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For Investors, a New Pick of the Crop
Hellen Li is helping fuel apple fe-

ver in China, and it isn’t of the iPhone
variety.

The 30-year-old administrative
assistant said she has been buying
more apples since she moved from a
small eastern Chinese city two years
ago to Shanghai to work for a U.S.
company. “Chinese people are eating
more and more fruit…as our lives get
better,” said Ms. Li, as she shopped
in a grocery store. Indeed, wage in-
come for urban households rose 13%
in the first half compared with the
year-ago period, according to China’s
National Bureau of Statistics.

Fresh apple consumption in
China, which produces more than
half of the global supply of the fruit,
has soared 80% from the 2007-2008
crop year to the crop year ending in
June 2012, according to the U.S. De-
partment of Agriculture. That com-
pares with growth of just 36%
world-wide in the same period.

The surge is shaking up a small
corner of the commodities world,
the market for apple-juice concen-
trate in the U.S., and has led to the
first-ever futures contract for the
product. China’s rising consumption
of apples has pushed up prices,
squeezing margins for producers of
apple juice in the $3 billion market
for the concentrate, a molasses-like
substance that is mixed with water
before the juice reaches stores. The
U.S. imports about two-thirds of its
supply from China.

Prices for apple-juice concen-
trate from China have swung over

the past five years, dipping as low
as $4 a gallon and reaching as high
as $12 a gallon, estimates Michael
Choi, president of Zhonglu America
Corp., the California-based U.S. unit
of China’s Zhonglu Fruit Juice Co.,
one of the world’s top-five apple-
juice processors.

For the past few weeks, however,
traders have had a new weapon to
protect themselves against the va-
garies of the apple-juice-concentrate
market. The contract, which allows
participants to lock in prices rather
than having to pay the going rate at
the time they need apples, started

trading on the Minneapolis Grain
Exchange Inc. on Aug. 13 and was
listed on CME Group Inc.’s Globex
electronic-trading platform.

“We’re trying to find a way to
protect our profit,” said Zhonglu’s
Mr. Choi. Mr. Choi said he likely
would participate in the market in a
few weeks.

To be sure, there is no certainty
the futures contract will succeed.
One concern is trading volume: Only
a few more than 20 contracts have
been traded since Aug. 13.

Joe Tadros, a floor trader and
broker at the Minneapolis Grain Ex-

change who also trades for his own
account, had planned on trading the
contract on the first day but de-
cided not to because of the low
trading volume.

Another thinly traded contract,
for frozen concentrated orange
juice, has averaged 2,299 contracts
a day, year to date.

The idea for the futures contract
came from members of the Juice
Products Association, whose mem-
bers include Coca-Cola Co., PepsiCo
Inc. and trading house Louis Dreyfus
Commodities.

Kevin Barley, a senior vice presi-

dent at Morgan Stanley Smith Bar-
ney, who led an industry committee
that drafted guidelines for the con-
tract, said the risks in the cash mar-
ket are high. He said sellers of ap-
ples sometimes are unwilling to
price the raw material until the last
minute, when they have a better
sense of demand.

With more apples being con-
sumed fresh in China, the percent-
age used for processing has dwin-
dled from 31% of its total crop in
2007-2008 to just over 14% in the
2011-2012 crop year, according to
the USDA.

As China consumes more apples,
prices are rising. Zhonglu’s Mr. Choi
said his production costs have dou-
bled over the past decade.

Some analysts believe that the
futures contract could play an addi-
tional role as a barometer for over-
all Chinese consumer consumption.
“It is kind of a proxy for Chinese de-
mand,” said Joe Nikruto, a senior
commodities analyst and broker at
Chicago-based R.J. O’Brien. “It
would be great to have another way
to penetrate [China’s] economic
leanings.”

—Yue Li in Shanghai
contributed to this article.
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While China
grows most of the
world’s apples...

...the Asian nation's
appetite for fresh apples
is rising...

...leaving less to be
used for concentrate.

Up 80% since
crop-year ending 2008

Total: 65.1 million metric tons

HonHai Factory
Reopens After Riots

BEIJING—Hon Hai Precision In-
dustry Co., a major Apple Inc. sup-
plier, said Tuesday its factory in
China’s Shanxi province reopened
without incident after riots on Mon-
day left 40 people injured and
sparked a response by thousands of
police.

Louis Woo, a spokesman for Hon
Hai, which also trades as Foxconn,
said that he didn’t expect the shut-
down of the plant on Monday to af-
fect the company’s production of
finished goods.

“The campus primarily manufac-
tures auto electronic components
and consumer-electronics compo-
nents. For those things, we normally
have a few days [of] inventory, so
there will be no impact on finished
goods,” he said.

He added that the company
would maintain heightened security
on the campus, where a fight that
began late Sunday night escalated
into a riot involving 2,000 workers
that lasted into Monday morning.

The company also plans to beef
up communications with employees,
as “a lot of times it seems they are
not aware of things,” Mr. Woo said,
adding, “that makes tensions a lot
higher.”

He said the company will strive
to improve communications through
its labor unions. Unlike conventional
trade unions, unions in China are af-
filiated with the government.

The factory, in Taiyuan, has
about 79,000 employees, the com-
pany said. The cause of the dispute
wasn’t clear, although employees

said staff brought in from distant
locations have been discontent.

Hon Hai said the original dispute
appeared “not to have been work-
related” but that an investigation
was continuing.

The incident put a spotlight on
growing tension in China’s factories
as companies struggle to meet
worker demands for better compen-
sation and work conditions even as
economic growth slows.

China’s gross domestic product
rose 7.6% in the second quarter from
a year earlier, the slowest pace since
the global financial crisis. The China
Labour Bulletin, which tracks strikes
and protests, reported an increase
in such incidents, logging an aver-
age of 29 a month for the first eight
months of this year, up from 11 a
month for the same period last year.

To combat rising costs and
worker attrition, Hon Hai has been
moving its factories inland from the
more expensive Chinese coasts.

But the pliant first-generation
migrant workers who staffed facto-
ries a decade ago have become more
savvy about their rights and willing
to stand up for them. The second
generation that has joined them on
the factory floor are better educated
and more plugged in.

Average wages in China’s manu-
facturing sector rose 18.9% last
year, according to China’s National
Bureau of Statistics.

“Younger workers are definitely
more aware of their rights and more
demanding,” said Geoff Crothall, a
China Labour Bulletin spokesman.
“They want more out of life than
simply earning minimum wage.”
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Chinese demand is
putting the squeeze on
the market for apple-
juice concentrate.
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