INNOVATION AND GROWTH
OPPORTUNITIES IN THE
BAKERY MARKET

Consumers all around the world have
a love affair with their baked goods.
From breads and cakes to pastries and flatbreads,
these products have a long-standing legacy in
many cultures that represent comfort, indulgence,
celebration, tradition and family. . . along with

the sustenance and convenience they bring to
today’s consumers. However, with the rise of

dietary concerns about carbohydrates, sugar
and trans fats from partially hydrogenated oils,
bakery products had a growing image problem
with consumers in many markets. These

shifting attitudes are creating both pressure and
opportunity for bakery manufacturers, and this
is driving innovation to create new and nutritious
products in all bakery categories.
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Despite these challenges, the global
baked goods market is thriving, with
sales of $433 billion in 2017 and a
projected value of $569 billion by
2023 on a healthy CAGR of 5%.' The
market is broken down into several
categories, including breads, pastries,
cakes, frozen baked goods and dessert
mixes. Bread is by far the dominant
player overall, making up 82% of the
total global market and consisting
of leavened bread (bread where gas
is added to a dough before or during
baking to produce a lighter, more
easily chewed bread) and flat bread
(such as pita, roti, naan, tortillas) both
in packaged and unpackaged formats.?

The overall global market is seeing
steady growth due to a variety of positive
factors, chief of which is an expanding
consumer focus on a nutrient-rich diet
that is fueling demand for products that
contain fiber and protein, whole grains,
and baked goods, which provide the
added advantage of being free of trans
fats and lower in fat content.® Further,
health-conscious consumers are also
having a huge impact on the bakery
market by driving demand for organic
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and natural bakery products. Overall,
changing consumption habits and the
convenient nature of bakery products
are helping to promote their growing
sales in many markets worldwide.

Europe is the leading market for
bakery products, making up a major-
ity of the global share, followed by the
Middle East and Africa. But Europe
is also under strong pressure from
current consumer trends, evidenced
especially in declining per-capita bread
consumption. Particularly in Turkey,
this is showing a strong year-on-year-
decline. Leavened bread is the dom-
inant category in Western Europe,
making up 86% of the market, with
unpacked bread consisting of 75% of
the total bread category here.* Exclud-
ing Turkey, future growth for Western
Europe is expected to be more stable
and will be driven by both unpacked
leavened bread and packaged flat
bread.> Top markets for estimated
growth of bakery product sales include
Italy, Germany, The Netherlands, the
United Kingdom and Sweden.®

North America is another import-
ant market for bakery products. Like
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Europe, the U.S. bakery products mar-
ket is mature and is being challenged
by consumers’ shifting health and
diet concerns. On top of that, as of
June 2018, manufacturers must com-
ply with the long-awaited mandate to
remove trans fats from their products
and can no longer use partially hydro-
genated oils (PHOs), long a standard
in baking applications.

Manufacturers have been innovat-
ing to replace PHOs, and the U.S. mar-
ket for bakery products remains strong,
The total U.S. market in 2017 reached
sales of more than $77 billion. Tradi-
tional bakery (which includes baked
goods that may be produced on-site
or finished on-site (but are often pre-
pared, then frozen or prebaked at other
locations) is the largest sector and a
very important model for supermar-
kets, while the industrialized segment
(or in-store grocery bakery) makes up
about one-third of the overall market.”

The bakery category in the U.S. is
growing by a modest 2.2% per year in
retail sales. But that said, the overall
market is somewhat stagnant, as con-
sumers shift their purchasing behavior
for baked goods. The growing desire
for fresh, artisanal items, rather than
packaged foods, is shifting the growth
out of the center store to the outer
perimeter. There are growth oppor-
tunities in bakery for specialty baked
goods, such as low-fat and gluten-free,
as consumers show increasing willing-
ness to pay more for products that are
handmade and offer unique flavors,
textures and experiences.®



Consumers are demanding more from bakery

Both markets are indicative of the shifting trends in global bakery con-
sumption. Consumers in both North America and Europe are undoubtedly seeking
to eat healthy foods. This is evident in the fact that even though the U.S. regulation
to eliminate trans fats from products is now here, consumers are ahead of the
curve and broader trends indicate that even as the compliance date is reached,
consumers already don’t want partially hydrogenated oils in their products.®

Other nutritional factors are also increasingly important in these markets. The
growing prevalence of type-2 diabetes and obesity has contributed to a consumer
desire to reduce sugar intake in their diets, as well as to look for products that are
higher in nutritional density. Coupled with the fact that emerging science indicates
that consuming whole foods is better than eating foods enriched with vitamins and
minerals,'®'" consumers are now looking for products that bring more nutritional
value to the table, and this includes their bakery favorites. That is not to say that
consumers aren’t still looking to bakery items for indulgence, but the concept of
healthy indulgence is gaining momentum even in categories like sweet bakery.?

Similarly, label-friendly ingredients are also a factor in most food categories,
and the bakery segment is no exception. As consumers seek out products with
additional nutrition, they also want ingredients in these products to be as natural,
familiar and as unprocessed as possible. Consumer understanding of the term
“clean label” is broad, with nearly 60% of respondents saying they are aware of
these products even though they don’t indicate a deep understanding of what the
term means.™

M

they aren’t certain what the term means.

-
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These health-related and ingredient
trends are converging with demands
from consumers who are living
increasingly hectic lifestyles, and are
thus snacking and eating on-the-go
more than ever before. Bakery prod-
ucts fit the bill nicely in this respect.
According to Nutrition Business Jour-
nal’s “10 Key Trends in Food, Nutrition
and Health 2018,” 56% of consumers
now snack at least once a day, and
the bakery category is one of the seg-
ments best poised to take advantage
of this opportunity.’®

Ultimately, these shifts in consumer
attitudes toward bakery products are
prompting innovation in the category
that is leading to products that offer
both health and functional attributes.

8 in 10 consumers say they are at least somewhat
likely to seek out clean label products, even though
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Out with the old, in with the new:
More balanced bakery options

Consumer efforts to live a healthier lifestyle and eat a more
balanced diet are leading manufacturers to reformulate products by
leaving out the undesirable ingredients and adding those that are
more sought after. In Western Europe, for example, free-from claims

(which include free-from major food
allergens, gluten-free, lactose-free),
vegan and vegetarian, and value-added
claims (which include added calcium,
fiber, iron, protein, omega-3’s, prebiot-
ics, probiotics) in bakery products have
all been on the rise since 2012. And
it'’s little wonder, as 77% of consumers
there say they check ingredient lists to
avoid certain ingredients, while 44%
look at these lists because they want
to add ingredients to their diet.

As these product claims gain pop-
ularity, the use of new ingredient solu-
tions in bakery products is on the rise.
For example, growing demand for
gluten-free bakery is spurring the use
of ancient grains, such as spelt, kamut,
quinoa, amaranth and chia, as well
as use of whole-grain flours in pack-
aged breads, while alternative flours
from vegetables (like cauliflower) and
pulses (like chickpeas) are showing up
in baking mixes for pancakes, pizza
dough and muffins, as well as in flat
bread products.

Products positioned as more mod-
erate are also gaining steam in the
bakery category. For example, man-
ufacturers are working to meet con-
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sumer demands with the introduction
of bakery items that are lower in fat,
have no added sugar or reduced
carbs, or are smaller in size or format.
Plant-based ingredients are also prov-
ing to be a popular solution for bakery
items, with the proliferation of con-
sumers seeking vegan and vegetarian
bakery options.

Perhaps one of the most significant
trends in bakery applications is adding
protein to the mix. Globally, use of pro-
tein in baked goods is expected to dou-
ble by 2025, according to Euromonitor.
This trend is playing out strongly in the
U.S. market, where products making

a protein claim have seen significant
momentum since 2012, with more
than 200 new products adding protein
or making a protein claim in both 2016
and 2017, as opposed to fewer than
100 making these claims in 2012 and
2013. The trend is also gaining steam
in the United Kingdom, The Nether-
lands, Australia and Germany.

Added protein claims are also crop-
ping up in a variety of product appli-
cations, but this is most prevalent in
baking mixes, breads and sweet bis-
cuits/cookies.

It is little wonder that manufactur-
ers have moved in this direction, as
consumers also increasingly indicate
they are willing to pay a premium for
products, including bakery items,
which offer enhanced protein content.

New bakery products by sub-
category making protein claims
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The rise of conscious bakery

Beyond improving their nutrient intake, consumers also want
to eat more responsibly and consciously, even down to the
croissants they eat at breakfast. So a next generation of label-
friendly products is also surfacing in the bakery category.
As consumers around the world seek products with simple,
familiar ingredients, the number of bakery items positioned
as “clean label” is on the rise. It is little wonder, given that
64% of consumers say they believe that using natural ingre-
dients makes food healthier, according to data from Health
Focus International 2018. In the U.S., the “clean label” trend
is crossing all bakery categories, from cookies that are made
with the same ingredients as one would use at home, to breads
that are made without artificial ingredients or GMOs.'¢ This
trend is also vital in Western Europe, where the number of
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bakery launches with what might be perceived as “clean label”
claims—such as no additives, organic, and GMO-free—have
seen double-digit growth since 2012. In addition, manufac-
turers are also playing to this demand by creating products
that are positioned as artisanal and homemade, in an effort to
address consumer desire for ingredients that they view as nat-
ural, and products that are minimally processed. Sustainable
product manufacturing is also an increasingly important attri-
bute for baked goods in both the U.S. and Western Europe.
Products are now being positioned as prepared by hand, with
ingredients and techniques that would be used in the home,
in addition to containing sustainably sourced ingredients, sup-
porting humane working conditions, and respecting farmer
livelihoods, the environment and animal welfare.
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The number of bakery products containing ethical claims increased
86% between 2013 and 2017. (EMEA, CAGR 2013-2017)
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Meeting modern lifestyle needs

Consumers now no doubt have increasingly modern, sophis-
ticated demands from their bakery products. With the pro-
liferation of baking television programs and social media,
consumers now want to create and/or show off their bakery
items as they post pictures on social media. It is no longer
just about taste—especially in premium bakery products—
but also visual appeal, whether it be a ready-made item or a
bakery mix. This has given rise to novelty items like glow-in-
the-dark donuts and rainbow cupcakes.

Notwithstanding the focus on health and conscious con-
sumption, there is still room for indulgence in the bakery cat-
egory. In the U.S., while consumers want to eat healthfully
most of the time, they still feel it’s okay to indulge, with 57%
saying they see nothing wrong with pampering themselves
with fattening foods from time to time, according to data
from Packaged Facts. Indulgence is seen as a treat, and more
than 4 in 10 consumers still like to treat themselves to foods
that aren’t good for them on occasion."”

And when they indulge, they often want to go all-out, so
premium baked goods are also still in vogue: with consumers

Adding value to bakery products

As these converging trends continue to impact bakery product
formulations, manufacturers need to develop smart strategies to add

value to their products in a cost-effective way.

embracing bakery items that provide new flavors, textures
and experiences. For instance, products that are available for
a limited time, or tout a creative mashup, are on-trend. As
consumers travel more and are exposed to different ethnic
cuisines, they are also open to more exotic formats and flavors
in their bakery choices. Savory options in traditionally sweet
formats, such as croissants flavored with vegetables, and cake
mixes featuring spinach, are being introduced in many markets.

One of the most interesting ways the indulgence trend
has played out is with the re-emergence of the donut, which
seems to be utterly unaffected by the demand for healthy eat-
ing. In recent years, novelty donut shops have pushed beyond
the traditional glazed and jelly-filled norms, with out-of-the
box flavors, textures and mashups (think donut sandwiches or
cronuts—a croissant/donut combination) that are command-
ing premium prices and taking donut consumption beyond
breakfast to an emerging late-night dessert indulgence. Super-
markets and convenience stores have taken notice, with sales
of fresh donuts on the rise in these outlets reaching $1.97
billion in 2016.'8

flours can often function as well as (or
even better than) other protein sources
in bakery formulations. Soy flour,
for example, can help create crumb
structure and improve the elasticity
of dough, increase water absorption,

Among the key challenges bakers
are attempting to address is eliminat-
ing or reducing sugar or DATEM, and
replacing them with ingredients that
have equivalent functionality. In the
case of DATEM, lecithin is proving to
be a go-to solution. Typically extracted
from plant and animal sources, such
as egg yolks, fish, rapeseed (canola),
soybeans and sunflower, lecithin is
both label-friendly and offers nutri-
tional benefits to bakery goods. It is
most often noted for its emulsifica-
tion properties, which are key in bak-
ery applications. It can help stabilize
emulsions that lead to improved shelf

life, as well as reduce the stickiness
of ingredients, so it is often used as a
releasing agent for bakery items.
Manufacturers now also have
plenty of new options for adding
protein to bakery products. A vari-
ety of new plant-based ingredients
are showing up in bakery applica-
tions, from flours made from peas
and pulses, to soy protein. Soy-based
proteins are currently the most prom-
inently used plant-based proteins in
bakery, making up more than half of
both the global and U.S. markets for
baking mixes and ingredients. With a
label friendly perception, soy-based
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and replace eggs in bakery applica-
tions, as well as lengthen shelf life.

In the fiber category, chicory root
fiber (inulin) is an increasingly pop-
ular option. A naturally-sourced fiber
extracted from chicory root, it offers
many functional and health benefits,
and has a label-friendly appeal. Chic-
ory root fiber is a soluble fiber source
that positively impacts texture of glu-
ten-free products, and has excellent
heat stability. Key applications include
bakery products, beverages, confec-
tionery, dairy and dairy alternatives, and
it also works well in lower-glycemic-
load products.




Conclusion: A convergence of trends

The bakery category may well be at the epicenter of numerous trends in diet and food consumption. As such, this segment has
a unique opportunity to offer products that address the broad spectrum of consumer demands: from health consciousness and
“clean label,” to those who are pushing the envelope in premiumization and indulgence.

Some of the important takeaways

for bakery manufacturers in 2018
include:

Clean label cachet

A strong understanding of what con-
sumers perceive to be “clean label” will
continue to be important in bakery
goods. Driven by consumers, the trend
for label-friendly ingredients will make
headway and could likely be a more
influential factor going forward than
the elimination of partially hydroge-
nated oils in bakery. That said, it is a
fine line to balance, as consumers now
want the best of both worlds, includ-
ing both good taste and nutrition—
especially in their sweet baked treats.
Simple products with fewer ingredi-
ents and strong positioning that evokes
an artisanal or homemade feel may be
the ticket for success in this category.

A mix of factors in play

While sugar reduction is on the radar
for a growing majority of consumers,
other nutritional attributes are equally
as important (or perhaps even more so)
for bakery goods. Beyond adding pro-
tein, consumers will delve deeper into
bakery labels, looking for nutritional
density from vitamins, trace minerals
and whole grains. Taste and texture also
remain strong factors, so new sizes with
fewer calories or smaller convenient
formats will continue to result in prod-
ucts that offer the best of both worlds.

The plus of protein

The appeal of protein will continue,
so bakery products with added protein
will be increasingly important, and
there will be rising use of plant-based
proteins targeted to bakery applica-
tions. Pulse-based ingredients may
represent the next wave of bakery solu-
tions, offering a low glycemic ingredi-
ent with a high-fiber content.

Think outside the box

Bakery products may continue to be
targeted for high carbohydrate and
sugar content, so manufacturers would
do well to think boldly and not be
afraid to move away from traditional
formulations and ingredients. Some of
the most successful new formulations
in bakery, such as gluten-free breads, are
now reaching mainstream status. Sus-
tainable and leaner ingredients are gain-
ing ground, and may have what it takes
to create the next big baking trend.

Cargill offers capabilities,
ingredients and insights
into bakery formulations.
Visit Cargill.com.

TEXTURIZERS & SPECIALTIES
Chicory Root Fiber, Custom
Texturizing Systems, Dry Corn
Ingredients, Lecithin, Starch,
Plant Proteins, Vital Wheat Gluten

SWEETNESS
Erythritol, Stevia, Sugar,
Maltitol, Sorbitol, Dextrose,

Glucose-Fructose Syrup

OILS

All-Purpose Shortening,
Donut Fry Shortening,
Cake and Icing Shortening,
Pastry Shortening

Some Cargill products are only approved for
use in certain geographies, end uses, and/or at
certain usage levels. It is the customer’s respon-
sibility to determine, for a particular geography,
that (i) the Cargill product, its use and usage
levels, (ii) the customer’s product and its use,
and (i) any claims made about the customer’s
product, all comply with applicable laws and
regulations.

CLAIMS: The labeling, substantiation and decision making of all claims for your products is your responsibility. We recommend you consult
regulatory and legal advisors familiar with all applicable laws, rules and regulations prior to making labeling and claims decisions.
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