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The food industry is a crucial sector that, despite facing
various challenges, will always be a key component of
the economy. Increasing costs for ingredients, materials,
energy, and labor, inflationary pressures, the impact

of the Ukraine conflict, andongoing post-pandemic
challenges have been significant factors contributing to
insolvencies in the sector. The recent rise in interest rates,
the first in over a decade, has led to higher borrowing
costs at a time when consumer spending is cautious,
making refinancing more challenging and costly.

Input costs rose significantly in 2023 which placed
increased pressure on farm business margins, with
fertilizer costs being a notable example. Although

some input costs are decreasing, they remain higher
than pre-inflation levels. This is likely to continue posing
risks due to the connection to energy markets and

global instability, which could also be evident in 2024 if
consumer confidence does not recover. Whilst there hase
been a few notable cases of insolvencies in the sector, we
haven't seen a large increase overall..

Sector rating (global):

Sector rating (United Kingdom): Sensitive Risk

Strengths Weaknesses

Demand for food: There is a consistent demand for food,
and with a growing population, it's essential to ensure a
continuous and adequate food supply.

Cross-border checks: New regulations for imported
goods may lead to delays and increased costs,
particularly for perishable items.

Pricing power: The sector has been able to pass on higher
costs to consumer and to maintain profitability despite
lower volumes. Less pressure from rising input prices should
help stabilise financial performances going forward.

Climate change: Extreme weather can have
unpredictable effects on harvests and crops, posing a risk
to the industry.

Technology and automation: The industry can benefit
from improved productivity through better utilisation of
tools and automation.

Labour shortage: Skills shortages in the sector can lead
to higher administrative costs for companies, making it
less attractive to individuals.

Consumer preferences: The shift in purchasing habits
and dietary choices which have the potential to support
companies in expanding their business and achieving
sustainable growth.

Supply chain disruptions: Dependence on imported
goods can cause severe delays in the supply chain,
impacting operations.
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The key trends and challenges in the sector are influenced by its strengths and weaknesses. Here are some of the
key changes we can expect to see moving forward:

1. Systemic factors such as population and economic growth, cross-country dependencies, geopolitical

@ events and uncertainty are significantly impacting the sector.

2. Climate change remains a critical factor to address in the agricultural sector, as it's beyond human control.

& 3. ESG considerations are becoming increasingly prominent, impacting both businesses and individuals as
- they contemplate their actions and environmental impact.

4. The growing linkages between food prices and energy markets are expected to drive food price volatility
in the coming years, with oil and fertilizer prices also playing a significant role in the sector.

5. Veganism: Much of the world is trending toward plant-based eating and this global shift could be here to
stay, representing a considerable decrease in consumption of animal meats and animal-derived products.
In the UK, it is estimated that around 8% of the population is already following a plant-based diet.

6. Changes in consumer preferences, particularly those observed post-COVID, will continue to shape the
sector in the years ahead.
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Sector overview

According to agricultural statistics, approximately 60% of the UK’s domestic consumption is produced locally, with

70% of the agricultural area being utilised®. 36% of this is used for crops, with cereals being the predominant harvest,
accounting for 71%. However, unpredictable weather conditions and climate change are likely to negatively impact this
year'’s production due to soil deterioration.

Fertilisers and energy are crucial inputs for food production, and the UK relies on the global supply chain for these
resources. The prices of these inputs are interconnected, with some fertilisers dependent on gas for production. The
resulting increased prices have driven up costs for food producers in recent years, placing pressure on the viability of
businesses. To mitigate the impact of chemical fertiliser prices there is increased change in farming practices, such as
the use of cover crops and rotational cropping. Whilst non-domestic electricity prices in the UK remain high compared
to the rest of the world, gas prices are relatively low compared to the EU.

As the internal production of goods is insufficient to provide a wide variety of products, the UK rely on imported
goods. However, the process of importing goods has become more complex due to new regulations, including the
implementation of cross-border checks for various products imported from the EU. This is leading to significant delays
and additional input costs for businesses. Despite this, food inflation has eased to 1.7% in May, aligning with the
overall inflation rate, which fell to 2% (CPI) in the 12 months to May 20242, This decrease in food prices has influenced
consumer shopping behaviours, with value becoming a key consideration leading to changes in retailer loyalties.

The increase in food prices in the UK has prompted shifts in consumer preferences and behaviours. Individuals are now
more conscious of the products they consume, purchasing quantities and waste reduction. Additionally, consumers are
actively seeking discounts, promotions, and loyalty programs offered by supermarkets which is leading to heightened
price competition amongst retailers. Online distribution has also experienced growth, particularly post-COVID, with a
positive trend continuing especially among younger generations. It's anticipated that more businesses will transition
some of their activities to the online environment in response to this trend.

Figure 1: Energy and fertiliser prices
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Source: https://www.gov.uk/government/publications/uk-food-security-index-2024/
uk-food-security-index-2024#indicator-4-agricultural-total-factor-productivity

*Agricultural Land Use in United Kingdom at 1 June 2023 - GOV.UK (www.gov.uk)
2Consumer price inflation, UK - Office for National Statistic
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In the coming period, we expect a favourable outlook in this industry, which could lead to decreased expenses for
businesses if the trends observed earlier in the year persist. We anticipate a steady food price inflation, which is likely
to ease some of the challenges faced by businesses in the sector and create opportunities for further expansion.

The projected food inflation for 2024/2025 stands at approximately 2.2% seems encouraging; nevertheless, global
uncertainties are inherent.
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About
Allianz Trade:

One way to protect your business against the risk of non-payment from a business customer due to
insolvency is a comprehensive trade credit insurance policy.

Allianz Trade is the global leader in trade credit insurance and a recognised specialist in the areas
of surety, collections, structured trade credit and political risk. When the unexpected arrives, our AA
credit rating means we have the resources, to provide compensation to maintain your business. For
more information, visit www.allianz-trade.co.uk.

Contact us:
If you'd like to find out more on how trade credit insurance can help you, contact us today at
+44(0)800 056 5452 or email to info.uk@allianz-trade.com

About Allianz Research
Allianz Research encompasses Allianz Group Economic Research and the Economic Research
department of Allianz Trade.

Forward looking statements

The statements contained herein may include prospects, statements of future expectations and other
forward-looking statements that are based on management’s current views and assumptions and
involve known and unknown risks and uncertainties. Actual results, performance or events may differ
materially from those expressed or implied in such forward-looking statements.

Such deviations may arise due to, without limitation, (i) changes of the general economic conditions
and competitive situation, particularly in the Allianz Group’s core business and core markets,

(ii) performance of financial markets (particularly market volatility, liquidity and credit events),

(iii) frequency and severity of insured loss events, including from natural catastrophes, and the
development of loss expenses, (iv) mortality and morbidity levels and trends, (v) per-sistency levels, (vi)
particularly in the banking business, the extent of credit defaults, (vii) interest rate levels, (viii) currency
exchange rates including the EUR/USD exchange rate, (ix) changes in laws and regulations, including
tax regulations, (x) the impact of acquisitions, including related integration issues, and reorganization
measures, and (xi) general competitive factors, in each case on a local, regional, national and/or
global basis. Many of these factors

No duty to update

The company assumes no obligation to update any information or forward-looking statement
contained herein, save for any information required to be disclosed by law. may be more likely to
occur, or more pronounced, as a result of terrorist activities and their consequences.
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