1

November 27, 2015– Issue 169

INSIDE THIS ISSUE
Healthy is the New Hot Trend in
China
Hebei to Launch Campaign on
Food Market
Qingdao: Health Food Granted
with ID
Illegal Health Food Abundant in
Gray Market
China's Graying Migrants Have a
Hidden Stash of Money to Spend
CFDA: Food Safety in Rural Area
To Be Strengthened
Program to Boost Medical
Benefits
Alibaba, JD.com Gear Up For
China's Top Shopping Day

Healthy is the New Hot Trend in China
To find out what is trending with China’s consumers, we only
have to look to e-commerce sales. China’s 2015 “Singles Day”
shows that among all the different foreign consumer goods
available via cross border e-commerce, one category really
stands out in 2015, dietary supplements. Some foreign
supplement companies saw their business increase hundreds or
even thousands of percent during this year’s “Singles Day”. Each
year November 11th marks the date of “Singles Day”, which was
popularized by Alibaba.
Two questions come to mind: First, why are health products
becoming more popular in China and Second why is cross border
e-commerce the chosen retail channel?
The first question is quite simple to address: Historically China is
a food culture with a strong heritage of Traditional Chinese
Medicine. This combination built a strong foundation for an
overall “health conscious” society. More recently, food safety
issues have captivated the public, which has forced consumers
to become more educated about their health and to seek out
healthier foods and supplements for their families’ well-being.
The answer to the second question is a bit more involved.
Besides the obvious advantages that e-commerce has over brick
and mortar retail shops like lower prices, convenience of
delivery as well as product variety, there is a regulatory reason.
China’s regulatory system for health products has been in
development for a number of years now. However, the
legislation is not moving at the same speed as consumer
demand. In order for a health product to enter the China market
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from a domestic or foreign company, the product
must go through a lengthy and costly registration
process.
A typical registration can take two to three years to
complete and cost the company over one hundred
thousand dollars. This system has hindered the
development of the industry resulting in less foreign
and domestic investment, which slows the spread of
education, reduces the amount of brands and
products available as well as opens up opportunities
for unscrupulous business people to take advantage
of China’s infamous gray and black markets to satisfy
consumer demand.
At this point, very few foreign companies have gone
through the process of registering their products
under Chinese FDA law. The reason being it is too
time and capital intensive and these companies do
not face similar regulatory environments else where
in the world.
For example, the U.S. has a notification system
where companies must notify the U.S. FDA of their
plans to market a health product. The regulation is
called the “Dietary Supplement Health and Education
Act (DSHEA) and was put into law in 1994. Products
can make “Structure Function Claims” that allow the
company to market the product’s basic function
within a structure of the body. For example,
CoEnzyme-Q10, Fish Oil and a variety of other
products make the following claim, “Helps Support
the Cardiovascular System”. It does not say the
product can treat or cure disease. It simply lets the
consumer know that current science identifies this
product as being healthy for the cardiovascular
system. It is against the U.S. FDA law to make disease
or curative statements about health foods.
The U.S. system is fast and for the most part free of
costs. U.S. legislators developed DSHEA in order to
balance consumer demand with safety, so that the
industry could operate and develop naturally. Today
approximately seventy percent of the U.S.
population take health products daily and have over
60,000 products to choose from. The market stands

at approximately $37 billion as of 2014, which
equates to US$164 per consumer per year. If we
use this same formula for China (70% of the
population multiplied by US$164 per year) that
would result in a market more than four times the
size of the U.S. health product market or US$157
billion. Considering China’s current health product
industry stands at just over US$20 billion, there is
still a way to go before it out paces the U.S.
market. However, the potential for sizable growth
is there and will be realized in the coming years. In
2016, China’s health product industry will see its
first large-scale regulatory shift from China’s FDA
towards streamlining and developing the market
further. (Source: Jeff Crowther – USCHPA)

Hebei to Launch Campaign on Food
Market
Food regulators in Hebei province launched a
campaign to check local food workshop,
restaurants and small food vendors in the local
market.
The authorities will specifically check food market
around campus and kindergartens. Vendors
without official operation approval would be
detained or punished.
The campaign will target at the food
manufacturing factory, operation time, and food
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quality. The regulators are also going to roll out a
survey to gather the basic information and contact
of related directors of restaurants and vendors.
Health certificate of restaurant staffs and directors
will also be checked during the survey.
（Source:Hebei Daily）

which triggered controversy in the local industry.

Qingdao: Health Food Granted with ID

Some of the products claim to be sponsored by
military forces or rank as the No.1 brand in the
specific field.

“The QR code will be one and only for each health
food,” said a director with Qingdao FDA in a
seminar on food safety issues. In response to the
city’s efforts to build food safety tracking system,
the local regulator is to have local health products
to be with QR code on the package.
In the future, local consumers can track basic
information of each product by scanning the code
on the package.
To promote the health food and cosmetics quality
control, and raise the awareness of quality control
among local companies, the local authority is to
introduce more methods to boost the
establishment of tracking system for food and
cosmetics.
In case of quality problem, the tracking system can
help companies better proceed recalls.
All the basic information concerning the health
products, including the vendor and production
companies’ basic information, can be shown to the
consumers by the so-called ID card for health food.
(Source: sohu.com)

Illegal Health Food Abundant in Gray
Market
In a recent survey done at a local health product
expo in China, in which about 400 companies were
interviewed, 109 of the products by the involved
companies were found to have conducted false
advertisement. A local media reported this survey

The report also says that among 109 illegal
products, 46 of them claimed to be able to cure
disease, including curing blood diseases and some
chronic diseases.

Thanks to the establishment of credit system in the
industry and strengthened control by the
regulators, most companies are finding it
increasingly hard to conduct false advertisement as
they used to do. Expo and other forms of
conference gradually become the gray market for
these companies to illegally promote their products.
This has harmed the local consumers to a great
extent. (Source: China Food Journal)

China's Graying Migrants Have a Hidden
Stash of Money to Spend
Migrant worker Guo Huailiang is planning to live it
up a bit in his retirement.
After 19 years living in cramped quarters in Beijing,
rising at 5:30 a.m. for a 12-hour shift, the 52-yearold construction worker is socking away money that
would allow him to return to his eight-room house
and 4-acre plot in the countryside, spend a bit of
cash and travel. He’s dreaming of trips to Hainan
Island, Taiwan and even South Korea.
Multiply Guo by the millions who migrated to
China’s cities, toiling away in factories and building
sites for decades, and you have a hoard of savings
that stands to revolutionize China’s consumer
market. It turns out that China getting old may just
help create the balanced economy its leaders have
been aiming to engineer.
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“China’s aging should definitely support the shift
away from investment and exports towards
consumption,” said David Dollar, a senior fellow at
the Brookings Institution in Washington who
previously worked for the U.S. Treasury in Beijing.
“We have seen this previously in Japan, Taiwan, and
South Korea with an increase in consumption as a
share of GDP as the population aged.”
In China, the shift may be even more rapid because
of the one-child policy rolled out in the late 1970s,
Dollar said.
In an historic shift, the party’s decision-making
Central Committee approved plans to allow all
couples in China to have two children, the official
Xinhua News Agency said Thursday at the end of a
four-day gathering in Beijing. That waters down a
policy that saw the world’s most-populous country
skew its demographic profile.
Like many migrant workers, Guo was born in the
1960s and was one of millions who left their farms
and villages to staff the factories that rose in the
coastal cities as the country’s economy opened up.

not much compared with the new middle class
China is hoping will drive the consumption boom.
But China’s aging migrant workers have several
advantages for boosting consumption. First, they’ve
been saving for a while. Guo and his wife expect to
have amassed 500,000 yuan by the time he retires
after 60. His food and spartan 15-square-meter
room are provided by his employer, so he only
spends a tenth of his income. Once he retires, he
expects his spending to triple, not including the
trips.
Second, there’s a lot of them. The number of people
in China aged 60 and above will increase by almost
36 million by 2020, to 245 million. By 2030, the
number will have surged by almost 149 million -more than the combined populations of Germany
and France -- to 358 million.
“Just look at the age profile of the large crowds of
Chinese tourists overseas," said Wang Feng, a
professor of sociology at the University of California,
Irvine. "It is no longer just the adventurous youths
but groups of early-retirement-aged Chinese who
are flocking to tourist sites” around the world.
This is the “early beginning” of aging’s impact on
consumption, and the full force will unfold over the
coming decades, said Louis Kuijs, head of Asia
economics at Oxford Economics Ltd. in Hong Kong.
The savings of the migrants will add to a pot of
money built up by the urban middle class, which has
grown out of the surge in incomes over the past 15
years. Their savings and relatively generous pension
and health care benefits in urban areas will allow
them to consume to an extent unseen in the past,
said Wang at the University of California.

Guo came in 1996 from near the city of Handan,
about two hours by high-speed train from the
capital. He earns 30,000 yuan ($4,700) a year. That’s

To date, many Chinese people have been cautious
about spending. High property costs and
rudimentary healthcare and pension cover in rural
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areas have caused so-called precautionary savings
to be high, even for the wealthier middle class.

to reduce economic vitality and entrepreneurship,
said Kuijs.

The result is that consumption as a percentage of
gross domestic product is among the lowest in the
world, while the savings rate is among the highest.
China’s household consumption was about 36
percent in 2013, compared with 69 percent in the
U.S., 59 percent in India and 62 percent in Brazil,
according to the World Bank’s most recent data.
China’s deposits at the end of September totaled
about $21 trillion.

“By itself, a rise in the share of pensioners will help
China with the rebalancing towards more
consumption,” he said. “The challenge for
policymakers is to ensure that this rebalancing takes
place in a vibrant, solidly growing economy.”

As the ratio of workers-to-dependents declines, so
will household and government savings, partly
because of spending on healthcare and pensions,
said David Loevinger, a former China specialist at
the U.S. Treasury.
“It’s a movie we’ve seen before in North Asia,”
said Loevinger, now an analyst at fund manager
TCW Group Inc. in Los Angeles. “Some of the global
savings glut will dissipate as China and the rest of
East Asia gets older.”

Some migrant workers are less optimistic about
their future spending power. Li Bengsheng, 50, from
a rural area in Fujian province on the east coast,
says the cost of finding his 18-year-old son a wife
will be 200,000 yuan. Weddings in China frequently
include a betrothal payment and building and
furnishing a new home.
For Guo, who often goes six months without a day
off and intends to work even longer hours in the
remaining years before his retirement, this is less of
a problem. His three children, all in their 20s, are
doing well in their jobs, he said. Meantime,
insurance will cover about 70 percent of his future
health costs.
“I’ll enjoy my life when I get old,” he says. “I’ll
seize the time now to work more, make money, and
save more. There’s no other way.” (Source:
Bloomberg)

CFDA: Food Safety in Rural Area To Be
Strengthened
China’s state food and drug regulator, Ministry of
Public Security and other government departments
co-released a document recently to strengthen
regulation on food safety in rural areas.
Of course, the spending of migrant workers’ stored
savings would at best provide a temporary boost
unless China can also successfully manage the
transition to an economy with a smaller workforce.
In Japan, an aging and shrinking population tended

The mandate said that there should be “zero
tolerance” towards the illegal conduct regarding
food safety in rural areas. Daily inspection should be
strengthened as well.
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The local companies should raise awareness of
food safety. Governments should build a
comprehensive monitoring system to better
regulate the local market.

Eventually, Ding decided to have the treatment
after learning that her medical bills would not be
as high as she had thought, thanks to a new
medical insurance program.
Her four-day course of chemotherapy in August
cost about 11,000 yuan ($1,730), but Ding paid
about 5,000 yuan, less than half the total. A basic
medical insurance program, which covers almost
every resident of China's rural areas, paid about
4,000 yuan and the new program, called
"Insurance for Chronic Diseases", paid about 2,200
yuan.

The regulators should spot the key market and
area and promote regulations accordingly.
The local industry and commerce bureaus should
co-launch campaigns to spot the illegal workshop
of food processing in rural areas, and punish illegal
vendors severely. (Source: CFDA)

Program to Boost Medical Benefits
When doctors told Ding Yazhen that she had latestage breast cancer late last year, the 43-year old
resident of Xiushan county in Chongqing was
devastated, and wondered whether to begin an
expensive course of chemotherapy after having
surgery.

"The medical insurance for chronic diseases has
really taken a weight off my shoulders," said Ding,
who earns a living by farming and undertaking odd
jobs. "It gives me hope to fight the disease."
The new program, adopted as a pilot in Chongqing
in 2013, provides cover for 27 million rural
residents and unemployed urban residents who
have joined the local basic medical insurance
program, according to the Chongqing Civil Affairs
Department.
Last year, about 102,000 people in the city
benefited from the new program, which
reimbursed about 11 percent of each person's
medical bills, the department said.
By the end of the year, the program, aimed at
alleviating the financial burden of people with
chronic or terminal illnesses, will cover all urban
and rural residents who have joined China's basic
medical insurance system. The only exceptions will
be people working in urban areas who have joined
a different insurance program, according to the
National Health and Family Planning Commission,
China's top health authority.
Under the program, subscribers are reimbursed for
about 50 percent of medical costs not covered by
the national basic medical insurance system. The
program, which is being piloted in all 31 provinces,
autonomous regions and municipalities on the
Chinese mainland, now covers 700 million people.
By the end of last year, the basic medical insurance 6
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system — which includes programs to cover the
rural population, employees in urban areas and the
urban unemployed — covered more than 1.3
billion people, more than 95 percent of the
population, according to the commission.
The chronic diseases program will be adopted
nationwide by the end of the year and will cover
nearly 1.1 billion people, according to Yao
Jianhong, an official at the State Council's Medical
Reform Office.
Zhang Peilin, president of the Ninth People's
Hospital of Chongqing, said the program aims to
provide better services for people on low incomes.
"The medical insurance program for chronic
diseases is a project to alleviate health poverty," he
said.
According to Zhang, the hospital treated about
40,000 people last year, and nearly 2,000 patients
with chronic diseases, such as cancer, benefited
from the program by being reimbursed for an
average 40 percent of their medical bills.
The program has reduced the financial burden on
patients with chronic diseases, making it less likely
that they will fall into poverty because of illness, he
added.
"Medical treatment (cost) is a major cause of
poverty for patients with chronic diseases," he said.
"Before the program was adopted, there were
some disturbing incidents related to high medical
bills, and some patients with end-stage cancer even
committed suicide."
However, in the two years since the adoption of
the measures that provide additional assistance to
people with serious illnesses, no other major
incidents have occurred, and cases of patients
becoming impoverished by treatment costs have
almost ceased to exist, Zhang said.
"The program has offered new hope to patients
such as these," he said.
Li Zhaoqun, from the Beibei district of Chongqing,
has a tumor on her spine. She said she is no longer

apprehensive about attending the hospital,
compared with 10 years ago when she was not
covered by the basic medical insurance program.
"Ten years ago, when I suffered a serious liver
disease I had to muster all my courage to borrow
more than 100,000 yuan from relatives and friends
to cover the medical bills," she said.
"Now I only have to pay about half of the medical
bills or even less if I can get some financial relief
from the civil affairs department."
Zhang, of the Ninth People's Hospital, suggested
amending a number of policies so the new
program will focus more on those in need instead
of attempting to provide widespread cover, even
for well-off people.
"Some patients still face heavy burdens, even if the
greater part of their medical bills is covered by the
insurance," he said. "The program should be
improved so it suits different groups."
The Ministry of Finance said the government will
increase investment in medical insurance and
encourage donations from wealthy individuals so
the medical fund will keep pace with rising medical
expenditure. (Source: China Daily)

Alibaba, JD.com Gear Up For China's Top
Shopping Day
Gearing up for the biggest online shopping day in
China, Nov. 11, e-commerce giant Alibaba on
Monday outlined a multi-retail strategy to enhance
sales.
Last year, Alibaba managed $9.3 billion in sales
across its multiple e-commerce platforms for the
24-hour event it refers to as its "11.11 Shopping
Festival." Alibaba said more than 180,000 stores
across 333 cities will participate in the event, along
with more than 1,000 retail brands.
In a related announcement, JD.com said it
expanded a mobile marketing partnership with
Tencent Holdings ahead of the Nov. 11 shopping
event, which it calls "Singles Day."
7
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JD, China's largest online direct sales company with a website similar to Amazon.com , and Tencent, China's
leader in mobile messaging, gaming and social networks, said the collaboration will offer businesses
advanced online tools to more precisely reach their customer groups. The collaboration will provide brands
access to Tencent's massive mobile and social-communications platforms.
The Nov. 11 event is similar to the Black Friday and Cyber Monday shopping days in the U.S. Black Friday is
the day after Thanksgiving, followed three days later by online shopping-focused Cyber Monday. These are
highly promoted by U.S. online retailers such as Amazon. However, last year's Nov. 11 shopping event in
China exceeded U.S. sales from Black Friday and Cyber Monday combined.
Henry Guo, an analyst at Summit Research, said the event is critical to Alibaba and JD to gain market share
and build leadership in the business-to-consumer online marketplace.
"Overall, we believe Alibaba is poised to deliver a strong performance on this year's Double Eleven
shopping day, which could serve as a near-term positive catalyst to Alibaba shares," Guo wrote in a
research note. He reiterated a buy rating on Alibaba stock and a price target of 81.
Guo also said JD's partnership with Tencent will expand their geographic reach and fulfillment operations
and also boost sales on Nov. 11.
In its announcement, JD said the expanded mobile marketing partnership with Tencent "will explore new
avenues to leverage Tencent's leading social-communication platforms, WeChat and Mobile QQ, and use its
massive big-data resources alongside JD.com's leading e-commerce platform and its vast wealth of data
about online shopping trends and behavior."
WeChat has about 600 million monthly active users, while QQ has about 843 million monthly active users.
Tencent owns a 15% stake in JD.com.
Alibaba said it intends to distribute coupons worth a total of $754 million to promote the Nov. 11 event.
Buyers will also be able to try out, purchase or pick up goods they bought online at the 1,600 retail stores
operated by Suning Commerce Group. In August, Alibaba said it would invest $4.63 billion for a 20% stake
in Suning, one of the largest consumer-electronics retail chains in China.
Last week, Alibaba held a preliminary kick-off ceremony for Nov. 11 at its Hangzhou headquarters in
eastern China. (Source: IBD)

China Updates is published weekly by the U.S. – China Health Products Association, a non-profit
organization dedicated to the promotion of dietary supplements and nutritional ingredients. The
association’s major focus is the continued development of China’s overall natural health product
industry as well as offer business services to its global members.
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