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Distress Signals and What Lenders Should Know
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July 2025 The global food products
industry is a massive, fast-evolving
market facing mounting headwinds. With
shifting consumer behaviors, increasing
regulatory scrutiny, technological
disruption, and macroeconomic
volatility, food producers, distributors,
and retailers are encountering
unprecedented operational and
financial challenges. As of mid-2025,
distress signals are mounting across
subsectors—including the meat sector,
which has been hit particularly hard by
elevated input costs and weakening
consumer demand—prompting a
necessary reassessment by lenders and
stakeholders of how best to navigate risk
and support borrowers.

Market: Scope and Growth Projections

According to Fortune Business Insights,
the global snack food market was valued
at $557.85 billion in 2021 and is forecast
to grow to $838.6 billion by 2029,
reflecting a compound annual growth
rate (CAGR) of 5.3% from 2022 to 2029.
Confectionery products represented
over 32% of this segment in 2021.
Meanwhile, Grand View Research reports
that the U.S. packaged food market

was valued at $1.13 trillion in 2023, with
projections reaching $1.59 trillion by
2030-equating to a 5.0% CAGR.

A key driver of this growth is online

retail, projected to expand atan 8.8%
CAGR due to consumer demand for
convenience, the growth of digital
platforms, and widespread adoption
of direct-to-consumer (DTC) models.
Bakery and confectionery continue to
perform well, growing at a 5.4% CAGR,
as consumers prioritize indulgent yet
shelf-stable options. Europe led snack
food sales globally in 2021, with $164.5
billion in revenue, while Asia-Pacific is
poised for the fastest growth due to
urbanization, changing dietary habits,
and rising disposable incomes.

Current Market Conditions: June 2025
Snapshot

Despite the market's underlying
expansion, industry-wide financial
strain is increasingly apparent. Moody's
Investor Services and BDC Distress
Reports for Q1 and Q2 2025 indicate
heightened stress across sectors,
especially among meat producers. Input
costs for agricultural commodities such
as citrus, cocoa, and proteins remain
elevated. Concerningly, debt maturing
between 2025 and 2027 is driving
restructuring and refinancing efforts,
exacerbated by high interest rates and
tight credit conditions.

To cope, we have seen companies
shutter underperforming sites,
reduce staff, and streamline product

portfolios. These moves, though aimed
at preserving liquidity, mark a broader
wave of restructuring activity. Distressed
companies include United Natural
Foods, Beyond Meat, and Campbell’s,
all of which are cited in recent BDC

and credit agency reports for financial
underperformance and operational
retrenchment.

Demand Drivers and Consumer
Behavior Shifts

Consumer preferences are shifting
rapidly. According to Deloitte’s Future of
Food and reports by the Food Marketing
Institute (FMI), traditional purchase
drivers—price, taste, and convenience—
are being replaced or augmented by
health, transparency, and sustainability.

Demand is rising for functional snacks,
clean-label products, and plant-based
alternatives, driven by health-conscious
consumers. U.S. consumers are willing

to pay a premium for food that is both
health-forward and ethically produced.
Millennials and Gen Z consumers, in
particular, are driving demand for brands
that demonstrate transparency and a
sense of purpose.

The economic environment is also
polarizing consumption. Lower-income
households are gravitating toward
affordable private label products, while



wealthier segments continue to purchase

premium, sustainably produced foods.

Innovation and Strategic
Transformation

As noted by Mintel’s Food and Drink
Trends, food companies are prioritizing
innovation to address margin pressure
and meet new consumer expectations.
Ingredient substitutions for hard-to-
source inputs like eggs and cocoa are
on the rise, and Al tools are accelerating
product formulation and safety testing.
Non-GMO, plant-derived proteins,

and clean ingredients are increasingly
standard.

Packaging technology is also evolving.
Biodegradable and recyclable materials
are becoming the norm, and Individual
Quick Freezing (IQF) is enhancing

shelf life while preserving nutrition.
Companies are also deploying Al tools
to reduce food waste and optimize
production forecasts.

Itis important to note, however, that
digital transformation and sustainability
investments require capital-something
increasingly out of reach for sub-
investment-grade firms or those
struggling with cash flow.

Distribution Disruption and Channel
Shifts

According to Grand View Research, U.S.
supermarkets and hypermarkets still
account for nearly 69% of packaged food
sales. However, online retail is growing
fastest, driven by DTC platforms,

mobile apps, and same-day delivery

options. Digital infrastructure in North
America and Asia-Pacific is propelling
e-commerce adoption, while European
growth remains steady but subject to
regional nuances in delivery logistics.

Private label brands, particularly from
retailers like Costco (Kirkland), Whole
Foods (365 Everyday Value), and Lidl,
are increasing their market share. These
brands emphasize clean ingredients,
competitive pricing, and distinct
branding, further pressuring legacy
brand performance.

Regulatory Risks, ESG Pressure, and
Supply Chain Realignment

Health regulations are tightening.
Governments are implementing sugar
taxes, mandatory front-of-package
labeling, and other initiatives to address
public health concerns like obesity.
These efforts require costly compliance
and product reformulation.

Tariff risks are resurfacing. A potential
return to protectionist trade policies—
such as those that might be enacted
under a second Trump administration—
could raise barriers to U.S. exports,
especially for agricultural commodities
like soybeans and beef. The meat sector
is particularly exposed, facing not only
trade uncertainty but elevated feed and
labor costs.

Environmental, social, and governance
(ESG) performance is increasingly
influencing capital access, consumer
trust, and retail placement. Al-driven
waste reduction, ethical sourcing, and
the use of upcycled ingredients are

becoming baseline expectations, as
emphasized by recent ESG-focused
reports cited in both Fortune Business
Insights and by Deloitte.

Financial Stress and Indicators of

Distress

The signs of financial distress are

accumulating:

e Persistent negative free cash flow.

e | everage ratios (Debt/EBITDA)
exceeding 4.0x, often surpassing 5.0x.

e Liquidity shortfalls, covenant breaches,
and current ratios below 1.0.

Moody's and BDC reports identify
widespread downgrades across

food subsectors. The meat industry,
in particular, is under pressure from
commodity volatility, labor costs, and
distribution inefficiencies. Companies
like C&S Wholesale Grocers, Florida
Food Products, and Campbell’s face
ongoing restructuring activity, asset
auctions, and layoffs.

Strategic Outlook: 2025 and Beyond

Key Considerations

* Near Term: Liquidity preservation &
proactive refinancing will be critical
for firms with near-term maturities or
negative FCF.

¢ Medium Term: Increased
consolidation activity is expected.
Weaker operators will become
acquisition or divestiture candidates.

¢ Long Term: Margin expansion will
depend on the ability to stabilize
input costs & differentiate through
innovation or supply chain scale.

Most Commonly Observed Sector Distress Indicators

Indicator Observations

Credit Rating Downgrades Several downgrades into CCC/Caa range over past two quarters

Negative Free Cash Flow Persistent or recurring across many companies
Debt/EBITDA often exceeds 4.0x, with some above 5.0x

Covenant breaches & current ratios below 1.0 are frequent

High Leverage

Liquidity Pressure

Debt Maturity Clustering 2025-2026 maturity wall without refinancing secured

Restructuring Activity Out-of-court restructuring, asset auctions, & layoffs growing

Source: Hilco Global




Key Takeaways
e Liquidity risk is the most common

denominator, especially when paired
with high leverage.

* Private companies tend to lack
transparency but are showing early
distress signs via BDC/credit rating
data.

® Online & DTC food retailers (e.g., Flink,
Wine.com) are particularly vulnerable
due to low margins & capital- intensive
customer acquisition models.

e Legacy food distributors (UNFI, C&S)
are suffering under scale, debt, &
margin compression from retailers'
private label expansion.

® Retail grocers are under pressure from
SNAP benefit reductions, labor cost
inflation, & flat sales comps.

Lender Implications: Suggested Best
Practices

For asset-based lenders and CFOs

strategic engagement is essential.
e First, early and continuous financial

monitoring should be the norm.
Companies with near-term debt
maturities must be proactively
assessed for refinancing viability.
¢ Second, sector-specific risk profiling

is necessary. Exposure to volatile
commodities, ESG liabilities, or
underperforming SKUs should
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inform loan structures and collateral
strategies.

e Third, customize facilities to support
operational turnaround. Inventory- and
receivables-based credit lines, DIP
financing, and asset-backed lending
solutions are particularly well-suited to
capital-constrained food producers.

® Fourth, credit assessments should
consider ESG and digital readiness.
Firms investing in traceable,
sustainable, and tech-enabled
operations are more likely to navigate
disruption and maintain market
confidence.

e Finally, maintain diversified exposure

and a sharp eye on market intelligence.

Using sources such as Moody's, BDC
reports, Mintel, and Grand View
Research will help lenders identify
both threats and opportunities early.

Conclusions

Industry consolidation is likely to
accelerate as distressed companies seek
buyers or restructure. Firms that can
stabilize margins, simplify operations,
and differentiate through innovation will
remain competitive.

Lenders will play a critical role in shaping
the next phase of the food industry’s
evolution. By distinguishing between
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temporary liquidity strain and long-term
viability, lenders can align capital with
resilience—and support innovation in one
of the economy’s most essential sectors.

If your business or a business in your
food retail portfolio is experiencing
challenges in the current market, we
encourage you to reach out to our team
at: info@hilcoglobal.com. We maintain
an active and comprehensive distressed
companies watchlist and numerous
other up-to-date data resources on the
industry that, in combination with our
team’s vast experience, may well be of
notable assistance to you during this
time. We are here to help.
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