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Summary

There was positive sentiment in H1 of 2023 on the back of strong exports of Food & Drink in 2022, some easing
of input costs for producers and improvements in supply chain. However high food inflation, which became an
all-too-frequent headline, has proved stubborn and impacted food affordability for consumers. Nonetheless, the

majority of Irish food companies are confident about growth prospects’. The value of food and beverage exports
from Ireland grew 9% in Jan-April 2023 compared to 20222

Food volumes in industrial processing grew modestly annually to April 2023 but saw a slight drop month on month
in April 20233,

Sector activity & update H1 2023

* Inputcosts eased in H1 of 2023, alleviating some of the margin
pressures. However, high input costs impacted the sector
since 2021 and food inflation reached 13.1% (YoY) in Ireland
in April, dropping to 12.7% in May“. In May, food and energy
inflation continued to slow significantly in OECD countries®.

Approval Activity

From a transaction perspective, some customers are taking out
loans to ensure stock levels are optimal to service customers.
Some operators are looking to increase production efficiencies
and to increase automation, enabling a reduction in staff numbers.
Loans for green initiatives are being employed for the introduction
of green technologies such as solar panels, heat pumps, and more
sustainable food production methods.

+  Export of food and drink showed 9% growth in Jan-April to
€5.2bn compared to 2022°.

*  Supply chains remain complex due to geo-political factors.
Certain producers have sourced alternative supply or adapted
to use substitute products. The ongoing war in Ukraine, and
Russia’s recent withdrawal from the Black Sea grain deal,
brings further uncertainty to supply chains, affecting the flow
of exports from Ukraine and grain prices.

+  Labour shortages continue to
unemployment remains very low’.

impact the sector as

* In May 2023 a new government agri-food regulator was
established - An Rialalai Agraibhia - its remit being to increase
transparency of the agricultural and food supply chain in an
effort to boost the position of farmers, fishers and other food

providers.
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Key Sector Trends H1 2023

Food Exports growth

Overall the value of Irish food and drink exports grew in Q1 of
‘23. Jan to April showed value growth of 9%® in food and drink
exports versus 2022. Growth in exports to the EU and UK/NI have
contributed the greatest uplift at +15% and +14% value growth
respectively. Exports to international markets grew 7% whilst
exports to the US were just 3% ahead of 2022.

Dairy exports continued to perform particularly strongly with
butter, cheese and infant food contributing most to this growth.
Prepared consumer foods had a solid performance matching
2022. Meanwhile, alcoholic beverages fell back 9% in Jan-April.
Seafood exports had a slower start to the year compared to 2022
(Table 1). Exports to some African markets, such as Nigeria and
Egypt, reported a softening in orders in early '23 due to limited
availability of foreign currency, and local inflation, impacting
purchases.

In the Irish grocery market, grocery sales value grew by almost
11%° in 12 weeks to June 11th, with inflation accounting for much
of the value growth. During that period, Kantar reported grocery
inflation as being at it lowest level so far in 2023,

In the 12 week period to 14th May, the UK grocery market showed
+10% sales growth with Aldi and Lidl growing at the fastest rate
with sales at +24% and +23.2% respectively compared to 2022".

Table 1: Export Sales By Sector - Source Bord Bia

Jan-Apr

Exports 2022 €m 2023 €m Variance | % of total
Bord Bia

Beef & offal 855,733,810 887,139,578 31,405,768 18%
Pig meat 158,806,298 159,474,511 668,213 3%
Sheep & offal 155,971,504 148,198,474 -7,773,030 3%
Poultry & egg 52,030,210 45,629,012 -6,401,198 1%
Other meats 1,382,380 1,448,686 66,306 0%
Total meats

(exc. value 1,223,924,202 | 1,241,890,261 | 17,966,059 25%
added)

Dairy 1,572,483,799 1,868,251,854 | 295,768,055 38%
Drinks (alc.) 582,496,947 528,337,700 -54,159,247 11%
Horticulture | g/ 598375 | 116,029,327 | 31,731,002 2%
& cereals

Seafood 178,362,227 140,871,715 -37,490,512 3%
Prepared

consumer 918,898,815 1,060,963,395 | 142,064,580 21%
foods PCF

Total 4,560,464,315 | 4,956,344,252 | 395,879,937 100%

Post-Brexit trends

Although GB remains the largest export market for food &
beverage, with CSO reporting 38% value of exports for Jan-
April 2023, the longer term trend for exports is shifting towards
international markets, as producers look to diversify to other
markets post-Brexit.

The Windsor Framework

After protracted negotiations, the EU and UK jointly announced
the Windsor Framework on 27th February, adopting it formally
on 24th March, in a bid to resolve post-Brexit disputes. This will
amend the N.I. Protocol and significantly, it will mean no hard
border on the island of Ireland. Extensive preparations are
underway to develop the new arrangements. There will be a
Green lane system for all goods going from GB into NI and a Red
lane system for goods ultimately intended for the EU. Controls for
certain products, including agrifood, will be much simpler enabling
smoother transit of goods. The new system will take some time to
be introduced: its implementation is expected to be on a phased
basis from Autumn 2023 and into early 2024.

Inflation

Significant input cost increases led to very high food inflation,
impacting consumer spending power. There was a time lag
in consumer price inflation, as producers grappled with cost
increases over the last 24 months, trying to find ways to manage
the higher cost base.

There has been some reprieve in input costs in recent months.
The Food and Agricultural Organisation basket of commodities
reached a peak in March 2022, after a sustained upward trend,
and dropped to 122.3 points' in June, a 23% drop since the
peak. Recent drops reflects lower prices for sugar, vegetable oils,
cereals and dairy products whilst meat prices remain unchanged.
Wholesale energy prices have also dropped in recent months.

Food and non-alcoholic beverage inflation dropped to 12.6%' in
12 months to May 2023. Food inflation in the UK slowed to 18.3%"
year-on-year in May from a 45-year-high of 19.1% in March.
Trading Economics reported EU food inflation at 15.04% in May
having reached 19.19% in March.

There is growing consumer price sensitivity and consumers are
very focussed on cutting food costs through reduced premium
brand purchases, more private labels purchases, more frequent
and smaller shopping trips to avoid unnecessary purchases, and
attempts to cut down food waste.

Price negotiations between suppliers and retailers remained
challenging for a sustained period but has largely settled with
most suppliers having secured price increases.

8 https://www.bordbia.ie/industry/insights/performance-and-prospects/performance-prospects-trade-data/

9 Irish supermarket inflation falls to lowest level this year at 15.8% - The Irish Times

10 Grocery inflation drops to lowest level this year - Kantar - Agriland.ie
" Kantar.com 12 weeks ending 14 May 2023

2 FAO Food Price Index | World Food Situation | Food and Agriculture Organization of the United Nations

'3 Consumer Price Index May 2023 - CSO - Central Statistics Office
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Supply Chain and sporadic shortages

Global supply chains continue to be challenged, but the situation
has improved in 2023. Container costs eased in recent months
helping the global transport of ingredients and finished goods.
European road freight rates dropped in H1 of 2023"> and fuel
prices have eased; driver shortages in the industry are still a
concern for hauliers.

Nonetheless, geopolitical risks, ingredient shortages and
natural resources are all factors that need careful monitoring
and will continue to feature in Food & beverage supply chain
considerations.

Whilst supply of foods has improved since the pandemic, there
have been some shortages. Fresh produce was impacted in 2023
due to climatic conditions, affecting some vegetables, and some
producers saved costs by reducing greenhouse energy usage
during the colder winter months.

2023 H2 Outlook

The outlook for H2 of 2023 is moderately optimistic. Food and beverage producers have shown great resilience

adapting to the impacts of the pandemic, the war in Ukraine and inflationary pressures. However, Russia’s recent
withdrawal from the Black Sea grain deal has created a very challenging situation for exports from Ukraine.

Food inflation will continue but at a slower pace
Whilst food inflation has started to fall, consumer prices remain
high and inflationary pressures remain.

There is uncertainty regarding inflationary effects and rising
interest rates on consumer behaviour regarding food purchases
and consumption patterns, which will evolve in coming months.
The continuing positive employment situation does allow some
confidence regarding household expenditure.

From 31st October, exporters of meats, dairy, table eggs and
animal by-products to GB will need to include an export health
certificate generated on TRACES (EU Trade Control system) to
accompany their exports.

Producers are increasingly looking at ways to innovate, which
brings new opportunity, as producers look to satisfy evolving
consumer demands.

Longer term, there is a rising global demand for nutritionally-rich
foods and plant-based foods which will further shape the future
of Irish food.

ESG and sustainable food production

Food and beverage producers in Ireland are acutely aware of the
need for ESG initiatives, especially plans to reduce their carbon
footprint. Proposals and plans are being frequently debated
along the supply chain and SMEs recognise the need for a
comprehensive ESG plan to future-proof their business. Retailers
are requesting sustainability action plans from suppliers regarding
scope 3 initiatives as the retailers set their own carbon targets.

Many operators have embarked on the green transition investing
in solar panels, reducing packaging and plastic, reduced energy
usage and enhancing energy rating of buildings, with some
operators availing of various government and EU sustainability
support funds. This will accelerate and with increased government
supports and climate toolkits to help guide industry, operators
will take more measures to create ESG plans and develop more
sustainable food and drink production methods.

Bank of Ireland

Bank of Ireland is committed to its role as a key partner and
supporter of Ireland’s largest indigenous Industry. Our continuing
support of the Blas Na hEireann food quality awards and our
breadth of sectoral knowledge highlight this. We understand the
requirement for food and beverage companies to have an in-
market, long-term, stable, finance partner that can offer support,
dedicated relationship managers and an understanding of the
various sub-sectors.

'S European road freight rates Q1 2023: contract rates start falling as spot rates continue to drop | IRU | World Road Transport Organisation
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Lucy joined Bank of Ireland in Jan 2023 as Head of the Food & Beverage Sector,
to support the Bank's lending in this important, indigenous industry.

She brings an in-depth understanding of the Food & Drink sector to the role
having worked for 25 years in food and drink operators in Ireland, Italy and UK
across a number of companies and product categories.

She has held various senior commercial positions, many of them customer-
facing, in consumer goods’ companies including Diageo, C&C Group (Bulmers
Ltd), Mark Anthony Brands International, Valeo Foods and BFree Foods.

Lucy Ryan
¥ lucy.ryan@boi.com Lucy holds a French & Italian languages degree from UCC and a Post Graduate
qualification from UCD Smurfit Business school.
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