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Page 1 Chapter 1 Introduction

Chapter 1 Introduction

Report introduction

This report aims to provide invaluable insight into a sector that has
experienced a surge in growth in the early part of this decade, with fluctuations
across certain sub-categories. In  some countries, more recently,
manufacturers have been finding their feet in a comparatively embryonic

sector (compared to traditional soft drinks for example).

The rate of reformulations/line extensions/new product launches in this sector
was so fast that it was difficult to keep track until very recently, but more
careful consideration is now taken over the new product development (NPD)
process in todayds market as a res
consumer trends and demands, and the global economic crisis that hit in 2008.

For many manufacturers moving into this sector, it has proven hugely
successful acting as a lifeline for brands typically associated with the
carbonated soft drinks (CSD) market. Consumer awareness of the importance
of nutrition for longevity, general health improvement, beauty and weight
management has grown thanks to the media, government and consumer
campaigns, and medical professionals. This nutritional awareness and
understanding has led to a raft of successful new products boosting value and

volume sales of functional soft drinks (FSDs) since 2000.

The FSD market now embodies much more than generic added health
benefits and can be divided into myriad sub-sectors. The sector has achieved
widespread mass-market appeal, and is no longer limited to more established
drinks markets such as North America. Within the overall soft drinks industry,
FSDs is now hugely influential in terms of NPD and marketing. As a sub-sector
within soft drinks, the overall FSD market contributes strong growth in an

industry that is showing signs of stagnation in some regions.

As consumers seek to achieve optimum performance in their daily life, at work,
and while playing sport for pleasure or professionally, drinks manufacturers are
in a position to meet consumer demands through innovative new product
launches and line extensions. The next stage for FSD brands, however, is

more specific targeting by occasion and health concern, opening up

2009 All content copyright Aroq Ltd. All rights reserved.
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Page 2 Chapter 1 Introduction

opportunities in ever increasing circles to target new consumers and usages
(such as post-exercise, flying, playing golf, improving mental performance for

meetings, improving concentration and increasing short-term memory).

Report methodology

The aut hor of t his report, Hel en

researching, writing, and analysing trends and developments in the global food
and drink market. During this time, she has developed an extensive contacts
list of industry experts and researchers. Helen conducted a programme of
secondary research specifically for this report, and just-drinks has analysed
numerous data sources and publications relating to the functional drinks
market. Also, primary research was conducted in the form of one-to-one
telephone and email interviews with professionals working within the industry.
These research techniques were combined to enable just-drinks to make

informed market estimates, trend predictions and forecasts to 2014.

Aims of the report

The primary objective of this report is to provide a snapshot of the current
issues, trends and challenges in the FSD market, considering energy and
sports drinks as separate categories in the first part of the report and moving
on to analyse opportunities in more specific sub-categories such as child- and
senior-specific FSDs. Analysis of market value and volume sales, with
forecasts to 2014, plus consumer and industry trends and developments are

provided to identify and quantify future profit opportunities in the market.

The report analyses growth strategies implemented by multinationals and
smaller players that can be used as a starting point for future strategy
development. NPD in key markets including Europe, North America and Asia
are investigated to provide insight into competitor activity, best-practice
innovation and potential opportunities for innovation. just-drinks has analysed
a selection of the major drivers and trends in order to better understand the
future direction of the FSD market and its current role within the three global

megatrends: health, convenience and premium.

2009 All content copyright Aroq Ltd. All rights reserved.
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Page 4 Chapter 2 Market values and volumes for global functional soft drinks

Chapter 2 Market values and
volumes for global functional soft

drinks

Introduction

Quantifying the size and mapping the growth of the global functional soft drinks
market is vital to setting the scene in this report. Forecasts and reviews of
value and volume growth for FSDs are provided in this chapter, whilst overall

sector volume and value data tables are presented in subsequent chapters.

FSD definitions

This report addresses the FSD market, which encompasses many sub-
categories from sports and energy drinks to products categorised by which
health concern they target (i.e. digestive/heart health/immune), or which

consumer group they are aimed at (i.e. children/women/seniors).

Sports drinks

These provide instant energy in the form of carbohydrates (typically sugars)
and electrolytes (particularly sodium) through mineral enrichment. They are
often taken before, during or after exercise to help the athlete improve
performance and recover, as well as replace fluids and salts lost during

exercise.

Energy drinks

These provide a short-term energy boost. They stimulate the mind and body
with ingredients such as caffeine, taurine, guarana and glucuronolactone.
Energy drinks can fall under the naturally functional and scientifically functional
categories depending on t he ingredients, i . e.

functional 6.

Enriched drinks
These include multivitamin juices, drinks enriched with vitamins A, C and E

(otherwise known as ACE drinks) and mineral-fortified juices.

guar ana

[ ]
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Page 5 Chapter 2 Market values and volumes for global functional soft drinks

Nutraceuticals
These are products with targeted ingredients considered to provide specific

medical or health benefits.

Elixirs
These are more traditional products using natural ingredients, and are
designed to target special needs or provide particular therapeutic benefits,

such as cholesterol reduction or digestive aids.

The global soft drinks market

To put the functional soft drinks sector in context, global soft drinks market
value forecasts are provided below. The table shows the predicted value of
total soft drinks in established markets such as Australia, Japan, Germany, the
UK and the US.

Growth in the global market will outstrip all of the countries identified in this
table (23.07% in the period 2009-2014), which serves to highlight the
importance of emerging markets and less developed soft drinks sectors such
as those found in Eastern Europe, parts of Asia and the EMEA region. The
global soft drinks market is estimated to reach a value of around US$393.1bn
by the end of 2009. By 2014, it is forecast to be at least US$483.8bn.

Multinationals have capitalised on the opportunities in emerging markets for
some time now, and the likes of Coca-Cola and PepsiCo are developing a
strong foothold in these faster-growth markets. Inevitably, the high growth
rates experienced in emerging markets in recent years will gradually taper off,
as the levels are unsustainable. This will eventually result in the emerging
markets following a similar pattern to that witnessed in developed markets
such as North America, where many CSD sub-categories are in stagnation or
value decline, and natural and whole drinks are experiencing year-on-year

value and volume growth (more on this later in the report).
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Page 6 Chapter 2 Market values and volumes for global functional soft drinks

Table 1: Overall soft drinks market value forecasts, 2009-2014 (US$bn and %)

Growth CAGR
Country 2009 2010 2011 2012 2013 2014 2009- 2009-
2014 2014
France 115 11.8 12.0 12.2 12,5 12.8 11.30% 1.80%
Germany 315 325 32.9 33.3 33.7 34.2 8.57% 1.38%
Italy 15.9 16.4 16.8 17.2 17.5 17.8 11.95% 1.90%
Netherlands 3.2 3.3 35 3.6 3.7 39 | 21.88% 3.35%
Spain 10.8 111 11.3 115 11.7 12.0 11.11% 1.77%
UK 25.2 26.6 27.4 28.0 28.5 29.0 15.08% 2.37%
Rest of 58.1 60.1 62.2 64.5 66.8 68.2 | 17.38% 2.71%
Europe
Europe 156.2 161.8 166.1 170.3 174.4 177.9 13.89% 2.19%
overall
Australia 5.9 6.3 6.6 6.8 7.0 72| 22.03% 3.37%
Japan 40.7 41.4 422 43.0 436 44.1 8.35% 1.35%
us 1101 1116 112.0 112.4 112.7 1131 2.72% 0.45%
Global 393.1 404.9 419.1 435.9 457.3 4838 | 23.07% 3.52%

Source: just-drinks

The Netherlands will experience the strongest value growth (21.88%) of the
Western European countries included in the above table. The overall value,
however, is significantly lower than the other countries at a predicted
US$3.9bn by 2014 compared to US$34.2bn in Germany (the biggest
European soft drinks market). The UK follows in value at a forecast US$28.5bn
by 2014.

The Dutch soft drinks market is smaller than average in Europe due to its small
population size (16,570,613 July 2007 estimate) as well as the impact of
premiumisation (value continues to outstrip volume sales growth). Fruit and
vegetable juices have been experiencing huge growth rates in recent years,
while bottled water sales are typically more seasonal (rising in the summer

months); these trends are set to continue to 2014.
In Germany, soft drinks volumes are becoming static, with sales value in 2008

rising by an estimated 1%. In 2009, it is anticipated that values will reach

US$31.5bn with annual growth picking up to a rate of 3% in 2010, driven

[ ]
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Page 7 Chapter 2 Market values and volumes for global functional soft drinks

primarily by innovation in the added health categories such as enhanced

bottled water.

Bottled water is the most successful sub-category in the German soft drinks
market by value, but year-on-year has fluctuated slightly since 2007. CSDs will
continue to experience growth of approximately 3% each year driven by health

and wellbeing trends, particularly natural and fruit-flavoured products.

In France, soft drinks sales are forecast to reach US$11.5bn by the end of
2009 despite volumes falling around 3% on the previous year. High value
sectors such as sports and energy drinks are contributing to the value growth
(2% between 2008 and 2009), and juices and fruit drinks will continue to
deliver double-digit growth over the forecast period. The bottled water sector in
France is mature and as a result, it is not experiencing strong growth 1 this is a
pattern that is set to continue. Bottled water held a 30% value share of the total
French soft drinks market in 2008.

Japan and the US are established soft drinks markets that have developed
over many years compared to some of the more immature markets showing
double-digit growth elsewhere in the world. Growth of 8.35% is forecast
between 2009 and 2014 in Japan and just 2.72% in the US for the overall soft
drinks sector. However, the expected value of both of these sectors by 2014
will be huge: US$44.1bn and US$113.1bn respectively.

In the past, volume sales of soft drinks in the US have fallen (i.e. by 3% in
2007); however, value sales have grown by an average of 5% each year in
2007 and 2008.

Bottled water continues to be the leading sub-category in the US with volume
sales growth of around 11% and value growth of 14% estimated in 2008.
Functional bottled water in particular contributed to this growth such as vitamin
and/or mineral-enhanced variants. In 2008, just-drinks estimates that the
vitamin-enhanced bottle water category alone grew by around 140% on the

previous year to reach an approximate value of US$310bn.

The Australian soft drinks market is significantly smaller than in the US, Japan
and the UK, perhaps unsurprising when considering that despite the massive
scale of the country it is only populated by 20,434,176 people (July 2007

estimate). The Australian soft drinks market value will grow by 6.78% in 2009

[ ]
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Page 8 Chapter 2 Market values and volumes for global functional soft drinks

on the previous year. All sub-categories including CSDs will contribute to this
value growth, but it is FSDs that will make the biggest impact with double-digit
growth of around 35% on 2008 figures forecast for 2009.

Bottled water is not as successful (in terms of value/volume sales) in Australia
as in Europe and North America despite the prevalence of a wide number of
multinational and domestic brands on the market. This is set to change over
the forecast period as people will become more health-conscious and
manufacturers will invest in NPD to produce enhanced, fortified and functional
variants. Bottled water sales will gradually cannibalise sales in CSDs over the
next five years. According to market research company Canadean, Australians
consume one of the largest quantities of juices and nectars worldwide at
around 10 litres more per person than Western Europeans. Encouraging
Australians to increase their consumption is an unlikely strategy for juice

brands, instead building value within the sector will be a more fruitful approach.

The global functional soft drinks market

Value growth in the global functional soft drinks market over the period 2001-
2008 was 48.42% according to just-drinksé6 cal cul ati ons ¢
value of US$30.3bn by 2008.

Table 2: Global functional soft drinks market value review, 2001-2008 (US$bn and %)

Growth CAGR

2001 2002 2003 2004 2005 2006 2007 2008 2001- 2001-

2008 2008

Global 20.4 21.4 225 23.7 25.1 26.6 28.3 30.3 48.42% 5.07%

Source: just-drinks

Between 2009 and 2014, the compound annual growth rate (CAGR) of global
FSD value sales will increase from 5.07% (2001-2008) to 5.84% (2009-2014).
By 2014, just-drinks estimates that the global value of functional soft drinks will
be US$49.9bn. Saturation in more developed markets such as Germany, UK,
Japan and the US will not have a negative impact on global value sales growth
over the forecast period, as fast-developing markets such as Australia, Eastern

Europe and the Netherlands will boost growth.

2009 All content copyright Aroq Ltd. All rights reserved.
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Chapter 2 Market values and volumes for global functional soft drinks

Table 3: Global functional soft drinks market value forecasts, 2009-2014 (US$bn and %)

Growth CAGR

2009 2010 2011 2012 2013 2014 2009- 2009-

2014 2014

S;?ut;al 35.5 38.1 41.0 43.9 46.9 49.9 40.56% 5.84%

Source: just-drinks

The value share of FSDs within the total global soft drinks market is set to
increase gradually year-on-year as the sector becomes more established.
Share will be taken from more traditional products, such as CSDs, gradually

over the next five years.

Table 4: Value share of total global functional soft drinks value forecasts within overall
global soft drinks market, 2009-2014 (%)

2009 2010 2011 2012 2013 2014

Value share of total global soft

drinks market 9.0%

9.4% 9.8% 10.1% 10.3% 10.3%

Source: just-drinks

Growth in global FSD volume sales has fallen slightly behind value growth
between 2001 and 2008 at a CAGR respectively of 4.64% and 5.07%.
Premiumisation, consumer demand for added value health drinks and
innovation in terms of the unique and exotic ingredients used in more and
more FSDs has led to strong value growth in many sectors. FSDs have been
responsible for a lot of the value growth in the total soft drinks market over the
review period. By 2008, 4.6bn litres of FSDs were sold worldwide.

Table 5: Global functional soft drinks volume sales review, 2001-2008 (bn litres and %)

Growth CAGR

2001 2002 2003 2004 2005 2006 2007 2008 2001- 2001-

2008 2008

Global 3.2 35 3.8 4.0 4.2 4.4 4.3 4.6 43.75% 4.64%
Source: just-drinks

Over the next five years, volume growth in the global FSD market will begin to

outstrip value growth. This situation will not happen in each and every country,

2009 All content copyright Aroq Ltd. All rights reserved.
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Page 10 Chapter 2 Market values and volumes for global functional soft drinks

but the global market will become influenced by the maturity and development
of more mature and saturated soft drinks markets such as North America.
FSDs will continue to attract a premium in general, but as consumers become
more interested in getting value for money, and the global economic downturn
continues in the first half of the forecast period, brand owners will be forced to
consider the real and perceived value of their premium product(s) more than

ever before.

Table 6: Global functional soft drinks volume sales forecast, 2009-2014 (bn litres and %)

Growth CAGR

2009 2010 2011 2012 2013 2014 2009- 2009-

2014 2014

Global 5.3 6.4 7.0 7.6 8.1 8.6 62.26% 8.40%

Source: just-drinks

Factors influencing global FSD value and volume sales forecasts

Chinai an emerging market for FSDs

China is becoming a hugely important food and drink market and is attracting
interest from FSD and soft drink brand owners from outside of the country. On
3 September 2008, for example, Coca-Cola offered to buy China Huiyan Juice
for US$2.4bn to tap into the growing trend towards natural drinks with natural
health benefits among theCacloa®hsr Mdsautei Mai d
brand is ranked number two in the diluted juice market, the company is not
established in the fruit and vegetable juice sector, which is expected to grow
rapidly over the next two to three years. Domestic manufacturer Huiyan is the
number one 100% juice and nectar drinks company in China, and since its
rapid progression it has started to struggle to keep up with demand. The
company lacks the distribution network and more importantly, the budget, to

continue growing as an independent entity.

On 2 December 2008, Coca-Cola and Hiuyan announced in a joint statement
to the Hong Kong Stock Exchange that the US company had submitted an
application to the Ministry of Commerce for approval of the merger. Coca-Cola
has until 23 March 2009 to obtain regulatory approval before its offer for

Hiuyan expires.

2009 All content copyright Aroq Ltd. All rights reserved.
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Economic analysts reporting on the merger application have suggested this
may not be the best move for Coca-Cola at the present time. With the global
economic downturn spreading to China in 2009, higher income Chinese
consumers may start to switch to lower-priced soft drinks. 100% juices and
nectars are viewed as premium products in the Chinese market. On top of this,
Hiuyands 2008 sales are forecast to fall by
increase in 20 0 7 . Hi uyands first hal f sales fell £
Snowstorms in January and the Sichuan earthquake in May 2008 were blamed
for this drop. However, during these six months, the company also reduced its

workforce by more than 2,500 people.

Consumption of sugar-sweetened drinks continues

The raft of new products being launched across the world has opened up the
choice and availability of drinks to consumers, many of whom continue to
choose sugar-sweetened products despite warnings of obesity and other

health-related problems resulting from over-consumption.

More American adults are drinking sugar-sweetened drinks such as juices,
carbonated soft drinks and high-sugar FSDs more frequently now than they
were 20 years ago. Research published in the January 2009 issue of the
American Journal of Clinical Nutrition showed that between 1988 and 2004
there was a 5% increase in the number of people drinking sugary drinks. Per
capita consumption of energy from sugary drinks increased by 46kcal per day
and daily consumption of such products among drinks increased by 60z per
day during this time.

Consumption was found to be highest among young adults (231-289kcal per
day) with 20% of sugary drinks typically being consumed at work indicating
that consumption is part of a daily routine and related to boosting flagging
energy/concentration levels, or instead of snacking on food products.

Consumption of sugary drinks is lowest among seniors (68-83kcal per day).

Ethnicity groups were also analysed: black Americans, followed by Mexican
Americans, were found to be the biggest consumers. The research also found
that overweight/obese adults who were actively trying to lose weight were less
likely to drink sugary drinks than those who were not dieting, but they still
managed to consume a lot at an average of 278kcal per day during the 1988-
2004 review period. The researchers, led by Professor Youfa Wang, author

and associate professor with the Bl oomberg
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Nutrition in the US, suggested that industry efforts to reduce sugary soft drink
consumption would be an important strategy for reducing empty calorie intake
in the adult diet in the US. Elsewhere, governments are campaigning to
educate consumers about the need to think about what they are eating and
drinking, and the impact it is having on their health and weight. Ongoing
research and campaigning is likely to have some impact on consumers open
to the idea of changing their nutritional intake to boost their health and

wellbeing, therefore, ultimately affecting the types of drinks they purchase.

Declining traditional CSDs market to benefit FSDs

Traditional CSDs such as lemonade and cola have suffered at the hands of
healthier alternatives including FSDs. Sugary carbonated drinks have been
repeatedly associated with the rising global obesity problem; and with 35¢g of
sugar in one 330ml serving of Coca-Cola, it is little wonder that health-
conscious consumers are shifting away from drinks perceived to be unhealthy

to Ofoeydwed& product s.

In July 2008, Coca-Cola confirmed that profits were increasing from its non-
carbonated soft drink brands across the globe in line with growing demand for
healthy and added-value drinks such as those targeting digestive health,
highlighting the potential for FSDs. Half-year sales for the Coca-Cola Company
increased by 19% to US$16.4bn. The company attributed the climb to cost
savings and innovation and development in the non-CSD sector pushing
global sales volumes. Operating profit for the six-month period ending 27 June
2008 had increased by 17% to US$4.5bn. Globally, Coca-Cola said rising
volume sales in its non-CSD division was reflected in growth in emerging
markets such as China, Turkey, India and Eastern Europe. Latin America was

said to be an important market for the company.

The two leading players in the cola market, Coca-Cola and Pepsi, are keen to
change their traditional CSD-focused image. Coca-Cola Zero is how available
in 81 countries worldwide and has increased its global volume share of the
CSDs market to just less than 1% following its launch in July 2006 (the
companyo6s biggest brand introduction in 20
seems to be the zero sugar content combined with a much fuller flavour than is
often associated with diet variants. However, despite the investment in new
products and flavours that are sugar-free, the CSD market is showing

continued signs of decline in established food and drink markets.

[ ]
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In the US, CSD volume sales fell by 2.6% in 2007 according to the Beverage
Marketing Corporation (BMC). Instead, flavoured and enhanced waters (the
latter falls into the FSD bracket) are stealing share away from traditional sub-
categories with volume growth of 30.6% in the US in 2007. Energy drinks
recorded double-digit volume growth as well, as did RTD tea, at 24.7% and
15% respectively according to the BMC.

Over the next five years, newer drinks categories with a focus on health and
wellbeing will drive growth in FSDs, even in mature and developed markets
such as the US. This does not mean the end to the dominance of cola drinks:
over the next five years oO6healthy col ad wil!l
worldwide who are looking for a better-for-you alternative 7 and attract

previous non-cola drinkers to the category.

Inthe US, Wal green has developed a cola call

using natural ingredients such as extract of kola nut (launched in 2008).

In March 2008, PepsiCo launched Pepsi Raw in the UK positioned as a
premium drink made from natural plant extracts with no artificial colours,

sweeteners, flavourings or preservatives.

Red Bull has also muscled in on the idea with the launch of its Simply Cola in
the UK, Austria, Switzerland, Italy, Ireland, Russia and Las Vegas in the US.
The drink, introduced in March 2008, is made with cola leaf and kola nut and,
according to the company, sold more than 5m units within the first month of

launch.

The division between products consumers understand and those they
dondt

There is a divide in FSDs between products where the health claims are
generally understood and there is perceived added value, while others remain

unclear and complex.

Gavin Cox, UK commercial director of Sunraysia, told just-drinks: Wéi believe
that there is a definite split in the functional soft drinks category market: soft
drinks where the benefits are widely understood and [those that are] not so
widely understood. In the latter case, consumers require further education on

the massive health benefits in the consumption of the soft drinks.
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AWithin the for mer, such product s as smoot
probiotics obviously spring to mind. Consumers understand what these
products do for them and the flavour profiles of these products are very
straightforward and easily accepted. However, as consumers become more
savvy about their own health and understand the benefits of less well known
products, the latter (i.e. more niche products) will establish themselves more
easily. An example of this is senior-specific products: as the population grows
older and this sector of society becomes the highest portion of the population,
both manufacturers and retailers are going to have to develop a wider range of
products tailored to these consumers, therefore creating more opportunities

outside of the | arger, better understood pro
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Chapter 3 The sports and energy

drinks market

Introduction

Sports and energy drinks are shrugging off their specialist image and
increasingly being positioned as suitable for everyday use, i.e. for hydration,
snack replacement and/or boosting general health. This shift in positioning has
been a deliberate move by brand owners to gain wider acceptance in strong
markets such as Europe to mirror the success witnessed in the US over recent

years.

In Canada, Gatorade (PepsiCo) is adopting a strategy already employed in the
US to target a broader range of active people and athletes. The company
announced a complete revamp of the Gatorade portfolio in Canada in early
2009, including new packaging and a new brand identity. The Gatorade Thirst

Quencher brand |l ogo wild.l now bestibbbol edter
image. According to the company, the G representsfit he heart , hustl e an
of athleticism and will become a badge of pr

Sports drinks share of the sports and energy drinks market value

Sports and energy drinks are the two most recognisable and successfully

established sub-categories within the overall FSD market.

[ ]
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Table 7: Contribution of sports drinks to total sports and energy drinks market value,
Europe and the US, 2001-2008 (%)

Growth
Country 2001 2002 2003 2004 2005 2006 2007 2008 2001-
2008
France 68.06% | 68.46% | 67.95% | 67.16% | 65.63% | 65.52% | 64.30% | 64.03% | -5.91%
Germany 58.69% | 58.04% | 57.32% | 56.32% | 55.73% | 54.75% | 53.82% | 53.03% | -9.64%
ltaly 60.17% | 59.38% | 58.74% | 58.23% | 57.46% | 56.43% | 51.15% | 45.41% | -24.53%
Netherlands 47.27% | 48.29% | 50.23% | 51.85% | 53.25% | 54.84% | 58.16% | 59.13% | 25.08%
Spain 87.31% | 87.81% | 86.98% | 86.98% | 86.57% | 81.44% | 77.00% | 76.29% | -12.62%
UK 11.49% | 11.22% | 11.01% | 10.82% | 10.58% | 10.36% | 10.14% | 10.16% | -11.58%
ReSt Of 0, 0, 0, 0, 0, 0, 0, 0, 0,
Europe 60.14% | 66.72% | 69.18% | 69.95% | 68.14% | 68.51% | 65.69% | 64.32% 6.95%
5\‘2;’;? 43.18% | 42.67% | 43.87% | 43.55% | 43.61% | 44.65% | 43.89% | 42.67% | -1.18%
us 86.55% | 85.90% | 87.11% | 85.10% | 81.94% | 78.53% | 74.73% | 70.61% | -18.42%
Eggsgéﬂd 52.86% | 52.67% | 54.26% | 53.89% | 53.48% | 53.67% | 52.36% | 50.58% | -4.31%

Source: just-drinks

Sports drinks contributed more than 50% of the total sports and energy drinks
n 2008

mar ket

val ue i

Europed and

t he

us.

However

n France,

around US$3.2bn compared to US$4.3bn for energy drinks in 2008.

2009 All content copyright Aroq Ltd. All rights reserved.

_/Zﬂ’l‘-drinks

n

Europe,

Ger many,

t

he

N



Page 17 Chapter 3 The sports and energy drinks market

Sports drinks share of total functional soft drinks market value to 2014

Table 8: Sports drinks value share of functional soft drinks market value, 2009-2014 (%)

Growth
Country 2009 2010 2011 2012 2013 2014 | 0089014
France 64.00% 63.90% 64.25% 64.43% 64.52% 64.79% 1.23%
Germany 53.00% 52.82% 53.10% 53.50% 54.10% 55.55% 4.81%
Italy 45.11% 45.00% 44.50% 44.00% 43.80% 43.30% -4.01%
Netherlands 59.00% 57.86% 56.80% 54.50% 53.50% 51.40% -12.88%
Spain 76.00% 74.87% 72.11% 69.56% 67.00% 64.98% -14.50%
UK 10.12% 10.07% 10.01% 9.95% 9.89% 9.80% -3.16%
Rest of Europe 64.10% 63.50% 62.80% 61.50% 60.00% 60.56% 5.52%
EU rope 0, 0, 0, 0, 0, 0, 0,
overn 42.25% 42.06% 41.88% 41.14% 40.87% 40.60% -3.91%
us 70.30% 69.50% 68.11% 67.09% 65.40% 64.11% -8.81%
E‘é'gsgrzﬂd 50.19% 49.89% 49.01% 47.66% 45.59% 44.45% -11.44%

Source: just-drinks

The global sports drinks market has shown stronger volume than value growth
in recent years (an estimated 6% in volume and 1% in value in 2007) and this
trend is set to continue. There is falling annual value growth on the horizon in
many established functional soft drinks markets including the UK; the
6newb dr

premi ums associated wi t h

mainstream/everyday consumer perception.

The positive value growth for sports drinks recorded in 2007-2008 was driven
by value surges in emerging markets such as Eastern Europe where many
brands are experiencing double-digit annual value growth at present. The
sports drinks market in Eastern Europe is less developed than in Western
Europe and is the fastest-growing region for this category. However, due to its
rapid development recently, Eastern Europe is likely to follow the pattern
witnessed in more established markets over the forecast period: a gradual
slowdown in annual value growth rates. Innovation in ingredients and new
product formulation have helped to create new consumption occasions and
target audiences such as children and seniors with products aimed at a much

wider range of people, occasions and need states.

2009 All content copyright Aroq Ltd. All rights reserved.
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In Australia, for example, sports drinks have enjoyed strong growth over the
review period, but this growth is starting to gradually slow down due to
maturation within the market, competition from other health drinks such as
juices and smoothies, and a drop in marketing, NPD and advertising
investment during 2007 and 2008 by some of the leading brands such as
PowerAde (which was re-launched with a huge budget in 2006). The two
leading companies i Coca-Cola and Pepsi i in the Australian sports drinks
market i have a huge impact on the rise and fall of the sector, as they are
responsible for 90% of total consumption. A high-profile re-launch or a new
product introduction can dramatically change annual growth rates in the

country.

Energy drinks are also doing well in Australia with double-digit growth in recent
years set to continue over the forecast period. Brands such as V (Frucor

Beverages) are extremely popular.

Annual growth set to slow in sports and energy drinks to 2014

The popularity of sports and energy drinks differs around the world: there is not
a global pattern of one category being more valuable or successful than
another but there are identifiable trends on a regional basis. Sports drinks
value sales in 2009 will remain higher than energy drinks in Asia Pacific,
Western Europe, Latin America and North America. The situation is reversed
in Eastern Europe, Australasia and the Middle East where energy drinks sales
are higher than sports drinks. The latter three markets are viewed as
comparatively less developed than Asia Pacific, Western Europe and the
Americas, where both energy and sports drinks contribute significantly higher
value and volume sales to the overall soft drinks industry. The less developed
FSD sectors within Eastern Europe, Australasia and the Middle East represent
huge NPD opportunities for manufacturers seeking to invest in new markets,

and looking to attract new consumer groups.

[ ]
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Figure 1: Sports and energy drinks market value compound annual growth rate
comparison, 2001-2008 versus 2009-2014 (%)
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Source: just-drinks

The above chart shows the high annual value growth in the sports and energy
drinks sector withessed in many countries over the review period (2001-2008),
particularly Spain (19.01%) and the US (12.62%). This incredibly strong annual
growth rate is unsustainable in the food and drink industry as categories
become more established, developed and mature. However, sports and
energy drinks have experienced a good run of strong growth in recent years,
as innovation has been constant and in many cases, highly successful,
appealing to consumer interest in health, fithess, nutrition, weight management
and improving performance in everyday routines such as working, flying,
commuting and studying. In all of the countries shown in the chart above, the
annual value growth rate of sports and energy drinks will fall sharply over the
forecast period (2009-2014). This decline is most noticeable in the countries
with extremely high CAGRs in recent years (Spain and the US), as the annual

value growth falls to more realistic and sustainable long-term rates.

There are numerous factors behind this drop in annual value growth besides
the maturation of the sports and energy drinks categories. The energy drinks

sector in particular is slowing down overall market value growth, as consumers

[ ]
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are showing a growing interest in products that offer more natural ways of

boosting energy levels and relieving fatigue. Many of the energy drinks that

boosted value growth in the review period were made with ingredients such as

caffeine, taurine, sugar and artificial sweeteners. Consumers are increasingly

shunning these ingredients and becoming more interested in natural

alternatives that offer an all-round performance boost and/or products that

contain added valwue ingredients targeting o
ginger for easing digestive upset, ginseng and guarana for natural energy

boosts, and added vitamins and minerals to support performance in sports and

improve general health.

Sports and energy drinks market value review

Table 9: Sports and energy drinks market value review, Europe and the US, 2001-2008
(US$m and %)

Growth CAGR
Country 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 2008 2001- 2001-
2008 2008
France 72 75 78 80 84 87 90 94 | 30.14% | 3.77%
Germany 794 791 787 781 775 769 764 758 -453% | -0.57%
Italy 241 254 269 285 303 323 344 368 | 52.61% | 6.58%
Netherlands 165 170 175 181 188 195 203 211 | 28.12% | 3.52%
Spain 260 294 333 379 433 497 571 655 | 152.08% | 19.01%
UK 1,915 | 2,005 | 2,097 | 2,190 | 2,288 | 2,393 | 2506 | 2,629 | 37.26% | 4.66%
Rest of
Europe 1,588 | 1,599 | 1,714 | 1,841 | 1,981 | 2,136 | 2,306 | 2496 | 57.15% | 7.14%
Europe 151 41 1 27 4| 7 7,52 46.15% 77%
overml 5,15 5419 | 5690 | 5,99 6,3 6,69 ,089 528 6.15% | 5.77%
us 1,480 | 1,631 | 1,799 | 1,986 | 2,194 | 2427 | 2,686 | 2,974 | 100.96% | 12.62%
Europe and 6,631 | 7,050 | 7,489 | 7,977 | 8521 | 9121 | 9774 | 105502 | 5838% | 7.30%
US overall

Source: just-drinks

The sports and energy drinks market experienced value growth over the
review period in the majority of countries shown in the above table. Germany
stands out with an overall fall in value of -4.53% between 2001 and 2008. The
German sports and energy drinks market is one of the highest value in Europe
(US$794m in 2001) but its success before many other parts of Europe has led

to a drop in annual value growth in recent years as the market stabilises. In
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Germany, sports and energy drinks are still a comparatively small sub-

category in the overall soft drinks market.

Sports and energy drinks market value forecast

Table 10: Sports and energy drinks forecast market value, selected countries in Europe and

the US, 2009-2014 (US$m and %)

Growth CAGR
Country 2009 2010 2011 2012 2013 2014 2000- 2009-
2014 2014
France 96 100 104 107 110 113 | 17.53% 2.92%
Germany 765 765 763 760 727 727 -5.07% -0.84%
Italy 401 436 470 472 475 478 | 19.24% 3.21%
Netherlands 219 228 236 241 245 250 | 14.14% 2.36%
Spain 674 714 831 894 946 992 | 47.08% 7.85%
UK 2,740 2,853 2,967 3,047 3,126 3205 | 16.97% 2.83%
Rest of 2,696 3,157 3,340 3,412 3,518 3,689 | 36.82% 6.14%
Europe
Europe 7,883 8,236 8,593 8,851 9,125 9,435 19.69% 3.28%
overall
us 3,008 3,082 3,165 3,231 3,302 3,376 | 12.22% 2.04%
Europe and 10,891 11,318 11,758 12,082 12,427 12,811 17.63% 2.94%
US overall

Source: just-drinks

In all of the countries analysed in the forecast table above, including the US,

which is the biggest sports and energy drinks market in the world by value,

growth is predicted to fall between 2009 and 2014 to lower levels than were

witnessed during the review period. Overall, in all of the countries featured in

the table 1 apart from Germany 1 positive growth in the sports and energy

drinks sector will continue between 2009 and 2014.

The UK will remain the most successful European market for sports and

energy drinks at a predicted value of US$3.2bn by 2014. Spain will be the
fastest growth market in West Europe with a CAGR of 7.85% between 2009
and 2014 to reach an estimated value of US$991.9m.

2009 All content copyright Aroq Ltd. All rights reserved.
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Trends and NPD opportunities in sports and energy drinks

Scientific studies reveal NPD opportunities

Scientific support for health claims are becoming increasingly important,

particularly for sports drinks, which are taken seriously by the athletes who

consume them as part of their training regime. Sports drinks containing protein

ar e better at i mproving a teRelcisd recovery per f or marr
according to research p ubl Joartak of the n Bi oMed
International Society of Sports Nutrition in December 2008. Drinks containing a

combination of carbohydrate and protein are believed to be better than

carbohydrate-onl y drinks in improving cyclistso6 rec

Liquid carbohydrate and protein supplements given early during a six-hour
post-exercise recovery period helped subjects better maintain subsequent time
trial performance and power output compared to supplements with
carbohydrate alone. Researchers from Gettysburg College and the University

of Western Ontario conducted the study.

The results of this study will be of great interest to new product developers in
the sports drinks sector, which has primarily focused on the role of

carbohydrates for endurance athletes.

Satiating and slow-releasing energy drinks

Diabetics are not the only people who are interested in the sugar levels in the
food and drink they consume. The rise and fall of the Atkins diet (low
carbohydrate, high protein) in parts of Europe and North America in 2003-
2004, as well as general health awareness, has prompted awareness of the

role of carbohydrates on weight gain, as well as feelings of lethargy.

Products that provide slow-releasing energy, such as oats, are being added to
functional soft drinks to avoid the blood sugar spikes associated with high
sugar products, and to provide a feeling of satiety for longer. Over the next five
years, there will be a marked shift from products that provide immediate and
short-term energy boosts/stimulation to those that provide a more natural and

sustained energy enhancement.

[ ]
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Chapter 4 Functional soft drink

market challenges

Introduction

The pace of future growth of FSDs is dependent on many factors: consumers,
industry developments, research and development, government(s) regulations
and campaigns, and the fast-changing economic landscape. Over the past two
years, the global food and drink industry has been rocked by the economic
downturn, rising raw material prices and fuel costs, the increasing influence of

private labels and hard discount retailing on branded goods.

This chapter addresses five of the highly influential factors that are expected to
help shape the FSD market to 2014:

cannibalisation within the FSD market;

global economic recession;

health claims regulations;

maintaining nutritional vallf;;e throughout

M W W W W

rising raw material prices and fuel costs.

Cannibalisation within the FSD market

While sports and energy drinks experienced a surge in value and volume
growth over the review period, total value and volume sales contributed a

small share to overall soft drinks market sales.

The FSD market is made up of many sub-categories including smoothies,
ready-to-drink (RTD) iced tea and dairy drinks. Whole and natural FSDs, such
as smoothies, which target general health have performed very well in the past
two to three years: increasing their value and volume share within the FSD

market and stealing share away from other traditional sub-categories.

Overall, volume growth in the functional soft drinks sector is set to exceed
value growth over the next few years, as certain sub-categories become more
mass-market in their appeal, thereby losing their premium status (in terms of
retail price and consumer value perception). As the FSD sector becomes more

established in developed soft drinks markets, the ultimate goal for

[ ]
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manufacturers is to replace the novelty factor with an everyday (or more

regular) consumption perception (to increase volume sales).

Figure 2: Global functional soft drinks market value versus volume growth forecast, 2009-
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Source: just-drinks

Table 11: Energy foods value share of total energy food and drink market value in Europe
and the US, forecast, 2009-2014 (%)

Growth
Country 2009 2010 2011 2012 2013 2014 2009-2014
France 47.40 48.20 49.00 49.80 50.63 51.49 8.63%
Germany 40.43 40.71 41.00 41.29 41.59 41.92 3.68%
Italy 36.86 35.92 35.00 34.09 33.20 32.37 -12.19%
Netherlands 32.71 32.85 33.00 33.14 33.27 33.40 2.12%
Spain 46.72 46.45 46.00 45.80 46.00 46.25 -1.00%
UK 9.75 9.36 9.00 8.90 8.75 8.80 -9.74%
Rest of Europe 11.33 11.66 12.00 12.34 12.70 13.08 15.45%
Europe 18.50 18.24 18.00 17.75 17.46 17.23 -6.86%
overall
us 91.55 91.27 91.00 90.71 90.43 90.16 -1.52%
Europe and
US overall 64.27 64.13 64.00 63.85 63.69 63.51 -1.18%

2009 All content copyright Aroq Ltd. All rights reserved.
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Aside from the cannibalisation of value share by new, emerging and more
natural sub-categories within the FSD market, other food and drink categories
pose a challenge to market growth in the future. Energy foods, for example,
will expand their value share in the total energy food and drink market in
France, Ger many, Net herl ands, and t
significantly more successful than energy drinks in France and the US (51.49%

and 90.43% value share respectively).

Figure 3: Energy foods value share of total energy food and drink market value in Europe
and the US, forecast, 2009-2014 (%)
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Source: just-drinks

Global economic recession

The credit crunch/recession has already had an impact on the food and drink
industry and will continue to change the way consumers shop, manufacturers
invest and retailers promote over the next two to three years. More intelligent
and forward-thinking functional soft drinks companies are already thinking and
planning for the recovery, as well as how to deal with the inevitable decrease
in frequency of purchases of more premium products in the run-up to and
during the recession. Consumers are more likely to consume fewer higher-

priced goods before trading down to cheaper products in general.

The recession in the US in 2008 and early 2009 provided challenging

conditions for advertisers in the sports drinks sector. PepsiCo, which

he

6rest
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Page 26 Chapter 4 Functional soft drink market challenges

manufactures a number of FSDs and snhacks posted a 2% rise in sales to
US$3.8bn and an 11% drop in earnings to US$231m in the third quarter of
2008. After ten years of working with David Beckham for its advertising,
PepsiCo confirmed it was moving away from the partnership in December

2008, although falling earnings was not cited as a cause for this departure.

Advertising in the sports drinks sector is proving problematic: advertising sales
for sports fell as much as 15% at the end of 2008, according to BrandWeek

magazine, published in the UK in December 2008.

In March 2008, a UK survey by ICM for Retail Week of 1,050 people found that
nearly one-third were worried they would lose their jobs, 42% felt they had less
tospend andtwo-t hi rds believed the economi

the next year.

A Nielsen Homescan Survey, also conducted in the UK, in April 2008, found
the following:
3 45% agreed strongly and 31% agreed slightly with the statement A
really try to save pennies when
3 28% agreed strongly and 28% agreed slightly with the statement
iPrice is the first thing | | ook

3 23% agreed strongly and 28% agdglheed

C

6t ur mo

buying

at

brand I finally choose wil!/| depend

According to a UK online consumer survey by Nielsen in May 2008, the
economy was the main concern for the majority of people (17%) and the
second concern for 14%. This was followed by debt (16% slated it as being
their main concern and 10% the second concern) and work/life balance (11%

main concern and 9% second concern).

No two recessions are the same so companies that are reviewing past activity
and making direct comparisons, i.e. between the 1990s and now, will find it
difficult to make assumptions. The organic food and drink market is steadfast
in its opinion that consumers who have already bought into the concept and
were previously purchasing organic produce on a regular basis will not reduce
ethical consumption because of the recession (for as long as is financially

viable for them as a household/individual).

2009 All content copyright Aroq Ltd. All rights reserved.
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Page 27 Chapter 4 Functional soft drink market challenges

During a recession it is more important than ever to monitor consumer
behaviour and identify new strategies (in terms of consumption occasions,
ingredients etc) to unlock opportunities. Brands that are empathetic to the
situation consumers find themselves in during a recession (without being
patronising!) will resonate with existing and potential customers more than

those that continue with a 6ébusiness

Some FSD companies are seriously struggling during the global economic
downturn. In September 2008, Nestlé in the UK withdrew its functional
smoothie range, Boosted, just four months after its launch. Poor sales and a
lack of supermarket listings reportedly forced the decision. The economic
downturn has, according to Nestlé, seen the smoothies category move into
decline and consumers are switching to cheaper options such as chilled juice.
According to Jon Wal sh, Nestl ® UKO®s
media statement released in September 2008), it was difficult to establish

functionality 7 the key point of difference i in the market.

Health claims regulations

The Health and Nutrition Claims Regulation i Regulation (EC) No 1924/2006 1
came into force in all EU member states on 1 July 2007. The regulation applies
to any food or drink produced for human consumption that is to be sold in the

EU, and does not include pet food, cosmetics or medicines.

Understanding which health claims can be made, and what ingredient content
statements must be made, is one of the biggest modern-day challenges facing
the FSD industry.

The aim of the regulation is to ensure that consumers are not misled by
unsubstantiated, exaggerated or untruthful claims. In reality, the regulation
continues to court controversy and provoke debate about what constitutes a
healthy food product versus an unhealthy one, as well as the laborious nature

of the regulatory process for new product developers.

Health claims suggest a relationship between a specific food/drink and

improved health, or that a food/drink can help to reduce the risk of a disease,

as usua

managing

suchasfical ci um hel ps prevent osteoporosis and

[ ]
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Page 28 Chapter 4 Functional soft drink market challenges

Nutrition claims make an assertion about a particular nutritional property of a
f ood, sHigb imvitansin Bfil 2 0

If a company wants to use a claim suchasfical ci um may be good fo
b o n e then the producer must verify the link between the claim and the
product. The product must also comply with the nutrient profiles associated
with the claim. Companies wishing to continue to use health or nutrition claims
for their existing range or new products must provide scientific data to support

the claims.

Maintaining nutritional wvaluelife hroughout the

Retaining the nutritional value and health properties of functional soft drinks
throughout its shelf-life will continue to be one of the leading challenges for
manufacturers. With the addition of new active ingredients, some of which are
newcomers to the drinks market, understanding their nutritional value and
analysing the potency of this value as a product nears its shelf-life, are
scientific studies that must be undertaken to guarantee its functionality.
Consumers are becoming more nutritionally aw

tosupport manufact ur er s6 c¢l aims, particularly for FSL

Despite being able to guarantee the ingredients used to create the product,
without scientific stability testing there is no way of guaranteeing which
ingredients will still be active by the time the drink is consumed, i.e. up to the
end of t he p-lifeo dame tod the irgrediehts, such as certain
vitamins and antioxidants, are potentially unstable and susceptible to

degradation during processing and storage.

Common challenges:
the type of packaging used can impact the degradation process;
how the product is stored before and after purchase can also have an
impact;
3 the stability of some vitamins is influenced by the presence of other
vitamins such as vitamin B12;
some vitamins are sensitive to light, such as vitamin B2 and folic acid;

some vitamins are sensitive to oxygen, such as vitamin A.

[ ]
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Rising raw material prices and fuel costs

The cost of raw materials, such as dairy and wheat, has been a problem for
manufacturers for a while now. Clearly, not all rising raw material costs will
have a direct impact on the FSD market. However, rising costs across the
global market in 2008 were passed on to manufacturers. While retailers were
initially keen to avoid passing these additional costs on to their customers i
particularly as hard discounting becomes ever more prevalent in 2009 and
beyond, the results of this spiralling situation have included shrinking margins
for producers and some unique reactions from consumers, governments and

retailers.

In April 2008, the Thai government said it would not ban rice exports to battle
rising food costs, as other countries have done. According to reports in the
Bangkok Post, Prime Minister Samak Sundaravej said that people were
stockpiling rice like it was fashionable. Deputy Finance Minister Ranongrak
Suwanchawee said the country would try to increase production, making

3.55m acres available to poor farmers through cheap leases.

Australiads government announced in May 2008
(US$28m) in emergency aid to countries affected by a global food shortage.
The money went towards the United Nationsd W

to an urgent appeal for donations because of soaring food and fuel prices.

[ ]
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Page 30 Chapter 5 Emerging and future trends influencing NPD and marketing

Chapter 5 Emerging and future
trends influencing NPD and

marketing

Introduction

This chapter identifies 14 of the major trends that just-drinks predicts will
influence consumer purchasing habits and industry marketing, branding and
NPD activities to 2014. By assessing current and evolving trends, it is possible
to gain some level of insight into potential future trends. As always, health,
convenience and premiumisation are the three leading megatrends driving the

market forward, but the FSD market is starting to come of age in many

mar ket s, and even carbonated soft dr

potential to innovate with truly unique products that offer genuine and proven
health benefits across demographics and consumption occasions despite the

global economic downturn.

Children-specific products

FSDs are being launched in more developed markets, particularly in the US,
aimed specifically at children. The aim of these products is to provide a healthy
alternative to carbonated soft drinks or a more flavourful substitute for water

(as many children seem to dislike unflavoured drinks).

Getting past the gatekeepers (i.e. the parents/grandparents/family
members/friends buying the drink on behalf of the young child) is imperative.
Natural ingredients are essential to achieve this, and added health benefits will

increase the drinkdés appeal

In the US, Crayons All-Natural Beverage Company launched a range of
functional juice drinks for children in October 2008. With a recommended retail
price of US$0.99 per 80z can, each drink claims to contain 30% real fruit juices
and is sweetened with organic sugar cane juice. There are six varieties, with
each making different health claims such as added calcium for bone health

and antioxidants for general wellbeing.

2009 All content copyright Aroq Ltd. All rights reserved.
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Page 31 Chapter 5 Emerging and future trends influencing NPD and marketing

In the UAE region, in November 2008 the Ain Mineral company of Abu Dhabi
introduced an enhanced water range. Targeting children in the four to 13-year-
old age group, the drink is made with added calcium and fluoride and is called
0Ki dso.

I n the UK, RDA Organic | aunched the
T Sqqquishy smoothie (blackcurrant, apple and banana) and Squeeezy juice
(mango, apple and orange) i to appeal to parents and children in April 2008.
Made with 100% pure organic fruit, the new range also provided a unique

packaging angle to appeal to parents/gatekeepers.

Each drink provides children with one portion of their daily fruit requirement
and their recommended daily allowance of vitamin C. In line with the entire
RDA Organic product range, the fruit used is 100% premium organic grade
and certified by the Soil Association. The entire chilled range contains no
added sugar, no added water, no concentrates, colours or preservatives and

importantly forkidsino O6bi t s 6.

Figure 4: RDA Organicb6s range of 100% natur al

ORGANIC Y P ORGANIC

rrant, apple . A9 eV S nt apple PY
g h o .
mie .

aNana

with no bits!

blackcurrant, apple
ind banana °

Source: RDA Organic

Organic ingredients will become increasingly important for FSDs aimed at

children, as parents seek to give their children the best start in life. The organic

mar ket 6s

juices
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Page 32 Chapter 5 Emerging and future trends influencing NPD and marketing

sector is one of the fastest-growing areas in the UK food and drinks sector.
The Soil A Ogyanic Markei Repod 8007 stated that retail sales of
organic products were worth an estimated GBP2.bn, demonstrating a 22%
annual rise. The report also stated that two in three shoppers knowingly buy
organic food and 44% of shoppers |
Direct retail sales of organic products (organic box, mail order schemes etc)

increased by 53% on the previous year.

According to the report, organic fruit-based drinks enjoy above-average
popularity among parents of children aged under four years-old, with 16%
having purchased within the last year; once children become older the
tendency to purchase decreases, falling to 10% among parents of children

aged ten to 15-years-old years.

In the report, Helen Browning, director of the Soil Association food and farming

departmentsaid:AiFort uamgahiye¢ food is on many

households with children under the age of 15 buy the widest range of organic

food, while organic baby food sales continue to grow i even as sales of non-

organic baby food declineesl knewelmest babd

Cosmeceuticals

Cosmeceuticals, or beauty drinks as they are also known, will be one of the
fastest-growing sub-categories in the FSD market over the next five years.
While beauty drinks are still a small, niche category in most parts of the world,
their success in Japan and growing popularity in the US offer an indication of

the global potential.

Offering anti-ageing, anti-blemish properties, building on our desire to be
young and beautiful for longer, and making the most of our wish to improve our
appearances from the inside out, some FSDs are making rather ostentatious

promises to consumers.

Products offering a decrease in spots, wrinkles, and improvements to the
appearance of skin, hair and nails are all the rage in the personal care market,
but they are also making their way into the food and drink sector. Investment in
research and development (R&D) to identify natural ingredients that can be

added to popular products such as smoothies, juice drinks, water and

2009 All content copyright Aroq Ltd. All rights reserved.

k e

parent :

_/Zﬂ’l‘-drinks

6 mu



Page 33 Chapter 5 Emerging and future trends influencing NPD and marketing

confectionery has led to the development of innovative beauty products that

we can consume.

As the global population ages, with senior consumers (people aged over 50-
years-old) soon to become the majority age group, our obsession with looking
younger for longer is likely to increase. People aged over 35-years-old are
predicted to represent the biggest spenders in this market, with expenditure

expected to increase further over the age of 50-years-old.

Brands that are tapping into our desire to look good and minimise the impact of
ageing include:

3 Mile High Drinks: launched in September 2008 in the UK, the not-
from-concentrate juice drink is made with red grape, cherry, aloe vera
and ginger. An independent scientific study conducted on behalf of
Mile High Drinks in November 2008 found that there are around 3,660
ORAC units (Oxygen Radical Absorbance Capacity, which is the unit
of measurement for antioxidant strength) per 250ml bottle of Mile High.
Published values for orange juice are around 1,100 ORAC units per
250ml serving, pomegranate and cranberry juices at around 2,250
ORAC units per 250ml. Research suggests that people consume
3,000-5,000 ORAC units a day to have an impact on their health.
ORAC measures how many oxygen radicals a specific food can
absorb and deactivate. The more oxygen radicals a food absorbs, the
higher its ORAC score, and the better a food is at helping our bodies
fight diseases like cancer and heart disease and boosting the
appearance of skin. Over the next two years, more and more products
will be using the ORAC measurement to highlight antioxidant strength.
Consumers now understand that high levels of antioxidants are
important for general health and related to fighting free radicals
(thereby boasting beauty benefits) but there is little understanding of
what actwually hebonlsetvietlut es a o6hig

3 In August 2008, Japanese company Kunimitsu Kido launched its
Ant-Agei ng Water in the US with the bold c
most functional water.

3 In October 2007 Borba launched Skin Balance Water in Europe. The
drink is based on a formula of vitamins, minerals and botanics. The
range comprises Replenishing (claimed to boost moisture and keep

skin smooth and firm); Clarifying and Firming (to help the skin

[ ]
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Page 34 Chapter 5 Emerging and future trends influencing NPD and marketing

regenerate its natural support system, remove toxins and improve
clarity of the dermis); and Age Defying (to help soften lines).

3 Yagua Food for Mind & Mood launched a range of drinks under the
Yagua brand in Germany and the UK in early 2007. Detox Juicer
(Vitality Juice), Relax Juicer (Inspiration Juicer) and Beauty Juicer
(Skin Juice) are fruit juices with added vitamins, minerals and
vegetable extracts and are said to increase the intake of healthy
nutrients for skin, hair and nails.

3 In Japan, also in early 2007, Meiji Dairies introduced an orange-
flavoured, low calorie, jelly-based drink called Meiji VAAM Jelly for
Beauty. Jelly-based products are popular in Japan and could prove to
be a new product opportunity elsewhere in Asia and other parts of the
world. The sports nutrition drink contains 17 amino acids and 5mg
vitamin B2, 5mg vitamin B6 and 300 micrograms of ceramide. There

are 35 kcal per 1809 pouch pack.

Beauty water Q&A

Jules Birch, founder of Works With Water talked to just-drinks about its
cosmeceutical FSD, Beauty water. Beauty wate
spring water containing ingredients clinically proven to help clear the skin of

ache.

just-drinks: When was your company established?

Jules Birch: We began developing the Works With Water range in 2003 and

launched our first spring waters to market in 2006.

j-d: In which countries is your drink sold outside of the UK?

JB: Beauty is currently available to buy in the UK from
www.workswithwater.co.uk and will be available to buy Europe from mid-

March 2009. Sales to customers in the US will start later this spring.

j-d: How different are these markets (in terms of sales, consumer
understanding and interest in functional soft drinks, health and nutrition

knowledge etc) compared to the UK?

[ ]
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JB: When Beauty launched in April last year we were overwhelmed with

enquiries to the website from customers around the world and in particular

from the US. I n addition to bepreventngnor e

ingredient, Praventin, these customers seem to be more familiar with the
concept of food and drink products that have added health benefits and

making them part of their everyday routine.

j-d: What prompted the launch of Beauty?

JB: | previously worked within the confectionery, pharmaceutical and
nutritional sectors as a marketing consultant. It was whilst researching
ingredients on behalf of a client that | met ingredients specialist DKSH. They
introduced me to the ingredient Beneo, a water-soluble prebiotic fibre, which
was new to the UK and is proven to aid the digestive system. With their
support, | was able to begin the process of creating our first range of spring

waters for adults and children which improve digestion.

From there we continued to research innovative new ingredients that would be

suitable for use in a bottled spring water format.

The philosophy behind Works With Water is simple. We will only use
ingredients where there is clinical evidence of their benefit to health that

consumers can understand.

j-d: Who is the typical consumer of your drink and were they the original

target audience?

JB: The typical Beauty consumer is female, aged anywhere between 16- and
50-years-old. This is reflected in the packaging which is very feminine in

design.

However, we have also had many emails from men who are drinking Beauty to
improve the condition of their skin. It was always our intention to develop a
variant of Beauty for men and weobve

received from the male market so far.

j-d: What marketing techniques do you employ to increase

understanding and awareness of the health benefits of your drink?

been
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JB: We only develop spring waters with a clear health benefit that consumers
can understand. Therefore it is incredibly important that all of our
communications include detailed information about the ingredients we use and

their impact on health.

The key focus of our website is the science behind Praventin, which is
contained within Beauty spring water and helps to clear the skin of acne. We
make all of the studies about the ingredient available for customers to read

and develop their understanding of how Beauty works.

j-d: What more do you think could be done T by your company and the
industry as a whole 1 to boost sales of functional soft drinks and

increase awareness of the importance of a healthy, balanced diet?

JB: There are currently many different functional soft drinks available but it is
incredibly difficult for the consumer to identify which have any significant
benefits for health. Companies within the industry need to ensure that
customers fully understand the functional ingredients contained within their
products in terms of how they work and how much they need to consume to

see a benefit for health.

This will help consumers to gain a better understanding of how functional

drinks work and to develop confidence in their benefits.

j-d: What are the next steps for your company in 2009 and then over the

next five years?

JB: We are embarking on the re-branding of the entire range to allow us to

bring a new family of products to market during 2009 (which have been in

devel opment during t he past 12 mont hs) .

research into both new and existing products, ingredients and delivery

systems. Our new PR and marketing campaign will commence this spring.
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Dairy drinks

just-drinks predicts that worldwide sales of dairy drinks (not just functional
products but flavoured milk etc) will reach a value of at least US$12bn by
2014.

Table 12: Global dairy drinks market value forecast, 2009-2014 (US$bn and %)

Growth CAGR

2009 2010 2011 2012 2013 2014 2009- 2009-

2014 2014

Global 6.3 7.5 8.7 9.9 11.0 12.0 90.48% 11.34%

Source: just-drinks

Yakult was the first daily dose dairy (probiotic yoghurt) drink to hit the global
market and its huge success has spurred the development of many other
products not only in a similar vein, but across the dairy category. More details
on Yakult are available later in this report. Functional dairy drinks are most
popular outside the region of its birthplace: Western Europe is the largest
market with double-digit growth recorded in 2008.

The US is the fastest-growing individual country for dairy drinks, recording an
estimated 50% volume growth in 2007 and which dropped only slightly in
2008. The high growth is from a smaller value and volume base than seen in
Western Europe where the drinks have been growing in popularity for some
years now. The rising success in Europe and North America have resulted in
value and volume share declines in Japan, and Japanese manufacturers are
seeking to expand into fast-growing markets to bolster their long-term growth

strategies.

The rapid ascension of functional dairy products could, in the short term,
hamper growth, as the huge variety of products and different health claims
cause consumer confusion. There are also concerns that blurring the divide
between the soft drinks and dairy categories will result in cannibalisation of
sales for certain producers. Yoghurt drinks, for example, were often placed
alongside other yoghurt products in stores, but they are now increasingly found
in the grab-and-go section at the front of shops and/or alongside the soft drinks

section. They are being increasingly positioned as alternatives to soft drinks.

2009 All content copyright Aroq Ltd. All rights reserved.
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Fibre

Fibre has a perceived consumer value for digestive health and weight
management. Whole grains and whole foods such as cereals have been
marketed on their fibre content for decades, and there are emerging
opportunities in the FSD market too. The majority of new product launches in
the wholegrain sector were cereal products just five years ago (around 50% of
total wholegrain product launches in 2003); however, over time, other
categories have taken their share such as cakes, bread, snack bars and, more
recentl vy, soft drinks, thereby reducing cere
that people are keen to increase their fibre intake through quick-fix solutions
such as drinks and snacks, and products that are naturally high in fibre appeal

the most.

In the drinks sector, products are being launched that are promoted as high in

fibre or a daily source of f i benhancedPepsi Cobs
water range includes a variant with 10% of the daily recommended value of

fibre. The drink launched in the US in early 2007.

Performance drinks

Performance drinks are typically associated with improving physical
performance and categorised as sports drinks (addressed earlier in this
report). However, other performance-related issues are being addressed within

the FSD market such as mental acuity, brain health and short-term memory.

Japanese food and drink manufacturers have launched products targeting
mental acuity and brain health for many years, and there is growing interest in
products that help to improve cognitive functioning in Western Europe, North
America and the Middle East.

As pharmaceutical treatments for brain ailments and mental health disorders
have advanced, functional ingredients are being developed that can be

adopted by the functional food and drink markets.

With an ageing gl obal popul ation and rising
forms of dementia, brain health will become an ever-more important health
concern by 2014. Soya, soy proteins and soy isoflavones are increasingly

marketed as preventative ingredients for a wide range of health concerns
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including mental acuity and brain health, which are not widely prevalent in the

drinks market but growing in usage in the functional food industry.

Soy drinks grew by 19.3% in the US in 2007 according to the Beverage
Marketing Corporation. Retail sales went from US$545m in 2001 to US$676m
in 2002, an increase of 24%. In 2003, sales rose by 30% from the previous
year. Soy milk/dairy alternatives reached US$1bn for the first time in 2004. By
2007, the sector was valued at just under US$1.7bn.

Natural ingredients such as ginkgo biloba are also being marketed for their
brain health benefits. Ginkgo is claimed to help with alertness, increasing

blood flow to the brain and helping to prevent dementia.

Personalised nutrition

Bespoke meals, snacks and drinks, delivered to your door, are popular in the
US with the rich and famous keen to control their weight and optimise their
health. Taking this idea one step further is the concept of personalised

nutrition.

Personalised nutrition or nutrigenomics i di et s made to sui't an

genetic blueprint i may sound futuristic, but the topic continues to spur debate
in the food and drink industry. Back in 2005, Australian specialist Dr Fenech'
said that it was feasible that in the near future, genome health clinics would
become one of the main strategies for disease prevention where patients could
take a simple blood test to assess damage to their DNA and determine their
genotype. A micronutrient supplement plan and/or dietary pattern tailored to
their genotype could then be designed to optimise genome health
maintenance. Fenech discussed his ideas for a genome health clinic at an

international nutrigenomics conference in Singapore in December 2005.

Personalised nutrition is based on the idea that prevention is better than cure
(which ties in with the concept of

work suggests a direct link between increased genome damage and prominent

! Principal research scientist and project leader, Nutrigenomics and Genome Health, CSIRO

Human Nutrition.

functi
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risk for adverse health outcomes later in life, such as infertility, foetal

development and cancer.

By 2014, more consumers are likely to consider the health benefits of a
product specifically in relation to the person that will eat or drink it, most
commonly themselves, but also for their friends, partner, family and children.
An awareness of preventative nutritional issues will be driven by the FSDs
industry, for example, consumers will be increasingly aware that consuming
more lutein can help future eye health, prompting purchases on a preventative
basis, regardless of whether the shopper is suffering from poor vision at the

time.

Purity

Optimising opportunities within the health megatrend continued to be a
foremost NPD strategy in 2008, but manufacturers seeking future growth
should consider some of the many sub-strategies within health such as purity
for future developments. Consumers are becoming interested in more specific
added-value benefits in the healthy food and drink sector. Pure products, i.e.
those without any artificial ingredients, with the smallest number of necessary
ingredients and which remain as unprocessed as possible, are set to increase
in availability. For example, consumers are becoming wise to the use of
concentrates and added artificial sweeteners in so-called healthy smoothies.
Purity in ingredients will become essential T not just in the healthy FSD
market. 100% natural drinks will become more prevalent. They will be free
from artificial ingredients and added sweeteners, instead relying on the natural

health benefits of just one or two ingredients.

Gavin Cox of Sunraysia, which introduced a 100% natural carrot juice and a
pure prune juice in the UK, told just-drinks: i Our t ypi c alanadern s umer
consumer between the ages of 35 and 55 who understand that to aid longer
life they have to be more proactive in health maintenance. By virtue of this
awareness they are generally very aware of what is good for them and take
measures within their life to maintain their heath such as regular exercise. The
split is generally 50:50 between men and women within the ABC1

demographic groups. 0
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Ready to drink tea and coffee

RTD tea and coffee are growing in popularity thanks to their convenience

positioning targeted at busy consumers, and increasingly due to their

functional properties. Cof feebs benefits

fatigue are well known among consumers, but there is also growing awareness
of the need to limit the amount of caffeine consumed on a daily basis. Tea,
however, contains much lower caffeine levels and boasts other health values
such as the high levels of natural antioxidants found in tea, particularly green
and black (before processing and the addition of milk, sugar etc). Tea will
become a focus for companies in the soft drinks sector i both on- and off-trade

I over the next five years.

Starbucks Corporation in the US announced at the end of 2008 that it would
push healthier tea-based offerings in 2009, including new products. Three new
tea-based lattes and two non-dairy tea drinks (all are less than 200 calories
per 120z serving except one more indulgent variant) were introduced to US
outlets in early 2009. The lattes are made with steamed milk and Tazo full-leaf
tea bags. New varieties include the Black Tea Latte, the Vanilla Rooibos Latte
and the London Fog latte. The company already sells a chai tea and green tea

latte.

At the same time, Starbucks also introduced new Tazo Tea Infusions i non-
dairy drinks made with Tazo black chai tea and fruit juice. The company will
offer a Berry Chai Infusion, made with berry and blackcurrant juices, and an
Apple Chai Infusion, made with apple juice. The company hopes to transform
the tea culture in the US in the same way as it claims it has transformed the
American coffee culture. Starbucks said the strategy was part of its recent

efforts to offer customers some healthier options.

Over the next five years, there will be decent annual value growth for RTD tea
and coffee in both Western Europe and the US. By 2014, growth of 22.81% in
Western Europe will lead to a forecast value of US$7bn. Slightly higher growth
of 25.0% from 2009 will result in a US market value of US$3.5bn by 2014.

RTD tea will drive growth in both Western Europe and the US over the next
five years. Tea has been scientifically linked to the alleviation of digestive and
stress-related complaints, while the high antioxidant content is said to reduce
the risk of heart disease, dementia and certain cancers. Sales have been
boosted as consumers, concerned about high caffeine and sugar intake; have

purchased alternatives to coffee and CSDs. In particular, sugar-free products

[ ]
2009 All content copyright Aroq Ltd. All rights reserved. /M‘d I"I n I(S
-

f

or



Page 42 Chapter 5 Emerging and future trends influencing NPD and marketing

will be most successful as consumers snub sugar-laden drinks (RTD tea will
be lumped into the same category as sugary CSDs by health-conscious

consumers if they are packed with sugar).

Asian manufacturers will have plentiful opportunities to expand their expertise
in RTD tea to mature drinks markets (such as Western Europe and the US),
where there is strong potential for such products. Tea, particularly green tea, is
a central part of Asian life and culture. RTD tea is most successful,
unsurprisingly, in China and Japan, which account for approximately two-thirds
of global volume sales. Many innovative functional RTD tea products are
available in Japan and China, which could be introduced into other parts of the
world. These include probiotic RTD green teas, which are promoted to boost
the bodyobés i mmunity from all er gticsewhich RTD gr ee
help to control blood glucose levels; an RTD green tea fortified with an amino

sugar that helps to lessen osteoarthritis pain; and a Japanese RTD green tea

targeted at smokers made with 11 herbs and fruits aimed at protecting the

body from the negative effects of nicotine inhalation.

Table 13: Western Europe and the US RTD tea and coffee market value forecast, 2009-2014
(US$bn and %)

Growth CAGR
2009 2010 2011 2012 2013 2014 2009- 2009-
2014 2014

Western o 0
Europe 5.7 5.9 6.1 6.4 6.7 7.0 22.81% 3.48%
us 2.8 2.9 3.1 3.2 3.3 35 25.00% 3.79%

Source: just-drinks

Although hot drinks remain responsible for the largest share of value and
volume sales for both tea and coffee, there is a growing preference for cold

drinks such as iced tea, particularly during the summer months.

There has been plenty of innovation activity in the RTD tea and coffee
category over the past three years, led by leading players such as Coca-Cola
and PepsiCo. Back in 2006, Coca-Cola announced that the development of its
tea and coffee portfolio was a key focus for the year. Coca-Cola North America
introduced a new flavour to its Nestea RTD iced tea range in February 2009:
Red Tea Pomegranate Passion Fruit. It is caffeine-free with 50 calories per
d dlao

80z serving and contains -nad uamt i6f ifaiualt

2009 All content copyright Aroq Ltd. All rights reserved.
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Other variants in the range include Green Tea Citrus, Diet Green Tea Citrus,
Iced Tea with Lemon and Diet Iced Tea with Lemon flavours.

Some product launches have been particularly unusual such as the launch of
hemp iced tea in the UK by Austrian company Thurella in mid-2006. The drink
is no longer available on the UK market. Called C-ICE, the drink was made
with black tea, added hemp blossom syrup and a minute extract (0.0015%) of
hemp bloom. The company said that the drink was full of enzymes, vitamins
and minerals thanks to the hemp content. Despite the healthy angle, the
company was clearly keen to court controversy by placing a marijuana leaf on

the packaging (250ml orange can).

Australians are some of the biggest consumers of iced coffee in the world at
an average 5.1 litres per person per year. Coffee-flavoured milk products
served chilled are extremely popular. The hot weather common to Australia is
a major driving factor for the popularity of RTD coffee. Iced teas are rising in
prevalence and success but lag behind coffee. Over the next five years,
innovation in RTD tea will increase driven by the large Asian population within
the country. The positive reputation of green tea in particular will mean strong

long-term growth for products made with the ingredient.

Senior-specific products

Senior consumers (those aged 55-years-old and above) continue to be
primarily overlooked by soft drinks manufacturers despite their huge
purchasing power and growing share of the global population. Many senior
consumers experience tiredness more regularly than healthy young adults, yet
they are not catered for by energy drink brands. As people are living longer
and enjoying more active retirements, more and more senior consumers will

demand natural solutions to fatigue.

The addition of natural ingredients will appeal to senior consumers looking for
healthier variants of more traditional drinks. On-pack communications, point-of-
sale merchandising and accompanying literature should be free from jargon or
references to younger pastimes such as clubbing, or extreme sports, instead
making it clear that the product is addressed at slightly older adults without
making it feel l'i ke a dr i rydar-ofd®wouldrotl

pigeonhole themselves a sularbexezcise suchs @s,

d

peopl e

and
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walking, jogging, golf and tennis; as such they could be targeted by sports
drinks manufacturers too.

Daily dose products such as one-shot probiotic yoghurt drinks are being
increasingly positioned at senior consumers. Smoothies, too, have strong
appeal to this demographic. The cosmeceuticals sub-category, particularly
anti-ageing and skincare, has a direct appeal to senior consumers. Yet, more
could be done to address the needs of senior consumers across the FSD

market in general.

just-drinks predicts that protein-based drinks will be a major NPD opportunity
for FSD manufacturers keen to target the biggest demographic age group over
the next five years. As people get older, the portion size of meals tends to
decrease and swallowing and digesting protein-based foods such as meat and
fish can be difficult. The incapacitating effects of rheumatoid arthritis can be
reduced for some people by increasing protein consumption and building
muscle mass according to numerous scientific studies. Protein-based drinks
offer convenience for the many elderly people who do not consume sufficient

guantities of protein and who struggle to consume three meals a day.

Smoothies

Smoothies have been the success story of the FSD market in recent years, but
they are showing signs of maturity in some countries such as the UK, and
susceptibility to the volatile economic situation influencing purchasing habits in

many countries worldwide during 2008 and 2009.

Despite the global economic downturn, growth is on the horizon for smoothies
in the more mature markets such as the US and Western Europe. By 2014, the
market value is predicted to be approximately US$1.8bn and US$1.1bn

respectively.
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Table 14: Western Europe and the US smoothies market value forecast, 2009-2014 (US$bn

and %)
Growth CAGR
2009 2010 2011 2012 2013 2014 2009- 2009-
2014 2014
Western 0.7 0.8 0.8 0.9 1.0 1.1 57.14% 7.82%
Europe
us 15 15 1.6 1.7 1.7 1.8 20.00% 3.09%

Source: just-drinks

Innocent Smoothies, originating in the UK, has been hugely successful both in
and outside its domestic market, however, in January 2009 the drink was
retailing at just GBP1 in many UK supermarkets. At a time when consumers,
historically, sought to increase their healthy food and drink intake and reduce
their junk food consumption after the indulgences of Christmas and New Year,
smoothies would usually see a peak in sales. However, the recession is
making a mark as more and more people are made redundant i particularly
from the retail and manufacturing sectors i and cutting back on expenditure
during the weekly food shop also includes reducing/eliminating on-the-go
purchases of treats such as smoothies and one-shot health drinks. Companies
such as Innocent, which are financially stable, will be able to ride out the
recession by offering promotions such as the GBP1 bottle, but others will

struggle to survive, particularly new players.

just-drinks believes, however, that despite the doom and gloom facing
smoothie (and other FSD) manufacturers in early 2009, the situation will
change (see the earlier section of this report discussing the impact of the
recession on the FSD market) and companies must do what they can to
continue to engage consumers and develop brand awareness during times of
economic difficulty. The smoothie was, after all, on an upward spiral of
success until hit by economic troubles. According to the 2008 UK Soft Drinks
Report published by the British Soft Drinks Association (BSDA), in 2007
consumption figures reached 75m litres, growing by 44% and outperforming all

other soft drink categories.

Consumers who were previously put off buying smoothies because they are
too expensive will continue to avoid this section of the supermarket or
convenience store, and more will join them in the coming months. However,

there are steps that manufacturers can take to encourage existing customers

2009 All content copyright Aroq Ltd. All rights reserved.
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to repeat their purchase and to attract new shoppers. A combination of
repackaging, repositioning and lower price points will help. Also, ensuring that
the product and the personality of the company/brand are in line with what the

drink actually promises are imperative.

The smoothie market has proven that it can provide double-digit growth in the

FSD market. The next step is to provide differentiation between products to

facilitate consumer choice. Smoothie companies must continue to develop

innovative new flavours using different ingredients to maintain consumer

interest. New Zeal and ¢ omp arecprding @imaal | i e 6 s, f
growth of more than 30% (in the past two years) thanks to a steady stream of
innovative and inspiring new product  aunch
Detox Smoothie with Spirulina; Vitamin C Smoothie with Acerola Berries;

Anitoxidant Smoothie with Acai Berries and Energy Smoothie with Guarana.

Targeting niche health concerns

In emerging, fast-growth food and drink markets such as Brazil, India and
Russia, health-conscious consumers are starting to influence NPD and
demand for healthier products is increasing. However, general health is usually
the first target for manufacturers seeking to appeal to health-aware shoppers.
In more developed and mature markets such as North America and Western
Europe, manufacturers have moved on to the next level. Consumers have
increased awareness and knowledge of the role of various different ingredients
from so-called superfruits such as pomegranates and cherries to exotic
ingredients such as eucalyptus and goji. Probiotics, prebiotics (there is less
awareness of synbiotics T a combi nati on of -htehael tthwod) panadntot

sterols are being added to everyday products including soft drinks.

Some launches are more unusual and niche than others. In Japan, a functional

soft drink was launched to help eliminate poisonous metals from the body. Ako

Kasei launched TORU in mid-2006 made with chelating agents, which form

bonds with metals that can then be eliminated by the body. This is a
particularly niche product and onteod hat has
products, perhaps due to a lack of consumer understanding of the science

behind its function.
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Products are being launched not only to target specific health concerns such
as bone health, digestive health, immune health and high blood pressure, but

also to meet specific consumer needs and demands such as jet lag.

Mile High Drinks, for example, launched a new cherry and red grape drink in
UK Waitrose stores (in September 2008) to help relieve some of the symptoms
associated with flying. Although the drink is exceptionally high in antioxidants,
and therefore beneficial for anyone requiring a pick-me-up after a long day at
work or a big session in the gym, the company has decided to break away
from the many drinks targeting general health and target consumers who are
on-the-go and those who are about to fly or have just taken a flight. The
natural, not-from-concentrate juice blend to combat the negative effects often
experienced when flying. The concept was conceived by Stuart Roberts, a
naturopathic nutritionist, and Richard Hammond. Hammond has first-hand
experience of the effects of long-haul flying after working as cabin crew for 15

years.

Figure 5: Mile High Drinks targets jet lag and provides an everyday antioxidant boost for

health-conscious consumers

(I

danrvan v

Source: Mile High Drinks

Companies that are targeting niche health concerns or more specific consumer
demands are expected to succeed over the long-term, as people will gain a
greater understanding of the importance of nutrition to health through
numerous resources from the media, government campaigns, consumer

associations, medical sources and the food industry itself.
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Mil e High Drinksé MD Rober tjestdrings: igTuhad i f i ed n
health concern that Mile High is targeting is the detrimental effect of air travel.
This can range from digestive problems, viruses, nausea and trapped pockets

of air in the body.

AScientific support for specific heal th cl
ingredients in Mile High have been chosen specifically as a result of the
scientific research that has been conducted on their nutritional properties.
Without testing a substance in a quantifiable way we cannot accurately
measure the health benefits and build a database to provide meaningful proof

of potency.

AThe new EU health regulations have had a
Although the drink contains ingredients that have been scientifically proven to
provide the health benefits we required, we are not allowed to list these

benefits and we can only infer them.

AConsumers now have a vast source of health
primarily through the internet and increasingly in magazines, television and
radio. This has enabled them to become more informed about health and
specific health conditions. Because of this they now have more belief that
there are solutions to health problems and are prepared to look for them and

try new concepts and ideas. 0

According to Roberts, the food and drink industry has made a valuable
contribution to alleviating consumer health concerns: A T h e weal th of
information available has contributed to raising awareness and far more
informed consumers though the information available can generate conflicting
messages. An increasingly large section of the population is now very
conscious of what they are eating and drinking and will not buy products which
contain ingredients that they do not recognise or cannot pronounce! More and
more people are reading the ingredients and nutritional information before they
buy and it is a major influence on whether to buy or not. The food and drink
industry could continue to support consumers by continuing to be more
transparent about what goes into food and drink as well as encouraging

consistent |l abelling. o
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Water with added value

Bottled water continues to gain ground in most markets worldwide, particularly
in the US, Ireland and Australia where it has a comparatively small share of
the overall soft drinks market, but is showing strong growth rates year-on-year.
In countries such as France and Germany, where bottled water has reached
maturity and holds more than 50% share of market volumes, growth is falling,
but this is likely to plateau over the next five years to a smaller but still
significant and steady market share. There is potential for further growth in
other markets such as the UK albeit at a slightly slower pace than in double-

digit growth countries such as the US.

The global bottled water market is expected to reach US$68.9bn by 2014. This
growth is driven by an expanding population, evolving consumer spending
patterns, increasing on-the-go consumption and rising levels of health

consciousness. Europe and the US are the biggest markets for bottled water.

Table 15: Global bottled water market value forecast, 2009-2014 (US$bn and %)

Growth CAGR

2009 2010 2011 2012 2013 2014 2009- 2009-

2014 2014

Global 62.8 64.0 65.1 66.5 67.6 68.9 9.71% 1.56%

Source: just-drinks

Enhanced waters have been a key theme throughout this chapter, as they are
employed by the FSD industry to target a wide range of consumption
occasions, consumer demands and demographics. Enhanced water is a very

dynamic sector within FSDs and there is a buzz surrounding its NPD potential.

Il ndeed, the growth in enhanced waters i s

the Britvic Soft Drinks Report 2008. According to Nielsen USA, retail
measurement statistics found that in 2007, the US the market for water with
added electrolytes, such as magnesium and potassium, doubled in value to
US$56m, and that water with added vitamins grew even faster i up 135% on
the previous year to more than US$386m.
stated that the functional water category grew by 94% in 2007 from a very
small base. Britvic commented in the report that the category is set to become

increasingly important in the UK.

2009 All content copyright Aroq Ltd. All rights reserved.
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Water is intrinsically healthy and people are aware of the importance of
consuming water every day to maintain a healthy diet. The enhancement of
water with additional ingredients further optimises the consumption of water
and flavoured water is often a lot more popular with certain demographics
(such as children) than plain water, therefore, the products provide a healthy

way for parents to encourage water consumption.

Enhanced bottled water remains a niche category within FSDs and the overall
soft drinks market despite the success of the overall bottled water category.
The most successful countries for enhanced water i Japan and the US T have
also witnessed the highest rate of innovation and earliest take-up of such
products. Enhanced waters are not just flavoured waters (although many are
flavoured in some way as well) but relate to product with added vitamins,
mi neral s and walheed Oiamgredi ent s.

manufacturers have acquired enhanced water brands such as V Water in the
UK (PepsiCo) and Glaceau Vitaminwater in the US (Coca-Cola) to muscle in

on the action.

According to research analysts Canadean, global European volumes of
6bottled water with enhancementso6 (
total just over 1lbn litres. This equates to a 1.1% share of all soft drinks
categories in West Europe and a 0.6% share in East Europe. There are
reports of a decline in sales for flavoured bottled water products in 2008 (time
will tell once the annual reports are published shortly), however, just-drinks
expects that enhanced waters will be able to weather the economic storm and

demonstrate growth over the next few years.

The benefit of enhanced bottled water versus tap water and standard bottled
water is the health advantage of the former, rendering the other two formats

incapable of competing on a wellbeing level.

Weight management

Fat-fighting ingredients, products that promise to make you feel fuller for
longer, and drinks with a low glycemic index are all part of the weight
management trend that offers positive NPD and sales growth potential over
the next five years.

Leadi

mi

ner al
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Weight management is, however, a niche trend and will continue to be so,
compared to energy, performance and sports drinks that will persist in

dominating market value and volume share to 2014.

Japan is the largest market in the world for weight management drinks
spawning the majority of new products and contributing the greatest value and

volume sales share.

Companies launching weight management drinks need to ensure that
advertising and marketing claims are proportionate to medical and dietary
practices, and avoid overstating or over-promising on the science. While many
new weight management drinks are being launched as line extensions by
multinational leading companies such as Coca-Cola and PepsiCo, there are
also companies directly and solely target the weight management sector, such
as Skinny Nutritional Corporation in the US. In April 2008, it introduced a line
to its Skinny Water brand which does not contain calories, sugar, sodium or
preservatives. The enhanced water brand includes Raspberry Pomegranate,
Passionfruit Lemonade, Goji Fruit Punch and Peach Mango Mandarin flavours.

Skinny Nutritional Corp. president and CEO Don McDonald said at the time of
the launch: A Consumers are | ooking for added healt
water, including clinically tested weight control ingredients, multivitamins,
energy booster s, and power ful antioxidant s.
that other enhanced drinks give them. Skinny Water is the next-generation
multi-functional water that gives consumers a great tasting beverage without

the sugar and calories. o

Skinny Waters are promoted on the back of clinical research associated with
their ingredients to suppress appetite and improve weight loss by promoting fat

burning, bone density, and keep metabolism high.

Other products targeting people wanting to lose and/or control their weight
include Celsius, manufactured by a US company called Elite FX, which claims
to burn more calories than it contains. The brand owner, which first introduced
the product to the US in 2006, states that Celsius is made with natural
ingredients such as green tea, ginger, and B vitamins. Each bottle contains
five to ten calories and no sugar. The company states that each bottle can
burn up to 77 calories over a three- or four-hour period after consumption by

raising metabolism by around 12%. It contains the equivalent caffeine levels of
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two cups of coffee. Celsius is available in five carbonated flavours T cola,
orange, wild berry, lemon-lime, and ginger ale i and two non-carbonated
green tea flavours 7 raspberry acai and peach mango. In November 2008,
Celsius Holdings partnered with bottling company Polar Beverages to increase

its presence in the northeast US including New York.

Womenodés health

Women are under-represented in the energy and sports drinks markets, which

have traditionally been aimed at men. There is a bias towards male consumers

in the branding, packaging, positioning and marketing of many energy and

sports, despite the growing number of women who regularly exercise, and

demand higher energy levels to maintain their hectic work and social lives.

Pink Diet Energy Drink, manufactured by the Phoenix Global Group, is one of

the few brands that have chosen to directly target women. It is sold in Target

stores in the US. The drink has a light citrus flavour and is pink in colour; each

serving contains ten calories and is sugar-free. It is positioned as the energy

dink toikeep you going strong whether itds to
kiddo s, or out f or Howavar, drartd oviners arehwaking upw n o .

to the opportunities related to womenbés heal
helped with the correct nutritional intake.

Scientific research on natural ingredients such as soya are finding links
bet ween consumption and i mproving womends he
the American Society for Reproductive Medicine conference in Washington in
October 2007, soya milkshakes were found to help menopausal women
minimise weight gain around their stomach. The study showed that
menopausal women who drink a soya milkshake daily gain less abdominal fat
than those taking a placebo, both under the skin and around the organs. Soya
contains natural chemicals that imitate oestrogen, particularly isoflavones, and

it is often used as an alternative to hormone replacement therapy.

Luna is one of the most successful drinks companies targeting women with a

range of products such as Luna Elixir, an organic drink mix created specifically

to meet the nutritional needs of women. The portable drink mix was launched

in 2007 following consumer research that found women to be ic hr oni cal |y
under-hy dr at ed and bored wi t PAlmadtr d thikdi of g pl ain
respondents were shown not to be drinking enough water, while almost half of

the respondents said they would drink more water if it tasted better.
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Each drink contains 50 calories, and has 70% organic ingredients with no
artificial sweeteners or flavours. It also contains eight vitamins and folic acid.
The company said the beverage, which is packaged in a sachet, will be

available nationwide with immediate effect, with a suggested retail price of

US$1.29.
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Chapter 6 Technical review:

packaging and ingredients

Introduction

Packaging and ingredients innovation are the cornerstones of new product
development in the FSD market. The packaging must protect the drink and its
nutritional value, as well as communicate the health benefits clearly and
effectively. It must provide standout on shelf and be easily identifiable in a sea
of similar products. Increasingly, packaging must also provide additional
benefits such as being easy to consume on the go, easy to dispose of and

environmentally friendly.

Innovation in ingredients can be the inspiration for a new product. It is hugely
important to get the flavour of a product right, regardless of its health benefits,

as this is what will determine repeat purchases.

Packaging innovation

Enhanced functionality and the environment will be the two key areas for
packaging development and innovation in the FSD market over the next five
years. Convenience is hugely important for consumers when it comes to
functional soft drinks. The product must be easy to consume on-the-go, and
sports drinks in particular must offer closure functionality. Consumers will
increasingly demand resealability, ease of consumption and disposability.
Resealable can closures were launched in 2008 by Coca-Cola in partnership
with Ball Packaging Europe. Initially trialled in Germany and then in France,

the Burn energy drink reported rising consumer interest in the new format.

The typical packaging formats for FSDs are currently PET, glass for some of
the more premium products, and aluminium cans. However, over the next five
years, recycled plastic and bioplastics will become increasingly prevalent. At
present they are a more expensive packaging format, but manufacturers will
have to weigh up the balance between consumer demand, environmental
concern and production costs. Belu, a UK water company, introduced its drink

in a bottle made from corn starch in May 2006. Bottles made from corn starch
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have been available for a few years now in France and the US but are

comparatively new to the UK FSD market.

In the glass packaging sector, the development of narrow neck and blow
technology has helped to reduce pack weights, contributing to a lower carbon
footprint for the brand, and minimising distribution costs.

Lightweighting has also been a common response to rising world aluminium
prices by soft drinks companies using cans. Prices are set to rise further in
2009, which is likely to encourage more lightweighting activity. Bell Packaging
made its cans 40% lighter (in 2008) than they were 40 years previously. Other
innovations in the can sector include a format that contains two separate
compartments. Developed and patented by Guispe Gonzales in Spain in July
2008, a dividing wall within the packaging means each product contains two
drinks in one container, which its developer claims will add value to the
consumer and the manufacturer. Each drink can be consumed on separate
occasions as there are two ring pulls, or they can be poured together to form a
mixed drink.

Compostability and recyclability will become priorities for consumers and
manufacturers will need to provide more environmentally-friendly variants. In
the future, trialling with compostable packaging is expected to multiply volumes
five-fold in Western Europe and North America to 135m litres by 2011
according to Zenith International. Other environmentally-friendly innovations
include the GreenBottle for Asda, which is a cardboard milk bottle boasting a
carbon footprint that is 48% lower than plastic. The innovation could also be

adopted by non-carbonated functional soft drinks.

The credit crunch will also have a big impact on packaging innovation over the
next two years. The growing cost of raw materials is forcing manufacturers to
consider the costs associated with the entire product supply chain including
the packaging materials and ingredients. Reducing the amount of material
required to produce the packaging is one step; changing the packaging
altogether can be a costly exercise and result in reduced sales if it becomes

unidentifiable or more difficult to use/dispose of.

Packaging is a critical influencing factor for FSD sales. It provides a link

between consumers and manufacturers, and an important mode of

[ ]
2009 All content copyright Aroq Ltd. All rights reserved. /M‘d I"I n I(S
-



Page 56 Chapter 6 Technical review: packaging and ingredients

communication. Innovations over the next five years will continue to focus on

the three important trends: functionality, environment and brand image.

Packaging opportunities to boost appeal to children and gatekeepers

The RDA Organic Squeeezy and Sgqgquishy packs, launched in May 2008, are

made to fit inside lunchboxes and the packaging features a patented automatic

closure valve that makes it virtually spill proof. Children are encouraged to
6squeeezed or Ob6ésgqqgquishd the pdrappeddro dri nk t
put down it wonot |l eak so chil drefhe can take
packaging won the companyanawar d f or O6Best I nnovation in
World Juice Awards held in Barcelona, Spain in October 2008. RDA Organic

Squeeezy and Sqgqquishy are also in line with government school standards

and vending machine friendly.

Patrick OO6FI aherty, f o ujusddeinks: oWh eRnD AweOr fgiamg tc ,
started our business we tried to make the most environmentally-friendly
decision regarding the materials that our bottles are made out of. The question
that we asked ourselves was should we use glass or plastic? We chose
plastic, and to be exact PET1, which we believe to be the most recyclable
plastic material around. We chose PET over glass bottles because they are
lighter (takes less energy to transport to the shops and less energy to produce)
and can be recycled to make many new products. As plastic technologies are
advancing quickly we work closely with our suppliers to push the barriers of

PET and include more recycled plastic (rPET) in our bottles.

i Qur ul ti mat e goal wi || be to |l aunch a b
biodegradable and therefore, compostable. Again, we are working very closely

to do this in a material that suits an organic product.

AThe biodegradable plastic (polylactic acid)
made from cornstarch. The corn used in this material is produced
predominately in America where they do not ¢
corn from conventional, so they are mixed together and used in the production

of new material (and we have been informed that around 95% of the corn used

in PLA is GM).

AEvery supplier of this material we have sp

their heart and promise us that the material will not contain GM corn.
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Therefore, until this can be certified and guaranteed we will not use it. Putting
a pure organic drink in a GM bottle and then composting a GM bottle makes

no sense to us. O

Any parent who has tried to encourage their child to choose a healthy soft
drink over fizzy sugary soft drinks will recognise the daily challenges. Fruit
juice-based drinks and yoghurts, however, seem to be two of the more popular

choices that manage to win over even the fussiest children.

Flexible plastic pouches are becoming a popular packaging choice for FSD
manufacturers targeting children. Pouches are a convenient choice for parents
who send their children to school with a packed lunch, which are often seen as
the healthier alternative to school-cooked meals. Research from the
Department of Education (http://www.dfes.gov.uk) in the UK shows that 65% of

children go to school with a packed lunch.

There is huge competition within the childre
a product to stand out on the shelf without relying on character licensing, or
promotional activity such as free toys, badges or stickers inside packs, which

are increasingly discouraged.

Flexible pouch packs are easy to open making them a safe, accessible option
for when parents are not around to assist their children. There are also
logistical benefits for the producer and retailer. They are made with very light
material, making it easy to transport. Pre-made pots means transporting empty

space from the manufacturer to the filling machine.

In early 2008, a vitamin-enriched water was launched in the US by Y Water
called Wellness Water. It is an organic, low-calorie, functional drink with added
vitamins and minerals, which meets the gatekeeper demands. The novelty
value for the consumers (i.e. the children) is in the packaging: the bottles are
designed to be reused as a toy when empty. The bottles are made with three-
sided coloured plastic shapes that can be connected together with other Y
Water bottles (encouraging children to want to drink more than one bottle)
using Y Knots (connectors) which come with the bottles. Also in the US during
2008, U20rganic Kinds Nutrient Enhanced Water distributed by Cutting Edge
Beverages and Bot Beverages6 Bottodudedbr ti fi ed !
targeting children. Both products are described as being healthy, and low in

sugar with no artificial flavours, sweeteners or preservatives.
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Ingredients innovation

Ingredients innovation is imperative to the FSD market, as consumer
expectations are increasing regarding soft d
and addressing specific consumer concerns. The development or discovery of
a new ingredient such as the Evesse apple can inspire the creation of a new
functional soft drink. RDA Organic, for example, launched its functional juice
drinks in April 2008 in the UK. The first flavours introduced were acai berry,
blackcurrant and Evesse apple, and pomegranate, blueberry and Evesse
apple. The apple is grown in Herefordshire, UK and is promoted as being rich
in flavanols to help maintain a healthy cardiovascular system. RDA Organic
has an exclusive global agreement with the growers of Evesse apples for two

years.

Oobléherty said. i Previ ousl y, t he maj oirthedlavanolc e o f epi
identified by nutrition researchers as the key component in fruits proven to give

cardiovascular benefitsi was cocoa. 0O

He continued: i T h e range i s perf or mi thg limiteelr y wel |
understanding of Evesse apples, but we can attribute this to the great taste of
the product and fruits we blend in these drinks. We can only see this range
going from strength to strength as we educate the market on Evesse and

consumerstastethe r angeo.

Figure 6: RDA Organicds Evesse apple juice drinks
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Source: RDA Organic
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