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The potential of the plant-based
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report, players face significant
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emerging sector.
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The potential of the
plant-based meat
inaustry in China
(S huge. But, as

as James Sinclair
and Jason Zhang
report, players

face significant
challenges to
succeed in this

emerging sector.

As the world embraces a new era
of agricultural technology so a
range of exciting, cutting-edge and
game-changing advances in food
production are emerging.

One such area, and the focus

of much activity and investor
excitement in China, has been the
development of plant-based meats
which are typically made from
extracted plant or whey protein. In
the West such foods are beginning
to gain real traction with consumers
not only keen to reduce their meat
intake from a health point of view,
but also from an ethical standpoint
given that meat production is a
major contributor to greenhouse
gas emissions.

The development of plant-based
meats has the potential to affect
the whole food chain from food
ingredient companies right through
to food service operators. It's a
movement that affects everyone,
consumers and producers alike.
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China’s unique
starting point

But while there is much hype and
discussion over the sector’s potential
in China, in terms of developing

the category the country is starting
from a very different position to
most Western countries.

Meat consumption in China has only
been on the rise for the past 30 to
40 years, and plant protein has long
been the mainstay of Chinese diets.
Soy-based products in their many
guises remain ubiquitous, including
a huge variety of different types of
tofu.

Soy-based products have been an important element in Chinese cuisine for centuries

Page 1
© 2020 InterChina. All Rights Reserved



Chinese consumers thus both perceive
plant protein to be economical, and
have sophisticated expectations for
what plant proteins should deliver. But
at this stage, it is meat that is generally
considered the more pleasurable to
consume and a reflection of a higher
quality of life.

As China’s food industry has
industrialized, soy derivatives have
often been used as fillers in processed
meat products to bulk up volumes
and improve mouthfeel. Chinese
consumers increasingly perceive
heavily processed products with long
ingredients labels reliant on fillers as
inferior to real meat in terms of both

health and sensory characteristics. The
premium price is commanded not by
processed protein but by real meat.

Meanwhile China already has an
established ‘faux meat’ category.
Plant-based faux meat has been part
of Buddhist cuisine for centuries, and
produced by Chinese companies on a
commercial scale for decades. It is not
only perceived to be a religious and
vegetarian product, but incomparable
to the sensory characteristics of real
meat. As such, it has remained a niche
category, with vegetarian restaurants
only accounting for 5,000 of China’s

three million restaurants.

Chart #2
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Thus, rather than laying the ground for
a modern plant-based meat category,
China’s unique starting point acts as a
barrier. The challenge, therefore, is not
to create a plant-based meat category
as in the West, but to disrupt existing
perceptions with a 2.0 version.

China already has an established ‘faux meat’ category, as part of Buddhist cuisine
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Technical challenges
In mimicking meat
in China

Burgers are not a mainstay of Chinese
cuisine like in the West. For instance
there is no equivalent to a burger
patty that accounts for a huge share
of meat consumption, especially one
that only needs grilling before being
ready to eat.

But as plant-based meat players in
China look for alternatives that can

replicate the richness of Chinese
cuisine, they face a range of technical
challenges:

* In addition to different Chinese
dishes using different cuts/formats

of the base protein, the protein is
also combined with many additional
ingredients ranging from oils to
vegetables to seasonings. This creates
chemical reactions which affect
sensory characteristics.

« China has more cooking methods
than most cultures. Protein needs to

Chart #3
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be stir-fried, deep-fried, shallow-fried,
braised, boiled, steamed and roasted.
This range of cooking methods
exposes the protein to extremes of
physical stresses.

+ China is not one single market when
it comes to food. Each province has
its own cuisine, range of dishes, and
unique food flavours. This creates
huge variety.

The application of plant-based meat within Chinese cuisine is facing technical challenges
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So the central question is how can

a plant-based product replicate the
physical and sensory characteristics of
existing animal-based meats given the
vast array of Chinese dishes?

This variety and complexity makes
standardization very difficult, and it
is unlikely that China will mirror the
development of the alternative meat
market in retail and food service
channels in the West.

Small steps to
building scale

Routes to market are also problematic.

In part because the Chinese food
market is so regional, channels for
distributing plant-based meat are very
fragmented between retail outlets and
food service chains.

Every time a plant-based player wins
a new key account in the West it
moves the needle. However, in China,
even large key accounts only have a
very small share of the food market.
Western fast food chains in particular,
where plant-based patties have
potential, only account for a marginal
share of food service.

To build a category many key
accounts need to be won over, and
that is going to take time.

A proposition
customized for
China

Given this array of challenges

any tipping point for a significant
proportion of people shifting from
animal protein to alternative protein
in their diet is some way off. However
one should not lose sight of the
potential opportunity in China for
those that rise to these challenges.

Unlocking the market for plant-based
meat will require the category to have
a compelling proposition for Chinese
consumers. In the near-term it is
unrealistic to expect plant-based meat
to match the sensory characteristics of
real meat with clean labels and natural
ingredients, while also offering superior
nutritional benefits. So instead, the
category will need to compensate with
a much more targeted proposition.

As in the West, plant-based meat
needs to be a lifestyle choice for
Chinese consumers. However, the
emphasis should not be on the
environmental benefits of less meat
consumption, which is not a sufficiently
significant motivator for Chinese
consumers at present. Instead, the
opportunity for plant-based meat is in
the role it plays for a healthy lifestyle.
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Lighter meal

For example, as consumer lifestyles
modernize in China, there is potential
for plant-based meats to offer a
lighter meal without compromising
on nutritional intake. Lighter meals
are needed by consumers managing
their weight, by office workers seeking
to sustain energy levels after lunch,
by the increasing number pursuing
active hobbies at weekends, and by
those wishing to sleep on less active
stomachs after dinner.

Many occasions, whether festivals
such as Chinese New Year, or types

of meals such as hotpots, could be
enjoyed without the same calories and
cholesterol, without the same fear or
quilt.

The key here is the emphasis on the
meal. Given the nature of Chinese
cuisine, the proposition is the ability
to deliver traditional dishes while
using alternative ingredients. This is
how Chinese consumers judge their
culinary experience, and this is the
proposition that cannot be delivered
by traditional plant proteins.
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Positive signals

We are now starting to see
encouraging signals around the
sector’s potential emerge. Recent
surveys have suggested that more
consumers than thought could be
willing to embrace the market while,
crucially, the ecosystem is building
up fast too.

For instance leading US player
Beyond Meat has just announced
plans to build a factory in China (see
below) and its move will inevitably

be followed by others. Innovative
Chinese start-ups such as Starfield,
Green Monday and Zhenmeat are
also growing too.

The supply chain around soy-based
raw materials is also historically well
established in China, which means
both international and local meat
processors could move quickly into
the market if need be. The food
technology market to test products
and develop formulas is rapidly

evolving as well.

Chart #4
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And, crucially, there is strong
investor interest. A lot of specialist
PE funds and incubators are
emerging such as Dao Foods
which screens and select start-ups
on a rolling basis, makes financial
injections, optimises business plans,
and connects value chains.

There are already many players active up and down China’s plant-based meat value chain
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Technology
University:
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Zhen Meat to
develop plant-
based mooncakes
among other
products.

Source: InterChina Analysis
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year. Its brand
Omnipork:
Launching new
plant-based meat
products and
moving into large
supermarkets.

.
planat,
PLREN

Other Startups incl.
(a) Starfield, (b)
ZHEN, (c) Z-Rou

PlanetGreen:
Starfield building its
own offline retail
network.
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Leading the way

W

BEYOND MEAT

Beyond Meat entered the Chinese
market with its existing range of
beef and burgers but, mindful of the
Chinese market, has also launched a
more local ‘innovation platform’ that

extends into pork and poultry and
which looks at recipes and specific
applications for the Chinese diet and
cuisine. Earlier this year it also formed
a partnership with supermarket chain
Freshippo, while it has also partnered
with fast food chain Yum China.

In September it became the first
foreign company specialising in plant-
based meat to say it would start
building production facilities in China,

announcing plans to build a factory
close to Shanghai to manufacture
plant-based chicken, beef and pork.

Beyond’s strengths are its strong
global brand reputation and finance
capacity, while it can also leverage

its manufacturing technology and
know-how into China. Manufacturing
in China will also enable it to

remain price competitive and
maintain supply chain flexibility.

Younger consumers

SIARFIELD

Starfield’s approach has been to target
younger consumers in big cities, as
well as young mothers who are keen
to buy healthy foods for their children,
and the retired middle class who are

well-informed, have purchasing power,
and want to introduce more healthy

proteins into their diet.

It is not trying to compete head-

on with Beyond Meat but instead
focus on local food service outlets.
This includes partnering with high
profile restaurant chains, leveraging its
credibility to encourage trial.

The company recently raised $10m in
a funding round led by Sky9 Capital,
planning to strengthen its product
development capabilities and build its
own factory in Shenzhen. Importantly,
it will keep its supply chain flexible,
able to run small batches to meet the

individual needs of its key accounts.
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What it will take to
succeed

Players entering the market therefore
have three key questions to ask -
which consumer segments they are
going to target, what type of plant-
based protein product they are going
to develop, and what their route to
market is going to be (food service,
retail, or maybe a combination).

Focus on the most open
consumers

Focus on tier one and two cities
where younger consumers are living
more modern lifestyles, are generally
more informed, and ready to try and
adopt novel foods as part of their
diet. As discussed above, a targeted
proposition for these consumers is
needed, centered on the role plant-
based meat should play in a healthy
lifestyle.

Consider starting with the food
service channel

It is likely that the food service channel
will drive the development of the

plant-based meat sector, with the
retail channel following in its wake.
The successful application of novel
ingredients to Chinese dishes will likely
require culinary skills most commonly
found in restaurant kitchens. Plant-
based players will increasingly partner
with high profile chefs to educate and
influence consumers, while consumers
will be more willing to experiment
when dining out and less sensitive to
long ingredient labels.

Localize product and supply chain
Scale will only be achieved in China
with products suited to Chinese
cuisine. We expect the front runners
over the coming years to be those
offering plant-based pork mince, given
its relative versatility and common
application. For international players,
starting with an export model to test
the market is fine. But having a local
supply chain will be critical in the long
run to be both responsive and cost
competitive. Chinese players, with
their new product development solely
focused on the Chinese consumer, will
have an advantage in this regard.
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Getting the price right

Cost competitiveness is also a
particular challenge given that the
Chinese market is still so small. For
those offering a straight substitute for
real meat, they will need to match the
price of meat. For those with a more
compelling proposition there is good
potential to command a premium as
Chinese consumers have proven their
willingness to pay for products that
better meet their needs, whether that
be nutrition, safety, sensory or status.

Be part of the ecosystem

Having in-market representation is
also very important. People on the
ground are needed to track market
developments and connect with
customers, distributors and ingredients
suppliers. No-one knows exactly when
the market will take off. But if you are
not involved in the ecosystem in the
first place then you will be out of the
game when it does.
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