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. | NTRODUCTI ON

1. This report exam nes the nmarket opportunities and particular constraints
faced by devel opi ng countries in diversifying into food processing in four najor
areas, nanmely horticulture, fish, nmeat, and tropical beverage processing
i ndustries. It highlights trade opportunities in specific products and | ocations,

Table : World trade in selected food products

Wrld Trade Annual growt h

Pr oduct MI1lions (US$) Per cent

(1995) (1991- 1995)
Fresh, chilled, frozen neat 37,718 6.1
Dried, salted, snoked neat 1, 582 1.7
Prepared or preserved neat 5,789 5.5
Fresh, chilled, frozen fish 17, 818 4.0
Sal ted, dried, snoked fish 2,763 4.3
Prepared or preserved fish 8, 526 8.5
Fresh, frozen shellfish 16, 943 8.8
Fresh or sinply preserved 23, 878 6.1

veget abl es

Prepared or preserved 6, 494 6.8
veget abl es

Fresh or dried fruit and

27,512 6.1
nut s
Prepared or preserved 11, 917 6.2
fruit
Cof fee and substitutes 14, 937 15. 4
Cocoa 4,962 5.8
Chocol at e and products 7,828 15.3
Tea and mate 2,086 -3.7
Meno item
Total world exports 4,919,183 9.5
i n goods
O whi ch: devel opi ng 1, 365, 730 13.0

countries’ total exports

Source: UNCTAD dat abase, based on Contrade.



TD/ B/ COM 1/ EM 2/ 2
page 5

and consi ders the prospects of diversifying into food processingin the framework
of world markets and the worl dwi de trading system It also presents successfu
experiences which may help governments and enterprises in devising and
i npl enenting their strategies, policies and actions.

2. G ven the rapid expansion of exports as well as the high dependence of
many devel oping countries on agriculture and agro-based industries both for
enpl oyment and exports, the devel opment of export-oriented food processing is
of special interest.

3. The table indicates the overall values in world trade for selected food
groups. Unfortunately, recent data do not yet all owup-to-date gl obal trade data
di saggregati on by processed and unprocessed products. The table suggests that,
in aggregate, the foods sector is not as dynanmic as the manufacturing sector in
world trade. Wth a few exceptions, its growh rates have been bel owthe growth
performance of total goods exports.

4, However, partial data covering earlier periods seemto indicate, for some
product groups, a faster growth rate in the trade of processed food products.
Thus, for exanple, inports of processed agricultural products into the CECD grew
by 5.4 per cent over the 1990s as against 2 per cent for unprocessed products.
The share of processed products in total OECD food inports increased from 23
per cent (1980/82) to 29 per cent (1990/92). This change in conposition was due
largely to growth in the trade of prepared cereal products, processed vegetabl es
and fruit and other edible products and preparations!. These figures do not
reflect trends and opportunities for trade in food products in economies in
transition and devel oping countries, where, as the report nmakes clear, new
tradi ng opportunities are opening up for sel ected processed food product groups.

1. TRADE OPPORTUNITIES I N THE FOUR PRODUCT GROUPS?

A. Horticulture products

1. Market Qpportunities

5. Wirld trade in processed horticultural products increased between 1991 and
1995 from$13,006 millionto $14,887 mllionand it is predicted that the overall
market will continue to grow. In general, the world narket for fruit juices, the
| argest group, is expected to show further growh in the future, inter alia
because of the current |ow per capita consunption in sonme grow ng narkets, and

! See CECD, Conmittee for Agriculture, The Uruguay Round and Processed
Agricultural Products, COECD 1997 (AGR/ CA(96)23:3), pp. 3-9.

2 This section draws |largely on studies prepared for UNCTAD, notably
John Gles, Trade Opportunities in the International Processed Horticulture
Mar ket s; Rudy Kortbech-A esen, "Wrld Trade in Processed Tropical Fruits"; Helga
Josupeit, Trade Opportunities for Processed Fish; Lionel J. Colby, Trade
Qpportunities for Processed Meat; and LMC International, Trade Opportunities in
the Wrld Beverage Sector. Data on tariff rates are taken fromthese studi es and
fromthe UNCTAD dat abase on trade control measures (TRAINS)
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a growing health consciousness in nost markets. The world demand for orange
juice, the largest single item is still growing strongly, especially in the
Net herl ands, Japan, Poland and sonme South-East Asian markets including the
Republ i c of Korea, Philippines and Thailand. For apple juice, strong growmh in
demand is observed in the German, Japanese and some Sout h- East Asian markets.
As for tropical fruit juices, concentrates and pul p/ puree, traders expect sales
of these products to grow at |least at the sane rate as the juice nmarket as a
whol e, and in sone cases even nore. The fruit juice and rel ated food i ndustries
are expected to benefit fromthe increasing interest intropical fruit, including
fresh produce, in nost markets.

6. Wth regard to some other inportant products in which devel oped countries
are major producers along wth developing ones, in the case of frozen
strawberries, of which the United States of America is currently the main
supplier, opportunities can be exploited by developing countries by taking
advantage of |ow costs of production. The world demand for sweetcorn has been
i ncreasing steadily, with opportunities energing for value added products such
as sweetcorn with added nmeat and sauces. Processed beans and canned nushroons
present nodestly growing opportunities with the main markets being the
Eur opean Union (EU) and other industrialized countries.

7. In 1996, total trade in tropical fruits reached an estimted $1,250
mllion. The major markets are the EU, the United States and Japan, with small
growi ng markets in South-East Asia and Latin America. Wth total world inports
amounting to $612 nillion, canned pineapple is the largest itemof any tropica
fruit traded. International trade in pineapple juice shows considerable
fluctuations due to supply variations, but anmbunted to $280 mllion in 1995.

8. There are obvious attractions for devel oping countries (with a tropica
climate) in pursuing the opportunities inthe processed tropical products narket,
especi ally for pineapple, mango, papaya and banana, which formthe backbone of
trade in tropical products, and other m nor products such as |ychees, ranbutan,
jackfruit, and vegetabl e products, such as okra. There is al so a grow ng denmand
in several European narkets for tropical fruit salads due to a general interest
in tropical products anong consuners. Processors also seemto be pushing this
product nore aggressively than in the past, as a neans of diversifying their
exports. Two-fruit products (e.g. papaya/mango) are increasingly being
i ntroduced in maj or markets, which is likely to increase overall sal es of canned
tropical fruit.

9. There is also a growing market for frozen tropical fruit products, such
as pi neappl e and papaya for exanple, for use in bakery and dairy products and
baby foods. A small narket already exists for tropical janms, syrups and other
retail tropical fruit products. These are usually produced by manufacturers in
t he devel oped countries frominported raw nateri al

10. In mature nmarkets such as the EU, the United States and Japan there wll
be a continual search for new products and product innovation, high-val ue niche
products and new packagi ng formats. This is coupled with identifying | ower-cost
sources of supply and devel oping strategic alliances with suppliers and highly
prof essi onal processing and export conpanies. There will also be continued
i nterest among consuners in healthy eating and drinking; the juice sector |ends
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itself tothis in particular. Prospects for products used in health foods (e.g.
dried fruit) are also good. Continued dermand for consuner convenience in the
preparation of food will stimnmulate interest in, and denmand for, frozen products,

and associ ated products such as boil-in-the-bag, mcrowave-ready, and chilled
f oods.
11. Most maj or international markets such as the EU and the United States have

wel | -established and sophisticated processing industries (e.g. blenders,
bottlers, canners, bakers, dairies) producing final and internmedi ate products.
These all require raw nmaterials or basic processed horticultural products as
i nputs and have | ong-established supply rel ationships with producer countries.
They al so have wel | -devel oped narketi ng and di stribution networks together with
establ i shed brand names for canning (i.e. Del Mnte, Dole, Libby, Princes) and
for juices (Schweppes/Coca Cola, Gerber, Eurocitrus, Del Mnte, Passi, Eckes,
Cargill, Ganini, Riedl, WId). Mst of the trade takes place in “bright cans”
where the inporter attaches its own | abel on the i nported product. Nevert hel ess,
Thai | and and Phili ppi nes have been successful in exporting |labelled products

Trout Hall, based in Janaica, has al so succeeded in supplying branded citrus
products.
12. The large conpanies based in developed countries are relatively

conservative, and constitute strong |obbies against fundanental change of
exi sting distribution structures. Non-tariff barriers and costs of narket entry
of branded goods are generally at very high levels. Their major suppliers from
outside the EU are Brazil, Israel, South Africa, United States, Thail and, China,
Mexi co, Philippines and Kenya. Poland is the main supplier fromEastern Europe.
The Andean countries also feature, especially with their duty free privil eges.
Intra-EU main suppliers are ltaly, Spain, France, Belgium Luxenbourg, G eece
and the Netherl ands.

13. In Eastern Europe an inport and retail structure is beginning to emnerge,
but the inportation of high-value processed horticultural products is still
constrained by relatively | ow per capita i ncones. Pol and, Hungary and the Czech
Republ i c have the npost advanced di stribution structures, although there is stil
a lack of market transparency.

14. Russi an Federation and other CI'S countries also represent markets of
consi derable potential interest to developing countries. Wereas in Eastern
Europe, a structure for the inport and distribution of processed horticultura

products has begun to energe, the situation in these countries is much |ess
established. A great deal of fluidity still exists in the operation of the
mar ket , conbi ned wi th a good deal of conpl ex, and sonetinmes controversial, nmarket
regul ation, particularly for inported products. So far, it is nostly the major
mul ti nati onal conpani es that have been able to devel op any form of successfu

busi ness in the Russian market.

15. I n Sout h-East Asia strong econonmic growh along with a relatively large
and rapi dl y expandi ng popul ati on base has attracted a great deal of interest from
Western investors in all areas of the agricultural and food chain, especially
in processing and distribution. Although the |evel of inports in nost cases is
relatively low for processed horticultural products, in sone markets (e.g

Republic of Korea, for the inport of orange juice, frozen vegetabl es and canned
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nmushroons) there has been significant growh in the val ue of trade over the | ast
5 years. This may well present interesting future opportunities for devel opi ng-
country suppliers, especially those that enjoy relative geographic proximty.

2. Market access and entry conditions

16. In the case of European Union, inport tariffs are an inportant constraint
on imports. The M-N applied rates in 1996 show a relatively high degree of
protection with regard to processed horticulture products: the sinple average
of the tariff rates for these products is 15 per cent, far above the estimated
average tariff rate for all inports of 9 per cent. These tariffs vary
consi derably between products and sources of supply and al so between countri es.
Access is generally duty free for ACP countries. Least devel oped countries and
Andean Pact countries (Bolivia, Colonbia, Ecuador, Peru) also have duty-free
access to the EU Al though ACP countries get tariff advantages, it is non-ACP
sources that are the market |eaders, notably Brazil, Thailand and Phili ppines.
Only Swaziland, Cbte d'Ivoire, Kenya and Jammica - of the ACP suppliers - have
made any serious inroads.

17. Apart fromtariffs, additional |evies are applied on certain products such
as canned nmushroons, frozen strawberries and dried grapes. Mreover, alevy is
applied to take account of added sugar contained in certain processed products.
M ni mum i nmport prices are also applied as part of the basic EU processed fruit
and vegetable reginme for dried grapes and processed cherries, but this will be
renoved by the year 2000. As in nost devel oped-country narkets, there are
regul ati ons which specify the types of packs that are acceptable and the
information that |abels nust contain, and health regul ations which are often
justified both in terns of hygienic conditions and the use of harnful chenica
additives, pesticides and fertilizers, but which can be so conplicated and
restrictive that they act as barriers for devel opi ng country suppliers.

18. The United States has a wide range of tariffs on processed fruit and
veget abl es, which are high for sone products (e.g.24.4 per cent MFNrate on dri ed
onions). For sonme products, preferences are granted under the GSP and LDC
schenes. There are few quantitative restrictions on inports of processed fruits
and vegetables tothe United States. “Due diligence” requires that all processed
fruit and vegetables products entering the United States are subject to
i nspection by the Food and Drug Adm nistration (FDA) which is especially
concerned wi th extraneous materials and pesticide residues ininported fruit and
veget abl e products.

19. Japan has MFN, preferential and tenporary tariffs on fresh and processed
veget abl es. The average of applied MFN rates in 1996, for certain vegetable
preparations and fruits, as well as fruit juices is 20 per cent, which is
consi derably above the overall average of 7 per cent. Currently, some products
enter duty free but the nunber of duty-free items will increase as a result of
the full inplenentation of the Uruguay Round Agreenents. The trade in many itens
has been liberalized with the renmoval of quantitative restrictions on inports
during the early 1990s. For exanpl e, inport quotas were renoved fromorange jui ce
in April 1992. However, certain processed fruit and vegetable products will
continue to face higher tariffs and seasonal inport duties. In Japan, the Food
Sanitation Law, often referred to as the Japan Agricul ture Standards (JAS), seeks
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to ensure the safety of goods and sets mninmum quality requirenments for food
agricultural, fishery and forestry products, and regulates the use of food
additives. Inthis context, all shipnents of processed foods nust be acconpani ed
by a conplete list of ingredients, including food additives, and a description
of the nmanufacturing process used to process the food.

20. In general, several factors make it difficult for devel oping countries to
conpete with exporters fromthe United States, EU and Israel, all of which have
substantial horticultural processing industries. Further conpetition is also
energi ng from Eastern Europe for some tenperate-zone processed products. Oaing
to costs in ternms of financial, physical and human resources, trade is
i ncreasi ngly being dom nated either by |large nmultinational conpanies or by well -
est abl i shed i ndivi dual export conpanies. Nevertheless, successful experiences
by small firns exist. In the Doninican Republic, for exanple, sone small and
nmedi um scal e processors and exporters have fornmed a marketing group in order to
upgrade the overall level of their technical operations, broaden their product
range, achi eve economi es of scale in both physical distribution and marketing,
and rationalize transaction costs in target markets. Their success has required
a great deal of commitnent and discipline fromthe nenbers.

21. Chile, for exanple, has had consi derabl e success in entering the EU markets
for fresh and frozen fruit and vegetable narkets despite trade barriers. Chile
has traditionally been an inportant fruit and vegetable producer. As foreign
i nvestrment in the fresh and processed fruit industry was attracted by gover nnent
policies since the 1970s, and trade opportuniti es were grasped, this sector grew
steadily. Success was hel ped by the exporters specifically targeting quality
mar ket s and products; large volunes which allowed it to diversify narkets; the
exi stence of an efficient industry association which is involved in negotiations
with the growers association, and with the government to pronote the interests
of exporters; and good logistics which is particularly inmportant given Chile's
di stance fromthe nmain markets

22. Wth respect to finance for investnment into food processing, typical
m ni mum i nvest ment costs for a nediumsized processing plant would normal ly be
in the range of US$5 mllion. For larger plants it could easily be well in

excess of this figure. Thus, capacity utilization is particularly inportant.
Successful conpanies in Thailand, for exanple, process nore than one product in
their factories in order to prevent extended idle periods for want of input. For
| arger processors ainming at the international narkets, raw material needs are
very | arge and dedi cated supplies specially grown for these processors need to
be secured. Processors in Brazil, South Africa, Poland, Turkey, Mexico and
| srael have been able to organize such |inkages which enable themto undertake
I ong-termcomritnments for specific quantities as required by the inporters.

23. Sone devel opi ng countries continueto face severe infrastructural problens.
Donestic and international transport needs to be rapidly available. D stances
fromfarmto factory cannot be too long and the | ocation of factories nmust be
consistent with source of raw materials or point of exit.
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B. Fish
1. Market opportunities
24, In 1995, world trade in all fisheries products for human consunption
amounted to approxi mately US$46 billion. Mdre than 90 per cent of all fisheries

trade is in processed form Trade in frozen fish strongly increased in the 1980s
and accounts for 40 per cent of the total fish trade. Frozen crustaceans - that
is shrinp, crabs and |obster - are the second najor group, representing 38 per
cent of international trade. Notably, shrinp are produced primarily for export,
and as nuch as 90 per cent of production is exported. Canned fish accounts for
about 10 per cent of trade. Canned tuna is the nain export item but trade in
canned crustaceans has grown rapidly over the last 10 years. Fishneal and fish
oil have a 7 per cent share in international trade. About 85 per cent of total
exports are directed to Japan, EU and the United States.

25. Japan is the maininporter of fish. Traditionally, Japanese consuners have
been reluctant to purchase inported processed fish, although there is a denmand
for processed products including driedsquid, fried and steamboiled eel fillets,
dried seaweed, flavoured herring roe, fish eyes, stonachs, and fried skipjack

Changes are taking place in Japanese inport patterns and nore processed fish
enters the Japanese narket.

26. The United States nmarket for fishery products is expected to expand in the
coming years owing in part to the health consci ousness of the consumers who now
recogni ze the positive inpact of fish on health. The United States, which is a
net inporter of fishin the order of sone US$3, 700 m |Ilion annually as an aver age
of 1991-1995, inports seni-processed or raw material fish for its processing
pl ant s.

27. The EU is another large market, with France, Spain, Germany and Italy as
mai n seaf ood-i nmporting countries. However, trade barriers cause nore inportant
constraints to trade than in other nmain inporting regions.

28. In many devel oped countries, food habits are changing. "Heat and eat"
fishery products may well prove to be the enmerging niche, because it is the
conveni ent answer to consuners' objection to fish preparation and snell. As a

result, in recent years, a whole array of innovative fish products have been
devel oped and successfully marketed. Exanples include breaded hake fillet
produced i n Argenti na and Uruguay for the mai n European brands; cooked and peel ed
shrinps on a plastic ring, and canned tuna from Thailand for the United States,
EU and Japanese markets; and canned sardi nes from Morocco. The Pacific |slands
are exporting to Japan tuna eyes, stonmachs etc., which have a significant demand
for health reasons. Dennmark has processed specialty eels for the Japanese mar ket .
The United States nmarket has been particularly innovative in inventing fast food
processed fish products such as the sal non burger, a |l ow fat hamburger contai ni ng
seaweed, and other fish products. Qthers are the fish chips consisting of thin
tortilla chips with slices of Al aska Pol | ack, sal non steaks, sal non croquettes,
sal non dol l ars, salnon ravioli, pre-fried shrinp, ready-to-eat shrinp cocktail,
and fully seasoned, ready-to-cook marinated catfish fillets. The United States
is also the main producing country of surim, a fish paste, formed into fish and
non-fish products, and it supplies nore than half of the world total.
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29. In certain cases the nanme given to the product affects market prospects.
For exanple, the United States market for squid boormed after the product started
to be called calamari. The United States, which was a significant squi d exporter
is now a net inporter. Another exanple in the sanme vein is Chilean exports of
conger eel to the United States. Wile the English name was found unattractive,
pronmotion of the sane product under the Spanish name "congrio" led to
consi der abl e success.

30. The acceptability of the product al so depends on its physical qualities.
For exanple, the giant squid resources of Peru and Mexi co were neglected for a
long tine, as the size of the squi d which may be over one netre, was too big for
traditional preparations. Peru granted fishing rights to the Republic of Korea
and Japan, whose fleets exploited the resources and technol ogi sts devel oped a
much nore acceptable product by cutting the huge squid into smaller squares,
bl eaching and tenderizing it. This relatively inexpensive product has nade
successful inroads to the Spanish and Italian narkets, particularly the catering
sector.

31. The exports of hake fillets from Argentina is a significant exanple of
successful entry into processed fish markets by a devel oping country. In this
case, the producers are able to guarantee regular supply in large quantities
whi ch enters the EU fromArgentina duty-free as part of the fisheries agreenent.
Cl ose coordination and cooperation also exist between the supplier and the
producer in the inporting country where the product is re-processed. The plants
inthe origin country were sel ected by the European distributor, and the quality
of the products is checked on a continuous basis by the buyi ng conpany.

32. The market for fish is expected to grow in South-East Asian countries and
fish processing conpanies in the region are targeting donmestic and nei ghbouri ng
countries. A successful exanple in this regard is a joint venture conpany in
Thai | and between Thai and Norwegi an interests. Production is for supermarkets
in Thailand and Singapore, and conprises frozen speciality products such as
tenmpura fish fillets, graded fish portions, battered calamari, and batter-fried
shrinps. Shrinps cones fromThai shrinp farns, calamari are caught in the Qulf
of Thailand, and, interestingly, fish products are produced from relatively
unusual species. The growth in sales of these consumer packs is reported to be
10- 20 per cent per year

33. Thai | and has becone the main canned tuna producer in the world although
it has no donmestic tuna production and inports all the rawmaterials. Relatively
| ow | abour costs have al so contributed to this success. The high quality of the
product and the low price have been the nmain attraction and Thail and has been
nore conpetitive than the ACP countries in the EUmarket, though it faced tariffs
of 24 per cent and in sone years inport quotas, while canned tuna from ACP
countries could enter the EU market duty and quota free. The main export narkets
for Thai canned tuna are the United States, EU and Japan. India, which is
worl d’s | argest producer of wild shrinp, has managed to increase its output of
frozen products substantially owing to the introduction of sophisticated
t echnol ogi es.

34. Devel opi ng-country processors have advantages over those in devel oped
countries such as low |abour costs, high quality and |lower prices of raw



TD/ B/ COM 1/ EM 2/ 2
page 12

materials. In order to take full advantage of these factors, producers and
exporters in developing countries have to denmonstrate that they are able to
guarantee quality, continuity of supply, delivery efficiency and price stability.
The nost successful fornmula for the future of the fish processing industry coul d
be the collaboration between producers in developing countries and
producers/traders in the devel oped worl d. | nmproved packagi ng and di splay of fish
products from devel opi ng countries would al so be hel pful in achieving success,
and here also cooperation with a conmpany from a devel oped country could be
useful. As fish resources in the developed world seemto be fully to over-
exploited, fish and fish products will increasingly be provided by devel opi ng
countries, provided health, quality and environnental aspects are given due
consi derati on.

2. Market access and entry conditions

35. The EU has the highest degree of tariff protection for both raw and
processed fish anong the three main inport narkets. There is also a strong
tendency of tariff escalation for processed products. For exanple, the tariff
rate (MFN, applied rate 1996) is 12 per cent on frozen cod, 13.5 per cent on
frozen cod fillets and coated cod fillets, and 20 per cent on other groundfish
products such as fish fingers, breaded fish fillets, coated fish portions. After
the i npl ement ati on of the Uruguay Round, the bound tariffs are expected to remnain
stabl e or decrease only slightly.

36. In the United States and Japan, tariffs on fishery products are generally
lower than in the EU, and will decline further. Tariff escalation will also
decline. Many types of frozen fish enter the United States market duty free;
frozen cod, frozen cod fillets and dried cod which currently face inport duties
wi Il be bound at duty free after the i nplenmentati on of the Uruguay Round. Japan
applies tariff rates inthe 5to 7 per cent range for frozen fish products. The
duties on frozen mackerel, frozen squid, frozen hake surim and frozen cod roe,
which are subject to inmport quotas, wll be reduced by 30 per cent at full
i mpl enent ati on of the Uruguay Round. While the tariff for dried cod will decline
from15 per cent to 10.5 per cent, tariffs on canned tuna inports into Japan w ||
be reduced from15 per cent to 9.6 per cent, and the tariff on canned shrinp will
go down from 15 per cent to 4.8 per cent.

37. Cenerally, with regard to exports to developed countries, devel oping
countries enjoy privileges in the context of the generalized system of
preference (GSP). Exports of |east devel oped countries also enter duty free to
t he maj or devel oped country narkets. Moreover, with respect to fisheries product
exports to the EU, the ACP countries, the Andean Pact countries, Panana and
Central Anerican countries are exenpted frominport duties. The EU al so all ows
duty-free access for fish if a country has a fishing agreenent with the EU (for
exanpl e, Argentina). The LDCs, Caribbean countries and NAFTA nenbers have
preferential or zero-tariff access to the United States fish narkets.

38. New regul ations with regard to quality control that have been adopted by
the main inporting countries such as the United States and the EU will exert a
strong i nfluence on the fish-processing industry. This new regul ation is based
on the HACCP (Hazard Analysis Critical Control Point) principle, which requires
plants to control the quality of the product in the transformation process. In
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the coming years, all plants processing fishinthe United States and t he EU nust
have a HACCP plan and all inported fish products sold to these countries nust
cone from plants with a HACCP plan. The investnments needed to bring a fish
processing plant up to the standards of a HACCP plan are substantial, and nany
conpani es, especially in developing countries, are of the view that the
i mpl enentati on of the new regulations on fishery products is de facto a non-
tari ff measure agai nst processed products originating in devel opi ng countries.
Changes in the plant itself is just a first step. Inspection services will have
to evolve from the classical inspection of final sanples to auditing the
application of the HACCP system In the coming years the industry will pass
through a process of adaptation and investnent. Apart from ensuring access to
mar kets, HACCP application is also expected to reduce post-harvest food | osses
all along the food chain, contributing in this way to increasing actual
availability of food for consunption.

39. In the EU, deadlines for the application of HACCP depend on national
endorsenent of the EU regul ations. At the end of 1996, a total of 26 countries
had signed agreenents with the EU with regard to the export of fish and fish
products, in accordance with HACCP. The United States HACCP-based nandatory
regul ation for fish and fish products will enter into force on 18 Decenber 1997
I f assurances are not given that the inported fish or fishery products have been
processed under conditions that are equivalent to those required of donestic

processors, the products wll be denied entry. Thus, in order to ensure
continuing access to the main markets, several countries, including Australia,
Canada, Brazil, Thailand, Morocco and New Zeal and have al ready passed regul ati ons

based on HACCP

C. Meat

1. Market opportunities

40. World trade in the major processed neats was tentatively estimated at US$22
billion in 1995, and the annual growh rate between 1990-1995 is roughly 8 per
cent. However, this figure refers only to beef, pork and poultry, and excl udes
trade anmong EU nenbers

41. I n many devel oped countries, denand for neat has stabilized as per capita
consunption is already high and popul ati on growth generally I ow. Only Japan can
be considered to be a major growing narket, while sonme devel oped countries -
notably the EU and the United States - have sharply increased their exports in
recent years, negatively affecting exports from devel oping countries. In
contrast, in devel oping countries, rising populations and increasing consumner
i ncones create sharp increases in demand and, often, increased inports. Inports
are increasing in the former Soviet Union as well, although this is constrained
by | ow purchasi ng power. There are shifts between neats, however, especially in
favour of poultry nmeat which is the fastest growi ng neat market in value terns.

42. Most international trade is in chilled/frozen nmeat, in the formof cuts;
further processed products only account for about 10 per cent of world trade but
world demand is increasing for further processed conveni ence products. O her
changi ng demand characteristics that have inplications for neat-processing
conpani es are the shift to products with [ower fat and salt content, and to nore
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"natural " products, as consumer concerns increase about food safety. Mor e
sophi sticated retail ers, especiallyin Europe, are increasingly demandi ng quality
assurance all the way back to the producer and even to the feed supplier to
ensure the consumer receives healthy products. This trend is likely to be
reinforced with the i nmplementati on of HACCP, discussed in the previous section

Successful neat processing conpanies strive for further inprovenents in product
range and quality in the light of specific needs of each narket.

43. Al t hough worl d denmand i s i ncreasi ng, the nmeat i ndustry faces over-capacity.
This in turn has contributed to generally low investnment in the sector in
devel oping countries and |ack of developnment of higher-value products. A
consequence i s the I ack of brandi ng, which can be an effective nethod of creating
ni che markets for processed neat at the international level. |In sone cases the
identification of the country of origin, acconpani ed by generic pronotion, can
itself create a brand, such as "Dani sh bacon", "New Zeal and | anb” and "US beef".

The product, however, needs to be heavily marketed, which is only feasible in
markets where large quantities are sold and probably requires a group of
conpanies or a representative association of producers to undertake this
activity. This could prove to be an expensi ve operation for devel opi ng countries
withrelatively small exports. Neverthel ess, alarge proportion of international
trade in neat is in "comodity" products where price is the overwhel m ng
det erm nant for purchasing decisions of inporters.

44, Mar ket segnentationis inmportant inthe meat i ndustry, with different parts
of the animal sold in different markets. For exanple, Nam bia sells only cheaper
forequarters in Southern Africa, and exports higher-valued hindquarter cuts to
the EU. Sinmlarly, for chicken, while the main nmarkets are for breast and deboned
I egs, in China and Hong Kong there is a high demand for | ower-val ued parts such
as feet, neck and wi ngs.

45, In chilled and frozen beef, devel oped countries account for 80 per cent
of world exports. Anong devel opi ng-country suppliers, only Latin America, India
and southern Africa are major exporters. Trade in chilled beef for the fresh
nmarket (prices up to $10,000 per ton) is nore lucrative than trade in the frozen
product, but market opportunities are mainly restricted to Japan (40 per cent
of the total) and the EU.  Frozen beef, on the other hand, accounts for about
70 per cent of trade in this category, but prices are much | ower ($2, 000 per ton)
as much of it is used in further processed products (such as burgers) or sold
to | ower income consuners. The United States is the largest narket, with other
maj or markets (each i nporting nore than 150, 000 tons per annum bei ng the former
Sovi et Union, Japan, the Mddle East, Egypt, and the Republic of Korea.

46. The world market is effectively divided into two parts, the Pacific zone
(including the United States, Japan and the Republic of Korea) and the Atlantic
zone. In general devel oping countries have been unable to export to the Pacific

markets as they are not classified as "zero risk"” in relation to the incidence
of foot-and-nmouth disease. Thus, despite inproved market access conditions
techni cal barriers will continue to prevent trade with sonme of the nore lucrative
mar ket s unl ess exporting countries undertake costly canpaigns (as U uguay has
done) to beconme "zero risk". This nmeans that nost devel oping countries wll
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have to concentrate on narkets such as the M ddl e East/ North Africa, the Russian
Federati on and Eastern Europe, and will have to conpete with EU beef which wll
continue to be sold at subsidized prices in these nmarkets.

47. There is only a small trade in further processed beef products such as
corned beef, other canned cooked products, and smaller vol unes of frozen cooked
products which are demanded particularly in the EU and the United States.
Devel opi ng countries account for 75 per cent of world exports of these products.

48. Trade in chilled and frozen pork is smaller and nore concentrated than for
beef, partly owing to lower world demand (e.g. for religious reasons). A
devel oping country that wants to enter this market would also find strong
conpetition fromfour dom nant, sophisticated, established exporters (accounting
for 75 per cent of world trade): the EU (especially Denmark), Canada, the United
States and Tai wan, Province of China.

49, The nore lucrative trade in chilled pigneat is mainly linited to Japan but
t he hi ghest proportion inported to this market is still in frozen form (70 per
cent); Japan is by far the largest inporter accounting for 45 per cent of world
trade in chilled pigneat and al so pays the highest prices (up to US$ 6,000 per
ton). The other major inmport market is the United States (15 per cent).
O herwise there are few inports into the higher-priced devel oped markets, with
other pignmeat going to "comodity" markets such as Russian Federation and
Eastern Europe, while the Republic of Koreais nowstarting to inport significant
quantities.

50. For a devel opi ng-country exporter, vertical integration of pork production
and processing is often considered the best nmarketing strategy by ensuring
regul ar supplies of consistent high-quality product. At the sane tine, as is
a key feature of the Danish industry, returns shoul d be maxi ni zed by selling cuts
on a nunber of narkets dependi ng upon which market offers the best return for
any particular cut, while at the sane time ensuring that the product is tailored
to meet the requirements of the inporter

51. Wrld trade in further processed pigneat products is especially
concentrated, with the EU accounting for 60 per cent of world exports. For other
countries, exports have been static or even fallen for Eastern Europe and Chi na.
Anmong devel oped countries, only Japan and the United States are | arge narkets.
Countries such as Russian Federation are inporting increasing volunmes of
generally | ow priced products, to supplenent |ocal production

52. Wrld trade in chilled and frozen poultry nmeat has grown by about 20 per
cent per year during the 1990s. This is faster than both beef and pignmeat. Apart
froma large increase in world demand, an inportant factor behind this rapid
growm h i s some domesti c supply shortages, especiallyin Russian Federation, which
is nowthe main inport market taking over 800,000 tons of parts per year. G ven
the growing world market and that poultry production and processing is the
easiest to establish of all the neats, it is probably the nost attractive for
devel oping countries provided there is access to cheap supplies of feed.
Conpetition, however, will be strong fromthe established exporters. Two thirds
of world trade is in frozen chicken parts, especially bonel ess breast for use
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in further processing. Trade in nore lucrative chilled poultry nmeat is very
smal |, but growing, and rmainly confined to Japan; trade in frozen turkey parts
is also rising.

53. Poultry exports are domi nated by devel oped countries. The United States
and the EU provide 75 per cent of the total. Exporters in Brazil, China and
Thail and are well established and their trade is likely to continue to grow as
the EU is forced to cut back on its subsidized exports. Oher than Japan, and
to a snall extent the EU, inports are nainly into transition econom es such as
Russi an Federation and devel oping countries (80 per cent of world trade),
particularly the Mddle East, South-East Asia and South Afri ca.

54, In spite of increased consunmer denand for conveni ence products, the world
market in further processed poultry neat products is snall, amounting to only
about 150,000 tons per annum but this seens likely to rise in future. O the
devel opi ng countries, only Thailand has devel oped a significant export trade in
such products, mainly to neet the i ncreasi ng demand i n Japan. Russi an Federati on
is one of the nmain inporters.

55. O fal such as livers, kidneys, beef tongues and oxtails have a hi gh demand
on some markets, especially in Asia and in sonme EU countries (France and the
United Kingdom). The demand for exotic neats (such as ostrich and other gane
nmeat and venison) is also grow ng. These exotic neats are already offering
i ncreased mar ket opportunities for countries in southern Africa, for exanple.

56. Technol ogy for neat processing is widely avail able on the world nmarket and
is not conplicated for the wearlier stages of processing (slaughter and
cutting/ packaging) but further processing technology is beconming nore
sophi sticated. Geater use of advanced nachinery and equi pnent and gradual
adopti on of nechani zati on and automation will bring down unit processing costs.
Conput er controll ed systens are playing anincreasingroleinrecipe formulation,
| ogi stic and product control systens, including the increasingly inmportant area
of product traceability all the way to the farner

57. Most exanpl es of successful experiences by devel opi ng countries cone from
the poultry sector. Brazil and China, the main exporters of poultry nmeat, benefit
fromcheap feed prices and | ow | abour costs. In Brazil climatic conditions also
help in faster bird growth. Chinese industry benefits from foreign investnent
in the form of joint ventures and its proxinmty to Japan. Anot her mmaj or
exporter, Thailand, has relatively higher costs. This has led major Thai
conpanies to invest in China. Poultry processors in Thailand are changing their
operations towards higher value added itens, including cooked products.

58. In meat processing, particularly in poultry, full integration of the
operation hel ps success. There is a need to control the whole chain fromthe
supply of inputs such as feeds, to the narketing of the product. Sadia, the
| argest exporter in Brazil, and Charoen Pokphand G oup, a Thai conpany i n China,
are exanpl es of successful applications of such strategies. Production of live
birds is either done by the conpany itself or growers under contract, with the
conpany supplying all the inputs and taking the birds. An exanple of a simlar
strategy in the case of pigneat is ajoint venture, Constar in Poland, where feed
and credit are supplied to the farmers by the firm The processing plant is
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designed to conformto United States and EU hygi ene requirenents. The strong
presence of Taiwan Province of China in the chilled boneless pork markets in
Japan can be attributed to high quality, as well as factors such as geographi ca
proximty, cultural simlarities and sonme Japanese investnent in its pigneat
i ndustry.

59. | mportant inprovenents i n packagi ng are bei ng nade i n order to extend shel f
life and increase the scope for processing conpanies to reach their target
mar kets. Al though, in general, branding at the international level is linited,
some distributors (e.g. Sonmitonmo in Japan, Brooke Bond and Princes in the
United Ki ngdom use their own brands on neat produced, processed, packaged and
| abel led in exporting countries.

2. Market access and entry conditions

60. Under the Uruguay Round Agreenents, commitnents have been nade by mgjor
inmporters to reduce tariff barriers for all types of neat. The liberalization
neasures will be inplenmented by 2000 or 2001 by devel oped countries, and by 2004
or 2005 by devel opi ng countries. However, even after the reductions, tariffs wll
remai n substantial. Mreover, the Special Safeguard C ause (SSC), whereby the
gquantity of inports can be controlled if it causes undue market disruption, would
prevent a large increase in inports for a particular narket. Asian countries,
especially Japan and the Republic of Korea, have provided the greatest
concessions on narket access for neat.

61. Tariffs for chilled bonel ess beef in the EUw ||l decline from20 per cent
pl us ECU 4700 per ton to 12. 8 per cent plus ECU 3034 per ton; bone-in pork Iegs,
from ECU 1215 per ton to ECU 778 per ton; bonel ess chicken cuts from ECU 1600
per ton to ECU 1024 per ton. In the United States, Japan and Republic of Korea,
respectively, tariffied duties on beef will decline from31.1 per cent to 26.4
per cent, 93 per cent to 50 per cent (already inplenented), and 44.5 per cent

to 40 per cent. In spite of the subsidy reduction conmtnents, the EU in
particular will continue to export |arge anmounts of subsidized neat, with the
exception of poultry, even after 2000. Nevertheless, eventually, subsidy
reductions will have a significant bearing on world trade and provide sone

opportunities for developing countries in third markets. Since nost devel opi ng
countries have historically refrained fromsubsiding their exports, they are in
a better position to gain fromthe Wuguay Round Agreenments. This also applies
to exporters in sonme of the major devel oped economi es such as Australia and even
the United States as exports under its Export Enhancement Progranme (EEP) were
never substanti al.

62. In the Uruguay Round Agreenents, devel oped countries in particular have
been reluctant to increase market access in order to protect their donestic
i ndustries, some of which are high-cost. One issue is that, while inport tariff
rates are now bound within the Agreenents, tariffs have only been lowered in a
few i nstances, and in sonme others they have actually been rai sed conpared with
the early 1990s. Wile sone countries, particularly in Asia, have increased
preferential access for neat under the Agreenents, actual inports have already
of ten exceeded their Uruguay Round conmitnents.
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63. I ncreased stringency of technical regul ations offsets sone of the benefits
from the Uruguay Round Agreenents on tariff and export subsidy reductions

Sonetimes countries set national norns above accepted i nternational requirenents
covering areas such as food safety, aninal disease, product conposition (e.qg.
in further processed neat products), packaging, |abelling and presentati on and
shortening of acceptable shelf life (which can place inported products at a
di sadvant age especially for chilled itens).

64. Under t he Uruguay Round Agreenents, the Sanitary and Phyt osanitary Measures
(SPS) and the Agreenent on Technical Barriers to Trade (TBT) set out such
i nternational standards. Wile additional stringency in national |legislationis
al lowed, it nust be based on scientific evidence and not seen as a protectionist
nmeasure. Under the Wuguay Round Agreenents, procedures have been introduced
wher eby exporters are now allowed to chall enge sone of the inmporting country's
technical regulations if they are perceived to be a protectionist nmeasure.

65. The main technical barriers for many countries, especially those of
devel opi ng countries, are in the area of ani mal health. Another inportant issue
is standards for hygiene and sanitation at meat processing plants. Exporting
countries have to neet the requirenents of the inporting country. A key area
affecting chilled and frozen beef in particular relates to foot-and-nouth
di sease. Requirenents for North America and the Asia region are so tight that
t hey have excl uded South Anerican and African countries fromexporting to this
region. For foot-and-nouth di sease and cl assical sw ne fever, the principle of
"m ni mumrisk"” has not been found adequate and the principle of "zero risk" has
been adopted. The SPS allows for a zoned approach, whereby a product can be
exported froma di sease-free area of a country that may not be totally disease-
free, provided effective controls between the two areas are in operation. This
coul d have naj or benefits in the future for exporting countries previously barred
from nost Asian markets. However, there have been reports of major disease
out breaks, especially in East Africa, due to budgetary cutbacks that have
affected extension services and the availability of drugs and vacci nes.

D. Tropical beverages

1. Market opportunities

66. G obal trade in tropical beverages - tea, coffee, cocoa, and chocol ates -
is estimated at roughly US$29 billion in 1995 (see table). It is a sector narked
by strong price and volunme fluctuations.

67. d obal coffee consunption grew nodestly from94 million bags in 1990 to
98 nillion bags in 1996. Mdire than three quarters of world coffee consunption
takes place in the inporting countries, |ed by Western Europe (36 per cent) and
the United States (19 per cent), which are both mature markets. In the main
cof f ee-consum ng countries, over 75 per cent of coffee is consunmed as roasted
and ground, 20 per cent in soluble forms and the rerai nder in products derived
fromcoffee extracts. Sol uble coffee consunption is fairly stable in the mature
cof fee markets but has increased sharply in the emergi ng markets of Asia and the
Pacific and to a | esser extent in Central and Eastern Europe and Sout her n Eur ope.
Ready-to-drink coffee is consumed mainly in Asia, with some consunption growth
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seen recently in the United States. Russian Federation and China hold the
greatest potential as inconme per capita increases and the shift in tastes from
tea to coffee continues.

68. Gowing niche markets for specialty coffee include Japan for gourmnet
varieties, and the United States where, despite a generally falling demand for
coffee due to health considerations, the demand for gourmet/specialty coffee is
projected to surpass US$3 billion by 1999. Mst of the market growth for gournet
varieties has been for single-origin products such as Kenyan and Col onbi an
coffee. I n Japan and Sout h- East Asia, there is a growi ng demand for canned and
ready-to-drink coffee.

69. Over 90 per cent of coffee traded on the international nmarket is in the
form of green beans. The bul k of coffee processing, both roasting and sol uble
manuf acture, takes place in coffee-inporting countries. Soluble coffee trade
(5 per cent) is larger than roast and ground (3 per cent). Latin Arericais the
nost i nmportant exporting region for coffee, accounting for nore than half of
total exports. In the past decade, African exports have fallen while those from
Asia have increased by about 30 per cent. Brazil and Colonbia are the main
exporters of soluble coffee and coffee extracts.

70. Col onbi an coffee has been particularly successful in establishing a brand
i mpmge. The Federaci én Nacional de Cafeteros does the pronotion through
advertising canpaigns using their |logo attached to a "100 per cent Col onbi an"
| abel . For instance, to establish a brand image, the |abel and | ogo appear on
roast and soluble coffee, as well as on cups, napkins, and sugar packets which
acconpany Col onbi an cof f ee.

71. In the world trade of cocoa and cocoa products, in terns of bean
equi val ents, beans account for slightly less than half of the total, chocol ate
products for 20 per cent, cocoa butter for 14 per cent, cocoa powder and cake
for 12 per cent, and cocoa liquor for 6 per cent. Concerning exports fromcocoa-
produci ng countries, however, beans nake up 79 per cent, cocoa butter 10 per
cent, cocoa powder 7 per cent, cocoa |iquor slightly Iess than 3.5 per cent, and
chocol at e and chocol ate products | ess than 1 per cent. Cocoa-produci ng countries
account for about one third of world trade i n cocoa powder and cake. In the case
of chocol ate and chocol ate products, their share in world trade is | ess than two
per cent. This is a reflection of the overwhel mi ng donm nance of the inporting
countries in cocoa processing and cocoa-based industries. Anong produci ng
countries, Cote d'Ivoire, Brazil and Ecuador are the | argest exporters of cocoa
liquor; in the case of cocoa butter, the largest exporters are Ml aysia,
Cote d'Ivoire, Brazil and Indonesia; for cocoa powder and cake, Brazil, Ml aysia
and Cote d'lvoire cone top. Brazil is by far the | argest exporter of chocol ate
anong produci ng countries, followed by Mal aysi a, Mexi co, I ndonesia and Col onbi a.
The boom ng donestic nmarket for chocol ate in Brazil has contri buted considerably
to the expansion of the industry and exports.

72. Wrl d demand for cocoa has been growi ng at about 3 per cent per year, and
this trend i s expected to continue over the next decade. G owh in najor markets
of Western Europe and North Anerica is likely to sl ow down, but this is expected
to be count er bal anced by expansion in the emergi ng markets of Asia, Latin Arerica
and Central and Eastern Europe. Conpetition anmong najor producers of cocoa
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products has led to the developrment of an increasing range of innovative
products, such as chocol at e-cont ai ni ng snacks, which are then heavily adverti sed
wi t h brand nanmes. The i ntroduction of new products whi ch contain cocoa conti nues
but the trend for these products is to have a | ower cocoa content.

73. Most tea is traded internationally in bul k. Again, packaging, blending and
further processing takes place usually in inmporting countries. The main tea
exporters are Kenya and Sri Lanka, followed by China and India. The major
importing markets are Russian Federation, the United Kingdom Japan and the
United States, which together account for half of the consunption in the
i mporting countries. The proportion of packaged tea inports tends to be under
10 per cent, with the majority of packaged trade taking place within the EU.
Exports of instant tea by tea-producing countries is small; by way of conpari son

the United States produces about three times nore than the totality of these
exports. Instant tea, which is mainly sold in vending machines and tea mi xes,
is produced in only three tea-growing countries, India, Sri Lanka and Kenya. The
ready-to-drink tea market is largely confined to the United States and Japanese
mar ket s, al though there has recently been sone growth in consunption in Europe,
especially Switzerland and Italy, and in the Far East. Wrld consunption of
specialty teas, including flavoured teas, green tea, oolong tea and herbal and
fruit teas, is expected to rise considerably. Geen tea is likely to take over
sone market share from herbal and decaffeinated teas, although it may have an
i mpact in the black tea market as well.

74. Consunption patterns for tea differ anmong nmarkets. For exanple, in the
| argest European market, the United Kingdom tea bags account for the bul k of
the market. In the United States, ready-to-drink tea such as iced tea accounts
for an estimated 50 per cent of the market by value. Herbal and green teas
account for about 30-35 per cent of the market and 8-10 per cent is nade up of
specialty (including green) teas. The nmarket in Japan, itself a tea-producer
is the largest in the world in terns of sales value. The black tea nmarket is
domi nat ed by ready-to-drink teas, accounting for 80 per cent of the sales in the
bl ack tea market.

75. d obal tea consunption has largely stabilized and i s expected to i ncrease
by about 1 per cent annually in the next fewyears. A though tea still dom nates
beverage consunption in Central and Eastern Europe and the Asia and Pacific
region, it has been losing ground to soft drinks and soluble coffee. The
expansion of specialty tea consunption in the United States, Japanese and
European markets has taken place at the expense of regular tea sales, and
t heref ore does not add to gl obal tea demand. This trend i s expected to conti nue.
I ncreased consunption of ready-to-drink tea which has already proved popul ar in
the United States and Japan, however, adds to total tea sales by taking narket
share away from soft drinks. Ready-to-drink sales are expected to expand in
Eur ope and the Asia and Pacific region. Herbal tea m xes and green tea are likely
to undergo consi derabl e expansion owing to their beneficial health properties.
Fl avoured teas may al so enjoy sonme success on the back of herbal teas.

2. Mar ket access and entry conditions

76. Tariffs on coffee, cocoa and tea inports into consum ng countries are
becom ng | ess problematic to origin countries. As a result of the Uruguay Round,
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tariffs on these products will be reduced by 35 per cent in North Anerica and
29 per cent in Western Europe. Exporters fromorigin countries face lower tariffs
under the generalized system of preferences. Mreover, the ACP countries face
zero tariffs inthe EU. In spite of tariff reductions as a result of the Uruguay
Round, however, the post Wuguay Round bound rates will continue to display
considerable tariff escalation for processed products, particularly in the EU
and Japanese markets. For exanple, in the EU and Japan, while raw coffee and
cocoa Will enter duty free, bound tariffs on instant coffee will be 9 per cent
and 8.8 per cent, respectively. For cocoa powder and chocolate, the tariffs wll
be, respectively, 8 per cent and 12 per cent (plus specific duty) in the EU
and 12.9 per cent and 21.34 per cent in Japan. |In many grow ng Asian markets,
i ncluding the Republic of Korea, Taiwan Province of China, Thailand and the
Phi |l i ppines, high tariffs are used to protect donestic industries.

77. Al t hough the growi ng trade i n cocoa butter and ot her cocoa products as wel |
as bulk soluble coffee suggests that there is scope for origin countries to
i ncrease the production and export of such products, these markets are highly
price-conpetitive and there is excess processing capacity. Success in tapping
markets, particularly for processed products, depends on many factors apart from
protectionism These include quality requirenments, labelling and health
regul ati ons for processed products, as well as the need for market information
and contacts.

78. Increased enphasis placed on rigorous quality control for processed
products is one factor whi ch nmakes exporting of such products considerably nore
difficult than that of raw material. For exanple, concerns by inporters about
impurities in cocoa butter or liquor fromorigin countries deter such exports

Wil e there are no health regul ati ons which deal specifically with coffee, tea
and cocoa, in nost consunming countries there are regulations which forbid the
i mportation of any food which is “unfit for human consunption” or unsound and
unwhol esomre. Coffee, tea and cocoa at the point of sale, or at the point of
i mport, if shipped pre-packed, nust also satisfy labelling requirenents.

79. Labelling requirenments differ anong narkets. In the case of the EU
| abel I i ng requirenents stipulate that the ingredients (including additives), net
wei ght, producer's nanme, country of origin and "best before" date nust be placed
on the wrapping of the end product, and in the |anguage of the export narket.
The nost exacting food and health regul ations are applied in Japan, where the
regul ations dealing with the inport of foodstuffs are extrenely conplex and
det ai | ed.

80. Mar ket information and contacts are particularly inportant for exporting
processed cocoa products because they are generally tailored to the needs of an
i ndi vi dual custormer. Trade is also nore conplicated as contract terns for

processed products depend on negotiations between buyers and sellers and vary
fromconpany to conpany. There is no equivalent to the standard contracts which
are used for trade in raw material s.

81. Three additional factors create difficulties for producers of fina
products in the origin countries regarding market entry at the retail |[evel
These are: (a) Blending - Consum ng country processors use raw materials from
several origins to neet the varying specifications of end-users/consunmers. This
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wor ks agai nst processors at origin, since they are often constrained to use the
raw material available locally; (b) Packaging - Tea and roast and ground coffee
quickly deteriorate if they are not correctly packaged. Wiere they are to be
packaged for retail sale, this places high quality demands on ori gi n processors;
(c) Industry concentration - H gh levels of industry concentration nake it
difficult for origin processors to gain nmarket access. For exanple, ten mmjor
conpani es dom nate the world cocoa processing industry.

82. In some cases, transnationals have established joint venture operations
whi ch secure market entry. For exanple, Nestlé operates instant coffee plants
in Cote d' lvoire, Brazil, Indonesia, Thailand and Chi na. For independent sol uble

cof fee manufacturers in origin countries, a nunber of specialized trading
conpani es act as intermedi ari es between processors and retailers, and in nmany
cases these conpanies also provide technical assistance to assist the
manuf acturers in gaining market access. Plants have al so been established by
maj or transnational conpanies in cocoa processing. The majority of successful
| arge cocoa-processi ng operations in cocoa-producing countries is in the hands
of the transnationals - at least on a joint venture basis. For exanple, Cacao
Barry operates processing facilities in Cdéte d'Ivoire and Caneroon, the Hosta
group have processi ng operations in Ghana, Cargill and ED & F Man have processi ng
operations in Brazil, and Mars have recently opened an operation in |Indonesia.
In Asia, the origin processors tend to be nore independent and supply
manufacturers within the region. In the production of instant tea as well
transnationals play a crucial role in the origin countries. O the four instant
tea processi ng operations in devel opi ng countries, only one, Tata Tea, in India,
is not a subsidiary of atransnational or forei gn-owned. Nestlé operates another
plant in India, Unilever in Sri Lanka, and Janes Finley in Kenya.

83. Al t hough brand nanes are general ly associated with transnationals, alarge
scal e and high quality of production is conducive to the creation and acceptance
of brands from devel oping countries, as illustrated by the experiences of

packaged tea exports fromlIndia and Sri Lanka, and single origin coffee brands
from Col onbi a and Kenya

84. The successful exporters of sol uble coffee, Brazil and Col onbi a, devel oped
these industries in the 1970s when price conpetition was not as intense as it
is currently. Moreover, the high capital costs have often been met by virtue
of being part of large trading conpanies or joint ventures with foreign
i nvestors. In Colonbia, Colcafe is a subsidiary of Colonbia s |argest food
manuf act uri ng operation, whil e the Federaci 6n de Caf et oros operates the country’s
only freeze-dried facility. The recently opened | ndonesi a sol ubl e plant i s owned

by the | argest coffee exporter and two Japanese conpanies. It is also inportant
to exploit the considerabl e econom es of scale in soluble coffee production. In
Brazil, and to a | esser extent in Col onbia, supply agreenments with United States

rosters that al so provided the technol ogy and expertise, have been instrunental
inthis respect. The soluble coffee produced was guaranteed to the United States
roaster for a period of tine, usually 10 years. Wth the subsequent nove away
fromspray-dried soluble coffeeinthe United States, Brazilian exporters reached
supply deals with the state trading conpanies in the forner USSR, thus
mai nt ai ni ng security of markets.
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85. Cover nment assi stance al so played an i nportant role in several successfu

experi ences. Exporters of packaged tea, for exanpl e, benefited froml ower export
taxes and governnment subsidies in India and Sri Lanka. Simlarly, in Codte
d Ivoire, export tax on soluble coffee is |lower than that on green coffee.

86. Origins that have been npst successful in exporting processed products are
those that have large domestic nmarkets and whose processing operation is not
total |y dependent on export markets. This can be said of Brazil, Col onbia, India

and I ndonesia. Processing for the donestic nmarket has the added advant age t hat
a proportion of the |l ess sought after rawnmaterials can be processed and mar ket ed
internally, which raises the quality of exported cocoa and coffee beans and
generates a price premium on the international narket. Exports to large or
grow ng regi onal markets, where the quality of packaging is not as great a factor
as in the devel oped-country markets, and nenbership in a regi onal trade grouping
have al so generated successful experiences.

I11. GENERAL CONCLUSI ONS AND QUESTI ONS FOR DI SCUSSI ON
A. Ceneral conclusions

87. The review of narket opportunities and constraints for vertica
diversification in four subsectors of the food processing sector in devel opi ng
countries has reveal ed a nunber of conmon el ements besides the specificities of
each area. These conmon el enents are sunmmarized in the follow ng paragraphs.

88. Current opportunities for export in processed products covered in this
report are identified principally in three groups of countries. The first
relates to nmarkets expanding as a result of increased inconmes, especially
devel opi ng countries such as those in South-East Asia. The second conprises
econonmies in transition, such as the Russian Federation and countries in
East ern Eur ope. Thirdly, there are those devel oped countries and advanced
devel opi ng countries which are experi enci ng changing lifestyles, and where denand
for processed conveni ence goods provi des significant potential niche nmarkets for
suppliers who are able to identify innovative or new products.

89. Tariff barriers have been considerable, particularly in the pre-U uguay
Round setting. However, they have not prevented t he success of various countries.
Mar ket access privil eges have been effective only in sone cases for pronoting
mar ket entry. The reduction of agricultural subsidies (whichwll, nevertheless,
continue to sone extent) by major developed countries is likely to be nore
critical than the reduction of tariff rates for devel opi ng-country exporters
conpeting with devel oped countries. Regional trade blocs are also helpful in
expandi ng trade.

90. Market entry is generally nore difficult for processed products than for
raw materials owing to the nore conpl ex and exacting requirenents that exporters
nmust conply with for processed products. These requirenents cover quality and
heal t h consi derations as well as | abelling rules, which may differ significantly
anong markets. The predom nance of established transnational conpanies in
production and trade al so makes market entry difficult for individual devel opi ng
country firms. In this context, links with transnationals or with inporters in
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t he consumi ng nmarkets, in the formof joint ventures, supply agreenents, and the
use of trading houses, have been instrunmental in many successful experiences.
Success al so hinges on reliability of supplies which need to be available at
specific times in large quantities and of honbgeneous and consistent quality.
This may require considerable organizational and |ogistical expertise.
Ceographi cal or cultural proximty to the consum ng market, in general, helps
in gaining market access. Simlarities in tastes and cultures are inportant
factors in this regard. Market segnentation, whereby different export markets
are supplied with different products, is a strategy often followed in order to
maxi m ze returns.

91. A large donestic nmarket is conducive to the devel opment of processed
exports. This opens up possibilities for benefiting fromeconomn es of scale, and
hel ps firms in using different grades or varieties of rawmaterials and processed
products for local and forei gn nmarkets. Sub regi onal markets can be a first step
for exporting processed foods.

92. Brand nanes nmay help in increasing earnings, but having them recognized
and accepted is difficult and costly. It also requires a concerted effort by
producer associ ations and/ or governments. Investnment costs are significant for
the establishment of viable processing plants and for undertaking marketing
efforts. Governnental assistance such as tax breaks and subsidies as well as
t echnol ogi cal assi stance have been hel pful in the establishment of successfu
processi ng operations in some instances.

B. Questions for discussion

93. Inthe light of these general concl usions, the experts may wi sh to consi der
whi ch of the successful experiences nmentioned in the report - as well as other
cases presented by the participants in the Meeting - can be replicated by those
countries that have, so far, been unsuccessful, and point out the specific
conditions that need to be fulfilled in this respect. They may w sh to include
the follow ng issues, grouped under three broad headi ngs, anbng the areas in
whi ch they would formul ate practical proposals for enterprises, governnents of
exporting and inporting countries, and intergovernmental organizations:

1. Market access conditions related to the Uruguay Round

(a) VWhat newopportunitiesinthe export-oriented food processing sectors
of devel opi ng countries do you perceive to have been generated by the concl usion
of the Uruguay Round? What needs to be done by corporations and governnents to
better take advantage of this new franework?

(b) VWhat types of information, to be provided by governnents and
i ntergovernnental organizations, are necessary if exporters from devel opi ng
countries are to identify, analyse and capture market opportunities and niche
markets, and establish business contacts? \What tools do devel opi ng-country
exporters need to nmake full use of the available infornmation?
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2. Corporate strategies for seizing market opportunities

(a) What kinds of partnerships (strategic alliances, joint ventures,
direct investment, nergers and acquisitions) and of activities (production,
marketing) in the specific subsectors work best to pronote exports and devel op
donestic supply capacity?

(b) VWhat are the optinmal marketing strategies to be pursued in different
markets, in particular new and energing ones?

(c) VWat are the prerequisites, including market and product
characteristics, for launching brand nanes, images or |abels?

(d) Can formal and/or informal cooperation, such as exporters
associ ations, reduce the costs associ ated with producti on and exporting? |f so,
how can such cooperation best be established?

3. Donestic conditions and related policies

(a) Under what conditions, and how, can the donestic market be used as
a "platform from which to generate, or expand, exports? Wiat steps could be
taken to launch economically viable export-oriented operations when donestic
markets are smal |l ? I n particul ar, howcan i ndi genous food processi ng be devel oped
into viable exports?

(b) VWhat are the best ways to ensure exporters’ understandi ng of, and
conpliance with, quality, health and environnental requirenents in inporting
mar ket s?

(c) What shoul d the exporting and inmporting country governnents, trade
associations and individual firms do, in particular, to establish systens
conforming to the Hazard Analysis Critical Control Point (HACCP) principle?

(d) How can appropriate |ocal technol ogi es be devel oped that neet the
quality, health and environmental requirenments in inmporting markets, or is it
preferable to transfer existing technol ogi es?

(e) How can |inkages with conpl ementary sectors be pronoted to devel op
i ndustrial clusters which would | ower input costs, support processing equi pnent

i ndustry and inprove marketing? How can forward and backward |inkages be
enhanced?
(f) In the light of budgetary constraints, what are the priority areas

where governnent involvenent and support is needed to augnment export oriented
food processing?



