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1. Executive Summary

The emergence of China as the largest consumer of food and beverage products has been a
significant global mega-trend, one which has far reaching implications around the globe and in
the international food and beverage industry. These developments will have a significant impact
on food and beverage exporting countries, such as New Zealand, and will present opportunities
for exporting firms to increase the value of their production.

This report investigates the Critical Success Factors of global firms which have achieved success
in the China marketplace, and compares them against three of New Zealand’s food and beverage
industries which have exports destined for China. The three industries include the Dairy, Red
Meat, and Kiwifruit industries, which are important contributors to New Zealand'’s total exports
and have a significant proportion of their exports destined for China.

The Critical Success Factors chosen are characteristics, conditions, or variables of effective
export marketing strategies, being; Understanding of the market, Selling and distribution
channels, Promotion of a brand, and Collaboration.

Using these Critical Success Factors, this report compares the habits, trends and practices of
recommended practice firms against three of New Zealand’s food and beverage industries.

The report found that across the three New Zealand industries there are vast differences in
approach amongst individual firms but also across each industry. The results of each industry
could be linked back to the structure of the industry, as well as the culture of the industry.

Of the three New Zealand industries, the Dairy industry was found to have the strongest
coverage over all four Critical Success Factors, and also displays characteristics most in line with
the recommended practice firms. There are factors in this industry which lead towards this,
such as the industry being dominated by one large firm which has the resources, scale, and
experience to lead the industry.

The Red Meat industry has traditionally been characterised by strong competition and barriers
to collaboration within the industry, and this factor was quite evident during the discussions
with firms in this industry. Though there are four large firms and a number of smaller firms in
the industry which are selling similar products to the same markets, there is a lack of cohesion,
industry collaboration and resource sharing, and an inability for branding due to each firm
being unable to differentiate from another.

The Kiwifruit industry stood out as displaying strong habits in promotion of a brand and
understanding of the market, which has been a result of the industry investing significantly in
these two areas and having a focused approach of one product, one brand. This focus is further
strengthened due to the structure of the industry being a single desk operator, which allows one
firm to be responsible for all marketing, selling and distribution of product, and also allows it to
gain scale benefits which are also similar to Dairy.

This report finds that three of New Zealand’s food and beverage industries involved in this
research have shown habits which are consistent with international firms which achieved
sustained success in China. Each of the three industries have areas to continue to develop across
the Critical Success Factors of effective export marketing strategies to ensure they are
cementing themselves in the China food and beverage supply chain, and in order to maximise
the opportunities presented by the emergence of China as a consumer of sophisticated food and
beverage products.



2. Foreword

Being a member of New Zealand’s primary industries, a significant area of interest for me is the
growth potential for exports to the China market, and also one of great importance to the future
of New Zealand'’s primary industries and the greater New Zealand economy.

I chose this topic as | was interested in investigating the export practices of New Zealand’s
leading primary industry export firms which are exporting to China, and comparing them
against international firms which have achieved recognised success within China.

The basis of this interest for me was a desire to research how well New Zealand food and
beverage exporters understand the China marketplace and its consumers, and to investigate
whether they are building themselves as part of the supply chain in this market or simply selling
while the demand is high and risking a downfall if China were to decide to stop buying New
Zealand product.

This research would then evaluate what New Zealand firms are currently doing compared to
what is ‘recommended practice’ of global firms which have achieved success. This investigation
was intended to allow me to develop my understanding of the different export strategies New
Zealand firms are using, evaluate the benefits and pitfalls of each strategy, and make
recommendations for areas I believe firms could improve.

I must acknowledge the openness of the firms I interviewed across the three industries, and
their willingness to share commercially sensitive information with me. In order to respect this
commercial sensitivity, [ decided to prepare this report discussing industry against industry
instead of firm against firm. Due to the nature of New Zealand being relatively small and the
high likelihood of identifying the contributions made from each firm, I have attempted to
discuss any commercially sensitive information as an aspect of that industry, instead of alluding
to which firm in particular. The exception to this is where references are made to publically
available information.

Jason Te Brake

Author



3. Introduction

The emergence of China as a consumer of sophisticated food and beverage products has been a
significant global mega-trend, one which has far reaching implications around the globe and in
the international food and beverage industry. These developments will have a significant impact
on food and beverage exporting countries, such as New Zealand, and will present opportunities
for exporting firms to increase the value of their production.

Rapid growth in China over recent years has led to an increase in consumer affluence and
changes in consumer behaviours. As a result, China has emerged as the world’s largest
consumer market for food and beverage products, making this market critical for global food
and beverage producers. China’s economic growth over the past 25 years is considered to be the
largest and most sustained period of wealth creation in the history of the world.

The New Zealand government has set a target of doubling exports by 2025 in order to grow the
export-led nation’s economy. A significant component of the export strategy is the primary
industries, a major contributor of total exports. The growth in exports is expected to be led by
New Zealand’s primary industries, particularly in the food and beverage industries, by growing
exports to developing countries such as China.

The increasing demand for protein based food products from Chinese consumers and their
ability to pay higher prices for high quality, safe and healthy food is expected to result in
opportunities for New Zealand exporters due to New Zealand’s global reputation for clean,
green and safe food products. These factors, along with New Zealand and China signing a Free
Trade Agreement encouraging trade through the removal of trade barriers, will present export
growth opportunities for New Zealand firms.

Focusing on doing business with China has become a key part of the strategic plans for the
majority of New Zealand’s food and beverage firms, with the expectation that benefits from the
China growth story are all expected to result in windfalls for New Zealand’s primary industries,
and therefore flow through to the greater New Zealand economy.

In order to capitalise on all of the above, it is paramount that New Zealand firms exporting to
China understand the habits which form Critical Success Factors for export-led firms, and are
able to put into practice these habits to ensure they successfully cement themselves in the China
supply chain.

The purpose of this research is to provide an understanding of the key drivers of growth in
China’s demand for imported food and beverage products, and to evaluate the practices of three
of New Zealand’s food and beverage industries when exporting to China.

First, this report will detail the key drivers behind the China growth story, the reasons that
China’s growth and changing consumer behaviours continues to increase the demand for
imported food and beverage products, and the effect this has on New Zealand’s trade with
China.

Secondly, this report will evaluate the Critical Success Factors of effective export marketing
strategies and detail the considerations of each Critical Success Factor used in this research.

Thirdly, this report will use the Critical Success Factors of effective export marketing strategies
as a framework to evaluate the habits, traits and practices of recommended practice firms and
three of New Zealand’s food and beverage industries when exporting to China.

This report will enhance users understanding of the impact of China’s emergence as a consumer
of sophisticated food and beverage products, and how well New Zealand’s primary industries
are placed to cement themselves in the China marketplace.



4. Background Information
4.1. The China Growth Story

The continuing development of China has been recognised as a significant global mega-trend
which will continue to have wide reaching consequences around the world affecting the global
food and beverage industry.

China’s population represents 19% of the world’s population [1] making China one of the largest
consumers of food and beverage products in the world. There are significant changes occurring
in China’s consumer demand patterns, which will have an impact on the globally traded food
and beverage industry.

The key drivers of significant changes in the Chinese consumer demand patterns are; rising
disposable incomes leading to an increase in consumer affluence, the increasing amount of
urbanisation, improved exposure of consumers to branded products, and improvements made
to retail distribution channels.

Although levels of consumption of many food and beverage products remains well below those
in developed countries, in particular processed foods, they are rising quickly and will continue
to do so as China’s economy is expected to continue growing. [2]

Rising disposable incomes and increasing consumer affluence

China has experienced average GDP growth of 10% over the past ten years [3]. This level of
sustained economic growth has resulted in a large number of households moving from low-
income earners to middle-income earners with much higher levels of disposable income.

A larger proportion of the middle-class are moving to a new ‘upper-middle-income’ group due
to the sustained growth, resulting in households earning higher levels of disposable income.
50% of China’s households are expected to fall into this category by 2020 from just over 14% in
2012. It is expected that the growth in this upper- middle income class will have grown from 13
million in 2010 to 76 million by 2015. [4]

Throughout China rising income levels are resulting in a greater level of consumer
sophistication, with urban residents in particular spending a larger proportion of their incomes
buying processed, packaged, and imported food and beverage products from supermarkets, and
also a greater amount eating out in restaurants. [5]

Chart 1
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Between 2000 and 2010, nominal expenditure on food more than doubled in both rural and
urban areas. During the same time the share of food expenditure out of total consumption
declined from 49% to 41% for rural areas, and from 39% to 36% for urban areas. [6]



Urbanisation and lifestyle changes

China’s urban populations are growing, having increased by an estimated 153 million over the
ten years to 2012 [7], more than 30 times the New Zealand population. It is expected that by
2025 urban areas will swell from the present level of 607 million people to 822 million. This will
see China’s major cities such as Beijing and Shanghai continue to grow, alongside other smaller
cities which are expected to grow at a greater pace. [g]

This urbanisation will lead to demand for packaged and convenience foods such as chilled
processed food and frozen processed food. As growth in urbanisation continues, and the
Chinese consumers lifestyle changes, packaged and convenience foods have become more
popular. For lifestyle, convenience and time saving, more consumers are consuming food with
less or no time to prepare, dining away from home, or trying western style fast food. As a result,
it is expected that there will be rapidly growing demand in the future for chilled processed food
and frozen processed food products. [9]

Food safety awareness

With the rise in consumer affluence leading to an increase in consumer sophistication, there is a
greater awareness of food safety and health. With the growing number of high and upper-
middle-income households, these consumers can afford to pay higher prices for food and are
motivated to do so as a result of food safety concerns, and the numerous food safety incidents
involving local food producers. Western products have a reputation for being good quality,
nutritious and safe, leading to a growing demand for imported western food products. [10]

Health and wellness continue to be an important driver across almost all the packaged food
sectors. The average Chinese consumer has a very developed understanding of the ingredients
in food products, with knowledge of the nutritional benefits and also the relative ‘wetness’ and
‘dryness’ of food products. An example of this is the dairy and baby food industry, where there
has been an increasing focus on the safety and nutritional features of the products on offer to
consumers. [11]

Improvements in infrastructure

As with any developing country, logistics and distribution has been a challenge for food
importers due to the lack of local infrastructure available such as transportation means
adequate for moving chilled or frozen food and the sophistication of cold storage facilities. The
entry of overseas logistics companies, alongside the significant contributions local and central
Chinese government have made to developing national infrastructure, has improved the ability
for food products to be distributed to areas away from the developed cities. The national
infrastructure still requires significant improvements to reach a standard of most western
countries, however the continued investment means that quality food products are more likely
to be obtained in areas which are away from the more developed cities. This will see
development moving from the Eastern provinces near the port cities through towards the
Western provinces. [12]

Development of the retail industry

China’s retail industry is developing rapidly. The retail experience for consumers is evolving
from the traditional wet markets to supermarkets and hypermarkets. Before the widespread
use of refrigerators, consumers would purchase a meal at a time and often three times a day.
Now consumers have the access to supermarkets and hypermarkets, and have the means to be
able to use these markets for low cost, convenient one stop markets. [13]

As a result of the development of the retail industry, supermarkets and hypermarkets providing
new opportunities for processed food products are allowing shoppers to purchase packaged

foods, such as fresh milk, confectionery, sweet and savoury snacks, and cooking oils [14]. These
7



new opportunities have also resulted in consumers more likely to grocery shop once or twice a
week in retail chains, such as Wal-Mart or Carrefour, and they tend to buy a variety of packaged
food products to store in refrigerators. [15]
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Online shopping has also been growing at a rate of 35%-50% and is estimated to be at a level of
NZD $140 billion in 2011 [16]. Chinese consumers have increasingly begun buying their
imported Food and Beverage products online as they are able to gain a price advantage
compared to traditional import-oriented food retailers. This price advantage is mainly due to
online retailers’ ability to streamline their supply chain and reduce overhead cost, allowing
them to offer better prices to the end customer [17]. The internet is also transforming the way
FMCG companies in China must engage with consumers, by creating a much more level playing
field where smaller players or newer entrants may be able to compete much more equally with
the category giants. [18]

China consists of a number of distinct regional markets, with the eastern provinces more
developed than the western. International retailers have begun expanding from the first and
second tier cities into the third and fourth tier cities. Most imported products are entering the
market via hypermarkets and specialty supermarkets, though some convenience stores are
becoming more interested in imported products. [19]

4.2. China’s Growth in Imported Food and Beverage Products

Since the late 1970’s, China has moved from being a closed, centrally planned system to a more
market orientated system which plays a major role in global trade.

As a result of large economic reforms within the country in the past, China became the world’s
largest exporting country in 2010. This transformation has been as a result of large economic
reforms within the country such as decentralising fiscal systems, increasing autonomy for state
enterprises, rapid growth of the private sector, creation of a diversified banking system, and
importantly, the opening of borders to foreign trade and investment. {20]

These economic reforms have also led to China becoming the second largest economy in the
world in 2001, surpassing Japan and sitting behind USA. [21]

China is the largest market for food and beverage products in the world, and it is also one of the
largest producers of food and beverage products in the world. While being self sufficient in a
number of basic crops and food sources, productivity gains over recent years have slowed
leading to higher food inflation and an increase in imports of a number of commodities. [22]



China has close to 20% of the world’s population, but only 7% of the world’s fresh water
resources and 10% of the world’s agricultural land. As a result, being self sufficient for livestock
and grain production will continue to be a challenge as these sectors are usually relatively land-
intensive, and not produced as efficiently in China relative to other more land and water
abundant countries. [23]
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China’s food and beverage imports per capita have been increasing 33.6% between 2009 and
2012 [24], and China’s per capita GDP is expected to have a compounded annual growth of 7%
between 2015 - 2019, making it more able to afford imported food products. [25]

The value of imported processed food and beverages climbed from US$13.4 billion in 2008 to
US$35.1 billion in 2012, according to Chinese customs statistics. [26]

The increase in household disposable income, coupled with a number of food safety incidents
within China in recent years, are two key drivers that have boosted the rapid growth of China’s
imported Food and Beverage market. A survey carried out by Ipsos during 2012 shows that
over 60% of Chinese consumers would choose foreign brands, particularly when purchasing
food products for infants and children. [27]



4.3. New Zealand’s Growth in Trade with China

China surpassed Australia as New Zealand'’s top goods export destination on an annual basis for
the first time in November 2013, with $10.0 billion of exports to China for the year ended
December 2013. This was an increase of $3.1 billion from the year ended December 2012. China
accounted for 21% of New Zealand’s total exports in 2013, compared to 19% of exports
destined for Australia, after Australia had been New Zealand’s top export destination since
September 1989. [28]

A significant driver behind China’s exports surpassing Australia was due to an increase in food
and beverage products as a result of growing demand in China, in particular for Dairy product
exports such as milk powder, butter and cheeses (which were 50% of the total goods exported
to China), and Meat product exports such as sheepmeat and edible offal (which were 9% of the
total goods exported to China). [29]

China is New Zealand's biggest export market for food and beverage products, accounting for
11.3% of New Zealand’s food and beverage exports. This equates to 6.4% of China’s food and
beverage imports, which makes New Zealand the sixth largest supplier of food and beverage
products in which China imports the equivalent of NZD $40.5 billion. [30]

The growth in exports from New Zealand to China can be attributed to China’s continuing
economic development which has resulted in demand for larger volumes of higher value
products, in particular food and beverage products.
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A second factor leading to growth in exports from New Zealand to China is the reductions in
trade barriers, as well as a sense of greater economic cooperation, achieved through the New
Zealand-China Free Trade Agreement.

New Zealand was the first OECD country to sign a high quality free trade agreement with China.
The NZ-China Free Trade Agreement is an agreement that liberalises and facilitates trade in
goods and services, improves the business environment, and promotes cooperation between
the two countries in a broad range of economic areas. New Zealand and China have entered into
an agreement that allows for mutually beneficial concessions in the area of trade of goods,
services and investment. [31]

One of the greatest benefits for New Zealand exporters under the NZ-China Free Trade
Agreement is the provision for the gradual removal of tariffs on 96% of New Zealand exports. It
is estimated that New Zealand will make an annual saving of $115.5 million due to the removal
of these duties. [32]

The New Zealand-China Free Trade Agreement took effect in October 2008. In the year ended
December 2008, China was our fourth-largest export market for goods, with total exports to the
country valued at $2.5 billion [33]. This had quadrupled by the year ended December 2013 to
$10.0 billion.

4.4. The Impact of Growth in Trade

While discussing the drivers behind the growth in China’s imported food and beverage products
and the impact this has had on New Zealand’s trade with China, it is also relevant to highlight
the impact this has had on New Zealand’s primary industry firm’s behaviours.

KPMG’s 2014 Agribusiness Agenda surveyed more than 150 of New Zealand’s primary industry
leaders and found that companies across New Zealand’s primary industry are thinking carefully
about China and see this market as a balancing act between managing commercial and political
risks inherent with the market, with an attempt to maximise prices. [34]

The size and stage of market development in China provides an opportunity for New Zealand to
invest in the market and develop more supply chain management focussed positions.
Ultimately, building a strong supply chain management position should improve returns and
provide a more sustainable market for high value New Zealand products. Such a position would
also allow New Zealand to move towards a category management role as the market continues
to develop and New Zealand’s expertise in the market grew. [35]

The challenge many firms face is how to decline making a sale to a Chinese customer that is
prepared to pay a higher price for a product than any other customer elsewhere in the world.
Some of the observations made by KPMG’s survey of agribusiness leaders were that; China
needed to be approached as 22 different markets instead of one large market, the influence of
government remains strong within China and having networks within government was crucial,
many New Zealand firms were reverting to more generic products for the Chinese market in
return for an immediate price premium (e.g. Frozen carcass), New Zealand organisations have
tended to build business to business relationships instead of business to consumer
relationships, and New Zealand businesses will struggle to compete with China firms when it
comes to adding value to product due to scale and wage regulations in China.

While discussing the impact that China’s growth in demand for imported food and beverage
products and the positive effect this trend has had on New Zealand’s exports, it is necessary to
consider the negative impacts that have been experienced from the increase in trade.
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As trade between New Zealand and China has continued to grow, there have been instances
which have resulted in New Zealand needing to review its situation with trade to China. These
instances affect companies that are in the industries which this report is reviewing, and
therefore it is worth noting that the growth in trade with China has not been solely positive.

In 2008, China suffered a tainted milk scandal which exposed wide reaching corruption within
the Chinese dairy industry. The contamination of milk products with an industrial chemical,
Melamine, left at least four babies dead and sickened hundreds of thousands more. The
chemical was added as a way of disguising milk which had been watered down, yet due to its
Nitrogen ingredients, it can produce kidney stones and other potentially fatal conditions when
consumed by humans. A dairy co-operative from New Zealand, Fonterra, was caught within the
Melamine scandal through its investment in one of the Chinese dairy companies, Sanlu. Sanlu,
along with 21 other dairy processors, were found to have added Melamine to their milk
products. It is also noted that Fonterra’s involvement in the scandal allowed the New Zealand
government to place pressure on the Chinese government to uncover the scandal and bring it to
the attention of the public. [36]

In 2013, New Zealand suffered two different incidents over two months when red meat
products were held at Chinese wharves over customs certification issues. This incident had an
impact on all New Zealand meat exporters with any product destined for China blocked from
being imported at the wharf. It is estimated that this caused disruption to approximately $100
million of product. The New Zealand government cited issues such as changes in certification
protocols and misunderstandings with veterinarian protocols. [37]

In 2014, the Chinese government changed the food safety regulations for imported infant
formula, effectively closing the door to any infant formula exporters unless they could prove a
close relationship with their manufacturer. The changes to regulations were given with one
weeks notice, and while 5 of New Zealand’s infant formula exporters at the time were able to
gain registration immediately, the changes resulted in more than 50 infant formula exporters
from New Zealand being blocked from exporting product unless they could satisfy the new
regulations. [38]

The New Zealand firm exporting Kiwifruit products to China, Zespri, has faced difficulties with
China authorities during 2012 as a result of its independent importer being charged for custom
fraud and under declaring import duties on Zespri’s products. The importer was jailed and fined
in 2011, and Zespri was subsequently investigated for its involvement in the process. As a result
of this investigation, Zespri’s China subsidiary was fined $1 million and had to pay reparations
of $10 million. [39]

These incidents are examples of the negative incidents which have occurred involving New
Zealand’s food and beverage industries in China, and it is important to understand these
incidents when evaluating how well New Zealand industries are approaching the China market
and the impact that the growth in trade has had.
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5. Description of Methodology

This research will investigate the habits, traits and practices of global firms which have achieved
success in the China marketplace (recommended practice firms), and three of New Zealand'’s
food and beverage industries which have a significant proportion of their total exports destined
for China.

The research will analyse the habits, traits and practices of each of the recommended practice
firms and the New Zealand industries to evaluate each firm or industry’s Critical Success
Factors.

The Critical Success Factors will be chosen as characteristics, conditions, or variables of
effective export marketing strategies and will only look at the habits, traits or practices these
firms or industries display in exporting to China.

5.1. Critical Success Factors

The concept of Critical Success Factors was introduced in 1961 by Ronald Daniel as a means of
identifying the information which is necessary to perform managerial duties. According to
Daniel, a firms information system should focus on ‘success factors’ and that in most industries
success is determined by three to six success factors which should be carried out with particular
care to ensure the firms success. [40]

The concept of Critical Success Factors was further developed by Anthony, Dearden, and Vancil
(1972) to demonstrate that Critical Success Factors will vary from one company to another and
one manager to another. [41]

Rockart (1979) specified that Critical Success Factors are the limited number of areas in which
results, if they are satisfactory, will ensure successful competitive performance for the
organisation. They are the key areas which must be performed with success in order to allow
the business to succeed. If the results in these areas are not adequate, then the organisations
efforts for the period will be less than defined. [42]

For this research, Critical Success Factors are those characteristics, conditions, or variables that
when properly sustained, maintained, or managed can have a significant impact on the success
of a firm competing in a particular industry.

Critical Success Factors can be analysed at three levels; firm specific, industry specific, and
economic socio-political environment. Firm specific analysis uses an internal focus for each
firm. Industry level analysis focuses on certain factors in the structure of the industry which will
have an impact on any company operating in that industry. A third level of analysis goes beyond
industry boundaries and argues that an analysis of the economic, socio-political environment
will provide sources of determinants of a firms Critical Success Factors, though it is noted that
the more macro orientated approaches are of a lesser importance for a firms management
system. [43]

Analysis at each of these three levels needs to consider Critical Success Factors relevant to each
level, and analysis across the three different levels will allow greater potential Critical Success
Factors.

For the purposes of this research it was decided to ignore the economic factors due to them
being consistent across all three New Zealand industries, and the research will focus solely on
industry level and firm level analysis.

Whilst it is important for business to emphasise enhancing their tangible success factors such as
manufacturing productivity and producing quality products, it is equally as important in

13



international markets to develop and exploit intangible success factors such as customer
relationships, value of their branding, and core competencies. [44]

Critical Success Factors can be distinguished as internal and external Critical Success Factors.
Internal Critical Success Factors are determined by the characteristics of the company’s internal
environment, such as its products, people, processes, and business structures. External Critical
Success Factors are conditioned by a company’s external environment, and while the company
is not in control of these conditions, it is still able to measure the external Critical Success
Factors. [45]

Identifying Critical Success Factors

Most industries have a set of Critical Success Factors that are set by that industries specific
features and characteristics. A fit between competitive advantages and Critical Success Factors
of a particular industry may form a firm foundation for a firm'’s successful performance in that
industry. [46]

Leidecker and Bruno (1984) suggested a number of methods for identifying Critical Success
Factors within a firm, industry or socio political environment. These include environment
scanning, structural analysis of the industry, industry expert opinion, analysis of the
competition, best practice analysis, company internal environment analysis, factor identification
based on intuition, and profit impact of market strategy data analysis. [47]

The Critical Success Factors needed to be leveraged in order to gain international success
include value chains, customer relationships, partnerships, research and innovation, securing
suppliers, managing critical incidents, and core competencies. [48]

Based on the above, The Critical Success Factors selected for this research have been identified
by analysis of New Zealand Trade and Enterprise (NZTE) publications and other trade
publications and research, academic publications, discussion with independent industry
experts, and factor identification based on intuition. The case studies of the recommended
practice firms have been evaluated to ensure the accuracy of using the Critical Success Factors
identified.

Critical Success Factors Used in this Research

This research will examine four Critical Success Factors as a basis for making comparisons
between the recommended practice firms and New Zealand industries exporting to China. The
Critical Success Factors have been determined using the above criteria for identifying Critical
Success Factors.

The results of the analysis of New Zealand firms will be presented on an industry by industry
basis, and therefore a high level view of the industry structure, size, and strategy will be
analysed for each industry as well as the Critical Success Factors above.

The Critical Success Factors used in this research are:

1. Understanding of the market

2. Selling and distribution channels
3. Promotion of a brand

4. Collaboration

These Critical Success Factors are detailed further.
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Understanding of the Market

China is a very fragmented market with significant differences across multiple regions.
Therefore thorough market research is recommended before entering the market. Exporters
need to consider a number of factors, such as region, age group and eating preferences in the
various areas. [49]

Research and innovation techniques are also Critical Success Factors that allow firms to add
value to products by tailoring them to suit customer needs, and requires a level of market
awareness to invest in the research and innovation.

Considerations made in assessing the Critical Success Factor - Understanding of the Market
include:

* Was market research completed prior to entering the market;

* How frequently is market research completed into areas of what customers want and
what information drives their decision making;

* Does the firm have a strategy for the China market, who sets this strategy, and how often
is it reviewed;

* Does the firm strategy strive to be a cost leader or differentiated product;

* How well does the firm understand the demographic and geographic make up of the
marketplace and the customers they are selling their product to;

* Does the firm offer a point of difference in the market, and does the firm understand
how it can cement itself in the market through this point of difference offering;

* Is the firm investing in research and innovation for product development for the China
market.

Selling and Distribution Channels

Finding a local partner is crucial and it is recommended linking up with firms which have
established wholesale and retail outlets. Ideally they should be able to drive penetration and
growth as well as being able to make orders. [50]

Building and managing customer and distribution relationships helps companies to reach target
markets and capture profit margins, and therefore is a Critical Success Factor. Capturing more
of the value chain helps firms to capture more profit through controlling distribution systems,
customer relationships and branding. [51]

Considerations made in assessing the Critical Success Factor - Selling and Distribution Channels
include:

* How far along the supply chain does the firm control and have responsibility for;

* Does the firm ‘sell to the wharf’ and use a independent party to import and distribute, or
do they perform the import and distribution process using an offshore subsidiary;

* Does the firm intend to capture benefits further down the supply chain in future;

* How did the firm initially develop relationships with Chinese parties, and how are these
relationships maintained and grown;

* How are distributors and customers initially selected to partner with, and what level of
due diligence does the firm perform prior to selecting potential distribution partners
and customers;

*  What personnel does the firm employ in-market to assist with distribution, sales and
customs clearance.
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Promotion of a Brand

Chinese middle class consumers focus on brands as they believe brands will give them greater
status. They will buy luxury goods, not because they necessarily like them, but because they are
representations of success. The Chinese consumer likes brands with names that express
longevity, good health, happiness, and wealth. Safety also has a high appeal in China, and many
major Chinese firms place greater emphasis on the corporate brand rather than the specific
product brand due to this. [52]

Considerations made in assessing the Critical Success Factor - Promotion of a Brand include:

*  What amount of marketing of a brand is done in-market for both customers and
consumers;

* Isthe brand the firms brand, the industry brand, or brand New Zealand;

* Is there an understanding by the firm of what the brand represents to Chinese
customers;

*  What research has been completed into understanding customer empathy towards the
brand;

*  What research has been completed measuring the brand awareness by the consumer;

*  What personnel does the firm employ in market to assist with promotion of the brand;

* Are safeguards in place to mitigate brand damage;

* Has the firm identified a premium which is available to branded product;

* Does the firm participate in China as a good corporate citizen.

Collaboration

Mutually beneficial partnerships are often a Critical Success Factor for international strategies,
and help establish access into international markets. International partnerships provide
knowledge sharing, a reduction in risks in the market and sharing of costs to enter and operate
in the market, sharing of distribution and manufacturing systems, and the ability to utilise the
partner’s core competencies. [53]

Considerations made in assessing the Critical Success Factor - Collaboration include:

* What level of collaboration is the firm involved in;

*  Whatlevel of collaboration does the firm have with other New Zealand parties operating
in China;

*  What level of collaboration does the firm have with China partners or other firms of
other nationalities which operate in China;

*  What level of support does the firm use from consultants and other support service
providers;

*  What future collaboration is the firm pursuing;

* Does collaboration with Chinese firms add value by being a good corporate citizen;

*  What level of investment has the firm made in China to form partnerships with local
firms, and vice versa with attracting Chinese firms to invest in it’s business;

*  What level of assistance has been used from other organisations.

5.2. Recommended Practice

For the purposes of this research, recommended practice will be the habits, traits and practices
identified within the Critical Success Factors of selected global food and beverage firms. The
habits, traits and practices of the global firms will be backed up using findings from research
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into publications which detail effective export market entry strategies. The global firms will be
selected global firms which are acknowledged to have experienced sustained success in the
China marketplace.

The recommended practice firms are recognised for; implementing expansion across multiple
regions of China to realise scale in the marketplace, building a strong and reputable brand
which its customers recognise and show loyalty towards, being recognised as a good corporate
citizen, achieving strong financial results including sales growth and increasing returns.

The recommended practice firms in this research are; Yum! China, Nestle, and Mondelez
International (formerly Kraft Foods).

Yum! China

Yum! Brands is the parent company of KFC and Pizza Hut, which entered the China market in
1987 through its subsidiary, Yum! China. Since then, Yum! China has grown to over 4,500 stores
in 900 cities, with one new restaurant opening per day on average. Yum! China has
outperformed its rival, McDonalds, to become the largest restaurant company in mainland
China. Yum! China’s story is recognised as a story of a successful entry into China by a Western
Food company, as well as an insight into how quickly Chinese diets change as their income
levels improve. [54]

Nestle

Nestle is the world’s leading nutrition, health, and wellness company with operations in 86
countries, 330,000 employees worldwide and turnover over US$100 billion. Nestlé’s mission is
"Good Food, Good Life", and aims to provide consumers with the best tasting, most nutritious
choices in a wide range of food and beverage categories. Nestle is one of the oldest of all
multinational business, having operated for over 160 years [55]. Nestle begun trading into Hong
Kong in 1874, and set up a sales office in Hong Kong in 1920. Nestle opened its first factory in
China in 1987. As of 2014 Nestle is involved in 33 factories with 50,000 employees supported
by a marketing, sales and distribution network providing consumers with nutritious and
delicious products produced from 90% local production. [56]

Mondelez International (formerly Kraft Foods)

Mondelez International is a multinational food, beverage and confectionary company which was
established in 2012 comprising the global food and beverage brands of Kraft Foods. Kraft Foods
was established in 1923 and was the world’s second largest food company until 2012 when a
decision was made to split into two companies; a multinational food and beverage company
known as Mondelez, and a North American grocery company known as Kraft Foods Group. Post
split, Mondelez has turnover over US$36 billion, employs 107,000 people world wide and has
operations in 80 countries [57]. After entering the Chinese market in 1996, it was faced with
overhauling its strategy and product offerings to better align with the particular appetites of
China’s consumers after the company kicked off its “Winning Through Focus” strategy in 2007.
It now has the largest market share in China in two major categories; cookies and powdered
beverages, with over 22% market share of China’s cookie market. [58]

This research focuses on the food and beverage components of Kraft Foods (now known as
Mondelez International) as it developed its presence in the China market before the company
split, and therefore refers to the company as Kraft Foods throughout this paper.

5.3. New Zealand Industries

This research will investigate the habits, traits and practices identified within the Critical
Success Factors of firms within three of New Zealand’s food and beverage industries.
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The New Zealand industries have been selected which have significant trade with China in
terms of total value, volume, and proportion of total industry exports. The structure of each
industry has also been considered to allow comparison over three industries with different
industry structures.

The selected industries are Dairy, Red Meat, and Kiwifruit.

In order to observe commercial sensitivity of these companies, this report will only look at
findings on an industry by industry basis as opposed to firm by firm, unless that information is
publically available.

Dairy Industry

The Dairy industry is New Zealand’s largest export industry with export earnings of $13.7
billion for the year ended 31 March 2014, and accounts for 29% of the country’s total export
earnings. [59]

Dairy exports to China totalled $5.65 billion for the year ended 31 March 2014. This was 50.5%
of total goods exported to China for the period, and was up from $2.5 billion for the year ended
31 March 2012. [60]

Dairy exports to China accounted for 10.5% of New Zealand’s total exported goods for the
period ended 31 March 2014. [61]

New Zealand is the 8t largest milk producing country in the world and accounts for 4% of
global milk production. However, due to its small population it exports 95% of milk produced
and accounts for 33% of globally traded milk, the world’s largest milk exporter in volume and
value. [62]

The Dairy industry is dominated by Fonterra Co-Operative Group, which was formed through
the Dairy Industry Restructuring Act (2001) and processes 88% of New Zealand’s milk supply.
The remainder of the industry is split between a number of smaller private and co-operative
competitors, with no single company processing more than 4% of New Zealand’s milk supply.

The Dairy firms which participated in this research project were Fonterra Co-Operative Group,
Open Country Dairy, Synlait Milk, Westland Milk Products Co-operative, and Dairy Goat Co-
Operative [interview set 1]. These firms process more than 95% of New Zealand’s milk and
represent over 18.5 billion litres of milk per year.

Red Meat Industry

The Red Meat industry is New Zealand’s second largest export category valued at $6.5 billion for
the year ending 31 March 2014 and accounting for 11% of export revenue. [63]

While New Zealand produces 5.4% of the global sheepmeat production, it accounts for 36% of
the global traded sheepmeat. New Zealand is a minor global producer of beef accounting for 1%
of global production. [64]

Red Meat exports to China totalled $999 million for the year ended 31 March 2014. This was
8.9% of total goods exported to China for the period, and was up from $500 million for the year
ended 31 March 2012 [65]. Red Meat exports to China represent 28% of all sheepmeat exports
by value and 10% of all beef exports by value.

Red Meat and Offal product exports to China accounted for 2.1% of New Zealand’s total
exported goods to all countries for the period ended 31 March 2014. [e6]
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New Zealand’s red meat industry is considered a fragmented industry with strong competition.
The industry consists of four equally large processors and marketing company’s which together
account for 73% of sheepmeat processing and 76% of beef processing, along with 24 small
processing companies. The industry is considered to be highly competitive with the companies
competing against each other in both livestock procurement and export marketing. [67]

The Red Meat firms which participated in this research project were Silver Fern Farms Co-
Operative Group, Alliance Co-Operative Group, Anzco Foods, AFFCO Holdings, and Greenlea
Premier Meats [interview set 2]. These firms account for 73% of New Zealand’s lamb and sheepmeat
processing and 84% of New Zealand’s beef processing. [68]

Kiwifruit Industry

New Zealand is the 3rd largest Kiwifruit producer in the world, and contributes 30% of the
world'’s kiwifruit volume while delivering approximately 60% of its value. [69]

New Zealand exported $817 million of Kiwifruit products for the year ended March 2014,
declining from $1.04 billion for the year ended March 2013 largely as a result of the continued
impact on the volume of product available due to the PSA disease outbreak in 2010. [70]

The impact of PSA disease outbreak on the Kiwifruit industry is highlighted by the fact that 100
million trays of Kiwifruit were exported in the year ended June 2010, and 89 million trays were
exported in the year ended June 2014. [71]

Kiwifruit exports to China totalled $114 million for the year ended 30 June 2013, which
represents 11% of total Kiwifruit exports by value for the same period. [72]

In 1997, the industries growers and the New Zealand government decided to form a single desk
export arrangement for all Kiwifruit exports outside of Australia and New Zealand. This
arrangement meant the New Zealand Kiwifruit Marketing Board, through the commercial entity
Zespri, controlled 100% of the exports for Kiwifruit product to China. [73]

The Kiwifruit firms which participated in this research project were Zespri [interview set 3], which
accounts for 100% of New Zealand’s Kiwifruit exports to China.
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6. Findings

6.1.

Recommended Practice

The findings of the recommended practice firms are summarised in the following table and the
key findings for each Critical Success Factor are detailed below.

Yum! China

Nestle

Mondelez International
(formerly Kraft Foods)

Understanding
of the market

- Tailored product offerings to
suit Chinese tastes and style
of eating

- Hire local management with
experience of Chinese culture

- Identify differences in
cultural tastes and
preferences between each
region

- Marketing messages
incorporating Chinese phrases
and adages

- Identified market entry
strategy of low cost, branded
foodstuffs to build presence

- Hire local managers and
factory staff

- Empower local managers
to make decisions

- Undertook market
research to understand the
effectiveness of product
offerings

- Made changes to product
pricing, packages, serving
quantity based on local
preferences

- Investment in research
for new product
development in China
(Shanghai centre)

Selling and
Distribution
Channels

- Hire local management with
experience in Chinese
business as well as Western
business principles

- Growth supported by
company owned distribution
systems

- Investment made in
vertically integrated supply
chain for supply continuity

- Investment in supply chain,
such as processing factories
and distribution channels

- Employ local managers with
local knowledge in the
company's facility's

- Local management team
to maintain relationships
with distributors

- Local acquisitions to
secure a foothold in the
marketplace

Promotion of a
Brand

- Promote a brand offering
healthy solutions and social
responsibility

- Image of being a local part of
the community, not a foreign
company

- Sponsorship of youth
programmes and
competitions throughout the
country reaching 260,000
participants in 438 cities

- Built an 'employer of choice’
image, through a family like
workplace culture

- Nutrition and health
programme reaching 865,000
children in China

- Strong promotion of brands
which appeal to Chinese
consumers

- Built brand loyalty through
corporate citizenship and by
being a local employer and
part of the community

- Strong branding to
appeal to the demographic
they are marketing to

- Marketing strategy in
stores with consumers

- Investment in local
brands which appeal to
Chinese consumers

- Investment in research
for new product
development in China
(Shanghai centre)

20




Collaboration | - Maintains strong - Knowledge sharing - Investing in local

relationships with all levels of | programmes with local research and development
government farmers and producers facilities
- Knowledge transfer - Workshops to introduce
programmes with suppliers standards of quality for
suppliers

- Displays a philosophy of
'creating shared value'

6.1.(a). Understanding of the market

China is a huge market and it will require careful research to identify the most promising
markets and products within it, and new products may be required to fulfil specific market
requirements. [74]

Yum! China’s management had a strategy that its KFC model would be seen as part of the local
community, not as a foreign presence with the belief that the greatest opportunity was to take
the best ideas from its US fast-food model and adapt them to serve the needs of the Chinese
consumer [75]. This included altering its menus to appeal to the Chinese style of eating, which
involves groups of people sharing dishes. While the Chinese KFC menu might stay consistent
through stores within the country, it would also include foods tailored to the specific tastes of
that region, identifying that each different region of China has different and unique tastes and
preferences.

Nestle has entered the China market by providing low cost, branded food products and has also
located its manufacturing plants within the regions, employing host country nationals and
helping uplift their living standards. Therefore, not only has the company provided them with a
livelihood by employing them and purchasing local produce from local farmers, but in doing so
has also created strong brand loyalty [76]. A company recognised as a master of adaptation,
Nestlé has created an array of products that incorporate differing regional flavours and cater to
local tastes in coffee, chocolate, ice cream and water. [77]

Kraft realised that in order to succeed with Chinese customers a global corporation must
transform itself, and begun allowing its local managers to make decisions about its products
based on their understanding of the market, including changes in pricing, packaging, and
serving sizes, to cater for the local market. Alongside this, it has also invested in research
activities within Shanghai in order to develop new products for the China market which meet
the consumer tastes in this unique market. [78]

6.1.(b). Selling and distribution channels

Beard (2011) found that having a presence in the market is critical for China, ideally through a
permanent office. Many companies throughout the world have traditionally exported to China
using agents and distributors, and maintain customer contact by visiting regularly. However,
this places huge demand on managers to keep developing the relationships with customers, and
it is not preferred from the customers' point of view. It was found that Chinese customers want
to know there is someone down the road they can call to fix a problem. [79]

The importance of personal relationships is a significant difference when doing business in
China compared to in the West. Historically, China has never had a strong legal system, so
business has been conducted on the basis of relationships. In the West, a business arrangement
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is cemented with the contract. In China the contract is less important and business is conducted
first and foremost between people. [80]

Capturing a greater share of the value chain is a Critical Success Factor that helps firms to
capture more profit through controlling distribution systems, customer relationships and
branding. Companies are encouraged to remove intermediaries and to control supply chains
from the suppliers right through to the end consumers, allowing value creation to be enhanced.
(81]

Companies that have invested in supply chain distribution and marketing are usually able to
extract greater value from the market and are able to maintain more consistent pricing and
returns than companies that operate on a trading basis only. However, investment in down
stream distribution and marketing resources increases costs significantly and generates a
number of additional risks for the business. [82]

Yum! China sourced its product from within China whenever possible which was a challenge
due to its early suppliers including multiple vendors providing a handful of birds each. It
identified that food safety was a big concern for Chinese consumers, and management made the
decision to build the supply chain from the ground to help ensure quality. [83]

Nestle has used a strategy of investing in basic infrastructure to ensure it is able to maintain
smooth distribution channels, which has allowed the company to also benefit from gaining a
strong foothold in the marketplace, creating job opportunity’s and increasing the visibility of its
brand. [84]

Kraft learned that building a local management team to maintain a solid relationship with its
Chinese distributors is a major part of doing retail business in China, and a key part of its
strategy to allow its Chinese workforce to market and sell products that are made in China and
are catered to its Chinese customer’s preferences. [85]

6.1.(c). Promotion of a brand

It is beneficial for exporters to be in control of a brand story that represents a significant
proportion of the value of the product. The closer an exporter is to the end consumer, the
greater value that can be extracted from the use of that exporters own branding, instead of
relying solely on a distributors branding. [86]

Yum! China has positioned its brand as a socially responsible brand in order to protect itself
from future obesity epidemics it has experienced in Western countries. This includes
involvement in youth programmes with over 260,000 participants in 438 cities, limiting the
savings for consumers buying combos, development of its menu to be based around ‘traditional’
Chinese cuisine, and not offering supersized items. [87]

Nestle has adapted its brands to appeal to Chinese consumers and used a range of effective
marketing methods to promote these brands. It is not the company with the largest marketing
spend in its industry, but it is effective with the delivery it uses, and the widespread appeal of its
brands.

Kraft has learnt from its experiences in the Chinese market that using its brands with the
assumption of what made it successful in other markets will not automatically translate into
success in the Chinese market. In 2005, after a decade in China and as a result of Chinese
consumers not supporting the brand, Kraft was faced with having to reinvent its branding to
appeal to Chinese consumers unique tastes, as it begun to turn around its position in the
Chinese market. It now is able to boast the largest market share in China for cookies and
powdered beverages. [88]
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6.1.(d). Collaboration

Beard (2011) found that the greatest opportunities within China are through collaborating with
local partners, and being prepared to invest in partnerships with local partners. It was found
that this would allow firms to get around resource constraints, such as with setting up offices in
overseas offices, while allowing firms to do business together. [89]

Yum! China works with it's suppliers in order to build their capabilities, stressing the
importance of knowledge transfer, and even arranging for them to go overseas to learn. [90]

Nestle understands the value of being supplied high quality product from Chinese producers,
and has invested significantly in a number of program’s across different areas its suppliers
operate in. These programs are designed to share knowledge, introduce and develop standards
of quality, and provide infrastructure to its suppliers which was not available otherwise.
Nestlé’s coffee procurement supports up to 19,000 people involved in coffee farming, and since
1995 Nestle has provided training on planting, quality control and processing techniques to
over 7,300 farmers. [91]

Nestle has a worldwide value of ‘creating shared value’, which is just as strong in China where
Nestle has invested in a number of regions to provide support and technical assistance through
development programs in order for farmers to achieve higher standards and better returns. [92]
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6.2.

New Zealand Industries

The findings of the New Zealand industries are summarised in the following table and the key
findings for each Critical Success Factor are detailed below.

Dairy industry Red Meat industry Kiwifruit industry
Industry The Dairy industry is The Red Meat industry is The Kiwifruit industry has
Structure dominated by one significant | considered a fragmented critical mass benefits due to
firm, Fonterra which accounts | industry, with four large firms | being a single desk model
for 88% of the market, and a and 26 small firms, in an with one firm, Zespri,
number of small independent | industry which is considered | responsible for the product
firms highly competitive on both sales, marketing and
the procurement front and branding
selling in the marketplace
Understanding | - Varying experience in - Market awareness built - Has a clear vision of what

of the market

market from new entrants to
firms with 30 years of
relationships in China

- Most firms appear to have a
strong strategic aim with
China, which is based on long
term relationships and
premium products

- Two firms have offices in-
market, one firm has a related
entity based in Hong Kong.
Hire local people, closer to
market

- Many firms building market
awareness through
completing market research

across industry using
consumer taste panels,
industry market research and
market visits

- Mixture of strategic
priorities amongst firms

- Varying experience in
market from new entrants to
firms with 30 years of
relationships in China

Chinese consumers value
and has built this into the
company's product offerings

- Strategy developed around
China and communicated
through to shareholders

- Completes market research
using in-market team and
using market consultants

- Relationships with China
for 12 years

Selling and
Distribution
Channels

- Mixture of approaches with
some firms selling to market
and using distributors, and
some firms with offices in-
market

- Two firms have offices in-
market, one firm has a related
entity based in Hong Kong.
Capture greater share of the
value chain.

- Selling mixture of
commodity and consumer
goods

- Two firms have related
entity's in Hong Kong and
Taiwan, which are used for
distributing products into
mainland China

- Selling to market in
individual manner, servicing
relationships by visiting the
market

- Selling commodity goods

- Resisted selling in-market
as too complex, sells to
wharf and uses agents to
clear and distribute
products

- Previous history of being
caught up with illegal
smuggling due to fraudulent
agent

- Selling mixture of
commodity and consumer
goods
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Promotion of a
Brand

- Strong use of brand New
Zealand, with most firms
gaining additional value from
also using firm's individual
brand

- One firm provides in-market
brand awareness, and
completes research assessing
their brand marketing

- Two firms using consumer
branding, rest lack sufficient
scale

- One firm investing in
corporate citizenship through
investment in farm
developments which provide
employment opportunity's
for local citizens

- Heavy reliance on brand
New Zealand, no significant
emphasis on individual firms
branding

- Significant investment in
branding - to be no. 1 fruit
brand in China

- In-market team to assist
market research and
provide promotional,
marketing and trade support

- Market research completed
to gauge positioning of
brand

- Focus on one brand, one
product for marketing

- Able to extract a premium
over competitors through
strength of brand

Collaboration

- Most firms collaborating
with either other industry
participants, with Chinese
customers, or with other New
Zealand exporters

- One firm has invested in a
Chinese distribution and
infant formula business to
form a collaborative
partnership

- Two firms have
shareholders who are large
participants in China food
production

- Collaboration done with
customers to form joint
business plans and run joint
promotions

- One firm recently
announced as a participant in
an in-market collaboration
with other New Zealand firms

- Information sharing
sessions with other New
Zealand food company's

6.2.(a). Understanding of the market

The Dairy industry has firms with varying levels of experience in the China marketplace, with
some firms having relationships with China customers for over 30 years, some firms having
relationships with China customers for approximately 10 years, and some firms being relatively
new entrants.

Many of the firms in the Dairy industry are involved with conducting market research, which
has been done on an individual basis as each firm sees fit. Two of the firms in this industry have
established offices in-market in mainland China. One of these firms employs a significant
number of local staff to develop and service customer relationships, as well as complete in-
market research and other functions which would otherwise be outsourced. Another firm in the
industry has a related party based in Hong Kong, which it uses solely for relationships and
distributing product.

Firms within the Dairy industry appear to have clear strategic aims and purposes, which tend to
be centred around strong, long term relationships and selling products into the high end of the
marketplace.
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The Red Meat industry has firms with a range of experience in the China market, with some
firms having commercial relationships with customers in China for up to 30 years, and some
firms having only been granted regulatory approval to export product to China in mid 2014.
Firms within the industry have built up significant market awareness through market visits,
industry supported market research, in-market consumer tasting panels, and the use of external
consultants. This market awareness has been built up by firms on an individual basis.

Firms in the Red Meat industry tend to have a mixed response around having clear strategic
aims in the market, with all firms looking to extract the greatest value possible but lack any
clear strategic plans around this. Most firms understand their target market and what
customers they are trying to reach, though each firm tends to be targeting the same mix of
customers.

The Kiwifruit industry has had relationships with China for over twelve years, and over time has
developed an understanding of what it believes to be the three key attributes that consumers
value; food safety, food quality, and health. It utilises this knowledge and has built its product
offering and branding messages around these three key values. It utilises its small in-market
team and external consultants in order to build up market research, which it uses to review the
placement of its products in the market and the branding strategy. It has invested in in-market
research around the size of the market and the demographics of the market, strategic
distribution planning, measuring the effectiveness of the brand, measuring consumer
perception of the product, and which product has preference in certain markets.

The Kiwifruit industry has a China Strategy document. This communication document
highlights the benefits of China to the industry, and where the industry sees its future within
that market. This strategy document is communicated to its shareholders.

6.2.(b). Selling and distribution channels

The Dairy industry provides a range of different scenarios for selling and distribution channels,
with some firms selling basic commodity products ‘to market’ and using distributors to clear
customs and distribute their products, some firms selling consumer goods to distributors to
clear customs and distribute, and some firms selling either commodity or consumer goods
products to a related party in-market office and using their local staff to distribute product.

Three of the firms in the Dairy industry have an in-market office, whether it be a subsidiary or
owned by a related party, and more firms in the Dairy industry are expecting to make this step
in the short to medium term either by themselves or in partnership with other New Zealand
firms. These in-market offices are used for building close relationships by having local staff in-
market, and for clearing customs and distributing products. Firms that don’t have an in-market
office tend to sell to distributors and service relationships in the market through periodic
market visits.

One of the firms in the Dairy industry has invested in a distribution business, which is expected
to maximise the opportunities for distributing some of its products.

The Red Meat industry has been selling to the market and services its relationships with
customers through regular communication and periodic market visits. The majority of firms in
this industry sell to Chinese customers and rely on these customers to import, clear customs
and distribute the product. Two of the firms have related party subsidiaries in either Hong Kong
or Taiwan, which are used to import and clear customs for a portion of their total China bound
product, before relying on a distributor. These two firms only move a portion of their total China
bound product through this channel, and for the rest of their product they will use the same
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method as other firms in the industry of selling to a distributor to import, clear customs and
distribute.

One of the firms in the Red Meat industry has been one of the most proactive firms in New
Zealand to target on-line selling in China, and has been involved in large on-line promotions.

The Kiwifruit industry has resisted selling in-market in the past, viewing China as being too
complex and instead using agents to import, clear customs and distribute its product. It has
begun using four different agents in order to spread its risk, after being left exposed in the past
with fraudulent agents. It has the view that in future there will be opportunities for it to move
past solely “selling to wharf”, as China becomes less complicated.

6.2.(c). Promotion of a brand

Firms across the Dairy industry use the strength of brand New Zealand, as the New Zealand
dairy industry has a strong, well known brand in China. Individual firms have also established
their own brands with individual customers and use this to ensure they are in the higher end of
the market. One firm has built a number of consumer brands, and one other firm is using a
consumer brand for some product, but most firms acknowledge that due to their lack of any
reasonable scale they are better suited to be investing in processing assets and building
relationships than consumer brands.

One firm within the Dairy industry has also invested in a local distribution business, as well as
investing heavily in developing dairy farms in China. This investment across the length of the
supply chain, as well as providing employment on farm and dairy technology behind the farm
gate has been with the intention of being a corporate citizen within China, and allowed the firm
to build a brand in-market with customers, consumers and government for being a partner in
the industry.

The Red Meat industry relies on brand New Zealand and each individual firm’s relationships
with customers. There has been no significant individual firm branding completed, and it is
acknowledged that any branding would need to be collaborative as all companies are essentially
marketing the same product. Food safety and health are acknowledged by the industry as key
concerns Chinese customers have, and there as been a greater emphasis on demonstrating
strong food safety practices rather than developing this into a brand.

The Kiwifruit industry believes China is very much a brand focused marketplace, more so than it
was 10 years ago, and that New Zealand companies should see it as a premium market suitable
for only premium products.

The Kiwifruit industry has invested significantly in its own branding in China in order to
become the number 1 fruit brand in the market. This includes employing a small team in-market
which provide full time promotional and marketing support along with operational and
administration assistance to agents and retailers.

The Kiwifruit industry has decided that it will invest solely in one brand and one product, which
allows it to be focused solely on one branding strategy instead of building and managing
multiple brands. Having a strong brand which is well recognised has allowed it to be able to
price its products at a premium over the competition’s product. Having a team in-market has
allowed it to be able to research the brand power to ensure it is getting the messages right with
consumers, and at the same time using these personnel to push the brand.
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6.2.(d) Collaboration

Two of the companies included in this research are involved in a collaboration arrangement
announced in 2014 which sees NZTE and six of New Zealand’s primary industry companies
together establishing a joint China services company, Serveco, to ease entry into the China
market. Synlait Milk and Silver Fern Farms, along with four other companies across different
industries, have taken the opportunity NZTE has presented to be involved in a coalition of
companies to go-to the China market together. Serveco will provide its members with an office
and administration support to allow the companies involved to build stronger relationships
with their customers and the Chinese government agencies. [93]

Cross border investment is high within the Dairy industry between New Zealand and China.

Chinese food company and dairy processing giant, Bright Dairy, invested in Synlait in 2010
taking control of 51% of the shares. The company continues to be a shareholder in 2014, albeit
it now 33% after Synlait was publically floated in 2013, which allows Synlait to continue to
utilise the partnership it has formed with Bright Dairy.

In 2014, Fonterra announced a partnership with the 2nd largest Chinese food manufacturer,
Beingmate, which will involve Fonterra purchasing up to 20% of the shares in Beingmate, and
forming a joint venture to process and distribute the Fonterra’s branded consumer good
products. Fonterra announced that Beingmate has an extensive distribution network and local
knowledge that complements Fonterra’s commitment to food safety and quality. [94]

Olam International (Olam) has held an investment in Open Country Dairy since its formation
and held 24.9% of the shareholding in the company until July 2014, before selling down to 10%
to other shareholders. Though Olam is registered in Singapore, it is a globally integrated supply
chain manager, processor and trader of soft commodities, supplying products across 16
platforms to 13,600 customers worldwide. [95]

The Dairy industry showed positive signs of collaboration with all firms collaborating in some
form, whether it be with other Dairy companies in New Zealand through the Dairy Companies
Association, with their Chinese customers, or with other New Zealand exporters in other
primary industries. In some cases firms utilised all of these avenues for collaboration.

Firms in the Dairy industry also have been involved in investment opportunities with significant
participants in the Chinese dairy industry. As highlighted above, one of the firms included in the
research is investing in a Chinese processing and distribution firm, which will assist with
marketing its products. Two firms included in this research have major shareholders involved
in the Chinese dairy industry.

The Red Meat industry has been involved in collaboration on an individual firm basis,
collaborating with customers to form joint business plans, and in some cases with customers
that sell other food products to run joint promotions. Some firms have collaborated with other
red meat firms outside of New Zealand to share knowledge of the market.

Silver Fern Farms, one of the four large processing and exporting companies has been involved
in Serveco, a collaboration of six New Zealand food businesses discussed above.

The Kiwifruit industry has had limited collaboration involvement. It has been involved in a
small number of information sharing sessions with other New Zealand food company’s, and also
with New Zealand’s Ministry of Primary Industries.
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7. Discussion of Findings
7.1. Dairy Industry

Based on the findings of this research project, Dairy appears to be the industry of the three New
Zealand industries which has a strong coverage over all four Critical Success Factors, and also
displays characteristics most in line with the three recommended practice firms.

Though the Dairy industry is made up of one large single firm, Fonterra, and a number of
smaller firms, having this diversity allows the industry to offer alternative strategies to its
producers. This diversity also allows a healthy level of collaboration and competition between
the firms, with firms understanding their place in the market and understanding there are areas
where they are selling different products into different parts of the market, therefore not
competing directly with each other. This has allowed a greater environment for sharing
knowledge.

The largest firm in the industry has followed a number of the habits of the recommended
practice firms, such as investing downstream in selling and distribution businesses in-market,
having a strong presence in the market to provide market research and assist with marketing
and promotional support, and developing strong consumer brands. Having this firm leading the
industry has encouraged, and to an extent allowed, other firms in the industry to follow this
example and move towards putting similar habits in place. This has resulted in more firms
establishing in-market offices, building consumer brands, and developing market awareness
either through collaboration with Chinese firms or through in-market research.

The Dairy industry has leveraged the brand of New Zealand first and foremost, but also
developed its own industry wide brand of clean, safe and healthy products which consumer’s
value. Industry participants have also developed individual firm brands, which have allowed it
to promote itself to the higher end of the market, though only a limited number of this branding
is flowing through to consumer branding. This is an area where the industry can further develop
going forward.

The Dairy industry has shown that it is the most proactive with cross border investment, with a
number of firms investing downstream into local Chinese businesses which allow them to either
capture a greater amount of the supply chain by distributing their own product, or to partner
with these firms to find the best distribution channels for their product. Cross border
investment in the Dairy industry has also flowed the opposite way, with two of the five firms in
the research having significant shareholdings held by large Chinese food industry participants,
and the other three being unable to access this due to being farmer owned co-operatives.

The Dairy industry has a strong strategic aim of where the firms are within the marketplace and
the customers they are targeting, and has experienced a level of success in being able to target
the higher end of the market through individual firms strategic objectives and allowed it to
extract strong returns.

7.2. Red Meat Industry

The Red Meat industry is quite fragmented in the nature of industry, but appears to be quite
uniform in its approach to exporting to China. The firms in this industry are showing many
similarities in approach to China, with no firm being a standout for approaching China in a
different manner to any others. Part of the problem with this situation is that all firms find
themselves in a position of not offering anything different from what other firms in the industry
offer, and the culture of competition in the industry prevents any possibility of collaboration in-
market. As a comparison, the Dairy industry illustrates how firms can co-exist and have a
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culture of co-operation rather than competition. For this to happen in the Red Meat industry,
each firm will need to identify their own strategic priorities which will require an open dialogue
within the industry.

The Red Meat industry has built a strong understanding of the market over the years of
relationships with Chinese customers, though this has been built on an individual firm basis and
there has been minimal information sharing through the industry. The nature of competition
within the Red Meat industry has meant that there has been no desire to share knowledge or
avoid duplication of research and resources.

Two of the firms have offices close to the market which are used to clear customs and capture a
greater share of the value chain. These two offices are based in Taiwan and Hong Kong, but as of
yet no firm has invested in offices in mainland China. One of the firms in this research has
recently entered a collaborative agreement with other New Zealand primary industry exporters
to enter a joint office. This agreement is very recent and the success of this arrangement will
remain to be seen.

The Red Meat industry has been the most proactive for internet marketing, an area which has
been identified as a huge opportunity for smaller firms or new entrants to be able to compete
against large firms in the China retail space. This is a progressive step along the selling and
distribution channel Critical Success Factor which will allow the industry to get closer to
consumers.

The Red Meat industry relies heavily on the weight of the New Zealand brand for demand for its
products, though it is considered that the strength of the brand of the New Zealand red meat
industry has not developed with consumers in China as much as, say, the Dairy industry.
Individual firms in the industry have not been able to promote any consumer brands in China,
though the first instance should be building the industry wide brand to promote awareness of
the product in the industry.

Collaboration around China has been limited to firms individually participating in joint
promotions with their respective customers. Some firms in New Zealand have shared
knowledge with other red meat firms outside of New Zealand, but there is minimal
collaboration between New Zealand firms in the industry. Collaboration is an area which the
Red Meat industry could look to invest in to develop, which should assist with establishing each
firms place in the market, sharing ideas, and leveraging off each others resources to build
stronger industry branding in China and to capture a greater amount of the supply chain.

7.3. Kiwifruit Industry

The Kiwifruit industry has a benefit over the other industries that it is in a position of having a
single desk operator responsible for the marketing, selling and distributing for all New Zealand
kiwifruit product into China. This has allowed the firm to focus on its strategic proposition of
one brand, one product, and allowed it to invest heavily in its branding to become the top fruit
brand in the China market.

The Kiwifruit industry has a strategy which it uses to communicate to shareholders, and that is
focused on developing its brand to ensure that its products are in the high end of the market
and allows the company to demand a premium for its product based on the strength of its
brand.

The Kiwifruit industry has been the strongest of the New Zealand industries in promoting a
brand in China. This has involved investing heavily in market research using its in-market team
to understand what the Chinese consumers relates to in branding, and then ensuring its gets its
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key messages of food safety, quality, and health built into its brand. The Kiwifruit industry has
also used its in-market resources to assist retail customers to promote its products to
consumers in the marketplace, ensuring that final consumers are getting the messages of its
brand and the benefits of its product offering.

The Kiwifruit industry has experienced past difficulties with its selling and distribution
channels into China, after making the decision it would not invest into selling and distribution
resources in-market and instead rely on third party agents for clearing customs and
distributing. This resulted in the company getting caught in the middle of fraudulent activities
and smuggling accusations through its association with its convicted agent. As a result, the
industry has had to rethink the risks surrounding its selling and distribution channels. An area
which would be beneficial to look into to assist the industry getting closer to consumers would
be to investigate internet marketing, which has been identified as a huge opportunity for
smaller firms or new entrants to be able to compete against large firms in the China retail space.

The Kiwifruit industry has also not displayed a very high level of collaboration with either
Chinese customers or with other New Zealand firms exporting to China. Collaboration is a key
habit which is displayed by the recommended practice firms, and also one of the strengths of
the New Zealand Dairy industry identified through this research. Collaboration, along with
investing further in it’s selling and distribution channels are two areas where the Kiwifruit
industry should look to develop further in future, and this could begin with sharing ideas and
partnering with some of the firms in the dairy industry.
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8. Conclusion and Recommendations

The purpose of this research is to provide an understanding of the key drivers of growth in
China’s demand for imported food and beverage products, and to evaluate the Critical Success
Factors of three of New Zealand’s food and beverage industries when exporting to China.

It is clear to see that the growth in demand for food and beverage products in China will
continue as a result of sustained high economic growth, causing; increasing consumer wealth
and affluence, greater levels of urbanisation, and improving infrastructure within the industry.
These factors are all resulting in a greater demand for higher value and more sophisticated food
and beverage products across China. This rising demand for higher value and more
sophisticated food and beverage products, coupled with the increase in food safety awareness
amongst consumers, leads to opportunities for New Zealand to grow exports to China to satisfy
this demand and benefit from the increasing wealth of consumers.

This report has looked at the four Critical Success Factors of effective export marketing firms,
being; Understanding of the market, Selling and distribution channels, Promotion of a brand,
and Collaboration. Using these Critical Success Factors, this research has compared the habits,
trends and practices of recommended practice firms against three of New Zealand’s food and
beverage industries with significant exports to China.

The three New Zealand food and beverage industries selected were chosen due to each having
significant exports to China in terms of value, volume, and as a proportion of total industry
exports. The three industries selected were Dairy, Red Meat and Kiwifruit.

The research found that across the three industries there are vast differences in approach
amongst individual firms but also across each industry. The results of each industry could be
linked back to the structure of the industry, as well as the culture of the industry.

Of the three New Zealand industries, the Dairy industry was found to have the strongest
coverage over all four Critical Success Factors, and also displays characteristics most in line with
the three recommended practice firms. There are factors in this industry which lead towards
this, such as the industry being dominated by one large firm which has the resources, scale, and
experience to lead the industry. The habits displayed by this firm are most in line with
recommended practice firms, and allows the other participants in the industry to find their own
place in the industry and follow these practices. The culture of the Dairy industry is built around
co-operation, rather than competition, and this was evident when discussing the China export
strategies within the Dairy industry compared to other industries.

The Red Meat industry has traditionally been characterised by strong competition and barriers
to collaboration within the industry, and this factor was quite evident during the discussions
with firms in this industry. Though there are four large firms and a number of smaller firms in
the industry which are selling similar products to the same markets, there is a lack of cohesion,
industry collaboration and resource sharing, and an inability for branding due to each firm
being unable to differentiate from another. The Red Meat industry showed strong
understanding of the market, but has made little progress in the Critical Success Factors of
selling and distribution channels, promotion of a brand and collaboration since it begun
relationships with China over 30 years ago. A number of industry participants acknowledged
that the Red Meat industry has in the past been reactive in its approach to the China market,
selling product when it's needed and not taking steps to ensure it is a part of the supply chain.

The Kiwifruit industry stood out as displaying strong habits in promotion of a brand and
understanding of the market, which has been a result of the industry investing significantly in
these two areas and having a focused approach of one product, one brand. The Kiwifruit
industry has focused on growing brand value in order to extract a premium for its product in
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China, which is consistent with its approach in other markets. This focus is further strengthened
due to the structure of the industry being a single desk operator, which allows one firm to be
responsible for all marketing, selling and distribution of product, and also allows it to gain scale
benefits which are also similar to Dairy. It is fair to say that the focus of the industry on
promotion of a brand and understanding the market has left less consideration for other Critical
Success Factors such as selling and distribution channels and collaboration. This has been a
factor in the industry being caught with fraudulent Chinese import agents, and has also resulted
in the industry not being involved in collaboration as much as recommended practice firms.

After comparing each of the three New Zealand industries against each other, as well as against
the recommended practice firms, it is quite clear that each industry still has areas to continue to
develop.

The Dairy industry must continue to strive to improve across all four Critical Success Factors, as
it is the leading industry from his research and therefore the benchmark for other industries.
The Dairy industry must also continue to develop the success factors of promotion of a brand, in
particular continuing to grow strong individual firm brands as well as consumer brands in the
marketplace, and selling and distribution channels, which will allow it to capture greater value
from the supply chain.

The Red Meat industry has a strong product offering in the market and has strong and long
lasting relationships, however collaboration amongst firms as well as defining their individual
firm’s strategic aims within China would lead to more clarity amongst the firms of what space
they occupy, and what areas they can collaborate on. Following the Dairy industry in
understanding what each firm’s area of the marketplace is would move this industry in the right
direction, and allow firms to focus on improving their individual habits. This, as well as sharing
resources to promote products and sharing knowledge to maximise the opportunity within the
marketplace would strengthen the Red Meat industry’s Critical Success Factors.

The Kiwifruit industry has two key areas of selling and distribution channels and collaboration
which should be focused on, and the industry has the opportunity to make strong gains in value
through developing its practices within these two Critical Success Factors. This could begin with
sharing knowledge with other New Zealand food exporters and looking to promote together,
before leveraging these relationships to identify selling and distribution channel opportunities
for the industry to move further down the supply chain rather than just selling to wharf.

In conclusion, this report finds that three of New Zealand’s food and beverage industries
involved in this research have shown habits which are consistent with global firms which have
achieved sustained success in China. However, each of the three industries have areas to
continue to develop across the Critical Success Factors of effective export marketing strategies
to ensure they are cementing themselves in the China food and beverage supply chain.
Developing these habits will ensure New Zealand’s primary industries maximise the
opportunities available to it through one of the most significant global mega trends, the
emergence of China as a consumer of sophisticated food and beverage products.
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