Market trends

Tiger, tiger burnin

There are real tangible business opportunities within the Chinese
food ingredients market, and the rest of the industry should be alert

"B peter Peverelli

to them, argues Peter Peverelli

espite memories of the melamine

scandal, | belleve now is the

moment to redirect the industry’s
attention towards this fact: China is stil the
single largest growing market for food
ingredients.

Production

Production volumes of all food ingredients
have increased. The volumes of major food
ingredient types are listed in Table 1.

All generic ingredients are manufactured
in China. While some are stil not available in
sufficient volumes to satisfy local demand,
for many others China has become a net
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exporter. On the other hand, the industry is
also reporting overproduction of a number
of ingredients. This has been a long-term
problem in the Chinese industry. Once a
Chinese company starts producing a cer-
tain ingredient and is reported as success-
fully doing so, a number of others wil start
up production as wel, without a real busi-
ness plan; smply expecting to cash in on
the pioneer's success. This will soon lead to
overcapacity, harming the interests of al
suppliers. The pioneer companies typically
provide a good quality product, whie the
imitators have less concem for guality,
merely competing on the price. The pio-
neers, with their higher development costs
are harmed most severely by this. The mar-
ket may initially benefit form the price
decrease, but later has to pay the price of
low availlabiity of good quality products. The
result of this vicious cycle is that the mar-
kets of most ingredient in China consist of a
relatively high number of smal players of
mediocre quality

Potassium sorbate is a good example of
this process. China has just become a net
exporter of this preservative, but there
already is talk of surplus capacity. The pio-
neer here is Wanglong, a success story of
a private entrepreneur who switched from
pickles to sorbic acid and dervatives in
1992. One Chinese database lists 22 man-
ufacturers of potassium sorbate. Three of
these, including Wangiong. are exciusively
producing sorbates. It seems that a num-
ber of the remaining companies are not
actually producing, but this list is stil long
for this type of market. Wanglong is per-
forming well, but the pressure is high. That
pressure is not only coming from other
manufacturers of potassium sorbate, but
also from suppliers of other preservatives,
ike natamcyin, which has currently
reached the stage in which the number of
Chinese suppliers is growing.
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Exports
Chinese insiders estimate that China is cur-
rently good for approximately 15% of the
giobal food ingredients trade. However, for
some ingredients, China's contribution is
more than half the global volume. Table 2
ists some ingredient types and their esti-
mated contribution to the global market.
This st consists exclusively of generic
products. The Chinese industry is not yet
ready to position itself in the novel products
section of the business.

Innovation

So far this positive narrative of Chinese food
ingredients mainly concems generic prod-
ucts. To really take in a leading position in
this business, the Chinese industry will need
to make a novel contribution as wel. R&D
activity seems so far to concentrate on
bringing the quality of domestic products to
intemational level, to lower the need for
imports. A worthy example is the develop-
ment of China's first dairy culture by the
Dairy Biotechnology and Engineering
institute of the Inner Mongolia Agricultural
University. Fermented dairy beverages (ke
Yakult) are popular in China and the cul-
tures are so far mainly imported.

Table 2

China's contribution to the global market
(selected ingredients)
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¥ there s one novel group In which the
chinese industry could achieve a leading
t is vegetable extracts, in partic-

dar extracts from

POSItion
traditional Chinese
TCM) herbs. China is a main
production region of goji and seabuck-
bemes that are currently gaining
worowide attention as superfruits. Herbal
which China already is an
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extracts in
Tportant suppler include: artemisinin,
St John's wort extract, licorice
The
recognition of TCM extracts is growing
n Europe. A number of intema-
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and gingko extract

nal corporations, like Unilever, and
institutions like Wageningen
Jriversity, are actively screening TCM for

se as functional food ingredients

petition asks the government to impose
tariffs of about 188% for China. The petition
also alleges substantial countervailable
subsiches on imports from China

Dumping accusations have become
part of ife in the Chinese food ingredients
industry. This is partly a result of the
Chinese competition cyice introduced ear-
ler in the article. Chinese exporters as wel
prefer to compete with the price than with
quality or with novel products. However,
China is still a relatively cheap place to pro-
duce anything, which can easiy lead to
dumping accusations. While in the past
the Chinese sides virtually always lost
they have recently started to be more
active in fighting back by hiring local
lawyers and preparing robust fies

A more positive development, at least
for the Chinese side, was that Guangdong
Food Industry Institute, a leading and first
manufacturer of sucralose in China, has
made progress in its legal battie with Tate
& Lyle over the alleged infringement by the
Institute of the Tate & Lyle's process
patents. A US judge determined that the
Institute does not infringe any of the
sucralose patents alleged by Tate & Lyle
Patent infringement battles are another
arena in which the Chinese companies
used to find themselves on the losing end,
but are now making progress by putting
up a battle

| am ocbviously not speaking for one party
or the other in either case, but am simply

pointing out that Chinese players have P

‘If there is one novel group in which the Chinese industry could
achieve a leading position, it is vegetable extracts, in particular

extracts from traditional Chinese medicinal (TCM) herbs’

Commotion
A realy active market needs some com-
motion 1o keep it aive. A major event in this
Category s the cumping accusation to
Chinese citric acid exporters by a
number of US producers. Archer
Dariels, Cargll, and Tate & Lyle
have fied petitions with the US
Department of Commerce and
the US. Intemational Trade

Commission (USITC), alleging

that imports of citric acid and

certan citrate saits from China

are being soid at less than fair
value. The petitions ask the gov-
emment to impose antidumping
and countervailing duties against
imports from China. If the
USITC accepts this peti-
tion, an investigation wil

start, and the Commerce
Department will issue pre-
liminary determinations
regarding the degree of
dumping and subsidies in
three to five months. The
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P started to make use of their legal rights,

which is yet another indication of the
growing maturity of the Chinese industry
as a worthy party in the global food ingre-
dients business.

Globalisation
international companies have been busy in
2008. Arready earier, many iNntemational
players started to establish R&D centres in
China. It is easy to find wel educated peo-
ple in China at relatively low costs, and
China is an important growth market for
food ingredients.

Danisco has opened the Danisco
Shanghai Centre which wil coordinate the
company's activities in Eastern China. The
new Danisco Shanghai Centre brings
together its innovation and appication labo-

Traditional Chinese foods

ng adapted to modern

dairy ingredients ike: whey powder, butter
oil, mik powder, lactose, cheese, cultures
and butter for application in: ice cream,
infant formula, chocolate and bakery
products

China is one of the most promising markets
for bakery ingredients. Competition is
tough and Chinese bakers try to differenti-
ate themselives from competitors by using
high-quality ingredients. imported bakery
ingredients include: enzymes, emulsifiers,
raisins, butter and margarines.

| aiready pointed out that both Danisco and
Novozymes are focusing their enzyme

‘China is not only a growing market for specialty ingredients
but one with ample space for suppliers of high- and
special-grade generic products’

ratories, the sales offices of Danisco,
Danisco Animal Nutrition and Genencor,
and a new Genencor R&D centre. Danisco
has ailso announced that it intends to
increase its activities in brewing enzymes.

DSM opened its China Campus in
Shanghai's Pudong region in January this
year, and other notable intemational proj-
ects include Cargil's new Creative Centre
in Shanghai, Novozymes' new enzymes
plant (the largest in China), and ABF's new
yeast plant.

Opportunities

With Chinese product improvement and
all these activities from the big intermation-
al names, are there still opportunities left
on the Chinese market? There are plenty.
To begin with, many products come in
various grades and the Chinese produc-
tion is still highly concentrated on generic
products. As indicated earler, Chinese
competition is not always conductive for
good quality. Suppliers of high grade bet-
ter performing ingredients are still in
demand. For example, there are a number
of producers of Vitamin A in China, but
these have not yet succeeded in develop-
ing a Vitamin A formulated for application
in cooking oil. This means that China is not

only a growing market for specialty ingre-
dients, but that there also is ample space
for suppliers of high and special grade
generic products.

An appiication area that deserves spe-
cial attention is the adaption of traditional
Chinese foods to modem large-scale pro-
duction. This transformation means that
recipes have to be rewritten to sut such
production, while preserving the orginal
flavour, taste and texture. Babao porridge
is a sweet sticky rice porrige with nuts and

fruits; a traditional product that is now e
available in convenient cans. Xyitol, &
sucralose and iso-ascorbid acid have &

babao porridge in 2008. This product also
offers interesting challenges for supplers
of emuisifiers. It will prove worth the
investment for European ingredient man-
ufacturers to acquire knowledge of such
products and their production processes

Other appliication areas in which China is
an interesting market for all types of ingre-
dients include:

Domestic raw milk is stil mainly used for
pasteurised or UHT milk and yoghurt. This
has created opportunities for imports of

10 INTERNATIONAL FOOD INGREDIENTS

activities on the brewing industry. China has
developed into the worid's largest brewing
market and is ikely to retain that position for
a long time. Key brewing ingredients
include: enzymes, hops and mait. Barley is
also imported. IFi

@ Peter Peverell of Eurasia Consult has
been involved in the Chinese food
ingredients market since 1985.
Contact info@eurasiaconsult.n/




