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Welcome to our third Sector Bulletin report in partnership with Santander. This time we focus on the UK’s food &
drink sector, looking at its structure, trade channels, performance drivers, risks, opportunities and long-term trends.
But first we take stock of how the overall manufacturing industry has fared over the past year and the key trends
that have affected that performance.
The UK manufacturing industry has returned to healthy
growth over the past year or so. Solid demand conditions
in the domestic market have been accompanied by a
significant pick up in export activity, reversing an almost
two yearlong trend of subdued global manufacturing
momentum. What’s more, the depreciation in the pound
has put some extra wind in the sails of manufacturers,
positioning UK exporters well to take advantage of
the upturn in demand from key overseas markets.
This supportive environment has led to a broad-based
improvement in growth across most manufacturing subsectors.

However, a risk-filled horizon is putting somewhat of
a dent in this optimism. The flip side of the pound
depreciation has meant increasing input costs for
domestic producers, as well as, crucially, a deterioration
in UK consumers’ spending power via rising inflation.
The latter, already evident in 2017q1 GDP figures, is
affecting demand for manufacturers in consumer-facing
sectors. Moreover, the recent upturn for investment
goods manufacturers could be threatened by a build-up
of Brexit uncertainty as negotiations progress towards
mid-2018. Nevertheless, we see the manufacturing sector
powering through these risks to post growth both for this
year and next.

Manufacturing round up
% yearly change, GVA output
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UNDERSTANDING
FOOD & DRINK
The food & drink sector is the largest manufacturing sector in the UK by some distance. It accounted for 16% of
total manufacturing output and generated £27 billion in Gross Value Added and £79 billion in sales in 2016. The
sector has grown its output by 21% since 1990, a growth rate surpassed only by the chemicals, pharmaceuticals,
motor vehicles and other transport sectors. The food & drink sector is also the largest manufacturing employer in the
UK, with 418,000 people working in the industry in 2015.
Manufacturing sectors by size
% of manufacturing GVA & employment (000’s)
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What is food & drink
manufacturing?
Food manufacturing involves the
processing of agricultural and fishing
products into food for humans or
animals. Processing can take several
different forms depending on the
type of product being manufactured.
Examples include the slicing of
produce, the pasteurisation of milk,
the roasting of nuts, the slaughter of
animals and the curing of meats.
www.eef.org.uk
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Food processing also includes
adding components to food, such
as ingredients that extend shelf life
or vitamins that improve nutritional
quality.
Similarly, the manufacturing process for
beverages will differ based on the type
of drink produced. This could include
the distilling of alcoholic beverages,
the fermentation of non-distilled
alcoholic beverages, the production

of malt and brewing of beer.
Food & drink does not qualify as
manufacturing where the processing
is minimal and does not lead to a
real transformation, such as the sale
of fresh seafood by fishmongers or
raw agricultural produce by grocers.
The packaging of food and bottling
of beverages are also not considered
part of the manufacturing process in
official statistics.
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What does the UK manufacture?
The UK food & drink sector produces
a diverse range of products; from
meat, seafood, baked goods, dairy
and ready meals, to soft drinks, malt,
beer and spirits. The manufacture of
food products dominates production,
accounting for 84% of all sales in the
food & drink industry. The processing,
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preservation and production of meat
is the largest category, responsible
for £1 in every £4 of sales in the food
industry or £15.9 billion during 2015.
The manufacture of drinks accounts
for 16% of the food & drink sector
or £12.7 billion in sales in 2015. The
manufacture of soft drinks, mineral

and other bottled waters generated
the highest sales in 2015, followed
by the manufacture of beer and the
distilling, rectifying and blending
of spirits. These three product
categories together cover the lion’s
share, at 87%, of all manufactured
drink sales in the UK.

Food & drink products by sales
Sales as a % of food industry

84% of sales in food & drink industry are food products
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What’s the structure of the sector?
The food & drink industry is
characterised by a complex value
chain with manufacturing at its core.
Over the past few years, the line
between agriculture, manufacturing
and retail has become increasingly
blurred. The emergence of large
retailers, such as supermarkets,
with manufacturing operations, as
well as small-scale farmers, microbreweries etc. with retail arms, has
diversified the food & drink value
chain into several overlapping layers
of economic activity.

Broadly, food & drink manufacturers
source their raw materials from the
agricultural sector, the vast majority of
which is domestic, with only 21% of
agricultural products imported. Once the
agricultural products are manufactured
(e.g. processed or preserved) they are
either exported to overseas markets
(9% of all food & drink manufactured
products) or sold to consumers via
retailers, wholesalers or caterers.
Around 60% of manufactured products
reach consumers via these channels
without further value being added.

A further 17% of manufactured food
& drink products are sold to the retail,
wholesale and food service sectors,
where some value is added to the
products before reaching consumers
(e.g. supermarkets using processed
vegetables to produce ready-made
salads or restaurants using processed
meat to prepare meals for immediate
consumption). Another 10% of food
& drink products are recycled back
into the manufacturing sector as part
of the value-adding process, while the
remaining 4% is consumed by other
intermediate industries.

Food & drink sector structure
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and beverages
2. Processing and preserving of
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3. Processing and preserving
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health, residential & social
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Imports
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IMPORT DEPENDENCE
The UK food & drink sector is a highly competitive industry, manufacturing a host of products from mass produced
low-cost products to luxury items. However, despite generating more value than the automotive and aerospace sectors
combined, the sector’s output is insufficient to satisfy domestic consumer demand. Simply put, the UK does not
produce enough food & drink to cover the needs of its population. As a result, the UK has been historically importing
large quantities of food & drink to plug the gap, with 48% of food consumed in the UK in 2015 sourced from overseas1.
The UK has the 2nd largest food & drink trade deficit in the G7
Trade balance, $ billions
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The UK has been running a trade
deficit in food & drink products for
every year since records began in
1996. The deficit has ballooned over
the past two decades, more than
tripling since 1996 to -£22.1 billion in
2016. The UK imported £42.1 billion
worth of food & drink products in
2016 alone and was the 4th largest
importer in the world in 2015, only

behind the US, Germany and China.
The UK also runs trade deficits in
every food category. The largest
deficit is found in processed and
preserved fruit and vegetables at
-£9.2 billion in 2016, while the
smallest is in sugar products at
-£775 million. Conversely, the UK
ran a modest trade surplus in drink

products of £1.3 billion in 2016 and
it has consistently done so over the
past two decades, with the only
exception the period 2004-2006.
Overall, the UK’s trade deficit in food
& drink implies that the domestic
manufacturing sector would need to
grow sales by about 50% to cover
domestic demand without the need
for imports.

The UK runs a trade deficit in every category of food but a surplus in drink products
Trade balance, £ billions

Beverages
£1.3bn

Sugar
-£0.8bn

Cereals
-£1.1bn

Dairy
-£1.4bn

Seafood
-£1.4bn

Coffee, tea
& cocoa
-£2.1bn

Meat
-£4.6bn

Vegetables
& fruit
-£9.2bn

Source: Uktradeinfo (2016)
1

Department for Environment, Food & Rural Affairs, Food Statistics Pocket Book 2016
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FOOD & DRINK
AROUND THE COUNTRY
Given its size and importance to UK manufacturing, it is no surprise that the food & drink sector has a presence
across the whole of the UK, with no one region dominating. Scotland demands the largest share of both
production and turnover – 16% and 12% respectively. This is a consequence of its innovative and vibrant drink
sector, and in particular the global demand for its renowned scotch whisky. Elsewhere the North West, Yorkshire
and Humber, and East Midlands all boast sizeable production and turnover figures.
These regions are home to some of the industry’s
biggest names and brands including Nestle, Arla Foods
and Kellogg’s, with a host of other smaller manufacturers
supplying them. Another important area is the East of

England, with 11% of total food & drink turnover, again
boosted by major manufacturers such as British Sugar –
a subsidiary of the Associated British Foods.

Output and turnover in food & drink across UK regions
GVA and turnover per region as a % of UK

GVA:
15.9%
Turnover:
11.5%

GVA:
2.1%
Turnover:
1.6%

GVA:
3.4%
Turnover:
4.7%

GVA:
10.7%
Turnover:
12.0%

GVA:
11.2%
Turnover:
9.1%

&

GVA:
5.0%
Turnover:
7.8%

GVA:
5.4%
Turnover:
6.6%

GVA:
5.3%
Turnover:
4.6%

*Data does not add up to 100% due to lack of available data in some regions
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GVA:
6.1%
Turnover:
6.2%

GVA:
8.5%
Turnover:
7.0%

GVA:
11.2%
Turnover:
11.2%

GVA:
10.5%
Turnover:
11.0%

Source: ONS (2015)
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WORLDWIDE DELIVERY
The UK food & drink manufacturing sector predominantly serves the domestic market. Only 9% of food & drink
products are exported, making it one of the least export-intensive manufacturing sectors. Nevertheless, the
industry yields significant value from exports on an annual basis, with overseas sales of food & drink products
reaching £20 billion in 2016. What’s more, the sector has more than doubled its exports over the past 20 years,
indicating persistent global demand for UK manufactured food & drink products.
Europe is the biggest destination for the UK food & drink
sector, with 60% of all exports travelling either across the
Channel or Irish boarder. Exports to Europe have also seen
solid growth, expanding by 85% over the past twenty
years. However, its exports to Asia & Oceania and the

Americas that have seen the fastest growth since 1996 at
155% and 154% respectively. The Middle East and Africa
is also a rapidly expanding market, with exports there
growing by 109%, although the region remains at only
8% of total UK food & drink exports.

Food & drink export growth by continent
% growth (2002-2016), £ billions value of exports (2016)
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The UK is the 2nd
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of beverages in
the world
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Source: uktradeinfo (2016) & UNCTAD (2015)

In terms of products, the UK is the
2nd largest exporter of beverages in
the world, and the only food & drink
category where the UK is running
a trade surplus with the rest of the
world. This is mainly down to its
specialisation in alcoholic beverages
and particularly exports of whisky,
where the UK is the leading exporter
www.eef.org.uk

globally, generating over £4 billion
in overseas sales and a surplus of
£3.9 billion in 2016. The UK was also
the largest exporter of gin and fifth
largest exporter of beer in the world
in 2015.

meat leading the pack at $1.5 billion
each in 2016. However, despite solid
growth in exports of 42% in seafood
and 144% in meat since 2010, the
UK is still running sizeable deficits in
both products, as it does for all other
food categories.

The UK also exports a large amount
of food products, with seafood and
8
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Top exported products by value
£ value of exports & trade balance, £ billions

55% of world
whisky exports

Seafood

Cereals

Whiskies
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Cheese & curd

71% of world
gin exports

Gin & geneva

Exports: £1.5bn

Exports: £1.5bn

Exports: £4.1bn

Exports: £0.5bn

Exports: £0.5bn

Trade Balance

Trade Balance

Trade balance

Trade balance

Trade balance

Milk & cream products
(excl butter & cheese)

Other spirits and distilled
alcoholic beverages

Exports: £0.6bn

Chocolate & other
cocoa products

Exports: £0.6bn

Beer made from malt
(incl ale, stout and porter)

Exports: £1.5bn

Trade balance

Trade Balance

Trade Balance

Trade Balance

-£1.4bn

Exports: £0.6bn

-£0.8bn

-£0.3bn

£3.9bn

£0.3bn

-£0.8bn

-£0.8bn

Exports: £0.6bn
£0.1bn

£0.5bn

Meat

Trade balance

-£4.3bn

Source: Uktradeinfo (2016), World’s Richest Countries, 2015

Top 10 high growth markets

China

259%

Malaysia

235%

Mexico

136%

Austria

121%

Czech Republic

103%

India

99%

Poland

94%

Australia

90%

Saudi Arabia

88%

Turkey

88%

* > 0.5% of total UK food & drink exports
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Top export markets
£ billions, value of food & drink exports and % total

Irish Republic: 16.6%
£3.3bn

Spain: 4.9%
£1.0bn

www.eef.org.uk

United States: 10.7%
£2.1bn

Italy: 2.6%
£0.5bn

Belgium: 2.5%
£0.5bn

France: 10.5%
£2.1bn

China: 2.2%
£0.4bn

Netherlands: 6.4%
£1.3bn

Hong Kong: 1.9%
£0.4bn

Germany: 6.1%
£1.2bn

Source: Uktradeinfo (2016)
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PERFORMANCE
DRIVERS
The food & drink sector has achieved considerable scale in the domestic UK market, as well as penetrated a range
of overseas markets to grow its sales. Its success can be illustrated through steady year on year growth rates over
the past twenty years, with food & drink only one of five manufacturing subsectors to have managed expansion
over this period.
The sector’s steady growth is underpinned by the
relatively inelastic nature of demand for food & drink
products. While in times of economic downturn
households tend to cut spending on big ticket durable
items (like cars and electronics), they maintain

expenditure on necessity goods like food & drink. Indeed,
the sector had a relatively stable performance throughout
the financial crash, with output falling by a slender 1.7%
in 2009, compared to the much larger decline of 9.4%
for manufacturing as a whole.

Food & drink sector was resilient through financial crash
% yearly change in GVA output
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The sector has also maintained its
market share though continuous
productivity improvements geared
at maintaining competitiveness.
While production is not as R&D
intensive compared to other
manufacturing sectors, its
productivity growth in recent years
has been impressive. Over the last 10
years its output per hour has grown
by 8.7%, well above the economy as
a whole at 2%.
As a broadly labour intensive sector,
investment in new working practices
and continuous skills development
has allowed its workforce to evolve.
This increase in worker productivity,
combined with improvements in
manufacturing technologies, has
resulted in falling prices for processed
food & drink. Consequently, shoppers’
proportion of income spent on food
& drink has declined massively, from
50% 100 years ago, to around 8%
now2.
Proportion of income spent on
food & drink 100 years ago:

50%

Proportion of income spent on
food & drink now:

8%

2
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Growth in output per hour in last 10 years

Whole economy: 2.0%

What drives demand in the sector?
The food & drink sector is the most
directly exposed manufacturing
sector to household consumption.
While overall demand in the sector
fluctuates very little, preferences do
change, both in times of economic
downturn and not. It’s these
changing spending patterns that
determine the type of products that
roll out of manufacturers’ production
lines.
In times of recession for instance,
higher income households will often
substitute eating out in favour of
purchasing more luxurious, premium
supermarket lines. Conversely, lower
income households who are more
vulnerable to rising food prices
and soft wages may change their
behaviour in such a way as to reduce
the average price paid per calorie –
substituting between branded and
generic products and increasing their
shopping effort to search out better
deals.
But it is not all about economic
conditions, more recently we have
seen the emergence of the healthy
eating agenda and the rise in
demand for cleaner, nutritious
products.

Food & drink: 8.7%

Routes to market
While consumers are the final
destination for food & drink
manufactured products, they rarely, if
ever, reach them directly. Rather, its
retailers and the food service industry
that are responsible for getting those
products to market.
The retail route
The key route for food & drink
manufacturers to consumer markets is
through the retail sector – namely the
big 4 supermarkets of Tesco, ASDA,
Sainsbury’s and Morrison’s. Changing
consumer preferences however,
notably the demand for cheaper
products, has seen the emergence of
discount and own label retailers such
as Aldi and Lidl, who have persistently
increased their market share at the
expense of the Big 4 in recent years.
As the Big 4 increasingly look to
lower their own prices in response,
manufacturers’ margins are coming
under pressure (the Lidl and Aldi
effect). There are also concerns
for branded manufacturers, who
could see a fall in demand for their
products, as supermarkets develop
their own label lines to take on the
discount retailers and win back
customers.

Value of food and drink manufacturing to the UK – IFM, University of Cambridge (2010)

www.eef.org.uk
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The food service route
Another important route to market
for food & drink manufacturers is the
food service industry. This includes
all outlets that provide food & drink
services outside households, such as
hotels, restaurants, cafes, food stands,
take-away shops, pubs, bars and
catering activities. The food service
industry is a large and expanding
market, generating £36.6 billion
in GVA in 2016, up 46% over the

past two decades. It’s also a major
employer, providing jobs to almost
1.7 million people.3

greater variety and more innovative
food choices over the past few years.4
As a main supplier into the food
service sector, food & drink
manufacturers have had to maintain
agility in production, as well as,
develop new products to cope with
changing consumer preferences and
the requirements of food service
providers.

Unlike the retail industry where the
seven largest retailers account for
90% of total sales in the market, the
food service industry is considerably
more saturated, with branded chains
competing with a growing number
of independent providers. This is
partly the result of consumers seeking

The rise of discount retailers is affecting food & drink manufacturers
Supermarket market share & % growth

LIDL

SAINSBURYS

-1.0%

TESCO

1.9%

SAINSBURYS

2014: 17.1%
2017: 16.1%

LIDL
ALDI

2014: 3.1%
2017: 5.0%

ALDI

-1.7%

2.8%

TESCO

MARKET SHARE
% GROWTH

2014: 29.2%
2017: 27.5%

2014: 4.1%
2017: 6.9%

MORRISONS
ASDA

ASDA
2014: 17.3%
2017: 15.6%

-1.7%

2014: 11.3%
2017: 10.4%

MORRISONS

-0.9%

Source: Kantar Worldpanel – Grocery Market Share

3
4

GVA and employment figures exclude food service in the accommodation sector
Ten Live Group, 2015
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LOOKING AHEAD
The food & drink sector has grown steadily over the past few years, demonstrating its resiliency to various demand
shocks. Nevertheless, the uncertain outlook is likely to bring a number of supply-side issues facing the sector to the
fore, which could impact export demand too.

ACCESS TO WORKERS
The food & drink industry is
more reliant on EU workers
than any other sector of the
UK economy.

OF
60% WITH
E IS
TRAD HE EU
T

TARIFFS AND NON-TARIFF
BARRIERS
On both the export and import side, the vast
majority of UK trade in food and non-alcoholic drinks is with the EU (over 60% in both
cases.) In fact, if we take into account the
free trade agreements the EU has with other
countries, an overwhelming 94% of exports
and 97% of imports are with the EU or with
the countries with which the EU has signed
or is negotiating a trade agreement with.6
Leaving the Customs Union and the possible
imposition of tariffs and other non-tariff
barriers, would therefore significantly impede the UK’s competitiveness with regards
to exports, as well as significantly raise input
costs, given the sectors high import intensity
and lack of alternative, domestic sources.

5
6

1/3 OF THE SECTOR
WORKFORCE ARE
NON-UK EU NATIONALS

According to FDF, around a third of the
sector’s manufacturing workforce are
non-UK EU nationals - representing almost
120,000 workers5. These workers range from
seasonal labourers in processing facilities to
highly skilled researchers and food scientists.
Retaining access to this pool of workers,
who play a vital role at all skill levels in the
industry, is a key priority, especially given
the looming demographic and skills gap the
industry is facing.

BREXIT
Brexit will bring challenges and opportunities
to the UK, including the food & drink sector.
Broadly speaking we can split the challenges
into three categories:

CHANGING
REGULATIONS
The sector prides itself on the
safeguarding of public health and
consumer confidence through detailed
food & drink legislation across every aspect
of the food supply chain - production,
distribution, packaging, labelling and retail.
Around 95% of this legislation is currently
in the form of EU regulations. While
leaving the EU represents an opportunity
to leave behind some of the more onerous
parts of legislation, failing to negotiate
mutual recognition of different regulatory
systems, without the need for Export Health
Certificates or other burdensome and costly
regulatory barriers is a risk to the cost
competitiveness of UK manufacturers.

FDF statistics at a glance
FDF - a new UK-EU Relationship

www.eef.org.uk
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BOWMAN INGREDIENTS’ RECIPE TO DEAL WITH BREXIT UNCERTAINTY
Established in the UK in 1992, Bowman Ingredients
specialise in the production of food coatings for the global
food processing industry. They produce a range of dry
cereal-based coating systems for frozen and chilled food
applications, including breadcrumbs, batter mixes, dry mix
marinades and breaders for meat, poultry, fish, seafood,
potato and vegetable products. The coatings are used
to produce value-added food products for leading food
brands, major retailers, restaurant chains and quick service
restaurants.

future relationship with the EU is important to Bowmans,
and not just in relation to their exports; they import over a
third of their raw materials from the EU and 17% of their
UK workforce are non-UK EU nationals. The company is
concerned whether their current EU employees will still see
the UK as an attractive option after Brexit and are also
unsure as to what this might mean for the longer term
recruitment of employees. The potential for tariffs on exports
and the uncertainty around currency fluctuations in the
longer term are other big concerns for Bowmans.

Although the UK is a big market for Bowman Ingredients,
exporting is a key part of their business model. Through their
international network of manufacturing sites, including in
Hitchin, Hertfordshire, they supply to many of the world’s
leading retail and food service brands. In fact 50% of their
turnover is accounted for by exports to the EU with another
10% going to the rest of the world.

Whilst Bowmans - like many other manufacturers - hope
that the UK government secures good trade deals with the
EU, they are not relying on this. They are continuing their
strategy to grow UK and non-EU trade and are actively
pursuing further manufacturing in other continents to create
a strong presence outside the EU as a hedge to Brexit. They
are also investing in time and resources to understand the
export requirements and documentation needed to trade
with countries outside of the EU.

The outcome of the Brexit negotiations and the UK’s

However, there are also other,
non-Brexit related issues at play,
specifically with regards to growing

pressures on manufacturers’ margins,
as well as the new healthy eating

agenda being implemented by
government.

MANUFACTURERS’ MARGINS ARE
COMING UNDER PRESSURE
SUGAR TAX LOOKS TO
TACKLE CHILDHOOD
OBESITY

CURRENCY FLUCTUATIONS
As a relatively import intensive sector,
food & drink manufacturers are facing
rising input costs from the recent Sterling
depreciation. In the year to April, input
costs were up 10.1%, while output costs
were up 2.6%. This illustrates the growing
pressures being put on manufacturers’
margins, which manifested itself late
last year when Tesco removed Marmite
and other Unilever products from its
shelves, after refusing to raise prices. The
power of supermarkets, combined with
the competitive market place means
manufacturers are having to work hard
to raise prices, and hence are forced to
take part of the hit of rising costs on their
margins.

www.eef.org.uk

THE LIDL AND ALDI EFFECT
In response to the growing market share
that discount retailers such as Aldi and
Lidl are capturing, the likes of Tesco
and ASDA are lowering their prices in
order to retain or at least stem the flow
of customer substitution. While this is
good for the consumer, manufacturers
are struggling to maintain profit
margins. They are stuck in between
rising production costs, especially in
light of the recent Sterling depreciation,
and fixed lower shelf prices. As a result,
manufacturers are having to find other
ways to keep costs down.

The recently announced sugar
tax, which will come into effect
in April 2018, will have significant
effects on the soft drinks industry.
Drink manufacturers, particularly
those of fizzy drinks, will need
to cut sugar content or face
estimated charges of 18p or 24p
per litre depending on which band
their drinks fall in. Striking the right
balance between cutting sugar
content to keep costs down, and
retaining the characteristics which
make their products so popular
will be at the forefront of these
manufacturers’ minds.
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OPPORTUNITIES
Despite the risks outlined, the large size of the UK’s domestic market and the relative resilience of food & drink
products to demand fluctuations mean that the sector is well positioned to maintain solid growth. There are also a
number of opportunities on offer, notably growing demand from emerging regions, as well as the productivity gains
that improved innovation can bring, which if harnessed, will provide the sector with further growth in the medium
and long term.

1) R&D AND INNOVATION
The food & drink sector, given its size, invests a low amount
in R&D compared to other sectors – making up 2.9%
of total manufacturing R&D in 2015. However, despite
this being viewed as a weakness in the sector, it can also
represent a great opportunity. There is significant scope to

improve not only the production process through increased
automation, but also the development and introduction of
new products to market. Government initiatives like the
Agri-tech strategy are a good starting point in helping the
sector fulfil its potential in R&D and innovation.

Food & drink sector’s low R&D intensity represents an opportunity for manufacturers
Sectors % of total R&D expenditure

28.7%
18.6%

PHARMACEUTICAL

AUTOMOTIVE

2.9%

FOOD & DRINK
Source: ONS (2015)

i) AUTOMATION
The sector is looking to evolve and
move towards a system of batch
production and fully automated
production lines, allowing food to be
produced quicker, with less waste and
greater precision. A good example
www.eef.org.uk

was seen last year when The National
Centre for Food Manufacturing,
in partnership with Olympus
Automation (OAL), launched APRIL
– the Automated Processing Robotic
Ingredient Loading system. APRIL

is a fully automated robotic system
that can mix, load and manufacture
ingredients on an industrial scale,
with the capability to lower costs and
reduce food wastage.
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ii) PRODUCT DEVELOPMENT
New product development continues
to represent one of the greatest
growth opportunities for food & drink
manufacturers. In what is becoming
an increasingly competitive sector,
introducing new products to meet
changing customers demand, has
become a priority for manufacturers.
The growing appetite for “free-from”

foods, and in particular gluten free
products, is a good example of how
consumer tastes and demands are
evolving. Gluten free foods have
traditionally been consumed by those
who suffer from coeliac disease.
However, innovation in the food
& drink industry has made gluten
free products more palatable and
convenient, and as a result demand

has widened beyond medical needs.
This is illustrated by global sales of
gluten-free foods rising 12.6% in
2016 to $3.5 billion, compared to
4% for overall packaged foods7.
Niche products like “free-from”
foods represent an opportunity for
manufacturers who are likely to see
growing demand for these products.

they arrive in another country. There
are also significant regulatory and
cultural differences to overcome, as
well as infrastructure limitations,
particularly in emerging markets.
Overcoming these hurdles could prove
both costly and time consuming.
Looking therefore to consolidate and
grow relationships in Europe, where
demand is growing, and entry is
comparatively easier, should be a top
priority for UK manufacturers. This is
illustrated by the strong growth seen
in 2016, where exports of food and
non-alcoholic drinks to the EU grew by
10.4%.9

and sustainability in these countries,
as well as a growing middle class,
has resulted in demand for British
products surging, with exports to
China in 2016 up 259% from their
level in 2010.

2) EXPORT OPPORTUNITIES
Food & drink exports have gone
from strength to strength in recent
years with 2016 marking the first
year that the value of exports of the
food & drink sector exceeded £20
billion. Furthermore UK products were
exported to a record 217 international
markets in 2016, five more than
in 2015. Despite this, only one in
five UK food & drink manufacturers
currently export8. There is therefore
a clear opportunity for UK food &
drink manufacturers to “grow through
exports”.
The majority of these opportunities,
despite the uncertain trade outlook,
remain in Europe, with the UK’s
close proximity to the European
market a key influencing factor.
Food & drink products, unlike most
other manufacturing products, are
restricted by how far they can travel
due to their perishable nature and
thus the short selling period once

Despite the challenges, if the
difficulties of exporting to markets
further afield can be overcome, there
are significant opportunities, notably
from emerging markets such as
China and India. The UK’s strong
reputation for the high standards
of its food, safety, animal welfare

Only 1 in 5 Food &
Drink manufacturers
currently export

EXPORTS OF FOOD AND NON-ALCOHOLIC DRINKS TO EU GREW BY 10.4% IN 2016

7
8
9

Euromonitor - Free From in the United Kingdom, 2017
ONS (2017)
FDF - Exports snapshot 2016

www.eef.org.uk
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LONG TERM TRENDS
While the sector is synonymous with rapidly changing consumer tastes and preferences, there are a number of
trends and developments which have taken hold in recent years which are set to continue for the foreseeable future.
Whether it is further embracing the new healthy eating culture, or looking to implement new online platforms to
sell products straight to the consumer, staying on top of these trends will be critical to the future performance of
the industry.

1) CONSUMERS WANT TO LEAD HEALTHIER LIVES
The rise of the healthy eating and
“natural foods” agenda shows no
signs of abating in the coming years.
The growing popularity and the
consumer desire to lead healthier
and cleaner lives has resulted in
manufacturers looking to reduce
sugar, salt and artificial trans fats
content in their products, as well as
launching designated healthy food
lines. The industry has also seen a
significant move towards plant based
diets, with vegetarian and vegan
products growing in importance.
Data from Mintel Global New
Products Database shows a 25%
increase in vegetarian claims and a
257% rise in vegan claims between

2010 and 201610, indicating the
growing prioritisation that consumers
are putting on vegetables, fruits, and
other plant based foods.
However it is not just consumers that
are driving this change. The food &
drink industry, working closely with
government, has recognised its role
in helping to create a healthy and
prosperous nation. Initiatives to
tackle childhood obesity, such as the
sugar tax, improved food labelling
and restrictions on what can be
advertised during children prime
television hours will all affect food
& drink manufacturers.

257% rise

in vegan claims

25% rise

in vegetarian claims

2) SMART PACKAGING CAN HELP IMPROVE SUSTAINABILITY OF SECTOR
Smarter packaging has the potential
to revolutionise the food & drink
sector in areas of food quality and
safety, waste minimisation and
consumer convenience.
For instance, smart sensors
implemented into food packaging,
which measure changes in critical
indicators such as microbial activity,
temperature, pH, oxygen and CO2
levels, will help to provide a more
10
11

accurate method for detecting
food spoilage, compared to less
accurate best before dates. This,
consequentially, will help to minimise
food waste and increase the UK’s
sustainable food supply. This is of
growing importance given that the
UK threw away 4.4 million tonnes
of avoidable waste in 201511 and is
currently not self-sufficient in fulfilling
its demand for food.

The UK
threw away
4.4 million
tonnes of
avoidable waste
in 2015

Mintel - Food and Drink Trends 2017
Wrap – Household food waste in the UK, 2015

www.eef.org.uk
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There is also scope to develop
greener, more environmentally
sustainable food packaging, such
as bio-plastics derived from food
waste streams, and packaging of

SECTOR BULLETIN: FOOD & DRINK

greater durability which can be
resealed or reused. This, along with
greater emphasis on the metering,
monitoring and targeting of CO2
emissions, is helping to reduce the

sector’s carbon footprint – a priority
in delivering a sustainable and
environmentally friendly industry.

3) ONLINE SHOPPING SET TO GROW
Online grocery shopping is becoming
increasingly commonplace in the
UK, as consumers take advantage
of the greater convenience
supermarket deliveries offer them.
Currently only 1 in 10 consumers
do all their shopping online, but the
Institution of Grocery Distribution
(IGD) forecasts online shopping
growth of 68% between 2016202112, making it the foremost
growing channel in food & drink retail.
Manufacturers therefore need to
prepare themselves for the changing

demands and opportunities this
represents.
In an online environment for example,
there is greater scope to tailor pack
and portion sizes to suit different
demographics – e.g. single person
households, the elderly or large families.
There is also the opportunity, given
the rapid growth that is forecasted,
for food & drink manufacturers to go
it alone and set up online direct-toconsumer sales platforms, thereby
circumventing the supermarkets.

1 in 10

shop online

VANDEMOORTELE ON A ROLL WITH THEIR FOCUS ON HEALTHIER PRODUCTS
Vandemoortele is a Belgian owned, family business, with
manufacturing sites that extend right across Europe,
including the UK. At their production facility in Worcester
the company make a variety of frozen, ready to bake puff,
Danish and shortcrust pastry products, which they supply into
the retail and food service sectors for supermarket in-store
bakeries and restaurants.
As part of the international group’s vision and values,
Vandemoortele have a strong focus on health and well-being
in their food manufacture. This focus combined with a close
relationship with customers – both in understanding the
trends that shape the marketplace and their individual needs
– informs the continuous improvement of their products.
Examples of this can be found in their ongoing work to
reduce the sugar content of their products, the avoidance
of ‘E number’ food additives and the preference, where
possible, for natural ingredients such as butter.
They are also currently focusing on salt level reduction in

12

some of their products. This has been driven by requests
from their UK customers, following the outcome of the review
of The Food Standards Agency 2017 Salt guidelines, which
asked all UK manufacturers to reduce salt levels in food
products by 2017.
One of the challenges Vandemoortele face in their drive to
make healthier products, by reducing ingredients such as salt,
is ensuring they maintain a premium product that delivers on
taste, but also maintains a good shelf life and a high level of
food safety. This can mean costly research and development.
Nevertheless, as a socially responsible company, they see
the changes in consumer behaviour towards healthier
food and the knock-on changes this brings to them as
food manufacturers, as beneficial to their customers, as
well as their own business. The additional gains they have
experienced in terms of corporate reputation, cost reduction
and competitive advantage within the food industry, have
been the ‘icing on the cake’.

IGD - Five year forecast: the grocery market by 2021

www.eef.org.uk
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ABOUT US

EEF is dedicated to the future of manufacturing. Everything we do, from
business support to championing manufacturing and engineering, is designed
to help our industry thrive, innovate and compete locally and globally.
In an increasingly uncertain business environment, where the UK is now on
a path to leave the European Union, we recognise that manufacturers face
significant challenges and opportunities. We will work with you throughout this
period of uncertainty to ensure that you are on top of any legislative changes
and their implications for your business.
Furthermore, as the collective voice of UK manufacturing, we will work
tirelessly to ensure that our members’ voices are heard during the forthcoming
negotiations and will give unique insight into the way changing legislation will
affect their business.
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To find out more about this report,
contact:
George Nikolaidis
Senior Economist
gnikolaidis@eef.org.uk
Amanda Norris
Survey Manager
anorris@eef.org.uk
Martyn Jenkins
Economist
mjenkins@eef.org.uk

Our policy, employment law, health, safety and sustainability and productivity
experts are on-hand to steer you through Brexit with rational, practical advice
for your business.

For more information on how EEF can
support your business contact:

We’re fully committed to supporting manufacturers. The complex nature of
your business requires support from a bank that understands your industry, will
deliver on its promises and believes in building long-term relationships.
We’ll work with you to find a finance package that meets your needs. We have
a range of products available to help you manage your day-to-day cash ﬂow,
purchase essential equipment, invest for growth and mitigate financial risks
when trading in both domestic and international markets.

For more information, please contact:

Underpinning this is the global strength of the Santander Group. With 5 million
business customers worldwide, we have both the expertise and the reach to
enable manufacturing businesses to expand their business and grow their
balance sheet.
Lending is subject to status and lending policy.

www.eef.org.uk

0808 168 5874
www.eef.org.uk

Paul Brooks
UK Business Development Director Manufacturing
paul.brooks@santander.co.uk
Andrew Williams
UK Business Development Director Food and Drink Manufacturing
andrew.williams1@santander.co.uk

www.santandercb.co.uk
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We foster enterprise and evolution to keep your
business competitive, dynamic and future focused
www.eef.org.uk

@EEF_Economists
www.linkedin.com/company/eef
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