INTERNATIONAL FOOD INDUSTRY TRENDS

Functional Foods/Nutraceuticals

t is commonly accepted that certain foods may provide health benefits beyond
basic nutrition or sustenance. The term Functional Foods (sometimes called
Nutraceuticals) represents a rapidly growing concept that describes foods that
may be eaten as part of a normal diet, but have been identified or designed to
help prevent or retard certain diseases. Functional food descriptions generally

encompass the following.

* Currently existing foods that are believed to have especially healthful
benefits as they exist in nature. Example might include cranberries
(preventing and treating urinary tract infections due to
proanthocyanidin trimers);
tomatoes and tomato
products (which contain
lycopene, an acyclic isomer
of b-carotene), which may
decrease risk of cancer
and cardiovascular
disease; or fish, such as
salmon, which may reduce
stroke and cardiovascular
disease risks, due to
omega-3 fatty acid content.

* Processed foods that have been specially modified to provide
health benefits, such as through reducing or modifying fat content or
increasing vitamin content.

* Foods with special ingredients added to provide health or
physiological benefits, such as beneficial microorganisms that help
maintain the health and balance of the intestinal tract (Probiotics), or
nutrients added to enhance growth of specific organisms (Prebiotics —
such as fructo-oligosaccharides) .

* New types of food products, such as those produced by
microbiological fermentation to increase potential health benefits. New
soy bean products, such as soy milk; or fortified cereal bars are
examples



Current International Market for Functional Foods

hen surveying the current developing world market for functional foods,

distinct trends are emerging in different geographic regions. While trends
may differ between countries or regions, it seems clear that functional food
category will significantly outperform other segments of the food and beverage
market during the next few years. The following includes a brief summary by
regions and countries where growth is the most significant.

Japan

The Japanese functional foods market is probably the most developed and
unigue when compared to other areas of
the world. Japanese consumers have a
history of linking food with health and,
consequently, have more readily
accepted new functional foods. Japan
was also the first country to pass
legislation on the labeling of functional
foods, and has a formal approval and
registration process for any health-
related, label claims (FOSHU). The total
functional food market has been
estimated at US $14 billion (of which
15% is made up of FOSHU registered — Y SR
products). Over 85% of the FOSHU N T
registered products are directed at e T
maintaining health and balance of the

intestinal tract, followed by foods that are blood pressure related.

United States

The U.S. market is still developing for functional foods and is also evolving in a
different way from both Europe and Asia. Areas of particular interest have been
products that may improve the functioning of the immune system, reduce cancer
risks, or help prevent cardiovascular disease and lower cholesterol. Consumer
interest has been growing in botanical or herbal fortified beverages - including
green tea based beverages. Vitamin and mineral fortified juices ( primarily
vitamins E and calcium) have grown in sales. Additionally, soybean products,
including soy milk, have been increasing in popularity, due to perceived health
benefits. Fiber and vitamin fortified food products, such as cereals, have grown,
with particular attention paid to reduced fat content. Dairy products containing
probiotics have not been growing or expanding as in other parts of the world.
Broadly interpreted, the U.S. market for functional foods is currently estimated at
US$15 billion, US$1.5 billion if a more strict interpretation is applied.



Europe

The use of functional foods to enhance
intestinal health, particularly with probiotic
dairy products, seems to be the most
important segment of the functional food
market in Europe. Yogurt products
containing probiotics are strong, and
probiotic drinks are showing strong growth.
Germany, France and the UK account for
half of the functional food sales, which are
estimated at about US$ 2.2 billion by strict
definition and at US$10 billion by broad
definition.

Market Summary

The total market for functional foods in Japan, the United States and Europe is
estimated at about $US38 billion, when broadly defined — about US$ 8 billion,
when strict definitions are applied. Growth over the next five years has been
estimated conservatively at 15% annually, while some are predicting the market
to double. Irregardless, functional foods is the biggest current growth area in the
food industry.

Other Trends

Snack Foods — The U.S. the is largest market for snack foods, with
potato chips leading the way. Markets in the U.S., Europe and Japan total
about US$30 billion. While significant growth is occurring in snack foods,
especially in Asia and Europe, the market is very competitive and
dominated by major international companies.

Ethnic Sauces and Cuisine — Consumers are being attracted to exotic
flavors. The variety of ethnic foods and cooking sauces is expanding
rapidly across US and European markets. Cajun and fusion foods are
increasing in popularity in the US and Europe. Consumers are also more
interested in authentic dishes, rather than adapted or manufactured
versions. Food from the Asia Pacific regions, especially Thai cuisine, is
rapidly growing in popularity. Middle Eastern cuisine is also increasing in
popularity due to flavor, perceived healthiness, and ease of preparation.
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