net fixed 
capital, Olley-Pakes 
Production Function 

όϵƳύ 

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 following table 
summarises the gross investment needed to 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 Cobb-Douglas estimates, net purchases of 
fixed assets required to meet nŀǘƛƻƴŀƭ ƻǳǘǇǳǘ ǘŀǊƎŜǘǎ ƛǎ ŜǎǘƛƳŀǘŜŘ ǘƻ ōŜ ƛƴ ǘƘŜ ǊŀƴƎŜ ōŜǘǿŜŜƴ ϵупр 
Ƴƛƭƭƛƻƴ ƛƴ нлмс ǘƻ ϵмΣпус Ƴƛƭƭƛƻƴ ƛƴ нлнрΦ   
 

Table 4.5: Estimated Gross Investment Needs in Irish Agriculture (2016-2025) 

Year 
Change in gross fixed capital, 

Cobb-Douglas Production 
Function όϵƳύ 

Change in gross fixed 
capital, Translog 

Production Function όϵƳύ 

Change in gross fixed 
capital, Olley-Pakes 

Production Function όϵƳύ 

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 the change in gross and net capital stock in agriculture, 
fisheries and forestry sector in the period 2006 - нлмрΦ bŜǘ ƛƴǾŜǎǘƳŜƴǘ ǿŀǎ ōŜǘǿŜŜƴ ϵ208 million 
ŀƴŘ ϵмΣпнн Ƴƛƭƭƛƻƴ ƛƴ ȅŜŀǊǎ ƻŦ ǇƻǎƛǘƛǾŜ ƛƴǾŜǎǘƳŜƴǘΦ ¢Ƙƛǎ ǎǳƎƎŜǎǘǎ ǘƘŀǘ ǘƘŜ ŜǎǘƛƳŀǘŜŘ ƛƴǾŜǎǘƳŜƴǘ 
required to reach the output targets is in a range consistent with the historical pattern of net in-
vestment.  
 

Table 4.6: Historical Changes in Net and Gross Fixed Assets (2006-2015) 

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 analysis of CSO data. 
Note: Average depreciation considers only years of positive depreciation. 

The analysis suggests that the capital investment requirements of the sector will grow from 
ŀǊƻǳƴŘ ϵурл Ƴƛƭƭƛƻƴ ƛƴ нлмс ǘƻ ŀǊƻǳƴŘ ϵмΦр ōƛƭƭƛƻƴ ƛƴ нлнрΦ tŀǊǘ ƻŦ ǘƘƛǎ ŀƳƻǳƴǘ ǿƛƭƭ ōŜ ŦǳƴŘŜŘ ǿƛǘƘ 
internal funds or grants, and part will be covered by external finance and result in credit demand. 
Assuming farms use internal resources or grants to fund 40% of investment, and the remaining 
60% with lending, then the credit required to finance capital investment in the agricultural sector 
ƛǎ ŜǎǘƛƳŀǘŜŘ ǘƻ ōŜ ŀǊƻǳƴŘ ϵрлт Ƴƛƭƭƛƻƴ ƛƴ нлмс ŀƴŘ ϵуфн Ƴƛƭƭƛƻƴ ƛƴ нлнрΦ 

Having estimated the 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 
ŀƎǊƛŎǳƭǘǳǊŀƭ ǎŜŎǘƻǊ ƛǎ ǘƘŜ άƴŜǿ ƭŜƴŘƛƴƎ ǘƻ {a9έ ǎŜǊƛŜǎ ŦǊƻƳ ǘƘŜ /ŜƴǘǊŀƭ .ŀƴƪ ƻǊ Lreland, presented 
in Table 3.1. Since SMEs held 96.2% of total outstanding amounts in the agriculture sector, using 
SME series for new lending should be a good approximation of total credit supply.  

Between 2011 and 2015, new lending to SMEs 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 finance will be available but believes this is a reasonable 
assumption for modelling purposes.7 ¢Ƙƛǎ ŜǉǳŀǘŜǎ ǘƻ ϵстм Ƴƛƭƭƛƻƴ ƛƴ нлмс ŀƴŘ ϵфмл Ƴƛƭƭƛƻƴ ƛƴ 
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 

                                                           
7
 Indecon has tested the sensitivity of this assumption of the estimated gap. A 2% growth of new lending leads to an estimate for the 

agriculture ƎŀǇ ƻŦ ϵммлƳ ƛƴ нлмс ƎǊƻǿƛƴƎ ǘƻ ϵпмтƳ ƛƴ нлнрΦ ! р҈ ǊŀǘŜ ƎƛǾŜǎ ϵфуƳ ƛƴ нлмс ƎǊƻǿƛƴƎ ǘƻ ϵнртƳ ƛƴ нлнр. Current estimate 
ƛǎ ϵмлпƳ ƎǊƻǿƛƴƎ ǘƻ ϵорпƳ ƛƴ нлнрΦ  
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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 credit supply for capital investment of 
ϵпло Ƴƛƭƭƛƻƴ ƛƴ нлмсΣ ǊƛǎƛƴƎ ǘƻ ϵрпс Ƴƛƭƭƛƻƴ ǇŜǊ ŀƴƴǳƳ ƛƴ нлнрΦ  ¢ƘŜǊŜ ƛǎ ƛƴŜǾƛǘŀōƭȅ ƎǊŜŀǘŜǊ 
uncertainty on developments out to 2025 and caution needs to be exercised in designing any 
Financial Instruments to take account of any projected funding gap.  

The table below presents our estimates for the resulting gap in funding.  This suggests a potential 
ŦǳƴŘƛƴƎ ƎŀǇ ƛƴ ǘƘŜ ŀƎǊƛŎǳƭǘǳǊŜ ǎŜŎǘƻǊ ƻŦ ŀǊƻǳƴŘ ϵмлл Ƴƛƭƭƛƻƴ ƛƴ нлмсΣ ǇƻǘŜƴǘƛŀƭƭȅ ǊƛǎƛƴƎ ǘƻ ƻǾŜǊ ϵолл 
million by 2025.   

 

Table 4.7: Estimated Gap Between Demand and Supply of Credit in Agriculture (2016-2025) 

Year /ǊŜŘƛǘ ŘŜƳŀƴŘ όϵƳύ /ǊŜŘƛǘ ǎǳǇǇƭȅ όϵƳύ CƛƴŀƴŎƛƴƎ ƎŀǇ όϵƳύ 

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 

For the aquaculture sector, using data from the latest report of the Scientific, Technical and 
Economic Committee for Fisheries of the European Commission, we estimated a log-linear relation 
between net investment and the change in sales weight. Note that due 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 slope 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 input.  
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Figure 4.1: Sales Weight and Net Investment in Aquaculture Sector, log scale (2008-2012) 

 

Source: Indecon analysis of FADN data. 

 

Using this linear approximation, it is possible to infer the net capital investment 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 sector, tƘŜ ȅŜŀǊƭȅ ƴŜǘ ƛƴǾŜǎǘƳŜƴǘ ƴŜŜŘ ƛǎ ϵннΦт ƳƛƭƭƛƻƴΦ DƛǾŜƴ 
depreciation equal to the average of previous four years, the gross investment need is estimated 
ǘƻ ōŜ Ƨǳǎǘ ōŜƭƻǿ ϵол ƳƛƭƭƛƻƴΦ Assuming 60% of this capital investment is financed by debt, lending 
ƻŦ ϵмт.9 million per annum would be required. 

 

Table 4.8: Estimated Investment Needs to Hit Output Target in Aquaculture (2016 ς 2023) 

Years Yearly output growth 
Yearly Net Investment 

όϵƳύ 
Yearly Gross 

Investment όϵƳύ 

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 2016 ς 2023 using 
the average growth rate for agriculture lending.8 Further, we assume that credit supply is allocated 
in proportion to the value of output of the sub-sectors, and that 60% of credit supply to the 
aquaculture sector is devoted to capital investment. The table below summarises 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 period 2008 ς 2012 range between -50% and 

+72.5%, averaging 20%. Using this average growth rate for projections results in unrealistic levels of new lending in the projected 
period. 
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Table 4.9: Estimated Gap Between Demand and Supply of Credit in Aquaculture (2016-2023) 

Years /ǊŜŘƛǘ ŘŜƳŀƴŘ όϵƳύ /ǊŜŘƛǘ ǎǳǇǇƭȅ όϵƳύ 
Financing gap 
όϵƳύ 

2016 17.9 12.9 5 

Source: Indecon analysis. 

Given a log-linear relation between investment and change in output and a constant output 
growth rate target, this suggests one estimate of annual investment needs. The financing gap in 
the aquaculture sector is estimated at ϵ5 ƳƛƭƭƛƻƴΦ ¢Ƙƛǎ ƛǎ Ŝǉǳŀƭ ǘƻ о҈ ƻŦ ǘƘŜ ǎŜŎǘƻǊΩǎ ǘǳǊƴƻǾŜǊ in 
2014.  

Indecon also notes that the level of demand for credit in the seafood sector will also be influenced 
by how credit demand is influenced by the expected growth in subsectors.  For example, we 
understand that various growth targets for the seafood processing sector have been discussed in 
recent years, from the now dated and under-ambitious target of growing salŜǎ ǘƻ ϵм ōƛƭƭƛƻƴ ōȅ 
2020 όƳŀȅ ōŜ ŀŎƘƛŜǾŜŘ ōȅ нлмтκмуύ ǘƻ ŀ ƳƻǊŜ ŀƳōƛǘƛƻǳǎ ǘŀǊƎŜǘ ƻŦ ϵн ōƛƭƭƛƻƴ ǎŀƭŜǎ ōȅ нлнр 
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 
investment in value added processing plant and equipment), and 

(2) !ŘŘƛǘƛƻƴŀƭ ϵоллƳ ƛƴǾŜǎǘƳŜƴǘ ƛƴ ǎŜŀŦƻƻŘ ǇǊƻŎŜǎǎƛƴƎΣ ƻƴ ǘƻǇ ƻŦ ǘƘŜ ǇƭŀƴƴŜŘ 9aCC 
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, FoodWise 2025 estimates 
ǘƘŜ ƛƴǾŜǎǘƳŜƴǘ ƴŜŜŘŜŘ ǘƻ ŀŎƘƛŜǾŜ ǘƘŜ ŘŜǎƛǊŜŘ ǎŎŀƭƛƴƎ ƻŦ ǘƘŜ ǎŜŎǘƻǊΦ ¢Ƙƛǎ ƛǎ ϵолл Ƴƛƭƭƛƻƴ ƛƴǾŜǎǘƳŜƴǘ 
over the period 2015 ς 2025, is in addition to the funding provided under the Seafood 
Development Programme. This means net investment should increase by an average of ϵол Ƴƛƭƭƛƻƴ 
ŀƴƴǳŀƭƭȅΦ ²Ŝ ǘƘǳǎ ŀŘŘ ϵол Ƴƛƭƭƛƻƴ ǘƻ ǘƘŜ ƭŀǘŜǎǘ ŀǾŀƛƭŀōƭŜ Řŀǘŀ ƻƴ ƴŜǘ ƛƴǾŜǎǘƳŜƴǘ ƛƴ ǘƘŜ ǎŜŀŦƻƻŘ 
processing sector provided by the Scientific, Technical and Economic Committee for Fisheries of 
the European Commission; adding depreciation, this amounts to an annual gross investment need 
ƻŦ ŀǇǇǊƻȄƛƳŀǘŜƭȅ ϵсс ƳƛƭƭƛƻƴΦ  

Table 4.10: Estimated Investment Needed to Achieve Desired Scaling of Seafood Processing 
Sector (2016) 

Years ¸ŜŀǊƭȅ bŜǘ LƴǾŜǎǘƳŜƴǘ όϵƳύ ¸ŜŀǊƭȅ DǊƻǎǎ LƴǾŜǎǘƳŜƴǘ όϵƳύ 

2016  49.4 66.1 

Source: Indecon analysis. 

Assuming 60% of capital investment is financed by debt, the demand for credit to achieve the 
ŘŜǎƛǊŜŘ ǎŎŀƭƛƴƎ ƻŦ ǘƘŜ ǎŜŀŦƻƻŘ ǇǊƻŎŜǎǎƛƴƎ ǎŜŎǘƻǊ ƛǎ ŀǇǇǊƻȄƛƳŀǘŜƭȅ ϵпл Ƴƛƭƭƛƻƴ ŀƴƴǳŀƭƭȅΦ 

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 estimate on 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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an estimate for credit supply to the seafood processing sector in 2016 is approximatelȅ ϵмрΦп 
million9.  

Table 4.11: Estimated Gap Between Demand and Supply of Credit in Seafood Processing 
(2016-) 

Years /ǊŜŘƛǘ ŘŜƳŀƴŘ όϵƳύ /ǊŜŘƛǘ ǎǳǇǇƭȅ όϵƳύ 
Financing gap 
όϵƳύ 

2016  39.6 24.2 15.4 

Source: Indecon analysis. 

The resulting financing gap in the seafood processing sector is estimated to be of the order of 
ϵ15.4 million. This is equal to 3҈ ƻŦ ǘƘŜ ǎŜŎǘƻǊΩǎ ǘǳǊƴƻǾŜǊ ƛƴ нлмпΦ  

Our analysis suggests the financing gap in the overall seafood sector is estimated at approximately 
ϵ20m. Our estimate of credit demand for the seafood sector suggests a constant credit demand 
given the functional form of the estimated equation. However, Indecon believes that it is likely 
that as the sector expands the demand for credit will also rise but we expect some increase in 
credit supply to also occur. As a working assumption, we are assuming that the financing gap for 
ǘƘŜ ǎŜŎǘƻǊ ǿƛƭƭ ƛƴŎǊŜŀǎŜ ƛƴ ƭƛƴŜ ǿƛǘƘ ǘƘŜ ǎŜŎǘƻǊΩǎ ǘŀǊƎŜǘǎΣ ŦǊƻƳ ϵ20.4 Ƴ ǘƻ ϵ41.8m by 2025 but we 
note that there is uncertainty on this point and that the actual level of demand will only be 
determined once enterprises decide to apply for credit. 

 

Table 4.12: Estimated Gap Between Demand and Supply of Credit in Seafood (2016-2025) 

Year !ǉǳŀŎǳƭǘǳǊŜ όϵƳύ {ŜŀŦƻƻŘ tǊƻŎŜǎǎƛƴƎ όϵƳύ ¢ƻǘŀƭ όϵƳύ 

2016 5.0 15.4 20.4 

2017 5.4 16.6 22.1 

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. 

 

 

                                                           
9 The latest data from this source is 2012. We calculated credit supply for this year and projected it onto 2017 using the average growth 

rate of credit supply to the agricultural sector. 
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4.3 Survey Evidence on the Financing Gap 

The judgement of advisers on the estimated gap between supply and demand for viable projects is 
presented below. The most frequent estimates were between 10 ς 20% and 20 ς 40% in the agri-
culture and seafood sector. This relates to estimate of the gap between the supply and demand of 
finance for viable projects in these sectors expressed as a percentage of existing levels of lending 
to these sectors.  

Table 4.13: Estimated Percentage Gap between Supply and Demand for Viable Projects 

0 ς 5% 5.48% 

5 ς 10% 19.18% 

10 ς 20% 42.47% 

20 ς 40% 26.03% 

Source:  Indecon Survey of Specialist Advisers 

 

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

Table 4.14: Estimated Percentage Gap between Supply and Demand for Viable Projects 
(weighted average) 

Weighted average of all responses 15.75% 

Source:  Indecon Survey of Specialist Advisers 

 
The estimate of the Credit Review Office is consistent with the assessment of advisers, in the range 
10 ς 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 efficient level. 

 

Table 4.15: Estimated Percentage Gap between Supply and Demand for Viable Projects (CRO) 

Credit Review Office view 10 ς 20% 

Source: Input to Indecon from 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 modelling.  The survey evidence implies a 
ǿŜƛƎƘǘŜŘ ŀǾŜǊŀƎŜ ƻŦ ǘƘŜ ǾŀƭǳŜ ƻŦ ŦǳƴŘƛƴƎ ƎŀǇ ƛǎ ϵмлн Ƴƛƭƭƛƻƴ ŦƻǊ ǘƘŜ ŀƎǊƛŎǳƭǘǳǊŜ ǎŜŎǘƻǊ ŀƴŘ ϵ15 
million for the whole seafood sector, as presented in the figure below. This is similar to that esti-
mated in our quantified modelling for the credit gap in 2016 which estimated a financing gap of 
around ϵмлп Ƴƛƭƭƛƻƴ ŦƻǊ ǘƘŜ ŀƎǊƛŎǳƭǘǳǊŜ ǎŜŎǘƻǊ ŀƴŘ ϵ20.4 million for aquaculture and seafood pro-
cessing sectors. 
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Table 4.16: Estimated Value of Gap between Supply and Demand for Viable Projects Based on 
{ǳǊǾŜȅ 9ǾƛŘŜƴŎŜΣ ǿŜƛƎƘǘŜŘ ŀǾŜǊŀƎŜ όϵm) 

 Agriculture 
Seafood  

(Aquaculture + Processing) 

15.75% of credit supply in respective sector in 2015 102 15 

Source:  Indecon Survey of Specialist Advisers 
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The evidence from the Indecon survey 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 seafood sectors in 
Ireland with the weighted averages of responses suggesting a gap of around 16%. 

 

4.4 Summary of Findings 

Assessment of Demand and Supply of Credit 

Ç LƴŘŜŎƻƴΩǎ ƳƻŘŜƭƭƛƴƎ ŜǎǘƛƳŀǘŜǎ ŎǊŜŘƛǘ ŘŜƳŀƴŘ ǘƻ ŦƛƴŀƴŎŜ ŎŀǇƛǘŀƭ ƛƴǾŜǎǘƳŜƴǘ ƛƴ ǘƘŜ overall 
agricultural and sŜŀŦƻƻŘ ǎŜŎǘƻǊ ǘƻ ōŜ ƻŦ ǘƘŜ ƻǊŘŜǊ ƻŦ ϵрср Ƴƛƭƭƛƻƴ ƛƴ нлмс ŀƴŘ ƛǎ ŦƻǊŜŎŀǎǘ ǘƻ 
ƎǊƻǿ ǘƻ ŀǊƻǳƴŘ ϵфрл Ƴƛƭƭƛƻƴ ƛƴ нлнр if the expected expansion of the sectors is realised. 

Ç Our estimates indicate a potential funding gap for capital investment in agriculture of around 
ϵмлр Ƴƛƭƭƛƻƴ ƛƴ нлмс ŀƴŘ ǘƘŀǘ ǘƘƛǎ ŎƻǳƭŘ ǊƛǎŜ ǘƻ ƴŜŀǊƭȅ ϵорл Ƴƛƭƭƛƻƴ ōȅ нлнр ƛŦ ǘƘŜ ǎŜŎǘƻǊ 
expands in line with national targets. 

Ç LƴŘŜŎƻƴΩǎ ŜǎǘƛƳŀǘŜǎ ǎǳƎƎŜǎǘǎ ŀ ǇƻǘŜƴǘƛŀƭ ŦƛƴŀƴŎƛƴƎ ƎŀǇ ƻŦ ƻǾŜǊ ϵнл Ƴƛƭƭƛƻƴ ƛƴ ǘƘŜ ǎŜŀŦƻƻŘ 
sector, rising to around ϵп2 million by 2025.  

Ç 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 tools for 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 may increase 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 FI is set at a level 
which would only address part of the potential funding gap. 
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 aŀǊƪŜǘ CŀƛƭǳǊŜǎ ŀƴŘ {ǳōƻǇǘƛƳŀƭ LƴǾŜǎǘƳŜƴǘ [ŜǾŜƭǎ 5

5.1 Introduction 

²ƘƛƭŜ ǘƘŜ ǇǊŜǾƛƻǳǎ ŎƘŀǇǘŜǊ ƻǳǘƭƛƴŜŘ LƴŘŜŎƻƴΩǎ estimate of the potential gap between the demand 
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 issue of 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 and/or other reasons, for example, 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 market failures 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 backed Financial Instruments it is thus important to 
identify if there are market failures in the Irish agriculture and seafood sectors. In this section, we 
define the concept of market failure and describe typical instances in credit markets, particularly in 
the agricultural and seafood sectors. In the next section, we evaluate ascertain the existence of 
such market failures in the Irish case. 

¢ƘŜ CL /ƻƳǇŀǎǎ ƎǳƛŘŜƭƛƴŜǎ ŘŜŦƛƴŜ ŀ ƳŀǊƪŜǘ ŦŀƛƭǳǊŜ ŀǎ άan imperfection in the market mechanism 
that prevents economic efficiencyέ 10. In access to finance, market failure can occur because of 
asymmetric information between the debtor and the lender. When information is asymmetric, 
ƭŜƴŘŜǊǎΩ ŀōƛƭƛǘȅ ǘƻ ǇǊƛŎŜ Ǌƛǎƪ ƛǎ ƛƳǇŀƛǊŜŘΦ [ŜƴŘŜǊǎ Ƴŀȅ ƛƴ ǎǳŎƘ ŎƛǊŎǳƳǎǘŀƴŎŜǎ ǊŜǾŜǊǘ ǘƻ ƻǘƘŜǊΣ 
imperfect means to ascertain repayment probabilitȅΣ ǎǳŎƘ ŀǎ ōƻǊǊƻǿŜǊΩǎ ǘǊŀŎƪ ǊŜŎƻǊŘΣ ƻǊ ǎŜŎǳǊŜ 
lending through collateral guarantees. Market failures arise when these alternative methods are 
not available, for example, because of lack of credit history or unavailability of sufficient collateral. 

In cases where 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 taken into account by the lender. Financing 
viable enterprises results in increased employment, with positive spill-overs to the whole 
economy. In particular, promoting investment in Irish agricultural and seafood sectors has the 
additional benefit of enhancing the development of rural areas and stimulating growth in 
indigenous sectors in Ireland. 

The figure overleaf graphically shows the effect of market failures on credit supply. In the absence 
of intervention, economic inefficiency results in a lower amount of credit 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 benefit generated 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 in Figure 5.1. 

                                                           
10 https://www.fi -compass.eu/sites/default/files/publications/manual_vol-I_ex-ante-assessment-general-metholology.pdf  

https://www.fi-compass.eu/sites/default/files/publications/manual_vol-I_ex-ante-assessment-general-metholology.pdf
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Figure 5.1: Economic Efficiency and Market Failure in Finance 

                                                                     Supply (private returns, asymmetric information) 

                                                                                  Supply (private returns, symmetric information)                                                     

                                                                             

                                                                               

                                                                                   Supply (social returns and symmetric information) 

 

 

 

 

            Investments 

Source: Indecon  

 

Financial Instruments can be used to bring economic equilibrium in agricultural and seafood fi-
nancing closer to the point of economic efficiency. For instance, when levels of collateralisation 
are low because the assets used in production are illiquid, guarantees can be used to reduce the 
effect of asymmetric information on loan pricing, shifting 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 Value Ratios in the Irish 
Agriculture and Seafood Sector 

In evaluating the potential existence or otherwise of market failures in credit markets it is useful to 
compare interest rates across countries. Recent research by the Central Bank of Ireland showed 
that interest rates for SMEs are consistently higher in Ireland than in other EU economies.11 This 
result holds true even controlling for differences in enterprise characteristics. The study shows 
that at the country level, impairments on the credit supply side and measures of banking sector 
competition are related to interest rate differentials. In Ireland, there are relatively high interest 
rates for SMEs, as illustrated in the figure overleaf. This could possibly be an indication of market 
failures in the overall supply of credit or may reflect other factors.  

  

                                                           
11 ά¦ƴŘŜǊǎǘŀƴŘƛƴƎ {a9 ƛƴǘŜǊŜǎǘ ǊŀǘŜ ǾŀǊƛŀǘƛƻƴ ŀŎǊƻǎǎ 9ǳǊƻǇŜέΣ όнлмсύ /.L ǉǳŀǊǘŜǊƭȅ .ǳƭƭŜǘƛƴ ƴΦнΣ WŀƳŜǎ /ŀǊǊƻƭ ŀƴŘ CŜǊƎŀƭ aŎ/ŀƴƴΦ 

Demand 
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Figure 5.2: Interest rates, Banking Sector Riskiness and Concentration (2013 ς 2015) 

 

Source: CBI Quarterly Bulletin, April 2016  

 

The following figure further illustrates the disparity in interest rates charged to enterprises in 
Ireland and other member states using data for February 2017 from the ECB for the average 
interest rates charged to non-financial corporations. This figure shows that the rates charged to 
Irish enterprises are amongst the highest in the Euro area. 

Figure 5.3: Average Interest Rates ς Non-Financial Corporations (February 2017) 

 

Source: ECB Monetary and Financial Statistics  

 

The table overleaf reports 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.  

 

4.6%

4.2%

3.8%

3.2%
2.9%

2.6%2.5%2.5%2.4%2.3%2.3%2.3%2.2%2.1%2.1%2.0%
1.9%

1.5%1.4%

0.0%

0.5%

1.0%

1.5%

2.0%

2.5%

3.0%

3.5%

4.0%

4.5%

5.0%



5 ƅ Market Failures and Suboptimal Investment Levels 
 

 

 
 

 

 

 
Indecon International Economic Consultants 

Indecon Ex-ŀƴǘŜ !ǎǎŜǎǎƳŜƴǘ ƻŦ ǘƘŜ ¦ǎŜ ƻŦ CƛƴŀƴŎƛŀƭ LƴǎǘǊǳƳŜƴǘǎ ǿƛǘƘƛƴ LǊŜƭŀƴŘΩǎ 
European Agricultural Fund for Rural Development, and European Maritime and 
Fisheries Fund Operational Programmes 

44 

 

Table 5.1: Interest Rates on New Lending to SMEs by Sector, % (Q2 2015 ς Q2 2016) 

 Jun-15 Sep-15 Dec-15 Mar-16 Jun-16 

Primary Industries 5.16 5.08 5.05 5.07 5.16 

Manufacturing 4.26 4.14 4.15 4.13 3.09 

Electricity, Gas, Steam and Air Conditioning Supply 3.04 0.74 2.79 2.3 1.82 

Water Supply, Sewerage, Waste Management and 
Remediation Activities 

.. .. .. 7.67 .. 

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 

Financial Intermediation (Excl. Monetary Financial 
Institutions) 

4.93 4.42 3.13 4.59 4.3 

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 4.11 

Total ex. Financial Intermediation 4.71 4.56 4.71 4.33 4.1 

Total ex. Financial Intermediation and Property 
Related Sectors 

4.94 4.78 5.09 4.75 4.29 

Source:  Indecon analysis of Central Bank of Ireland Data 

 

Differences in interest rates may be due to differences in risk, maturity, and other loan 
characteristics. For example, all else equal, a sector with a higher share of non-performing loans or 
with longer average loan maturity pays a higher average interest rate in an efficient market. The 
figure overleaf shows that default rates in primary sector SMEs are among the lowest across all 
sectors in Ireland12. The figure suggests that it does not appear that the interest rate differential 
between primary industry and other sectors reflects higher riskiness of the sector. 

 

                                                           
12 Sectors with small exposures are subsumed into larger sectors for exposition purposes. The Electricity, Gas, Steam and Air Condition-

ing Supply, and Water Supply, Sewerage, Waste Management and Remediation Activities sectors are included with the Manufac-
turing sector; the Transportation and Storage sector is included with Wholesale and Retail; the Human Health and Social Work, and 
Education sectors are included with the Other Community, Social and Personal sector; the Information and Communication sector 
is included in Services. The Personal sector involves lending for the purposes of house purchase, property investment and consum-
er lending that is managed in the business banking units of the subject banks. 
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Figure 5.4: SME Defaut Rates by Sector (December 2015) 

 

Source: SME Market Report 2016H1, Central Bank of Ireland 

 

The previous section identified as a possible source of market failure issues with the measures 
available to reduce the effects of information asymmetry. The figure overleaf shows the loan-to-
value of fixed assets ratio, as a measure of collateral availability in the agricultural sector. Data is 
from the Farm Accountancy Data Network; this level of detail is not available for the seafood 
sector. Low loan-to-value ratios indicate that there is potentially room for increasing secured 
borrowing; when borrowing remains low relative to fixed assets, there may be some degree of 
credit rationing. The figure shows that Irish farms liabilities are stable throughout the period and 
only 2% to 7% of fixed assets in 2013.  

 

Figure 5.5: Loan-to-Value Ratios of Agricultural Sector, Total Fixed Assets (2006-2015) 

 

Source: Indecon analysis of FADN data 
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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 more liquid asset to use as 
collateral. However, gƛǾŜƴ ǘƘŜ ƛƴǘŜƎǊŀǘƛƻƴ ƻŦ Ƴŀƴȅ ŦŀǊƳŜǊǎΩ ǇǊƛƴŎƛǇŀƭ ǊŜǎƛŘŜƴŎŜ ǿƛǘƘ ǘƘŜ ŦŀǊƳ, this 
adds further complications.  The figure below focuses on collateralisation of buildings. In 2013, the 
loan-to-value of buildings ratio was below 40% in grazing livestock farms, and below 60% in milk 
and mixed farms.  

 

Figure 5.6: Loan-to-Value Ratio of Agricultural sector, Buildings (2006-2015) 

 

Source: Indecon analysis of FADN data 

  

The figure overleaf shows the loan-to-value of total assets of the aquaculture and seafood 
processing sectors, using data from the STECF. In the period 2008-2012, the seafood processing 
sector has de-levered to a loan-to-value of total assets of 40%. The aquaculture sector loan-to-
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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Figure 5.7: Loan-to-Value Ratio of Seafood Sector, Total Assets (2008-2012) 

 

Source: Indecon analysis of STECF data 

 

Indecon also compared LTV ratios for primary industries, including 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 as information and 
communications industry it 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 be derived from these sectoral comparisons. 

Another possible source of market failure is the existence of positive externalities. The agri-food 
and seafood sectors in Ireland may generate a social return over and above private profits.  These 
sectors are the main economic driver in rural areas and is a pivotal sector for the rest of the 
economy nationwide, as stated in FoodWise 2025 and reported below: 

ά!ƎǊƛ-food is 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 is unparalƭŜƭŜŘΦ Lǘǎ ǎǘŀƴŘƛƴƎ ŀǎ LǊŜƭŀƴŘΩǎ ƭŀǊƎŜǎǘ ƛƴŘƛƎŜƴƻǳǎ 
industry is more than a question of economic ownership. The agri-food 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. 
ώΧϐ 

[The] projected growth will further cement the agri-ŦƻƻŘ ǎŜŎǘƻǊΩǎ Ǉƻǎƛǘƛƻƴ ŀǎ ŀ ǎǘǊŀǘŜƎƛŎŀƭƭȅ ǇƛǾƻǘŀƭ ǎŜŎǘƻǊ 
of the Irish economy. As the data alluded to earlier illustrates, economic growth within agri-food has a 
ǇǊƻǇƻǊǘƛƻƴŀƭƭȅ ƳƻǊŜ ǇƻǎƛǘƛǾŜ ƛƳǇŀŎǘ ƻƴ ŎƻƳƳǳƴƛǘƛŜǎΣ ōƻǘƘ ŘƛǊŜŎǘƭȅ ŀƴŘ ƛƴŘƛǊŜŎǘƭȅΣ ǘƘŀƴ ƻǘƘŜǊ ǎŜŎǘƻǊǎΦέ 

In summary, in this section we showed that Irish SMEs pay a higher interest rate than SMEs in 
other countries. In Ireland, primary sector SMEs pay a higher interest rate than many other 
sectors. This is not matched by higher default rates in primary sector SMEs. Low loan-to-value 
ratios in Irish farms may be an indication of market failure in the agriculture sector and could be 
related to the difficulties which lenders face given the difficulty in separating business assets from 
primary residences for agricultural enterprises. We also examined comparative LTV in other 
sectors but this showed a wide range of variance and it is not possible to derive definitive 
conclusions based on these sectoral comparisons.  
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An additional market failure in the aquaculture sector may relate to licensing and regulatory 
issues. Licenses are granted in the sector on a 10-year 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 the ōƻǊǊƻǿŜǊΩǎ ŀōƛƭƛǘȅ ǘƻ ƻǇŜǊŀǘŜ ƛƴ ǘƘŜ ƴŜȄǘ ƭƛŎŜƴǎƛƴƎ ǇŜǊƛƻŘ ŀƴŘ ǘƘǳǎ ǘƘŜƛǊ 
ability to repay any loan. 

Indecon has also been made aware from consultations with stakeholders that a significant backlog 
of license applications has developed in recent years and this delay 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 failures may be present in 
credit markets to the agricultural and seafood sectors in Ireland. It is useful to consider evidence 
on the reasons given by financial institutions for not providing funding to these sectors. The fol-
lowing table presents findings from IndeconΩǎ ǎǳǊǾŜȅ ƻŦ ŀƎǊƛŎǳƭǘǳǊŀƭ ŀŘǾƛǎŜrs and suggests a range 
of reasons for credit rejection. The analysis suggests that not all of the cases where funding was 
not provided related to market failure. For example, inadequate repayment capacity is a valid 
market related reason for non-provision of credit. However, the change in bank lending policy is 
seen by a close to half of advisors as a key reason. As a change in bank lending policy may imply 
that an individual loan is not being rejected based on its own merits in terms of repay-ability and 
project viability, this could reflect the existence of a market failure. However, this could also reflect 
insufficient credit assessments in the past. Of note also is that over 27% of advisors believed that 
there was a lack of availability of finance for viable 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 security/collateral and lack of borrower credit history were recog-
nised. Also recognised was the impact of a lack of financial track record of young farmers/start-up 
businesses. 

 

Table 5.2: Views on Main Reasons for Rejection 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 by borrower 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 of the ŀŘǾƛǎƻǊǎΩ sur-
vey. The Credit Review Office signalled that the new capital requirements for banks under Basel III 
disadvantage Irish SMEs and farms who suffered the crisis. These capital requirements are based 
on risk weights based on credit history, which may be impaired in SMEs and farms who were hit in 
the downturn. In some cases, these 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 cash 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. 
 

Table 5.3: Views on Main Reasons for Rejection of Funding Applications (CRO) 

 Credit Review Office view 

Lack of borrower credit history V 

Insufficient security/collateral  

Lack of availability of funds for viable projects  

Inadequate repayment capacity V 

Inadequate financial information provided by borrower V 

Deterioration in business financial performance V 

Change in bank lending policy V 

Requested facility was sanctioned but at a lower level/different structure 
to that requested 

V 

Existing debt burden already too high  

Other (please specify)  

Source: Inputs to Indecon by CRO 

 

In understanding the potential gap in supply of finance for viable projects in the agricultur-
al/seafood sectors, it is interesting to consider possible bank related reasons as to why businesses 
in this sector did not apply for bank finance in the last six months. 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. This suggests a range of reasons including a perception 
that banks take too long to make decisions and a belief that banks are not lending. Other per-
ceived factors include the terms and conditions, the difficulty of the application process and the 
interest rate. 

A number of financial institutions also indicated that a possible reason why credit was not re-
quested related to a fear of possible rejection. In addition, there was recognition by some financial 
institutions that the terms and conditions and other factors including the application process and 
time to make decisions may have resulted in some agriculture/seafood businesses not requesting 
credit. 
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Table 5.4: Bank Related Reasons for why Credit was Not Requested 

Possible rejection 33.33% 

Belief that banks are not lending 40.96% 

Have been turned down before 28.92% 

5ƻƴΩǘ ǘǊǳǎǘ ōŀƴƪǎ 28.57% 

Too many terms and conditions 35.71% 

Application process too difficult 36.90% 

Banks take too long to make decision 45.24% 

Interest rate too high 34.52% 

Source:  Indecon Survey of Specialist Advisers 

 

The views of the Credit Review Office on bank related reasons for why credit was not requested 
are summarised in the table below. The most relevant reasons are seen as expectations of possible 
rejection, the fact that applications have been turned down before, and the difficulty of applica-
tion processes.  

 

Table 5.5: Bank Related Reasons why Credit was Not Requested (CRO) 

 Credit Review Office view 

Possible rejection V 

Belief that banks are not lending  

Have been turned down before V 

5ƻƴΩǘ ǘǊǳǎǘ ōŀƴƪǎ  

Too many terms and conditions  

Application process too difficult 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 reasons for why credit was not 
requested. An analysis of these issues is presented below. Important factors include a preference 
not to borrow, the availability of personal funds and a view by some that it was not the right time 
to borrow. This latter view was also shared by financial institutions consulted. 
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Table 5.6: Business Related Reasons for why Credit was Not Requested 

5ƛŘƴΩǘ ƴŜŜŘ ƛǘ 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 to repay/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 needed. The Credit Re-
view Office added that due to price volatility and difficult weather periods, borrowers may antici-
pate difficulty in obtaining credit from banks to survive during bad periods and have a preference 
to use merchant credit or obtain credit from contractors and other creditors with whom they have 
commercial relations. The Credit Review Office perceives the availability of grants as a factor for 
not requesting credit in some cases.  

Table 5.7: Business Related Reasons for why Credit was Not Requested (CRO) 

 Credit Review Office view 

5ƛŘƴΩǘ ƴŜŜŘ ƛǘ V 

Existing finance in place  

Prefer not to borrow V 

Use/raise personal funds when needed V 

Not the right time given the economic climate V 

Inability to repay/meet requirements of finance  

Too expensive to borrow  

Existing debt already too high  

Raise finance from grants V 

Going out of business  

Source: Input to Indecon from CRO 

The evidence from the consultation process thus suggests that while legitimate commercial 
reasons are behind a significant portion of credit rejections 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 Existence of Market Failure in the Agriculture and Seafood Sector 

The issue of whether market failure in the provision of finance for viable investment projects in 
the Irish agricultural/seafood sectors exist is of central importance to our evaluation. Market fail-
ure in this context means that market mechanisms have some imperfections which prevent eco-
nomic efficiency and which results in suboptimal levels of investment.  Indecon surveyed specialist 
advisers in Ireland on their judgement on this issue. The survey evidence presented below sug-
gests a majority of specialist advisers believe such market failures exist.  

 

Table 5.8: Assessment of the Presence of Market Failures in Provision of Finance for the 
Agriculture and Seafood Sectors 

Yes 65.48% 

No 8.33% 

5ƻƴΩǘ Yƴƻǿ 26.19% 

Source:  Indecon Survey 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 sectors. Of note is that during our consultations the Credit 
Review Office pointed out that some farmers were hit by non-core property investment failures 
which depleted their capital and which is resulting in off-farm investments representing a drain on 
otherwise viable businesses. Many Irish farmers and seafood businesses have significant assets but 
uncertainty on cash flow may prevent them achieving funding for viable investments. The uncer-
tainty of Brexit will also inevitably impact on bank attitudes to lending in these sectors. 

 

Table 5.9 Assessment of the Presence of Market Failures in Provision of Finance for the 
Agriculture and Seafood Sectors (CRO) 

Credit Review Office view Yes 

Source:  Input to Indecon by CRO 

In the assessment of specialist advisers, a range of market failures exist and of particular signifi-
cance were the following factors: 

Ç Restricted risk capacity in financial institutions; 
Ç Lack of track record for young farmers/start-up businesses; 
Ç Inadequate understanding of probability of loan defaults; and 
Ç Lack of specialist sectoral knowledge.  
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Table 5.10 outlines in detail the feedback from the advisers on the prevalence of a variety of po-
tential market failures in the 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. 

 

Table 5.10: Types of Market Failure in Irish Finance Market for Agricultural/Seafood Sectors 

 Yes No 5ƻƴΩǘ Yƴƻǿ 

Restricted risk capacity in financial institutions 90.74% 3.70% 5.56% 

Asymmetry of information/information gaps between borrowers 
and lenders 

62.26% 22.64% 15.09% 

Insufficient security/collateral for borrowings 41.51% 54.72% 3.77% 

Lack of specialist sectoral knowledge among financial institutions 64.15% 35.85% 0.00% 

Lack of understanding by banks of commodity price volatility 59.26% 37.04% 3.70% 

Capital constraints in financial institutions 75.93% 12.96% 11.11% 

Suboptimal over-focus by banks on investments in property or 
sectors other than agricultural/seafood 

44.44% 46.30% 9.26% 

Lack of financial track record for young farmers/start-up busi-
nesses 

83.33% 11.11% 5.56% 

Businesses are discouraged from applying because they think 
there is a lack of availability of funding 

52.83% 39.62% 7.55% 

Inadequate understanding by financial institutions of probability 
of loan defaults in agricultural/seafood sectors 

66.04% 28.30% 5.66% 

Lack of experience in financing long-term investments in agricul-
tural/seafood sectors 

62.96% 27.78% 9.26% 

Source:  Indecon Survey of Specialist Advisers 

 
Input from the Credit Review Office suggests a perception of restricted risk capacity in financial 
institutions as well as capital constraints.  In addition to this, the CRO consider the presence of 
asymmetric information between borrowers and lenders to be a source of market failure. The 
cash-flow position of Irish farmers was also pointed out as an obstacle to the provision of finance 
to viable projects. 
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Table 5.11: Types of Market Failure in Irish Finance Market for Agricultural/Seafood Sectors 
(CRO) 

 Credit Review Office view 

Restricted risk capacity in financial institutions Yes 

Asymmetry of information/information gaps between borrowers and 
lenders 

Yes 

Insufficient security/collateral for borrowings No 

Lack of specialist sectoral knowledge among financial institutions No 

Lack of understanding by banks of commodity price volatility No 

Capital constraints in financial institutions Yes 

Suboptimal over-focus by banks on investments in property or sectors 
other than agricultural/seafood 

No 

Lack of financial track record for young farmers/start-up businesses Yes 

Businesses are discouraged from applying because they think there is a 
lack of availability of funding 

No 

Inadequate understanding by financial institutions of probability of loan 
defaults in agricultural/seafood sectors 

No 

Lack of experience in financing long-term investments in agricultur-
al/seafood sectors 

No 

Source:  Input to Indecon from CRO 

 

5.6 Survey Evidence of Support for Financial Instruments 

In the table overleaf, the opinion of advisers on the validity of the rationale for EU support for Fi-
nancial Instruments for the sectors is outlined. The survey findings suggest that the majority of 
advisers believe that there is a valid rationale for such instruments to assist Irish agricultur-
al/seafood sectors in the light of present market failures. A number of financial institutions con-
sulted also felt there was a valid rationale for the introduction of such Financial Instruments. 
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Table 5.12: Views on Validity for EU Support for Financial Instruments for the Agriculture and 
Seafood Sectors 

Yes 
87.04% 

No 
5.56% 

5ƻƴΩǘ Yƴƻǿ 
7.41% 

Source:  Indecon Survey of Specialist Advisers 

 

The Credit Review Office confirmed this view. It was also suggested that future decisions by finan-
cial institutions which bought distressed assets owned by farmers/seafood companies has the po-
tential to impact on the availability of funds for viable traded projects as lending capacity may be 
required to refinance existing loans. 

 

Table 5.13: CRO view on Validity for EU Support for Financial Instruments for the Agriculture 
and Seafood Sectors 

Credit Review Office view Yes 

Source:  Input to Indecon From CRO  

 

This section has outlined that views of advisers and other consultees that there is a potential to 
the agriculture and seafood sectors role for Financial Instruments in facilitating access to credit in 
the agricultural and seafood sectors. 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 Suboptimal Investment  

An important consideration when assessing the appropriateness of the use of Financial 
Instruments in the agriculture sector is an evaluation of to what extent the perceived current 
market failures in the sector lead to suboptimal investment scenarios. A definition of suboptimal 
investment situations is presented in the box overleaf.   
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Box 5.1: Suboptimal Investment Situations 

In a suboptimal investment situation, the level of investment is insufficient to achieve a policy objective 
or alternatively where investors/lenders call for collateral requirements above normal market levels, offer 
high interest rates which discourage investment, non-favourable repayment options, short duration loan 
tenors, etc. 

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

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

Source: Methodological handbook for implementing an ex-ante 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 projects is presented in the next table. This table indicates a very 
strong view by advisers that investment levels are suboptimal.  

Table 5.14: Views on Suboptimal Investment in Agriculture and Seafood Sectors due to 
Undersupply of Finance 

Yes 72.00% 

No 14.67% 

5ƻƴΩǘ Yƴƻǿ 13.33% 

Source:  Indecon Survey of Specialist Advisers 

 

The Credit Review Office does not necessarily perceive current investment levels as suboptimal 
but they see potential to increase investment in viable projects by introducing FIs. Among the 
financial institutions consulted most did not feel that sub optimal investment levels existed. The 
Credit Review Office indicated the significance of funding problems due to volatile cash flows and 
the tendency 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 presented in the preceding chapter suggesting 
that market failures and suboptimal investment situations exist in agriculture and seafood credit 
markets in Ireland. The evidence from the consultation process also indicates that stakeholders in 
these sectors believe that there is a role for FIs in overcoming these market failures. 
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5.8 Summary and Conclusions on Market Failure  

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

Ç 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; 

Ç The independent Credit Review Office also assessed that there were market failures in the 
provision of finance for the agriculture and seafood sectors; 

Ç The challenges faced by agricultural and seafood enterprises in accessing capital is likely to 
be related to the capital constraints facing the Irish banking sector following the financial 
crisis which occurred in the Irish economy and international banking markets; 

Ç There is evidence of a higher interest rates faced by enterprises in the agricultural and 
seafood sectors relative to those charged 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 Member States; 

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

Ç There are positive externalities from both the agriculture and seafood sectors to the wider 
economy and society in Ireland that commercial financial intermediaries will not account 
for in their lending decisions. 

Ç 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 some agri and 
seafood enterprises the difficulty of separating principal private residences from 
businesses is also an issue. 

Ç 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 that a market failure exists for some non-SME 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 supports the 
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 start-ups. The volatility in commodity prices and the capital 
ŎƻƴǎǘǊŀƛƴǘǎ ǿƛǘƘƛƴ ǘƘŜ LǊƛǎƘ ōŀƴƪƛƴƎ ǎŜŎǘƻǊ ŀǊŜ ǎǳŎƘ ǘƘŀǘΣ ƛƴ LƴŘŜŎƻƴΩǎ ƻǇƛƴƛƻƴ ƳŀǊƪŜǘ 
failure exists.   

Ç LƴŘŜŎƻƴΩǎ ŀƴŀƭȅǎƛǎ ƛƴŘƛŎŀǘŜǎ that there is a market failure in the credit market for 
agriculture and seafood enterprises in Ireland which merits the 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. 

Ç Indecon notes that the challenges faced by agri and 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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 ±ŀƭǳŜ !ŘŘŜŘ ŀƴŘ .ŜƴŜŦƛǘǎ ƻŦ CƛƴŀƴŎƛŀƭ LƴǎǘǊǳƳŜƴǘǎ 6

6.1 Introduction 

This chapter outlines the potential role for Financial Instruments in the agricultural and seafood 
sectors, the value these instruments may add and other benefits that might be expected from the 
introduction of these instruments. 

 

6.2 Potential Role for Financial Instruments 

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

When considering the appropriate FI, it is necessary to consider the following factors: 

Ç Most appropriate implementation/governance options; and 

Ç 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 by Financial Instruments. 

Our conclusions on these issues have guided our proposed investment strategy, the details of 
which are presented later in this report. In this section, we lay out the characteristics of a financial 
instrument tailored to the market failures identified in the previous sections. 

Before considering the appropriate design, coverage and implementation of potential FIs, it is 
illuminating to consider the economic sustainability of Irish farms. This is important as providing 
funds for projects that are economically unsustainable would be a waste of scarce resources. The 
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, changes in assets, and 
changes in liabilities. This is important in light of survey results from Jansson et al (2013), which 
show that according to financial experts, one of the important factors for rejecting a loan applicant 
in the agricultural sector ǿŀǎ άLƴǎǳŦŦƛŎƛŜƴǘ ŦŀǊƳ ōǳǎƛƴŜǎǎ ƛƴŎƻƳŜέΦ Inadequate repayment capacity 
ǿŀǎ ƛƴŘƛŎŀǘŜŘ ŀǎ ŀ ǊŜŀǎƻƴ ŦƻǊ ǊŜƧŜŎǘƛƴƎ ŀ ŦǳƴŘƛƴƎ ŀǇǇƭƛŎŀǘƛƻƴ ōȅ рр҈ ƻŦ ǊŜǎǇƻƴŘŜƴǘǎ ƛƴ LƴŘŜŎƻƴΩǎ 
survey of specialist advisors. 

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

The figures overleaf indicate that, although the economic sustainability index has been decreasing 
since 2008, the index is positive for most of the period 2008 ς 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 2008. Field crops, other grazing livestock and mixed farms have had larger 
fluctuations, though remaining positive for most of the period.  
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Figure 6.1: Economic Sustainability Index by Type of Farm (2005-2013) 

 

Source: Indecon analysis of FADN data 

The economic sustainability by economic size of the farm is presented in the figure below. The 
Economic Sustainability Index has decreased since 2007. We investigate this further by looking at 
the components of the index below. 

Figure 6.2: Economic Sustainability Index by Size of Farm (2005-2013) 

 

Source: Indecon analysis of FADN data 

To better understand the determinants of the fall in the Economic Sustainability Index, the figure 
overleaf plots 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 the variation in the economic 
sustainability index can be attributed to changes in assets.  
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Figure 6.3: Economic Sustainability Index by Size of Farm (2005-2013) 

 

Source: Indecon analysis of FADN data. 

 

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. For this reason, Indecon recommends 
that the Financial Instrument be implemented via a financial intermediary which would select the 
funding applications based on its ordinary commercial practice. 

Stability of cash flows is an additional important aspect which should be taken into account by 
financial institutions in making loan decisions, as it affects timely debt repayment. The figure 
below shows how the variability of cash flows depends on the type of business. Field crop farms 
were over the period subject to large swings in cash flow, mostly due to the dependence of crop 
output on weather conditions. In 2010, field crop ŦŀǊƳǎΩ ŀǾŜǊŀƎŜ ŎŀǎƘ Ŧƭƻǿ ƛƴŎǊŜŀǎŜŘ ōȅ ƻǾŜǊ 
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 to field crop and milk farms could be designed to have flexible repayment schemes, 
where instalment values are linked to external developments. 
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Figure 6.4: Percentage Change in Cash Flow by Sub-Sector (2005-2013) 

 

Source: Indecon analysis of FADN data. 

 

The unpredictability of cash flows generated 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 credit markets are not available or do not work 
properly. In the same section, we provided evidence that the use of assets as collateral in the 
agriculture sector is modest. Whereas the evidence for use of collateral in the seafood sector was 
weaker, the volatility of seafood prices, a main driver of the volatility of cash flows, is high, as 
evidenced in Section 2. 

A second device widely used to reduce ŀǎȅƳƳŜǘǊƛŎ ƛƴŦƻǊƳŀǘƛƻƴ ƛǎ ōƻǊǊƻǿŜǊΩǎ ǘǊŀŎƪ ǊŜŎƻǊŘΦ Lƴ the 
survey of specialist advisers, lack of borrower credit history was indicated as the third most 
important reason for rejection of a funding application in the agriculture and seafood sectors. 
Moreover, in our consultations it was pointed out that the credit record of enterprises hit by the 
crisis but currently in healthy financial conditions was unduly deteriorated. Lack of credit record is 
likely to be an issue also in start-up enterprises and young farmers. 

In summary, the mechanisms to reduce the effects of imperfect information work imperfectly in 
the agriculture and seafood sectors. For this reason, Indecon recommends that the financial 
instrument is issued via a financial intermediary and contains a loan guarantee funded through the 
various public resources for the sectors. This will increase the quantity of credit supplied, shifting 
the supply curve right. The 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 volatility 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 in the Irish agri-food and 
seafood sectors: a positive externality given by the importance of these sectors for the Irish socio-
economic environment. This means that the interest rate charged by financial institutions may not 
take into account the social benefit of expanding these sectors.  

The proposed loan guarantee will likely reduce the interest rate charged. However, the effect is 
hard to predict as it depends on the elasticities of credit demand and supply. 
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Indecon believes it is important that the financial instrument directly acts on the price of the loan 
by including an interest rate subsidy.  

6.3 Impact of Financial Instruments 

In considering the role, value added and benefits of Financial Instruments in the Irish agriculture 
and seafood sectors 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 from Financial Instruments is assessing what 
additional increase in credit for viable projects would arise from the introduction of Financial 
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 that any 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 by SBCI in conjunction 
with DAFM to 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 January and September 2017 and is not 
allowed to finance new investments. As such, it does not represent a substitute to a Financial 
Instrument issued to finance capital investment, as the one considered in this evaluation. 

Specialist advisers are familiar with other forms of public (and private) instruments in the finance 
ƳŀǊƪŜǘ ŦƻǊ ǘƘŜǎŜ ǎŜŎǘƻǊǎΦ ¢ƘŜƛǊ ǾƛŜǿǎ ǿŜǊŜ ǘƘǳǎ ǎƻǳƎƘǘ ŀǎ ǇŀǊǘ ƻŦ LƴŘŜŎƻƴΩǎ ǎǳǊǾŜȅΦ ¢ƘŜ ǎǳǊǾŜȅ 
asked these specialists about the level of additional credit which could emerge from the 
introduction of FIs in the sector. 

The view of agricultural advisers on what would be the increase in credit from the introduction of 
FI is presented in the table below. The potential for Financial Instruments to increase credit supply 
is estimated by over 42% of advisers to be between 10ς20%. A proportion of advisers also 
estimated an increase in credit of 20ς40%. 

 

Table 6.1: Estimated Increase in Credit from Introduction of Financial Instruments 

0 ς 5% increase 5.48% 

5 ς 10% increase 19.18% 

10 ς 20% increase 42.47% 

20 ς 40% increase 26.03% 

Source:  Indecon Survey of Specialist Advisers 

 

In the view of the Credit Review Office, credit supply would increase by a more modest level 
namely by 5ς10% following the introduction of FIs to the sector. 
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Table 6.2: Estimated Increase in Credit from Introduction of Financial Instruments (CRO) 

Credit Review Office view 5 - 10% increase 

Source:  Input to Indecon by CRO 

 

The Indecon survey also sought the views of advisers and other consultees on the mechanisms 
through which FIs could assist the development of the Irish agriculture and seafood sectors. The 
findings from the survey on this issue are outlined in the table below. A lower cost of finance and 
expanding sustainable employment and output are among the most important expected 
outcomes. Enhancing productivity and stimulating investment are also seen as likely impacts. The 
opportunity to recycle funding to potentially benefit a larger number of projects is an anticipated 
benefit.  

 

Table 6.3: Potential Impacts and Value Added of Financial Instruments 

 Yes No 5ƻƴΩǘ Yƴƻǿ 

Lower cost of finance for sectors 86.11% 6.94% 5.56% 

Stimulate private sector financing for viable investment projects 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 in 
agricultural/seafood sectors 

81.69% 11.27% 5.63% 

Provide opportunity to recycle funding to potentially benefit a 
larger number of projects 

66.67% 12.12% 19.70% 

9ƴŀōƭŜ ƛƴǾŜǎǘƳŜƴǘǎκōǳǎƛƴŜǎǎŜǎ ǘƻ ŀŘƧǳǎǘ ǘƻ Ψ.ǊŜȄƛǘΩ 61.43% 20.00% 17.14% 

Ensure better usage of scarce public sector resources 60.00% 18.46% 20.00% 

Source:  Indecon Survey of Specialist Advisers 

Similar outcomes from the introduction of FIs are also expected by the Credit Review Office as 
evidenced by the table below. The views of the CRO on the cost of finance may reflect a view on 
the impact of a Financial Instrument without an interest rate subsidy. During the consultations, an 
interesting point was made that in order to identify viable farms, one option would be that 
provision of funding could 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 services. However, this may not fit in well with 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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Table 6.4: Potential Impacts and Value Added of Financial Instruments (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 investment in sectors Yes 

Assist in expanding sustainable employment and output in 
agricultural/seafood sectors 

Yes 

Provide opportunity to recycle funding to potentially benefit a larger 
number of projects 

Yes 

9ƴŀōƭŜ ƛƴǾŜǎǘƳŜƴǘǎκōǳǎƛƴŜǎǎŜǎ ǘƻ ŀŘƧǳǎǘ ǘƻ Ψ.ǊŜȄƛǘΩ 5ƻƴΩǘ know 

Ensure better usage of scarce public sector resources 5ƻƴΩǘ ƪƴƻǿ 

Source:  Input to Indecon by CRO 

 

6.4 Evaluating Value Added of Alternative Financial Instruments 

In this section, we analyse the value added of funding provided under alternative Financial 
Instruments, compared to funding via grant support only. To this illustrative quantitative analysis, 
it should be added that instruments issued in collaboration between public and private entities 
under a revolving scheme are less likely to cause market distortions compared to non-repayable 
grants. 

After reviewing the experience of the introduction of FIs in other jurisdictions (more detail on 
which can be found later in this report) and the results of our consultations, there is some 
evidence that Financial Instruments in the sector have not been attractive in the past.  In the 
experience of other countries, this can result in low demand for Financial Instruments and only 
partial use of allocated public funding. To avoid this situation and maximise the attractiveness of 
Financial Instruments, there may be merit in instruments where interest rates are reduced below 
market levels. This is reflected in our proposed investment strategy. 

It is useful in considering value added to place this in the context of the wider RDP and EMFF. The 
benefits of FIs in terms of leverage and revolving effects and multiplier ratios in this illustrative 
example are equally applicable in the context of the RDP and EMFF. 

The Rural Development Programme sets out a detailed plan aimed 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. The Irish RDP 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: 

Ç Measure 1 - Knowledge transfer and information actions; 

Ç Measure 2 - Advisory services, farm management and farm relief services; 
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Ç Measure 4 - Investments in physical assets; 

Ç Measure 7 - Basic services and village renewal in rural Areas; 

Ç Measure 10 - Agri-environment-climate; 

Ç Measure 11 - Organic farming; 

Ç Measure 13 - Payments to areas facing natural or other specific constraints; 

Ç Measure 16 - Co-operation; and 

Ç Measure 19 - Support for LEADER local development (CLLD ς Community-Led Local 
Development). 

Similarly, at a European level the EMFF pursues broad goals including promoting sustainable 
fisheries, control and enforcement, data collection and the blue economy. The operational 
programme for the EMFF in Ireland covers the six Union priorities in the EMFF as defined below: 

1. promoting environmentally sustainable, resource-efficient, innovative, competitive and 
knowledge-based fisheries; 

2. fostering environmentally sustainable, resource-efficient, innovative, competitive and 
knowledge-based aquaculture; 

3. implementation of the Common Fisheries Policy (CFP); 

4. increasing employment and territorial cohesion; 

5. fostering marketing and processing; and 

6. implementation of the Integrated Maritime Policy (IMP). 

In previous chapters, we have considered the objectives for growth of the agricultural and seafood 
sectors and identified possible funding gaps that are likely to emerge in the pursuit of this targeted 
growth. In terms of the RDP, implementing Financial Instruments to fund capital investments and 
growth as projected in Food Wise 2025 would be most suited under the umbrella of Measure 4. 
Within this, sub-ƳŜŀǎǳǊŜ пΦм ά¢ŀǊƎŜǘŜŘ !ƎǊƛŎǳƭǘǳǊŀƭ aƻŘŜǊƴƛǎŀǘƛƻƴ {ŎƘŜƳŜǎ LLέ ό¢!a{ LLύ ǇǊƻǾƛŘŜǎ 
support under the Young Farmer Capital Investment Scheme, Dairy Equipment Scheme, Pigs and 
Poultry Investment Scheme, Low Emission Slurry Spreading Equipment, Animal Welfare, Safety, 
and Nutrients Storage Scheme, and Organic Capital Investments. Financial Instruments for 
investment would also be suited to the pursuit of the objectives of several of the Union priorities 
under the EMFF. 

In our assessment of the likely value added of FIs in the sector we compare three types of 
interventions, as summarised in Table 6.6. The amount of gross public disbursement is fixed across 
ǘƘŜ ŎƻƳǇŀǊŜŘ ǎŎŜƴŀǊƛƻǎ όϵмлл ƳƛƭƭƛƻƴύΣ ŀƭǘƘƻǳƎƘ ǘƘŜ ƴŜǘ ŘƛǎōǳǊǎŜƳŜƴǘ ŀǘ ǘƘŜ ŜƴŘ ƻŦ ǘƘŜ ǇŜǊƛƻŘ 
will differ according to the revolving nature of the respective measures.  

The three illustrative scenarios considered are as follows: 

Ç The first is that all available public funds are provided as grants; 

Ç The second is that all available public funds are provided as 10 year loans funded directly 
by the managing authority; and 

Ç 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%. 

  



6 ƅ Value Added and Benefits of Financial Instruments 
 

 

 
 

 

 

 
Indecon International Economic Consultants 

Indecon Ex-ŀƴǘŜ !ǎǎŜǎǎƳŜƴǘ ƻŦ ǘƘŜ ¦ǎŜ ƻŦ CƛƴŀƴŎƛŀƭ LƴǎǘǊǳƳŜƴǘǎ ǿƛǘƘƛƴ LǊŜƭŀƴŘΩǎ 
European Agricultural Fund for Rural Development, and European Maritime and 
Fisheries Fund Operational Programmes 

67 

 

In all of these cases it is assumed in these examples that: 

- PublƛŎ 9ȄǇŜƴŘƛǘǳǊŜ ƛǎ ŎŀǇǇŜŘ ŀǘ ϵмллƳΤ and 

- Farming Enterprises/enterprises in the seafood sector Contribute Own CǳƴŘǎ ƻŦ ϵмрлƳΦ 

The purpose of this simulation is to compare the leverage and revolving properties of different 
types of support. We thus exclude a 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 issues suggest the merits of considering a combination of grants, loan guarantees and 
interest rate subsidies, which will be discussed in later chapters. Similarly, we abstract from 
administrative costs. These depend on practical arrangements such as whether the financial 
instrument is combined with grants and how this is implemented. This assumption will be relaxed 
in a later chapter. 

In these illustrative scenarios, we assume for modelling purposes that the Managing Authority 
ǳǎŜǎ ǳǇ ǘƘŜ ϵмлл-million designated budget in the first year, and that the private contributions 
occur in the first year. For 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 revolving period is four years over the period from 2017 to 2020. The guarantee 
fund is fully capitalised meaning that the full guaranteed amount is paid out to the financial 
institution as the loan is issued. The value added of these instruments is therefore the maximum 
ǘƘŀǘ ǿƻǳƭŘ ŀǊƛǎŜ ƛŦ ϵмлл Ƴƛƭƭƛƻƴ ǿŜǊŜ ŀǎǎƛƎƴŜŘ ƛƴ нлм7 and repaid funds were lent again each year 
until 2020.  

Table 6.5: Assumptions Underlying Illustrative Quantitative Analysis 

Public Disbursement to Activate the Scheme ϵ100,000,000 

Net Cost at the End of the Scheme 
Grant 

ϵмллΣлллΣллл 
Loan 

ϵ9,000,000 
Loan Guarantee 
ϵп3,000,000 

Private Contribution  ϵ150,000,000 

Loan Duration (FI) 10 year 

Revolving Period (FI) 4 years 

Default rate (FI) 5% 

Year of Default (FI) 1
st
  

Administration Cost  0 

Capitalisation rate of guarantee fund 100% 
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Indicators of leverage effect, revolving effect, multiplier and efficiency of the use of public money 
are presented in Table 6.6. 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 total public 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 money 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 loan schemes both 
interest payments and capital repayments revolve, whereas in guarantees the interest rate is 
retained by the private financial institution. However, the actual money revolving to final 
recipients in higher in guarantee because of the higher leverage 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 the cost of the intervention. This 
indicates how many euro of investment are activated in total for each euro of effective public cost. 
This is important because the net cost at the end of the intervention varies across the three 
scenarios due to their different revolving nature.  

In the grants scenario, the efficiency index is equal to 2.5: no money is revolving, and all support 
given represents a cost. In the two Financial Instrument scenarios, the efficiency index is much 
larger at 28-33Φ Lƴ ǇǳōƭƛŎ ƭƻŀƴǎΣ ϵ306m worth of investment are activated for an overall cost of 
ϵфƳΦ Lƴ ǘƘŜ ƭƻŀƴ ƎǳŀǊŀƴǘŜŜΣ ϵмΣнлсƳ ǿƻǊǘƘ ƻŦ ƛƴǾŜǎǘƳŜƴǘ ŀǊŜ ŀŎǘƛǾŀǘŜŘ ŦƻǊ ŀƴ ƻǾŜǊŀƭƭ Ŏƻǎǘ ƻŦ 
ϵ43m, as shown in Table 6.7. The efficiency index is larger for public loans, but in the same period 
of time (4 years) it activates only a fourth of the investment activated by the guarantee fund.  

This example illustrates the trade-off between a Financial Instrument with public loan and one 
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 activated, but at a larger relative cost.  

Table 6.6: Simulation Results, Investment, Final Recipients and Revolving Money 

Financial 
Instrument 

Leverage effect 
(amount to final 
recipients in first 

cycle/public 
contribution)  

Revolving effect 
(sum of revolving 

loan or guarantee + 
loan or guarantee 

fund) / loan or 
guarantee fund 

Multiplier ratio 
(loans/ guarantee 

fund)  

Efficiency index = 
Total investment / 

Public Cost  

Grants 2.5 - - 2.5 

Public Loans 2.5 1.4 - 32.6 

Loan 
Guarantees 

8.3 1.3 10.6 28.1 

Source:  Indecon analysis 
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Table 6.7 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 additional 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 the revolving effect is lower in 
guarantees, the additional investment activated after the first cycle is higher because each euro of 
public funding activates a much larger loan. The much larger pool of loans given in the guarantee 
scenario means that default costs are higher.  

It should be noted that the above simulations represent the potential impacts under a number of 
assumptions and are illustrative of the 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 overcomes the constraints on the supply of 
finance.  

 

Table 6.7: Simulation Results, Investment, Final Recipients and Revolving Money 

Financial 
Instrument 

Activated 
investment in 
first year (ûm) 

Total 
activated 

investment 
(ûm) 

Cumulative 
revolving 

money (ûm) 

Total Loans 
(ûm) 

Total grant 
(ûm) 

Default costs 
(ûm) 

Grants 250 250 - - 100 - 

Public Loans 250 306 56 156 - 9 

Loan 
Guarantees 

983 1,206 222 1,056 - 43 

Source:  Indecon analysis 

 

In the scenarios analysed above, guarantees are the Financial Instrument with the largest leverage 
effects, potentially resulting in a more efficient use of public money, under the illustrative 
scenarios examined. In practice the cost of finance is also a key factor and in our analysis of 
investment strategy presented 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 demand for finance. We therefore model in our 
proposed Financial Instrument a strategy to combine grants with FIs as we believe this is essential 
to incentivise investment. 
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6.5 Stakeholders Views of Potential Role of Financial Instruments 

As part of this consultation 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 shortages. In this 
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 credit to Irish agricultural 
enterprises:  

άAs 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 credit remain 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 
issues foǊ ǘƘŜ ǊŜƳŀƛƴƛƴƎ ōŀƴƪǎέ 

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: 

ά¢ƘŜ ǊŜŎŜƴǘ ŘŜǾŜƭƻǇƳŜƴǘ ƻŦ ŀ ƭƻǿ Ŏƻǎǘ ŀƎǊƛ-cash flow loan product in collaboration 
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 to co-finance TAMS on-farm 
investment and LEADER investment programmes.  

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

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

¶ Security ς 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 would 
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. 

¶ Flexibility ς loan products should provide inbuilt flexibility on repayment schedules, 
reflecting volatility in product and therefore ǊŜǇŀȅƳŜƴǘ ŎŀǇŀŎƛǘȅΦέ 

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

άLC! ōŜƭƛŜǾŜǎ ǘƘŀǘ ǘƘŜǊŜ ƛǎ Ǉƻǘential to utilise the Rural Development Programme for the 
development of Financial Instruments, in the form of loan products, to support on-farm 
ƛƴǾŜǎǘƳŜƴǘΧΦ hǾŜǊŀƭƭΣ LC! ōŜƭƛŜǾŜǎ ǘƘŀǘ ǘƘŜ ŘƛǊŜŎǘ ƎǊŀƴǘ ǎȅǎǘŜƳ ŀƴŘ ŦǳƴŘƛƴƎ ŦƻǊ ŦŀǊƳ 
schemes remains the most suitable use for the Rural Development Budget, as these fund 
farmers directly, and do not require the farmer to undertake formal borrowing in order to 
ōŜƴŜŦƛǘ ŦǊƻƳ ǘƘŜ ǇǊƻƎǊŀƳƳŜǎΦέ     
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Indecon also consulted Macra na Feirme as part of the stakeholder engagement process. In their 
submission, Macra na Feirme were positively disposed to the potential benefits of the use of FIs in 
an Irish context. In particular, they emphasised the ability of FIs to assist young farmers in 
overcoming set-up costs: 

άCƛƴŀƴŎƛŀƭ Instruments which 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 sector.έ 

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

άMultiple barriers exist which prevent young farmers from accessing credit to invest on 
ŦŀǊƳΦ CŜŜŘōŀŎƪ ŦǊƻƳ aŀŎǊŀΩǎ ȅoung farmers emphasised market failures 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.έ 

Macra na Feirme also emphasise the cost of credit to Irish farmers and the potential for FIs to 
address this issue: 

άΧLǊŜƭŀƴŘΩǎ ŀǾŜǊŀƎŜ ǊŀǘŜ ŎƘŀǊƎŜŘ ƻƴ ƭƻŀƴǎ ǘƻ {a9ǎ ǿŀǎ сΦрс҈Σ ƳŀƪƛƴƎ ƛǘ ǘƘǊŜŜ ǘƛƳŜǎ ƘƛƎƘŜǊ 
than countries like France and twice as high as Germany, Italy and Spain. Such high rates 
charged on loans to LǊŜƭŀƴŘΩǎ ŦŀǊƳŜǊǎΣ ƳŀƪŜ ǘƘŜ ǊŜǇŀȅƳŜƴǘǎ ƻŦ ƭƻŀƴǎ ƛƴ ǇƻƻǊ ǇǊƛŎŜ ȅŜŀǊǎ ƭƛƪŜ 
нлмс ŜȄǘǊŜƳŜƭȅ ŘƛŦŦƛŎǳƭǘ ǘƻ ƳŀƴŀƎŜΦέ 

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

άThe 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 
farmer.έ  

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

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

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

¶ Germany: 3%  

¶ Netherlands: 3.5%  

¶ Spain: 3.5%  

¶ Finland: 4%  
These rates are substantially lower than Irish bank rates and further highlight the addition-
al cost burden on IrisƘ ŦŀǊƳŜǊǎ ŀƴŘ ǊǳǊŀƭ ōǳǎƛƴŜǎǎŜǎΦ ά 
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The ICOS emphasise the challenged faced by young farmers and the role that an appropriately de-
signed FI may have in helping these farmers: 

άThe 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 context of credit terms and 
conditions or refused to lend in the first instance.  

The Financial Instruments being 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 
need access to these proposed Financial Instruments in order to allow their businesses to 
survive and prosper.έ 

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

άCƛƴŀƴŎƛŀƭ LƴǎǘǊǳƳŜƴǘǎ should be available to the community and voluntary sector and to 
rural businesses to prevent any unnecessary cost, expense and barriers to these initiatives 
working towards developing sustainable, vibrant rural communitiesΦέ 

Indecon also consulted the Irish Creamery Milk Suppliers Association (ICMSA) for their views on 
the potential role of FIs 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 also highlighted 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 Irish 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 that credit availability 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: 

άThe availability of credit is a particular difficulty particularly for emerging business, but 
also for existing ones. The banks are in the process of repairing their balance sheets and 
are operating under both self-imposed and Central Bank imposed policies which are having 
the effect of making them risk averse. The relatively low level of credit generally and the 
ōŀƴƪΩǎ ǇƻǊǘŦƻƭƛƻ ŀǇǇǊƻŀŎƘ ƛǎ ŀ ƭƛƳƛǘƛƴƎ ŦŀŎǘƻǊ ƻƴ ƭŜƴŘƛƴƎ ŜǾŜƴ ǘƻ ƻǘƘŜǊǿƛǎŜ ŀǘǘǊŀŎǘƛǾŜ 
projects.έ  

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

άAlthough 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 elsewhere.έ 

The IFPEA expressed its concern that a lack of credit 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 could provide lower cost credit to the sector: 

άSpecific policy-targeted 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 underwritten 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 financial institutionsΧΦ   

The potential for sustainable development through seafood processing has been clearly 
ƛŘŜƴǘƛŦƛŜŘ ōƻǘƘ ŀǘ 9¦ ŀƴŘ ƴŀǘƛƻƴŀƭ ƭŜǾŜƭǎΧΦΦ I would consider it essential that the EMFF be 
capable of underpinning these established policy objectives with direct finance and lower 
cost financing instruments if this potential is to be met.έ  

 

6.6 Summary of Findings 

This chapter has outlined the potential role for Financial Instruments in the agriculture and 
seafood sectors in Ireland in terms of the market failures that they would seek to address and the 
likely value added of a number of alternative Financial Instruments.  The key findings of this 
chapter are as follows: 

Ç Lƴ LƴŘŜŎƻƴΩǎ ƻǇƛƴƛƻƴ ǘƘŜ ǇǊƻǇƻǎŜŘ ŦƛƴŀƴŎƛŀƭ ƛƴǎǘǊǳƳŜƴǘ ǎƘƻǳƭŘ Ŏƻƴǘŀƛƴ ŀ ƭƻŀƴ ƎǳŀǊŀƴǘŜŜΦ This 
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. 

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

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

Ç A lower cost of finance and expanding sustainable employment and output are among the 
most important expected outcomes from the introduction of FIs. 

Ç In order to incentivise investment, a combination of grants, partial loan guarantees and 
interest subsidies should be provided.  A partial loan guarantee aims to overcome the lack of 
sufficient collateral and to increase the supply of funds for viable projects. Given the relatively 
high cost of funding in the sectors, an explicit interest rate subsidy provides a targeted policy 
tool to lower borrowing costs. The combination of grants and loan guarantees and interest 
subsidies was supported by the views of representative 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.   

Ç The IFA submission indicates that there is the scope for the use of FIs in Irish agriculture. For 
example they noted that:  

άLC! ōŜƭƛŜǾŜǎ ǘƘŀǘ ǘƘŜǊŜ ƛǎ ǇƻǘŜƴǘƛŀƭ ǘƻ ǳǘƛƭƛǎŜ ǘƘŜ wǳǊŀƭ 5ŜǾŜƭƻǇƳŜƴǘ tǊƻƎǊŀƳƳŜ ŦƻǊ ǘƘŜ 
development of Financial Instruments, in the form of loan products, to support on-farm 
ƛƴǾŜǎǘƳŜƴǘΧΦέ  

Ç The IFA, however, also indicated that they believe that grant funding should remain the key 
focus of RDP expenditure. 
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Ç In their submission, Macra na Feirme were positively disposed to the potential benefits of the 
use of FIs in an Irish context. In particular, they emphasised the ability of FIs to assist young 
farmers in overcoming set-up costs. For example, Macra na Feirme suggested that: 

άCƛƴŀƴŎƛŀƭ LƴǎǘǊǳƳŜƴǘǎ which 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 sector.έ 

Ç The ICOS emphasise the challenged faced by young farmers and the role that an appropriately 
designed FI may have in helping these farmers. The ICOS concluded that: 

άFinancial Instruments ΧΧΧ would 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 proposed Financial Instruments in order to allow their businesses to survive and 
prosper.έ 

Ç 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 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 grants should 
be maintained. 

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

ά{ǇŜŎƛŦƛŎ ǇƻƭƛŎȅ-targeted developments 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 underwritten finance would, on evidence to date, be highly 
desirable and indeed critical. 

 
































































































