
For foreign enterprises in the food and beverage industry, the Chinese market has never 
seemed so appetizing. Demographic changes are forging a wealthier population that is 
increasingly demanding a more diverse set of food options. However, the challenges of 
operating in China can be enormous. Faced with keen competition, a lack of supply chain 
transparency, a complicated regulatory environment, and inconsistent regulatory treatment, 
foreign firms may greatly benefit from a prudent stakeholder-communications strategy.  
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complicated and demanding communications issues that 
can have an impact on their futures. 
 
With operations in 25 countries and over 400 experienced 
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on high-stakes financial, corporate and public affairs 
communications.  

We also offer market- and industry-tailored sociopolitical 
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foundations for targeted communications strategies across 
Greater China.  
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Understanding the growth potential for the Chinese food and beverage industry –  and 
therefore the opportunities for food retailers, wholesalers and distributors – is as simple 
as recognizing a few key trends in food consumption, sales and transport.  
 
Consumption Trends 

In terms of consumption, China’s population is growing wealthier and spending more on 
food and beverages. But it is spending less on food and beverages as a percentage of total 
expenditures.  
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Plentiful Opportunities 

*Except where specified, all statistics in this report come from annual data of the NBS 

2005 2011 Change 

Annual Disposable/Net Household 
Income Per Capita (Yuan) 

Urban 10,493 21,809.8 +108% 

Rural 3,254  6,977.3 +114% 

Annual Household Food 
Expenditures Per Capita (Yuan) 

Urban 2,914.4 5,506.3 +89% 

Rural 1,162.2 2,107.3 +81% 

% Cash Spent on Food Urban 36.7 36.3 -1% 

% Consumption Spending on Food Rural 45.5 40.4 -11% 
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With more money to spend on food, but less burdened by 
food expenditures, Chinese consumers have been 
diversifying their food consumption to include more of 
foods with higher protein values. This diversification is part 
of a longer term trend that has slowed in urban areas in 
recent years but that continues strongly in rural areas.  
 
However, urban consumers are dining out more than they 
ever have before, signaling significant opportunities for 
urban restaurants. Large recent changes  include: 
 
 
 
Urban Per Capita Annual Purchases (2005-2011) 
 

• Poultry: 9 to 10.6kg, up 18% 

• Aquatic Products: 12.6 to 14.6kg, up 16.5% 

• Milk: 17.9 to 13.7kg, down 23.5% 

• Dining Out: 607.2 to 1,183.2 yuan, up 94.8% 
  
Rural Per Capita Annual Consumption (2005-2011) 
 

• Grain: 208.9 to 170.7kg, down 18.2% 

• Fresh Vegetables: 102.3 to 89.4kg, down 12.6% 

• Poultry: 3.7 to 4.5kg, up 23.7% 

• Milk/Processed Goods: 2.9 to 5.2kg, up 80% 

• Fruit/Processed Goods: 17.2 to 21.3kg, up 23.9% 
 

Per capita spending by urban residents on dining out 

Per capita fall in rural grain and vegetable consumption 

Growth in wholesale and retail 
 
Both the wholesale and retail food markets in China are 
growing rapidly. From 2009 to 2011, the total sales value 
of farm produce and livestock wholesalers rose by 64 
percent, while the sales value of food, beverage and 
tobacco wholesalers grew 54 percent.  
 
In the same period, retail growth rates were just as 
spectacular with supermarket sales rising 32.3 percent 
and sales of food, beverage and tobacco retailers rising 
61.8 percent. This is despite a 17.5 percent decline in the 
number of food, beverage and tobacco stores. 
 
Unsurprisingly the growth in dining out has been a boon 
to catering establishments, with revenue from meals 
rising 40.7 percent since 2009. 
 
  

2009 
100m yuan 

2011 
100 m yuan 

Change 

Wholesale Sales of  
Produce/Livestock 

3,034.3 4,997.7 +64% 

Wholesale Sales of 
Food/Bev/Tobacco 

15,374.6 23,675.3 +54% 

Supermarket Sales 5,701.4 7,541.6 +32.3% 

Retail Sales of 
Food/Bev/Tobacco 

728.3 1,907.5 +61.8% 

Revenue from 
Meals in Catering 

2,441.3 3,433.8 +40.7% 
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Opportunities for Food Distributors 

In recent years, there has been significant growth in the networks of all transport modes in China. There has also been an 
expansion in logistics segments that support food distribution. On the one hand, these changes have facilitated China’s 
changing consumption habits. On the other, since food still takes up well over one-third of total expenditures in both urban 
and rural China, food consumption drives expansion of transport and logistics networks.  

Transport Mode 2011 
10,000km 

2005 
10,000km 

Change 

Highways 410.6 334.5 +22.7% 

 – Expressways 8.5 4.1 +107% 

Inland Water 12.5 12.3 +1% 

Railways 9.3 7.5 +23.6% 

– Electrified Rail 3.43 1.9 +76.8% 

Civil Aviation 349.1 199.9 +74.7% 

– International 149.4 85.6 +74.6% 

China’s most recent five-year plans for railway development 
and for transportation and logistics call for a continuation of 
these trends through 2015. Key goals include: 
 
• Highway network expansion to 4.5 million km, up 13% 

• Expressway network expansion to 108,000km, up 45.9% 

• Expansion of the rail network to 120,000km, up 29% 

• Rise in rail freight volume to 5.5 billion tons, up 40% 

• Rise in civil aviation airports to at least 230, up 31.4% 
 
Unsurprisingly, expressways, electrified railways and civil 
aviation – transport modes that allow rapid delivery of fresh 
products across long distances – have grown the fastest.  
 
At the same time, China is experiencing a rise in cold chain 
storage and transport capacity as well as in general storage 
and warehousing – business segments that facilitate the 
transport of perishables and non-perishables alike.  
 

Cold Chain Logistics 
 
According to ReasearchInChina’s 2013 Cold Chain Logistics 
Industry Report, output of refrigerated vehicles grew 13.8 
percent in 2011-2012, while gross volume of cold storage in 
China grew by 20 percent in the year prior to 3Q2012. Over 
60 percent of volume is concentrated in East China, 
indicating opportunities for expansion in other regions. 
 

Storage and Warehousing 
 
IBISWorld’s Storage and Warehousing in China report states 
that storage and warehousing revenue has been growing at 
an annualized rate of 7.4 percent in the five years through 
2013 and is expected to total US$19.1 billion (approx. 117 
billion yuan) this year. 
 
Food distributors who seize the potential of these changes 
will be successful players in the evolving Chinese market.   

       Expansion of China’s transport networks (2005-2011) 

Most of China’s cold chain volume is in congelation. 
Source: ResearchInChina 
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Persistent Challenges 

Faced with the opportunities for business growth in China, some foreign firms overlook the many significant challenges that 
remain for those who operate in the country. For companies in the food and beverage industry, challenges include a strong 
set of local competitors, a lack of supply chain transparency, a complex regulatory environment, and the possibility that 
regulations will be applied or enforced inconsistently. 
 
Fierce Competition 
 
Competition is one of the most fundamental challenges foreign firms face in China. China’s agricultural productivity is 
relatively high, while the technological barriers to entry into the production of most food products are relatively low. At the 
same time, China’s 2011 producer price index for farm products was at its highest since 2007, putting pressure on the 
bottom lines of all firms in the industry and increasing the need to win market share from a large number of competitors. 

In 2011, the National Bureau of Statistics’ numbers for firms with 
core revenue of at least 20 million yuan alone included: 

• 1,785 state-owned farms with 6.4 million hectares sown; 

• 20,895 food processing firms and 614 state-owned firms; 

• 6,870 food manufacturers and 284 state-owned firms; 

• 4,874 beverage manufacturers and 271 state-owned firms. 
 
Additionally, the Ministry of Commerce’s Guiding Opinions on 
Promoting Scientific Development in the Catering Industry claims 
that China had a total of 400,000 catering firms by the end of 2010. 
 
One way of demonstrating the challenge of competition is to 
examine the number of foreign firms that occupy the top-five 
positions in food and beverage sub-industries. At most one of the 
top-five firms recorded by IBISWorld market research is a foreign-
invested enterprise in the following categories: 

• Full-service Restaurants 

• Bottled Water Production 

• Wine Production 

• Canned Food Production 

• Dairy Product Production 

• Bread/Bakery Product Production 

• Frozen Food Production 

And, in sub-industries where foreign firms are highly competitive, 
such as Supermarkets (3 of 5)  and Juice Production (2 of 5), local 
firms are among China’s most successful names. For every Wal-
Mart, there is a Lianhua, and for every Uni-President there is a Wa 
Ha Ha. Foreign companies that wish to thrive must develop ways to 
express the advantages of their products over those of competitors. 

Even in the sub-industries where foreign 
enterprises are highly competitive, powerful local 
brands command a strong share of the market 
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Supply Chain Problems 
 
According to an October 2012 study by Pew Research, 41 percent of the Chinese public believes that food safety is a “very 
big problem” in the country. Due to the degree of attention that the local population pays to this issue, it is unsurprising that 
food-safety crises caused by supply chain problems can be highly damaging to the reputations of foreign food and beverage 
suppliers. They are also among the most difficult to predict, due to the high number of local sources of pollution and 
contaminants and a lack of supply chain transparency.  
 
Lack of Transparency 
 
In 2013, China created the China Food and Drug Administration partially out of frustration at the pervasiveness of food 
safety problems in the country. A major purpose was to increase regulatory efficiency in food and drug safety monitoring.  
 

However, the sheer number of contributors to China’s food 
supply chain makes monitoring suppliers difficult.  In 2011, firms 
with an annual revenue of at least 20 million yuan alone 
numbered: 

• 20,895 for firms that process food from agricultural products; 

• 6,870 for firms that manufacture food; and 

• 4,874 for firms that manufacture beverages. 

These numbers may be a poor determinant of the possible 
number of suppliers. They do not account for smaller industrial 
producers, nor do they account for the portion of China’s 266 
million-strong agricultural workforce that supplies food through 
small farms. 
 
Recent Crises 
 
Examples of local food safety crises involving foreign firms are 
numerous. Recent examples include: 
 
• December 2012: Officials in Shandong, Ningbo and Shanghai 

investigate KFC suppliers over excessive antibiotics in 
chickens. 
 

• June 2012: Beijing food safety officials find high benzopyrene 
and cadmium levels in Wal-Mart-sold sesame oil and squid. 
 

• June 2012: Dazhou Animal Husbandry Department accuses 
Wal-Mart of selling ribs made from diseased pigs. 
 

• March 2013: Suzhou authorities accuse a local partner of 
Switzerland’s Hero Group of selling expired baby formula 
from an unknown source. 
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Import and Export Control 

The Ministry of Commerce, the General Administration of Customs, and 
the General Administration of Quality Supervision, Inspection and 
Quarantine are China’s gatekeepers, determining which food and 
beverage products may be imported and exported, handling customs 
formalities, and giving products passing or failing grades at the border. 
Food importers must be licensed, imports must be registered and many 
products must undergo automatic inspection.  
 
The Ministry of Commerce is also in charge of determining industries in 
which foreign investment is encouraged, restricted or prohibited. 
 
Food Safety 

The China Food and Drug Administration is the main food safety 
regulator and is empowered to grant licenses to producers, distributors, 
caterers and additives makers. It also conducts inspections and works 
closely with the National Health and Family Planning Commission, which 
sets food safety standards.  
 
Domestic Operation and Market Competition 

The State Administration of Industry and Commerce is tasked with 
regulating business operations and supervising the market and tends 
handle complaints about non-competitive practices that are not related 
to price. The National Development and Reform Commission often takes 
the lead in controlling price-related anti-competitive practices. The 
Ministry of Commerce plays an important role in mergers and 
acquisitions and in investigations into foreign subsidies and dumping. 

Local Supervision or Regulation 

On a day-to-day basis companies interact with firms on the provincial, 
municipal, and sometimes lower administrative levels. Regulations often 
differ between localities. For example, Beijing’s food safety regulator has 
decided to blacklist proven food safety violators, but Hunan has taken a 
relatively light approach, even in the wake of revelations that the 
province was the source of cadmium-tainted rice in February 2013.  

Beijing headquarters of the China Food and 
Drug Administration, China’s chief food and 
drug safety regulator. Photo: Xinhua 

 
Complex Regulatory Environment 
 
In the best of times, regulation can make China a difficult market to operate in. The World Bank’s 2013 Doing Business 
project, which measures business regulations worldwide, generally ranks China 91 out of 185 economies. Moreover, China 
ranks 100, 151 and 181 in terms of protecting investors, starting a business and dealing with construction permits.  
 
Within this business environment operate a long list of regulatory agencies that often have overlapping mandates. For 
foreign firms in food and beverages, the shortlist of regulators to keep track of (see box on next page) include agencies that 
control food product importation, that monitor food safety and quality, and that maintain the competitive landscape.    
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China Food and Drug Administration (CFDA) 
• Makes food safety plans and drafts and enforces food safety regulations; heads general food safety 

inspections and testing; responds to emergencies; and licenses food, beverage and drug firms  
 
General Administration of Chinese Customs (GACC) 
• Frontline border-control agency with responsibilities including duty collection, customs control, 

supervision and management of bonded operations, IPR protection, and fighting smuggling 
 
General Administration of Quality Supervision, Inspection and Quarantine (AQSIQ) 
• Takes charge of entry-exit inspection, quarantines, import-export food safety, standardization, and 

enforcement; handles registration of food importers and agents; and regulates packaging production 
 

State Administration of Industry and Commerce (SAIC) 
• Exercises influence over businesses through market regulation dealing with enterprise registration, 

competition and trademarks; and punishes counterfeiting, faking and inferior quality 
 
State Administration of Taxation (SAT) 
• Drafts and implements tax regulations and laws in coordination with the MOF; organizes tax 

collection reforms; and manages tax collection and tax rebates for import and export commodities 
 
 
 
 
 
 

Ministry of Agriculture (MOA) 
• Sets agricultural policies and standards; regulates crop production, animal husbandry, fisheries, and 

rural enterprises; and conducts quality supervision and certification of some agricultural food products  
 
Ministry of Commerce (MOFCOM) 
• Regulates imports, exports and FDI; regulates M&A involving foreign investors; may determine whether 

a product is approved for importation; and may conduct foreign subsidy or dumping investigations 
 

Ministry of Finance (MOF) 
• Conducts policymaking for public financing and debt, government budgeting and expenditures, and 

revenue and tax reforms; and works with the SAT to develop the tax policy environment that firms face  
 
Ministry of Transport (MOT) 
• Plans and regulates road, railway, water and air transportation; and supports food and beverage 

industry development by facilitating transport and logistics network development 
 
National Development and Reform Commission (NDRC) 
• Coordinates development planning and policymaking across the economy; drafts and implements 

policies that affect economic performance; and guides economic and market restructuring  
 
National Health and Family Planning Commission (NHFPC) 
• Has wide-ranging duties in general health regulation, education and emergency response; and works 

with the CFDA to set food safety standards that are the basis for CFDA and AQSIQ inspections 

* State Council organizations are created to handle specific topics. Their leaders may attend State Council meetings irregularly.  
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Inconsistent Regulation and Enforcement 
 
Unfortunately for foreign firms, navigating China’s regulatory environment is only part of the regulatory story. They must 
also take into account inconsistent application or enforcement of rules. In fact, for the past five years, “Inconsistent 
Regulatory Treatment/Unclear Laws” has been among the top-six China business challenges recorded by the American 
Chamber of Commerce in its China Business Climate Surveys. Fairness in obtaining licenses has also consistently been a top 
challenge. In 2013, only 18 percent of surveyed firms said licenses were granted equally to domestic and foreign firms.  
 
Food and beverage enterprises are not excluded from the challenge of dealing with inconsistent regulatory application, as 
the following cases demonstrate.  

Alleged monopolistic practices among foreign baby formula makers 
 
• 2007-2011: Urban consumption of milk products falls 22.8 

percent, with no statistical data revealed in 2008 or 2009 during 
the height of China’s melamine dairy crisis. 
 

• February 2013: Popularity of foreign baby formula causes Hong 
Kong to restrict all returning mainland travelers to two tins. 
 

• August 2013: National Development and Reform Commission 
fines six dairy companies, five of them foreign, 669 million yuan 
for anticompetitive practices, claiming that their prices are too 
high.  
 

• August 2013: Ministry of Industry and Information Technology 
(MIIT), an agency that usually regulates development of high-
tech industries, calls for baby formula industry consolidation, 
with the top-ten local firms producing 80 percent of output by 
2018, up from 45 percent currently, an action that would reduce 
competition in favor of local firms. 

 
Coca-Cola-Huiyuan and other M&A anti-trust investigations  
 
• August 2008: China‘s new Anti-Monopoly Law takes effect, 

clearing the way for M&A deals above certain thresholds to 
undergo review. 

 
• November 2008: Ministry of Commerce rejects Coca-Cola’s bid to 

purchase Chinese juice maker Huiyuan. Coca-Cola might have 
leveraged its strength in carbonated beverages to lower 
competition, the ministry said. 

 
• August 2010: Shang Ming, head of the Ministry of Commerce 

Anti-Monopoly Bureau admits that, of the six cases in which the 
ministry had taken action since 2008, all had involved foreign 
companies. 

 
  
 
 
 

Under the MIIT plan, local competition in 
baby formula manufacturing would decrease  
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Overcoming the Challenges 

Despite the many opportunities that China appears to offer to food and beverage firms, success in the country depends on 
far more than offering an appealing product to the right set of consumers. Faced with the existence of well-entrenched 
competition, the presence of persistent supply chain and food safety issues, the complexity of the regulatory environment 
and the potential of inconsistent regulatory applications, foreign enterprises require strong communications strategies. 
These strategies should aim to build relationships with the government, the media and the public so as to raise support for 
the firm’s products at multiple levels. Specifically, firms should: 

Do their homework 
 
Market research obviously plays an important role in 
understanding the size of the market for a product or service.  
However, companies should also gain familiarity with the 
political contexts, the regulatory actors and the laws and 
regulations that apply to their products or roles – importer, 
agent, distributor, wholesaler, retailer, caterer, etc.  
 
Research should cover both the national level and the 
different local jurisdictions where firms operate. Localities  
often have very different approaches to regulation – a fact 
that can be particularly bothersome to companies with 
operations in more than one locality.  
 
The goal of this research is not only to reduce compliance 
risks but also to reduce surprises by better understanding the 
many sources from which problems may arise. 
 
Build relationships with local stakeholders 
 
In China, who you know and how well you know them is still 
far more important than your general knowledge of the 
market. Firms that are on good terms with local and national 
regulators, industry associations, and prominent members of 
communities will be in a much better position to face any 
crises.  
 
Have crisis communications plans in place 
 
Doing homework and building relationships are both 
necessary for successful crisis communications in China. With 
the above groundwork completed, companies should prepare 
plans that establish the timing and scope of communications 
responses to match potential crises. Most plans will include a 
combination of one-on-one stakeholder relations, with mass-
communication through Chinese social media to control 
reputational costs in cases that involve the public welfare. 
 
 


