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Foreword.
The Chinese dairy industry and market is growing rapidly with a current growth rate of 14.6% per
year (Rabobank, 2012). According to the Ministry of Agriculture, the huge milk consumption
potential not only provides tremendous business opportunities for Chinese and foreign milk suppliers
but also indicates a broad prospect for international cooperation (MOA, 2012).
This report on the Chinese Dairy Chain had been written as part of my internship for the Agriculture,
bureau of the Embassy of the Kingdom of the Netherlands in Beijing. The internship is a part of my
study Management, Economics and Consumer Studies at Wageningen University and Research
Centre in the Netherlands. For this research I have visited expositions, participated in conferences,
seminars and interviewed representatives of companies and industry organizations related to the
Chinese dairy industry. These provided a lot of additional value next to the desk research. Hereby I
would like to thank all persons who contributed to this report with a special notice to the agricultural
team in Beijing and my supervisor Marinus Overheul, for all their information shared and feedback.
In conclusion, I have enjoyed and learned from this internship, living in Beijing and working in this
team at the Dutch Embassy.
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Summary.
China dairy market has grown rapidly. In the year 2000, the raw cow milk production was 8 million
tons produced by 5 million dairy cows while in 2010, the total raw cow milk production had risen to
36 million tons, produced by 12 million dairy cows (China Dairy Data, 2011). Domestic and foreign
companies invest in new production facilities to foresee in the growing demand for dairy products.
The 12th Five Year Plan (policy goals and objectives set by the government) encourages the growth of
the dairy sector and supports this with subsidies. China wants to be self-sufficient but the demand is
growing faster than the production rate. The consumers are becoming wealthier and are able to
afford more animal products and Western European products; this has an influence on the Chinese
diet (J. McCluskey, et al., 2012). Therefore the Chinese government encourages collaboration with
foreign countries to invest in knowledge, product development, process improvements and product
quality & safety (GOV, 2012).
China is a vast country but not all land is useful for agriculture. The Northern provinces produce the
largest part of the total milk production in China while the demand for dairy products is higher in the
Southern provinces (Rabobank, 2012). The Chinese government is increasing minimal wages to
improve harmonization of the society. Subsidies are given to companies who are willing to invest in
building a facility in China (MOA, 2012). For foreign companies, China is still attractive due to lower
production costs but also due to the decreasing culture gap.
The dairy (supply-) chain in China has many players which makes securing a safe dairy supply chain
difficult. After 2008, the Melamine scandal (X. Jia, et al., 2012), the chain has been altered by policy
changes from the Chinese government. The number of players in the chain has been reduced by
cutting out many ‘middleman’ who collected and distributed the milk from farmers, to collection
centers or to local manufactures. Nowadays, all collection centers must be registered and must daily
check and monitor the quality of the milk. Also due to the improvement of the cold chain, the milk
can be preserved longer (G.Qian, et al., 2011).
From the analyses is concluded that there are several opportunities for the Netherlands which have
lot of potential. Next to the growing Chinese market which might mean a growing export of dairy
products, the Netherlands are known for their knowledge and know-how of dairy farming. The
management skills, level of research and innovation ensures a better productivity and animal
welfare. This ensures the product safety and improves the product quality. In order to preserve the
knowledge and avoid copy behavior it is best to register the products in China, especially concerning
technological products such as equipment and machinery. With every investment there are risks
which need to be carefully analyzed and avoided. Strong point as animal welfare and product quality
& safety can easily have a negative effect due to former incidents and scandals in the dairy sector in
China. When doing business with a Chinese partner, make sure to do this ‘Face-to-face’ in order to
make a good first impression and build on a long term business relation for better understanding and
collaboration.
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1.

1.1

Introduction.
Background Information.

China has a population of 1.3 billion people (China Statistical Yearbook, 2011) and this number is
growing every year. That means that there are a lot of mouths to feed. This can be seen in the
growth figures of domestic production and imports of agricultural food. Cow milk production has
grown from 8 million kilo in 2000, to 36 million kilo in 2010 (China Dairy Data, 2011). China wants to
be self-sufficient but at the moment cannot keep up with the increasing population and its growing
demand. Also due to several food safety related issues in the past (M.Wu, 2011) such as the
melamine scandal in 2008 and the poisoned milk at a school in 2011, the Chinese consumers have
little trust in certain milk products. This is still a burden for the Chinese dairy industry but also creates
opportunities for foreign companies to invest in the China (dairy-) food market!
This research will look to the Chinese Dairy industry with main focus to the dairy chain. This report is
an update and upgrade of ‘Milking China’s cash cow’ written by C. Poon in 2007 (LR, Dutch Embassy,
2012) and part of my internship in the LR at the Dutch Embassy Beijing. The internship is part of my
study ‘Management Economics & Consumers Studies’ at Wageningen UR, the Netherlands.

1.2

Scope of Research.

The dairy industry in China is enormous and divers. Therefore it cannot be described in full detail
given the capacity which is given for this report. Together with LEI, the LR developed the objectives,
framework and structure for this report. It will look at the industry chain starting from the consumer,
down to the primary sector, the farmers, who produce the raw milk. See for further information
about structure to chapter 1.4. The dairy industry is described based on raw cow milk figures unless
mentioned otherwise. Also the main dairy processers and production companies will be listed and
briefly described.

1.3

Objective.

The objective of this research is to give a better insight into business opportunities for the
Netherlands and recent developments & trends related to the dairy market and industry. The chain
will be described starting from the consumer, all the way down to the producer. The consumer
determines the demand and the processors have to deliver this amount and variety. Therefore the
production needs to increase and improve at a primary level. Goal is to find opportunities for the
Dutch companies to do business with the Chinese dairy industry. The report will serve as a market
scope and provide information about doing business with Chinese companies. It will be published
online on the Dutch Embassy website2.

2

http://www.zakendoeninchina.org/kansen-en-sectoren/agrofood/rapporten-over-agro-food/rapporten-overagro-food.html

1 | Page

1.4

Method & Structure.

This research is conducted through the study of field and desk research. During these 3 months,
several expositions, conferences and seminars have been visited and attended such as: the World
Dairy Expo3 in Zhengzhou, China Animal Husbandry Expo (CAHE)4 in Nanjing and SIAL5 in Shanghai.
During these expositions, the attending Dutch companies were interviewed and asked about their
experience with the Chinese market. Also interviews with specialists in the agriculture food sector
are used for inside information about the current state of business. Sources such as the: ‘FAO, MOA,
Eurostat, EuroMonitor, LEI, China Statistical Yearbook, China Dairy Yearbook and USDA’ are mainly
used for all statistical data. The data might have some disparities because they do not all measure
the same aspects.
Export and investment opportunities from The Netherlands to the Chinese dairy market will be
analyzed with the PEST method, which is a framework to bring together Political, Economic, Sociodemographic and Technological aspects. Legal and Environmental aspects will be taken into account
as well. From this analysis a SWOT matrix will be designed describing the strength versus weaknesses
and opportunities versus threats of doing business in and with China.
The report has a clear structure to explain the diary chain. First after a short introduction, the
Chinese dairy chain and industry will be explained in the following order:
Chapter 2: description of the “political & legal-, economic-, socio-demographic- and
technological-”, aspects.
Chapter 3: the dairy chain structure.
Chapter 4: of the market based on the; consumer, consumption and trends.
Chapter 5: description of the processing companies, the manufactures off the dairy products.
Chapter 6: elaborates the primary sector where the milk is being produced.
Chapter 7: main supply lines for the primary sector.
Chapter 8: the international aspect of the dairy chain.
Chapter 9: PEST and SWOT analysis.
Chapter 10: conclusion, discussion, recommendations, possible opportunities for Dutch
companies and tips for doing business in China.
Chapters 11: references.
Chapter 12: appendixes.

3

http://www.dairyexpo.com/en/index.asp
http://www.caaa.org.cn/en/
5
http://www.sialchina.com/
4

2|Page

2.

2.1

China.
Brief introduction to China.

China 2012, with a staggering population exceeding 1.3 billion people, has become the second
largest economy in the world, after the USA. But China is going for more. After 30 years of autocratic
socialist rule, Deng Xiaoping opens up the country and the economy to the outside world and focuses
more on the market-oriented economic development. This quadruples the export in 2000 (CIA,
2011). Meanwhile the living standards have improved and freedom of choice has expanded but the
political controls remains tight. Beijing is the capital city but Shanghai is the financial and business
center of China. Chongqing is the largest province-level municipality with over 40 million inhabitants
(Embassy, 2012).
As seen on the map (Figure 1) China has 23 provinces, (Anhui, Fujian, Gansu, Guangdong, Guizhou,
Hainan, Hebei, Heilongjiang, Henan, Hubei, Hunan, Jiangsu, Jiangxi, Jilin, Liaoning, Qinghai, Shaanxi,
Shandong, Shanxi, Sichuan, Yunnan, Zhejiang), 5 autonomous regions (Guangxi, Nei Mongol (Inner
Mongolia), Ningxia, Xinjiang Uygur, Xizang (Tibet) 4 Province-level municipalities (Beijing, Chongqing,
Shanghai, Tianjin) and two special administrative regions (Hong Kong and Macau).

Figure 1: Map of China (Google/pictures, 2012).
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2.2

Policy & Legal framework.

The People’s Republic of China is a communist state with eight political parties. The government
system is divided in three bodies: (1) the political arm with leading party CPC (Communist Party
China), (2) the administrative arm known as the State Council and (3) the People’s Liberation Army
(PLA). The CPC has the majority in parliament. At the moment Hu Jintao is President and Wen Jiabao
is the premier of China, both since March 2008 (GOV, 2012). They are elected by the National
Congress for a 5 year term. Next elections are in 2013 (CIA, 2011). In the end of 2012, the top
positions in the CCP party will be renewed. The common expectation is that Xi Jinping will be chosen
as next General Secretary of the CCP and in 2013 as new President. Li Keqiang is seen as the next
premier (Blaauw, 2011). The government has written the 12th five-year plan (2011-2015) which
seeks to rebalance the economy on multiple fronts in order to achieve economic, environmental and
social sustainability (MOA, 2012). Where it was expected that the 12th FYP would continue the policy
of the 11th FYP, the Chinese government made a major policy shift and moved from focusing on
“growth at any cost” towards a more balanced and sustainable growth pattern with a long term
focus. There is more emphasis on a harmonious society and scientific development. The
circumstances in which this 12th FYP was written also have had a huge impact. Global financial crises,
increased risk of social instability because of rising costs are issues which are addressed by this 12th
FYP. The financial crisis in Europe had its impact on the Chinese economy and made them aware of
the importance of creating a growth model in which the country focuses more on domestic
contribution (MOA, 2012). The 12th FYP would also improve income and social-benefits for the
Chinese people. The political climate seems to be stable, but now and then there are forms of
protests and strikes. The reasons for these actions vary from late payments of wages, pollution,
abuses of power and corruption (Blaauw, 2011).
The Ministry of Agriculture in China (MOA) has increased the amount of subsidies in 2010 up to € 107
trillion, which is about 15% higher than in 2009. The subsidies cover 12 categories, with 45 subcategories which in total cover 180 items. The local authorities are allowed to add another 20 items
as they see fit (China Agricultural Development Report, 2011). For the dairy industry an additional
program exists. The “National Development Plan for Dairy Farming” has been designed by the state
council, China Dairy association and the China Dairy Industry association for the period of 2009-2013.
The following principles should guarantee a constant and healthy development: “a combination of; present situation with long-term objective, -market adjustment and government support, strengthened supervision with regulation & guidance and – a mechanism to ensure quality and
safety”. These principles must ensure the primary targets to ensure steady growth of the raw milk
production and a significant improvement of the dairy quality and safety (China Dairy Yearbook,
2010). To enable this policy, the domestic & foreign dairy industry and the Chinese government
invest a lot in the sector by creating new supply lines, new and bigger farms, better technology and
education. Under this policy, the dairy supply chain is integrating vertically. Farms become property
of the milk collectors or of the processors, but also upward integration meaning that farmers are
building their own collection point and that collection centers are building processing facilities
(M.Overheul, 2012). See for more information about vertical integration in the supply chain
chapter 3.
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2.3

Economy.

2.2.1 Tax system.
After the tax system reform in 1994, China built up a tax system which supported the socialist market
economy. It has been playing an important role in assuring China's fiscal revenue, broadening the
opening to the outside world and promoting the sustained, fast and healthy development of China's
national economy. The Chinese tax system is perceived complex with many different categories
which all have several exceptions (Embassy, 2012). Currently there are 25 types of national taxes,
which can be divided into the following 8 categories (Beijing Local Taxation Bureau, 2012):
•

•

•

•

•
•
•

•

Turnover taxes: it consists of 3 kinds of taxes, namely, Value - Added Tax (currently 0%, 13% or
17% depending on which kind of goods), Consumption Tax (with 11 different taxable items)
and Business Tax (varying from 5% to 8%). The levies of these taxes are based on the volume of
turnover or sales of the taxpayers in the manufacturing, circulation or service sectors.
Income taxes: it includes Enterprise Income Tax (applicable to such domestic enterprises as
state-owned enterprises, collectively-owned enterprises, private enterprises, joint operation
enterprises and joint equity enterprises), income tax on Enterprises with Foreign Investment &
Foreign Enterprises, and Individual Income Tax. These taxes are levied on the basis of the
profits gained by producers or dealers, or the income earned by individuals. Foreign
enterprises pay income tax only on their income derived from sources within China.
Resource taxes: it consists of Resource Tax and Urban and Township Land Use Tax. These taxes
are applicable to the exploiters engaged in natural resource exploitation or to the users of
urban and township land. These taxes reflect the chargeable use of state-owned natural
resources, and aim to adjust the different profits derived by taxpayers who have access to
different availability of natural resources.
Taxes for special purposes: these taxes are City Maintenance & Construction Tax, Farmland
Occupation Tax, Fixed Asset Investment Orientation Regulation Tax and Land Appreciation Tax.
These taxes are levied on specific items for special regulative purposes.
Property taxes: it compasses House Property Tax, Urban real Estate Tax, and Inheritance Tax.
Behavior taxes: it includes Vehicle and Vessel Usage Tax, Vehicle & Vessel Usage License Plate
Tax, Stamp Tax, Deed Tax, Securities Exchange Tax, Slaughter Tax and Banquet Tax.
Agricultural taxes: the taxes belonging to this category are Agriculture Tax (including
Agriculture specialty Tax) and Animal Husbandry Tax which are levied on the enterprises, Units
and/or individuals receiving income from agriculture and animal husbandry activities. Meaning
that the taxpayers can be: “cooperative economic entities, enterprises, units, peasants and
other individuals who are working in agricultural production and receive income from this
sector. The national average tax rate for this category is normally 15.5%. Currently it is just
8.8% with an actual burden of 2,5%.
Customs duties: customs Duties are imposed on the goods and articles imported into and
exported out of the territory of the People's Republic of China.
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For more elaboration and information on the Beijing Local Taxation Bureau, see their website6.
Like in every country, taxes are also sometimes avoided, or at least people try to. Some countries this
is very hard but in other countries the system is corrupt. The “Corruption Perceptions Index” ranks
countries/territories based on how corrupt their public system is perceived. The degree of corruption
can be measured on a 1 - 10 scale were 1 is really bad (high corruption) and 10 very good (low
corruption). The “Corruption Perception Index” for China is 3.6 (Hong Kong 8.4 & Taiwan 6.1) and for
The Netherlands it is 8.9 (Corruption perceptions, 2011). This score indicates that when trading
(dealing or working) with Chinese companies, companies should keep in notice that the systems is
susceptible for corruption and that companies should build a strong relationship to avoid problems.
The Chinese government is working on reducing the level of corruption within the government and
also for private companies. But every time a corruption scandal is been revealed, the Chinese papers
are reporting it daily (Embassy, 2012).
2.2.2 Employment.
In Table 1 the unemployment rate of China is presented which appears to be increasing the last 4
years. Unemployment rate might be larger than presented in this table because there is a large labor
reservoir in the rural area that is not all included in the official (un-) employed counting (M.Overheul,
2012). The unemployment rate in The Netherlands were lower in 2010 (4.5%) and 2011 (4.5%) but
will probably be increasing due to the economic crisis in Europe (EuroMonitor, 2012). The
unemployment rate in China is expected to increase a little further due to less economic growth.
Table 1: Unemployment rate (Blaauw, 2011).
Year
Unemployment Rate

2008

2009

2010

2011

2012 (forecast)

5,9

6,3

6,1

6,5

6,4

The amount of people working in the agricultural industry is decreasing. Table 2 shows the amount of
total employed people compared to the amount of people working in the agricultural sector. This
trend will continue because there is more work in the cities with higher wages. Also due to the
agriculture policy in which the government is promoting big investments and enforcing small farmers
to increase their production and ensure better quality and safety of the product. Many farmers do
not have the financial capacity to invest in these factors and are forced to quit their job.
Table 2: Total versus Agricultural population (FAOSTAT, 2012).
(*1000)
Country
China
Netherlands

6

Total Population
2010
1372148
16613

2011

(*1000)
Country

1378506 China
16665 Netherlands

Agricultural population
2010
834491
408

2011
830037
397

http://english.tax861.gov.cn/

6|Page

2.2.3 Economic Indicators.
The economy of China has been growing rapidly the past 10 years. In 2010 the GDP (% real change
pa) growth was 10.3%, the expectation for 2011 was 9.0% and the forecast for 2012 is 8.6% growth
or even lower. Meaning that the growth rate is decreasing, but the economy still grows. In 2010
China became the world largest exporter with a value of € 1.3 trillion (appendix 12.1 Trade balance;
export value of goods: $1581420 million) and surpassed the USA. The trade balance has been rather
stable and positive from 2006 but there is a steady growth in the value of imported and exported
goods. The main export partners are The USA, Hong Kong, Japan and South Korea and main import
partners are The USA, Japan, South Korea and Taiwan. The total foreign debts are also increasing. See
for a full overview of several economic indicators from 2006 till 2012, in appendix 12.1 (Blaauw,
2011).
The Chinese economic policies have opened up the economy and managed a liberalization of the
economy. But large external imbalances and allocations of capital within the Chinese economy are
putting the system at risk (Blaauw, 2011). To ensure a stable economy and growth, the 12th FYP
focuses more on sustainable growth instead of growth at all costs. The Chinese government is facing
some difficult problems which need to be tackled. Challenges are: “reducing its high domestic saving
rate and correspondingly low domestic demand, sustaining adequate job growth for millions of
migrants and new entrant to the work force, reducing corruption and containing environmental
damage and social strife (CIA, 2011). Next to that, China is facing high inflation rates due to its creditfueled stimulus program (CIA, 2011). Several actions have been taken to stop the inflation rate from
increasing which seemed to have worked, but consequently the GDP growth has slowed down and
due to the Euro crisis in EU (2009), is expected to slow down even more. In the 11th FYP, the GDP
growth rate was nearly 11% but most analysts agree that the government will try harder this time to
actually enforce a lower GDP rate. Of course there are also many investment programs to ensure
economic growth such as the development of seven “Strategic Emerging Industries”(SEI). The seven
industries are: “biotechnology, new energy, high-end equipment manufacturing, energy conservation
and environmental protection, clean-energy vehicles, new materials, and next-generation IT”.
Around 4 trillion RMB (€ 500 billion) has been spend for the SEI during the 12th FYP period (MOA,
2012). More investments concerning the dairy industry will be presented in chapter 5,4.

2.4

Socio-Demographics.

In Table 3 the demographics of China are described in order to give a quick overview (CIA, 2011).
China has several dialects (languages) but only one written language. This might give communication
problems when doing business. The urbanization is very high but the rate in which the urbanization
grows is decreasing. China has a 1 child policy for the largest ethnic groups. Also people are more
focused on the career and have less time for raising a child. Everywhere China, cities are building new
living facilities in order to provide housing for new people who come to work in the city. China has
over 160 cities with more than 1 million inhabitants and 13 metropolises with more than 10 million
inhabitants. This creates opportunities because the needs in the urban area are different from the
rural area. People are slowly taking over a western diet (J. McCluskey, et al., 2012). Due to economic
growth, people are moving to the cities to get a job in order to earn a living. With more money to
spend, people are also more aware of their health. Although the percentage of the GDP which is
been spend on healthcare is still low, it is increasing and is creates opportunities for foreign
investors.
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Table 3: Demographics China (CIA, 2011).
Ethnic groups:

Han Chinese 91.5%, Zhuang, Manchu, Hui, Miao, Uighur, Tujia,
Yi, Mongol, Tibetan, Buyi, Dong, Yao, Korean, and other
nationalities 8.5% (2000 census)

Languages:

Standard Chinese or Mandarin (Putonghua, based on the Beijing
dialect), Yue (Cantonese), Wu (Shanghainese), Minbei (Fuzhou),
Minnan (Hokkien-Taiwanese), Xiang, Gan, Hakka dialects,
minority languages (see Ethnic groups entry)

Religions:

Daoist (Taoist), Buddhist, Christian 3%-4%, Muslim 1%-2%

Population:

1,343,239,923

(2012 est.)

Population growth rate:

0.481%

(2012 est.)

Age structure:

0-14 years: 17.6%
15-64 years: 73.6%
> 65 years:
8.9%

Live expectancy:

Total population: 74.84 years
male: 72.82 years
female: 77.11 years

Urbanization:

(male 126,634,384/female 108,463,142)
(male 505,326,577/female 477,953,883)
(male 56,823,028/female 61,517,001)
(2011 est.)

Urban population: 47% of total population
rate of urbanization: 2.3% annual rate of change

(2012 est.)
(2010)
(2010-15 est.)

Major cities - population: Shanghai 16.575 million; Beijing (capital) 12.214 million;
Chongqing 9.401 million; Shenzhen 9.005 million;
Guangzhou 8.884 million
(2009)
Health expenditures:
4.6% of GDP
(2009)
Physicians’ density:

1.415 physicians/1,000 population

(2009)

Hospital bed density:

4.06 beds/1,000 population

(2009)

At the moment the income disparity between wealthy and poor is still too large. The Gini Index7 of
China is 41.53 (Blaauw, 2011) and from the Netherlands is 30.9 (CIA, 2011). See Figure 2 for the
income distribution between provinces. By some estimates, the country's persistent growth will bring
nearly 100 million households into the middle- and affluent classes (EuroMonitor, 2012). The 12th FYP
has the development of a “harmonious society” as one of its main priority (MOA, 2012). It focuses on
spreading economic growth to a wider community. The government is determined to close
(decrease) this gap by focusing on urbanization. Other policy tools will include the expansion of the
government-funded social welfare and health care system and promoting labor-intensive service
industries. In order to let the consumption grow, plans are made to increase household disposable
income by an increase of the minimal wages and better social welfare payments. The current
minimal wages are different per provinces and the average is around ¥ 700 (€ 87) a month. Labor
costs have increased rapidly on the East coast of China making the West more attractive for
manufactures and foreign investors who seek to build a local manufacturing factory.

7

The Gini index measures the inequality among values of a frequency distribution (for example levels of
income). A Gini index of zero expresses perfect equality where all values are the same. A Gini coefficient of 100
expresses maximal inequality among values.
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The government will continue to invest in the West of China through preferential policies such as
land credit, lower taxes and subsidies for manufacturers looking to locate inland (MOA, 2012). The
current interest rates for savings are 2.85% for 1 year8 and for mortgage are, 1 till 5 years is 6.65%
and 5 till 30 years is 6.80%9

Figure 2: Income distribution (MOA, 2012).

The ‘Human Development Index’ measures three basic dimensions of human development; “a long
and healthy life, access to knowledge and a decent standard of living”. These three dimensions are
shared by all countries around the world. China is ranked at the 101th place and the Netherlands is
ranked 3rd on this list. In appendix 12.2 is the table presented with the indicators who measure these
three dimensions. A big difference is the number of years in which education is compulsory.

8
9

http://www.boc.cn/finadata/lilv/fd31/201207/t20120705_1887040.html
http://www.qdwater.gov.cn/
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China is the 4th largest countries in surface after Canada, Russia and the USA. The land might be vast
but not all land is suitable for agriculture. In appendix 12.2 is a description of the land division.
Living in the Western provinces is harder than in the East. The land is dryer, has more mountains and
therefore harder to use for agriculture or industry. China has a great variety of natural recourses:
“coal, iron ore, petroleum, natural gas, mercury, tin, tungsten, antimony, manganese, molybdenum,
vanadium, magnetite, aluminum, lead, zinc, rare earth elements, uranium, and hydropower potential
(world's largest)” (CIA, 2011). Trade barriers often involve these materials. But these resources also
face depletion due to the fast economic growth and thereby raise several environmental issues such
as: “air pollution (greenhouse gases, sulfur dioxide particulates) from reliance on coal produces acid
rain; water shortages, particularly in the north; water pollution from untreated wastes;
deforestation; estimated loss of one-fifth of agricultural land since 1949 to soil erosion and economic
development; desertification; trade in endangered species” (CIA, 2011). China faces in the near
future severe environmental threats due to several reasons such as the industrialization rate, their
reliance on coal as a main energy source, a relative large and energy-intensive manufacturing
industry and lack of environmental protection policy. In the 12th FYP the government states that the
Chinese industry must reduce its carbon foot print and ensure sustainable methods of energy use
which will be more efficient, reliable and cleaner (MOA, 2012). China is investing in research and
methods of using new energy sources. In the 12th FYP, China pledges by 2020 to have 15% of its
energy use derived from non-fossil fuels. This includes the reduction of its coal production which
forms China’s biggest environmental problem, see Figure 3. Solution might be found in nuclear and
hydropower sources of energy.

Figure 3: China's energy consumption (MOA, 2012).

2.5

Technology.

One of the key priorities of the 12th FYP is transition from “Made in China” to “Designed in China”
(MOA, 2012). To achieve this goal, the government plans to heavily invest in science, technology
education and R&D. China wants to improve the domestic innovation capabilities in technology
through the use of several tools, including:
• Research & Development: the government will heavily invest in science and technology R&D in
order to bring about key breakthroughs in targeted technology subsectors, such as core electronic
devices, integrated circuits, life sciences, space, marine, earth sciences and nanotechnology.
• Intellectual Property Rights: China plans to continue its efforts to strengthen IPR creation, use,
protection and management, particularly through support for companies that provide those
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services. China wants to make an official patent right where investors can register their products
to prevent copy behavior. This is an area where there is much room for progress. Look at the
website of the Dutch Embassy for more information10.
• Administration: the 12th FYP plans to strengthen fiscal and financial policies that support hightech industry, including updating research funding management and venture capital investment
systems.
• Commercialization: a key goal - and challenge - for China will be to get the research undertaken at
government-sponsored universities and research institutions to the marketplace. The government
hopes that both large and small enterprises will increase their R&D investments as well.
China plans to upgrade the technological capabilities of private and public services, including “triple
play”11 services, e-commerce, and e-government and statistics systems. The 12th FYP stresses the
need for higher education reforms in science and technology, as well as the importance of
developing a human resources strategy for finding and nurturing talent. Initiatives include improving
scientific achievement evaluations and rewards system, encouraging even more highly-educated
overseas Chinese to return to China to work and increasing investments in human capital.

2.6

Competitiveness Comparison.

The ‘World Economic Forum’ publishes every year the global competitiveness report (K.Schwab,
2010). In this report, countries are compared on 12 pillars of competitiveness (Figure 4). Some of
these external environmental aspects are comparable and analyzed in this dairy report. However, the
global competitiveness report is more elaborate and has more indicators per pillar/aspect. The result
of this survey is the ‘Global Competitiveness Index’. China has reinforced its position on this list
within the top 30. In 2009-2010 it was ranked 29th position and this year it climbed to the 27th
position (out of 139) of the global competitiveness index (K.Schwab, 2010). The improvement of 2
ranks is the result of easier access to credit and financing through equity markets and banks.
Technological readiness, its human resources base and the labor market are several another areas
where China has underperformed for many years and have made huge improvements over the last
few years (K.Schwab, 2010).
The Netherlands are ranked 8th. Dutch businesses are highly regarded and are among the most
aggressive internationally in absorbing new technologies for productivity enhancements (K.Schwab,
2010). The high educational and efficiency level on the market are highly supportive for the business
environment. The Netherlands is also characterized by a comparatively stable macroeconomic
environment (K.Schwab, 2010).
China is currently in the ‘Efficiency driven’ stage of economic development while the Netherlands is
in the ‘Innovation driven’ stage (Figure 4).The results from the global competitiveness report were
measured on a 1 to 7 scale (1 being really bad and 7 very good). The black line is the average score
for a comparable driven economy while the blue line represents the country. Looking at China on the

10
11

http://www.zakendoeninchina.org/zakendoen/intellectueel-eigendomsrecht-ipr.html
The convergence of telecom, broadcasting and Internet networks
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left side (Figure 4), it only scores on ‘Technological readiness ‘lower than the average efficiencydriven economies. All other aspects are higher than the average. The ‘Market size’ is much higher
than the average score with almost 7 (out of 7) meaning it is enormous and has a lot of potential.
Comparing it with the Netherlands on the right side (Figure 4), China scores higher on ‘Market size
and Macroeconomic environment’. With over 1.3 billion inhabitants, a huge market size is easily
explained. The macroeconomic environment however examines how numerous markets interact
with the government and each other based on regional, national, and international level. The
stability of the macroeconomic environment is important for Chinese businesses because the
government cannot provide services efficiently if it has to make high-interest payments on its past
debts (K.Schwab, 2010). With increasing fiscal deficits limits, companies cannot operate efficiently
when inflation rates are out of hand. The pillars ‘Education and Innovation’ score low compared to
the Netherlands but higher than an average efficiency-driven economy. In order for China pass to
the next stage (transition 2-3), it needs to improve the low scoring pillars.

Figure 4: Global competitiveness; China Versus the Netherlands (K.Schwab, 2010).

Looking at the Netherlands on the right side of the figure, all pillars score higher than the average
innovation-driven economies. The highest scores is ‘Health and primary education’. The health
system in the Netherlands is perceived to be outstanding. The lowest scoring pillar is ‘Financial
market development’ (K.Schwab, 2010). The score equals the average but can be improved to
strengthen the economic position.
2.6.1 Problems during business.
The global competitiveness report also scores factors which form problems for companies when
doing business with China, the Netherlands and of course all other countries included in the survey.
Looking at China, access to financing is perceived to be most problematic with 13.2% of the
responses. Other high scoring factors are; ‘policy instability, corruption, inefficient government
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bureaucracy and inflation’ (K.Schwab, 2010). The factors perceived as least problematic are;
‘government instability, poor public health and rate of crime & theft’. This does not conclude that
these factors can be problematic in the Chinese society, but they are not perceived as a problem
during doing business.
Comparing these scores with the Netherlands, the high and low scoring factors are quite similar. Also
access to financing is perceived to be the largest problem (21.3%) by foreign companies. Other high
scoring factors are; ’restrictive labor regulations and inefficient government bureaucracy’ and the
low perceived factors are; ‘crime & theft, corruption and poor public health’.

Figure 5: Problems during business (K.Schwab, 2010).

Look for more elaboration to the website of “The World Economic Forum”12. Also for other reports
such as the ‘World Risk Report‘ and ‘The Global Information Technology report’ who give insight and
additional information about doing businesses and the factors concerning business.

12

http://www.weforum.org/reports
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3.

3.1

Dairy Supply Chain Developments
General Information.

After several scandals in the dairy sector, the government and the dairy industry made many
improvements in the policy concerning milk production and processing (G.Qian, et al., 2011). To
elaborate the supply chain we take a closer look at Figure 6: ‘the dairy supply chain structure in
China’. Starting at the left side, there are several inputs such as feed companies who supply the
farmers. Next to feed, also companies supplying breeding materials, technical applications such as
milking-, harvesting-, feeding- equipment’s are delivering to the primary sector. The second chain
contains different kind of farmers. There are still a vast number of backyard farmers but this is
declining. Chapter 6.2 will elaborate more on the primary sector. Depending on the size of the farms,
there are several options to distribute the milk to different collection points. There are 6 types of
milk stations: (1), milk stations run by dairy enterprises; (2), those managed by large-scale dairy
farms; (3), those managed by dairy plots; (4), privately owned stations; (5), mobile milk stations; and
(6), others (G.Qian, et al., 2011). From these collection points, the milk is distributed to the
processing companies. After the production of all kind of various dairy products, the products are
distributed to the retail and the consumer.

Figure 6: Dairy supply chain (Rabobank, 2012).

3.2

Supply Chain Dynamics.

As seen in Figure 6, the supply chain has many different parties involved and therefore many control
points. But with each step, the price of the product raises. The Chinese government supports scale
enlargement and wants to decrease the number of middleman. This improves the cold chain and
thereby the milk quality and safety. With excluding many middleman, the prices can be better
divided in order the earn more. Feed prices are rising (Cortenbach, 2012) and labor is getting more
expensive due to the increase of minimum wages (GOV, 2012). But these changes also give
opportunities. The Chinese consumers have more money to spend and there is a shift in the demand.
Large supermarkets invest in China to provide a large scale on variety in one store. So-called
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hypermarkets emerge where food, electronics, clothing and many other articles can be bought. More
and more consumers are shopping in the supermarkets which prove to be a great success. Although
purchasing power declined last year, the supermarkets are seen as major key point for new investors
(M.Overheul, 2012).

3.3

Future Market Developments.

The Chinese government is investing in the dairy industry which means that the chain must be
capable to process this amount of dairy for the upcoming years. In 2009, the Chinese government
designed new rules which enforce that all steps in the dairy chain must be monitored to ensure
product safety (G.Qian, et al., 2011). Figure 7 gives an overview of the government involvement in
the agriculture chain with intention to operate a market-oriented system based on consumption
pattern and demand. The dark blue represents current involvement and the light blue future
involvement. The orange line is the price volatility. In the rural area, involvement will remain high
with subsidies, access to capital & land while in the consumer end, involvement will decrease due to
all the measurements which have been taken like ensuring food safety and security to prevent new
scandals. In the mid-stream the governments has the lowest involvement, this is possible because
the number of companies is lower and therefore better controlled/managed.

Figure 7: Balancing market growth through government involvement (Rabobank, 2012).
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4.

4.1

The Chinese Dairy Market
Consumer.

Chinese consumers have shifted their regular consumption pattern from grain towards animal
products. The demand for milk in 2001 was just around 10 million MT but the expectations for 2013
are around 48 million MT! (D.Ortega, et al., 2012). This increase to almost 500% can be explained by
the westernization of the Chinese diet due to economic growth, urbanization rate and liberation of
the market (J. McCluskey, et al., 2012). This increase can also be explained by the changing policy of
the government whereby small scale backyard farms are reduced who therefore need to buy the
milk. Next to a changing diets, aspects such as; “inflation, aging population, economic and policy
changes”, social changes have influence on the consumer. These aspects have impact on the
consumer confidence. The National Bureau of Statistics of China’s surveys registered a reading of 113
in 2007, before declining to 102 in 2009, and rebounding to 104 in 2011 concerning the consumer
confidence. Figure 8 illustrates this pattern (EuroMonitor, 2012).

Figure 8: Consumer Confidence Index (EuroMonitor, 2012).

The enormous decline in consumer confidence in 2009 can be explained due to the melamine
scandal in 2008 (X. Jia, et al., 2012) when ‘farmers, collectors or processors’ added melamine to
increase milk quantity. The results were that many infants were hospitalized and some children even
died. In order to prevent this from happening again, the government and dairy sector made strict
rules to ensure food safety (X. Jia, et al., 2012). The Chinese consumer lost their trust in the domestic
dairy products which had a huge impact on the sales of dairy products and give a tremendous
opportunity for domestic companies to import and foreign companies to export dairy products from
and to China. Nowadays the Chinese government is focusing on shifting the demand to a
consumption-driven growth thereby reducing overcapacity, making it less interesting to illegally
increase quantity. Next to reducing overcapacity, it also reduces income disparities. At the moment
the economic growth depends too much on the export. While experts predict that consumption will
rise with 15% of the GDP in 2015, the government tempers this prediction and expects only a 5%
increase (MOA, 2012). As mentioned in chapter 2.4, in order to let the consumption grow, plans are
made to increase household disposable income by an increase of the minimal wages and better
social welfare payments. The Chinese middle class is growing due to the economic growth and
urbanization. These consumers often go out eating which is a Chinese habit out of convenience and
economy. It is cheaper to buy food on the street than cook a similar dish at home. A house is often
not equipped with a big dining room or an oven and grill, but due to the westernization of the
Chinese diet, there are more and more microwave ovens (EuroMonitor, 2012).
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The local markets and convenient shops around the corner are very popular amongst Chinese
consumers and they sell cheap and fresh food products. The wealthier Chinese consumers shop at
supermarkets such as “Walmart, SPAR, Tesco and Metro”, where they can find a wide range of fresh,
baked, frozen and processed foods. Younger Chinese consumers in their twenties and thirties, and
especially those with young families, are particularly attracted to the convenience of these new (to
China) retail venues (EuroMonitor, 2012).

4.2

Consumption.

The consumption differs by region depending on the disparity in income and mainly the difference
between rural and urban. The total consumption in 2010 was 34 MMT (Gain Report, 2012) while the
national production was 36 MMT (China Dairy Data, 2011). Figure 2 displayed the income distribution
and in Figure 9 the difference in demand versus production area is presented which shows a similar
pattern. The top 5 dairy producing provinces are in the green area. Improvements in the living
standards in the rural area will increase the demand locally but the urban area will remain to be the
biggest outlet (C. Beckman, et al., 2011). But the dairy industry is still recovering from the several
food safety issues (M.Wu, 2011):
Case (1) Nestlé, May 2005; IMF Iodine exceeding the standards in,
Case (2) Shanghai Bright, June 2005; re-producing milk with expired milk products, June 2012;
dairy including acid cleaning materials (K.van der Horst, 2012)
Case (3) Sanlu, July 2005; ) predates expire date in,
Case (4) Several companies through the chain: the melamine crisis in September 2008,
Case (5) Mengniu, April 2011; poisoned school milk, aflatoxin scandal in December 2011.
The consumer confidence is still low in domestic milk products, especially in infant milk powder. But
due to many reforms, legislations and investment projects, the dairy industry is growing rapidly.

Figure 9: Demand versus Production (Rabobank, 2012).
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Table 4 & 5 give an overview of the developments of the average food and milk purchases per capita
in the urban household. In Table 4 the amount and value of the annual purchases per capita on
average for the years 2005 till 2010 is presented. Based on value increase in pure milk, the largest
difference is between 2005 and 2008, namely on a yearly base € 0.73 (12,47 – 10,28 / 3) while the
increase in 2008 till 2009 and 2009 till 2010 was just € 0,31 and € 0,20. Similar differences can be
found for milk powder and yogurt. But the most remarkable is that the volume purchased is
dropping while the value is increasing. Table 5 shows the enormous growth in expenditures in the
last 15 years for total food and total dairy expenditures. Confirming the population growth, increase
of welfare, change of diet to a more protein diet and thereby increase of demand for dairy products.
The purchase of yogurt does not show any real significant increase.
Table 4: Average per Capita Annual Purchases (China Dairy Data, 2011).
Average Per
capita Annual
Purchases of
Urban Households

2005

2008

2009

2010

volume

value

volume

value

volume

value

volume

value

(KG)

(€)

(KG)

(€)

(KG)

(€)

(KG)

(€)

17,9

10,28

15,2

12,47

14,9

12,78

14

12,98

Milk Powder

0,5

2,84

0,6

5,34

0,5

5,19

0,5

5,19

Yogurt

3,2

2,55

3,5

3,25

3,9

3,72

3,7

3,74

Pure Milk

Table 5: Per Capita Food & Dairy Expenditure (China Dairy Data, 2011).
Per Capita Food &
Dairy Expenditure
of Urban Households
Average

Food Expenditure
1995

2000

(€)
2005

2009

2010

221,

245,

364,76

560,5

601,3

Dairy Expenditure

Average

1995

2000

(€)
2005

2009

2010

3,9

8,6

17,4

24,5

24,8

Prices of dairy products have increased slowly after the enormous setback due to the Melamine
scandal. A few examples to give an idea about RMB prices for dairy products (EuroMonitor, 2012):
•
•
•
•
•
•
•
•
•

Only Flavored Milk drink: average price per 250ML = ¥ 2.37 (Per liter ¥ 9.49)
Flavored Milk drink with fruit juice: average price per 250ML = ¥ 3.22 (Per liter ¥ 12.89)
Fat free fresh pasteurized milk: average price per 250ML = ¥ 4.03 (Per liter ¥ 16.13)
Full fat fresh pasteurized milk: average price per 250ML = ¥ 3.62 (Per liter ¥ 14.50)
Semi Skimmed fresh pasteurized: average price per 250ML = ¥ 3.74 (Per liter ¥ 14.94)
Fat free long life UHT milk: average price per 250ML = ¥ 3.18 (Per liter ¥ 12.73)
Full fat long life UHT milk: average price per 250ML = ¥ 3.11 (Per liter ¥ 12.43)
Powder Milk: average price per 900gram = ¥ 119.66 (Per kilo ¥ 131.)
Flavored Powder Milk: average price per 200gram = ¥ 13.64 (Per kilo ¥ 68.19)

18 | P a g e

4.3

Market Size & Trends.

China has grown in a short period into the second position concerning world dairy sales, see Figure
10. The BRIC countries have the largest growth rate and China has the 3th largest growth rate after
Russia and Brazil. Unfortunately India is not taken into account to compare. This enormous growth is
because of Chinese government’s goal to be self-sufficient, meaning that domestic production should
cover all demand for milk products. But the gap between dairy consumption in the develop countries
per capita, and dairy consumption in in China per capita is still enormous with a difference of 200kg
on a yearly basis. Meaning that on average the dairy consumption in a European city is 200kg per
year more than in China. This is also the reason that the Chinese dairy market has still huge potential,
even after several scandals in the industry which give a set-back (C. Beckman, et al., 2011).
Current development are that more households are expected to enter the middle class which means
that these people will have more money to spend on common and luxury goods. But these groups
also have less interest in the domestic products because they have more to spend, they look for
foreign alternatives while most urban consumers prefer pasteurized or UHT milk in carton boxes or
plastic bags available in supermarkets or packed in bottles for home delivery. Dairy bars in the streets
in large cities owned by brand companies, such as Sanyuan in Beijing, are gaining popularity among
younger generations, which mainly sell fresh milk and smoothies (C. Beckman, et al., 2011).

Figure 10: Top 10 Dairy countries by sales (Billion US dollars) (Rabobank, 2012).

Forecasts for China’s NFD (non-fat dry-) milk consumption in 2012 will rise 17% (up to 156,000MT).
The increase is a result of demand for domestic infant formula. The level of breast feeding in China
has been decreasing because most young mothers in urban areas have jobs therefore making it
harder or impossible to keep on breastfeeding (C. Beckman, et al., 2011). Forecast for WMP in 2012
is a growth of 13% (up to 1.67MT), The market for WMP (whole fat-milk-powder) has more different
customer channels such as formulas for school children, pregnant women, the sick, the elderly, ice
cream, yogurt, or food processing such as bakeries and chocolates (C. Beckman, et al., 2011).
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5.

5.1

Processing.
Major Processors.

Based on data from the National Bureau of Statistics, there were 803 dairy processing companies
(State-owned and the non-State-owned) in 2009 (China Dairy Yearbook, 2010). In 2010 this became
828 companies with average sales of ¥ 21,5 million (China Dairy Data, 2011). From these 828 dairy
processing companies, 11 companies are seen as the large enterprises, 141 companies are seen as
medium large companies and 676 are seen as small scale companies. In table 8 we see the top 10
Chinese dairy processing companies. These companies are all private property; however the Chinese
government works closely together with them to increase domestic production and create a safe
secure supply chain. There were in total 25 State-Owned companies in 2010. Their total sales in 2010
was € 460 thousand. Compared to 2005, when the sales were € 150 thousand, the sales have tripled
while the number of dairy enterprises has decreases from 34 to 25 (China Dairy Data, 2011). If we
take a closer look to the number of; “collective-owned, stock cooperation enterprises, joint-stock
enterprises, private enterprises, Foreign and Hong Kong, Macao and Taiwan investment enterprises,
and other types of ownership”, we see no steep increase in number of companies but almost all
types show a similar growth pattern in sales. A remarkable difference can be found in the sales by
private enterprises and foreign investments. The number of companies who are privately owned is
largest with 367 companies (sales in 2010 were € 4 million) but the biggest sales rate is been made at
the foreign investments companies (in 2010 the sale rate was € 8,1 million). For more details about
total assets & staff numbers and the differences between; “state-owned, collective-owned, stock
cooperation enterprises, joint-stock enterprises, private enterprises and other ownership types”, see
appendix 12.3.
If Figure 1 and Figure 9 are compared, it becomes clear that the biggest processing companies are
located in the northern part of China where the largest amount of raw milk is being produced.
Companies such as Mengniu and Yili are located in the resource area. Bright dairy is market oriented
and is closer to the consumer market and sources the milk from the north. Close to the source might
reduce costs because the lines are short to the primary sector but on the other hand the distribution
lines to the consumer are longer. Table 6 gives on overview of the top 10 dairy processing
companies. Detailed information about the major dairy processors in China is listed in appendix 12.4.
Table 6: Top 10 Chinese Dairy companies by sales – 2010 (China Dairy Data, 2011).
Rank
1
2
3
4
5
6
7
8
9
10

Company
Mengniu
Yili
Bright Dairy
Beingmate
Wondersun
Yashili
Sanyuan
China Dairy (Yinqiao)
Feihe
Synutra

Sales ( billion € )
3.75
3.67
1.19
0.49
0.37
0.36
0.32
0.22
0.21
0.21
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5.2

Products.

China produces a large variety of dairy products. The main products produced in China are presented
in Figure 11. Comparing the production shares from 2010 with 2004, Lactic Acid (health drinks like
Yakult13) grow with 25%, 9% and second Flavored Milk with 16, 1%. Third and fourth were IMF and
Yogurt with respectively 13, 8% and 13, 2% growth (M.Wu, 2011). Next to these domestic produced
dairy products, many products are imported. In chapter 8 we will look at the import and export
figures which will give a better insight in the demand.

Domestic products
4% 1%
8%
12%
22%

Lactic Acid
30%

White Milk
Infant Milk Formula
Yogurt

23%

Flavored Milk
Milk Powder
Other products

Figure 11: Domestic dairy products (M.Wu, 2011).

5.3

Transport & Collection points.

Collection centers are owned by different operators and managers. As discussed in chapter 3,1, there
are 6 types of milk stations: (1), milk stations run by dairy enterprises; (2), those managed by largescale dairy farms; (3), those managed by dairy plots; (4), privately owned stations; (5), mobile milk
stations; and (6), others (G.Qian, et al., 2011). As we have seen in Figure 6 (Dairy supply chain), the
source determines which collection center is been used or approached.
Due to the melamine scandal in 2008, new policy states that all collection centers have to be
registered in order to provide milk because it was suspected that the main contamination source
would have been one or several collection centers (D. Mo, et al., 2012). To implement the regulation,
the Ministry of Agriculture sent 150,000 officials to inspect the collection centers (X. Jia, et al., 2012).
All centers that did not registered would automatically be closed and be banned from the market. At
the moment 13.000 milk collection stations have registered and 8000 milk transport trucks have
business license (H.Gao, 2012). After this clean-up, the Chinese government began investing to
upgrade the facilities to ensure better quality and product safety. This policy change effect many
farmers because they need to travel more to a registered milking collection point or had to invest in
their own to provide the quality check which needed to be done for each delivery. The milk

13

http://www.yakult.nl/
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transport from farm to the collection center is often done by a small tractor or a moped with a trunk.
The milk is been transported in milk churn which means not cooled. At the collection point the milk is
been measured based on proteins and quantity and then cooled (D. Mo, et al., 2012). From this point
the cooled chain starts. A truck collects the milk which is then transported to either a bigger
collection point, or directly to a processing facility.

5.4

Product Safety.

Food safety is a key issue for any society and economy because it is a vital point in consumer
wellbeing. It requires the attention and awareness of the government and all stakeholders in the
food industry to ensure a safe product. Corporate Social Responsibility (CRS) issues associated with
the food industry are complicated but food safety is the most vital aspect which receives the most
attention (D.Kong, 2012). The consumers attend most attention to their wellbeing and therefore
demand a safe product. As an example, look at the comparison made in Figure 12 between Beijing
and Xian. It is immediately noticeable that the percentage of people who are not interested or have a
low interest does not exceed 10% of the inhabitants of both cities. The percentage of ordinary
interest is similar with 20% and the percentage of people with a food safety interest above average
and high is more than 50% in both cities (Rabobank, 2012).

Figure 12: Consumer concern on food safety 2010 (Rabobank, 2012).

5.5

Investment Projects.

The Chinese dairy industry is very volatile and the business is booming. Domestic demand is growing
and the Chinese government is working active together with the dairy industry to improve the dairy
chain, the management on farms and the product quality and quantity. To improve the dairy chain,
the government is working on vertical integration (M.Overheul, 2012). By vertical integration the
government hopes that more large scale dairy farms will emerge and the number of small backyard
farmers will decrease to ensure product quality and safety. Thereby the quantity and quality will
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improve and food safety will improve. Not only the cooperation between farmers must be enhanced
but also between milk collection centers and milk processors to shorten the distribution line and
improve the cold chain (M.Overheul, 2012). The main domestic and foreign milk processing
companies are investing heavily to improve their position in the market and to increase the
production rate. We take a look at just 9 of these big investment projects:
1. Luhe dairy farm (Beijing) (among top ten dairy farms) plans to increase its dairy cow to
80.000 heads. At the moment Luhe has 25 dairy farms with 45.000 heads. The milk
production per cow per year is 10.000kg. They are going to set up the new dairy farms in
Hebei, Shandong, Henan provinces and Tianjin city (Embassy, 2012).
2. Mengnui14 has invested a total of more than € 500 million in their dairy farms in 2012. At the
moment Mengniu runs 12 dairy farms and has major shares in 26 farms. All these farms have
more than 110.000 dairy cows. For this year they plan to build 8 till 12 new big dairy farms.
They plan that in the next five years another € 413 million will be put in the construction of
milk production base. Mengniu has decided that their products should consist of 100% raw
milk coming from their own milk production bases or from their long strategic partners.
Furthermore Mengniu has reached an agreement with Arla Foods to put in 220 million Hong
Kong Dollars as investment, making Arla Food the second largest shareholder.
3. Yili dairy company, according to a news report in March 201215, will invest € 704 million this
year in 6 big dairy projects including; “liquid milk, milk powder, yogurt, cold drinks, raw milk
production base and R&D”. From this investment, € 150 million will be used for the
construction, expansion or renovation of milk production bases and other facilities.
4. Shanghai dairy group, according to the news report of September 201116, has 24 dairy farms
with each 35.000 cows. The milk yield per cow per year is 8287kg. The company's total sale
revenue in 2011 was € 1,48 billion, an increase of 23.16% over the previous year. For 2012
the target is to achieve total revenue of € 1,71 billion and net profit of € 34,17 million17.
5. Jinan Jiabao Dairy Co., ltd. is among the top ten dairy farms in China. There are 3 milk
production bases managed by the company and it also has more than 100 dairy farming
parks to provide raw milk. In 2012 the company will invest € 22,53 million to set up an
advanced yogurt plant with the production capacity of 600.000 per day18.
6. Wondersun dairy Co. ltd. capital is around € 425 million with 22 sub-companies and 20,000
employees. There are 510,000 cows to provide fresh milk to the company. The annual
processing capacity is 100 million tons of fresh milk. In 2013 a new milk powder project will
be completed with the processing capacity of 600 tons of fresh milk per day to produce
40,000 tons of milk powder per year. Total investment for this project is € 37,3 million. The
production value will be € 175,2 million19.

14

http://www.mengniuir.com/c/index.php
http://www.yili.com/ylnews/news.shtml
16
http://www.dairy-sh.com
17
http://www.brightdairy.com/
18
http://www.jiabaoruye.com.cn/cn/index.jsp
19
http://cache.baidu.com/
/www.wondersun.com.cn/
15
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7. Nestlé has strengthened its hold on the infant formula market in China by its takeover of
Pfizer Nutrition. The Swiss infant formula giant bought out Pfizer Nutrition on April 23 for €
9,4 billion in a “strategic move to enhance its position in global infant nutrition”20.
Furthermore Nestlé invests together with CAH Dronten (university of applied science in The
Netherlands) and a consortium of 20 companies in an education institute to provide practical
training to local farmers in order to improve management (B.Prins, 2012).
8. Fonterra also announced 12th April that they are investing two additional farms in the Heibi
province. Thereby increasing local production to provide Chinese demand (expectation 2020
is 70 billion liter milk per year)21.
9. The Xiangyou Food Company wants to invest € 10 million with expected annual sale revenue
of € 33,8 million22.
The Chinese milk consumption per capita is only 32.4 kg, less than one-third of the world's average
level. According to the Ministry of Agriculture, the huge milk consumption potential not only
provides tremendous business opportunities for Chinese and foreign milk suppliers but also indicates
a broad prospect for international cooperation. China has signed memorandum of cooperation with
New Zealand, Argentina and other countries, set up a regular dialogue and exchange mechanisms
with New Zealand and Australia and carried out extensive cooperation with countries like Canada,
Sweden, the Netherlands in dairy technical seminars and training. With this cooperation, China tries
to enhance the domestic dairy industry level. Figure 13 is an example of a big dairy farm in China.

Figure 13: Chinese farm (Picture taken by J.W. Tolkamp July 2012)

20

http://www.nestle.com/media/nestleinnews/pages/medianews.aspx
www.fronterra.com/news
22
http://www.holland-hebei.net/index.php/activities/36-agriculture-past-activities/70-milk-production-50000ton-per-year-looking-for-a-dutch-partner
21
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6.

6.1

Primary Sector.
Production.

Domestic raw milk production has grown enormous. If one compares the year 2000 with 2010, the
raw milk production has increased with a factor 4.3. Looking at Table 7, there was a slight decrease in
2009. This can be explained by the Melamine scandal in 2008 when many consumers bought less
milk because they didn’t trusted the quality of the domestic dairy products, forcing many Chinese
farmers to stop their businesses. But in 2010 there is again an increase in the number of cows and
tons of milk compared to 2008. The total number of dairy cows has quadrupled in 10 years up to
12.500 Tons (2010). With this enormous increase in milk production, China is at the moment the
third largest dairy producer in the world, after 1: the USA and 2 India. See appendix 0 for the top 20
producing countries.
Table 7: China Raw Cow Milk Production and cow heads (China Dairy Data, 2011).
Year

2000

Raw Cow Milk (“000) MT
Total Dairy Cattle (“000) heads

8.274
4,887

2005
27.534
12,161

2008
35.558
12,335

2009
35.209
12,603

2010
35.700
12,500

Figure 14 gives an overview of the main producing provinces. Inner Mongolia has the largest
production. Looking back at Table 6, it can be concluded that Mengniu and Yili have big potential in
becoming even bigger looking at their location site which is near to the main resources and their
production facilities. This overview is also in line with figures 1 & 8, confirming that the Northern
provinces produce the most. The other provinces together (13 in total) and Heilongjiang alone,
produced each 16% of the cow milk production. This means that the ‘Other Provinces (13) in total
produced on average less milk than the Shanxi province (2%) does. In China, cows often have 3
lactations. There first calving is on average is after 30months and the second after 42 months (China
Dairy Yearbook, 2010). The cows are 305 days lactating and produce on average annually 5000 to
6000kg per year (Yue, 2012). The fat percentage is between 1.4 and 6.2, the protein percentage
between 2.0 and 5.0 and the somatic cell counts (1000/ml) is between 0 and 6000 (China Dairy
Yearbook, 2010).

Cow Milk Production per province 2010
3%

2%

16%

21%

4%
16%
5%
5%

7%

10%

11%

Inner Mongolia
Heilongjiang
Hebei
Shandong
Henan
Xinjiang
Liaoning
Shannxi
Ningxia
Shanxi
Other Provinces

Figure 14: Cow Milk Production per province (China Dairy Yearbook, 2010).
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Animal health is at the moment not a focus point in the industry. The main focus is on providing
quantity. Therefore the barns are built effective in order to contain as many animals as possible
instead of providing enough space. The Chinese climate is also very humid during the summer period
and the cows need cooling and enough water sources. These factors are not always in abundance,
which results in less production. There are many improvements possible to provide better animal
welfare, even with small investments. Transport of the cows also gives a lot of stress and the roads in
China are not always very good which might lead to injuries to the cattle. In Europe, cattle need to
receive water and feed during transport. In China there are no specific written rules for this and it is
up to the driver to take care for regular stops in order to feed and provide water to the cows.
By looking at Figure 15, one sees the milk price from 2010 till April 2012 which shows a steep
increase in 2010 and in 2011 a small steady increase. The milk price in 2012 is again higher than
compared to the years before. The prices are leveling because Chinese farmers are making more
costs due to higher costs for labor and disposals. These cannot be further calculated in the price
because this would raise the price of the dairy products for the consumer. The farmers are now at a
point where they need to cut costs in order to produce cheaper and sustainable (LR, Dutch Embassy,
2012). In Figure 15, the left (vertical ax) is price in RMB and the horizontal line presents the months
of the year. The milk price was, before the reforms in 2008 due to the Melamine scandal, based on
quantity. Currently the quality is based on 2.8% proteins, 3.1% fat and the Somatic Cell Count. The
milk price is been set by the ‘China Dairy Association’ and is currently (April, 2012) at ¥ 3.27 (€ 0,41)
(Dairy Association of China, 2012). Price is set by the demand and with help from subsidies, kept at a
reasonable price level to ensure income for the farmers.

Figure 15: China Milk Price (Dairy Association of China, 2012).

Farmer’s income hit a record in 2010 after already growing 7 years in a row. The average per capita
net income of rural residents was € 740, in 2010, an increase of 14.9% (adjusted to inflation 10.9%)
compared to 2009 (China Agricultural Development Report, 2011). The income is mostly spend on;
‘food (10.1%), clothing (6%), housing (3%), household equipment (14.1%), Transportation (14.4%),
Culture and education (7.7%) and healthcare (13.4%)’ (China Agricultural Development Report,
2011).
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6.2

Farm Structure.

The milk supply is been produced by several types of farms. China has many backyard farms but due
to the policy change of the government, many small farmers had to stop milking cows because of the
high costs. In Table 8 we see an overview of the number of farms from 2007 to 2010 based on
number of cows per farm. We see that the total amount had an enormous setback in 2008 compared
to 2007 and that in 2010 the total number of farms is almost back at the level in 2007. The largest
increase in total number of farms in 2010 compared to 2009, are farms with more than 50 heads.
Also in appendix 12.6 there is an overview of the different farm types which compares farm type
based on the number of cows with the yield, amount of labor days and the earnings which the owner
makes. We can conclude that the resources, management and knowledge on the large dairy farms is
better than on smaller farm sizes because the yield per cow is better, the labor hours are less and
they have the highest income.
Table 8: Farm structure (Gain Report, 2012).
Number of Chinese Dairy Cattle Farms at Different Herd Size, 2007-2010
2007

Annual Inventory
(Head)

2008

2009

2010

Number of Farms
2.159,70
295,789
149,106
42,079
14,175
4,421
2,336
768
339
3774,607

1 to 4
5 tot 9
10 tot 19
20 tot 49
50-99
100-199
200-499
500-999
>1000
total # of farms

1.970,76
398,744
143,358
51,804
13,842
4,425
2,679
1,026
454
3040,633

1.816,36
374,541
138,265
49,490
13,685
4,324
3,341
1,773
706
3107,778

1.750,90
345,667
138,246
49,450
14,758
4,640
3,579
2,061
898
3207,296

% change
2010 vs 2009
-3,6
-7,7
0
-0,1
7,8
7,3
7,1
16,2
27,2

Figure 16 gives an overview of the raw milk supply of China by farm type based upon the numbers of
cows. 23% of the milk supply is still been delivered by farms with less than 6 cows! The backyard
farmers together with the smaller farmers (less than 20 cows) deliver nearly 50% of the total supply
while the larger farms of more than 200 cows only deliver 32% of the total milk production.

Raw Milk supply by Dairy Farm type
1 tot 5
13%

23%

10%

6 tot 20
21 tot 100
101 tot 200

9%

201 tot 500
24%

6%
15%

501 tot 1000
> 1000

Figure 16: Raw milk supply by farm type -2010 (M. Wu, 2011).
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The policy of increasing the size of dairy farms is also a big discussion point. Main discussion points
that rise are; “10.000 cows living together increases the risk of epidemic diseases, the large-scale
dairy farms need a lot of professional management experts which China currently lacks and need to
be sources (and paid) from foreign countries, a huge demand on fodder intensify with difficulties of
plantation, transportation and storage of feed, and the excrement, urine and methane who bring
serious pollution to local environment and leave long-term impact” (M.Wu, 2011).

6.3

Major Producing Companies & Ownership.

Not only the government and the big processors have huge influence on the dairy market, also the
big dairy farmers. These farmers, or better said investors differ a lot. Some of these farmers own
several local farms and provide money to invest, while others own several dairy parks or farms with
more than 10.000 heads. The government supports these (domestic and foreign) investors in order
to grow these facilities and connect more small scale farmers with each other and ensure a safe
supply line. The investors (big farmers) provide next to money also land, knowledge, technical
applications and labor. In appendix 12.7 is a list of the top 10 major dairy producers with detailed
contacted information.
Ownership is different for every farm but all the land is property of the government. The local rent of
the land is determined by the local government. In a research titled; “Contract farming in China:
Perspectives of smallholder”, done by H. Gou & R.W. Jolly in 2005, contract farming is not very
common. In their survey only 21.2 % participated in contract farming but 97.9% were very positive
about contract farming. Advantages such as; “market access, price stability, credit- and technology support”, are seen as main motivations to work with contracts. The contracts are made by the local
government, the owner of a dairy park or “cow hotel”23, by a manager of a milk collection point or
processor / manufactures (Hongdong Guo, Robert W. Jolly, 2005).

23

Cow Hotel is collaboration between several farmers who gather their cows to one area and share the
resources such as feed and equipment.
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7.

7.1

Supplying the Dairy Sector.
Feed Industry.

China is the third largest feed market after the USA and EU27. It has become a net-importer of feed
products. It imported 5.708 million tons of grain which is an increase of 81.2%. Import increased 18.6
times to 1.57 million tons (China Agricultural Development Report, 2011). In 2010 China exported
1.24 million tons of grain, a 9% drop compared to 2009. The exports of corn also showed a decrease
of 1.7% to 127 thousand tons compared with 2009. Despite corn import records since 1996, the
Chinese government is maintaining its position on grain (corn) self-sufficiency. A recent article by the
Minister of Agriculture Han Changfu published May 26th of 2012 (MOA, 2012), stated that China plans
to increase corn production through policy and technology support to meet the raising domestic
demand. Underlining that corn should not become the second ‘soybean’, implying that China should
not become dependent on import to meet its corn needs (J. E. Lagos, et al., 2012).
The production of feed in China is done by more than 13 thousand companies, but one third of the
total production is done by the 16 largest companies (I. Enting, et al., 2010). The major dairy cattle
feed factories in China are listed in appendix 12.8. Wellhope ruminant is by far the largest with 2
facilities over 8000 tons per month. Wellhope is a joint-venture between ‘De Heus’ from The
Netherlands and Wellhope group (Chinese name: Hefeng) from China. De Heus did not wanted to
invest a lot of money in building new facilities with potential risks, but chose a more safe option by
investing in a minority share and invest in the transfer of know-how, thus helping Wellhope to create
better products and process lines and to form a long term business relationship. Additional they also
give advice to farmers how to improve their feeding management (Cortenbach, 2012). One of initial
motivations to invest in China was to get a better insight in the Chinese vitamin market but also on
other additives such as enzymes. China has all vitamin resources which make these resources
cheaper to source in China then in Europe. The Netherlands are further represented by ‘DSM China
limited’ who is the 10th largest feed additive supplier and ‘Trouw Nutrition Technology Co., LTD’ who
is the 8th largest feed additive supplier (from a foreign country with an overseas investment for
cattle feed in China). Additives are vitamins, proteins and other chemicals added to the production
process. DSM and Trouw have both several production facilities in China.
China invested a lot to improve quality standard in the feed chain which was essential in order to
improve feed quality and thereby the yield from animal products. Technological improvements have
helped with this development. With guidance and help from foreign countries, China tries to
enhance the domestic dairy industry level by increasing the dairy feed conversion rate. This is a
major opportunity for Dutch companies to help invest in production and managing the product yield.
According to a national pasture conference, the financial ministry will allocate € 250 million to
construct 133 thousand hectares of clover. That means in the period 2012 to 2015; € 65 million will
be used to grow good quality clover on 33 thousand hectares of land each year within this period. €
37 million of them is for the clover land, € 25 million for the machineries (for planting and harvesting)
and € 3 million for the subsidies (Embassy, 2012). Due to the growth policy from the Chinese
government and their goal to be self-sufficient, GMO products are a serious option to be widely
implemented (Cortenbach, 2012). GMO products are more resident, don't need that much chemicals
for pesticides and have a lower use of water (M.Overheul, 2012). But there is still a lot of research to
be done before it can and will be implemented in China.
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For further information about the feed sector in China, contact the LR in Beijing or look at the
report;” The animal feed chain in China” from 2010 on the website of the Dutch Embassy of China

7.2

Housing & Farming Equipment.

The farming systems in China are dependent
on the size of a farm. The small backyard
farmers don’t have any (big-) facilities to
house their cows. The small sized farmers
often have a small shed were the cows can
shelter from the rain and cold. “Cow hotels”
have been to pool resources so that farmers
can invest together in proper shelter, feed
supply and technology to manage and milk
their cows (D. Mo, et al., 2012)(Figure 17).
Most common farm system is the American
model: feedlot. The initial investment for
building this farm system is lower than a
closed European facility. Chinese investors
often look at short term results instead of
Figure 17: Cow hotel (Picture taken by J.W. Tolkamp, June 2012)
doing long term investments and earning
more. An investment which is required at all
Chinese farms is a cooling system during the summer. This can be fans in combination with a water
shower.
The level of machinery has increased rapidly over the last decade. According to the Association of
Farm Machinery Industry of China, the total output value of farm equipment’s in 2010 amounted to €
36 billion which is an increase of 26.4% compared to 2009 (China Agricultural Development Report,
2011). For example the amount of tractors increased with 3.6% to € 2,73 million in total from which €
490 thousand were large and medium sized (up 11.9%) and € 2,23 million were small sized tractors
(up 2%) (China Agricultural Development Report, 2011). The big farming companies invest more and
more in technological solutions and equipment’s.
Many foreign companies seize this opportunity and
invest in the Chinese agricultural (and dairy) market.
The Chinese relatively do a lot of work still by hand
but the bigger (new-) companies invest more in
quality and see that technology also contributes to
quality. Milking is often done by hand or a small
milking machine which is still operated by hand
(Figure 18). The big farms with more than 1000 cows,
work often with bigger milking machines such as the
“Herringbone-, Tandem-(Figure 19), Rotary-, or Rapidexit-, -type”.

Figure 18: Milking machine (weiku.com, 2012)
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Fully automatic milking is very uncommon because it requires a more advanced farm management
style. The people are not skilled enough to avoid or solve problems. Therefore foreign companies are
reticent in advising fully automatic milking because the market does not seem to be ready for it
(Leeuwen, 2012). Less common but increasing is a carousel system. The companies who sell carousel
installations need often a local facility to provide training, spare parts and service.

Figure 19: S.A.E Afikim Tandem milking machine (Picture taken by J.W. Tolkamp July 2012).

Concerning cow feeding; “We see that farms are taking more interest in a good feed solutions but
that there are still a lot of improvements to make. Good farm management is the main issue which
needs to be improved (Kroese, 2012). Not only the feeding equipment is important, also harvest
quality, storage quality, feeding schedule and the right feeding amounts are important. Often there is
too much feed placed in front of the cows, which will get warm and a second fermentation will occur.
Pushing feed towards the cows from time to time is important to give the cows’ better access to the
feed. These important details can have a lot of influence on feed intake of the cows and on the daily
milk production. Mixed feed or TMR (Total Mixed Ration) is being used more and more often to feed
the cows (Figure 20), although the right amount of additives is not always in balance (Kroese, 2012).
Again management is important.
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Figure 20: Trioliet feeding machine (Kroese, 2012).

7.3

Breeding Stock.

In 2010 the inventory of Holstein bulls was 1.737 bulls, 27.7 million doses and a total sales amount of
20.2 million doses (China Dairy Data, 2011). Leaving a gap of 5 million doses compared with the total
production and 4 million doses sales for frozen semen. The production is done at a ‘Stud Bull Station’
which is under strict state supervision and need to be registered in order to be monitored. In 2010,
there were 42 official registered stud bull station (China Dairy Data, 2011). China Dairy Association
Data Center registers all bulls and its pedigree, which serves as the studbook (Yue, 2012). Most
common milk producing cows are: Scalper 100 million which is better known as the Yellow cow,
Buffalo 20 million, Dairy cows (Holstein-Friesian) 12,5 million and the Yak 10 million (Yue, 2012). On
production amount, China is competing with the largest producers in the world such as USA and the
Netherlands. But compared on product quality, China is not in the top 10. On knowledge and
management the Chinese are still behind on their competitors (Vennenman, 2012). Although the
margins are low, many foreign countries invest in China by knowledge and set up a partnership, jointventure, sales point (local agent) or even their own facility and thereby profiting from the enormous
growth in the dairy industry. In order to export semen to China from a foreign country, a company
needs to pass a compulsory registration procedure which checks the company and the production
site. Also when allowed, the company needs to apply regular quality and disease checks. More
information about this procedure will be given in chapter 8.1. In appendix 12.9 is a list with the total
overview of the national inventory of dairy stud bull with production & sales numbers of frozen
semen. Also there is a list of semen production station of main stud bull.
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8.

8.1

Trade and International Competition.
Enabling Trade.

Every company has experience with difficulties concerning export and import. The ‘World Economic
Forum’ does every year a survey with help from companies to publish ‘The Global Enabling Report’.
During this survey, they investigate factors several aspects concerning trading. The respondents
score these aspects on a 1 to 7 scale (1 being really bad and 7 very good). China is ranked at place 56
out of 132 countries who are involved in this research (Figure 21). China scores low on ‘market
access’ and ‘transparency of border administration’. From interviews with companies during the
seminars, expositions and conferences visited for this report, many companies complained with the
same argument. Market access can be improved in China in order to be more open for foreign
investors. China scores high on index; ‘business environment (4.6)’, while the highest ranked factor is
‘efficiency of import-export procedures (5.2)’. The Netherlands are ranked 7th. Compared to China,
the Netherlands score on every sub index category higher than China (R. Z. Lawrence, et al., 2012).
The highest index is ‘border administration (6.0)’.

Figure 21: Enabling trade index China (R. Z. Lawrence, et al., 2012).

The ‘Global Enabling Trade report’, shows that developed countries generally rank higher in enabling
trade than emerging ones. In the coming decade, forecasts are that the developing countries will
grow strong due to the slow-growing demand in the developed countries and the growing middle
classes in China (R. Z. Lawrence, et al., 2012). It is also expected that Chinese growth will shift away
from exports and toward domestic demand. This will provide huge opportunities for develop
countries, but their success rate also depend on how open the market will be to enable trade within
Chinese national borders (R. Z. Lawrence, et al., 2012).
There are several ways of doing business abroad: “direct investment, exporting, joint-venture,
alliance, local agent or building a local facility”. In order to lower domestic production costs,
production, or several parts produced locally in China might make your product cheaper than other
foreign investors. Also doing assembly in China can safe transport costs and gives additional income
due to Chinese subsidy.
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8.1.1 Trade disputes.
During the survey done by ‘World Economic Forum’, they investigated factors which are seen as most
problematic for trading. Figure 22 summarizes those factors seen by business executives. The most
problematic factor for exporting to China is ‘identifying potential markets and buyers’ with 16.2% of
the responses. Matchmaking is experienced as very difficult and problematic. The least problematic
factor is ‘Rules of origin requirements abroad’ with 4.8%. The Netherland are also described in ‘The
Global Enabling Report’ and matchmaking is perceived even more problematic with 18.7% of the
responses (R. Z. Lawrence, et al., 2012) and the ‘Rules of origin requirements abroad’ is perceived as
second most problematic with 16.3% of the responses. The Dutch customs system is often perceived
as very bureaucratic which makes it problematic for foreigners. Most problematic factor for
importing from China by foreign companies is ‘Tariffs and non-tariff barriers’ with 22.2% of the
responses and ‘Crime and theft (2.6%)’ is seen as least problematic. The Netherlands also have as
most problematic factor ‘Tariffs and non-tariff barriers’ with 27% while ‘Corruption at the border
(1.0%)’ is perceived as least problematic (R. Z. Lawrence, et al., 2012).

Figure 22: Problematic factors trading factor China (R. Z. Lawrence, et al., 2012).

Sometimes finding a solution for these problems mentioned (Figure 22) concerning import and
export are more difficult in China than in the EU. Language and cultural differences and lack of legal
information are often debit to that. The Dutch Embassy can help with trade disputes such as
differences in interpretation of contracts and agreements, to liability for failure to comply with local
regulations and requirements. The Dutch Embassy has good network relations and can assist
whenever having these or other problems. However the Chinese laws are leading.

8.2

Regulatory & Legislative Framework.

The influence of Chinese government on the import of foreign products including dairy can be
described as dual. Although China has become a full member of the WTO, the Chinese government
tightly controls all dairy related imports to protect their domestic market. Several countries have
complained at the WTO table and requested to resolve these matters but often with little or no
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effect (WTO, 2012). In China, AQSIQ is in charge of; “national quality, metrology, entry-exit
commodity inspection, entry-exit health quarantine, entry-exit animal & plant quarantine, importexport food safety, certification & accreditation and standardization as well as administrative law
enforcement” (AQSIQ, 2012). Concerning dairy products, the following AQSIQ’s requirement must be
followed to be eligible to export to China:
1. One original export health certificate to accompany each shipment;
2. Export health certificate should be bilingual (English and Chinese).
3. Export health certificate should include:
a. Product information;
b. Processing plant and transportation information;
c. A veterinary certificate for dairy products processed with cow milk from dairy farms free of
the five reportable animal diseases: FMD, brucellosis, TB, anthrax, and bovine fever;
4. A dairy product safety and sanitary certificate.
All agricultural products need to be registered before admitted for export to China. All applications
concerning meat related products are handled by AQSIQ and all company registrations are handled
by CNCA. For meat related products and starting materials such as semen, the following procedure
needs to be followed:
1. Official request by the Dutch Government for ‘this’ specific product.
2. An extensive questionnaire has to be filled in by the Dutch government. It contains questions
about; “animal welfare, animal diseases and the measurements which are been taken to
contain and monitor these, number of ‘station / facilities’, current situation”, and so on.
3. Inspection about the level of control and monitoring by the local government and external
institutes. Also on what quality level the product is.
4. Than a protocol is designed in which guidelines are made for further and future similar
products.
5. From this step the companies can officially apply for admission to the registration list.
6. All companies which have applied need to fill in an additional questionnaire to elaborate
their businesses. Explaining the product, number of staff, facilities, sales amount and so on.
7. After the questionnaire, the company is been inspected by AQSIQ.
8. Admission to the registration list.
When all steps are approved, than in step 8 the product is been allowed to the Chinese market. If you
fail for example step 6, you again need to make an official request to apply for registration and need
to fill again the questionnaire. The inspection by AQSIQ is been paid by the company. If you fail the
inspection, you need to improve the disparities and again apply for an inspection. If a company wants
to add a production facility, it can start the procedure above from step 5 again because all other
steps before are already done. All shipments need to have an official ‘healthcare certificate’ by a
veterinarian before transport.
The Chinese importers, who order and import the products, need to be registered at AQSIQ. Dealing
with an importer without this registration could mean that all your shipments will strand in the
harbor. As of 1th of October 2012, also all exporters need to be registered at AQSIQ. In appendix
12.10 is flowchart of customs clearing for products from the harbor (W. Xiong, 2012).
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For the dairy market, the expectation is that a similar procedure will be implemented starting in
2013. This means that all dairy exporters need to register their products at CNCA. But the exact steps
and content is unclear at the moment.

8.3

Import & Export Dairy products from the Netherlands.

In order to meet the required domestic demand for dairy products, China is importing a lot. Figure 23
gives an overview of the total dairy products imports for China. Milk powder has by far the largest
share in total import followed by Whey powder. In appendix 12.11 is a complete overview of the
imports and exports of dairy products by and from China.

Total dairy Import of China
Fresh milk
Yogurt
71%

Milk powder
18%

Whey powder
Condensed milk
Butter

0%
5%
0%

5%

Cheese

1%

Figure 23: Total Import of dairy products China (China Dairy Data, 2011).

Table 9 gives an overview of the total import from Honk Kong and China, and the total export to
these countries. In 2006, 2007 and 2008 the Netherlands had a trade deficit. But from 2009 till now
there is a trade surplus. If we compare this fact to tables 13 and 14, we see that in 2009 the total
export of dairy products doubled while the import has a major setback in 2008 and climbed just a
little in 2009. There is no proven connection but this might be the cause of the Melamine scandal in
2008. Chinese consumers lost their trust in Chinese domestic dairy products and therefore started
heavily importing foreign dairy products with special interest to infant nutrition. The import from
Hong Kong is not that enormous and has a lower growth rate than the direct imports from China.
Because all products exported from China and who are made in China, will have no difference for
Dutch market entry. Hong Kong is just smaller than China and therefore their export rate is lower.
Table 9: Total Import & Export Agricultural products from the Netherlands (LEI, 2012).
Totals (*1000)
HK Total
CN Total
Total Export

2006

2007

2008

2009

2010

2011

154097
261318
415415

179253
264425
443678

234895
331203
566098

283720
493885
777605

402510
593928
996438

639565
697186
1336751

HK Total
CN Total
Total Import

8937
529323
538260

12992
632285
645277

11172
688702
699874

9381
665693
675074

7977
727807
735784

9253
843728
852981
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Products which are accounted as ‘Agricultural export products are’; “01: Cereals, seeds, legumes,
potatoes, 02: Oilseeds, 03: Animal feed grains plus, 04: Cereal Preparations, starch, 05: Sugar, 06:
Gardening Seeds, 07: Ornamentals, plants, 08: Vegetables, 09: Fruit, nuts, spices, 10: Prepared
potatoes. Fruit, vegetables, 11: Livestock, 12: Meat, 13: Eggs, 14: Dairy, 15: Fish, 16: Wood, Cork
17: Margarine, fats, oils, 18: Beverages, 19: Coffee, tea, cocoa, 20: Tobacco and 21: Miscellaneous.
In table 10 and 11, the Export and Import of dairy products from China to / from the Netherlands are
presented. Remarkable is that the export to Hong Kong is higher than to China while there are only 8
million inhabitants in Hong Kong. This difference is because of lower trade barriers in Hong Kong.
Most of these products go straight to China, thereby passing difficult regulations.
Table 10: Export of dairy products from the Netherlands to China (LEI, 2012).
Export (“000) €

2006

2007

2008

2009

2010

61388
73629
89268
123356
202629
Hong Kong
31364
47428
55462
171404
184948
China
92752
121057
144730
294760
387577
Total
Table 11: Import of dairy products from the Netherlands to China (LEI, 2012).

2011
359083
194555
553638

Import (“000) €

2006

2007

2008

2009

2010

2011

Hong Kong
China
Total

0
1283
1283

0
1184
1184

0
4
4

36
0
36

20
1
21

0
0
0

The following products were accounted for; “Milk & Cream, Skimmed Milk powder, Whole Milk
powder, Condense, Whey, Butter, Cheese, Consumption ice-cream, Infant Nutrition, Casein, and
Other dairy products”. An overview of all the individual numbers per product can be seen in the full
table in appendix 12.12. According to published data of the China International Dairy Fair, China
imported in 2008 over 140,000 tons milk powder, in 2009 over 310,000 tons, in 2010 over 480,000
tons and in 2011 more than 650,000 million pushing the foreign market share up to 60% (Dairy
Association of China, 2012). China has some import tariffs on dairy products. For milk Powder this is
10%, for Whey powder this is 2% and for Cheese this 12% of the total price (Editorial department of
Customs check., 2012).
8.3.1 Health and veterinary issues.
For dairy processing facilities, there are suggestions that by the end of 2012, all companies must be
registered with AQSIQ. But the details are still unclear and negotiable. For dairy feed supply, all
companies are already listed and registered. At the moment no cows / calves with Dutch origin are
allowed to be exported to China. The only exception is semen. Unfortunately this is from 1th June
2012 also expelled due to the ‘schmallenberg virus’. No estimation is given on how long this export
interference will be intact. Concerning meat; at the moment The Netherlands are not allowed to
export beef to China because of BSE disease which the Netherlands faced in 2001 till 2004, 2008 and
2010 (AgriHolland, 2012). This is unfortunate because there are many opportunities for selling beef
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in China. See report from S van Berkum: “EU meat export opportunities in the far East”24. Look at the
website of the “World Organization for Animal Health25” for more up to date information about the
animal diseases in the world at this moment.

8.4

Import & Export equipment’s.

In order to compete with the world competition, China imports; ‘additives, technology, machinery,
knowledge by training facilities and trainers, but also cattle, embryos and semen as seen in table 12.
Europe is a big supplier of knowledge, industrial technology and also machinery such as tractors,
feeding-, milking-, harvesting- equipment (Rabobank, 2012). Regarding steel products, an exporter
needs to have a certificate for; “Automatic import license for important industry products”. For an
electronic product such as a motor or drilling machine, a CCC certificate (China Compulsory
Certificate) is necessary. Often these rules are based on competitiveness. If the products compete
too much with the Chinese market, it will not be allowed (W. Xiong, 2012). The shipment of technical
products always needs a total inventory list with all parts mentioned, its purpose, function and
destination.
China has several import tariffs on products for the agriculture. For milking-, harvesting-, feeding
equipment this differs between 5% and 10%. For Semen this is 0% and for cattle feed, this depends
on what kind of feed is been imported to China. Main products differ between 3 and 5% (Editorial
department of Customs check., 2012). For more information contact the Customs check department
of the Dutch Embassy in Beijing, China.
Table 12: Imports for dairy production (China Dairy Data, 2011).
Value ( million € )
Dairy cattle
Embryos
Frozen Bovine Semen

8.5

2005

2006

2007

2008

2009

2010

58,97
1,12
0,76

119,28
0,86
1,88

22,98
1,29
3,52

27,14
1,06
2,21

64,87
0,81
3,52

157,84
1,36
9,78

International Competition.

In chapter 4.3 (Figure 10), it has been made clear that the Chinese market share and growth rate is
increasing and competing with largest producers in the world dairy market. The dairy market in
Brazil, Russia and India is growing rapidly. China is playing a major role in this growth and the Chinese
companies are becoming bigger and are competing with the largest dairy manufactures in the world.
The major difference is price level and amount of costs. Although this report does not provide
scientific data which prove that these aspects differ between the BRIC countries versus the USA, EU
and New Zealand, one might expect that production costs are lower in the BRIC countries due to
cheap labor, but it can also be higher because the level of automation is very low. Same difference
applies to the retail price which creating a different value of the market (M.Overheul, 2012).

24
25

http://library.wur.nl/WebQuery/wurpubs/lang/424274
http://www.oie.int/
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In Table 13 we see current top 20 dairy processors of the world. Yili and Mengniu have entered this
top 20 just recently and are already moving up to place 15 and 16 from respectively 19 and 18. The
differences with the big 6 are still very huge but with the current growth rate of the dairy sector in
China, this difference is expected to get a lot smaller really fast. The BRIC countries are investing
heavily in the dairy market in order to increase the production level and to foresee the rising demand
for dairy products while in Europe and USA the dairy industry is maturing and investments are done
based on saving costs.
Table 13: Top 20 dairy processors worldwide by sales (Rabobank, 2012).
Rank 2011

Rank 2010

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20

1
2
4
3
5
7
6
8
9
12
10
11
13
14
19
18
17
21+
21+
20

8.6

Company

Country HQ

Nestlé
Danone
Lactalis
Fonterra
FrieslandCampina
Dairy Farmers of America
Dean Foods
Arla Foods
Kraft Foods
Meiji
Unilever1
Saputo
DMK
Sodiaal1
Yili
Mengniu
Bongrain
Müller1
Land O'Lakes
Schreiber Foods1

Switzerland
France
France
New Zealand
Netherlands
USA
USA
Denmark/Sweden
USA
Japan
Netherlands/UK
Canada
Germany
France
China
China
France
Germany
USA
USA

Sales (€
million)
20.56
15.48
14.84
12.46
10.63
10.32
9.29
8.17
6.11
5.87
5.71
5.48
5.00
4.84
4.60
4.60
4.37
3.65
3.41
3.57

Future Developments.

The Chinese dairy processors invest heavily in the dairy sector, as described in chapter 5.5, and it is
expected that one of the main themes of investment, will be innovation of the process to gain
market share. The biggest dynamic growth is forecasted for flavored milk drinks with fruit juice.
These juices are very popular therefore, manufactures are investing in new product development but
not only for creating new flavors, but also because for its nutritional value. Chinese consumers are
willing to pay for flavored milk drinks with fruit juice as long as they are fashionable and healthy. The
expectation is that consumer concerns on personal health, product safety & quality will further
increase and that manufacturers thereby are likely to investment more in R&D to bring products in
line with consumer demands.
For example; “health and wellness milk products with low or zero lactose, low-fat or fat-free drinking
milk products, organic products and products added with functional ingredients beneficial for certain
consumer groups” (EuroMonitor, 2012).
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Forecasts from the Rabobank tell that the global dairy market will expand at 2.4% per year over the
next 5 years. But this growth will not be evenly spread creating more dynamics. Main growth will be
skewed to the BRIC countries with special interest to India and China who are expected to account
for more than 80% of the market volume growth, while western markets (EU and USA) continue to
mature. Because of this growth, Rabobank also forecast that there will be a structural shift in the
costs of producing milk. New investors looking to enter this ‘booming market’ are advised to carefully
choose when and what their investing in, while current investors need to be prepared for sudden
market changes in order to reduce risk and position themselves better in the market (T. Hunt, et al.,
2012). In appendix 12.13 the sales and forecasts from 2006 till 2016 are presented. Currently the
sales amount of dairy products is at ¥ 154 million (€ 19 million) and they are expected to grow in
2016 to ¥ 225 million (€ 28 million) (EuroMonitor, 2012).
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9.

9.1

Analysis of the Export- and Investment Opportunities.
PEST

In order to make the PEST analysis about the Chinese Market, all aspects have been looked at during
this research and have passed in different chapters. In order to describe the aspects, several
indicators have been used which are all mentioned per aspect in appendix 12.14
(Be aware that the order of the aspects / tables in the appendix is different than ‘PEST’ suggests).
• For the Political (and legal-) aspects, the stability of the government is a vital factor. The political
system is somewhat complex but most of all: stable for several decades. However policy
instability is seen as a problematic factor when doing business (K.Schwab, 2010). The speed of
procedure progress however is perceived as bureaucratic and slow by foreign countries although
the government is very positive and open for foreign investments. However, at the same time
domestic companies get preferential treatment. The government has a lot of influence and
control, even on private companies. Therefore corruption is often still feared by foreign investor
(K.Schwab, 2010) while crime and theft have hardly any influence on doing business. For the WTO
membership, China lowered the agricultural import tariffs which make it more attractive to export
to China. It rapidly developed from small importer (2004 € 40 billion export) to the largest
importer of agricultural products (forecast 2014 € 75 billion import) (M.Overheul, 2012).
• For the Economic aspect, GDP growth-, inflation-, interest-, unemployment- rates are used to
describe and give an indication of the current economic situation. For domestic companies, bank
credit availability is low and interest rates are high. Although the labor market is rated above an
average efficiency-driven economy in ‘The Global Competitiveness Report’, the unemployment
rate is very low and people are ambitious and willing to work hard. But there are still big
differences between the rural and urban areas concerning income and living standards. Costs for
living are rising together with the minimal wages. The government is using a monetary policy in
order to guide economic growth, that is why foreign investors rate ‘inflation’ as a serious problem
when doing business. But the ‘foreign currency regulations’ are not a huge problematic problem.
Although the Chinese market is enormous, foreign investors complain about market access. Also
at the border, there is lack of transparency in administrational services (R. Z. Lawrence, et al.,
2012). The largest problem for exporting too China is matchmaking between buyers and sellers
while for importers the tariffs and non-tariffs barriers from the most problematic factor.
• For the Socio-Demographics aspect, several indicators are described to give an insight in the
general living and cultural situation. Such as the live expectancy which has increased due to more
health awareness, people pay more attention to their health and are willing to invest in healthy
products such as fruit flavored milk drinks (Yakult, Activia, etc.). The population growth rate is
decreasing but the market is currently still increasing as is the potential demand for dairy
products. The urbanization rate is also very high and expected to increase. Currently there are 13
metropolises with over 10 million inhabitants in China. This means that more peoples will live in
the city and earns more with a possible shift to a western diet. Next to that, the education level is
rising and people notice the contribution of a good education for their career potential.
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• For the Technological aspect the indicators automation, economic and governmental help for
automation, research & development and intellectual ownership rights have been elaborated.
Technological readiness is rank very low by foreign investors in ‘The Global Competitiveness
Report’ (K.Schwab, 2010). Also insufficient and inappropriate production and technology skills are
considered as a problem when doing business (R. Z. Lawrence, et al., 2012). The government
supports investments and research for automation and new product development. Many foreign
companies bring knowledge and machinery / equipment to the Chinese market but are afraid for
copy behavior. Although the government has made intellectual ownership a focus point on the
12th FYP, the rules are still not strict enough which restrains many foreign investors from dealing
with Chinese partners.

9.2

SWOT.

From the PEST analyses is the SWOT analyses drawn. In the SWOT analysis the internal environment
of a company (Strengths & Weaknesses) and the external environment (Opportunities & Threats)
which face the business are compared. The analysis is seen from a Dutch perspective. The internal
environment is in this case the Dutch companies who want to invest in the Chinese dairy market and
industry. The external environment is the Chinese dairy market/industry.
9.2.1 Strengths of the Netherlands when doing business with China.
(1): The Netherlands are known for their know-how, skills and R&D. Especially on technology,
management level and the innovations made are known world-wide. The amount of research and
product development which solves market and industry issues is famous around the world.
(2): The position of the Netherlands in the world dairy market is highly valued. The Netherlands are
always on of the first countries in supplying the latest solutions in technology, management, research
and products. The Dutch are seen as a top player and valued high on the international
competitiveness index (27th) and the enabling trade index (7th).
(3): Technology such as harvesting-, feeding-, and milking- equipment have a long history in the
Netherlands. The Dutch brands are used all over the world. Also automation technology, computer
cattle and feed management software are improving farm management. But also on industry level
for packaging, labeling and product preparation are many techniques developed in the Netherlands.
(4): Farm management is vital to run a profitable business. The dairy sector faced scale enlargement
which means bigger farms and more cows per farm. Key management point on a Dutch farm is the
ability to monitor all cows individually. Level of automation and use of farm management software
can help with this but often it is still the farmer who needs to recognize the symptoms. A system
reacts on symptoms while a skilled farmer anticipates these cow signals. Therefore good education is
vital and the Dutch are good at this. In China the Netherlands have setup programs to train the local
farmers to improve their organizational and management skills.
(5): International orientation has been a strong point for the Netherlands for many years. Due to this
long tradition, the Dutch are seen as pioneers in imports, exports and trade relations. For a small
country it is essential to increase its network and trade relations because it cannot be self-sufficient.
(6): In the dairy industry, product safety and quality through the whole chain has become vital and a
core business. The Netherlands have leading companies in this matter who provide knowledge and
technology for this sector. But also on a primary level, production and preservation of raw milk is a
lot of knowledge available in the Netherlands which can contribute.
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9.2.2 Weaknesses of the Netherlands when doing business with China.
(1): There are limitations to the Dutch capacity to do business in China. These are mainly financial but
also other reasons such as; ‘mixture between foreign and domestic taxes, acquiring qualified
personnel and additional production capacity’ form a problem.
(2): The geographical distance is a big threshold for doing business in and with China. The difference
in time zone is during summer 6 hours and in the winter period 7 hours. This makes contacting locals
difficult and time consuming.
(3): Next to the geographical distance, is the cultural gap between the Netherlands and China which
creates a threshold. Doing business in China and with Chinese business man is very different from the
European style where we go quickly into the business and have different standards. The language
also creates distance and a lot of miscommunication. There is always need for translation.
(4): The Netherlands have a higher domestic price level. The production costs are much higher
because labor is more expensive. This puts pressure on our price to compete.
(5): Animal health in the Netherlands draws a lot of attention among consumers and civilians.
However is at a top level compared to standard around the world. A weak part is the connection to
the EU. The rules are similar across the EU, but when one country has a disease outbreak; all the
products from the whole EU are banned from export to China.
(6): Scale difference can be seen as a weakness. The largest Dutch cow farm has about 900 cows.
Concerning know-how, the Netherlands might have insufficient experiences with Chinese scales.
9.2.3 Opportunities in the Chinese dairy market for Dutch companies.
(1): With a population over 1.3 billion, the Chinese market is enormous. The demand for dairy
products is growing rapidly and the potentials are enormous. Next to increasing welfare and thereby
an increase of the Chinese middle class, people are becoming more aware of their health and are
consuming more health dairy products.
(2): The quality & safety standard in china are very different from the EU and there is a lot of
improvement necessary to ensure a high qualitative and save product. The monitoring needs to be
improved and farmers need to be aware of the problems which might occur if simple procedures are
not followed. Also the milk production must be based on fat and proteins instead on quantity.
(3): The government is implementing a growth policy in order to modernize and improve the dairy
chain. Domestic production much increase and this is supported with many subsidies in order to
increase farm scales and number of big farms. The government works on ‘vertical integration in the
chain’ to combine processes and exclude unnecessary middleman. Creation of dairy hotels is an
example of growth policy, farmers host their cattle together with other farmers from the
neighborhood in one place where the share a milking plant, feed slot and other recourses.
(4): Chinese business men are very ambitious and are looking for solution in order to improve their
production site. Solutions to problems which cannot be solved domestically are searched in foreign
countries. Chinese would like to implement these solutions as soon as possible.
(5): The number of supermarkets is increasing. Due to increasing welfare, people have more to spend
on food and switch from the local markets on the street to the bigger (hyper-) supermarkets where
they can buy all sorts of products and varieties. Due to the increase of supermarkets, the supply
requirements increase and need to improve. New products are been introduced from western origin,
changing the consumers diet and shopping behavior.
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9.2.4 Threats in the Chinese dairy market for Dutch companies.
(1): The local animal health issues also bring problems. In the past, there have been dairy scandals
which have had negative impact on the sector. At the moment, the Chinese pay less attention to the
animal welfare. If a company would invest in setting-up a production facility, the western world
might indicate that the company has bad animal welfare standards. This will have an impact on the
company’s goodwill and sales. But also, drop-outs will be higher and production lower.
(2): The local environmental also has limitation. The landscape of China is very different per area
leaving little area to produce enough feed for the cattle and food for the people. Also the disposure
of manure and obtaining clean drinking water is very important and shortens the number of
production areas. Choosing a suitable production area might provide more problem than expected.
(3): Business transparency is perceived very low. The big private companies often have connections
to the government which are very unclear. Also the corruption rate is perceived high which might
pose as a threat when doing business. Due to lack of transparency, many business relations haven’t
had a long live. Chinese businesses are often very short term and prefer to see results on short basis
instead of a long term investment which will be more profitable.
(4): In the past, the Chinese dairy market has faced some scandals which left a huge impact on the
sector but also on the consumer. Many farmers were forced to stop doing business and consumer
confidence rated very low. When a foreign company has a production facility in China and there
might be a new dairy scandal, this can also effect the local facility. Or even be the cause of the
scandal. This will have international consequences on the company’s reputation.
(5): A threat which is often been mentioned is Chinese copying behavior. Foreign investors fear that
when making their knowledge, equipment or machinery available for the Chinese market, these
might be copied. Many suppliers choose not to outsource the technique and handle the entire
project and installation themselves in order to preserve the knowledge.
From these four points, the SWOT matrix is designed. See table 17. Each point is mentioned brief to
keep a clear overview. Immediately noticeable is the amount of strengths and opportunities which
can enforce each other. But the weaknesses must be taken care of and in order to avoid the threats,
a risk assessment is very important.
Table 14: SWOT matrix (J.W. Tolkamp, 2012).
The Netherlands, dairy cluster. Seen from Dutch perspective.
Strengths
1:
2:
3:
4:
5:
6:

Know-how, Skills & R&D.
International competitiveness.
Technology, equipment.
Management level.
International orientation.
Product Quality & Safety.

Weaknesses
1:
2:
3:
4:
5:
6:

Opportunities
1:
2:
3:
4:
5:
6:

Demand for dairy products.
Quality & Safety issues.
Government growth policy.
Chinese business mentality.
Supermarket chains.
Search for know-how & skills.

Capacity to do business in China.
Geographical distance.
Cultural gap.
High domestic (NL) price level.
Animal health (NL & EU).
Scale difference (CN – NL)
Threats

1:
2:
3:
4:
5:

Animal Health.
Environmental limitation.
Business transparency.
Quality & Safety issues.
Copying behavior.
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10.

Wrap-up.

10.1 Discussion.
The information presented in this report can be discussed. During research, it became clear that
there is some disparity in the statistics which need to be double checked. With Chinese reports one
should always keep in mind who wrote them and to what purpose. The report “China Dairy Data
2011” is frequently used but does not always give the same numbers as the “China Dairy Yearbook
2010”. Also comparing these numbers which reports from FAO, USDA and EuroMonitor, there were
some differences. The people who were interviewed might give modest opinion due to experiences.
An example given in one of the interviews: “during a field trip, the Chinese farmer mentioned he
milked 500 cows with an average production of 24 liter per cow, per day. The milk was collected once
in 2 days. But the storage facility could only facilitate 15000 liters. Simple math calculation shows
that daily production according to the farmer is 12000 liters” (Cortenbach, 2012). This example
shows the differences in information sharing and interpretation. Probably the farmer used
production information from his best cow which causes the difference.
In order to make a good decision before entering the Chinese market, it is strongly advised to first
look for the latest news and contact the Dutch Embassy for recent updates of the market.

10.2 Conclusion.
The Chinese dairy market is growing rapidly and that there are many opportunities for foreign
suppliers and investors. The PEST analysis and SWOT matrix showed that the strengths of the
Netherlands lays in know-how and skills concerning research, product development, technology,
machinery and doing international business. But there are also risks which can and must be avoided.
• The Chinese government is supporting, where possible and allowed by WTO, its own growth
policy with subsidies for several agricultural sectors to become more self-sufficient.
• The dairy chain is improving the cold-chain supply and is closely monitoring the collection
facilities. Product quality and safety are vital point of concern in this process.
• The local consumer has more to spend and is becoming more health aware. The consumption
trend shows a shift to more West-European diets because of a growing middle class due to
increases in minimal wages and popularity of health drinks. Although the population growth rate
is declining, the market is still enormous and growing.
• The Chinese dairy industry is searching for this know-how and wants to cooperate with foreign
parties to enhance and improve their product and process system.
• The primary sector is improving the stock by better breeding material and knowledge. With better
farm management and harvesting-, feeding-, and milking –technology, production rates can grow.
• Animal health is still a weakness of China but also for the Netherland because of the connection
to Europe. It is also an opportunity to improve in China by the Netherlands but also a threat if
something might go’s wrong in China which will damage the company’s reputation.
• China is still the largest importer of agricultural products but wants to be more self-sufficient.
Main export product from the Netherlands to China is infant nutrition. Less and less mothers have
time for breast feeding due to work obligations which might indicate an increase of demand.
• Doing business with China is improving. On the competitiveness index and the enabling trade
index China has risen to respectively 27th (out of 139) and 56th (out of 132) place. Before doing
business, always set targets and do a thorough risk analysis of the market and the partners.
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10.3 Recommendation.
Looking at the analysis, the SWOT matrix and the given conclusions, the Netherlands have many
strong points which can be connected to the opportunities which are present in the Chinese dairy
market and industry. These recommended points are deducted from the ‘Confrontation matrix’, a
table in which the internal and external part from the SWOT matrix are confronted, see appendix
12.15.
• The Dutch companies can use their know-how to improve product quality and safety in the China
dairy chain. The technological readiness for process improvement is very high in the Netherlands
and China is still lacking sufficient knowledge on this aspect. Also the Netherlands are highly
innovative and skilled in creating new products. But be aware for the food related threats
concerning quality and safety which can be avoided with a proper risk analysis.
• The international orientation and management skill of the Netherlands can be matched with the
Chinese ambition and governmental growth policy. The Netherlands have always been a big
player in doing business internationally (7th place on the enabling trade index) and the dairy sector
is well-known across the globe for their high intensive farm systems. The growth policy of the
government supports foreign investments to supply the market with various dairy products.
Supermarket chains are expanding and increasing in popularity amongst the consumers. It is
highly recommended to collaborate with Supermarkets when entering the Chinese markets with
dairy consumption products.
• Concerning overcoming the weaknesses and thereby not missing-out on opportunities, a smart
choice of investment will decrease risks. Keep in mind that the cultural gap and geographical
distance can be reduced with a local facility or representative. But there are several ways of doing
business abroad: “direct investment, exporting, joint-venture, alliance, local agent or building a
local facility”. A local production or assembly facility can lower costs and might make your product
cheaper than the competitors.
• Looking at the internal strengths and the external threats which face the business, many
companies fear copy behavior. This risk can be reduced by registering a formal patent in China. It
is advised not to give detailed information to the customers or even the partners unless there is
good relation. Creating a good business relation is essential; many big companies such as Nestlé,
Fonterra and Danone have had bad experiences due to the short term orientation of Chinese
businesses and were forced to end the business relation. Creating long term cooperation is key
point for success. This will also create more transparency in doing business.
• Besides the many opportunities in the market, a company must also be aware of the threats
which are facing the internal business. To overcome and strengthen these weaknesses, a risk
analysis might give insight in how to defend against these threats. Good preparation can
overcome the cultural differences and language differences can be dealt with by using a
translator. Whenever doing business, make sure this is done ‘Face-to-Face’ in order to prevent
communication problems and to better understand the culture. Requiting locals can help with
these issues.
Besides the recommendation mentioned before, there are several ways of doing business with
foreign countries and each has its advantages and disadvantages. Read the tips described in chapter
10.5 and be acquainted with these simple guidelines.
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10.4 Opportunities for Dutch Companies.
The Netherlands are in China a respected country for its knowledge on agribusinesses. Before the
BSE disease in EU and The Netherlands, we were seen as the best example for the agriculture sector
in China to follow and learn from. The Holstein-Frisian cow was referred to as; ‘a Dutch Cow’! But
due to the outbreak of BSE, we had a major setback and Canada, USA, Australia and New Zeeland
became the largest suppliers of cattle, semen, dairy products and other dairy industry related
products (Embassy, 2012). Although China has on total amount a higher production, on average the
level of intensive livestock farming and production rates are far higher in the Netherlands.
For the Netherlands there are several main opportunities which also have been mentioned in the
analysis, conclusions and the final recommendations.
• Know-how & skills: for improvement in the entire chain in order to ensure a safe and secure
product line. At farm level by improving; ‘breeding stock, feed and feeding equipment, noticing
cow signals, milk quality and preservation and animal welfare. For manufactures to improve
processes and production facilities and ensuring a high qualitative end product.
• Technology and Equipment: machinery and milking equipment to decrease labor costs.
• Management level: giving training to Chinese farmers in order to improve their farm management
skills is an opportunity to participate in next to the core business. It creates a bigger network and
goodwill.
• Doing business: the Dutch have a keen feeling for doing business based on their know-how which
makes them highly recommend in foreign countries.
• Export: opportunities can still be found in many different dairy product groups. The exports to
Hong Kong have been growing the last 5 years. Exports directly to China however have decreased
in 2011 due to import barriers.
Keep in mind the conclusions and the recommendations which are given in order to make businesses
in China a success. The Dutch government is helping domestic companies with subsidies to invest in
foreign countries and with trade missions or a ‘Holland Pavilion’ on expositions. Thereby encouraging
investors to go abroad and seek new markets.

10.5 Business Tips.
From all the BRIC countries, China is seen as the biggest challenge because it is difficult for managers
to create new projects. Often these difficulties are with getting the right permits, billing issues and
the local legislation (Dam, 2012). With the right preparation and knowledge these problems can be
dealt with. The website of the Dutch Embassy provides some information which is presented here in
a nutshell:
•
•
•

Prepare yourself by reading information about doing business with China and to understand
the culture. Also contact to companies who have experience with businesses in China.
Do a ‘small’ language course and make sure you have a good translator during a visit.
Visit China by yourself, or by participating in trade missions and delegations. During this
research, all contacts acknowledge that Face-to-Face contact is very important. This is in
order to avoid communication problems. Also taking your time before going further with
business matters is seen as an important aspect in order to become familiar with your client.
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•

•

Know the business etiquette. Business cards are very important in China, handle these with
care and make sure you bring sufficient cards. When giving a business card, make sure that it
is presented with the contact details (preferable in Chinese) towards the receiver and hand it
over with two hands. When receiving business cards, accept them with two hands, study
them and put them away after the client has left (Figure 24). First impressions are important
in every business setting so make sure that these easy procedures are followed when doing
business with Chinese businessman. Know that Chinese people introduce themselves by first
mentioning the surname (family name) and then their first name. Chinese are opportunistic
people and might rush into ordering (suggesting) more than financial possible. Always do a
thorough research about the client and before starting business, ask information from other
foreign companies or the Embassy.
China is a country with many possibilities but always set targets and challenges. The Chinese
market is heterogeneous, large, complex and known to be difficult to access. The Dutch
embassy gives advice in how to access the market and which market form might be best
suited.

China Economic Network sends an electronic newsletter on doing business in China. It mentions the
most important missions, fairs and events which are given information and tips for entrepreneurs.
Subscription is possible by sending an e-mail to PEK-EA@minbuza.nl stating "New registration for the
economic newsletter" in the subject line.

Figure 24: Doing Business (LR, Dutch Embassy, 2012).
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11.1 Figures
All sources are mentioned in the captions. The following sources are further elaborated.
FrontPage: http://4.bp.blogspot.com/-6i1rVnDOnk/TaYX9LiOpaI/AAAAAAAAANk/PoLLiV1o0h0/s1600/loving-mother-cow-and-calf1.jpg
Title page:
1: http://www.backtonature.org.cn/Blog.htm
2: http://www.rijksoverheid.nl/ministeries/eleni
3: http://www.lei.wur.nl/NL/
Figure 1:
http://www.google.nl/search?q=map+of+china&hl=nl&noj=1&prmd=imvns&tbm=isch&tbo=u&sourc
e=univ&sa=X&ei=zz7xT6KSOs-j-gaarrGvAw&ved=0CGQQsAQ&biw=1680&bih=921
Figure 13: Taken by J.W. Tolkamp on 24th of July in Beijing. Visiting a dairy farm arranged by Trioliet.
Figure 17: Taken by J.W. Tolkamp on 18th of June in Zhengzhou. Visiting a cow hotel during an
excursion organized by the Dutch Embassy.
Figure 18: http://www.weiku.com/products-image/8840654/cow-milking-machine.html
Figure 19: Taken by J.W. Tolkamp on 24th of July in Beijing. Visiting a dairy farm arranged by Trioliet.
Figure 24: http://china.nlambassade.org/zakendoen-in-china

11.2 Tables.
All sources are mentioned in the captions. The following sources are further elaborated.
Table 3: https://www.cia.gov/library/publications/the-world-factbook/geos/ch.html
Table 14: SWOT matrix. Made by J.W. Tolkamp.
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12.

Appendixes.

12.1 Economic indicators.

(Blaauw, 2011)
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12.2 Socio-Demographic tables.
Human development index.
Human Development index
Rank 101
Health
Education

Life Expectancy at birth (years) 73,5
Education index (expected years at school) 0,623

income
inequality

GNI per capita in PPP term ($ 2005) 7,476
Inequality - adjusted HDI 0,534

Poverty

Multidimensional Poverty index (%) 0,056

Gender

Gender Inequality Index 0,209

Sustainability
Demography

Adjusted net savings (% of GNI) 39,7
Population, total both sexes (thousands)
1,347,565,3

Source: (IHDI, 2012) http://hdrstats.undp.org/en/countries/profiles/CHN.html

Land division
Land area (“000 ha):

932 749

Arable land (“000 ha):

108 642

Permanent crops (“000 ha):
Pastures (“000 ha):
Irrigated land (“000 ha):
Forest area (“000 ha):

13 901
400 001
64 141
206 861

Share in total water use by agriculture:

64.6%

Industry:

23.2%

Domestic:

12.2%

Source: (CIA, 2011) http://www.fao.org/countries/55528/en/chn/
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12.3 Basic information of national dairy enterprises.

(China Dairy Data, 2011)
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(China Dairy Data, 2011)
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12.4 List of major dairy processing companies.

1.

Inner Mongolia Mengniu
Ownership: joint stock
Address : Shenle Economy Zone, Helinge’ er
Hohhot, Inner Mongolia
Postcode : 011500
Telephone: +86 471 739222
Fax
: +86 471 739222
Website : www.mengniu.com.cn
Email
:
Main products: UHT milk, ice cream, yogurt and
flavored milk drinks

2.

Inner Mongolia Yili Industrial Group Co., Ltd.
Ownership: Stock enterprise
Address : #8 Jin Si Dao, Jin Chuan
Development Area, Hohhot, Inner Mongolia
Postcode : 010080
Telephone: +86 471 3388888
Fax
: +86 471 3385666
Website : www.yili.com
Email
:
Main products: liquid milk, ice cream, yogurt,
milk powder and raw milk.

3.

Shanghai Bright Dairy Co., Ltd.
Ownership: Chinese foreign Joint Venture
Address : #578 Wuzhong Road, Shanghai
Postcode : 201103
Telephone: +86 21 54584520
Fax
: +86 21 64655033
Website : www.brightdairy.com
Email
:
Main products: fresh milk, UHT milk, fruit juice,
cheese, milk powder and yogurt.

4.

Beingmate.
Ownership: Address : #3758 Bingjiangbian Nanhuan Rd.
Hangzhou city, Zhejiang province
Postcode : 310053
Telephone: +86 571 28911000
Fax
: +86 571 28077117
Website : www.beingmate.com
Email
: beingmate@beingmate.com
Main products: milk powder

5.

Heilongjiang Wondersun Dairy Co. ltd.
Ownership: Stock enterprise
Address : #368 Changjiang Rd. Nangang
district, Harbin, Heilongjiang province
Postcode : 150090
Telephone: +86 451 82282517
Fax
: +86 451 82282517
Website : www.wondrsun.com.cn
Email
:
Main products: liquid milk and milk powder

6.

Yashili
Ownership: Address : Yashili lndustrial City, Chaoan Ave,
Chaoan, Guangdong
Postcode : 515638
Telephone: +86 768 5820338
Fax
: +86 768 5812128
Website : www.yashili.com
Email
: service@yashili.com
Trade Dept.: trade@yashili.com
Service Dept.: yslkf@126.com
Main products: milk powder.
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7.

Beijing Sanyuan
Ownership: stock company
Address : Beijing Sanyuan Foods industrial
Park, Yinghai Town, Daxing District,Beijing
Postcode :
Telephone: +86 10 56306666
Fax
: +86
Website : www. sanyuan.com.cn
Email
:
Main products: milk at room temperature, lowtemperature pasteurized milk, lowtemperature yogurt and bottled milk products.

8.

Xi’an Yinqiao
Ownership: private enterprise
Address : #1 Gaoxinsilu Rd. Xi’an, Shaanxi
Postcode : 710075
Telephone: +86 29 83361888
Fax
: +86
Website : www.yinqiaogroup.com
Email
:
Main products: milk powder, liquid milk and
yogurt drinks.

9.

Feihe
Ownership: Feihe International, Inc.
Address : Star City Int'l Bldg., 10 Jiuxianqiao
Rd., C-16th FL, Chaoyang District, Beijing, China
Postcode : 100016
Telephone: +86 10 84574688 x8810
Fax
: +86 10 64311050
Website : www.feihe.com
Email
: doriszhang@americandairyinc.com
Main product: milk powder

10. Synutra
Ownership: Synutra International, Inc.
Address: USA Corporate Headquarters:
Synutra, Inc.
2275 Research Blvd., Suite 500
Rockville, MD 20850
(301) 840-3881
Website : www.synutra.com
Email
: IR@Synutra.com
Main products: infant formula

Source: (Embassy, 2012)
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12.5 Top 20 milk producing countries.

Rank
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20

Area

Production (Int $1000)

Production (MT)

27157514
15696668
11245457
9783385
8937083
8855264
7146571
5295207
4293959
3894552
3706879
3687047
3629581
3331781
3277233
3267278
2926258
2803243
2572318
2394275

87461300
50300000
36036086
31667600
29628900
31895100
23301200
17010500
13960000
12480100
12278700
12437000
11631000
10676700
10501900
10500000
10977200
9023000
8243000
7720460

United States of America
India
China
Brazil
Germany
Russian Federation
France
New Zealand
United Kingdom
Turkey
Poland
Pakistan
Netherlands
Mexico
Argentina
Italy
Ukraine
Australia
Canada
Japan

Source: http://faostat.fao.org/site/339/default.aspx
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12.6 Dairy Farm size.
Year

Farm size (head)

Yield (kg)

2004
2005
2006
2007
2008
Mean

3.1
3.1
3.2
3.2
3.1
3.1

5082
4820
4876
4967
5141
4977

2004
2005
2006
2007
2008
Mean

12.7
13.9
14.4
11.6
10.8
12.7

5159
5174
5149
5162
5156
5160

2004
2005
2006
2007
2008
Mean

58.1
63.8
63.8
67.6
63.0
63.3

5492
5578
5571
5648
5556
5569

2004
2005
2006
2007
2008
Mean

1023.6
947.8
1021.6
1003.9
1039.9
1007.4

6244
6251
6153
6317
6346
6262

Concentrate (kg)

Grain (kg)

Backyard dairy farms
2791
1985
2585
1816
2680
1898
2729
1944
2781
1937
2713
1916
Small dairy farms
2548
1810
2642
1797
2807
1994
2740
1963
2794
1989
2706
1910
Medium dairy farms
2819
1939
3005
2074
2912
2043
2932
2049
2845
2000
2903
2021
Large dairy farms
3142
2185
3090
2198
3130
2201
3304
2287
3381
2321
3209
2238

Fodder (kg)

Labor (day)

Capital (Yuan)

659
747
829
898
859
798

66.1
62.6
60.8
57.2
58.6
61.1

1340
1359
1262
1269
1186
1283

927
791
862
791
808
836

47.1
45.3
43.9
43.7
40.6
44.1

1726
1243
1182
1173
1158
1296

1499
1484
1603
1623
1355
1513

45.8
39.8
39.5
40.6
34.6
40.1

1426
1338
1335
1493
1396
1398

2096
2101
2022
1838
1847
1981

39.5
38.8
35.4
31.6
32.4
35.5

1719
1553
1655
1806
1894
1725

(H.Ma et al., 2012)
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12.7 List of major dairy producing companies.
(LR, Dutch Embassy, 2012)
1) Ma’anshan modern farming co., ltd
Website: www.modernfarming.com.cn
Email: pub@modndairyir.com
Phone: 0086 555 716700
Fax: 0086 555 7167770
2) Beijing sanyuan luhe dairy cattle center
Director: Mr. Zhang Fuping
Address: Jiugong Township, Daxing, Beijing
Postcode: 100076
Website: http//home.cycow.com.cn
Telephone: 0086 10 67991165
Fax: 0086 10 67992022
3) Shenyang Huishan Dairy Co., ltd
Website: www.huishandairy.com
Telephone: 0086 24 88081209
Fax: 0086 24 88081665
4) Shanghai milk group
Website: www.dairy-sh.com
Telephone: 0086 21 64041393
Fax:0086 21 64031838
Email: niunaijituan@diary-sh.com
5) Beijing Shuangwa Dairy Co., ltd
Address: RM 203 2 Area Wangjing
Lizezhongyuan
Chaoyang District, Beijing
Postcode:100102
Website: http://bjchaoyang.11467.com/6522
Telephone: 86 10 64391817
Fax: 86 10 64391817
6) Shanghai Bright Holstein Co., ltd
Director: Mr. Go Benhen
Address: #578 Wuzhong Road, Minhang
District, Shanghai Postcode:201103
Website:
http://www.chinacow.com/gsjs-eng.html
Telephone: 0086 021 54584520
Fax:0086 021 52785767
Email: brightdairy@brighdairy.com

7) Tianjin Jialihe Farming Co., ltd
There are 51,000 dairy cattle inventory in
Wuqing District and the annual milk
production is 226,000 tons. In 2012 Wuqing
District shall set up 4 new standardized farms.
Meanwhile, it shall renovate and improve the
existing 56 dairy farming zones and shall set up
a core dairy cattle herd composed of 25,000
cows with respective yield over 8 tons.
Renovation for Tianjin Jialihe Farming
Demonstrative Project was commenced. The
project shall set up a seed cow farm with
annual yield of 14 tons, and the scale shall be
2000 cows. A elite breeding farm with annual
yield of 12 tons shall be set up and the scale
shall be 15,000 cows. When the project is
implemented, the farming scale shall be
20,000. Quoted from “China dairy market
monthly report” on 2012.4.23

8) Feihe nature farm stock co., ltd
Website: ady.heihe.com/index.html
Telephone: 0086 10 84574688
Fax: 0086 10 64311050
Email: doriszhang@americandairyinc.com
9) Jinan Jiabao Dairy Co., ltd
Director: Mr. Li Shengwei
Address: #6 Jiabao Road, Jinan, Shandong
Postcode:250100
Website: www.jiabaoruye.com.cn
Telephone: 0086 531 87999999
Fax:0086 531 86666666
10) Hebei Fucheng Wufeng Dairy Cow Farm
Website: www.fucheng.net
Telephone: 0086 10 61595607
Fax:0086 10 61595618
Website: www.fucheng.net
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12.8 Feed Companies.

Factories

Sales amount,
(“000) per month

Xi Wang Group

12000

Shenyang Wellhope ruminant (N-E
area)

11000

Beijing Wellhope ruminant

8500

Purina

8000

C.P. Group

6000

Aitejie Shenyang (N-E area)

6000

Land O’Lakes and Great wall

4000

Da Bei Nong Group

3500

ABN

3500

Yue Tai

3000

CJ

2000

CJ (N-E area)

2000

(Cortenbach, 2012)
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12.9 Dairy Breeding

(China Dairy Data, 2011)

(China Dairy Data, 2011)
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(China Dairy Data, 2011)
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12.10 Flowchart customs clearance: EAI.
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12.11 Overview Import & Export China.

(China Dairy Data, 2011)
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12.12 Import & Export dairy products China from the Netherlands.
Import
Group: Hong Kong
167:
361:
362:
363:
364:
365:
366:
367:
368:
369:

Dairy
Total

Import
Group: China

Dairy
Total

167:
361:
362:
363:
364:
365:
366:
367:
368:
369:
370:

€ (“000)

2006

2007

2008

2009

2010

2011

Product

Value

Value

Value

Value

Value

Value

0
0

0
0
0
0
0
0
0
0

0
0

0
0

0
0

0
0
0
0
0
0
0
0
36
0
36

0
0
0
0
0
0
0
0
20
0
20

0
0
0
0
0
0

0
0

0
0
0
0
0
0
0
0

Infant nutrition
Milk, cream
Skimmed milk powder
Whole milk powder
Condensation
Whey, whey products
Butter, dairy spreads
Cheese
Consumption ice-cream
Other dairy products

0
0

0
0
0

€ (“000)

2006

2007

2008

2009

2010

2011

Product

Value

Value

Value

Value

Value

Value

0
0
0
0
0
0
0
0
0
0
1283
1283

0

0

0
0
0
0

0
0
0
0
0
0

0
1184
1184

4
4

0
1
0
0
0
0
0
0
0
0
0
1

0

0

0
0
0
0
0
0
0
0

Infant nutrition
Milk, cream
Skimmed milk powder
Whole milk powder
Condensation
Whey, whey products
Butter, dairy spreads
Cheese
Consumption ice-cream
other dairy products
Casein

0
0

0
0
0
0
0
0
0
0
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Export
Group: Hong Kong
361:
362:
363:
364:
365:
366:
367:
368:
369:
167:

Dairy

€ (“000)

2006

2007

2008

2009

2010

2011

Product

Value

Value

Value

Value

Value

Value

28
0
184
17171
0
243
999
0
6

38
0
349
19384
9
409
1619
0
7

31
13
314
19048
9
231
1454
0
2

31
820
576
19334
9
32
1231
0
2155

297
3325
1981
19771
6
21
1145
0
8984

1435
3491
8281
20555
200
0
1175
0
15741

24126

29999

47064

74980

131569

257327

42757

51814

68166

99168

167099

308205

Milk, cream
Skimmed milk powder
Whole milk powder
Condensation
Whey, whey products
Butter, dairy spreads
Cheese
Consumption ice-cream
Other dairy products
Infant nutrition

Total

Export

€ (“000)

2006

2007

2008

2009

2010

2011

Group: China

Product

Value

Value

Value

Value

Value

Value

106
20454
267
301

743
170
321
20893
592
546

0
3448
3545
212
19368
382
1384

7
0
5094
26261

153
8626
32044

0
5709
399
1623
21548
571
1486
0
2135
589
116828
150888

Dairy
Total

361:
362:
363:
364:
365:
366:
367:
368:
369:
370:
167:

Milk, cream
Skimmed milk powder
Whole milk powder
Condensation
Whey, whey products
Butter, dairy spreads
Cheese
Consumption ice-cream
other dairy products
Casein
Infant nutrition

11
109
0
69
12266
428
373
2
67
0
4714
18039

32

403
113920
142662

8349
712
1439
41743
373
2009
2217
80871
137713

Source: (LEI, 2012).
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2006

2007

2008

2009

2010

2011

2012

2013

2014

3,090.9

3,766.2

4,194.2

5,235.9

6,298.9

7,216.7

8,084.9

8,968.9

9,850.5

Dairy Only Flavored
Milk Drinks
( million liters)

2,263.0

2,740.7

2,973.8

3,378.6

3,805.2

4,267.1

4,743.0

5,248.8

5,783.1

6,355.2

6,966.7

Flavored Milk Drinks
With Fruit Juice
( million liters)

827.9

1,025.5

1,220.4

1,857.4

2,493.7

2,949.6

3,341.9

3,720.1

4,067.4

4,407.2

4,736.9

19.4

20.3

21.1

21.7

20.9

21.3

21.6

21.9

22.1

22.2

22.3

3.9

4.1

4.3

4.5

3.2

3.3

3.3

3.4

3.4

3.4

3.5

13.5

14.0

14.5

14.9

15.3

15.5

15.7

15.9

16.0

16.0

16.0

2.0

2.1

2.2

2.3

2.4

2.5

2.6

2.6

2.7

2.7

2.8

Chocolate-based
Flavored Powder
Drinks ('000 tons)
Malt-based Hot
Drinks
('000 tons)
Non-Chocolatebased
Flavored Powder
Drinks ('000 tons)

2015

2016

10,762.4 11,703.7

6,623.2

7,491.7

7,378.2

7,668.0

8,001.9

8,365.0

8,782.2

9,259.5

9,804.1

Fresh/Pasteurized
Milk ( million liters)

1,803.0

1,950.0

1,975.7

2,076.8

2,187.2

2,306.0

2,438.2

2,585.1

2,748.5

2,908.3

3,038.1

Long-Life/UHT Milk
( million liters)

4,820.2

5,541.7

5,402.5

5,591.2

5,814.7

6,059.0

6,344.0

6,674.4

7,055.6

7,402.4

7,744.4

400.5

430.6

361.6

300.1

278.0

284.9

297.8

314.3

333.3

350.2

366.6

Powder Milk
(“000 tons)

Milk
(Mil. liters)

Flavored Powder Milk
Drinks
(“000 tons)

Flavored Milk
Drinks
( million liters)

12.13 Sales & Forecast dairy products 2006 till 2016.

10,310.6 10,782.5

(EuroMonitor, 2012)
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12.14 PEST analysis.
Political (including Legal-) aspects.

Political (incl. legal)

Indicator

Comment

General political situation and
Governmental structure

Stable for many years.

Tax policy

Taxation complex

Employment laws

In favor of employer.
Employee has little addition benefits

Environmental regulations

Problem recognized and described in current 12th FYP but
less strict than in EU

Trade restrictions

Government determines if the market is open or closed.
No beef from EU. No red meat.

Import tariffs

Feed tariffs differs from 3% till 5%. Milk powder 10%.
Whey Powder 2%. Cheese 12%. Semen 0%. Equipment
depending on what for machine differs between 2% and
10%. Controlled by the Chinese government.

Ownership rights

Farms, land is owned by government

Intellectual ownership rights

Low. Government owns the land.

Reliability of governments’
decisions

Depending on the matter. Can be very trustworthy but also
change rapidly

Corruption

Index 3,6. Very low meaning high perceived corruption

Speed of permission allowance

Low. Very bureaucratic. Must have many connection to
government to speeding up the process

Attitude towards foreign
investments and sourcing

Government wants help from foreign countries and is very
open for investments. Dairy industry willing for transfer of
technology and skills. Fears product competition.

Technological aspects.

Technological

Indicator

Comment

Attitude towards technology

Very high interest in technology

Economic force towards
automation

Labor is still too cheap. But search for simple technical
solutions and automation grow

Focus on development of new
technology

High. Special focus for safety and process improvement

Support for innovation and
R&D

High, Government invest a lot by subsidies, also for foreign
countries when creating work in China.

Intellectual ownership
rights/copy behavior

Problematic. Major focus points in 12th FYP
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Economic aspects.
Indicator
Economic growth/ decline

Economic

Interest rates

Comment

Growth expectation GDP 2012 8,6%. But declining
compared to years before.
Are being controlled by the government.
Currently 6% (July 2012)

Credit availability

Low. Difficult to get private loans

Monetary policy

Devaluation policy for strong export position

Inflation rate

High due to the feed and food price fluctuations.

Great disparity. Minimum wages € 75 p/m but is
increasing.
Effective working hours (p/wk) Over 40hours a week. Employer decides.
(Minimum-) Wage rate

Attitude to work

ETOS is high. People are willing to work hard

Availability of workers

Workforce is sufficient

Unemployment

Rather low (Rate 4,0.) and stable over last 5 years.

Cost of living

Especially housing in cities increasing. In West China still
very low.

Production costs

Costs are increasing due to feed supply. Labor costs low

Socio-Demographic aspects.

Socio - Demographics

Indicator

Comment

Population growth rate

Is slowly decreasing. Growth rate 0,48%.

Live expectancy

Good. 75 years

Urbanization

47% total population live in urban household. Ongoing
development (rate: 2.3%).

Income dispersion

Still very high. GINI index 43.53. Harmonization of the
society is a major focus point of the government (12th FYP)

Education

Expected years on in school 0,623 years. But high
difference between Urban and Rural areas.

Age distribution

Normal for Asia. 0-14: 17.6% 15-64: 73.6% >65: 8.9%

Cultural norms and
expectations

Culture is high valued. Human relations determining factor
in trade & investments.

Health consciousness

Health awareness grows. But expenditures are still low
with only 4.6% of GDP

Career attitudes

High respect for higher ranked people. People work hard to
achieve the highest

Product & Production
acceptability

Confidence rate is low for domestic dairy production.
Therefore foreign products have high potential.
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12.15 Confrontation Matrix of the SWOT table.
The Netherlands, dairy cluster. S-W seen from Dutch perspective.

Internal

Strengths

Opportunities
Threats

China Dairy market and dairy industry.

External

1:
2:
3:
4:
5:
6:

Know-how & R&D.
International competitiveness.
Technology, equipment.
Management level.
International orientation.
Product Quality & Safety through the chain.

Weaknesses
1:
2:
3:
4:
5:

Capacity to business
Geographical distance.
Cultural gap.
High domestic (NL) price level.
Animal health (EU).

1: Demand for dairy products.
2: Quality & Safety issues.
3: Government growth policy.
4: Chinese business mentality.
5: Supermarket chains.
6: Search for know-how
through the chain.

1: Using our know-how of product Quality & Safety
to improve this in the China dairy chain.
2: Connect our international orientation and
management skill with Chinese ambition and
governmental growth policy.
3: Supply demand for various dairy products in
supermarkets.

1: Investment choice: Direct investment,
Exporting, Joint-Venture, Alliance, Local Agent,
Local facility.
2: Consider local production, assembly to lower
production costs.
3: Learn the culture, requite local people.

1:
2:
3:
4:
5:

1: Beware of the risks of local production due to
low product Quality & Safety and Animal health
issues in the chain, negative impact on goodwill.
2: Beware of copying risk when importing
technology. Register product in China.
3: Local production can save labor costs but
increase costs for products quality and feed.
4: Chinese business relations with government
need more transparency.

1: Avoid animal health issues by cooperation
between foreign and domestic farm management.
2: Beware of the knowledge gap between culture
and doing business. Use professional translator.
3: Overcome feed production by improving yield
and investing in better feed machinery.
4: Improve technology use and breeding stock by
more cooperation, transparency and less copying.

Animal Health.
Environmental limitation.
Business transparency.
Quality & Safety issues.
Copying behavior.
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