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re-focus its economic activity on high-quality 
product segments, as has been hoped, or will 
it continue to confine itself  to sectors that 
are considered less sophisticated and more 
homogeneous?

Critical developments

A clear act of departing from this reputation 
as a low-cost manufacturer is seen with Sh-
uanghui International’s USD4.7bn takeover 
bid for Virginia-based Smithfield Foods this 
May. Smithfield Foods is the largest pork 
processor in the world, and Shuanghui’s bid 
represents the largest American buyout yet by 
a Chinese company. The impact would be an 
increase in exports from the US to China as 
well as a greater exchange of expertise. 

The agreement is pending confirmation by 
government officials in the US, reportedly 
deliberating over China’s food processing and 
security issues. Cultivating production safety 
culture in China will boost the likelihood 
of a positive Sino-US partnership, which is 
currently at a standstill due to confined regu-
latory standards by the Chinese government. 
A point of  reference is that while China’s 
investment in America totals USD26bn, with 
promises to go up, American investment in 
China is around USD70bn and reportedly 
hitting a ceiling, with bureaucratic red tape 
and other statutory barriers inhibiting US 
firms from accessing and operating fully in 
the market.

French dairy company Danone Group has 
expressed steadfastness in China’s ability to 
make a comeback in the dairy market that 

has wounded consumer confidence globally. 
Danone has agreed to invest EUR325mn 
(USD423mn) worth of Mengniu stock, one 
of  China’s biggest dairy producers, and is 
planning to take an additional 8.3 per cent 
stake in Mengniu via a JV with State-owned 
Chinese food enterprise COFCO Corp. 
Danone, owner of world’s largest consumer 
yogurt brands Actimel and Activa, has been 
seeking to become a strategic investor in 
China’s dairy industry for the past decade, 
and despite a 2007 failure to gain government 
approval, remains resolute.

A full spectrum of scandals

China in the past several years has been rife 
with food scandals – generally involving at-
tempts to maximise returns and lower costs.  
From the 2007 melanin-infused infant formu-
la to this year’s recent episode of 16,000 pigs 
found in tributaries of the Huangpu River, 
product safety issues have continued to arise. 
A case involving additives that made pork 
glow in the dark in 2011 has been followed 
by many disclosures of  “fake production” 

Questions of Quality
Recent food and product safety scandals have shed further light 
on quality standards in the mainland, ultimately leading some to 
question China’s longevity as a manufacturing power.
By Iliana Foutsitzis

ESPITE UNFAVOURABLE macro-
economic forecasts for China in recent 
months, the country’s rate of growth in 

real exports currently stands at twice that of  
world trade. While some argue that China’s 
economic position will be weakened by rising 
costs and overcapacity, a more immediate is-
sue has emerged in the problem of food and 
product safety. With several recent scandals 
putting this issue in the spotlight, companies 
operating in the mainland need to start think-
ing how the issue of quality will affect them in 
both the short and the long term. Will China 
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Sebastien Breteau of AsiaInspection contends 

that China will maintain its status as the "World's 

Factory" for the foreseeable future. 
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<< Food safety

issues have been diverse 

in variety, not sparing the 

vegetarian>>
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their product,” says Breteau.

As China’s emerging middle class continues 
to grow, consumers will no longer be content 
with poor quality. Many Asian countries have 
condoned risky production practices, but it 
becomes a crucial area of development for 
a rising power like China to pursue safe and 
standardised quality production. “While it’s 
true that rising labour costs in China have 
sent some importers to Vietnam, India, Ban-
gladesh and elsewhere, decreased cost can 
be translated into lower quality and capacity. 
AsiaInspection continues to see China remain 
the preferred manufacturing option among 
emerging Asian economies, with a more 
advanced infrastructure and relatively higher 
quality standard than Asian neighbours,” 
Breteau says.

He adds, “What we do expect to see is manu-
facturing in China continue to move inward 
and away from more expensive coastal cities. 
As of the first quarter of 2013, AsiaInspection 
had seen a two year 270 per cent increase in 
inspection activity in Chengdu, Chongqing, 

Wenzhou and Zhengzhou.” Grappling with 
a fast-paced economy involves risks beyond 
production such as changes in the number 
of  production lines, facilities, models and 
the growing complexity of changing global 
markets. “As of last year, over 45 per cent of  
China’s USD8tr GDP was from industrial 
production, while the respective figures for 
India, the nearest contender, were USD2tr 
and 18 per cent,” says Breteau. “China is not 
at risk of losing its ‘World’s Factory’ status 
anytime soon.”

or the indiscriminate mixing of staple meats 
like pork, mutton, beef  and chicken with 
pesticides including rat, fox, and mink.

Food safety issues have also not spared the 
vegetarian. In May, a government initiative 
found that rice being sold in China’s southern 
province of Guangzhou contained cadmium 
-- a cancerous toxic metal that seeps into 
soil from poor disposal of industrial waste, 
over-fertilisation or hazardous wastewater 
irrigation. While authority to monitor 
companies with regard to their air, soil and 
water pollution is certainly on Beijing’s list of  
priorities, the question remains as to how a 
less complacent approach can be taken – or 
enforced – towards production. 

The automobile industry in China has also 
encountered quality issues, as seen in the 
frequent recalls of  vehicles involving both 
domestic and international cars produced in 
China. Christoph Ludewig, Director CEO 
Communications at Volkswagen China 
Investment, explains that there is no quick 
solution to quality control but simply meticu-
lous hard work: “We assure quality in every 
aspect of our activities: dealer, production, 
products, supplier, customer service. On top 

of that, we make sure to support our employ-
ees with the best vocational education and 
training,” he says.

Lessons from history

Parallels can be drawn between China to-
day and other countries that have recently 
undergone changes in an industrialised 
setting. One such comparison can be made 
with pre-1960s Japan. Similarly facing a 
situation of  low-quality production, Japan 
quickly learned that gaining knowledge 
strictly through multinational partnerships 
does not allow for sustainable growth. Un-
like their Chinese counterparts, Japan moved 
away from OEMs and fostered local firms 
using reverse engineering and innovation to 
master production techniques for electronic, 
technological, automobile and other highly 
competitive industries.

In the food industry, one need only look at 
US history to see how fast-paced economic 
growth can yield fraudulent practices. Amer-
ica in the late 19th century was in a similar 
situation to modern-day China, growing at a 
frantic pace and with insufficient regulation. 
Scrutiny towards the appalling quality of  
meat production was most famously depicted 
in Upton Sinclair’s 1906 novel, The Jungle. 
In 1906, the US Congress passed legislation 
allowing the creation of the Food and Drug 
Administration, an arm of the Department 
of Health and Human Services.

Looking ahead

Consumer rights and protection laws have 
been continuously amended and enacted by 
the Chinese government since 2011, with 
substantially more severe punishments for 
food-related crimes. However, as Beijing is 
in the midst of another five-year plan, legal 
remedies are proving to be only as effective 
as cultural and systemic factors will allow. 
In speaking with Sebastien Breteau, CEO of  
third-party quality control firm AsiaInspec-
tion, there are high hopes for China yet. 
“The biggest roadblock to manufacturing 
successfully in China is the importer -- not the 
supplier and not the government. Everyone 
wants to blame factories, but ultimately it is 
the brand or retailer who is responsible for 

AsiaInspection has seen increased inspec-

tion activity in such second tier manufacturing 

hubs as Zhengzhou, Wenzhou, Chongqing and 

Chengdu.
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