[Packaged Facts Column for Petfood Industry/1st Quarter 2009]

Market Trends
US Petfood Sales Solid in 2008
Moving into 2009 petfood industry participants have every reason to breath a sigh of relief—and to take a deep breath.  Looking back over the past year, it’s reassuring to see that the market has been living up to its reputation of being recession-resistant, with IRI-tracked sales of petfood (i.e., through supermarkets, drugstores and mass merchandisers except Walmart) up 6.4% to $5.9 billion during the 52-week period through November 2, 2008, and with overall market sales up 5.5% to $17 billion in full-year 2008.  Yes, much of this growth stems from rising materials costs, with the producer price index for petfood up 15% in 2008 compared with 2007 and the consumer price index up 11%.  But the fact that US consumers are continuing to demonstrate a willingness to pay more for petfood—with the average household expenditure increasing 68% from 1997 to 2007 and 10% in 2007 alone—is a good sign indeed.

Premiumization Impact of 2007 Recalls Remains
Rather ironically, the worst disaster in petfood history, the spring 2007 recalls, appears to be having an insulating effect during the down economy as manufacturers and consumers continue to place a premium on higher-quality ingredients and product safety.  It is this very focus, Packaged Facts believes, that caused the market to do even better (dollar-sales-wise) during 2007 than it had in previous years, as consumers converted to higher priced foods across all channels, from mass-market to pet specialty to natural supermarket.  Although many market watchers wondered whether the consumer switch to higher-grade foods—natural, organic, raw/frozen, locally grown, human-grade, US-made (and sourced), etc.—would last, the above-noted retail sales returns suggest that this trend is in fact demonstrating staying power and that it will remain a major market driver in the years ahead.  Also good news is the fact that fuel and basic ingredient costs are down, implying better margins in the months ahead.
High-Income Demographics Still the Ones to Watch

Petfood market value continues to shift into the pocketbooks of premium demographics, with households earning $70K or more claiming four additional percentage points worth of petfood spending in 2007 compared with 2006, such that this group now accounts for half (49.8%) of all spending—up from 23.4% in 1997.  This matters not just because it shows that marketers fielding higher-priced foods are handily hitting their mark, but also because these consumers are in a better position to weather the economic downturn, which as of first quarter 2009 most experts predict will get worse before it gets better.  In many cases, these more affluent consumers are also the same better educated shoppers most likely to pay attention to product ingredients and claims and to view higher priced petfoods in terms of their potential health dividends.

Share of Total US Pet Market Expenditures:
$70K+ vs. Under $70K Income Brackets, 1997-2007
(percent)

	 
	$70K+
	Under $70K

	1997
	23.4%
	76.6%

	1998
	27.2%
	72.8%

	1999
	30.9%
	69.1%

	2000
	28.1%
	71.9%

	2001
	32.2%
	67.8%

	2002
	32.8%
	67.2%

	2003
	36.4%
	63.6%

	2004
	43.6%
	56.4%

	2005
	42.7%
	57.3%

	2006
	45.8%
	54.2%

	2007
	49.8%
	50.2%


Source:  Packaged Facts, based on US Bureau of Labor Statistics Consumer Expenditure Surveys.
Strong Preventive Health Focus the Best Insurance Against Spending Cutbacks
The good news above notwithstanding, two factors at play in 2009 should give pause to even the most bullish of petfood market observers—the recession and the question of just how much market value can be squeezed into (or out of) those higher-income households.  The recession will almost certainly put a damper on value sales during 2009, with even higher-income consumers looking for ways to save.  At the same time, more moderately priced premium products continue to infiltrate the market, giving pet owners more price point options in products that are increasingly looking alike.  For example, the practice of prominently featuring “whole” ingredients (meat, fruits, veggies, etc.) on product packaging is no longer restricted to pet specialty fare but has also become widely characteristic of significantly less expensive mass-market petfoods as well.  In this market climate, one thing marketers and retailers cannot afford is complacency.  Rather, now more than ever it’s essential than petfood market participants clearly communicate the specific health benefits of their products and position themselves on the front line of preventive pet healthcare.
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