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Executive Summary
This project focuses on evaluating the effectiveness of Vitasoy business model under the existing business environment and provide suggestions in adopting the market change. This report states the analytical views on the external and internal factors impacting the company’s business and evaluates the commercial prospects of Vitasoy. To sustain market growth in the Hong Kong market, it is recommended that Vitasoy should adjust the product portfolio by increasing the proportion of plant-based food commodities through the development of new items to satisfy the future market demand.  
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[bookmark: _Toc68800686]1.	Introduction 

[bookmark: _Toc68800687]1.1	Company background

Vitasoy was founded in 1940 in Hong Kong by Dr. Kwee-seong Lo to promote sustainable nutrition through varies food and beverages products. The company launched its iconic soymilk during its establishment to introduce a protein-rich nutritious drink in wartime for the Hong Kong citizens (Vitasoy, 2021). Its product portfolio has further expended to other food and beverage items but still maintained over 90% produces as plant-based beverage offering (Vitasoy, 2020(a)). Vitasoy produces are now available in more than 40 markets worldwide and has operations in Hong Kong, Mainland China, Australia, Singapore and the United States (Vitasoy, 2020(a)). 
[bookmark: _Toc68800688]1.2	Problems definition

Vitasoy soymilk was once an affordable source of nutrition during wartime in the 1940s which marked the company successful establishment in Hong Kong. Since then, Vitasoy has heavily focused on the expansion of beverage products and currently setting key performance indicators (KPI) to sustain plant-based beverage offering at more than 90% till the fiscal year 2025/26 (Vitasoy, 2020(a)). However, with the significant change in economy and standard of living after the company's formation, alongside permanent customer behavior shifts on nutrition focus and healthier dining habit after the Covid-19 crisis (Swiss Re Institution, 2020), can Vitasoy business model, which highly concentrated in plant-based beverage products, satisfy consumers’ desire for nutrition in the 2020s come to question. 


[bookmark: _Toc68800689]1.3	Project aims and objectives

In response to the problem, this project performs a review on Vitasoy business model and provides recommendation to align with the change in consumers’ consuming practices. Thus, the following project objectives are defined to achieve the project purpose:
i) To identify the potential plant-based product markets
ii) To innovate and develop new plant-based products
iii) To recognize possible business models for future development
[bookmark: _Toc68800690]2. 	Project scope

With the success of Vitasoy, the sales of the company have developed with various ready-to-drink and nutritious products under different brands and make available in the global market. To align with Vitasoy’s business vision which is to provide sustainable nutritious plant-based food and beverages (Vitasoy, 2020(a)), this project will specify on the plant-based product line ‘Vitasoy’ and focuses on the Hong Kong market, a core operation region that facilitates local sales and exporting with self-owned manufacturing plants. All protein in-takers will be targeted as potential customers in this project to identify the capacity in the plant-based product market.


[bookmark: _Toc68800691]3. 	Information source and research method

The source of information in this project relies on published information related to Vitasoy and its business, i.e. company websites, annual reports and sustainability reports; market research reports; published articles; digital media; and market data from official organizations such as Census and Statistics Department (C&SD) and International Monetary Fund (IMF). The information is secondary data obtained mainly through websites, books, articles, etc.
[bookmark: _Toc68800692]4. 	Analysis and discussion
	
To determine the effectiveness of the business model of Vitasoy, it is necessary to analyze whether such model aligned with the change in the business environment and consumers behavior. Such analytical review helps to evaluate the business prospect of the company for identifying possible market capacity for future development.  
[bookmark: _Toc68800693]4.1  External factors affecting Vitasoy current business model
PESTEL analysis (Aguilar, 1967) is a tool to analyze the macro-environmental factors that influence a company’s performances. In this section the critical external factors affecting the company’s business model are identified with reference to PESTEL analysis. These factors are further breakdown by using the MECE principle (Rasiel, 1999), for the purpose to apply mutually exclusive and collectively exhaustive thinking to the identified issues for building the cause and consequences relationship that impacts the current business model.
	External factors
	Change drivers
	Cause 
	Consequence

	Economic 
	Improvement in living standard
	Upward trend in GDP per capita and median monthly household income
	Increase customers' willingness to purchase quality products

	
	The capacity in the beverage market
	Reaching bottleneck in average beverage volume consumption 
	Limit the opportunity to achieve market growth

	Social
	Covid-19
	Increase concern in healthy lifestyle after the health crisis
	Boost the demand for nutritious food and beverage

	
	Change in Hong Kong household structure
	A consistent decrease in birth rate and household size
	Gradually reduce in customer base in the future


	Table 1 External factors influencing Vitasoy business model

[bookmark: _Toc68800694]4.1.1 Economic aspects
As being a large consumer goods organization in Hong Kong, the economic conditions in the region have direct influence on the business performances of Vitasoy. The following graph illustrates some of the economic aspects that can be the indicators of the future development of the company.  


Graph 1 Historical trend in Hong Kong economic aspects

Source : C&SD, 2021; Statista, 2020(a)
i) Improvement in living standard
Customers’ ability to consume is one of the most impactful factors that affect the standard of living in the region. Such ability can be observed by the local economic development in recent years. Graph 1 illustrates that the real Gross Domestic Product (GDP) per capita and median monthly household income in Hong Kong, which are the indicators of individual’s consumption ability, see a consistent growth on a year-on-year basis (YoY) in the past ten years except for the recent two years as the economy was suffering from the impact of social unrest and the Covid-19 outbreak. Despite the sudden economic downturn, according to the forecast of IMF (2021), the real GDP of Hong Kong is expected to maintain a growth between 2% - 4% in the forthcoming five years, whereas the estimated average monthly salaries performed by Trading Economics (2021) projected an upward trend that reaches HK$18,500 in 2022. Thus, these formulate a gradually growing economy that enhance individual spending ability and encourage consumption activities.
The consistent growth in the individual’s consumption ability provides a positive condition for improving the general standard of living in Hong Kong, in which local customers are more prepared and willing to spend on higher quality products for better living. Vitasoy has been supplying the local food and beverage market with non-genetically modified soyabean products at an affordable price. However, since there are gradually upward shifting in customers’ spending capability and demanding for quality living, the company can align with such trend by expanding its product portfolio through innovating upgrade health products at a higher selling price, to capture the consumers who desire for products that are better than average.  
ii) The capacity in the beverage market
Meanwhile, the development in the Hong Kong beverage market is critical for Vitasoy performances as the company has maintained more than 90% of its products as plant-based beverage offerings (Vitasoy, 2020(a)), which falls into the non-carbonated soft drinks category that represents non-alcoholic liquid refreshment beverages that are not artificially carbonated. In the past eight years, the consumption in average volume in non-carbonated soft drinks per capita reflects a feeble growth in which growth rate was kept below 1% over the years as shown in Graph 1, and according to Statista (2020(a)), the forecasted growth rate will maintain at a similar level till 2025. Also, a comparison is made between the Chinese communities which share a more similar beverage consumption habit, the estimated average per capita consumption in Hong Kong in 2021 stands at 26.4 liters, which is more than double of the China market, i.e., 11.1 liters, that is expected to be consumed (Statista, 2020(a)(b)). These illustrate that Hong Kong customers are already positioning at a higher beverage consumption level, together with the weak growing trend in the market, indicates that Hong Kong is currently experiencing a relatively maturing beverage market with little capacity to expand. 
Thus, Vitasoy current KPI target to sustain 90% beverage offering till 2026 (Vitasoy, 2020(a)) may not be favorable to the company’s business in Hong Kong as a maturing regional beverage market provides little capacity for further development. The heavily beverage focused business strategy would confine future revenue growth due to such market condition. This would require the management to reconsider and might need modification on regional KPI to sustain a more balanced proportion in its food and beverage products.  
To sum up, in response to the existing economic aspects that affect Vitasoy business model, the company should adjust its product portfolio by innovating new health products and increase the proportion in plant-based food products to capture the economic benefit from the market trend.
[bookmark: _Toc68800695]4.1.2 Social aspects
Since Vitasoy target customers are individuals, any change in social behavior and daily practices could directly impact the level of consumption of its products.
i) Covid-19
Soya-based products have always been recognized as a healthy substitute for animal protein. Back before the Covid-19 outbreak in 2020, there were rising awareness on meat-free products replacing by vegan or plant-based meat for a healthy lifestyle (Vegconomist, 2019). The pandemic has even accelerated this trend where survey shows that plant-based protein becomes mainstream in some of the developed countries (Anderson, 2020), and is believed that this will increase the market demand for soyabean product such as tofu, soyabean-based dairy substitutes and processed meant. The permanent customer behavior change on healthy eating in the post-Covid 19 era (Swiss Re Institution, 2020) can further create and secure the market capacity for plant-based products. Since Vitasoy has been long promoting its nutritious plant-based food and beverage from the establishment of the company, the shift of such dining practice opens up business opportunities for its brand products to be more integrated into customers’ eating habit.
Graph 2 Change in spending behavior of Hong Kong consumers under Covid-19
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Source: KPMG & Gini, 2020

In Hong Kong, local customers are adjusted to new normal under the Covid-19 outbreak who prioritized eating at home instead of dining out and is believed that such practice will continue after the epidemic (Nielsen, 2020). As illustrated in Graph 2, the spending on essential products such as groceries have been outperformed all other consumption categories due to the formation of stay-in-home economy in the health crisis, and the developing home cooking trend is expected to continuously favorable to the sales of certain fast-moving consumer goods such as packaged food even after the pandemic. Together with the growing attention to plant-based protein as mentioned above, the aftermath of Covid-19 has expanded the market capacity in the sales of plant-based food products for home consumption in Hong Kong. Vitasoy plant-based food items such as tofu are likely to gain advantages from the new form of dining habit, but the company might not be able to fully capture the economic benefit from the trend due to the limitation on the variety of its food products. Thus, currently will be a proper timing for Vitasoy to develop other possible plant-based food products to cater for the upcoming market demand. 
ii) Change in Hong Kong household structure
Vitasoy current target customers are the citizens in Hong Kong and the change in household structure will influence the customer base which has a direct impact on the company’s source of revenue. 


Graph 3 Historical trend in Hong Kong household structure

Source : C&SD, 2021
Graph 3 has illustrated the changes in the formation of Hong Kong household in the past two decades. There has been a consistently dropped in the crude birth rate after it reached its peak in 2011 and at the same time, the average domestic household size has gradually reduced to 2.8 as compared to 3.3 twenty years ago.  However, the number of domestic households recorded a slight but steady increase during the same period. This indicates that the population trend of Hong Kong will be structured by a larger number but a smaller size of households, and this will eventually lead to a reduction in population due to the decline in the willingness to give birth within a family. This assumption can be further supported by the projected household and population of Hong Kong as shown below. 


Table 2 Hong Kong population and household projections
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Source : C&SD, 2021
The Hong Kong population and the number of households will reach the peak in the 2040s and the population in 2069 will reduce to a level that is less than the compared actual figure in 2019. Meanwhile, the average domestic household size will drop to 2.6 and maintain at the same level till 2054.  Thus, the average consumption for food and beverage in domestic households within the future 30-40 years can foresee a decline due to the reduction in household size and population, which will affect Vitasoy source of revenue in the long term.
Yet, the demographic change in Hong Kong households has also created another phenomenon, where young families tend to adopt pets as part of their family instead of having children, which stimulate the growth in the pet industry including pet food (Chung, 2018). The latest survey conducted by the C&SD (2019) demonstrated that more than 200,000 households owned dogs or cats, representing 9.4% of the total households in Hong Kong. The same as human, dogs and cats need to consume protein for nutrition balance and meatless diets for pets can be a possible development in the future.  As being an experienced plant-based protein processor, Vitasoy could investigate the possibility to extend its target customers from human to pets, to offset the reduction in customer base due to the change in household and population structure in the long term.  
By considering the social aspects as mentioned above, to incorporate the business model with the change in social behavior and household structure, Vitasoy can modify the product portfolio by increasing the varieties of plant-based food products and research on the likelihood to extend its target customers on food products from human to pets. 
[bookmark: _Toc68800696]4.2  Internal factors impacting Vitasoy current business model
To identify internal factors affecting Vitasoy business model, the SWOT analysis (Humphrey, 2005), which is an analytical tool to evaluate strengths, weaknesses, opportunities and threats of a strategic planning, is used to locate the elements that impacting the company’s performances. Since Section 4.1 has mentioned the opportunities and threats to the existing business model, the following will focus on the strengths and weaknesses of the company to illustrate the effectiveness of its current business strategy. Strategic Drift (Johnson, Scholoes & Whittington, 2005) is used for reference to determine the sensitivity of Vitasoy to the business environment after considering all the evaluated factors and helps to provide a solution to sustain Vitasoy business. 
	Elements 
	Performances
	Business Status

	Strengths 
	Well established brand name
	Phase 2 - Strategic Drift

	
	Provide quality products 
	

	Weakness
	Declining competitiveness among its business regions
	


 Table 3 Existing position of Vitasoy business model



[bookmark: _Toc68800697]4.2.1	Business advantages of Vitasoy
	With Vitasoy long establishment in the Hong Kong market, its brand name has been an icon that forms part of the history of Hong Kong. The company has been staying focus on its long-term vision, to provide plant-based nutrition products, and its success in launching the iconic soymilk has marked a strong foundation for its brand name to develop. Together with continuously providing quality products, such as the use of non-genetically modified ingredients and maintaining low sodium content (Vitasoy, 2020(a)), the customers' confidence level in the brand has been deep-rooted that can be outperforming other competitors. Thus, it is easier for the company to gain consumers’ confidence when launching different products with such a superior foundation in the Hong Kong market. 
	The outstanding brand status and product credibility have given Vitasoy extra flexibility in changing its product portfolio to adjust to the market. Based on its previous success in soymilk, the Company has extended the variety of plant-based beverage offerings, i.e., adopting product development strategies, to enhance its market capacity in the beverage market. Similarly, when the company has the necessity to launch a diversification strategy to incorporate the new market trend, its accomplished branding and product quality could provide a better startup platform for the company to introduce its new product to the public. 
[bookmark: _Toc68800698]4.2.2	Reducing competitiveness as compared to Mainland China
Vitasoy Hong Kong market was once the key revenue and profit driver of the organization, but the rapid development in the Mainland China market has overtaken its position and became the company’s dominant market.


Graph 4 Vitasoy segment revenue trend

Source: Vitasoy 2020(b); 2019; 2018; 2017; 2016
As shown in Graph 4, the revenue gap between the Hong Kong market and the Mainland China market has been expanding since the FY 2015/16. Except for the recent year impacted by the Covid-19 outbreak, the Mainland China revenue managed to achieve 11% - 39% YoY growth during the five years period, while at the same time the Hong Kong market can only maintain 5% or below YoY growth. 
Graph 5 Vitasoy segment profit trend

Source: Vitasoy 2020(b); 2019; 2018; 2017; 2016
Similar to the revenue trend, Graph 5 has illustrated that the dominant profit generating position of the Hong Kong market was replaced by Mainland China in FY2017/18 and since then the Hong Kong profit started to suffer from the negative growth rate. These figures demonstrated that the Hong Kong market performance has been stuck at a similar level as compared to five years ago, or even weakening since its profit is struggled from maintaining YoY growth. Such performance has indicated the reducing competitiveness within the organization as compared to the speedy development of Mainland China. 
The weakening competitiveness among internal segments is an early alarm for the management to review the Hong Kong business model. A timely adjustment on the business model to react to the market trend and the change of business environment can prevent further decline of performances. 
[bookmark: _Toc68800699]4.2.3	Locate the existing strategic position of Vitasoy
By reference to the four stages of strategic drift, the current status of Vitasoy can be positioned at phase 2. Due to its early successful business model, the company has been focusing on the development of plant-based beverage offerings, but as mentioned in Section 4.1, the change in economic and social aspects has led to a shift in customers eating habit and consuming practices, in which the continuity of the same model might not be able to fulfil the upcoming customer demand. The reduction in the effectiveness of the model can be supported by the recent performances of the Hong Kong market, during the past five FY, the company has found it difficult to sustain business growth in the region. These characteristics of the Hong Kong market can be matched with the phenomenon under strategic drift. 
Therefore, to prevent from entering into phase 3, where the gap between customers expectation and the company’s products is so large that the company needs to make an immediate change, it is currently the right timing for Vitasoy to further understand what consumers’ needs and stay aligned with the change in the business environment. 
To summarize, after evaluating the external and internal factors as mentioned in this section, there is a necessity for Vitasoy to modify its business model by adjusting its product portfolio, particularly to increase the plant-based food products, in response to the upcoming market demand.
[bookmark: _Toc68800700]5.	Recommendation
It is suggested that a modification of the product portfolio is required for Vitasoy to face the forthcoming business environment. Ansoff matrix (Ansoff, 1957) is a management tool to analyze suitable strategies for the company to consider its growth capacity using existing or new products in the existing or new markets. Since there is a foreseeable increase in demand for plant-based food products, to expand the market capacity in Hong Kong, it is recommended that Vitasoy should increase the proportion of food commodities and innovate in new products to fulfil future customers’ needs.
Graph 6 Vitasoy growth plan
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5.1	Development in the varieties of tofu products 
Vitasoy existing food products mainly consist of four types of tofu items (Vitasoy, 2021), therefore there is still capacity to expand its related products, including almond tofu and egg tofu, etc. in the existing market. The currently well-known tofu products can build product credibility to the upcoming new products, and the increase in the variety of products can sustain product attractiveness to the target customers. Moreover, the company’s previous experience in similar food processing can incorporate in the new product development, not only may shorten the innovation time for the latest products, but also stimulate improvement in food processing technology to enhance the quality of the existing plant-based food items. 
	Since Vitasoy has already had the basic techniques to manufacture tofu commodities, such product development can be determined as a prompt response to meet the increase in plant-based food demand in the post-pandemic era and is expected to be ready for launch within one year.
[bookmark: _Toc68800702]5.2	Product expansion to plant-based meat
With the rising attention to healthy living, there is a visible change in demand for plant-based meat, in which within a year, the supply of the meat substitutes has been broadly expanding from selling at the supermarket (Ancheta, 2020) to serving at the fast-food restaurant (Hall, 2020). The home cooking trend in progress as mentioned in Section 4.1.2 is expected to boost the demand for packaged plant-based meat which will enhance the market capacity for plant-based food products. Even though the market price for plant-based meat might be higher than ordinary meat, the increase in living standard as mentioned in Section 4.1.1 has encouraged more customers to consume high-quality protein for daily intake. As being an experienced plant-based food processor, Vitasoy has high potential in developing plant-based meat to capture such market trend and expand the company’s growth capacity. 
However, the production of plant-based meat will involve new recipes and techniques in which Vitasoy might not be able to launch the product quickly. Therefore, the development of the product will be considered as a mid to long term strategic plan that will only be made available in the market within 3-5 years.	
[bookmark: _Toc68800703]5.3.	The possibility in plant-based pet food
By considering the future change in household structure as mentioned in Section 4.1.2, an early investigation on expanding the target customer group, i.e. from human to pet, might create an opportunity to enhance the source of revenue. Even though plant-based diet for pets might not be as popular as human at the current stage, there is also a trend in shifting pet diet to get closer to owners’ eating habit (Wethal, 2020).  A beforehand research in the pet market allows Vitasoy to better understand the potential capacity in this business and the possibility to expand its production to cover pet retail.
Yet, the pet food market is a completely new business to Vitasoy and plenty of preparatory research is required before the company can get involved in the production and launching. Such product diversification plan is determined as a long-term strategic plan to get prepared for the change in business environment in the upcoming 30 - 40 years. 


[bookmark: _Toc68800704]6.	Conclusion
After analyzing the external and internal factors affecting Vitasoy business environment, indicators are illustrating that the effectiveness of the existing business model is reducing and might not be able to satisfy upcoming customer demand. Therefore, there is a need for Vitasoy to take timely review on its business model, especially to adjust its product portfolio, to align with the market trend. It is recommended that the company should adopt strategic plans focusing on new plant-based product development to enhance the market capacity for future growth. 
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APPENDIX GA36d
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L 7 ASSESSMENT SPECIFICATION

Student name:

Lok Yee VeronicaNg | Student ID number: | 2019398

Programme: MBA
Module: Leading and Managing Projects
" Contribution 0 5oy
Module code: HKBM7010 o Modulg | 80%
Assessment (%):
Lecturer: Dr. Joe Leung Internal Verifier: Dr. Poon Che Cheong
Assignment Title: | Assignment 2 Word  count (or | « 4,000 words
+ Aproject report equivalent): (consultancy project
report)
Submission « 12 April 2021 (4,000 | Retum  date  of |« 3 May 2021
deadiine: words essay) provisional marks &
written feedback:
e — ‘Al written assessments, where practical and possible, must be submitted via
5 Tumitin unless otherwise instructed by the Lecturer. (Please DO NOT put this
method:
assessment specification into Turnitin or it will match many similarities with
other students’ submissions.)
Alternative submission method (if applicable):
Late submission of the assessment will result in a late penalty mark.
Penalties for late submission: Up to one week late, maximum mark of 50%
Over one week late, 0%. Only the Extenuating Circumstances Panel may
approve a change to submission dates,
Academic Academic honesty is required. In the main body of your submission you must
honesty / give credit to authors on whose research and ideas your work is based.
referencing: Append to your submission a reference list that indicates the books, articles,

etc. that you have used, cited or quoted in order to complete this assessment





