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Introduction

Consumers have moved beyond food and drinks simply to maintain everyday
health. They are now seeking to optimize performance and reduce the risk, or
delay the onset of diseases with functional food and drinks. This report concludes
that the market drivers for functional product growth will have more influence than
the inhibitors, making it a highly important area for investment.

Shopper spending on functional food and beverages is expected to nearly double in Europe
and the US between 2002 and 2012 as consumers demonstrate a real desire and willingness to
understand how they can eat more nutritiously or compensate for the lifestyle habits that
contribute to poor dietary habits.

This report explores the broad range of factors currently influencing the functional food and
beverage markets, primarily from the consumer perspective. Where relevant, it also addresses
broader industry issues affecting market development.

Key findings and highlights

» Functional food and beverages are commonly associated with senior citizens trying to
maintain vitality and reduce the risk of disease. However, lifestyle changes are resulting in
younger consumers purchasing functional foods with greater regularity, in order to combat
the myriad of health problems faced on a daily basis, such as fatigue.

» Overcoming consumer skepticism about a wide range of issues related to functional
products and their purported benefits will be important in gaining long-term mass
acceptance. Industry players should also be wary of pushing a food or beverage product's
functionality too far.

+ Sales of functional products are rising across all food and drink categories in the US and
Europe alike, and growth rates continue to outperform growth in the food and drink
categories overall. On a regional basis, the Asia-Pacific functional food and drink market will
continue to outperform the US market over the next five years.

Reasons to buy

» Gain a detailed understanding of the current attitudinal and behavioral drivers and inhibitors
across three key geographies

* Recognize the key growth areas in the functional food and beverage markets and how to
capitalize most effectively

» Use the latest evidence to align product portfolios and marketing strategies with consumer
attitudes and behaviors

Contact us...

From Europe: tel: +44 20 7551 9015 fax: +44 20 7551 9089 email: cmmarketing@datamonitor.com
From the US: tel: +1 212 686 7400 fax: +1 646 365 3362 email: cmmarketing@datamonitor.com
From Asia Pacific: tel: +61 2 8705 6900 fax: +61 2 8705 6901 email: apinfo@datamonitor.com
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Consuming functional products to address a health issue is only one path of many that consumers can
take — the fact that functional foods sit somewhere between conventional foods and medicine, in some ways,
reflects how consumers have numerous options available to them to address the various liestyle problems that
functional products cater for. For instance, consumers have a wealth of choices when it comes to lowering their
blood pressure, ranging from taking up more exercise to changing their diet and lfestyle, to taking prescription
drugs.
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An aging society is leading to more bone health problems being reported, most notably osteoporosis

Osteoporosis is the dominant bone health disease ~ osteoporosis is characterized by low bone mineral
density, leading to an increased risk of fractures. Datamonitor estimates that over 25 million women across the
US, Wester Europe and Japan suffer from osteoporosis. Postmenopausal woren form the largest osteoporosis

prevalent group, with over 40% of postmenopausal women being sufferers. The World Health Organization
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THE FUTURE DECODED
¢ Introduction: The functional food and beverage
market is entering a critical era
- Defining functional products: functional food and
beverages contain specific physiologically active
components that provide increased health benefits
beyond basic nutritional functions
* TREND: Consumers are more aware of food and
dietary issues and are monitoring and adjusting
what they eat and drink accordingly
- Consumers have increasingly pro-active
dispositions towards improving their general health
- Consumers are actively looking to improve their
health through diet on a global scale
- Consumers are paying more attention to nutritional
details and want to know more about functional
products
- Key takeouts and implications: health and nutrition
is set to stay at the top of the agenda for the years
ahead, creating a real incentive to invest in
functional food and beverages
* TREND: Aging populations are showing a strong
concern and desire to improve their personal
health
- Aging is the dominant demographic trend across
Europe, North America and much of Asia
- Older consumers are making more concerted,
active attempts to eat and drink in a healthier
manner
- Functional foods and drinks that target senior
consumers are growing in popularity because they
are a more vulnerable demographic
- Key takeouts and implications: an aging society
exacerbates the need for preventative or treatment
benefits from food and beverage products
* TREND: Consumers are looking for functional
antidotes to both short-term and long-term
physical and emotional health problems
- The prevalence of long-term illnesses is increasing
across Europe, North America and Asia, with
hypertension being the most common problem
- Diagnosis rates of heart-related health problems
are growing in Europe and the US

An aging society is leading to more bone health
problems being reported, most notably
osteoporosis

The number of consumers suffering from gut
health problems is relatively low, but growing
rapidly

Individuals are increasingly reporting day-to-day
emotional and physical health problems, such as
fatigue and sleep deprivation

Continued increases in both adult and childhood
obesity are paving the way for new satiety
enhancing functional food and beverages

Busier lifestyles means that it is harder to meet
nutritional requirements using traditional food and
drinks, while less developed countries still have
high nutritional deficiencies

People are even looking for 'easy' ways to make
themselves more beautiful with beauty foods
Key takeouts and implications: despite long-term
health problems becoming more apparent,
consumers want solutions with more short-term,
day-to-day relevancy

TREND: Consumers are spending more on
functional food and drinks across Asia, Europe
and the US

The US functional food market continues to
witness impressive growth rates

The value of the European functional food and
drink market is significantly lower than the US
Sales of functional food and drink products in Asia
are being driven by increasing levels of disposable
income and the long-established presence of such
products

Key takeouts and implications: functional food and
beverages will continue to be driven by strong
sales in the US and Asia-Pacific, while the
European market is yet to reach anything like full
potential

INSIGHT: Consumers are overly optimistic about
their diet and are making more concerted efforts to
consume a balanced and varied diet

A sizeable majority of consumers consider
themselves to be in good health and perceive their
diet relatively positively

Diversity and balance in diet is growing in
importance, especially as people suffer from
'dieting-fatigue’

“..The reality of the time-starved consumer makes the idealized scenario of a
balanced, nutrient-rich diet difficult to achieve, and so creates a market for functional
products that looks set to continue well into the future...”

Michael Hughes, Functional Food, Drinks and Ingredients: Consumer Attitudes and Trends
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- Key takeouts and implications: consumers suffer
from an 'optimistic bias' with regard to their diets
and are looking to embrace a more balanced and
nutritious diet

¢ INSIGHT: Consumers are skeptical about the
sensory appeal of functional food and drinks

- Consumers are most influenced by the taste,
enjoyment and quality of the food and drink they
consume

- Healthy food is often perceived as bland and
uninspiring

- Key takeouts and implications: despite consumers
making active attempts to eat healthier, they will
not compromise sensory benefits for nutritional
goodness

¢ INSIGHT: Consumer awareness and understanding
of functional food and drink claims and benefits is
limited

- Consumers have an increasing awareness about
which food categories are good for them, without
knowing a huge amount about the actual healthy
component

- The impact of socio-demographics on consumer
awareness towards functional food and beverages
is inconclusive

- Motivations for buying functional foods reflect a
lack of knowledge about the specific health
benefits of certain ingredients

- Key takeouts and implications: awareness of
functional products is increasing, but there is a
general lack of understanding about the more
detailed benefits derived from ingredients/food
components

* INSIGHT: Consumers have a lack of trust in food
and drink manufacturers and in functional
products more specifically

- Consumers are skeptical about pharmaceuticals
which may impact long-term adoption of functional
products

- Consumers find health claims confusing and
contradictory

- BUT, consumers are beginning to recognize the
role that certain foods or food components play in
reducing the risk of certain diseases

- The credibility of functional claims is enhanced in
certain scenarios

- Consumers are skeptical about the price of
functional food and drink

- Consumers are showing a distrust towards food
and drink with artificially inserted ingredients

- Key takeouts and implications: overcoming
consumer skepticism about a wide range of issues
related to functional products and their purported
benefits will be important in gaining long-term
mass acceptance

e INSIGHT: Natural ingredients are becoming a more
important feature of functional products

- New functional products released are touting the
benefit of 'natural' health-boosting ingredients

- New functional groceries in Asia-Pacific are
commonly touted as being high in vitamins

- New functional products in the US are reflective of
consumer desire for health and convenience

- New functional products in Europe continue to be
high in vitamins and calcium

- Key takeouts and implications: natural functional
ingredients are becoming more popular

* INSIGHT: Consumers of all ages are driving sales
in the functional food and drink market, albeit for
differing reasons

- Parents are starting to take greater responsibility
for the improvement of child health levels

- The lifestyles of young adults are becoming
increasingly pressurized

- Older consumers are still an important
demographic group for functional food and
beverage manufacturers

- Women, married couples and highly educated
consumers are more likely to buy functional foods

- Key takeouts and implications: although older
consumers remain an important demographic
group for the functional food and drink market,
sales are being driven by a younger audience

e Conclusions: the market drivers for functional
products will have more influence than the
inhibitors making it a highly important category for
investment

ACTION POINTS
¢ ACTION: Develop a broad range of products
offering antidotes to the myriad of problems
consumers face
- Reassure postmenopausal women about the
benefits of functional foods
- Respond to the growing interest in mental
wellbeing

For a full list of tables and figures please refer to
www.datamonitor.com

“..Consumers are starting to question nutritional claims made by food and drink

manufacturers. It is essential, therefore, that functional foods are not positioned as a

magic bullet solution but as part of a balanced and varied diet...”

Michael Hughes, Functional Food, Drinks and Ingredients: Consumer Attitudes and Trends
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Datamonitor: Your total information solution

Datamonitor is a premium business information company helping 5,000 of the world's leading

companies across the Automotive, Consumer Markets, Energy, Financial Services, Healthcare

and Technology sectors.

Our products and services are specifically designed to support our clients’ key business

processes — from corporate strategy to competitive intelligence. We provide an independent and

trustworthy source of data, analysis and forecasts to improve these processes and ultimately, to

help grow your business.

Corporate Strategy
and Business Planning

Product Development
and Commercialization

Targeting and
Influencing the Market

Market and
Competitive Intelligence

Make more effective strategic
Quality and business decisions
Data
Accelerate delivery
of commercial success HELPING
Expert TO GROW
Analysis ) YOUR
Assess and influence your BUSINESS
commercial and market
environment
Future
Forecasts Maintain or obtain critical
competitive advantage
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“..93 per cent of Datamonitor clients use our research to evaluate
new products and for customer development...”

Source: Datamonitor Customer Research
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Interested in this topic?

To achieve profitable growth, a company needs to identify large addressable
growth segments and create propositions to meet these consumers’ needs. The
NCI portfolio helps subscribers to make a first evaluation of a consumer segment
by providing concise, practical information and creative ideas. The portfolio is a
must-read for many client functions; Marketing, Consumer Insight, Strategic
Planning, NPD, Sales.

Other reports available in this series

Food and Drink Safety: Winning Back Consumer Trust

This report aggregates all the latest research on consumer confidence in food and drink safety.
In doing so, it explores the implications for manufacturers and retailers and assesses food
safety concerns in the context of other important trends.

Published: Aug-07 Product Code: BFCM0203

Moderation and Avoidance Trends in Food and Drinks: Implications For '‘Better-For-You'
Offerings

This report examines consumer attitudes and behaviors towards fat, sugar, salt, carbs and
calories as well as nutritional information more generally in the light of consumers' evolving
health concerns.

Published: Jul-07 Product Code: DMCM4592

New Developments in Global Consumer Trends

This report draws on a year long program of consumer research providing a comprehensive
understanding of global consumer behavior and offers new insights, future trend predictions and
intuitive recommendations for marketing & product development.

Published: Apr-07 Product Code: DMCM2468

Capitalizing on Natural and Fresh Food and Drink Trends

Analysis of the fast-growing market for all things natural in the US and Europe. Examines how
big organics will become, and the significant, but surprisingly unmet, needs that exist for fresh
food that is high quality, tasty and authentic.

Published: Sep-06 Product Code: DMCM4149
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