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Review of Macroeconomy in 2014

UK, US and Eurozone 2014

• Irish economy dependent on international factors

• Mixed fortunes for our main trading partners

– good UK & US economic growth in 2014

– Eurozone by contrast remains in recession

• UK and US unemployment rate much lower than EU

– Now 6% in both UK and US (Aug 2014)

– Eurozone 11. 5% and EU28 10.1% (Aug 2014)

• Worries about deflation in Eurozone have led to
further ECB interest rate cuts in 2014

– ECB rate now at just 0.1% p.a.
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Monthly Euro US dollar exchange
rate 2006 and 2014
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Dramatic Developments in Oil Market
in 2014

• Sharp decline in crude oil prices in H2 of 2014

– However Brent prices will still average $100 pb in 2014

• Supply side:

– Impact of increasing US shale production

– return to the market of oil from troubled regions (Iran,
Libya, Yemen, Sudan)

• Demand side:

– weakening global growth

– slower oil demand growth

• OPEC: currently unable to agree production cut

– Suggests lower oil prices will be with us for a while

Brent Crude price 2005 to 2014
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Exchange rates 2014

• Over 2014 euro has fallen in value against UK
sterling and latterly against the US dollar. This
reflects

– lower growth prospects for Eurozone relative to UK/US

– expectations of QE in the EU

• From an export perspective a weaker euro improves
out competitive position

• However, it also means that, other things being
equal, imports cost more in euro terms

Irish Economy 2014

• Falling unemployment rate (now 11%)

– Down from a peak of 15.1% in 2012

• Employment has increased (now1.93 million)

– From a low of 1.83 million in 2012

• Budget deficit appears to be under control

– Likely to be around 5% in 2014

• Increase in investment

– Property market rising and increase in building activity

• Some signs of recovery in Irish consumer demand

– But debt levels are limiting spending capacity
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Implications for Agricultural Output

Summary Remarks for the Market Review
2014

• Production levels for major crops up nationally and globally

• Effect on international and national cereal prices

• Average price for major cereals down by about 10 percent

• Global stock to use ratios remain low in historical terms

moving into 2015
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EU & World Cereals Balance Sheet
Marketing Year

Source: Strategie Grains

Production (& ending stocks )increased for most cereals ‘14/’15
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Crop Yields, Moistures, Straw in 2014

• All good news story here

• Green yield increases recorded for most cereal crops

 Spring barley (+ 6%) ~ ‘above average’

 Winter wheat (+ 10%) ~ ‘above average’

• Moisture content below normal (slightly up on 2013)

• Straw price decrease but increased yields

Estimated Irish Cereal Production (est. 2014)

Source: CSO and Teagasc Harvest Report 2014

8 percent increase on 2013 production levels

2013 2014 %Change
Wheat 545 711 +30%

Barley 1663 1711 +3%

Oats 178 147 -17%

Total 2387 2569 +8%
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Farm Gate Harvest Cereal prices

Source: Author’s Own Estimates

Feed wheat & barley: down about 10 percent
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Gross Output per ha. – major cereals
2014 v. 2013

Source: Teagasc, National Farm Survey & Author’s estimates
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Cattle Prices 2014

• Divergent price developments along supply chain

– Finished cattle prices 10% lower in 2014

– Weanling prices 4% higher

• Higher EU production and weaker demand

– continuing Eurozone recession pulled down finished cattle
prices in Ireland and the EU

• Large increase in cattle available for slaughter in 2014
transitory

– lower availability of finished cattle in 2015

– strong live exports lead to higher weanling prices
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Irish Cattle Slaughter
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Cattle Prices 2014 Estimate

Source: DG Agri, CSO and Author’s estimate
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Gross Output by Enterprise

Source: 2013 NFS, 2014 Estimate

Larger decline in Cattle Finishers output than Single Suckling
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Sheep Prices 2014

• Decreased domestic EU production

– Increased production of lamb in Ireland and UK

• Lower imports of lamb into the EU

– fall in imports from New Zealand not fully replaced

by other increases

• France still most important Irish export market

• Irish lamb prices on average 4% higher in 2014

Volume of Irish Lamb Exports 2014
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Irish Lamb Price, 1996 – 2014
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Global Milk Production
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EU Dairy Product Prices
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Irish Pig Industry Stats

• 150,000 sows in ROI

• 2014 pigmeat exports estimated at €500+
million

• 8,000 employed either directly & indirectly

• Largest average pig unit size in Europe
(540 sows)

Irish Pig Slaughterings
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EU Pig Slaughterings

2013* 2014* Change

Country Million head %

Netherlands 11.78 12.15 3.2

Spain 27.26 27.95 2.5

UK 7.45 7.53 1.9

Germany 43.07 42.68 -0.9

France 16.04 15.86 -1.1

Denmark 14.14 13.85 -2.1

Main exporters (Germany, Netherlands & Denmark) show a 0.5% decline

* Jan- Sept 14Source: MPB 2014

Global Pigmeat Exports

Country 2013 2014* change

million tonnes %

EU 2.02 1.837 -9.2

USA 1.41 1.48 5.5

Canada 0.777 0.753 -3.09

Brazil 0.38 0.362 -3.15

Total 4.587 5.174 -6.97

Russian embargo severely affecting EU exports - particularly Germany

Source: MPB 2014
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Review of Agricultural Inputs in 2014

Feed Prices: 2006 to 2014
(Cattle Meal Index)
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Dairy and Beef Compound Feed
Usage 2009 to 2014
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Feed expenditure 2014

• Excellent growing conditions in 2014 contrasted with

experience of 2012 and 2013

• Led to large drop in feed use for grassland systems

• Falling cereal prices through 2014

– due to another good global harvest

– pushed down feed prices through 2014

• AVERAGE dairy feed bill down around 22% in 2014

• AVERAGE beef feed bill down around 30% in 2014
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Fertiliser Prices 2006 to 2014
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Irish Fertiliser Sales volume by
Compounders 2006 to 2014
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Fertiliser & Contracting Costs 2014

• Grassland & Crop Fertiliser prices

– down 8% in 2014 vs 2013

• Fert. Expenditure on Grassland farms

– Down 14% in 2014

• Fert. Expenditure on Crop farms

– down 4% in 2014

• Contracting Costs

– Relatively unchanged

Index of Motor Fuel (Diesel) Prices
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Fuel, Electricity & other costs 2014

• Fuel prices down 4% in 2014

• Slight decrease in electricity prices late in 2014

– But average price for 2014 still up 3 % relative to 2013

• Labour costs

– Up 1% in 2014 (relative to 2013)

• Other input items

– Up 2 % in 2014 (relative to 2013)

Implications for estimated production
costs and margins in 2014
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Enterprise Direct Costs of Production (2013)

Concentrates

Pasture and Forage Costs

Other Direct Costs

Single Suckling

Cattle Finishing

Mid-season Lowland Lamb

Cattle & Sheep Enterprises
Costs 2014

• Purchased feed
– Both prices and volumes lower in 2014

– expenditure down over 25% for cattle and sheep

• Pasture and forage
– Decrease in fertiliser prices and volume used

• Other Direct costs & Overhead costs
– Small increase other direct costs (2%)

– Other Overhead costs 2% increase
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Enterprise Direct Costs of
Production 2013 and 2014
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Enterprise Gross Margins
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Enterprise Direct Costs of
Production 2013 and 2014
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Enterprise Net Margins

Source: Teagasc NFS 2013, 2014 Estimate
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Dairy Input Costs per litre 2014
• Expenditure change relative to previous year

2014

– Feed down 22%

– Pasture and forage down 9%

– Other Direct Costs up 2%

– Electricity and fuel down 2%

– Labour up 1%

– Other Overhead Costs up 2%

• Total dairy costs per litre down 7%
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Costs of Dairy Production (cpl) 2014
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Input Costs and Net Margin
per hectare

Margins up 2% in 2014
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Summary of 2014
Gross & Net Margins for Crops

• Remember back that the output value story was negative
in 2014 for most crops

• Now we see that costs did not decrease to the same
extent on crop farms compared to grass based systems

• Slightly negative story for gross and net margins in 2014

• The average cereal farmer broke even;

• Top one third of farmers had a net market based net margin
of approx. €260 per hectare
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Estimating Gross Margin

• Actual 2013 Gross Margin (Teagasc, NFS data)

• Estimated 2014 Gross margin
 Yield (average + 3 %)

 Output Price (- 10%)

 Direct Cost expenditure (-5%)

 Fertiliser (-7 %)

 Seed (-20 %)

 Crop protection (+1 %)

 Machinery hire (-3%)

 Other direct inputs (+2%)

Direct Costs – Major Cereals
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Gross Margin - major cereals
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Global Wheat & Maize
Production & Stocks
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Irish Pig Feed Costs (c/kg dw)

118

112

114

116

118

120

122

124

Ja
n

F
e
b

M
a
r

A
p

r

M
a
y

Ju
n

Ju
l

A
u

g

S
e
p

O
c
t

N
o

v

D
e
c

A
v
e
ra

g
e

70

80

90

100

110

120

130

140

1
9
9
9

2
0
0
1

2
0
0
3

2
0
0
5

2
0
0
7

2
0
0
9

2
0
1
1

2
0
1
3

Monthly Price 2014 Annual Prices 1999- 2014

Production Cost & Pig Price

80

100

120

140

160

180

200

1992 1995 1998 2001 2004 2007 2010 2013

C
Pe

r
kg

d
w

t

Pig Price Total Cost



35

Implications for
Overall Farm Income in 2014

Farm Income

• Margin estimates are enterprise specific

• Farm is comprised of many enterprises

• Teagasc National Farm Survey methodology –

excludes pig sector & many small farms

• Farm income = gross margin of enterprises less fixed

costs plus decoupled subsidies

• Slight reduction in subsidies in 2014
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Farm Income by System

Source: Teagasc, National Farm Survey & Author’s estimates
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Outlook for 2015 All Sectors

Macroeconomic Outlook

Macroeconomic Outlook for 2015
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Macro Factors for Food
Demand in 2015

• Irish economy continues to recover in 2014

– Aided by positive economic growth story

• Eurozone on verge of deflation and moving to QE

• Uncertainty over duration of Russian embargo

– Impact may extent beyond the duration of embargo

– can EU recapture markets filled by competitors when

embargo ends?

• Falling oil prices & Exchange rate movements

– More on these in a moment

Oil Market Development in 2015

• OPEC failed to agree a mechanism to reduce
production last week

• Oil Futures market is now bearish

– Oil prices to remain depressed ($80-90 range) in 2015

• Saudi Arabia prepared to tolerate a lower oil price
over short term at least

• May eventually impact on US oil production

– But not in the immediate term
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Exchange rates 2015

• Weaker euro to boost competitiveness

• Now at weakest v Sterling and US$ since Aug 2012

• Euro vs Sterling in 2015

– Euro to average 78p

– a 3% decline v 2014

• Euro vs US$ in 2015

– Euro to average US$1.25

– a 6% decline v 2014

Irish Economy 2015

• Falling unemployment rate

– down to 10% by end of 2015

• Increase in employment

– To reach 2 million by end of 2015

• Budget deficit to continue to fall

– Likely to be around 2% in 2015

• Consumer sentiment to continue to improve

– But Irish growth prospects continue to be tied to
external factors
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Implications of Macro
Developments for Agri Sector

• Recovery in Ireland is welcome

– But domestic market is less important for Irish ag

• Slowdown in growth internationally is a concern

– A bigger concern for Irish Ag

• Falling oil price has two effects of food demand

– PRO: Increases consumers’ disposable income (oil importers)

– CON: Create gov. budgetary problems (oil exporters)

Implications for Agricultural Markets in
2015
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Cattle Prices Outlook 2015

• 2015 EU beef supply stable in 2015

• EU Consumption of beef at best stable

• EU beef imports to decrease
– Tight international beef markets

– Continuing Sanitary and Phyto-sanitary barriers

– New export opportunities for S American exporters

• Limited opportunities for exports of meat from EU

• Economic growth in the UK contrasts with Eurozone

• Our forecast is for very modest growth in finished cattle prices

• Weanling prices also forecast to improve next year

Global Cattle Prices
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Cattle Prices 2015 Forecast

Source: DG Agri & CSO, Author’s estimates and forecasts
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Sheep Price Outlook 2015

• Reduced exports of lamb from Australia & NZ

– On-going reorientation of ANZ exports towards China

• EU production forecast to be stable in 2015

• International supply situation and demand to lead to
increased world prices

• Eurozone recession and weakening demand prevents
any improvement in EU and Irish prices

– Principal risk for lamb prices is downside

– Our forecast is for no change in prices in 2015

Irish Lamb Price, 1997 – 2015
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Gross Output 2015

Source: NFS 2013, 2014 Estimate, 2015 Forecast

Stable lamb prices would be expected to leave gross output unchanged
Decoupling of Sheep Grassland Scheme Payment in 2015 reduces GM by 9%
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Pigmeat Price - The Russian
Effect

Russian Pigmeat Imports (000 tonnes)

Tonnes 2013 2014 %

USA 15,293 37,901 48

Canada 53,007 97,839 6

Brazil 94,960 112,434 18.4

EU 497,876 57,546 -88

Total 661,139 305,720 -54

• Russia accounted for 25% of EU pigmeat exports in 2013

• In 2014 overall EU pigmeat exports down only 9% as 2/3 of
Russian volume redirected to other new/expanding
markets

• Can the 2015 EU pigmeat exports return to 2013 volumes
?

MPB 2014
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Irish Pig Price 2015 ?

• On the presumption of export rebounding !

Year 2010 2011 2012 2013 2014 2015

Cent / kg dwt 140 151 166 176 167 165

Teagasc Pig Dept.

Global Dairy Markets in 2015 ?

• Global market in a situation of oversupply at end of 2014

– Weak demand and continuing supply growth in early 2015

• Dairy prices may decline further in Q1 of 2015

– Price drops will continue to be transmitted to farm milk price

• Main issues in 2015

– New Zealand production growth should slow down

– Re-emergence of stronger import demand from China?

– Growing production capacity in EU (quota elimination)

– EU economy (continuing sluggish demand?)
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GDT Auction Price Index
Movements 2014
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Dairy Markets Prices
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Milk Prices US,NZ, IRL
2012 - 2014
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Irish Milk Price and Production in 2015

• Prospects: Irish milk prices to be well down in 2015

– Farm gate price does not yet reflect dairy spot market

– Further decline in milk prices is inevitable

– Market weakness could last for full year

– No recovery possible until after Irish peak delivery months

• Forecast milk price decrease of 28% in 2015
– Average annual milk price of approximately 27 cpl vat incl.

• Removal of EU Milk Quota system

– Some producers likely to ignore quota in the Jan –March 2015 period

– Profitability of milk production in EU will be very low in 2015

– But Irish Milk production should expand due to build up in cow numbers
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Summary of Cereal Output in 2015

• Mix of positives and negatives for output in 2015

• Global market situation leading to price increase for 2015 harvest

• But yields in Ireland to decline if trend yields are resumed

• Will ‘bullish’ prices outweigh possible ‘bearish’ on yields ??

Global Cereal Markets in 2015
• Global market in a comfortable stock to use ratio at end of 2014

– Weak demand and continuing supply growth in early 2015

• But will 2014 global ‘record harvest’ be replicated in 2015?

– March 2015 before forecasts are anyway reliable

– Planting decisions based on 2014 gross margins

– Record world harvest in 2014

– Reduced crops area in the EU

– Possibility of ‘El Nino’ effect in Southern hemisphere

– Consumption levels likely to be high based on 2014 price levels

• Cereal prices likely to be higher at harvest 2015

– Current futures prices for November 2015 (relative to harvest 2014)

– Euro versus $ and £ exchange rates
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Wheat Harvest Price: Historic & Forecast

Source: Authors own estimates

Highest probability that price in 2015 will be higher than 2014

But still a range of estimates [ €120 - €240]
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Yields in 2015
• Assume trend yields for 2015

– Know that this is a large unknown at this stage

– March of the harvest year before production estimates are ‘informed’

• Record yields for the past two harvests in Ireland

– Assume 3 year average for 2015

– Winter wheat: large enough decrease (-10%)

– Spring barley: moderate yield decrease (-8%)

– Winter barley: (-5%)

• Translates into a negative story for 2015 yields

Gross Output per Hectare
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• Price increase not enough to negate yield effect for Winter wheat

• And only slight increases for two barley crops

Source: 2014 Estimate, 2015 Forecast
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Looking ahead to
Agri Inputs in 2015

Feed in 2015

• Feed Prices dependent on cereal prices

– In 2014 cereal prices were down 10% on 2013 level

– Futures harvest prices for 2015 up 10% on 2014 level

• Feed Prices: Unchanged in 2015 v 2014 level

– Year of two halves

– Reflecting lower grain prices of 2014 and some upward pressure

on grain prices in H2 of 2015

– Slightly different story for mid season sheep production

• Feed usage: Weather conditions assumed to be normal

– If so then volumes should remain unchanged on 2014 level
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Feed Prices Index 2015
(Cattle Compound Feed )
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Fertiliser in 2015

• Upward pressure on fertiliser prices in 2015

– Weaker euro

– Concern regarding security of supplies

• Fertiliser price up 7% in 2015

• Fertiliser application:

– Decline of sales volume of 6% in 2014

– Expect no change in fertiliser use in 2015



53

Fertiliser Price Index 2015
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Price increase of 7% in 2015

Fuel, Electricity & other prices in 2015

• Look at Brent futures market as of November 2014

– Forecast crude price to decline 15% in US$ terms in 2015

– But euro weaker vs US$

– Suggests a drop in fuel price of about 6% in 2015

• Electricity

– Forecast no change in price in 2015

• Labour

– To rise by 1% in 2015

• Other costs
• To rise by 2% in 2015
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Motor Fuel (Diesel) Price Index 2015
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Implications for margins
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Summary of 2015
Gross & Net Margins for Crops

• Remember back that the output value story was mixed

• With at best only a slight upward movement in 2015

• Now we see that costs do not change that much in 2015

• Slightly positive story for gross and net margins in 2015

• The average cereal farmer continues to just about break even

• Top one third of farmers to have a net market based net
margin of approx. €270 per hectare

Forecasting Gross Margin

• Estimate 2014 Gross Margin

• Forecast 2015 Gross margin
 Yield (mostly negative )

 Output Price (+ 10%)

 Direct Cost expenditure (+ 2%)

 Fertiliser (+5 to 6%)

 Seed (-8 %)

 Crop protection (+1 %)

 Fuel (-6%)

 Contractor charges ( no change)

 Other direct inputs (+2%)
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Direct Costs – Major Cereals
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Direct costs to increase by about 2 percent in 2015

Source: Teagasc, National Farm Survey & Author’s estimates

Gross Margin - major cereals
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Cereal Enterprise Net Margin (‘14 – ‘15)

Source: NFS and Authors own estimates

The average cereal farmer will just about break even in 2015
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• Forecast 2015

 Prices

 Probability that price will increase in 2015 by about 10%

 Yields to decrease (reversion to trend yields)

 Costs to increase slightly

 Overall not much change in gross and net margin
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Costs of Production 2015
Cattle and Sheep Enterprises

• Little change in total production costs

• Increases in input prices (higher feed) largely offset

by decreases in other prices (fuel)

• Input volumes forecast to be unchanged from 2014

• Direct costs of production 3% to 4% higher on cattle

enterprises

– Slightly lower increase on lowland lamb enterprise

• Developments on output side in 2015 will drive

gross and net margins

Enterprise Direct Costs of
Production 2014 and 2015

0

100

200

300

400

500

600

700

800

Single

Suckling 2013

Single

Suckling 2014

Single

Suckling 2015

Cattle

Finishers 2013

Cattle

Finishers 2014

Cattle

Finishers 2015

e
u

ro
p

e
r

h
a

Concentrate Feeds Pasture and Forage Other Direct Costs

Source: Teagasc NFS 2013, 2014 Estimate, 2015 Forecast



59

Enterprise Gross Margins

Source: Teagasc NFS 2013, 2014 Estimate, 2015 Forecast

Growth in cattle prices slightly greater than growth in costs of production
Higher gross margin for single suckling and cattle finishers
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Enterprise Gross Margins

Source: 2014 Estimate, 2015 Forecast
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CBOT Ingredient Futures* ($

cent/bushel)

Wheat Corn Soya

Cash (ZWY00) 552 Cash (ZCY00) 372 Cash (ZSY00) 1039

Dec '14 (ZWZ14) 562 Dec '14 (ZCZ14) 378 Jan '15 (ZSF15) 1047

Mar '15 (ZWH15) 562 Mar '15 (ZCH15) 391 Mar '15 (ZSH15) 1052

May '15 (ZWK15) 569 May '15 (ZCK15) 400 May '15 (ZSK15) 1058

Jul '15 (ZWN15) 574 Jul '15 (ZCN15) 407 Jul '15 (ZSN15) 1063

Sep '15 (ZWU15) 581 Sep '15 (ZCU15) 412 Aug '15 (ZSQ15) 1062

Dec '15 (ZWZ15) 592 Dec '15 (ZCZ15) 420 Sep '15 (ZSU15) 1038

Nov '15 (ZSX15) 1021

* As on 27 Nov 14 17:45

+4.2% +9.1% +0%

Irish Compound Pig Feed Price estimated to rise by 3%

Feed and Pig Price Forecasts

• For 2014: - Pig feed price down 8% (-11%)

- Pig price down 5% (-5.2%)

• For 2015:

- Pig feed price marginally up 3%

- Pig price down 8% IF EU exports
don’t recover rapidly (Russia)

- Expected pig price to remain similar

to 2014



62

Dairy Compound Feed Usage
2009 to 2015

Source: FAPRI-Ireland (adapted from DAFM and CSO data)
2014 figure is an estimate 2015 figure is a forecast
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Dairy Inputs Costs per litre 2015
• Expenditure change relative to previous year

2014 2015

– Feed down 22% no change

– Pasture and forage down 9% up 4%

– Other Direct Costs up 2% up 2%

– Electricity and fuel down 2% down 4%

– Labour up 1% up 1%

– Other Overhead Costs up 2% down 10%

• Total dairy costs per litre down 7% down 3%

Does not consider the impact of expansion
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Costs of Dairy Production (cpl)
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Costs drop 3% slightly in 2015
Mainly due to lower fixed cost allocation

Net Margin forecast per litre
for 2015
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Net Margin forecast for 2015
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Quota removal….
What happens next

• Positive farmer sentiment will be tested in 2015

• Significant expansion in Ireland and elsewhere

– FR, DE, NL, DE, DK, PL

– EU demand stagnant – surplus must be exported

• Commission revising upward estimates for EU milk production

– A lot of industry confidence that EU can boost production

– View that NZ is moving onto a lower milk growth path

– Opportunities for others to service growing global demand

– But …world trade becoming more dependent on China (IF market)

• What will happen in Ireland over next couple of years?
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Existing Irish Dairy Farmers’
Production plans to 2017

Increase
63%

Static
32%

Decrease
3% Exit

2%

Planned Milk Production increase to 2017
for expanding Irish Dairy Farmers

27%

46%

24%

3%

<10% 10-20% 20-50% >50%

• Irish Milk production to
increase by 17% by
2017

• We consider that Irish
milk production can
expand by 10% in 2015
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Net Margin forecast for 2015
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Farm Income by System

Source: Teagasc, National Farm Survey & Author’s estimates
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Farm Income
Average for all Farms

Source: Teagasc, National Farm Survey & Author’s estimates
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Forecast that income fall in 2015 will be:
33% (based on NFS definition)
25%: (based on wider CSO definition of income)


