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1    INTRODUCTION

Agricultural and food policy remains a prominent aspect of economic policy debate in Ireland. This is despite the shrinking economic importance of the sector in GDP and employment. Agriculture no longer has the dominant role in economic activity which it once had, although when the contribution of the food industry is also factored in, the agri-food sector remains a significant player. In 2003, it accounted for almost 9 per cent of Irish GDP and 9 per cent of employment. The agricultural sector remains important in other ways. Together with forestry, it occupies over 70 per cent of the land area of the country and it thus has a significant impact on the physical environment. It remains the single most substantial contributor to the economic and social viability of rural areas. It is also the largest contributor to greenhouse gas emissions accounting for 29 per cent of Ireland’s total in 2003. Finally, agri-food exports contributed over 8 per cent of total merchandise exports in 2003 and food and drink expenditures accounted for 22 per cent of household consumption expenditure. Thus agricultural  and food policy is intimately linked to debates on economic competitiveness, rural development, the environment and food safety and quality.

Another reason for interest in agricultural and food policy is the decisive influence of government interventions on the fortunes of the industry. This dependence can be highlighted in a single statistic:  the income accruing to farmers from agricultural activity arises entirely from public policy transfers from both EU and Irish consumers and taxpayers. Agricultural activity within the EU is highly protected from world market competition. EU tariff levels on agricultural and food imports average around 33 per cent, compared to 2 per cent for industrial goods, and for some agricultural products exceed 200 per cent. This massive government intervention in favour of a particular industry raises a series of questions. What objectives is it designed to achieve?  Are these objectives justified?  Is the support provided achieving these objectives?  Is the support being provided efficiently?  These are particularly pertinent questions at present because agricultural and food policy faces challenges on a number of fronts. These include the likelihood of further trade liberalisation emerging from WTO agricultural trade negotiations, the challenge of assimilating farmers in the accession countries of central and eastern Europe, the need to promote a more sustainable agriculture in environmental terms as well as to assure consumers of the safety and quality of food being produced. 

The purpose of this chapter is to describe these challenges in more detail and to discuss the appropriate policy responses. Section 2 provides a brief overview of some salient characteristics of the Irish agricultural sector and describes the main features of recent structural change in the industry. Section 3 discusses the changing policy environment at EU and international levels. Section 4 looks at the rationale for rural development policies and at the policy framework which has been put in place to encourage balanced regional and rural development. Section 5 highlights the role of the food industry and examines the growing emphasis given to food safety regulation. Section 6 concludes the chapter by summarising some of the conflicting tendencies at work as the agriculture and food sector faces into a more market-oriented and competitive environment.

2    CHARACTERISTICS OF THE AGRICULTURAL SECTOR

Production 
The agricultural industry produced food products and raw materials valued at €4.9 billion at producer prices in 2003. Its share of GDP at factor cost was an estimated 2.7 per cent in that year (down from 5.6 per cent in 1997). According to the CSO’s Labour Force Survey, around 110,600 persons worked in agriculture in 2003, accounting for 6 per cent of total employment. Because the Labour Force Survey measures employment on the basis of principal economic status it excludes many, if not all, of those who work part-time in agriculture.  Other data from the CSO’s Agricultural Labour Input surveys which gives the total number who work for some period in agriculture show that the total number in 2002 was 240,100 equivalent to 158,100 full time jobs. The discrepancy between the share of the labour force in agriculture and its share of GDP is a first indication that labour productivity and thus farm income might be relatively lower in the sector than in the economy at large.

Climatically, Ireland is better suited to grassland than crop production. Of the total agricultural area of 4.4 million hectares in 2003, over 90 per cent was devoted to grass and rough grazing. Livestock and livestock products accounted for just 63 per cent of total output at producers’ prices in 2002 (Table 9.1). These figures exclude the direct payments which farmers also receive from the production of these commodities. This explains the fall in the relative importance of cattle production over this period as successive rounds of CAP reform have reduced the producer price of cattle (see Section 3). The table also highlights the growing share of material and service inputs as a proportion of gross agricultural output. As well as the fall in the value of output arising from CAP reform, this reflects the increasing intensification of agricultural production, a phenomenon which has given rise to concern about agriculture’s impact on the environment.

Table 9.1

Composition of Agricultural Output and Inputs, Selected Years

(per cent of gross agricultural output by value)

	
	1990
	1996
	2002

	
	
	
	

	Cattle
	34.8
	29.9
	25.5

	Milk
	29.1
	30.8
	30.9

	Crops
	21.1
	21.5
	24.2

	Pigs
	5.2
	7.2
	6.5

	Sheep
	4.2
	4.9
	4.4

	Other
	5.5
	5.7
	8.5

	Gross agricultural output at producer prices
	100.0
	100.0
	100.0

	
	
	
	

	Total inputs
	50.3
	55.9
	68.0

	  Feed, fertiliser and seed
	22.3
	25.2
	29.6

	  Other current inputs
	28.0
	30.7
	38.3

	
	
	
	

	Value added at producer prices
	49.7
	44.1
	32.0


Source:  Department of Agriculture and Food, Compendium of Agricultural Statistics, 2004 edition. 

An important characteristic of Irish agriculture is its export orientation. The export market absorbs more than 80 per cent of dairy and beef output. Around 40 per cent of Irish agri-food exports go to the UK, around 35 per cent to the rest of the EU and 25 per cent are exported outside of the EU. The importance of sales to third country markets outside the EU which are only possible with the aid of export subsidies leaves Ireland vulnerable to any changes in agricultural support arrangements which would target these subsidies. The continued use of export subsidies is under challenge from other trading countries in the WTO negotiations on agricultural trade liberalisation (see Section 3). 
Price developments

Agricultural output and input prices increased rapidly in nominal terms between 1980 and 1990. Since then, agricultural input prices have continued to increase, albeit more slowly, while output prices have fallen in nominal terms. The real price of agricultural output, measured as the ratio of output prices to the consumer price index, is a good indicator of the purchasing power of farm products relative to consumer goods and services. This ratio has more than halved over the period 1980 to 2002. This fall in the relative price of food over time, which is not unique to Ireland but is a general phenomenon in all industrialised economies, is crucially important in understanding the adjustment pressures on agriculture and hence the reasons for government intervention in the sector.


The fall in relative food prices reflects the interplay of the supply and demand for farm products. On the one hand, the supply potential of the farm sector has dramatically increased as the scientific revolution gathered pace, making available to farmers a range of productive new inputs such as improved seed varieties, better fertilisers, more powerful machinery, and more effective chemicals and pesticides. As a result of this technological innovation, the supply of agricultural products has increased rapidly. However, the market for this increased output has not grown to the same extent. Growth in demand is dependent on growth in population and in per capita incomes. But the rate of population growth in industrialised countries has slowed down and in some cases has virtually ceased. While per capita incomes continue to grow, a smaller and smaller proportion of this increase is spent on food. The consequence has been a downward pressure on the aggregate price level for agricultural products relative to other commodities. 

This in turn puts a downward pressure on farm incomes and has encouraged farm family members to take up non-farm job opportunities. In all industrialised countries, the share of the farm workforce in total employment has fallen significantly. In Ireland, the numbers at work in agriculture fell from 330,000 in 1960 to 110,000 in 2003. If this adjustment process proceeds smoothly, the reduction in the numbers engaged in agriculture should ensure that farm incomes, on average, stay in line with average non-farm incomes. For various reasons, however, some farmers may find it difficult to leave farming in the face of this downward pressure on farm incomes. Unemployment may be high in the non-farm sector, or their age and skill profile can make it difficult for them to find off-farm employment. Many farmers appear trapped in agriculture with low incomes. Government transfers to agriculture have been justified in the past as a response to this perceived problem of low average farm incomes relative to the rest of society.


The process of adjustment to falling real farm prices is reflected in ongoing structural change in agriculture. In 2002, there were around 136,000 individual farms. Their average size in terms of land area is 32 hectares although there is considerable diversity around this average. This average area farmed is large in EU terms, but because of the relatively low intensity of land use the average size of farm business in Ireland is at the smaller end of the EU spectrum. There is an important regional dimension to differences in farm size, with a predominance of smaller farms in the West and the North-West, and a greater proportion of larger farms in the South and East. Small farm size is frequently associated with a low-margin farming system (mainly drystock) and a predominance of older farmers, many of whom are unmarried. The number of farms is falling over time, at a rate of about 2 per cent per annum. A more disaggregated analysis shows that all of the decline is concentrated among smaller farms (less than 20 ha) whose number fell from 85,000 to 59,000 between 1992 and 2002, while the number of larger farms is stable at around 77,000. 
Farm Incomes

The changing composition of income sources in farm households can be tracked over time using data from the Household Budget Surveys conducted by the CSO. Whereas in 1973 70 per cent of farm household income was derived from farming, this had fallen to 41 per cent in the 1999/2000 Survey (Table 9.2). Income from farming in this table includes the direct payments which farmers receive under EU agricultural policy (discussed in Section 3). Income from farming compares unfavourably with average industrial earnings although comparisons are difficult for statistical and conceptual reasons.
  For example, the average family farm income estimated in 2002 by the Teagasc National Farm Survey was €14,925, compared to the average annual industrial wage in December 2002 of €27,180. However, this comparison is not comparing like with like. The average family farm income on the 40 per cent of full-time farms in the Teagasc Survey was €27,758 (bear in mind, however, that this figure must remunerate the capital invested in the farm and that there is more than one labour unit engaged on full-time farms, so it is not directly comparable to the industrial earnings figure either). Conversely, the average income from farming of the remaining 60 per cent of part-time farms in the Teagasc Survey in 2002 was only €6,951. However, on around 48 per cent of all farms, either the holder and/or the spouse has an off-farm job. The increasing importance of off-farm income means that average farm household incomes are now close to average incomes in the non-farm economy. 
Table 9.2

Percentage of Total Farm Household Income from All Sources, 1973 - 1999

	 
	1973
	1980
	1987
	1994
	1999/2000

	Farming
	70.1
	58.3
	54.2
	51.3
	39.0

	Other direct income
	19.1
	26.3
	17.6
	37.0
	50.3

	Transfer payments
	10.8
	15.2
	28.3
	11.7
	10.6

	
	
	
	
	
	

	Gross income
	100
	100
	100
	100
	100


Source: CSO, Household Budget Surveys

Table 9.3  

Average Annual Household Income, 1999/2000, euro

	Income Source
	Farm Households
	Other Rural Households
	Urban Households
	State Average

	Farming income
	           12,866 
	            252 
	              14 
	         1,011 

	Non farm employment
	           14,270 
	       20,924 
	       29,506 
	       25,949 

	Other direct income
	             2,315 
	         2,818 
	         4,986 
	         3,413 

	Total state transfers 
	             3,501 
	         4,537 
	         4,158 
	         4,219 

	Gross Income 
	           32,951 
	       28,531 
	       38,665 
	       34,592 

	less Total direct taxation
	             3,437 
	         4,116 
	         7,088 
	         5,974 

	Disposable Income
	           29,514 
	       24,415 
	       30,456 
	       28,618 

	Persons per household
	               3.56
	           3.16
	           3.00
	           3.08

	Gross Income per person in household
	             8,290 
	         7,726 
	       10,152 
	         9,292 

	Disposable Income per  person in household
	             2,329 
	         2,445 
	         3,384 
	         3,017 


Source: CSO, Household Budget Survey Preliminary Results 1999/2000

Table 9.3 compares the average incomes of farm households with those of urban households, other rural households, and the state average. It indicates that farm households, on average, had a slightly lower gross income (€32,951) than the average household, but a higher disposable income (€29,514) due to lower direct taxes. Average household income is a good measure of living standards, although it does not take account of differences in the effort or resources required to generate this income. Also, farm households are slightly larger than households in general. Taking the larger size of farm households into account, both gross and disposable income per farm household member were lower than for households on average. The fact that average farm household income is now on a par with average non-farm household income does not mean that there is no longer a problem of low farm incomes. Because farm incomes, like incomes in general, are not equally distributed, many farm households continue to live in poverty. But even here, the most recent data show that poverty levels among farm households are not that different to non-farm households. In 2001, 21.3 per cent of farm households fell below the 50 per cent relative poverty line, compared to 31.6 per cent of nonfarm rural households and 18.7 per cent of urban households.

3    THE POLICY ENVIRONMENT

The Common Agricultural Policy

At the heart of the original Common Market was an economic deal between France and Germany under which France obtained access to the German market for its agricultural exports in return for opening the French market to German industrial goods. Thus a common agricultural policy had to be included in the Treaty of Rome which established the European Economic Community in 1958.


The objectives of this common agricultural policy were spelled out in Article 39 of the Treaty and are worth quoting in full:


The objectives of the common agricultural policy shall be:

(a) to increase agricultural productivity by promoting technical progress and by ensuring the rational development of agricultural production and the optimum utilisation of all factors of production, in particular labour;

(b) thus, to ensure a fair standard of living for the agricultural community, in particular by increasing the individual earnings of persons engaged in agriculture;

(c) to stabilise markets;

(d) to provide certainty of supplies;

(e) to ensure that supplies reach consumers at reasonable prices.

These five objectives of efficient agricultural production, fair incomes for farmers, stable markets, food security and reasonable consumer prices would be broadly acceptable to most people, though the sharp-eyed will note the ambiguity of the wording (what is a fair standard of living for farmers?  what is a reasonable price for consumers?) and the potential for conflict between different objectives. However, the mechanisms put in place to achieve these objectives have prioritised the farm income objective at considerable cost to the EU budget and consumers.


These mechanisms have changed over time. We first describe the original mechanisms whose legacy still determines the basic architecture of the CAP despite the reforms which have taken place. For each of the main commodities produced in the EU, each year the Council of Agricultural Ministers establishes a target price (or its equivalent). This is the price Ministers would ideally like producers to receive over the coming year. To maintain the market price around this target level the EU has at its disposal a number of policy instruments, including import controls, market intervention and export subsidies. The most important form of import barrier in the past was the variable levy. By setting this levy equal to the difference between the EU target price and the world price, the EU ensured that no produce could be imported into the Union below the target price and so undermine the market price received by EU producers. Variable levies have been replaced by fixed import tariffs since 1995 under the terms of the WTO Agreement on Agriculture. Price support to producers was further strengthened in the event of excess EU supplies by a guarantee that processors could sell farm produce to a government agency at a price (called the intervention price) usually set some 10-30 per cent below the target price. Intervention was intended to deal with temporary surpluses of supply. Once the market had recovered and prices had risen, intervention stocks could be sold. Today, intervention functions more as a safety net measure to be used only as a last resort. As the EU became more than self-sufficient in many temperate-zone foods, greater reliance was placed on export subsidies or refunds. These export refunds bridge the gap between the high internal market prices and the lower world prices in most years and make possible the export of higher-priced foodstuffs out of the EU. High import tariffs, intervention purchases and export refunds are the principal means of supporting prices to farmers under the CAP. In addition, farm incomes are supported by means of direct payments whose importance has grown with successive reforms of the CAP.

The CAP has its own budget instrument, called the European Agricultural Guarantee and Guidance Fund (usually referred to as FEOGA after its French initials). Price and income support is funded by the FEOGA Guarantee Section. The Guidance Section is used to fund policies to modernise farming structures. It was originally intended that up to one-third of total CAP funding would be spent through the Guidance Section, but for years the Guarantee Section absorbed the lion’s share (up to 95 per cent) of the budget. Only in recent years has the share of spending through the Guidance Section been increased as the EU gives greater weight to its rural development policy (see Section 4).
The MacSharry and Agenda 2000 CAP Reforms

The operation of the CAP price support policy ensured a greater degree of internal price stability than in other countries and meant higher per capita incomes for a greater number of farmers than would otherwise have been the case. However, these achievements were bought at a price. The resulting increase in output could not be absorbed by the natural growth in demand, leading to the accumulation of stocks and to dumping on international markets. Thus the EU, which was initially a deficit producer of many agricultural products, became a major net exporter. An obvious consequence of this was the escalating budget cost of purchasing surplus production for intervention storage and of financing export refunds. 

The distribution of support payments was also questioned. Because support is proportional to production, most of the support goes to the largest farmers who need it least. The European Commission calculated that 70 per cent of arable aids and livestock premia went to the largest 17 per cent of farmers in 2000. Furthermore, the costs of the policy are borne disproportionately by low-income consumers who spend relatively larger amounts of their household income on food. Price support also encouraged the intensification of agriculture which has been damaging to the environment. Because land for agricultural use in the EU is in fixed supply, any increase in production requires the more intensive use of non-land inputs such as chemicals and fertilisers. The support policy led to increasing tension with the EU's trading partners who objected to the loss of their markets to EU subsidised exports. The policy was also inefficient as an increasing proportion of the transfers from taxpayers and consumers failed to be reflected in improved farm incomes.


During the 1980s a number of half-hearted attempts had been made to limit the budgetary cost of the CAP. However, the 1993 reforms introduced by Agriculture Commissioner Ray MacSharry, albeit still incomplete, went much further in that they initiated a significant reduction in support prices for the first time, at least for cereals and beef. Supply control measures were extended (particularly through the introduction of 'set-aside' for cereals and oilseeds) and the role of intervention support, particularly in the beef sector, was greatly reduced. Compensation for these price reductions and intensified supply controls was provided by means of arable aid and livestock premia payments. These market regime reforms were accompanied by new agri-environment, forestry and early retirement schemes for farmers.


A further round of CAP reform was agreed in March 1999 as part of the negotiations on the Agenda 2000 agreement to prepare the EU for eastern enlargement. This pursued the same model of reductions in support prices while compensating farmers by increasing direct payments. For the first time, the dairy sector was included in the reform although implementation was postponed until 2005. As a result of these reforms, the share of direct payments in farm incomes increased. In 1992, the year before the MacSharry reform, direct payments accounted for 22 per cent of Irish farm income. By 2002, direct payments accounted for up to 70 per cent of farm income. For beef, sheep and cereal farms, in many cases they amounted to more than 100 per cent of farm income, implying that farmers are not covering their costs even when selling at protected EU prices. At world prices, most production of these commodities given the scale and production technologies currently used by farmers would be uneconomic.

The Mid-Term Review of the Agenda 2000 Reforms

The MacSharry and Agenda 2000 direct payments required that a farmer must plant sufficient arable land (in the case of cereals, oilseeds and protein crops) or keep a sufficient number of animals in order to draw down these payments. Such payments are called coupled payments because they are linked to the amount each farmer produces. Because the rules differed for each payments scheme (with respect to payment dates, inspection requirements etc.), claiming these payments involved farmers (or their advisors) in a great deal of paperwork and administration. A second criticism, as demonstrated by the fact that on many farms the value of income from farming is less than the direct payments received, was that many farmers were keeping livestock or growing crops simply to collect the subsidies, rather than responding to market demand.

The Mid Term Review (MTR) of the CAP was agreed on 26 June 2003 at the Luxembourg meeting of the Agricultural Council (hence it is sometimes referred to as the Luxembourg Agreement). It proposed three main changes to the CAP support mechanisms. The most important change was to replace all premia and arable aid payments by a single farm payment to each farmer. This single farm payment is based on the level of assistance received by each farm in the reference period 2000-2002. Farmers are entitled to receive this payment, so far without time limit, regardless of changes in the area planted to crops or the number of livestock on their farm, or indeed regardless whether they produce on their farm at all (subject to the conditions specified below). This decoupling of the payment from production means that, in future, farmers will make their production decisions based on the relative market returns from each enterprise rather than the size of the subsidy available. The new payment system enters into force in 2005. The single farm payment is linked to respect for standards in the areas of the environment, food safety, plant health and animal welfare, as well as a requirement to keep all farmland in good agricultural and environmental condition, so called 'cross-compliance' (see Section 4). 
Second, the MTR introduced the modulation of direct payments. This means that the single farm payment is reduced by 3 per cent in 2005, 4 per cent in 2006 and 5 per cent from 2007 onwards, subject to the exemption of the first €5,000 of direct payments per farm. These funds are transferred for use in financing rural development programmes, with rules ensuring that the bulk of the funds will be returned to the Member States which contribute them. 

Third, the MTR continued the reform of the market regimes by lowering support prices and increasing direct payments in compensation. For Ireland, the most important market reform concerns the milk regime where a further reduction in support prices, on top of those agreed in the Agenda 2000 package from 2005, will be undertaken. Other sectors affected include cereals and rice and (in separate proposals agreed in April 2004) cotton, tobacco and olive oil. Proposals to reform the sugar sector along similar lines were made by the Commission in July 2004. 

Central and East European Enlargement

Yet another shock to be absorbed by EU agricultural markets is the elimination of all barriers to trade in agricultural products between the EU-15 and the accession countries of central and eastern Europe (CEECs) from May 2004 and the extension of CAP price and income supports to farmers in these countries. There were two main concerns during the negotiations. The first was that EU-15 agricultural prices were much higher than those prevailing in the CEECs. It was feared this would encourage a significant increase in CEEC production after accession, which would exacerbate the over-production problem in the enlarged EU. Second, agriculture is much more important in both output and employment terms in all of the accession countries. Many commentators feared that extending CAP support to accession country farmers would require such a big increase in budget expenditure as to call into question the continued survival of the CAP without further radical reform. In fact, in purely agricultural terms, enlargement has been a much smoother process than many envisaged.

Considerable price convergence had already taken place in the years prior to accession as the applicant countries adopted agricultural policies more akin to the CAP, so the incentive to increase production when membership occurred was much smaller than previously forecast. Also, relative price levels are only one factor which determine agricultural output. Production levels in the CEECs will be held back for years to come because of structural weaknesses in management, technology, marketing, input services and food processing. In the longer run, however, these countries do have considerable unexploited yield potential and should be in a position to increase their production significantly. However, the 2003 Mid-Term Review which decoupled CAP payments from production will reduce the incentive for farmers in the accession countries to increase production simply to gain access to higher levels of subsidy.

Given the dominant role which direct payments now play in the CAP budget, the budget debate revolved around the issue whether, and how, these payments should also be made to farmers in the accession countries. The EU’s financial perspective for the 2000-2006 period agreed in the Agenda 2000 negotiations assumed that this would not happen. It argued that farmers in the accession countries had not experienced a reduction in support prices and thus had not earned the right to compensation payments. This proved an impossible argument to sustain. The applicant countries argued, with some justification, that these payments were now an integral part of the CAP and to exclude their farmers would result in a two-tier system with very unequal conditions of competition. The compromise agreed in October 2003, and incorporated into the accession agreements in December 2003, was to gradually phase in these payments over a ten-year period, so that their full impact on the EU budget is not felt until 2013. Unless there a radical downward revision in the volume of the EU’s own resources in the next financial perspective covering the 2007-2013 period, it now appears that the CEEC-10 enlargement can be financed within the current budgetary ceiling. However, budgetary restrictions will continue to be a factor influencing the future shape of the CAP. The impending accession of Bulgaria and Romania, both countries with large agricultural sectors, as well as the need to finance compensation to EU dairy and sugar farmers for reductions in price support, will keep the EU agricultural budget under pressure for some years to come. The MTR regulation provides for direct payments to be cut if expenditure threatens to overshoot the CAP market expenditure ceiling.
WTO Disciplines on Agricultural Support

The WTO Agreement on Agriculture which came into force in 1995 establishes rules on the manner and amount of government support to agriculture. All border restrictions, including the EU's variable levies, were converted into fixed tariffs which are bound at a maximum rate. Furthermore, these bound tariffs were reduced by 36 per cent on average compared to their levels in 1986-90 over a six-year period beginning in 1995. There is also an obligation to ensure that a minimum of 5 per cent of the domestic market is open to foreign competition which is achieved through the use of tariff rate quotas. These allow imports from third countries at a preferential duty rate but only for the quota-determined quantity. For countries which use export subsidies, these subsidies had to be reduced by 36 per cent  in value and 21 per cent  in volume relative to the average for the period 1986-90;  no new export subsidies can be introduced. With regard to domestic support to agriculture, the Agreement distinguishes between permitted and non-permitted forms of support. Support which does not influence or only minimally influences farmers’ incentives to produce is permitted and there are no disciplines applied (support of this kind is considered decoupled from production and therefore not to cause distortions to trade). Trade-distorting support, such as market price support, is capped and had to be reduced by 20 per cent compared to the base period 1986-88. 
A new round of negotiations to liberalise agricultural trade began in March 2000 as foreseen in the WTO Agreement on Agriculture. In November 2001, these negotiations were folded into the general round of trade negotiations launched by the WTO Ministerial Council at its meeting in Doha, Qatar with a target date for completion of 1 January 2005 and a mid-term review at Cancún, Mexico in September 2003. The negotiations have proved difficult, not least because of disagreements between developed and developing countries over agricultural subsidies. The Cancún meeting, which was supposed to reach agreement on the overall targets for cuts in tariff and subsidies, collapsed without an agreed outcome. Negotiations continued, and there was an important breakthrough in May 2004 when, for the first time, the EU indicated that it was prepared to negotiate an end date for the elimination of export subsidies provided all other forms of export support used by other countries were eliminated in parallel and provided there was a satisfactory agreement reached in the other areas of the negotiations. In July 2004 at Geneva, WTO members agreed a framework document for the next stage of the negotiations. It foresees substantial cuts in tariffs and domestic support based on the principle that the highest levels of support should be cut the most, while allowing that countries can nominate sensitive commodities where smaller tariff reductions will be permitted. The July 2004 agreement only sets out the principles of a final agreement; the actual extent of the reductions remain to be negotiated. It is thus too early to evaluate the extent to which a new agreement will require further changes to the CAP beyond those already agreed in the Mid-Term Review in 2003. Irish beef and dairy exports currently are quite dependent on export subsidies, and their phasing out even over a lengthy transition period is bound to have a negative effect on the prices farmers receive. 
WTO disciplines, along with CAP reform, are slowly changing the focus of government support, from supporting production to supporting the producer, and from paying for surplus food production to paying farmers for the provision of other services which the public values. In the EU, this changing emphasis on the objectives of public support for farming is reflected in the growth of the ‘second pillar’ of the CAP concerned with rural development which is described in the following section.

4    RURAL DEVELOPMENT

Rural Development: the Second Pillar of the CAP

Mention was made earlier of the fact that the price and market support component of the CAP was, from the outset, accompanied by a policy to encourage the modernisation of agriculture through structural improvement. This structural policy initially consisted of measures to promote greater efficiency in agricultural production, processing and marketing. In 1975, a new instrument was added to make payments to farmers in less favoured farming areas to try to stop the exodus of farmers which was threatening the social stability and the survival of the natural environment in these areas. Although still focused on agriculture, it was the first example of a territorial or area-based measure rather than a purely sectoral measure. Rural policy gained momentum as a specifically European issue in 1988 when the Commission presented its communication The Future of Rural Society which explicitly linked cutbacks in farm support with the need to encourage rural diversification.
 It recognised for the first time that sustainable development in rural areas could not be based on agriculture alone but depended to an even greater extent on the successful growth of non-agricultural enterprises. It also highlighted the diversity of rural areas both in terms of their geographical features and the challenges they face.


Thus, in the reform of the EU Structural Funds in 1988 a specific objective to support rural development and to encourage the adaptation and diversification of agricultural production was introduced. In 1992, the MacSharry CAP reform saw the introduction of three further accompanying measures incorporating an agri-environment programme, an early retirement scheme and the afforestation of agricultural land to join the existing less favoured areas scheme. The growing emphasis on rural development was also reflected at this time in the launch of the LEADER programme in 1991 (see below). However, these various measures and programmes remained uncoordinated and poorly funded compared to the price and market support element of the CAP.


In March 1999, as part of the Agenda 2000 CAP reform strategy, EU leaders decided to reinforce rural development policy in several ways. Much preparation had preceded the Agenda 2000 strategy, including an important rural development conference in Cork in 1996. The reform resulted in a clearer statement of the objectives of rural development policy. It aimed to complement reforms in the agricultural market sectors in promoting a competitive, multifunctional agricultural sector, and sought to encourage alternative sources of income in rural areas, while supporting agri-environment measures. The reform also produced a unified system of rural development measures in a single Rural Development Regulation which has become known as the second pillar of the CAP. Member States can choose from a ‘menu’ of 22 measures those that respond best to the needs of their rural areas. They include measures to support investments in farm businesses, to improve the human resource structure of farming (installation aids for young farmers, early retirement scheme, training), compensation for farming in less favoured areas and areas subject to environmental constraints such as nature reserves, aids to processing and marketing of agricultural products, and forestry. While most of the measures remained directed at farmers, a special article (Article 33 of the Regulation) aims to promote the wider economic development of rural areas throughout the EU. Member states submit rural development programmes covering the period 2000-2006 for approval by the Commission which then authorises the funding. Over €50 billion was made available to co-finance these rural development programmes in the period 2000-2006 (€7.1 billion per year), allocated between Member States on the basis of objective criteria. A complicating factor is that the funding for these plans is split between the FEOGA Guarantee and Guidance Funds, so that the overall level of funding for rural development is less than transparent.


Rural development was further strengthened in the June 2003 reform of the CAP. A number of measures were added to the 22 already in place, including support for farmers’ participation in schemes to improve food quality, animal welfare and environmental protection. At the same time, as we have seen, the reform introduced the concept of modulation designed to transfer funds from the first pillar (market price and income support) to the second pillar. In July 2004 the Commission proposed to introduce a single programming and funding instrument, the European Agriculture Rural Development Fund. This Fund would have three objectives: improving the competitiveness of farming and forestry; supporting measures to improve the environment and land management; and wider rural development. The Commission also proposed to increase the level of funding to €13.7 billion per year for the next financial perspective period 2007-2013, although this level of funding has yet to be agreed by the European Council and the European Parliament.


This section asks what are the implications for Ireland’s rural areas of this increased priority for rural development at EU level. It discusses the meaning of rural development and the justification for rural development measures before describing the current policy framework for Irish rural development. It also addresses the role of agri-environment policies which are now seen as an important component of overall rural development strategy.
Definition of Rural Development


Rural development as an objective may be defined as seeking to sustain vibrant rural communities with a balanced structure of age, income and occupational groups, capable of adapting to on-going economic, social and cultural change, enjoying a high standard of living and an attractive quality of life and with sufficient income and employment opportunities to allow individuals and families to live with dignity.
  Two issues are raised by this definition. The first is what is meant by rural. In Census terms, rural areas are defined as those areas outside towns and villages with more than 1,500 population. However, it is now understood that there is a key link between settlement and urban patterns and the well-being of the surrounding hinterland and communities. Counties with strong urban centres retain population while those with the lowest urbanisation rates experience persistent population decline.
  It is artificial to distinguish between rural areas and their immediate urban centres. Thus the 1999 White Paper on Rural Development defines rural areas as all areas outside the five major urban areas. The second issue raised by the definition is the geographical scale against which success should be measured. For example, is it sufficient to achieve balanced economic growth at regional level, or is the objective to be achieved for each county or even each Rural District?  Recognition of the intimate link between rural areas and their urban centres suggests that it would be useful to define targets and indicators in terms of ‘urban catchments’ but there is currently no administrative structure to define or represent these areas.


Rural development can also be defined to mean the strategy used to achieve this objective. Here its key characteristic is that it should be multi-sectoral and multi-dimensional. Rural development is not confined to a single sector, such as agriculture, but embraces initiatives across a range of natural resource sectors (marine, forestry, mining), the promotion of enterprise, infrastructure, human resources and tourism. Rural development also implies more than economic development, and extends to providing access by rural people to social services, ensuring effective organisational structures and systems of governance to meet collective needs, protection of the physical environment, and strengthening local and regional cultures. As the 1999 White Paper on Rural Development puts it, ‘the rural development policy agenda constitutes all Government policies and interventions which are directed towards improving the physical, economic and social conditions of people living … outside of the five major urban centres’.
  Of course, this very wide definition of rural development interventions could turn out to be a source of confusion because of the multiplicity of agencies involved in delivering these programmes. To overcome this, the Government operates a policy of ‘rural proofing’ of all national policies to ensure that policy makers are aware of the likely impact of policy proposals on the well-being of rural communities. Rural proofing stands alongside the existing mechanisms of poverty proofing and equality proofing by which policies are assessed at design and review stages for their impact on the areas of concern.


Another way to limit the scope of rural development is to focus on rural development as a process. In this sense, rural development is not only concerned with achieving a particular set of outcomes, such as the creation of viable employment opportunities in rural areas, but is also identified with a particular style of development characterised by a 'bottom-up' rather than 'top-down' approach. Top-down approaches are associated with mainstream programmes designed and delivered by central agencies and provided uniformly across the country. Bottom-up approaches (also referred to as area-based approaches) are characterised by an emphasis on local participation in the formulation and implementation of development objectives for an area, by a preference for exploiting indigenous skills and resources rather than relying on 'imported' expertise and capital, by the attempt to integrate social as well as economic development and, for some at least, by a concern that development should benefit the more marginal and disadvantaged groups. A key issue here concerns the structures which are put in place to facilitate the coordination of the ‘top-down’ and ‘bottom-up’ approaches.

Rationale for Rural Development Policies

It is a relevant question to ask what is the rationale for government support for rural development measures. If people wish to live and work in Dublin or one of the other major cities, why should the government intervene to try to prevent this?  As noted above, an important recent justification for rural development measures has been to compensate for cutbacks in farm support. The hope is that it is easier to gain acceptance for reduced agricultural support if offsetting measures to benefit those who might lose out from this process are put in place. But this narrow rationale clearly cannot explain the adoption of the wide-ranging rural development objectives set out in the 1999 White Paper. An important argument is that those who seek to live and work in Dublin are not necessarily doing so from choice and would prefer to remain in a rural area if sufficient employment opportunities were available. In terms of the typology of policy objectives outlined in Chapter 2, this is clearly an equity argument. The implication is that resources should be used to compensate for the competitive disadvantages of rural areas (for example, to provide higher grant aid levels to assist enterprise start-ups in rural areas) in order to achieve the socially-desired objectives of balanced population and economic growth. This can be complemented by an efficiency argument in terms of market failure. This is often couched in terms of the hidden costs – diseconomies – of urban congestion while rural resources remain under-utilised. Long-distance commuting and residential development located at greater and greater distance from where people work resulting from unbalanced development is simply not sustainable in the longer-term. There is also an argument that individuals, who might be unwilling to commit to living in rural Ireland if asked to make the decision in isolation, might be very willing to do so if they were aware that there was a concerted plan to build up and support rural communities. Here government policy can provide an important element of credibility by underlining its commitment to a rural development strategy, for example, through its decisions on infrastructure investment and the location of public services and public administration offices. In these cases, rural policy is justified over and above any argument based on concepts of equity and balanced distribution of opportunities across geographical areas.

The growing importance of rural development policy at EU level has been reflected in increased funding for and the introduction of new rural development agencies and measures in Ireland. While the rhetoric of rural development is relatively new, there is a long history of rural development initiatives which can be traced back to the establishment of the Congested Districts Board by the British administration in 1898 (see Chapter 1). In the context of the country’s poor overall economic performance until the 1960s, these measures failed to stem the fall in the Irish rural population taking place since the 1840s. With improved economic growth, however, this fall was reversed in Leinster in the late 1960s, and the population recovery spread to all provinces during the 1970s. Between 1971 and 1981, the population of aggregate rural areas grew by 10 per cent, and by a further 3 per cent between 1981 and 1986. This recovery in rural population numbers halted in the period 1986-91 when all regions apart from the East region experienced a fall in rural population. With the more buoyant economy in the 1990s, there was again an increase in the aggregate rural population between 1991 and 1996 and even more so between 1996 and 2002. Over the 1971-2002 period, the rural population increased by 11 per cent, while the urban population increased by 50 per cent.


A simple headcount does not tell the whole story. The recovery in the rural population has not been uniform across all districts. About half of all Rural Districts experienced population decline during the 1991-96 intercensal period, with the highest proportionate decrease being recorded in the western part of the country and the Midlands, and one-fifth continued to show a decline in the period 1996-2002. Rural areas also have higher than average dependency levels, particularly in the western and border counties where those over 65 years comprise a very high proportion of the population. Many rural areas also have a weak economic structure, with a high dependence on agriculture, the lack of a diversified employment base and the continued out-migration of those with higher levels of education. The low population density and unbalanced demographic structure of many rural areas creates difficulties for both public and private service provision (health, transport, shops) and lead to increasing isolation and social exclusion. But it would be wrong to associate all rural areas with problems arising from remoteness and deprivation. Rural areas today are very heterogeneous, and the problems facing those areas contiguous to urban centres are more often the problems of managing the overspill of urban growth.

Rural Development Policy Framework

In 1999, the Government issued a White Paper on Rural Development which, as we noted earlier, set down a clear objective for rural development as well as a set of principles as the basis for strategy. These principles are implemented through the National Development Plan (NDP) 2000-06. The largest single element is the CAP Rural Development Plan, which comprises the four CAP accompanying measures. This is complemented  by the Agriculture and Rural Development Priority (Sub-Programme) in the two Regional Operational Programmes administered by the Border, Midland and Western (BMW) Region and the Southern and Eastern (S&E) Region, respectively. The Plan identifies a total of £6.7 billion out of the total expenditure of £40.6 billion which will be spent to promote rural development. Although the allocation, at around 17 per cent, seems high, the expenditure is hugely biased towards the agricultural sector and, within that, to income support measures. 
A key promise of the NDP 2000-06 was the completion within two years of a National Spatial Strategy (NSS) to plan the country’s spatial development. Ireland’s economic success in recent years has been accompanied by spatial patterns of development which have seen employment opportunities becoming more concentrated in some areas, while economic weaknesses remain in others. The Strategy which was published in 2002 is a twenty-year planning framework designed to deliver more balanced social, economic and physical development between regions, supported by more effective planning. The key concept behind the Strategy is that, in order to drive development in the regions, areas of sufficient scale and critical mass must be built up through a network of gateways and hubs. The NDP identified Dublin, Cork, Limerick/Shannon, Galway and Waterford as existing gateways. The NSS added four new national level gateways, including Dundalk and Sligo, as well as Letterkenny/(Derry) and Athlone/Tullamore/Mullingar acting as linked gateways. The NSS identifies nine, strategically located, medium sized  hubs to support and be supported by the gateways and to link out to wider rural areas. The hubs identified are Cavan, Ennis, Kilkenny, Mallow, Monaghan, Tuam and Wexford, as well as Ballina/Castlebar and Tralee/Killarney acting as linked hubs, to promote regional development in their areas. The NSS also identifies an important need to support the role of smaller towns, villages and rural areas at the local level. 

The NSS will be implemented through planning guidelines at regional level linked to county and city plans based on its principles, as well as through influencing the spatial aspects of national infrastructure investment including transport, energy and communications. The regional planning guidelines are under preparation. Guidelines have already been published on rural housing. It remains to be seen whether the new spatial strategy will be more successful in prioritising investment in a few favoured locations than earlier attempts at a spatial strategy in the 1960s (the Buchanan Report) or the 1970s (the IDA’s regional industrial plans). The NDP itself attempts to defuse criticism by arguing that the development agencies will endeavour to spread the location of enterprise ‘across a wide spread of locations in both Regions’ (p. 44). How this ‘dispersal’ approach to the location of enterprise can be made consistent with the proposed gateway approach with its implied concentration of resources is unclear. The Government’s decentralisation programme for the civil service announced in the 2004 Budget also appeared to ignore the NSS guidelines, scattering the 10,000 civil servants to be moved over 53 different locations.

In addition to public spending through the National Development Plan, there are a number of other programmes which directly target rural communities as envisaged in the White Paper on Rural Development. One of the more innovative of these is the LEADER programme launched as an EU-funded initiative. LEADER is a bottom-up process with area-based, local action groups implementing local development programmes. Under this programme, groups covering defined geographical areas are invited to tender for support on the basis of a development plan each prepares for its area. Activities which can be funded include vocational training, rural tourism, small firms, craft enterprises, local services and the marketing of local products. LEADER I ran from 1991 through 1994 in selected rural areas, while LEADER II operated on a nation-wide basis during the period from 1994 through 1999. Currently, 22 local action groups are funded under the LEADER+ initiative for the period 2000-2006, while there is a complementary LEADER national rural development programme operated by 13 local groups in areas of the country not covered by LEADER+. Other local development programmes include the CLÁR programme launched in 2001 to provide funding to targeted regions which suffered the most depopulation between 1926 and 1966 and the rural development aspects of the cross border programmes PEACE and INTERREG. The Department of Community, Rural and Gaelthacht Affairs was established in 2002 with the remit, inter alia, of promoting economic and social development in rural communities and is responsible for administering these programmes.
Agri-Environmental Issues

In addition to support for agricultural restructuring and rural enterprise development, the other main objective of EU rural development policy is to protect the rural environment. Agriculture plays both a negative and a positive role in environmental protection and in the preservation of rural landscapes. On the one hand, intensive agriculture is associated with a range of environmental risks including water pollution and the loss of biodiversity and valued amenities. Thus, agricultural production is increasingly influenced by environmental regulations designed to minimise these risks. Planning permission is now required for large intensive livestock units. The Nitrates Directive designed to improve water quality limits the number of livestock farmers can carry, as well as requiring investment in storage facilities for animal manure to ensure that it is spread only in the months when the land can absorb it. Livestock production is a major contributor to Ireland’s greenhouse gas emissions, and reduced livestock numbers may be sought as a way of meeting Ireland’s obligations under the Kyoto Protocol. On the other hand, it is increasingly accepted that farmers are managers of natural resources and provide environmental services as well as foodstuffs, in what is now characterised as a multifunctional agriculture. Farmers are not normally paid by the market to provide such services. Where these services are valued by society, there is a case for public support. 
The EU took a big step to integrate environmental considerations into the CAP with the launch of an agri-environment scheme in 1994 as one of the accompanying measures of CAP reform. This is implemented in Ireland as the Rural Environment Protection Scheme (REPS), under which farmers follow environmentally friendly farming practices in return for additional payments. 44,000 farmers, accounting for 1.5 million hectares of farmland, were participating in REPS I by 1999. As part of the CAP Rural Development Plan, the number of participants is expected to increase to around 70,000 by 2006 in REPS 2, which would imply that over half of all farmers would be enrolled in the scheme by that date. However, by the end of 2002, the number of farmers participating in REPS 2 had actually fallen slightly as compared to the end of REPS 1. Only 61 per cent of REPS 1 participants had re-enrolled in REPS 2 by that date. Farmers have criticised the relatively high cost of drawing up the necessary farm plans, the failure of the payments to keep pace with inflation and the perceived high degree of bureaucracy associated with implementation and compliance. The Department of Agriculture and Food is seeking to make changes to the scheme in order to enhance its attractiveness to farmers for the remainder of the plan period.

An important concept introduced as part of the June 2003 CAP reform is cross-compliance. Cross-compliance means that farmers must be in compliance with EU and statutory standards in the field of environmental protection, public health, animal and plant health and animal welfare and are required to keep land in good agricultural and environmental condition to be eligible to receive the single farm payment. Whereas insistence on cross-compliance was optional following the Agenda 2000 CAP reform, member states are now required to ensure that land or production in receipt of direct payments is farmed with appropriate respect for the environment and the other mandatory standards. Payments can be reduced or withheld in the event of non-compliance. 
 Cross-compliance is now the baseline for payments under the first pillar of the CAP. This will lead to a rethinking of the role of REPS in the future. REPS, until now, has functioned largely as an extensification scheme. In return for accepting restrictions on fertiliser use, farmers were eligible to receive additional payments under the scheme. Many REPS participants already used less fertiliser than the recommended limits; for these farmers the scheme operated as an income enhancement scheme rather than producing additional environmental benefits. Others would argue that the REPS philosophy flies in the face of good environmental policy, where the guiding principle is that the polluter pays. If excessive use of fertiliser or high stocking densities by farmers cause environmental damage, the public should not have to pay to prevent this damage. In any case, under the principle of cross-compliance, farmers can only receive CAP payments if they restrict stocking densities and fertiliser use to the point where environmental damage is avoided. It does not make sense to offer farmers more money to reduce stocking densities and fertiliser use further if there is no further environmental benefit to be gained. In future, the REPS scheme should revert to its original intention to pay farmers for the additional costs in supplying additional environmental benefits which are valued by the public at large, such as the provision of habitats, or the maintenance of hedgerows or stone walls, over and above good environmental practice. 

5    FOOD PROCESSING AND FOOD SAFETY
The Food Industry

Very few agricultural products are sold directly to the consumer – vegetables, fruit and eggs in farmers’ markets being the main examples. Most agricultural products are purchased by food processors who prepare food for final consumption for either the domestic or export markets. Output of the Irish food industry (including drinks) in 2002 amounted to about €16.9 billion or more than three times that of primary agriculture. Net output (which subtracts the value of raw materials purchased by the industry and gives a better idea of its contribution to the overall economy) was valued at €7.1 billion in 2002 and amounted to over 8 per cent of GDP at market prices. The industry provides direct employment for up to 51,000 people or 19 per cent of the total industrial workforce. While there are over 800 individual plants in the industry, the 40 largest firms with over 250 employees account for around 40 per cent of the employment and almost 60 per cent of the output. 
The market for food is changing rapidly due to changing consumer demands and market structures. Changing consumer lifestyles are having a decisive influence on food demand. Increased numbers of working women, reduced leisure time and the decline in the traditional family unit are changing eating habits and increasing the demand for convenience foods. Thus important growth areas for the food industry are the food ingredients business (such as dairy ingredients, meat and by-products such as pizza toppings and meat flavourings, and other ingredients such as colourings, flavourings and malt) which produce ingredients for pre-prepared foods, as well as the food service sector (embracing all forms of catering and eating out). Eating out now accounts for 20 per cent of food expenditure in Ireland, while the equivalent figure in the USA is over 50 per cent. The other important trend is the growing importance of retail concentration which is shifting market power to the giant retailers. Just 25 retailers in Europe now account for 45 per cent of food sales. In Ireland, three multiples account for over 50 per cent of retail sales. This concentration of buying power gives the large retailers substantial power to dictate terms to their suppliers, including not only price but also quality and safety characteristics.

The Irish food industry has a number of strengths and weaknesses in meeting these market challenges. Production facilities are modern, in part because of generous EU investment aids in the past, and Irish food benefits from a good marketing image abroad. However, the relatively small scale of the industry inhibits cost competitiveness and access to markets. It also makes product and process innovation more difficult. The industry remains reliant on commodity products with limited penetration of value added markets. Certain sectors, such as meat processing, are characterised by over-capacity. A specific support programme for the food industry was included in both the 1994-99 and the 2000-2006 National Development Plans. These initiatives are designed to enhance the industry’s competitiveness and innovative capabilities, while ensuring that development is underpinned by attention to food safety and consumer demands. Food safety issues are considered in more detail in the remainder of this section.

Growing Concern over Food Safety

From earliest times food has been particularly susceptible to exploitation, and there is a long history of food legislation with the purpose of preventing consumers being either cheated or poisoned!  Measures for the protection of the consumer against the adulteration of food and drink are among the earliest examples of social legislation. Since then the scope of food law has been greatly widened. Examples of some of the matters now covered by legislation include the produce of diseased animals posing a threat to human health; sanitary conditions in food preparation, packaging and handling;  pesticide and hormone residues in food;  packaging materials which may pose a threat to health; food additives; the labelling requirements for food products; and weights and measures legislation.


Despite the undoubted improvement in food purity and in merchandising practices brought about by this legislation consumers are increasingly uneasy about the safety and quality of the modern food supply. Issues of recent concern include agrochemical residues in food, the increasing number and diversity of food additives, the use of illegal substances in livestock production, the existence of nitrates in drinking water and genetically engineered foods. There have been sharp falls in the consumption of particular foods caused by publicity given, for example, to Bovine Spongiform Encethalopathy (BSE) in cattle, listeria in soft cheeses or salmonella in eggs. Consumer concerns also extend beyond the safety of food products to their production methods including genetic modification, animal welfare and environmental and ethical concerns. 
The risk of food-borne diseases has increased for a number of reasons. Best hygiene practices are not always followed in commercial and domestic kitchens. Fewer people are preparing their own food and more eating outside the home means a higher proportion of people at risk in outbreaks. The increasing demand for ready-to-go foods has resulted in food being served in a growing number of non-traditional outlets such as garage forecourts. The global distribution of food has lengthened the food chain. The increased competition and price constraints on food producers has led the food sector to seek cost reductions through ever more complex food processing and may sometimes encourage producers to adopt practices which have adverse health effects. Nutrition is another area of concern. While consumers are preoccupied with food safety at present, food quality issues and the nutritional value of food may re-emerge as a more important policy issue in future.
Fortunately, in Ireland, food problems have not emerged to the dramatic extent reached elsewhere. However, the increase in food poisoning notifications (E-coli, for instance) suggests that vigilance is essential. Food production and tourism are major elements in the economy, and both depend crucially on a favourable international perception of the safety of Irish food. So along with the issue of the health and lives of its own citizens, Ireland has a vital economic interest in becoming a centre of excellence in food safety. 

Economic Considerations

In economic terms, the need for governments to regulate for food safety is the result of a market failure. This arises because consumers are not necessarily in a position to determine the safety characteristics of food they consume on the basis of visual inspection alone. There is thus an asymmetry of information between the producer and consumer of food. In this, the market for food safety is like the market for used cars. Sellers have more information about the quality of the car than buyers. Because buyers often cannot tell the difference between a good and a bad used car, both good and bad cars must sell at the same price and the seller of a good car is unable to extract a premium for quality. In the same way, there is a tendency for food safety to be undersupplied by the market because consumers are not always able to distinguish between high and low food standards.

Of course, if we go to a restaurant and subsequently experience illness due to food poisoning, we are unlikely to patronise that restaurant again. Where there is the likelihood of repeat purchases, food businesses have an incentive to maintain high standards in order to maximise the likelihood of retaining our custom. The development of brand names, or supermarkets who monitor quality on our behalf, are other ways in which market institutions can respond to the asymmetry of information. However, sometimes firms themselves may be unaware of, say, the carcinogenic risk associated with a particular additive or production process. There may also be strong externalities that justify government intervention, either on the production side (one rogue producer who fails to meet adequate food standards can put the reputation of an entire national food industry at risk) or on the consumption side (an infectious food-borne illness imposes wider costs on society that transcend those incurred by the individual consumer). This is the economic case for governments to step in to ensure that minimum food standards are maintained.

While the failure to observe adequate food standards can impose economic costs both on individuals and society at large, maintaining and enforcing these standards is also a costly exercise. For economists, this raises the question whether the benefits from a particular food regulation (in terms of the avoided cost of food illnesses or, for an exporting country, the loss of market reputation in export markets) exceed its costs. The idea that we should try to balance benefits and costs in setting food regulations suggests that trying to achieve zero risk is not the optimal strategy. Removing all risk from eating food is likely to be hugely expensive, and the economic benefit from lowering risk from a minimal to a zero risk of contracting an illness may not justify taking this extra step. There may also be an alternative and more efficient instrument available to achieve the same degree of risk reduction. Governments, of course, should not take such decisions on the basis of cost-benefit studies alone; moral and ethical criteria must also be taken into account. However, the economist’s framework of balancing the expected benefits from risk reduction against the costs of achieving such reductions should be an important adjunct to the decision-making process in food safety regulation. 
The European Union Food Safety Framework
These growing concerns prompted the incoming European Commission in October 1999 to make food safety a top priority.  In January 2000, the Irish Commissioner for Health and Consumer Protection, David Byrne, produced a White Paper on Food Safety which outlined a comprehensive strategy to restore consumers’ confidence in their food supply.
  There were three elements to the strategy: new legislation on the safety of food and animal feed; a new agency to offer scientific advice on food-borne threats; and more stringent control and enforcement. 
A new General Food Law which brings together in one place the general principles of food and animal feed safety was agreed in 2002. Up until then, EU food law had been motivated mainly by the desire to facilitate the free movement of foodstuffs throughout the internal market, by removing technical barriers such as differences in standards. The new law made food safety and consumer protection the cornerstone of the regulatory regime. Including animal feed in its provisions was a major advance as animal feed has been the source of many food scares in the past decade. The general principles which now underlie food safety policy emphasise a whole food chain approach (food safety must be ensured at all stages of the food chain, from the producer through to the consumer), risk analysis (meaning that the policy is based on a scientific understanding of risk with due account for the need for precaution when scientific opinion is not yet clear), operator liability (all food sector operators are now responsible for ensuring the safety of the products which they import, produce, process or sell), traceability (from 1 January 2005 all foodstuffs, animal feeds and feed ingredients must be traceable right through the food chain) and openness (citizens have the right to clear and accurate information on food and health risks from public authorities). This General Food Law is supplemented by a large number of targeted regulations addressing specific food safety issues, such as the use of pesticides, food supplements, colouring, antibiotics and hormones in food production; rules on hygiene, and legislation setting down procedures for the release, marketing, labelling and traceability of crops and foodstuffs containing genetically modified organisms. 
The second Commission initiative was the creation of the European Food Safety Authority (EFSA) in 2002 to provide a source of independent, objective scientific advice on food-related risks. The new Authority has responsibility for the EU Rapid Alert System for food which links EU countries in cases of food-borne threats. It will take time to establish the credibility of the new Agency among consumers. The Commission explicitly rejected the option of modelling it on the US Food and Drugs Administration which has responsibility not only for risk assessment (i.e. quantifying the risk associated with a potential food hazard) but also risk management (i.e. taking the necessary decisions to respond to a perceived food-borne risk such as strengthening existing regulations). The Authority’s role is limited to giving its opinion, and it will be up to the Commission (in conjunction with the Council and the Parliament) to initiate the required action. 
The third initiative was to improve the EU framework for control and enforcement of food safety legislation. Enforcement of food regulations is the responsibility of national governments albeit under the oversight of the EU. An EU framework directive lays down norms and procedures relating to inspection and enforcement, and the Food and Veterinary Office of the European Commission, which is based in Grange, Co. Meath, controls the performance of national authorities and makes recommendations aimed at improving national control and inspection systems. The Commission’s powers to ensure enforcement in Member States have been criticised in the past as slow and unwieldy. An important enforcement change is the extension during 2000 of the EU Product Liability Directive to primary agricultural products such as beef, milk, fruit and vegetables. This will make farmers liable for damages if consumers take legal proceedings against them if there is proof that they are responsible for putting unsafe food into the food chain.
The EU legislation regulating the release and marketing of genetically modified (GM) organisms and foods is particularly controversial. The legislation has the twin objectives of ensuring that GM food poses no risk to public health, the health of animals or to the environment, and that consumers are fully informed about genetic modification through labelling. GM organisms or foods are those in which genetic material has been altered in a way that does not occur naturally by mating or natural recombination. The EU had approved a number of GM products until late 1998 under the Novel Foods regulation, but growing public concern over their supposed environmental and health risks led several EU countries to demand a moratorium on new approvals. New EU regulations in 2001 and 2003 was designed to permit the moratorium to be lifted. They put in place a new set of procedures for the approval of all food and feed derived from GM ingredients, as well as requiring all products containing GM ingredients to be labelled as such, and those ingredients traceable to their source. 


The EFSA first conducts a risk assessment based on available scientific evidence.  The Commission drafts a proposal to either grant or refuse authorisation based on that opinion which is then approved or not by representatives of the member states on the basis of qualified majority voting. If the member states, and subsequently the Council of Ministers, fails to reach a decision, then the Commission has the authority to authorise approval if the risk assessment is positive. The regulation on labelling and traceability provides that all foods which contain more than 0.9 per cent of an approved GM product must carry a label stating “This product contains genetically modified organisms” or “produced from genetically modified (name of organism)”. Business operators must transmit and retain information about products that contain or are produced from GM ingredients at each marketing stage. 


In May 2004, the EU approved a GM variety of sweetcorn for import and sale (but not for cultivation) thus ending the moratorium in place since 1998. However, this and subsequent approvals were decided by the Commission itself, as there was not a qualified majority among the member states to reach a decision. Whether this will be sufficient to support the EU’s case in a complaint brought by the US, Argentina and Canada that the EU’s moratorium on approvals was illegal under WTO rules will be clear when the WTO issues its judgement on the dispute in late 2004. Approval per se may mean little if European food manufacturers and retailers fear they will lose customers by putting GM ingredients in their products. However, with a small but rapidly-growing proportion of the world’s crops planted to GM varieties, consumer attitudes may change if they are asked in future to pay a big premium for GM-free products, and if future GM varieties have more obvious benefits for consumers than those which have been released to date.

Irish Responses

In Ireland, the Food Safety Authority was set up in 1999 to ensure that food produced, distributed or marketed in the State meets the highest standards of food safety and hygiene and to co-ordinate food safety activities ‘from farm to fork’.  The Authority has functions in relation to research, advice, co-ordination of services and certification of food. It operates the national food safety compliance programme by means of service contracts with the agencies involved in the enforcement of food legislation (including Government Departments, Health Boards, local authorities, and the Radiological Protection Institute). Around 1,800 persons in total are involved in the inspection and control of food. In addition, the Authority works with industry and training bodies to improve, harmonise and co-ordinate food safety and hygiene training through the country. The Authority is required to operate on the basis of scientific principles and with the primacy of consumer interests in mind.

Initiatives such as the National Beef Assurance Scheme and the National Sheep Identification System have been launched to ensure the identification and traceability of animals/meat. Controls on BSE remain in place to ensure that meat from confirmed cases and from herds in which cases have been located does not enter the food or feed chains. Another priority area concerns residue testing which is particularly focused on detecting illegal growth promoters in cattle and antibiotic residues in pigs. A new cross-border Food Safety Promotion Board known as Safefood has been established under the Good Friday Agreement to contribute to the improved co-ordination of food safety activities on the island as a whole. Its functions include food safety promotion; research into food safety; communication of food alerts; surveillance of food-borne diseases; and the promotion of scientific co-operation and linkages between laboratories. 
The growing demand for food safety and improved animal welfare will increasingly impact on farmers. Even in the absence of government regulation, the private sector and particularly the large retail chains are insisting that their suppliers meet stringent hygiene and safety standards. These demands will require farmers to undertake additional investments and will accelerate the process of structural change in the industry. However, they also open up additional marketing opportunities. Instead of selling beef as a commodity product, for example, it becomes possible to produce beef for particular niche markets and to guarantee consumers that their particular requirements have been met. One fast-growing market is for organic produce. Organic production in Ireland is relatively limited, with 1,000 registered producers and 30,000 hectares, or 0.5 per cent of the agricultural land area, in organic production or in conversion in 2002. The 2002 report of the Organic Development Committee estimated that a target of 3 per cent of agricultural land under organic farming by 2006 was a feasible goal. A national steering group has been established to promote marketing and research, and financial assistance for farmers wishing to convert to organic production is available under the REPS agri-environment scheme. The decoupling of direct payments should also give a boost to organic production in future.
6 CONCLUSIONS

The agri-food sector is one of the key sectors of the Irish economy, accounting for around 9 per cent of both GDP and employment. This chapter has emphasised the way in which the sector is heavily influenced by government policies promoting specific objectives. The substantial protection provided to EU agriculture means that almost all the income generated by agricultural production arises because of transfers either from consumers or taxpayers resulting from the operation of the Common Agricultural Policy. The share of budget transfers from taxpayers, which now accounts for 70 per cent of Irish farm income, is particularly striking. 

This system of transfers is threatened by further WTO trade commitments, by the need to accommodate EU enlargement and by an increasingly powerful environmental lobby concerned about the negative impact of intensive agricultural production on the environment.  It is, in any case, costly and inefficient from an EU perspective, inequitable in its effects as most of the support goes to the larger farmers who need it least, and ineffective in meeting its objectives as structural change in the industry leading to out-migration and a reduction in the number of farms continues apace. How competitive Irish agriculture would be in a more liberal trade environment, competing with third countries at world market prices, has not been explicitly addressed in this chapter but is a very live topic when farmers meet to discuss the future. Many farmers will have difficulty to survive at their present levels of scale and productivity. Irish agriculture has many strengths, but these have often been neglected during the era of protection. Over the next decade, more emphasis must be put on strengthening the competitiveness of farm production while ensuring that it lives up to ever-higher consumer demands for safety and environmental sustainability.

The relative decline in the importance of food production, given its central importance in the past in rural areas, has stimulated the search for an alternative basis for rural development. In principle, with the publication of the 1999 White Paper on Rural Development and the follow-up expenditure in the National Development Plan 2000-2006, there now exists a coherent and co-ordinated strategy to this end.  Considerable attention has been given to the partnership or ‘bottom up’ approach to rural development, as practised by the LEADER groups, area partnerships and County Enterprise Boards. Advances in our understanding of the dynamics of rural growth have highlighted the importance of dynamic urban centres, or gateways, in underpinning growth in their surrounding rural areas. Hence the importance of the national spatial strategy announced in 2002. The National Plan contains a commitment to balanced regional development, with the implicit objective of encouraging more rapid growth in the less favoured BMW region as compared to the better endowed S&E region. However, as we noted above, there is a danger that the rhetoric is not yet matched by appropriate resource allocations. In particular, as long as the bulk of rural development funds are allocated to the agricultural sector, rural development programmes will be inhibited in the contribution they can make to the development of rural areas.


The paradox should be noted that, at a time when government intervention in agricultural markets is being reduced, the demand for greater regulation of food markets has never been greater. While the rationale for continued agricultural support becomes less and less persuasive as farm incomes approach equality with incomes in the non-farm sector, the growing complexity of the food chain and fear of the consequences of new technological advances is fuelling consumer demands for greater food regulation. While a perfectly sound case for regulation can be made, it is important to bear in mind that all regulation imposes costs as well as benefits and that the task of the regulator is to find the appropriate balance. Economists are particularly well trained to assist in finding this balance through assessing the costs and benefits of alternative regulatory policies.
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