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High

INDUSTRY ADOPTION

Low

NEXTT Trends

TRANSITORY

Trends seeing adoption but
where there is uncertainty
about market opportunity.

As Transitory trends become
more broadly understood,
they may reveal additional
opportunities and markets.

EXPERIMENTAL

Conceptual or early-stage
trends with few functional
products and which have not
seen widespread adoption.

Experimental trends are already
spurring early media interest
and proof-of-concepts.

NECESSARY

Trends which are seeing wide-

spread industry and customer

implementation / adoption and
where market and applications
are understood.

For these trends, incumbents
should have a clear, articulated
strategy and initiatives.

THREATENING

Large addressable market
forecasts and notable
investment activity.

The trend has been embraced
by early adopters and may

be on the precipice of gaining
widespread industry or
customer adoption.

Low

We evaluate each of these trends using
the CB Insights NEXTT framework.

The NEXTT framework educates
businesses about emerging trends and
guides their decisions in accordance with
their comfort with risk.

NEXTT uses data-driven signals to
evaluate technology, product, and
business model trends from conception
to maturity to broad adoption.
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MARKET STRENGTH

High

The NEXTT framework's 2 dimensions:

INDUSTRY ADOPTION (y-axis): Signals
include momentum of startups in

the space, media attention, customer
adoption (partnerships, customer,
licensing deals).

MARKET STRENGTH (x-axis): Signals
include market sizing forecasts, quality
and number of investors and capital,
investments in R&D, earnings transcript
commentary, competitive intensity,
incumbent deal making (M&A,
strategic investments).
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Increasing consumer concern over sustainability
and the continued rise of startups pioneering new
technologies have sent traditional CPG sectors
scrambling — and some into bankruptcy.

In this report, we focus on 15 trends across food, beverage, and
household essential categories from our data-driven NEXTT framework.

Incumbents looking to avoid disruption have been early adopters of
maturing trends, like plant-based meat and dairy alternatives, which will
continue to drive their strategies into 2020.

Other threatening trends such as nootropics, adaptogens, and reusable
packaging services have the potential to upend traditional product
categories and shopping channels, and some companies have been
early to invest.

Meanwhile, experimental trends like blockchain- and Al-based food
traceability and cannabis have technological and regulatory hurdles to
overcome before they can realize their full potential.
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Necessary

TARGETED SHOPPER MARKETING

A more sophisticated ad tech landscape and more direct-to-consumer
plays will enable CPG companies to establish deeper and more
informative relationships with customers.

CPG companies' relationships with consumers are typically
intermediated by retailers, social media companies, and other players
that own the platforms driving shopper engagement.

However, in 2019, consumer goods companies invested significantly in
developing one-to-one consumer relationships with new initiatives and
the help of retailers & third-party tech vendors.

For example, on the retailer front, Walmart recently released a self-serve
portal for advertisers to buy search and sponsored product ads on
Walmart.com.

In May 2019, Target rebranded its media network in an effort to better
communicate its targeted advertising solutions to its customers, which
include Pepsi, Unilever, and other CPG giants.

In addition to retailers' ad tech platforms, third-party tech providers are
gaining momentum as they build new capabilities to help CPG brands
reach and engage with consumers.

Ibotta, a digital couponing app that was recently valued at $1B, introduced
a new payment functionality in 2019 that allows customers to purchase
products in retail stores using the Ibotta app. By facilitating transactions,
Ibotta can construct a more holistic view of shopping activity and help
brand partners drive performance marketing on the platform.
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Another example is SessionM, a US-based mobile-first loyalty and
marketing automation platform that works with CPG brands like
Coca-Cola to deliver targeted offers to convert shoppers based on
their preferences. The company's platform provides customer lifetime
value estimates, A/B testing of ad campaigns, affinity scores to predict
purchase intent, and cross-channel optimization. The company was
acquired by Mastercard in October, which will broaden its reach and
capabilities.

While the digital advertising landscape evolves, CPG companies are also
launching their own initiatives to connect with consumers directly.

In September 2019, PepsiCo introduced a cash back loyalty program
that deposits cash into consumers' Venmo accounts when they
purchase PepsiCo products.

Coca-Cola recently announced a subscription service called “Insiders
Club," which delivers monthly boxes of new and exclusive products to
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As online grocery and mobile shopping apps continue to take off,

CPG companies will have more robust shopping visibility and tools to
target consumers. Leaders will differentiate by better connecting their
customers' data to anticipated needs and preferences at an individual
level, tuning both their offers and tone of the brand.
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DAIRY ALTERNATIVES

With consumers drinking less milk and traditional dairy companies
facing bankruptcies, plant-based dairy alternatives are poised to
reach their full market potential in 2020.

The dairy industry is undergoing a dramatic transformation.

In the US, per capita milk consumption fell by nearly 18% from 2010 to
2018, according to data from the USDA.

Dean Foods, the largest milk producer in the US, and Borden Dairy Co., one
of the oldest dairy companies in the US, both recently filed for bankruptcy.

Demand for less-sugary drinks and environmental concerns are among
the leading factors driving the decline in milk consumption and the rise
of alternatives like almond milk.

Corporates have already begun to tap into the growing dairy alternative
market, which is expected to hit $35B globally by 2029, according to CB
Insights' Analyst Consensus. For example, in 2016, Danone acquired
WhiteWave Foods for $10.4B, the maker of Silk almond milk.

Last year, Unilever, the leading player in the ice cream market,

invested $94M in a plant-based food research center in Europe where
researchers, startups, and other partners are developing new plant-
based products. Unilever has continued to add dairy alternatives to its
product portfolio, including vegan options for its Ben & Jerry's, Breyers,
Talenti, and Magnum brands.

Grocery CPG Trends To Watch In 2020 == CBl NS'GHTS
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4’;
With dairy alternatives gaining widespread adoption, startups are

developing new offerings beyond established alternatives like soy milk
and vegan ice cream.

Ripple Foods, for example, is making milks, creamers, and other
traditional dairy products using yellow peas. While many dairy
alternatives provide less protein per serving than their dairy-based
counterparts, pea protein provides a richer source of protein.
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Oatly helped pioneer oat milk, which was the fastest-growing CPG
category last year. The company expects its year-over-year sales to
more than double, from around $100M in 2018 to $230M in 2019. Oatly
recently opened a processing plant in the US and launched its range of
oat-milk-based ice creams in the UK.
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Another startup in the space is Kite Hill, which was co-founded by Pat
Brown, a biochemistry professor at Stanford and founder of plant-
based meat startup Impossible Foods. Kite Hill uses almonds as the
base ingredient for its plant-based yogurts and cheeses, among other
products. The startup raised $15M in Series B funding last summer and

is backed by investors like CAVU Venture Partners, 301 INC (General
Mills' venture arm), and Khosla Ventures.

As competition in the dairy alternatives market intensifies, consumers
will face a growing number of options made using an increasing variety
of ingredients. If brands do not take care to differentiate themselves,
consumers could become overwhelmed without understanding each
product's distinct benefits.

However, as these products gain popularity among consumers, expect
more channels to experiment with offering dairy alternatives, like fast
food chains. Additionally, as dairy alternative startups attract more
funding, expect more international expansion.

Grocery CPG Trends To Watch In 2020 == CBl NS'GHTS
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GUT MICROBIOME HEALTH

Food and beverage companies are targeting the gut microbiome as
they connect diet to wellness in new ways. However, researchers are

still assessing how exactly the gut microbiome impacts overall health.

The gut microbiome has been touted as the key to treating ailments
ranging from digestive distress to weight loss to anxiety and depression.

As incumbent CPG enterprises look to cater to rising health and
wellness trends, some food and beverage startups that offer products
with natural gut health benefits — like yogurt and kombucha — have
become targets for M&A over the past few years.

For example, in 2016, PepsiCo acquired KeVita, a kombucha tea brand,
for $200M. Two years later, Molson Coors acquired Clearly Kombucha,
and last year, Coca-Cola acquired MOJO Beverages, an Australia-based
kombucha brand.

In 2018, 301 INC, General Mills' venture arm, backed a number of
startups that sell products containing probiotics (microorganisms
helping restore gut bacteria), including good culture (probiotic
smoothies), Farmhouse Culture (sauerkraut), and Purely Elizabeth
(probiotic-enhanced granola).

Now, more food and beverage startups are developing products across
categories ranging from snack bars to hot sauce that use probiotics,
prebiotics, and other ingredients to improve gut health.

Even sparkling water startups are targeting gut microbiome health to
differentiate their offerings.

For example, Olipop makes sparkling tonics using prebiotics, types of fiber
that feed beneficial gut bacteria, to improve its consumers' gut microbiome.

Grocery CPG Trends To Watch In 2020 == CBI NSIGHTS
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Drink Simple, which has raised $10M to date, sells sparkling maple

water, water from the sap of maple trees that contains vitamins,
minerals, polyphenols, antioxidants, and prebiotics.
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Source: Drink Simple

Other startups like Ixcela and Viome are using at-home sampling kits
and sequencing technology to identify microorganisms living in the
gut and recommend individualized plans to help improve gut health,
suggesting that highly personalized solutions are required to maximize
the microbiome's health and wellness potential.

However, to date, the research community is still developing its
understanding of the degree to which the gut microbiome impacts
health and wellness.

For example, more studies are examining the link between gut microbes
and mental health disorders like depression, but to date, the results of
these studies have yet to establish a definitive relationship.

As more questions surrounding the potential of the gut microbiome
are answered, expect more food and beverage companies to develop
personalized nutrition services to help consumers take full advantage
of the health and wellness benefits associated with their diets.

Grocery CPG Trends To Watch In 2020 == CBl NS'GHTS
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PLANT-BASED MEAT

Plant-based meat companies gained significant momentum in 2019.
In 2020, new partnerships, distribution agreements, and production
capabilities will propel the meatless trend further.

While the production of animal-derived meat continues to hit all-time highs,
plant-based meat alternatives gained significant momentum in 2019.

Notable activity includes:
Fundings

Plant-based burger company Beyond Meat went public in May,
raising more than $240M in its IPO.

+ Also in May, Impossible Foods raised $300M in a Series E round
valuing the company at $2B.

+ NotCo, a plant-based food startup which uses Al to identify
structural patterns of molecules in animal-based food to better
understand its taste, texture, and functionality, raised $30M in a
Series A round from investors including Bezos Expeditions.

Partnerships & Corporate Activity

+ In 2019, Beyond Meat announced deals with KFC, Subway, Dunkin’,
McDonald's, and other high-profile food companies to sell or test
its plant-based meat product.

« Major food players ranging from Tyson Foods and Hormel to Nestlé
and Kellogg launched plant-based meat products.

+ Large grocery chains began selling plant-based meat products, and
more retailers, including Kroger, Wegmans, and Loblaw, launched
private label plant-based offerings.

Grocery CPG Trends To Watch In 2020 == CBl NS'GHTS
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As the trend progresses, more startups are targeting ingredients beyond
beef, such as poultry and seafood. While well-known companies like
Beyond Meat and Impossible Burger are already working on plant-

based versions of chicken and pork, others startups like Good Catch
Foods are developing vegetarian tuna, crab cakes, and fish patties.

Good Catch makes its products from lentils, chickpeas, fava beans, and
other legumes. It raised STOM in 2019 and $32M in January to help
scale its production, expand distribution, and develop new products.

The meatless trend is even beginning to trickle into the pet food sector.
For example, Wild Earth Pets makes dog food without animal-sourced
ingredients. The company raised an $11M Series A round in May from
notable investors like Founders Fund and Mars Petcare.

Source: Wild Earth

However, to date, sustainability remains one of the main incentives for
switching to plant-based meat alternatives.
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While one study suggested that reducing meat consumption in the US
by a quarter could save 82M metric tons of greenhouse gas emissions

per year, many plant-based meat offerings are highly processed and
contain similar amounts of sodium and saturated fat as beef.

As plant-based meat trends progress into 2020, more startups and
corporations will work to refine the taste and nutritional value of their
meatless recipes.

Additionally, as demand grows and production scales, other industries
will be forced to respond to the plant-based meat trend.

For example, more restaurants, ranging from fast food to higher-end
restaurants, will need to revamp their menus as meatless products
across different price points hit the market.

The hospitality industry, including hotels and airlines, will also need to bolster
their plant-based offerings to cater to these rising consumer demands.

Grocery stores' fresh and frozen aisles will also become more crowded
as startups expand distribution to lower price point retail channels, like
value grocers, and as private label assortments grow.

Grocery CPG Trends To Watch In 2020 == CBl NS'GHTS
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RAPID PRODUCT INNOVATION

New startup activity and fickle consumer behavior have forced legacy
CPG companies to dramatically accelerate product innovation cycles
— and some leading companies have responded.

The proliferation of consumer products comes at a time when startup
costs are decreasing and consumer expectations for novelty and
personalization are increasing.

Last year, US food and beverage startups raised over $1.7B across over
300 deals, up from nearly $1.2B in 2016.

As startups catering to rising demand for better-for-you products steal
share from incumbents, and as retailers look to differentiate their offerings
with exclusive products from suppliers and private labels, CPG giants are
experimenting with new approaches to accelerate product innovation.

P&G, for example, has shifted to a "lean" approach for many of its new
product innovations. To get products to market faster, the company
sells prototypes in limited quantities online and analyzes consumers'
responses in real-time through sales, reviews, and comments.

For example, Charmin tested a concept for a commercial-sized toilet
paper roll on Facebook and Instagram. The product aimed at reducing
how often users changed their roll and targeted urban millennials
looking to minimize clutter in their city apartments. Once enough
consumers bought the product, P&G teams refined the product and
scaled the launch further.

Grocery CPG Trends To Watch In 2020 == CBl NS'GHTS
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Al is also helping accelerate research and development schedules and
innovation cycles to help CPG companies keep pace with new trends.

Last year, Nestlé announced a partnership with Nuritas, a company
using Al and genomics to discover new compounds within proteins that
have functional benefits.

Tastewise, which disclosed $6.5M in venture funding in 2019, uses
computer vision, machine learning, and natural language processing to
analyze online searches, social media content, and restaurant menus to
predict food and beverage trends.

As more companies look to accelerate innovation cycles, these
techniques will help companies more precisely tailor new products
to individual markets, including localizing new innovations within
emerging markets.

Grocery CPG Trends To Watch In 2020 == CBl NS'GHTS
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Experimental

BLOCKCHAIN- & AI-BASED FOOD TRACEABILITY

Traceability remains a top challenge for global food and beverage
companies. While blockchain and Al technology are making
progress toward addressing this problem, transitioning vast network
supply chains to a new technological infrastructure will require more
time and investment.

Blockchain provides a way to monitor the food supply chain and quickly
and efficiently trace contamination issues to their root.

Last year's Food & Beverage NExTT report highlighted the momentum
blockchain gained in the food and beverage industry after some of the
world's largest CPG companies, including Tyson Foods, Unilever, and
Walmart, partnered with IBM to integrate blockchain technology into
their supply chains.

Now, more players are shifting toward blockchain-based supply chain
solutions and startups are developing new approaches to supply chain
traceability using Al.

For example, since IBM launched its initiative, its private network has
expanded to more than 80 members.

Recently, a blockchain-based mobile app giving consumers the ability
to verify the origins of coffee beans was announced at the most recent
Consumer Electronics Show. The app, called Thank My Farmer, provides
consumers with information around a coffee product's quality and
origins by scanning a QR code.

Grocery CPG Trends To Watch In 2020 == CBl NS'GHTS
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Other startups, like Phylagen, are using DNA sequencing and Al to

trace a product throughout its supply chain and verify its origins. The
company's technology, which is illustrated in the image below, catalogs
samples of dirt, dust, and other matter from the various stages of a
product's supply chain and compares that with the microbes present on
a final product to determine if the product was sourced unethically or
handled by unauthorized subcontractors.

The company is reportedly working with a major packaged food brand.

Production e
TN E N
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However, while applications of these technologies are seeing progress,
blockchain- and Al-driven solutions are still in their early days.

Interestingly, news mentions of "blockchain” and “food" and “supply
chain” have fallen since their peak in 2018.
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While blockchain is a promising solution for traceability and
transparency in the food and beverage industry, the value of these
tracking systems ultimately depends on the number of participants and
quality of inputs across the supply chain. Given the size and complexity
of most global supply chains, transitioning legacy processes around
things like record-keeping and contracts to blockchain-based systems
will take time to implement.

Similarly, while Al-based traceability tech has introduced a new approach
to food traceability, applications of the technology are still limited.
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DEHYDRATED PRODUCTS

The cost of shipping remains a significant barrier to e-commerce
profitability for many CPG companies. Startups developing
dehydrated products will help eliminate this hurdle and usher
category innovation across household essentials and more.

With e-commerce representing a growing share of total retail, brands are
looking to reduce the cost of shipping for heavy, low-margin CPG products.

For example, Procter & Gamble made headlines in 2018 with the launch
of its new Tide Eco-Box, a packaging design aimed at reducing the
shipping footprint of laundry detergent.

Then in 2019, a range of startups attracted attention for their
dehydrated versions of traditional CPG products. These offerings

help further reduce the cost of shipping low-margin, bulky consumer
goods, and their minimalist packaging creates less waste, appealing to
consumers' sustainability demands.

For example, Blueland reduces the weight and volume of shipments by
selling dehydrated versions of its cleaning products, which customers
dissolve in water.

Similarly, Vancouver-based Tru Earth launched an eco-friendly laundry
product that condenses cleaning powder into pre-measured strips of
detergent. The packaging also serves as a mailing envelope, helping the
company further reduce shipping costs and waste.

Grocery CPG Trends To Watch In 2020 == CBI NSIGHTS
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While dehydrated products are impacting how traditional home
essentials are manufactured, packaged, and shipped, this trend is also
affecting other product categories like beverages and pet food.

Kencko, which raised a $3.4M seed round last summer, makes single
serve instant smoothies.

8 Greens sells a dietary supplement tablet made from real greens like
broccoli, spinach, and peas.

In the pet category, The Honest Kitchen has developed a dehydrated
version of its human-grade pet food.

Although dehydrated products help create more favorable e-commerce
unit economics, the compact nature of these products limit the potential
for differentiated in-store merchandising, restricting their value to
e-commerce channels.

Nonetheless, as CPG companies look to boost e-commerce profitability,
more product categories will look to experiment with dehydrated
product variations.

Grocery CPG Trends To Watch In 2020 == CBlNSlGHTS
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CANNABIS-INFUSED FOOD & BEVERAGES

While new legislation helped bring cannabis closer to a commercial
reality, food and beverage companies still face regulatory
uncertainty.

While regulatory barriers still limit the short-term potential of the
cannabis market, which is expected to hit $36B by 2022, the industry
crossed a number of major milestones in 2019:

+ lllinois became the 11th US state to legalize recreational cannabis,
joining states like Vermont, Maine, and Michigan, which have all
legalized recreational marijuana use.

+ The US House Judiciary Committee approved the Marijuana
Opportunity, Reinvestment, and Expungement Act, which would
remove marijuana from the list of federally controlled substances.

+ Canada legalized recreational edible foods and beverages, with
products anticipated to proliferate in the market in 2020.

Consumer attitudes toward cannabis are also increasingly positive.

Over a third of US adults are interested in consuming legalized
cannabis, according to a Nielsen survey. Additionally, ailment treatment,
prevention, and general wellness are among the key reasons for
consuming cannabis.

Since last year, more startups and corporates have continued to
experiment with cannabis-infused products.

Grocery CPG Trends To Watch In 2020 == CBl NS'GHTS
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Many food and beverage companies are developing products infused
with cannabidoil (CBD), the non-psychoactive ingredient in cannabis
that proponents claim can offer pain, anxiety, and depression relief, and
be used as an anti-inflammatory.

For example, Kill Cliff, a beverage startup with nearly $30M in funding,
makes a zero-sugar CBD recovery drink. Molson Coors Brewing
Company also recently signed limited distribution deals with Colorado's
Best Drinks and DRAM Apothecary, makers of sparkling CBD beverages.

In December 2019, Anheuser-Busch InBev launched a new line of CBD-
infused flavored teas in Canada.

Some startups are also experimenting with edibles and THC-infused
beverages. For example, Colorado-based 1906, which raised $18M in
October 2019, makes edibles designed to produce targeted effects, like
increased focus, alertness, or relaxation. Cann sells social tonics that
contain THC.
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Source: 1906
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However, existing legislative uncertainties still make cannabis a risky
investment across most of the world.

Additionally, with the exception of certain hemp seed ingredients,
no cannabis or cannabis-derived ingredients have been “generally
recognized as safe,”" the FDA standard for food additives.

In November 2019, the FDA issued warning letters to 15 companies for
illegally selling products containing CBD.

Nonetheless, with increased investment in the space, expect more
startups to put out new innovations as regulatory frameworks are
established, including products aimed at optimizing dosing and
bioavailability (how cannabis enters and is absorbed into the body) to
increase product effectiveness.
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HUMAN-GRADE PET FOOD

Increased spending on pets, declining birth rates, and
premiumization trends are set to accelerate the rise of human-grade
pet foods in 2020.

Over the past few years, more incumbent CPG companies have turned
to the premium pet food category to jumpstart growth.

For example, General Mills paid $8B in 2018 for Blue Buffalo, maker
of natural pet food, and has grown the brand recently by expanding
distribution to more stores like Walmart.

In 2018, JM Smucker acquired Ainsworth Pet Nutrition for $1.9B, and
in 2017, Nestlé acquired Germany-based Terra Canis.

As the notion of premium has continued to evolve, recently-funded startups
developing human-grade pet food have made waves in the industry.

One startup, Just Food For Dogs, which sells USDA-quality dog food
direct-to-consumer, raised $68M last November from L Catterton,
bringing its total disclosed funding to over $100M. The company
partnered with Petco in 2018 to build in-store “kitchens” to offer its
dog food to shoppers.

Another direct-to-consumer startup called The Farmer's Dog is also
helping drive the human-grade pet food trend. The company sells
personalized meal plans using its proprietary algorithms, and has raised

nearly $50M from investors like Forerunner Ventures and Insight Partners.
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While most innovation in the pet food category has focused on dogs,
cat food sales are projected to grow at a higher rate in 2020. As the
category attracts more attention, more cat food products could adopt
recent premiumization trends seen in the dog food space.

Additionally, as companies look to differentiate with more premium
offerings, other trending ingredients in human food, adaptogens, or
more effective blends of CBD, could make their way into pet food and
treat recipes.
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LAB-GROWN MEAT

To date, the costs associated with lab-grown meat have been a
significant barrier to growth. However, recently-funded startups are
developing new technology to scale production.

While plant-based meat startups are already having an impact on the
meat industry, lab-grown meats are still not commercially available.

Lab-grown meats are produced by growing stem cells collected from an
animal muscle sample in a culture, which allows the cells to multiply.

Companies ranging from Memphis Meats to Finless Foods to Mosa
Meat are looking to provide a more sustainable source of meat by
culturing animal cells — however, these products are still prohibitively
expensive to produce.

For example, while Memphis Meats has dramatically cut the cost
of producing its cell cultured chicken, the price of one pound of the
product is still just under $1,000.
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But, recently funded lab-protein startups look to be getting closer to
solving this problem.

Future Meat Technologies, which raised $14M in a Series A round in
October 2019 from investors like S2G Ventures and Tyson Ventures, is
building manufacturing facilities to help bring down the cost of cultured
steak to $10 per pound. For comparison, the average retail price for beef
is less than $4 per pound.

Rather than develop and market a final product, Future Meat
Technologies is looking to provide the infrastructure to manufacture
lab-grown meat products at scale. The startup's new bioreactor design
is able to grow large quantities of fat and muscle cells by using a
culture that helps fight off the toxins that impede cell growth. Future
Meat Technologies reports that its bioreactors can produce two cows'
worth of meat in one month.

Source: TechCrunch
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Despite the promising outlook, the industry still faces hurdles outside
of scaling production. For example, many consumers may face
psychological barriers to eating meat grown in a lab. While half of
consumers are open to the idea of lab-grown meat, over 40% have no
intention of adding these products to their diets, according to a recent
survey.

But other outside forces are also helping bring lab-grown meat products
closer to hitting supermarket shelves.

Last year, the FDA and USDA announced a formal agreement to
jointly regulate cell-cultured food products. The FDA will oversee

cell collection, cell banks, cell growth, and differentiation, while the
Food Safety and Inspection Service, an agency of the USDA, will have
oversight over cell harvesting, production, and labeling.

As the lab-grown meat trend progresses into 2020, M&A activity and
new partnerships could help make lab-grown meat commercially
feasible. For example, lab-grown meat and plant-based meat startups
could develop a hybrid product to further scale production and bring
down costs — using plant-based ingredients could help boost overall
output while cultured fat and muscle cells would help improve the flavor
and texture of existing plant-based products on the market.

Additionally, rising interest in sustainability could help increase
consumers' appetite for adding lab-grown meat to their diets.
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Threatening

NOOTROPICS & ADAPTOGENS

Products infused with nootropics and adaptogens have the potential
to steal share from traditional CPG categories. However, with the
range of product claims and wellness applications, startups will need
to prove their products’ efficacy to win over consumers.

Nootropics and adaptogens are emerging as the go-to ingredients for
everything wellness.

Nootropics are substances aimed at improving cognitive functions,
including alertness, focus, and memory. Among the most prevalent are
caffeine and L-Theanine, an amino acid found in green tea.

Adaptogens are herbs, roots, and mushrooms said to help with anxiety
and stress management. This includes ashwagandha, reishi, and
turmeric.

News mentions of nootropics and adaptogens surged in late 2019.
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While nootropics and adaptogens have been used for centuries, food
and beverage startups are infusing these ingredients into new products
and developing wellness-oriented branding to target health-conscious
consumers and biohackers.

For example, REBBL uses adaptogenic plants and herbs in its beverage
products, which are aimed at helping consumers reduce stress and find
balance.

Four Sigmatic combines ashwagandha with coffee in some of its
products to promote balance and calmness.

Pop & Bottle is looking to capitalize on recent health and wellness
trends with its almond and oat milk lattes. The startup positions
its products as healthier alternatives to traditional RTD coffees and
explicitly promotes their nootropic and adaptogenic qualities.

These ingredients are also making their way into a wide range of
categories like dietary supplements and beauty products. For example,
The Nue Co sells supplements targeting focus & mental clarity and
Herbivore Botanicals makes skincare products with adaptogens. Kin
Euphorics is targeting social drinking occasions with a non-alcoholic
beverage option promoting mental clarity and relaxation.

While products infused with nootropics and adaptogens have the
potential to upend traditional CPG categories, startups driving this
trend will need to move beyond their wellness-oriented branding and
establish trust with consumers by proving their products' efficacy.
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REUSABLE PACKAGING SERVICES
Sustainability is top of mind for CPG executives, and more startups

are developing new selling models based on reusable packaging.

The sustainable packaging industry is worth $367B, according to CB
Insights’ Industry Analyst Consensus. And it's set to grow, as it receives
tailwinds from consumer concern and rising regulatory pressures.

A recent survey showed that nearly half of CPG consumers said
recycled packaging is an important attribute to them while shopping,
and nearly three-quarters are open to paying more for products made
with eco-friendly and sustainable materials.

In the US, states like California and New York have banned certain
single-use plastic items.

Last year, the European Parliament approved a law banning a wide
variety of single-use plastics by 2021.

With these forces coming into play, news coverage of reusable
packaging spiked in 2019.
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In particular, startups developing business models around reusable
packaging gained momentum last year.

For example, Loop partners with brands and retailers to develop
customized, reusable containers. Products are ordered online and
delivered in reusable shipping totes.

Last year, Loop raised $2M in funding from Sky Ocean Ventures and
raised a Series A in January for an undisclosed amount. The company
has partnered with dozens of CPG brands, ranging from Seventh
Generation to Pantene, and plans to launch in the UK, Canada, Germany,
Japan, and Australia in 2020.

Chile-based Algramo develops mobile vending machines where
customers can refill products using reusable bottles. An RFID code on the
bottle provides discounts on future purchases to help drive repeat visits.

Algramo plans to expand to the US after receiving funding from Closed
Loop Partners.

Source: Closed Loop Partners
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Startups like FloWater and Woosh are applying the reusable packaging
model to make waves in the beverages industry. FloWater sells filtered
water refilling stations to gyms, hotels, and retailers, among other
customers, while Woosh makes water refill stations dispensing purified
water for public spaces.

More grocers are also getting into reusable packaging models. Asda
is planning to test a sustainability store where customers can fill
their own containers with products like cereals and snacks. Waitrose
also introduced a reusable packaging model for wine, beer, cleaning
materials, and produce at four of its stores.

Sustainable packaging innovation will be a top priority for CPG
companies moving into 2020, and reusable packaging models will
continue to rise in popularity. These business models not only allow
brands to reduce their carbon footprint, but provide a new strategy for
locking consumers into repeat purchases, creating a more predictable
source of revenue and a new channel for incremental upsells.

Additionally, the durability of reusable packaging could create a better
product experience for consumers by avoiding issues like broken plastic
caps or dented cardboard packaging.
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PRODUCTS-AS-A-SERVICE

Consumer goods companies are inventing loT-connected products
and brand services for consumers. The rollout of 5G will enable even
more solutions moving forward.

CPG companies are developing a new generation of consumer products
powered by data, personalization, and connectivity.

By creating loT-connected devices with accompanying mobile apps, more
companies are looking to provide a new level of service for consumers.

For example, Danone partnered with startup Water.io to develop a smart
cap that allows consumers to track their hydration levels. The device
connects to an app that logs water consumption and reminds users to
drink throughout the day with a series of blinks, vibrations, or alarms.

Procter & Gamble introduced a number of innovations at the most
recent Consumer Electronics Show to illustrate its vision for the future
of consumer engagement.

For example, smart diaper system Lumi by Pampers allows parents to
monitor sleep and when their babies need changing. A separate app
stores activity data and provides access to video monitoring.
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UK-based Reckitt Benckiser recently announced that it's working

with Amazon to develop replenishment technologies for some of its
household essentials. For example, Air Wick, one of Reckitt Benckiser's
portfolio brands, is developing a smart diffuser that connects to an app
which allows consumers to adjust fragrance intensity and sign up for
smart reorders.

With 5G technology on the horizon, more companies will have the
infrastructure to develop connected products with brand services
across more categories, introducing a new variable to competitive
dynamics in the CPG industry.

This emerging space has the potential to let brands nurture ongoing,
individual relationships with their consumers while gaining granular
usage data — potentially upending approaches to marketing, product
recommendations, and product development.
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TECH-ENABLED VENDING MACHINES

With more companies developing frictionless commerce experiences,
tech-enabled vending machines have gained interest, but most are
still in the proof-of-concept stage.

As retailers increasingly look to reduce friction in the shopping
experience with cashierless checkout technology, vending machines
powered by Al, blockchain, and robotics are emerging as an even more
convenient option for CPG companies.

In January this year, Fresh Bowl, a vending machine startup that delivers
fresh meals in reusable glass jars, disclosed its first round of funding.
To purchase a meal, a consumer enters their phone number and PIN,
which keeps track of rewards. Users can also text questions about
ingredients, allergies, and other menu-related concerns.

The startup aims to expand to 50 locations by the end of 2020, and 100
within the next 18 months.

FRESH & HEALTHY
VENDING MACHINE
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Source: Fresh Bowl
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AB In-Bev recently partnered with startup Civic to develop a proof of
concept for a blockchain-enabled vending machine that scans a QR
code on an app to verify a user's age before dispensing a can of beer.

Tech-enabled vending machines are still in their early days, but other
iterations of the Al- and robotics-powered food vending concept are
already gaining traction.

China-based autonomous delivery startup Neolix, for instance, is
looking to use its self-driving vans to provide mobile vending for a wide
range of products for on-the-go consumers.

Another example is San Francisco-based Cafe X, which is developing
coffee kiosks powered by robotic arms.

More investment in tech-enabled vending machines could ultimately
lead to more unmanned-retail concepts tailored to specific occasions
where time-strapped consumers need orders fulfilled quickly and
efficiently, like at office buildings and airports, providing a new channel
for CPG brands to reach and engage with consumers.
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Transitory

ENHANCED WATERS

With healthy beverage trends maturing, the enhanced water
market is becoming crowded, and more alternatives focused on
sustainable packaging could shift the landscape.

The sparkling water market has surged in recent years.

As consumers shift away from sugary sodas, more sparkling water
brands like Spindrift and Hint — which have attracted a total of $45M
and $34M in funding, respectively — are making inroads.

Corporates have been able to capitalize on the opportunity. In roughly
two years, PepsiCo captured more than 6% of the sparkling water
market with its brand, Bubly.

Retailers have also captured the growth of this trend through private

labels, introducing additional competition to the sparkling water category.

Now, more beverage conglomerates and startups are turning toward
water products with new functional benefits to win over consumers.

For example, both Nestlé and Coca-Cola announced plans to launch
caffeinated sparkling water beverages in 2020. In January this year,
Keurig Dr Pepper acquired Limitless, a caffeinated sparkling water
brand, for an undisclosed amount.

Startups like Mati Energy are also developing their own caffeinated
sparkling water concepts.

Others are creating water products enhanced by Icelandic springs, teas,
proteins, and maple trees.
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While packaged water sales are expected to hit $24B by 2023, an
increasingly competitive enhanced water market with a wide variety of
functional benefits could impede growth.

Additionally, the rise of more sustainable packaged-water alternatives,
like carboned at-home hydration systems from Mitte and Rocean, could
influence new consumption patterns and the way enhanced water
products are manufactured, packaged, and sold.
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