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The Curious Case of Plant-Based Foods

A Decades-Long Journey to Overnight Sensation
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Plant-based eating has entered the mainstream of the
American diet, dialogue, and consciousness. Health
claims backed by scientific research and investment
dollars from global food brands and venture funds are
piq uing interest in plant-based food and beverage. No
longer limited to a niche consumer base, investment into
plant-based companies is accelerating, and at higher
valuations than animal-based counterparts. Armed with
capital and rising demand from "flexitarians," who
account now for 40% of the U.S. population, plant-based
and dairy-free operators have proliferated by developing
technology and processing capabilities that deliver all the
flavor, texture, and sensory appeal that were previously
the domain of animal protein-based products.
The Seeds of Change
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Decades before the growth of today's plant-based, dairy-free, meat
alternative options, consumers who followed a vegetarian or the more
rigorous vegan diet were outliers. Even if there were potential health
benefits to avoiding animal protein, the popularization of this diet was
largely driven by the counterculture lifestyle of the '60s and '70s.
Tempeh, tofu (with the accompanying "bean bite") and soy protein
were basic options purchased in "health food stores" and used in
recipes designed to mask (thankfully) the benign and largely
indeterminable flavors.
With the growth of natural food supermarkets, led at first by regional
chains like Wellspring Grocery, Bread & Circus, Wild Oats, and Mrs.
Gooch's (all ultimately acquisitions of Whole Foods Market, the
nation's largest "supernatural" grocery chain), came the consumer's
interest in healthier, natural foods. Up until the early 2000s, the
natural food industry was focused on organic and natural offerings of
minimally processed or manufactured products. Consumers wanted
cleaner, organic, natural alternatives to their conventional (non
organic) mass market offerings - with attractive flavors. This
ultimately led to more and better options and the technology to
support the sensory demands of natural foods shoppers. Enter the
commercialization of milk from plant sources (soy, almond, rice,
coconut, peas and oats), the growth of other dairy-free options (like
cheese and ice cream), the success of meat alternative companies
(such as Beyond and Impossible), and the emergence of eCommerce
and direct-to-consumer meal solution companies (that make a plant
based diet easy and delicious for everyone), and we have a $5 billion
plant-based market growing to $6.4 billion by 2022.
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COVID-19: Accelerant for Plant-Based Adoption
Plant-based food and beverage sales growth has significantly outperformed the overall food market during
COVID-19. Compared to 2019, plant-based sales were up 90% in March as consumers stocked pantries and
freezers. In the four weeks after that, plant-based food sales grew 27% more than 2019 and 35% faster than the
food category in general. Fractures in the supply chain of meat and dairy proteins have benefited plant-based
alternatives which are particularly resonating with Millennials and Gen Xers. These demographic cohorts prefer
product categories with values-based inertia of sustainability and food-as-medicine.
"The crisis has encouraged a sense of new-product discovery in this category," said Jaime Athos, CEO of Tofurkey.
"Consumer awareness of the positive social and environmental impacts of plant-based proteins are continuing to
grow...compounded more recently by the closure of meat production facilities and supply chain disruptions."
Driven by the more widespread consumer adoption of plant-based eating, investors have shown keen interest in
both the larger players - see Figure 1 - and early stage companies. Venerable and challenger brands alike are
enjoying the limelight for pent-up capital and add-ons to basic platform portfolios. There has been a large influx of
investment into the plant-based food industry in the past five years. In total, $17 billion has been invested, including
$13 billion in the past two years. Investors include visionary tech entrepreneurs, VCs, accelerators, and
multinational food conglomerates.

Meat & Dairy Factory Farms Face a Reckoning
Long the target of animal rights activists, animal agriculture now faces
scrutiny from a new generation of consumers. Consumers are
increasingly considering such factors as health, sustainability, and social
impact in making their food decisions which has contributed to the
growth of flexitarians who now represent 40% of the U.S. population. The
environmental impact of meat and dairy factory farming (described
below) is not sustainable for the long-term, and feeding the world's
population will need to be accomplished more and more through
innovation and technology.
The dairy industry has adversely affected the environment. To start,
cattle are unnaturally bred to increase production - the number of dairy
cows in the U.S. has dropped 25% since 1970 while the U.S. population
and consumption of dairy have grown. Still, the number of dairy cattle is
high, estimated to be -264 million, and their impact on the environment
is disconcerting - if cattle were a country, they would rank third in
greenhouse gas emissions (behind China and the U.S.).
Pre-COVID-19, longtime dairies were already struggling - fluid milk
consumption has been declining in the U.S. for years, while alternative
milks have grown at a 13% CAGR since 2014. Adoption in other dairy-free
categories is also strong, with 16% of Americans having tried dairy-free
ice cream and 12% having tried dairy-free cheese. Dean Foods (Figure 2),
America's largest milk producer, filed for bankruptcy last November. The
trade off from dairy to non-dairy is a seamless and tasty decision for
today's consumer.
7) Meat Index: Includes NASDAOGM.SAFM, NYSE:TSN, NYSE:HRL, NASDAOGS:PPC, BOVESPA.JBSS3, SEHK:288, BOVESPA.MRFG3,
BOVESPA:BEEF3, BOVESPA:BRFS3, Dairy Index: Includes SWX:NESN, NYSEHSY, TSX:SAP, SEHK:2379, NZSE:FCG, NZSE:SML, SHSE:600887
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