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Executive Summary

Chird s canned peach production for the Marketing Year 1999/2000 is etimeted to be 133 thousand tons net weight,
an increase over theyear before. Canners expectations of better donestic econonric conditions corrbired with abelief
in higher exports during the coming year are the main reasons behind the increase. Fresh peach production also is
expected to rise this year. The camed fruit industry holds a minor place inChina s agriculture and food processing
sectors Although the Chinese government policy is not to subsidize the fruit caming industry, the government woud
like to attract overseas investment to nmodernize the industry. Local consumers prefer freshfruit to camed verieties, but
the potential consumption of canred fruit in the baking sector is great. Chinese corsuners are stowing greater
appreciationof cakes and bakery items, mary of which contain camed peaches and pears.

Production

Post estimates that China’ s 1999 total peach crop equaled about 4.48 million tors, a 12 percent increase over last
year s harvest. Inaddition, peach production area should equal approximately 410 thousand hectares. China's 1999
apricot production is estimated to be gpproximately 640 thousand tons. Nectarine production is included asa part of
the peach estimate. In 1998, accordirg to a representative of China sMinistry of Agriculture, the courtry’ s peach
production was about four million tors. Official statistics on China speach, rectarine, ard apricot production are rare,
because these fruits are not congdered to be importart agricultural products. However, some provinces publish peach
and apricot production and area figures on a delayed yet regular basis.

This year’ s sizable increase in peach production was meinly due to good westher

conditions during the growing season. The summer’ drought conditions in northern China hed little impact peach
production, because the hot and dry weather came during the latter part of the growirng season and not during the nore
critical early growth months in the Spring China's peach production is almost evenly spiit between white and yelow
flesh varieties. Although the yellow flesh peaches are mainly used for canning, production of white flesh oresis dightly
gredter.

Fresh peaches are available to Chinese corsunrers for only a brief period every year, July-September, just after
harvest. This Situation is due to the lack of proper storage facilities. Post- harvest hardling and storage for fruit in
gereral is backwards conpared to U.S. stardards. Chinese fruit growers often store their harvest on the farm, either
urderground or under straw. Over the last few years, more and more cold storage facilities have been built to store
domestic frut, but most of the space has been dedicated for use by fruit varieties other than peachesor other store
fruits (i.e. appleg or is not properly set up to store peaches for longer than a monthor two. Post-harvest fruit spoilage
ustelly rarges from 10 to 15 percent of production, but this year might be much higher due to the largeincrease in
production.

Peaches, nectarines, and apricotsinChina are grown inthe sare locatiors as the mgjor deciduous fruits: apples,
grapes, and pears. China s main production provinces include Hebei, Shandong Shanxi, and Shaanxi. Althoughthe
eastem part of northern China is the main production area, Xinjiangin the country’' s far wes grows many apricots. For
peaches, Shandorg province is probably China’s main production area. 1n 1997, the province produced over 560
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thousand tons onan area of nearly 49 thousand hectares, anestimated ore-fifth of thet year’ s retional production.

Canned peach production in China during Marketing Y ear 1999/2000 is estimeted to be 133 thousand tons net weight,
an increase over the year before. Acoourtingfor the increase are expectations of an improved domestic economy ard a
belief in higher export demand this year. Production in the longtermshoud remain steady or decline, because the long
termtrend for domegtic demand is down Domestic consumers prefer fresh fruit to the canred varaty and improved
distribution of fresh fruit within China shoud continue to allow themthis choice. Canred peach production for
Marketing Year 1998/99 was estimated at 120 thousand tons net weight.

Industry sources estinmete that the current rumber of frut cameries in Chirais approximately 1,000. Of this nunber,
approximately 200 are large and medium 9z canrers. In addition, 400 canreries have official export authority. Chirese
government offices only gve export aLthority to canneries that have high quality stardards.

Most of the mediumand large scale canners are state owned enterprises (SOES) whose nunbers may decline in the
near fuure due to finarcial problems. Before the inttiation of econonic reforms, camed fruits were mainly produced for
export and to supply the military. Canners simply fufilled ther produdion assignments without concern gbout demend
for ther output. After the introduction of market reforms, the SOE canners have had a difficult time adjusting to
consumer demands. The National Council of Light Industry conducted surveys on the firencid stuation of 152 canners
in 1997 ard 176 canrersin 1996, ard found that 61.8 percert were losingmoney in 1997 ard 52.8 percert in 1996.

China’'s cameries usudly do not specialize in any ore product and sometimes not even in a goecific category of
products, i.e. frut. Despite the existence and wide enforcement of retional product standards, canned food quality,
ircludingcanned frut, greatly varies. Higher quality product usually is exported. Based on newspaper reports, the
industry appearsto redlize thet qudity is inconsistent across the industry and would like to see improverent. However,
their focus seerrs to be on new cannng machinery ard materials and little on proper supply management techniquesor
pre-processing fruit storage facilities.

China scanreries tend to be located near their produd supply source. All of the conmpanies involved in caming
peaches are located in northern China.  The bigger cameries are in the area’ s mgjor cities, but many small townships
withinthe area a so have their own caming operations. Most of China s canned frut production is located inthe
coastal provinces, i.e. Shandong, Hebei, and Zhejiang

The peach caming season in China usually rurs about 2 to 3 nonths each year. Althowghlate July is the start of harvest
time for peaches, canneries usually acquire therr frut in Jure or early July before it ripens. Canneries follow this
practice, because they often lack proper storage fecilities. Buyingripe fruit limits the time available to prepare ard
package it. Growerstry to only sdll their lowest quality frut to canreries, because they can get higher prices for the
better quality fruit fromfresh fruit wholesalers. Peachfarmgate prices this year have been particularly low, rarging from
0.70 to 1.00 RMB per kilogramfor ordirary quality. Poorer quality fruit is priced muchlower.

China scannngindustry, ircluding peach caming uses both metal cans and glass jars. Exported product tends to be in
metal cans and product for the domestic merket in gassjars. Glass jars are preferred inthe domestic market by both
the producers and corsuners. On the producer side, the reason is experse. Glass jars are gererally less expensive than
metal cars. Consuners like dass jars, because they allow the consumer to see the actual product before purchesingit
and the jars are re- sedlable. However, domestically produced canned frut in metal containersis appearinginthe
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market with increasing frequercy, because consumers will oftenassociate it with imported product whchisalways in
metal cansand believed to be better quality. For exported camed frut, 425 gram capacity is main size used.

Consumption

L ocal canred fruit consunrption is decliningin China, especidly in the north, because of preferencesto eat freshrather
than canned fruit and greater avalability of freshfrut during winter nonths. Consumers ingenera prefer to eat freshfrut
rather than the canred equivalent. The reasors mainly are that domestic camneries' food packaging sanitation standards
tend to be poor and more often poorer quality frut usudly is used by canneries. Asfor availability, improved domestic
distribution irfrastructure inrecent years has inproved northern consumers access to fresh frut from China s south
during the winter.

Fresh fruit is consumed with nost mealsand is a popular snack. It is often purchased as a git, especialy during Chinese
New Year and other holidays. Rising incomes are ircreasing the number of consumers who can purchase fresh fruit,
but the increased availability of processed foods at the same time has created more conpetition.

One area where the consunption of canred frut has beenrisingin recent years is the bakery sector. The rurrber of
bakeries in China's mgjor cities has been greatly increasing duringthe 1990s to meet rising consumer demand for
breads, pastries, and other bakery prodicts. Since many Chinese corsurrers prefer fruit on their pastries and other
baked goods, bakers have turned to using camed frut due to the relative ease of use incomparison to fresh frut.

Only a smell percentage of fresh fruit goes into domestically processed foods. For peaches, nectarines, and apricots
the armourt is estimated at approximately five percert of total production. Cannirg is the maintype of processirg
practiced, but over the last several yearsinterest inproducing jans, puree, and juice concentrate has become nmore
popular. Both the local and central governments are tryingto recruit overseas investiment in food processing including
fruit processing.

Trade

Duingthelast Marketing Y ear, China scanred deciduous fruit exports overall were large than its imports, even when
Hong Kongre-exports are considered. This situation also applied to individual products. The only exception was
canred frut mixtures. Both its official imports and Hong K ong re-exports weregreater than official exports. Horg
Kong re-exports to China are products that initially erter Horg Kongbefore being sent to China. Upon ertering China,
many are not courted by the local customsofficials, because a sizable number of importers often use unofficial chamels
to bringinthe products in order to avoid paying full tariff duties and/or abiding by burdensome inspection/quarantine
regulations. Compared to the previous Marketing Y ear, China sinrports of canned deciduous fruit were higher while
exports gpproxinmetely the same. The specific trend differed from product to product.

Canned peaches contirued to be China s biggest canned deciduous fruit export, but its volume fall conpared to the
previous Marketing Y ear. IntheMarket Year 1998/99, volume was 29,872 tors, a slight drop fromtheyear before.
China s exports of other camed deciduous fruit products remained very low in conmparison with camed peaches.
Duingthesame Marketing Y ear, camed pear exports equaled 3,602 tons, camed apricot exports 122 tors, and
canred frut mixtures exports 1,527 tons. Japan continued to be China's main export destination for camed deaduous
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frut, especially peaches, but Hong Kong, Russia, South Korea and select European courtries were inmportant buyers
too.

Chird sinmports of canred deciduous fruit during the Marketing Y ear 1998/99 continued to be smdll relative to the
country’ s exports The only exception was camed fruit mixtures. Both official imports and Horg Kongre-exportsin
terms of volurre and value were larger than official exports. During Marketirg Y ear 1998/99, officid inrports of the
product were 7,303 tons with a value of U.S.$ 2.012 million ard Hong K ong re-exports 5,989 tons with a value of
U.S.$ 5.628 million. Thailand, the Philippines, and other countries of Southeast Asia were the mainsource of China's
canned frut mixtures inports. South Africa was the main source of Chirel sinmported canned peaches. Accordingto
China's official import statistics, no imports of fresh apricots were recorded for either Marketing Y ear 1998/99 or
1997/98.

Stocks

China' s camed fruit stocks terd to be small every year, because most canrers only produce according to pre-harvest
orders. This arrargement is especially true for exports. Inadditon, nost camersalongwith other fruit processors have
limited storage facilities for their raw nmeterias(i.e. freshfruit) and the finshed products.

Policy

The government presertly allows free market forcesto determire fresh fruit prices and production, including peaches,
nectarines, and apricots. This policy haes not changed sinceits inception in 1984. Indications are that it generaly will
continue into the rear future.

Pogt- harvest hardling, treatment, and storage technology still is backward.  Although some officias redize the
necessty, furds and management for such activities are limited. 1nmany cases, officials hope that overseas investment
will come and take care of the need. Overseas investirent in this area is occurring, but its pace stll is slow.

Asfor the fruit canning industry, the national government has not targeted it for any specid assstarce. However, the
hope for greater overseas investment exists. Inregards to trade, China still maintans relatively hightariffs on camed
deciduous fruit, peaches, and apricots. Tariffs for most camed dedduots fruts are 30 percert, plus additional 17
percert Value Added Tax whchis pad onthe imports value after regular tariff charges have been assessed. Only
canred fruit mixtues have a slightly lower tariff, 25 percent Tariffs on fresh peaches and apricots are the same as their
canred varieties, 30 percent However, their Value Added Tax is a little lower, 13 percert, because they are classified
as “raw materials’ by customs In addition, these fresh fruits like many other U.S.-orign fruits are officially redricted
fromentry for phytosantary reasors.

Marketing

Given the Chinese preference for fresh fruit and concern about camed products’ level of sanitation, only limited export
opportunties for retail salesexist. However, Chirese tastes for fruit inthelr cakes and pastries may indicate the
potential for institutional sales to China’ sbakery industry. Peach ard pear pieces often are ingredients. South Africa,
aready hes realizd the potertial and begun focusing their marketing activities on these end-users.
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The Cdifornia Clirg Peach Board' s activities in China have been limited, but the organization realizes both the
opportunty in institutional sales and the marketing head-start that South Africa has onthem.

Trade Statistics
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