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Texas, the company comprises highly entrepreneurial teams
equipped to underwrite special situations, companies and individuals,
acting independently to deliver effective solutions. Our products
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Summary Key trends in 2024-25

Inflation

Food price inflation is down from the record-high 2022-
23 levels but still runs above pre-pandemic readings,

While inflation has come down from its 9.6% peak in Q4 2022, recent months have seen a deteriorating trend again. After having
dropped to 2.6% in September 2024 (the lowest reading since July 2021), the consumer price index including owner occupiers’ housing
costs (CPIH) steadily increased again, reaching 4.1% in April before improving marginally in May (to 4.0%)".

thereby impacting on profit margins of food producers.

UK Food Price Inflation (in %)
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Higher labour costs, elevated energy prices,
above-average interest rates and changing consumer
habits (including higher saving rates) all lead to sectoral
business failure risk; data for January to April 2025
already shows an increase in some food-related sub-
sectors with further deteriorations in H2 2025 more
than likely.
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Source: ONS

In the food and drinks sector, data from the Office for National
Statistics (ONS) shows even bigger movements: after having
reached a 45-year high of 19.2% in March 2023, food price
inflation plummeted to 1.3% in August 2024. Problematically, it
has remained on a generally upward trend since then, coming in
at 4.4% in May 2025, the highest reading since February 2024.

In the catering industry (which comprises of restaurants and
canteens), inflation has also come down: after peaking at 12.6%
in 2022-23, price pressures moderated, reaching 3.4% in January.
Since then, inflation has been rising again, accelerating to 3.8% in
May, according to latest ONS figures.

Looking ahead, inflation is forecasted to stay above the Bank of
England’s (BoE) 2.0% target over the next quarters. Driven by
one-off effects such as changes to government-regulated water
and energy prices, CPl should come in around 3.7% in Q3 2025
before gradually moderating again. The average 2026-forecast
among economists surveyed by the UK Treasury in June 2025
stands at 2.3% and the BoE expects inflation to be on target
again not before early 20272.

Problematically, the outlook for the UK food sector is more
clouded. Increases to the minimum wage and higher national
insurance contributions came into effect in April 2025, thereby
creating upward pressures on labour costs. Food, and in particular
hospitality is impacted disproportionately by the recent changes
as wages are a high proportion of overall cost. For example,
food retailer Morrisons (annual turnover of around GBP4bn)

is expecting additional costs of GBP85bn per year while pub
chain Wetherspoons (turnover: GBP2bn) counts on additional
costs of GBPB0bn. The minimum wage increase in April 2025 is
also problematic because it had already gone up significantly in
previous years: since April 2020, it has increased by 40%.

Positively for the UK food and hospitality sectors, pressures on
global commodity prices have been small over the past twelve
months. Most products (such as wheat, sugar, soy, corn) have
seen stable or even falling prices in y/y comparisons. Even cocoa
and coffee (which have both seen steep price increases in 2024
and early 2025) have started to become cheaper again without
falling to pre-2024 readings though.

' https://www.ons.gov.uk/economy/inflationandpriceindices/bulletins/consumerpriceinflation/may2025#notable-movements-in-prices

2 https://assets.publishing.service.gov.uk/media/685271097f8c3d2cbblecb5cc/forecomp june.pdf
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Labour Market

As the UK economy is experiencing a period of low growth, labour market conditions have also deteriorated gradually over the past

quarters. This is especially visible in the number of job vacancies: after peaking on a new all-time of 1.3m open positions in March-May

2022 (following the end of Covid-lockdowns), figures have been declining steadily again over the past three years. In March to May
2025, the ONS reported 736k job vacancies in the UK, down from 886k one year earlier and also below the pre-pandemic reading of
881k in Q4 2019°.

Job Vacancies in the UK Accommodation and Food Services Industry (in thousands)
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In the accommodation and food services sector, the number of
vacancies has also fallen over the past years. After having peaked
at 176,000 in April-June 2022, the number of open positions has
more than halved (to 79k) by spring 2025. However, despite the
fall in vacancies, the sector is still one of the most impacted ones
when it comes to labour shortages. Out of 22 sectors covered

by the ONS, only electricity, steam, gas and air conditioning
supply had a higher vacancy ratio (measuring the number of open
positions per 100 employee jobs): with a reading of 3.1, the sector
also displays a much higher ratio than the national average (2.3).
Simultaneously, British food and drinks manufacturers also report
ongoing labour shortages. According to the State of Industry
Report Q1 2025, published by the Food and Drink Federation in
May, vacancy rates in food manufacturing are currently roughly
twice as high as in other manufacturing industries®.

Wage growth figures also point towards a gradually cooling labour
market. ONS data shows that average weekly nominal earnings
growth for the UK has moderated to 5.3% y/y in the three
months to April 2025, the lowest reading since July-September
2024. Real wage growth has also decreased in recent months,
declining from 2.6% y/y in Q4 2024 to 1.5% in the three months
to April 2025°. Looking ahead, the increase in the minimum wage,
coming into effect in April 2025 will provide upward pressure on
wages again, especially towards the lower end of the market.
Wage growth should hence accelerate again in the second half of
2025, despite the generally lacklustre macroeconomic conditions.

% https://www.ons.gov.uk/employmentandlabourmarket/peoplenotinwork/unemployment/datasets/vacanciesbyindustryvacs02
4 https://www.fdf.org.uk/globalassets/resources/publications/reports/soi-q1-2025-report.pdf
® https://www.ons.gov.uk/employmentandlabourmarket/peopleinwork/employmentandemployeetypes/bulletins/averageweeklyearningsingreatbritain/june2025

Average Weekly Earnings Growth in the UK (y/y change in %)
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Problematically, the rise of the minimum wage (and its anticipated
upward pressure on earnings in the food sector) comes at a time
when salaries in the UK food industries had already been rising
quickly. In the twelve months to April 2025, only four out of
twenty-four sectors covered by the ONS reported higher average
weekly earnings growth than the food products manufacturing
(up by 6.5% in May 2024 to April 2025) and the accommodation
and food service industries (+6.8%).

® https://www.gov.uk/government/statistical-data-sets/gas-and-electricity-prices-in-the-non-domestic-sector
8 https://www.ft.com/content/7c49eal5-cf40-42ef-a44c-07adf7dd74a0
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Average Monthly Median Pay Growth by Sector in May 2024 to April 2025 (y/y change in %)

Manufaciuring - Food Froducts, Beversgr 5l T ey,
Adminisimive and Suppart Bevies Activies ssssssss———————
Orher Manuieching —
Conminrian mess—
WMarwiaciuring - Engireeding ard.... messssssssssss—
Hicsion m—
Trnspat ord Sione sessssssss—————
Elncirichy, Gaa snd Wrier fupply sessssssssssssss————
Ananciel & numee Activis Sess—————
inermaiian sl Commmunicrion e

Apxicuthm, Foresity snd Ashing sessssss———

EE___. L = _Ji__ I _J_Ed . L

mml’"'_m-u- ]
Haalth ard Sodal ok Activities seessssss——
Manuiechring - Cemikcsls ard... sesssss——
faal Eainis Activiiies Seesssss——
Public Adminkitaion sessssss——
PFroleslonel, Sdamife snl Technkal Acivils Ssesssssss————
Yholamin Tils sesss—"
Mining s Ousurying "

a FJ
Source: ONS

EU-UK Common Sanitary and Phytosanitary (SPS) Area

Positively, in May 2025, the EU and the UK government have
announced plans to create a common SPS area, which would
stimulate trade in agri-food products, reduce red tape and support
cross-border food supply chains®. The UK government has agreed
to dynamically align (=adjusting UK rules and regulations to
potential EU changes) on sanitary, phytosanitary, food safety and
general consumer protection rules applicable to the production,
distribution and consumption of agri-food products. The
regulation of live animals and pesticides, the rules on organics

as well as marketing standards applicable to certain sectors or
products is also covered by the new EU-UK agreement, a treaty
that was largely welcomed by the UK's National Farmers’ Union’.

As a result of an SPS agreement, the vast majority of movements
of animals, animal products, plants, and plant products between
the UK and the EU could be undertaken without SPS certificates
and checks. Thereby, some of the frictions caused by Brexit
would be minimised with positive repercussions on the amount of
required red tape in the UK food sector.

These developments are important as the EU is the UK's largest
market for agri-food trade: in 2024 UK exports in value to the

EU represented 68% out of total exports, while EU imports
represented almost 71% of all UK imports. Worryingly, since
Brexit, UK exports to the EU in volume terms have decreased
by more than 37% while imports have marginally increased by
around 5%.

8 https://commonslibrary.parliament.uk/research-briefings/cdp-2025-0108/
7 https://www.nfuonline.com/updates-and-information/uk-eu-summit-announcement/

2025 Outlook

Business Optimism
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Worryingly, the country’s macroeconomic outlook has
deteriorated in the first half of the year and the IMF has cut its
2025 real GDP growth forecast from 1.7% to 1.1% in its latest
World Economic Outlook, released in April®. Positively, an upward
revision in the next report seems possible as the prospect of

a global trade war has subsided somewhat since April and the
UK has also signed a free-trade deal with the US, coming into
effect in July. This agreement will shield the British economy
against some of the negative repercussions of higher tariffs and
trade barriers when trading with the US but it will also increase
competition in the domestic agricultural sector (especially in beef
and bio ethanol production) as American companies have been
granted easier market access®.

UK Consumer Confidence Indicator

-

Source: NIQ/GfK

As a consequence, households have also reduced discretionary
spending and pre-cautionary savings remain high, thereby also
negatively impacting on the food sector, hospitality in particular.
Data from the ONS shows that the household savings rate stood
at 10.9% of disposable income in Q1 2025. Although this is
down from 12.0% in late 2024, it compares unfavourably against

8 https://www.imf.org/en/Countries/GBR

From a domestic angle, the UK continues to suffer from generally
suppressed consumer and business confidence, thereby
weighing on household spending and investment. Although
disposable income has been rising for several quarters and
should continue to do so, given the increased minimum wage,
consumer confidence readings remain deeply in negative
territory. Recent data from research firm NIQ shows that the
UK Consumer Confidence Barometer has improved in May and
June 2025 but with a reading of -18 points, it is still down in y/y
terms'®. The improvement in recent months was mainly driven
by the “economic situation over the next twelve months” sub-
index (from -37 points in April to -28 in June) but generally, UK
households remain fairly downbeat about the macroeconomic
outlook.

pre-Covid readings when UK households put around 5%-6% of
their disposable income aside'. Given the very volatile economic
backdrop, the gradually deteriorating labour market and high levels
of geopolitical risks, it seems likely that British households will
continue with their cautious spending approach in the second half
of the year.

 https://www.nfuonline.com/updates-and-information/us-trade-deal-board-meeting/

10 https://nielsenig.com/global/en/news-center/2025/uk-consumer-confidence-up-two-points-in-june-to-18/

" https://www.ons.gov.uk/economy/grossdomesticproductgdp/timeseries/dgd8/ukea
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Meanwhile, business confidence in the UK food (and drinks)
sector is also low. The State of Industry Report Q1 2025,
produced by the Food and Drink Federation (FDF) shows that its
Net Confidence Score has dropped quickly in recent quarters:
After reaching a multi-year high of +20 (on a -100 to +100 scale)
in early 2024, the score fell to -47 in Q4 2024 before recovering
marginally, coming in at minus 43 points in Q1 2025".

FDF Net Confidence Score (Range: -100 to +100)

Source: Food and Drink Federation

Problematically, production costs in the British food and drinks
industry have increased by 4.5% y/y in the twelve months to
March 2025 while at the same time, selling prices rose by 2.7%
y/y only. For the April 2025 to March 2026 period, food producers
expect selling prices to increase by 2.8% while production costs
will rise by a much higher 4.8%, according to survey data from
the State of Industry Report Q1 2025. While the higher minimum
wage and increased national insurance contributions will cost a
typical food producer around GBP870 per employee per year, the
new packaging levy will cost the sector around GBP1.1bn a year,
according to the FDF.

2 https://www.fdf.org.uk/globalassets/resources/publications/reports/soi-q1-2025-report.pdf

Grocery Market Share

Latest data from research company Kantar highlights that take-
home grocery sales increased by 5.0% in the twelve weeks to 15
June®. Footfall data for the four weeks to 15 June shows that UK
shoppers made 490m trips to supermarkets, the highest share
since March 2020 (when Covid restrictions led to stockpiling).

UK Grocery Market Share (in %), Twelve Weeks Ending
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In terms of market share, Tesco is not only defending its leading
position but even pulling ahead. Between June 2024 and June
2025, its market share increased from 27.6% to now 28.1%'4.
Sainsbury’s, ranked second, saw much smaller growth (up by
0.1 percentage points, pp to now 15.2%) with German-owned
discounters Aldi (+0.1pp to 10.9%) and Lidl (+0.4pp to 8.1%) also
gaining market share over the past twelve months. Morrisons
(down by 0.3pp to 8.4%) and Asda (minus 0.8pp to 11.9%)
continued to see a slump.

Much of the increased spending occurs in supermarkets’ own
label ranges (+4.2%) as shoppers are trying to balance their
budgets. In volume terms, supermarket sales fell by 0.4% in
June, indicating that much of the sales growth in 2025 to date is
caused by food price inflation and not by rising volumes.
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Looking ahead, Asda “Rollback Prices” strategy, launched in
January 2025 led to a drop in Tesco's, Sainsbury’s and M&S’
share prices but its commercial success seems to have been
limited so far'®. That said, the prospect of a price war in UK

food retail will lead to lower profits for the two market leaders.
Sainsbury’s expects profits to remain stagnant at around GBP1bn
this year, despite cost cutting exercises such as warehouse
closures and increased automation'. Tesco forecasts gross
operating profits of between GBP2.7bn to GBP3.0bn this financial
year (which ends in February 2026), down from GBP3.1bn in
2024/25, citing increased competition as the main driver for the
deterioration™.

'3 https://www.Ise.co.uk/news/uk-grocery-sales-up-but-inflation-leap-fuels-price-worry-kantar-vfbxbj2ih5v7s7b.html

' https://market.worldpanelbynumerator.com/en/grocery-market-share/great-britain/snapshot/15.06.25/16.06.24

'® https://www.thegrocer.co.uk/news/data-asda-pulls-plug-early-on-thousands-of-rollback-price-promotions/703619.article

'8 https://www.theguardian.com/business/2025/apr/17/sainsburys-joins-uk-retailers-1bn-profits-club-but-warns-of-flat-year-ahead

7 https://www.reuters.com/world/uk/tescos-uk-sales-growth-accelerates-first-quarter-2025-06-12/
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Credit Risk

Positively, after reaching a 30-year high in 2023, the number

of business failures in England and Wales fell last year. The
government'’s Insolvency Service registered 23,879 company
insolvencies in 2024, down by around 5% against prior year. Most
food-related sub-sectors followed this positive trend: manufacture
of drinks saw a 11% drop in bankruptcies last year, manufacture
of food products a 18% reduction with retail sale of food and
beverages also reporting a 22% decline in business failures.

Food and beverage service activities (which includes pubs and
restaurants) also saw a 6% drop in company insolvencies in 2024
but the overall figure is still fairly elevated. The sector accounted
for 3,257 bankruptcies, the third riskiest sector after construction
(4,038 business failures) and wholesale & retail trade (3,575
insolvencies in 2024)'8. Positively, data from business information
provider Dun & Bradstreet shows that 63% of all invoices in the

British food and drinks services industry were paid on time in
Q4 2024, up from 61% in late 2023 and above the UK average of
59%°.

Sadly, the positive 2024-trend has come to a halt in the first four
months of 2025. Data from the Insolvency Service for January to
April shows that the total number of business failures in England
and Wales has been stagnating with some food sub-sectors
reporting increases again. Crop and animal production has seen
another 25% vy/y increase, after four consecutive years of rising
business failures. Manufacture of food (+53% y/y in Jan-Apr
2025) and retail sale of food beverages (up by 6%) are also on

a deteriorating trend again while, somewhat counterintuitively,
insolvencies in food and beverage service activities continue to
fall (-<11%).

Year on Year Change (in %) In The Number Of Company Insolvencies In England & Wales

Total 7% -26% 1% 57% 14% -5% 0%
Crop and animal production, 3% -26% -4% 119% 10% 17% 25%
hunting and related service

activities

Manufacture of food products -6% -3% -30% 156% 22% -18% 53%
Manufacture of beverages -11% 12% -39% 288% 29% -11% -27%
Retail sale of food, beverages 13% -35% 18% 78% 33% -22% 6%
and tobacco in specialised

stores

Food and beverage service 9% -28% 0% 64% 38% -6% -11%
activities

Source: Insolvency Service

Unfortunately, the credit risk outlook for the British food sector

is clouded by several developments. Higher labour costs will
negatively impact on already stretched balance sheets. According
to the Night Time Industries Association, operating costs of

clubs and bars have risen by 30%-40% since the pandemic and
research from accounting firm Price Bailey shows that around
21% of all pubs in the UK had negative net assets in 2024 .

The number of pub insolvencies in April 2025 was already the
highest in twelve months and with the national living wage having
increased from GBP8.72 per hour in April 2020 to GBP12.21 in
April 2025 (plus higher national insurance contributions and higher
business rates), insolvency risk in the hospitality sector is likely

to increase over the next quarters as the effects of the recent
changes will filter through.

'8 https://www.gov.uk/government/statistics/company-insolvencies-may-2025
' https://icapcrif.com/payment-study-2025/

Also problematically, energy costs remain above pre-Ukraine war
levels, macroeconomic conditions are challenging, interest rates,
albeit on a downward trend continue to stand above medium-
term averages and changing consumer habits are also impacting
adversely on insolvency risk in the UK food sector. Hence the
number of corporate failures in the UK food sector should remain
on an upward trend in the second half of the year, thereby
increasing the risk of non-payment.
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