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BY CATERING TO NICHE MARKETS and expanding their
use of technology, U.S. food manufacturers are staying
ahead of global challengers.

With growing worldwide competi- United States’ largest manufacturing
tion, the food industry is looking at new sectors. From 1997-2004, the DOC
ways to remain viable and productive, says the processed food industry experi-
including implementing state-of-the-art enced steady growth, with 2004 posting
technology, continuing to expand over- the value of food shipments at $511.5
seas, and increasing their focus on niche billion, an increase of 21 percent from
marketing. 199w

According to the U.S. Department
of Commerce’s (DOC) Office of

Health and Consumer Goods, the food According to Food Processing maga-

manufacturing industry accounts for zine, the 10 largest U.S. food companies

more than 10 percent of all manufactur- in 2005 were Tyson Foods, Kraft Foods,
By CYNTHIA SCANLON ing shipments, making it one of the PepsiCo, Nestle, ConAgra, Anheuser-

Busch, Dean Foods, Sara Lee,
Mars, and Smithfield Foods.
However, smaller companies
are exercising increasing clout
to level the playing field,
according to David Zepponi,
president of the Northwest
Food Processing Association
in Portland Oregon.

“We are looking at
achieving a new equilibrium
between the niche and the
commodities (traditional)
food manufacturers,” he says.
“Each of them supports the
other, which is essential for
the survival of the industry.”
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One of the strongest growth niche
markets today is organic food, which
grew an estimated 20 percent per year
through the 1990s, according to the
U.S. Department of Agriculture
(USDA). Organic foods have become
so popular that they can now be found
in traditional supermarkets, natural food
stores, and other retail markets. The
USDA estimates that retail organic
product sales accounted for more than
$10 billion in the United States in 2003
and sales are expected to grow 9-16

Unilever (England), Kirin Brewery
(Japan), Cadbury Schweppes (England),
Heineken (Netherlands), and Asahi
Breweries (Japan). “Food processing and
agriculture is a global industry, and our
true competition is regions around the
world,” says Zepponi. He cites China,
Chile, Australia, New Zealand, and
Canada as examples.

Craig Wyvill, president of the Mid-
west Food Processors Association,
which represents food processors in Illi-
nois, Minnesota, and Wisconsin, says

How do you maintain product security, yet still let

products flow through? Those bananas can’t sit in a shipping

port for days waiting for an inspector.

percent per year through 2010.

Ethnic foods are also driving the
niche market, according to the DOC.
For instance, the Hispanic population
continues to increase, and many
processed food companies are develop-
ing new products for this population.
Also, many traditionally ethnic food
products are crossing over into the
mainstream population.
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Not surprisingly, the processed food
industry is a major player in the global
economy, with more than one-third of
the world’s top-50 food and beverage
processing firms headquartered in the
United States, according to Food Engi-
neering magazine. Major foreign com-
petitors include Nestle (Switzerland),

that despite global competition, the
United States is still in the driver’s seat
when it comes to the food processing
industry. “In some food markets, we
have a decided advantage domestically
because our food processing plants are
here in the U.S., and some products
don’t necessarily travel well,” he says.
“We have a fairly healthy domestic mar-
ket, and our processors are taking full
advantage of that.”

Steve Hensley, president of Blue Sky
Logistics, a supply chain software com-
pany, agrees that location can be impor-
tant. ““You have to have grocery stores
where the people are, and distribution
centers need to cluster around where a
company’s stores are located,” he says.
He points to companies now locating
their distribution centers in rural areas

South Texas is

Fastest Growing MSA

in Texas!

Find out more...
Start here!

Request 4710 on Executive Inquiry Card

40 AREA DEVELOPMENT | August/September 2006

where operating costs tend to be more
inexpensive, while others are locating
their operations near ports because
much of their business is done overseas.

“Local companies in our three-state
region [Washington, Oregon, and
Idaho] view themselves as competitors,
but they are friendly competitors in that
they work together to solve larger global
issues,” says Zepponi. “When you are
competing against a Major €conomic
system somewhere on the globe, you
need to be at strength with them or bet-
ter than them in order to compete well.
So we are collaborating to improve our
productivity.”

Food processing manufacturers, par-
ticularly those located in the Southwest,
also now have easier access to the Mexi-
can markets, thanks to the North Amer-
ican Free Trade Agreement (NAFTA).
NAFTA has eliminated most tariffs on
U.S. processed food exports, which
were as high as 20 percent before
NAFTA took effect. Today, U.S. man-
ufacturers enjoy a price advantage over
competitors, who are required to pay an
average 24 percent tariff in Mexico’s
market.

According to the Food Institute, the
food manufacturing industry completed
320 mergers and acquisitions in 2005,
down slightly from 395 in 2004. An
additional 75 were announced but not
completed by the end of 2005.

Wyvill notes that the industry is
indeed compressing, and soon a handful
of companies may control a dominant
share of the market. However, he sees
continued opportunities for smaller
companies to take niche markets away
from the larger food processing compa-
nies because of their ability to better
focus on available niche opportunities.
“I think there are going to be healthy
markets in those niche areas for smaller
companies to continue to operate,” he
says.

According to the Bureau of Labor
Statistics (BLS), employment in the food
processing industry declined six percent
from 1996 to 2005, which represented a
decrease from 1.56 million to 1.47 mil-
lion people. Better technology and
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automation allowed companies to
increase production while relying on
fewer employees. The BLS expects
overall wage and salary employment in
food manufacturing to increase by four
percent over the 2004-2014 period.

As might be expected, California
employs the largest percentage of work-
ers in the industry, making up 11 per-
cent of the industry work force in 2005,
according to the DOC, which also
reports that Texas, Illinois, and Pennsyl-
vania employed significant percentages
of the food processing work force.

S. processed food
industry exported $28.8 billion of prod-
uct and imported $29.8 billion. Meat
products and meat packaging products
made up the largest share of the $29.8
billion in overall processed food imports
(22 percent). This was followed by fruit
and vegetable preserves and specialty
foods (16 percent), sugar and confec-
tionery products (14 percent), miscella-
neous foods (14 percent), and grain and

oilseed milling products (13 percent).
Five countries accounted for 52 percent
of U.S. imports of processed food prod-
ucts in 2005: Canada (29 percent),
Mexico (8 percent), China (5 percent),
Australia (5 percent), and New Zealand
(5 percent), according to the DOC.
The United States is the world’s
largest exporter of processed food. The
DOC reports that meat products and
meat packaging products also made up
the largest share of the $28.8 billion
food exports (33 percent). This was fol-
lowed by grain and oilseed milling
products (22 percent), miscellaneous
foods (15 percent), and fruit and veg-
etable preserves and specialty foods (10
percent). According to the USDA, in
2005, five foreign countries accounted
for 62 percent of U.S. processed food
exports: Canada (23 percent), Mexico
(19 percent), Japan (12 percent), China
(4 percent), and Korea (4 percent).
Food manufacturers are increasingly
concerned with implementing greater

automation and technological solutions
in their manufacturing processes. Of the
technology currently available, perhaps
none is more important today that being
able to track and trace shipments around
the world. “From a logistics perspective,
the food distribution industry has the
toughest time because if they don’t [ship
or receive] products in a timely fashion,
those products can go bad,” says Hens-
ley. “So it’s all about speed through the
supply chain. You have a short window
to get, say, bananas, from the tree to
someone’s countertop. We monitor all
the transactional data that occurs across
the supply chain and let customers
know when there is an opportunity to
fix something before it goes wrong.”

One innovative piece of tracking
technology being used today is the
radiofrequency identification tag
(RFID). RFID tags are increasingly
being used to track shipments, much
like an “electronic luggage tag.” They
hold information such as content,
amounts, and final location of prod-
ucts being shipped on pallets, and
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allow goods to be tracked from facto-
ry floor to the store. According to a
2004 Food Engineering survey, 22 per-
cent of respondents indicated that
their companies had RFID tag initia-
tives underway.

Zepponi says that while many people
don’t usually look at food processing as a
place to invest in technology and inno-
vation, doing so is crucial to the indus-
try: “We are standing up as an industry
and saying we deserve to be recognized
as a critical part of the economy; and, if
we are going to continue to be a
critical part of the economy, we

The future of the processed food
industry looks bright, according to
Wyvill. To ensure that the industry
remains competitive, he believes that
many companies will continue to take a
hard look at controlling the growth of
their labor base, particularly by using
newer technologies. “And, they will
also use technology in the overall man-
agement of operations to do a more effi-
cient job,” he says.

Zepponi believes that basic “com-

modity” or traditional processed food
sectors will also need future incentives
to bring in new equipment and new
processes to remain productive. He also
sees dedicated employees at the center
of continued success for the industry.
“We are moving positively in the right
direction by learning how to work
together,” he says. “We are attracting
high quality people, and that pool is get-
ting bigger. It’s those people that are
going to make the difference.” EXI3N

need to have investment dollars
going into innovation and pro-
ductivity improvement tech-
nologies in our plants.”

Perhaps where technology
plays the most key role today is
in security, particularly in track-
ing products from overseas.
“Homeland Security can see if
anything fell into an odd catego-
ry, or disappeared, or didn’t
arrive on an expected timeline,”
says Hensley. “The growers,
brokers, shippers, and grocery
store chains all benefit from
this.”

Admittedly, Homeland Secu-
rity adds another layer to the
import/export equation, which
is already fraught with possible
delays. Still, the ramifications of
not having tight border and port
security in our manufacturing
and transportation systems are
too great to ignore. “So, how do
you maintain product security,
yet still let products flow through
in a fashion where people can do
business?”” asks Hensley. “Those
bananas can’t sit in a shipping
port for days waiting for an
inspector.” He says companies
able to show that a shipment was
closely tracked will fare best in
our post-9/11 environment.

Zepponi echoes this senti-
ment. “We’ve had the greatest
food safety program in the world
for a hundred years,” he says.
“Yes, it adds complexity, but it’s
the state of the world.”
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