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In the time allotted today my intention is to lodklee overall UK confectionery market and
some of the important factors that control where axselbeen and more importantly where
we are going.

For the purpose of this talk, ‘confectionery' encompamsdsent as well as chilled and
frozen cakes and pastries. All markets these days seelnabhge and fragment at an ever
increasing pace and this makes the gathering of data mdma@e complex. Let us look
initially at some facts and figures to provide a platfdo start from. First the ambient
market.

Sales fell slightly during 1992 and 1993 in value terms mainhtatding down to budget
brands and own label products, particularly at the expafieajor brands. Volume sales
during the recession have remained fairly stable, however.

The main trend over the 1988-93 period is that unwrapped caketbesased their share of
the total market, although some share was lost in 1992/88.t0e period 1988-93, sales of
unwrapped cakes have grown by 16% whereas sales of wrappedhaa&ascreased by
13%.

The wrapped and unwrapped sectors can be further broken dashown (wrapped cakes
comprise individual and large cakes, the former being tgeraf the two).

Individual slices have increased their share of theketaas a result of the increased trend
towards snacking and the growth of single person houseldidsswiss rolls and jam and
custard tarts have also been buoyant.

Sponge sandwiches cakes and swiss rolls are quite matoesswith little new product
development, minimal advertising or promotional suportl high own label penetration.

Concerning unwrapped cakes, the data for this sector isparge but the sector is felt to
have grown due to the increasing sales of fresh cream.cake

Sales of own label cakes show a steady increase, tkileranded companies have struggled
in the main as consumers have traded down. McViassken the prime mover behind the
development of the countline cake sector using the pofx@mpanies' other brands, for
example Jamaica Ginger and Golden Syrup cake. This caeaept/ being widely applied
across a range of product areas from gateaux and ice tovemmfectionery and beverages.

Nearly all major branded players in the market haveimecinvolved with own label. Major
new product development changes are increasingly being kW big players, due to ever-
decreasing margins and the high cost of bringing a prodtioe tmarket.

Growth areas involve development of the healthy caget®sand the celebration cake
market, which relies in part on a company' s ability saxteuickly to trends which may
come and go with awesome speed - for example Mutant WNunjdes, Jurassic Park and so
on.



The major grocery multiples are continuing to boostrtsleare of the cakes market as they
increase their own label sales. Traditional bakers, wtatail mainly unwrapped cakes, have
been affected by the growth of the major multiplestigh in-store produced products.

The growth of the frozen desserts market has beergsttaecent years due mainly to the
fact that premium quality, more sophisticated product$aireg bought to provide
organoleptic pleasure and as an indulgence.

Social trends that have affected other sectors togefitiethe increasing home ownership of
fridge/freezers have helped to increase the marketheubhdulgent side of the market is
beginning to be counterbalanced by the new wave of healtdducts.

Gateaux and desserts, cheesecakes and hot puddings togdtimesyitarts and flans have
all shown strong growth at the expense of small caks&isipsand cream sponges.

Sara Lee is the market leader with about 18% of thé&eh&llowed by United Biscuits with
about 9%, Campbells Freshbake with about 5%, Sweeti@amith about 3% and RHM
with about 2%.

Birds Eye currently enjoys about 5% market share aéeing 15% five years ago. Private
label is worth approximately 45% of the market with IndlaSainsbury and Tesco all having
large ranges putting increased pressure on the cabinet $phase.three retailers account for
over 50% of overall sales.

Consumers buy chocolate varieties in the largest quatihough caramel and toffee appear
to be gaining in popularity. Continental style cakes ae bécoming more established now
that own label producers are behind them. Where large psoldace been successful,
manufacturers have produced single/double portion indulgenks.pac

For the future the market will continue to polariseasen discount and premium quality
products. The consumer will look for better than evduerédor money with convenience,
quality and innovation becoming more important.

Chilled cake sales have held up well due to a number afrfacthey contain fresh
ingredients and usually are baked on the premises at athigh bakers or within an in-store
bakery. They may be sold in packs or individually, dreaper than frozen cakes but are
perceived as more of a treat then an ambient cake.

The chilled cakes market can be divided into three producs gpshown.

Freshly baked cream cakes either at the bakers or superiparkete a great attraction for
an impulse/treat purchase. Custard tarts, cakes and plesedel989-91 but there is no
reason to suppose that this traditional sector can nemMialised with alternative flavours
using the same pastry shell format.

Others include fresh fruit tarts and pies and Amerstgie products such as fudge cake,
banana cake and carrot cake. These have seen signifiodatpinnovation with this sector
providing the appeal of health such as fibre and carroedsgvan attractively presented
product. The figures unfortunately do not go beyond 1991.



Having now looked at the type and size of the markets iedolhat conclusions can we
draw for the future. What are the markets and customeklp for? Let's look at the
prevailing conditions and levers that will affect tharket for the future:

Economy/customers/consumers

As the economy recovers, so we are led to believeurners will purchase more so
increasing volume and value across all sectors. Thosadlsrelease pressure on margins
with the emphasis being put back on quality and service &wisafor larger product
development budgets with which to launch new products.

The population is forecast to age considerably over thie2@eyears. This will concentrate
more disposable income with the older age group who wallide to afford better quality
products. Recent concerns for green issues and healihy kave manifested themselves in
a number of ways such as recyclable packaging and funcfaodd with no additives.
Convenience one stop grazing products are partly due to a mgltence of working
mothers and single parent families.

Innovation

One of the key factors of success in a consumertatehfood market with a high degree of
saturation is the speed of innovation. For example 60&tedD?hler product range did not
exist five years ago and of Marks & Spencer's 2,500 currentlifees] half did not exist 12
months ago.

It should be remembered though that innovation meansehtféhings to different people
and, even in a fairly polarised market such as confecyipnan be applied to both ends of
the spectrum. At one end of the market the baker mayatady changing a round crumpet
into a finger crumpet or a doughnut may be filled wigsh cream or a fruity mousse. Jam
could be incorporated as in the round doughnut, but this ceutakien further with the
incorporation of a red or forest fruits preparation.

A different route in order to get customers to purchaseefang new and different is to
make it appear consumer friendly as the above exaitiysirates but then to provide a
surprise on the inside. This could be done for exampladking a Black Forest gateau on
the outside but on the inside varying the ingredientsadifferent combinations of flavour,
colours and texture may be employed.

Retail sales of ambient cakes by sector (wrapped and unwrapg)

| \Wrapped £m|% [Unwrapped £m|% 000 tonne§Total £m

1988 600 |66 310 34 215 910
1989 637 |65 340 |35 206 977

| |
| |
1990 | 661 | 64 366 36 209 | 1027
| |
| |

1991 665 |63 388 37 235 1053
1992 680 |65 370 '35 228 1050




1993 (est| 680 |[65 359 35 230 | 1039 |

Source: Mintel

Individual wrapped cakes market by sector 1990-92

| | 1990 | 1992]

| £m| % |£m| % |[£%
Small cakes

(cherry bakewells, cupcakes, viennese whirls, 120/33119/32 |-1
eccles, omall chocolate coated)

Fruit pies | 80/2270|19]-3
Small tarts | 611768/ 18 [+1
Slices | 581664/ 17 [+1
Mini Swiss rolls | 43/12 |50 13 |+1
Totals 1362(100/371(100

Source: Mintel

Large wrapped cakes market by sector 1990-92

| | 1090 | 1992

| £m| % |Em| % |[£%
Whole cakes

(round fruit, Battenburg, ginger, chocolate) 140/47)141146 -
Slab cakes

(madeiralgenca) 4511552 |17 |+2
'Sponge sandwiches | 34340 13] -
Large rolls | 39/13 (37 12]|-1
Large pies/tarts

(opielkenel) ‘36 ‘ 2 ‘37 ‘ 12‘ i
Totals 299/100(307(100
Source: Mintel

Manufacturers' shares in the wrapped cakes market 1990-92

| | 1990 | 1992




| LEm (%] £m % ]+%
Manor Bakerie|178.527/176.826| -1
Lyons Bakerie| 92.5/[14 81.6 12 -2
' Memory Lane/[ 19.8/[3]/20.4/[3]] -
' Mcvities |/ 19.8(3][20.4]/3]] -
| Park Cakes | 6.61] 6.8[1] -
| Other brands [132.220(129.219( -5
| Own label || 211.82[244.636|+6

Source: Mintel

UK frozen desserts by value 1989-93 (Em)

119891990/1991/1992/1993+% 92-93
1154199219/ 251|281 +12%

Source: Leatherhead Food Research Association

Frozen dessert market by type 1991-93 (Em)

| 11991(1992/1993/+% 92-93
Gateaux desserts | 7382 92 | +12
Cheesecakes | 2946 | 52| +12

Hot puddings
(danish, puddings, strudel, crumble)

Pies, tarts, flans

25‘31‘39‘ +26

| 2226 31| +19
'Small cakes, pastries | 1814 | 13| -4
‘Cream sponges | 181513 || 43
Pastry ' 1510 9 | -10

|

|

|

|

'Mousse 12|11 11| -3
Ice cream rolls 9, 7/ 5  -29
Others 3| 8| 16 +88
Totals 219|251 | 281

Source: Leatherhead Food Research Association




Chilled cakes by value 1989-91 (Em)

| 11989/1990/1991
' Cream 26.8| 28 (29.6
Custar( 2.6 | 2.5/ 2.2
|Others| 3.6 | 4552
| Totals|33.0(35.0/37.0

Source: Trade & MS

Slice lines we have already noted as a buoyant sddtese could be made to attract
customers by the use of fresh fruit and combinationasiés and textures.

One should not forget that customers buy with theiskef@®w do we know what our
customers like? One way is to encourage the tastingmpneducts; at best the result will be
a purchase and at worst there won't, but hopefully akerowill get some feedback.

Customers sometimes show contradictory preferencégingdurchasing patterns. They want
light but tasty products, innovation as well as theiti@thl tastes and quality but at the right
price. This provides ingredient suppliers and bakers with quitellenge.

Results do not come by one's own effort alone. The ingdneeds partners who have a
reputation for quality and naturalness and who, througimtie#¢ modern high tech means of
production, are able to maintain the quality and tastd dieit ingredients.

Who would have thought that M_ller Fruit Corner yoghuald have such an impact in the
yoghurt market? The traditional dairy companies in thevidike unable to appreciate that a
relatively simple packaging change could so radicallr alie whole market. Through its
high quality and innovative approach, M .ller has drivervthele market forward and
achieved a 22% market share of a £506m market in 1993 in seusn ye

Naturalness/quality

Lifestyles are constantly changing, governed by conssigsmisumption motives, enjoyment,
health and convenience. Today's healthy consumers wiatik to their calorie controlled
diets during the week may well want to indulge themseadvekeir guests at the weekend. A
key word that may be used to describe these consumptiovess ‘wellness'.

Over the last five years we have seen a trend awaytie artificial, and this together with
consumers' important environmental concerns leadsi¢éwanaturalness and their desire to
go back to nature - but in a Mercedes! This means asahagipossible but better tasting and
healthier than the old nature - for example more fdeitity, higher fruit content, fuller

taste.

The light food sector may encompass reduced fat and dogar, calories, cholesterol and
salt or sodium.



However, in order to be successful light foods musveehll the satisfaction of the full fat
or sugar products in order to be accepted as real altesalivother words consumers can
still enjoy their indulgence because it tastes as good.

Major retail brands are now developing the market prigarithe frozen gateaux sector, for
example Heinz Weight Watchers, Boots, United Biscuits$eara Lee with their low calorie
cheesecake range. Own label companies are sure to fadiaion the heels of these
companies and the market will expand. If the experiencg®aairy and beverage market
are anything to go by, that area looks to become a vgnyfisant growth area.

Value for money

There is a clear relationship between price and qualapody will buy a Mercedes if a Golf
will do the job. As discussed earlier, in an increglsitompetitive market those that don't
innovate will stagnate, able ultimately to compete onlpoce. This leads to a downward
price spiral, resulting in lower quality. Trading downwasnoted earlier, increases pressure
on margins resulting in less development and launchingwfaroducts.

Utilising the right ingredients it is possible to trade ngd provide better quality products at a
good price. Who would have thought that consumers wouldnypylse ice creams for
around the £1 mark? Manufacturers such as Mars have dneenarket forwards and up
primarily by using their brand strength from within theanéctionery background. We have
already seen that McVities successfully employedghigciple within the wrapped cakes
market and in the frozen dessert area with the Jafke.C

Some businesses are located in areas where theplare aell quality value added lines as
the norm. In other areas the challenge is to be abkltopgraded products with which the
customer is basically familiar. This value added diffeecimas then to be communicated to
the consumer; provided they believe they are getting Yatumoney, they will buy the
product.

Ease of use/convenience

As well as quality, other factors such as ease of us®eotence and consistency are
exceptionally important. The consumer trend towardsksnggcthe rise in single parent
households and so on means that the demand for sliseolirsingle portion cakes will
become ever greater.

Consumers can currently buy pre-proved frozen danistebissvthe traditional finished
product. Frozen cakes and gateaux have grown but therénisghtid prevent semi-finished
products being sold. The consumer would purchase theihalidéd gateau and complete it
at home, either with an included kit of ingredients antbdations or in their own style and
finish.

Using the right ingredients that are freeze/thaw andtalie and one step in operation, it is
possible for bakers to produce in advance and then fteezeoduct until required for sale,
whether it be cakes, pastries or sheet lines.



What business are we really in? The answer | beliegdusation; we are all links in the
same chain, and by working together we can educate themengetter. To develop
confectionery for the future we need:

« to innovate constantly

+ to be prepared to experiment

+ to take risks

+ to build on existing products to increase their value addeililootion

« to work closely with suitable partners on ingredientskagimg and
equipment

+ to provide quality ingredients that are simple to use iargety of different
applications which are then presented well

« to communicate.

Of the product sectors we looked at in the beginning, rdesashowing potential for
increasing development include slice lines and cake barsther individual products such
as single portion desserts as formal mealtimes betsssdhe norm and grazing more
common.

With the decline in home baking, the celebration cakeketavill continue to develop and
frozen single portion and whole gateaux used for homeuoqpison and entertaining due to
their quality and wide product range available will contituexpand.

The low calorie sector now boosted by the support of saajer brands will show growth,
perhaps to the same level as that enjoyed by other llowecproducts.



