Canadian Food and
Beverage Industry

2022 Outlook



Report highlights

—» Following a record year in 2021, the food and beverage (F&B) industry should continue

to grow despite rising challenges.

—» Labour scarcity and inflationary pressures will be major issues for most entrepreneurs.
—» Commodity prices will remain high as a result of global supply chain disruptions and

sustained demand.

—» Strong consumer spending supported by high savings from 2021 are expected to support

food spending growth amid inflation.
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39% 78%

rise in input prices in the of manufacturers struggle
last two years is putting to hire, a trend that will
pressure on margins. last for another decade.
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F&B manufacturers have
a high level of
automation, highlighting
the huge potential to
increase efficiency.

N

fo)

R—"

41%

of consumers are making
changes to live healthier.
Premium pricing for
healthy food represents a
huge market opportunity.



What is the outlook
for the F&B industry?

The F&B industry is expected to grow by
11.6% by the end of 2025

Stimulated by the reopening of restaurants, the F&B
industry saw a strong 5% growth in 2021. We forecast
strong growth for F&B manufacturers over the coming
year, with premium pricing and health consciousness
continuing to drive the market, while rising inflation
will erode consumer purchasing power. The industry
is expected to experience an overall growth of 4.1% in
2022. Over the medium-term, growth will stabilize at
around 2.5% a year.

Figure 1

F&B manufacturing output, Quarterly, Canada, Index January
2020 =100
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The food
and beverage
iIndustry

Food and beverage manufacturers
transform inputs into value-added food
and beverage products, which are then
distributed to food retailers, restaurants
and consumers.

Why it matters



Industry at a gla

2021 was a period of intense growth for the F&B
industry; sales increased by 14.8%, compared to
2020, outperforming the manufacturing sector as a
whole.?

The pandemic has proven that manufacturers can
adapt to abrupt shifts in demand from food services
to food retail. After peaking at the height of the

pandemic, grocery store sales volumes are now
normalizing. These lower volumes should be
counterbalanced by increased sales to restaurants, as
well as higher prices.

19%

increase in exports in 2021, compared to 2019.

Exports of processed F&B products represent a third of the industry’s output,
while the rest is bought by Canadian businesses and consumers. The
segments having the biggest increase in exportation are fruits and
vegetables (53%), meat (26%) and seafood (29%).

Source: Statistics Canada
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Rising costs

F&B input costs have increased 38.6% *
since 2019, compared to an 18.3% rise
in selling price

No relief from
rising input costs

Figure 2

Rise in Canadian food manufacturing and farm product prices, June 2018 —
June 2022
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Rising costs Figure 3

Canadian F&B manufacturers’ gross margin index, 2013-2021
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Grocers’ fees

Food manufacturers are dealing with a concentrated retail market in Canada, where five
major retailers control approximatively 60% of the market. Manufacturers are regularly
asked to pay charges and fees to do business with the biggest grocery chains. Last year,
Walmart, Metro and Loblaws introduced new fees to help cover investments in infrastructure
and online grocery shopping. An escalation of these fees could threaten the margins and
profits of food manufacturers.




Rising costs

How to navigate
rising costs

Control costs

Monitor your costs for ingredients, packaging, shipping and labour
in detail and in real-time. This can help determine whether a price
adjustment is required to maintain profitability.

Adjust prices

Be upfront with customers about the reasons you are increasing
prices. Also consider downsizing or reducing the weight of
products to avoid changing your prices.

Be selective

Discontinue products that are barely, or not, profitable. Invest in
high value-added products.

Use substitutes

Seek out substitutes (without sacrificing quality) and new suppliers
with whom you can negotiate fairly.

Focus on marketing

Assess marketing and promotion expenses and only keep the
most effective ones. Build loyalty with existing customers to sell
more to them.

Look for efficiencies

Review your processes to reduce waste and improve output.
Then, consider productivity-enhancing automation or upgrades to
your technology and equipment.



Labour shortages
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No workers to be

found

Figure 4

Cumulative increase in labour demand and supply since 2011, Canada,
in thousands of workers
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Note: Labour demand includes employed workers and open vacancies. Labour supply is the total working population aged 15 to 65 years old.
Sources: Statistics Canada’s Labour Force Survey and Job Vacancy and Wage Survey; Employment and Social Development Canada’s
Canadian Occupational Projection System (COPS) projections (2019 to 2028); BDC calculations 1 0



Labour shortages
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78% of

manufacturers
struggle to hire>

Figure 5

Percentage of manufacturers
reporting hiring difficulties
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Note: Data is missing for 2020 Q2 and 2020 Q3

Why is it difficult for F&B manufacturers to hire workers?

54% 49% 48%

reported a lack of reported wage reported that applicants
qualified applicants. expectations that are lack proper training or
too high. certification.

Source: FPSC, 2020 Labour Market Information Survey
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Labour shortages
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Wages will
continue to rise

due to tight labour
market

Figure 7

Average hourly earnings for employees paid by the hour, Canada
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Labour shortages
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How to attract

workers

Download our free guide to help hire
and retain workers

Be conscious of your company’s public image

Recruiting employees is like running a marketing campaign. Just
like efforts to attract customers, personalization and catchy
communications can reel in the right talent.

Put your mission and values to work

Purpose is also crucial for companies wanting to attract and
maintain staff. Make sure you have a purposeful mission that can
attract diverse candidates.

Attract a more diverse workforce

Consider reaching out to people from underemployed groups,
such as Indigenous, differently abled, and retired people. Local
business associations and networks can often help you target
diverse communities.

Offer flexibility

Flexible schedules reduce employee stress by promoting work-life
balance, allowing them to meet family and personal obligations.
Invest in automation

Automate repetitive tasks and use your workers for value-added
tasks.

Build strong HR policies

Create effective job postings, put in place an employee manual
and implement an anti-harassment policy.

*
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https://www.bdc.ca/en/articles-tools/entrepreneur-toolkit/guides/hire-retain-best-employee

Labour shortages

2l a
=

The future

depends on better
integration of
diverse workers

Figure 8

Share of workers in the F&B industry versus the general population

% workers in F&B industry

m % population

51%

Women Older workers (55+) People with a Indigenous
disability

Sources: Statistics Canada, FPSC, 2020 Labour Market Information Survey



Automation and new technologies

The F&B industry roe?
Is under-digitized

Use of advanced and/or emerging technology, Canada, 2019

Professional, scientific and technical services 67,4
Information and cultural industries

Utilities

Finance and insurance excluding monetary..
Ma nufacturing

Transportation and warehousing
Wholesale trade

Food manufacturing

Real estate and rental and leasing
Agriculture, forestry, fishing and hunting

Construction

Retail trade

Source: Statistics Canada




Automation and new technologies

@ What are the benefits of automation *

for manufacturers?

Automation: L 58 é

J
It's all about 77%  68%  48%  48%
performance reparted s e halor  themeavecosts. customer

increasing can use workers for
productivity. value-added tasks. satisfaction.

Why aren’t manufacturers investing in automation?

%
7 7 0 said it is because of the cost of automation.

-
-
-
-
-
-

%
68 0 said it is because they lack resources (time, experience, skills, etc.).

Source: BDC, Automation Survey, February 2022




Automation and new technologies

4 steps to get
started with
automation

*

OBNONNONNO.

Analyze
your needs

Observe your process flow
and look for waste,
recurring problems or
gaps. You're trying to
identify problems, such as
bottlenecks, extensive and
repetitive efforts and day-
to-day activities that take
up a lot of time. Talk to
your employees and map
out your processes. Before
shopping for technology
solutions, make sure you
stay focused by
documenting your needs.

Eliminate
waste

Excess inventory, poor
workspace layout or
insufficient information are
all wastes that are often
generated from non-
optimized processes or
poorly executed tasks.
These wastes should be
eliminated before you
invest in technology.
Technology needs
optimized conditions to
really boost productivity.
A good starting point is to
use technology to monitor
waste itself.

Evaluate
possible
solutions

Make a list of different
vendors and technology
solutions and rate each
one based on how well
they meet your needs.
Before you commit to a
new technology
investment, make sure
you ask whether you're
using all the
functionalities of your
existing tools. Maximize
the use of your current
systems before investing
in new ones.

Use your
internal
resources

Armed with research,
speak to your team
members about your
plans for change. Ask
them for feedback,
then identify any
employees who are
interested in
technology and who
can help you adopt it.
The change will be
smoother if you
encourage your team
to participate.
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Evolving consumer preferences

Premium pricing of
health and ethics

*

2in3 67% 71%

consumers are more interested in of Canadians are making of Canadians want to

how the food they consume changes to live healthier.'2  understand where their food
affects their overall health and comes from."3

immunity. !

What do consumers want to buy?

Healthier foods are top of mind for consumers, including natural, organic, vegetarian and vegan
products, plant-based proteins and meat alternatives, and dairy-, lactose-, and gluten-free products.

These are the products that are top of list for households: '

=) locally sourced (43%) = natural or organic (31%)

—-» have recognizable ingredients (33%) - offer sugar-reduced versions (35%)

18



Evolving consumer preferences =
44% 3in4 79%

of consumers reported trying to  Canadians have increased their of consumers reported
consume less meat. 17 consumption of alternative increasing their spending on
meats.18 plant-based milks.19

Growth in meat products and dairy, two of the largest segments of the market, will be
slower than growth in the wider food market. The consumption of red meat and

Canadians are
[ | ] ]
S h Iftl n g th e I r fOOd processed meat products is expected to continue declining due to health concerns and
households cutting back on expenses. Health-conscious Canadians are opting for
S e n d i n alternative meat options, including plant-based protein products, organic meat, poultry
p g and seafood. Slowing spending in dairy is due to a growing consumer interest in milk

alternatives. Nonetheless, spending on cheese will continue to grow.

Figure 10

Food spending, breakdown by category, Canada, 2010 and 2025

m Meat and poultry
2010 21% 12% 19% 14% | 9% 5% 12% | 8% m Fresh vegetables

m Dairy

m Other food products

m Fresh and preserved fruit
2025 20% 17% 16% 1% 11% 8% 8% 9% m Sugar and sugar products

m Bread, rice and cereals

m Other

Sources: Statistics Canada; Fitch Solutions 1 9




Evolving consumer preferences

How to adapt to
changing
consumer tastes

(imil
AL

Stay informed

Gather information about your customers and what they want.
And remember: it is not enough to just understand changes in
demand; you also need to be innovative enough to anticipate and
even drive consumers’ needs.

Reinvent the recipe

Invest in reformulating your products to appeal to changing
preferences, and to capitalize on the fact that consumers are
willing to pay a premium for organic, local and healthy foods.

Be traceable

Build trust by using QR codes to provide traceability to the
consumers, with specific details about the origin of the
ingredients.

Focus on the trends

Think local and organic; minimal or no packaging; simple and
transparent formulations of product ingredients; and functional
health benefits.
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You could be eligible for a grant to build your
digital plan and a 0% loan of up to $ 100,000
to implement it.

Learn more about the
Canada Digital Adoption Program.

bdc

W -Ws financing.
x advising.
smarts.

Wb

1 888 INFO-BDC (1 888 463-6232)
info@bdc.ca
bdc.ca

Ce document est aussi disponible en version frangaise. ISBN: 978-1-990813-06-1
ST-FBEVOUTLOOK-E2209


https://www.bdc.ca/en/canada-digital-adoption-program

