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SEGMENT SPOTLIGHT: FERMENTED FOODS &
BEVERAGES

Have Americans become more comfortable talking about their gut issues?
It certainly seems that way with the growing appetite for probiotic foods,
beverages and supplements in general and more specifically, fermented
foods.

Probiotics are a type of functional food - foods that have shown health
benefits — that contain beneficial live microorganisms, such as bacteria or
yeast. While yogurt has been a mainstay in the U.S. diet for decades, only
recently have a variety of foods and drinks with probiotics exploded in the
market. According to Packaged Facts, 25% of adults in the U.S. actively
seek out foods and beverages with probiotics or prebiotics.

As consumers continue on their health and wellness quest and see more
"food as medicine,” interest in fermented foods has grown rapidly, despite
these foods' strong tastes and smells. Fermentation was used by many
cultures around the globe as a way to preserve food but hasnt been
prevalent in American diets until recently. Kombucha has led the way to
other fermented foods and beverages in the U.S., driven primarily by
millennial interest and a focus on healthier beverages with less sugar.

Kombucha is made from fermented and sweetened tea and naturally
contains alcohol due to the fermentation process. Originating in China,
kombucha really took off in the U.S. after being pulled from shelves in 2010
due to the identification of elevated alcohol levels. Since then, many
producers have sought to reduce the alcohol content to stay on grocers’
shelves and others, in contrast, have actively marketed the beverage as
containing alcohol (branding it as kombucha beer). Kombucha has
historically come in bottles at retail but can now be found more readily in
kegs and 12 ounce cans. According to Statista, U.S. retail sales of
kombucha are expected grow to $1.2B in 2020, from less than $400MM in
2014.

Large beverage companies are jumping on the bandwagon, with the recent
acquisition of Clearly Kombucha by Molson Coors. Molson Coors is the first
major brewery to get into the kombucha space, but despite the beverage's
natural alcohol content, it intends to use the acquisition to help build out its
non-alcohol portfolio. In 2016, KeVita, a producer of probiotic drinks and
kombucha, was sold to PepsiCo for $200MM, valuing the company at a
2.5x multiple of 2015 revenue. PepsiCo also launched Tropicana Essentials
Probiotics in 2016, bringing probiotics traditionally seen in yogurt and
kombucha to the mainstream juice aisle. Last March, the venture capital
arm of General Mills, 301 INC, led a $6.5-million Series D investment round
to benefit Farmhouse Culture, a fermented and probiotic food and
beverage startup. Finally, Peet's Coffee (owned by food & beverage
conglomerate JAB Holding Company) was recently part of a $7.5-million
Series B round of funding for Revive Kombucha last August.
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Americans, especially millennials, have become interested in trying other fermented products as well. Some notable
fermented foods and beverages include:
C Kefir — Similar to a drinkable yogurt
Kimchi — Made form salted and fermented vegetables, typically cabbage and radishes
Sauerkraut — Cabbage fermented with bacteria
Miso — Soybean paste fermented with a fungus

Tempeh — Cake-like staple from Indonesia made from fermented soybeans
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Natto — Soybeans fermented with a specific bacteria, originating in Japan

C Pickles — Preserved in a lacto-fermentation process to maintain live bacteria (vs. vinegar pickling)

Plenty of growth remains in this emerging space, and food and beverage manufacturers are looking at new product
formulations or emerging probiotic-centered brands to stay ahead of the trend.

Sources: Food Dive https://www.fooddive.com/news/a-bubbling-market-for-fermented-ingredients-shows-no-sign-of-popping/516363/; Statista;

Mergermarket
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