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Foreword
How ironic to consider the continued liberalization of the global hemp industry into China
while talk of decoupling between the US and China fills the headlines. But the hemp and
cannabis industry is global; the wave of liberalization will extend far and wide. Government
policies towards hemp and cannabis are diverse and fragmented, yet the whole world is
moving in one direction together, toward one goal - an end to policies of strict prohibition. As
we witness increasing political tensions globally, finding common interests and continuing
collaboration is needed more than ever.
In the complex evolving global environment, unprecedented opportunities emerge. Following
legalization across North America, South America, and in the EU, liberalization is beginning
to take root across Asia. Having watched the growth of the North American industry since 2013, a sense of déjà vu
emerges from developments in China.
At this moment, therefore, it seems especially timely for Asia Horizon to partner with The Arcview Market Research to
produce the first ever in-depth report on the Chinese hemp-derived cannabinoid industry.
In the writing of this paper, our team draws on 24 months of on-the-ground due diligence, including more than a
dozen trips to the outskirts of Chinese provinces where the country’s industry is being pioneered. We interviewed
diverse industry participants from government officials and public company CEOs, to rural hemp farmers. We bridged
language, cultural, and political barriers, to offer insights on opportunities in one (very large) corner of our increasingly
interconnected global industry.
The coronavirus pandemic will likely lead to a global recession, causing governments around the world to welcome
new industries that support job growth and economic development. China, as a newcomer to the hemp and cannabis
industry, has a lot to learn from international cooperation.
China also has much to offer the industry in its massive consumer market. More Budweiser is consumed in China
than in the US. Pfizer has reorganized for future growth by relocating the Headquarters for Established Medicines to
China. China Tobacco is the world’s largest tobacco company by sales – generating more sales than all other tobacco
companies – combined!
Despite the negative headlines today, sophisticated investors and operators are continuing to invest and do business
in China as they look toward a better tomorrow. As the dominant economy in Asia, China represents the largest
emerging opportunity in the global hemp industry. The government is taking positive steps to lay the foundations for
a cannabinoid production industry that can compete globally, and Chinese consumers are beginning to learn of the
benefits of CBD. The Chinese hemp industry is no longer focused exclusively on agricultural and industrial applications.
Non-psychoactive cannabinoids present myriad greenfield investment and commercial opportunities.
I hope readers will find value in the findings presented here. Focusing on what we can accomplish together with the
emergence of China’s hemp-derived cannabinoid industry will lead to beneficial results for all. More than ever, we need
to resist the forces that are creating divisions globally. This paper will hopefully contribute meaningfully to that goal.

Brian Sheng
CEO, Asia Horizon
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Executive Summary
Will China emerge as a leading force in the global CBD
market? This report represents the first of its kind,
comprehensive evaluation of China’s rise as a CBD
superpower. It is an initiative to shine a light on the
current opportunities and future potential of China’s
cannabinoid industry.
What is happening today in China is reminiscent of early
cannabis legalization in North America in 2013. While
THC remains strictly prohibited in China, the recent rapid
growth of the worldwide CBD market has prompted the
Chinese government to develop the legal framework
necessary to enable the domestic production, and some
forms of consumption, of non-psychoactive cannabinoids.
Heilongjiang and Yunnan provinces have already
implemented regulations for cultivation and extraction,
and several other provinces are echoing similar sentiment.
Drawing parallels from the US, we anticipate accelerating
development from hemp cultivation all the way to CBD
consumption in the coming years. China’s consumption
capacity with 1.4 billion consumers, matching and even
surpassing the US in several categories, leads us to
believe that China is the largest emerging CBD market in
the world.
It is important to understand why and how China is
opening up to non-THC cannabinoids, particularly from the
perspective of international regulation. China’s policies
towards cannabis are materially driven by international
treaties, namely the 1961 UN Single Convention on
Narcotic Drugs (the “Single Convention,” as amended by

the 1972 Protocol). Any widespread change to China’s
acceptance of CBD would likely be dependent upon
cannabis or hemp being rescheduled at the international
level. Even then, it is unlikely that China’s policies
towards THC would change for the foreseeable future.
Nonetheless, in a scenario where many nations in the
Western Hemisphere regulate some form of cannabis or
hemp, a spillover effect is already happening in China,
where the demand for hemp-derived non-THC cannabinoid
products is noticeably increasing. However, there can
be little doubt that the FDA and UN issuing regulations
clarifying the use of CBD within food and supplements
will accelerate market adoption in China. The Chinese
regulatory authorities are looking to international changes
in hemp and cannabis regulations to guide its own
actions.
Based on recent statements from the FDA and EU, it is
plausible that hemp-derived cannabinoids will be viewed
like an Active Pharmaceutical Ingredient (“API”). If the
FDA regulates CBD as a supplement, then hemp-derived
cannabinoids will likely be seen as a close analog to
nutraceutical ingredients. In either case, the fundamental
drivers of China’s leadership in global API and
nutraceutical production will likely extend to cannabinoids.
As regulations are clarified in destination markets in
North America and Europe, multinational pharmaceutical
and nutraceutical companies that already source a broad
range of ingredients from China, will similarly source
cannabinoid-based ingredients from: China.

Meeting with local officials in Heilongjiang province
Copyright© 2020 Asia Horizon Group Inc. & The Arcview Group. All rights reserved.
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China is likely to be a leading source of cannabinoids for the
global supply chain for the foreseeable future - with newfound
government support for the industry, one of the lowest
cannabinoid production costs globally, and unrivaled large-scale
manufacturing infrastructure and expertise.

China’s dominance in production capabilities, as well as
its large and increasingly wealthy consumer population
represents the two most attractive segments of the
emerging CBD market. On the production side, the
number of licenses to process cannabinoids in China
is extremely limited. While there is no publicly available
database, based on our on-the-ground due diligence, we
have identified some 15 entities in the whole of China
that have received government authorization to extract
cannabinoids from hemp. Most are based in Yunnan
province, which began issuing licenses in 2010, with a
few in Heilongjiang province, which began regulating in
2017. The few entities that are operational in Yunnan
are considered to be robust market participants, and
to our knowledge most of the other companies that
have received government authorization have not
started operating. We expect the total number of
authorized participants to increase slowly over the
coming 24 months - with state-owned or large tobacco
and pharmaceutical companies to begin entering the
industry. For context, some of the most valuable licenseconstrained markets in the US, such as New York and
Florida, have their total number of licenses on par with
the entire country. While still early in the build out of the
licenses, there will be significant value generated in the
coming years.
Chinese cannabinoid producers are not only set to disrupt
the global supply chain, but also to capitalize on the
emerging opportunity for CBD consumer products within
their own domestic market. China is an enormous market
for consumer goods. There are 350 million millennials,

their spending power is growing, and they are increasingly
interested in health and wellness and beauty categories.
Consumer interest for CBD products is tracking to
experience the same exponential growth in China as it
has in the West. Growing adoption in the West is already
spilling over and spurring demand in - as historically
has been the case in other consumer categories. CBD
cosmetics are still in nascent stages in the Chinese
beauty market, but early indicators show promising
domestic potential. Regulations for ingestion are yet to be
defined, but since legalizing CBD for skin care products
in 2015, the market has shown modest but accelerating
growth. An increasing number of CBD based topical and
beauty products have launched onto the market over the
past 18 months; in 2019, there were 433 requests for
CFDA authorization to use Cannabis Sativa leaf extract as
an ingredient. Consumer purchasing trends in beauty and
demographic makeup will lead to a very robust topical and
beauty CBD segment in China.
It is important to understand that China’s consumer
market in certain segments such as e-commerce and
beauty already surpasses that of the United States.
Asia Pacific is the world’s largest cosmetics market,
with China’s appetite for beauty leading revenue share
at the world’s largest cosmetics companies. The beauty
category is indicated by consumer surveys as the most
important luxury spending category, and year over year
continues to have strong and growing consumer spend.
To place the scale of China’s potential domestic market
for CBD in perspective, it’s instructive to look at the
comparison between the US and China’s many “shopping

Copyright© 2020 Asia Horizon Group Inc. & The Arcview Group. All rights reserved.
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holidays”. Like Black Friday and Cyber Monday, China has
a calendar of domestic shopping holidays - except they
dwarf those of the US. November 2019’s Black Friday,
lasting five days, clocked in USD7.4 billion, followed by an
additional USD9.4 billion on Cyber Monday. In contrast,
on the November 11 spending holiday, known as “Single’s
Day” or “Double 11”, Alibaba netted USD1 billion in sales in
the first 68 seconds and USD10 billion in half an hour.

Closing out the twenty-four
hour event, the online platform
drew a blockbuster USD
38 billion in revenue.1

Looking at the other end of the demographic spectrum,
healthcare for the large elderly population is one of
China’s most pressing public concerns. The Chinese
domestic market represents vast potential in an aging
population with conditions treatable by CBD, treats,
a cultural affinity for herbal medicines, and a growing
affluence. China falls well above average benchmarks for
an aging population, with 11.4% of the citizens 65 or older
and 17.3% 60 or older. China has seen a near-doubling in
life expectancy since the 1960s, and the senior citizen
population is expected to double by the end of the
decade. Domestic acceptance of prescribed plant-based
medicine presents a unique scenario where China’s
large elderly population may follow a similar pattern to
their counterpart US Boomer generation as the most
enthusiastic users of CBD-based medication. While the
primary applications of hemp in TCM center around the
use of its seeds (e.g., for laxatives), there is recorded
use of flowers and other parts of the plant for conditions
such as pain and mental illness, which are the subject
of current Western medical research in cannabinoids.
The authority of China’s TCM drug industry underscores
China’s domestic market potential of pharmaceuticals
and nutraceuticals derived from hemp. Whether sold

as cutting-edge nutraceuticals, cosmetic products to
millennials, or as TCM products to the elderly, the diverse
potential of hemp-derived cannabinoids creates an
opportunity of unparalleled scale.
While the long term impact of COVID-19 is uncertain, early
indications are that consumer confidence is returning,
with some 60% of Chinese consumers expected to spend
as much or more post COVID-19.2 Even while COVID-19
has caused many voices to call upon the US to decouple
from China, an American-China Chamber of Commerce
survey recently showed that, in the short term, over 70%
of respondents have no plans to relocate production and
supply chain operations or sourcing outside of China due
to COVID-19.3 As Gavekal Dragonomics analyst Dan Wang
asserts in a report in April, “China remains unmatched
as a manufacturing site given its numbers of skilled
workers, deep supplier networks and the government’s
credible public support for manufacturers and provision of
reliable infrastructure”.4 Even if companies find economic
alternatives to Chinese factories, or bow to political
pressure to increase production in their home markets,
there is another reason why production inside China
continues to make sense: the vast and growing Chinese
domestic market.
The combination of seismic demographic shifts,
expansion in discretionary incomes, and unique domestic
infrastructure contributes to China leading global spend
across multiple consumer product categories, including
those impacted by CBD such as beauty, alcohol, and
tobacco. As further explored in this report, we anticipate
that China will continue to evolve its legal framework for
hemp-derived cannabinoids with a pragmatic regulatory
approach. With consumer demand growing internationally,
and awareness of CBD increasing domestically, we believe
China is on track to eventually become the largest nonTHC cannabinoid market in the world.

1

Singh, Manish. “Alibaba’s Singles’ Day Sales Top $38 Billion.” TechCrunch. TechCrunch, November 11, 2019.

2

Ho, Johnny, Aimee Kim, and Yuanyuan Zhang. “Cautiously Optimistic: Chinese Consumer Behavior

3

“A Joint Survey: Supply Chain Strategies Under the Impact of COVID-19 of Large American Companies Operating in China.” AMCHAM Shanghai, April 20, 2020.

4

“Why the U.S. Can’t Easily Break China’s Grip on Supply Chains.” Bloomberg.com. Bloomberg, June 9, 2020.

Copyright© 2020 Asia Horizon Group Inc. & The Arcview Group. All rights reserved.
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Fields of hemp in Heilongjiang

China Will Lead
Future Global
Cannabinoid
Production
China’s Emerging Hemp Potential
“Industrial hemp” or simply “hemp” is legally defined in
most countries and international treaties as strains of
the Cannabis sativa plant that contain less than 0.3%
of tetrahydracannabidiol (“THC”) by volume, and whose
primary outputs are seeds, fiber for textiles, and nonpsychoactive cannabinoids such as cannabidiol (“CBD”).
“Cannabis” generally refers to strains exceeding 0.3%
THC, whether intended for medical purposes or adult use.
“Hemp-derived cannabinoids” refers to non-psychoactive
cannabinoids such as CBD and excludes THC.
Over the past five years, cannabis and hemp legalization
in various forms has been accelerating around the world.
Globally, the biggest catalyst for the expansion of the
cannabis and hemp markets has been governments
adopting policies of legalization and regulation. The
driving forces behind regulation broadly include a better
understanding of the positive medical benefits, the
negative societal impacts of prohibition, and a desire to
create a new source of jobs and tax revenue.
Home to some 4.6 billion people, Asia is the latest region
to begin embracing cannabis and hemp regulation.
Regulations vary greatly. South Korea became the first

5

Asian country to legalize medical cannabis (THC-rich) in
November 2018, followed by Thailand in April 2019. Some
countries in the region, like the Philippines and Singapore,
have zero tolerance for any cannabinoid, including CBD.
Others, like Japan and China, prohibit THC possession but
allow CBD in some forms.
China is the world’s largest
industrial hemp cultivator,
accounting for about half of,
global output.
Hemp cultivation is legally approved and regulated
in Yunnan and Heilongjiang as of 2010 and 2017,
respectively. Although the modern industry is now
a decade old, China has a much longer history with
cultivating hemp. Much of the existing information
regarding industrial hemp cultivation is highly speculative
and plausibly subject to under-reporting. Official data
from the China National Bureau of Statistics report
the average hemp fiber planting area reached 160,000
hectares (~395,000 acres) in the late 1970s before
dipping precipitously. While the crop had historically been
grown for industrial application (e.g., textiles and cloth),
the 2015 legalization of domestic CBD cosmetics and
market potential of flower and leaf cultivation for CBD
as an export product has accelerated further cultivation
and extraction. In 2018, approximately 20,000 hectares
(~49,000 acres) were reported planted, yielding 106,000
metric tons.5 While 2019 data is yet to be available,
industry estimates by the USDA suggest a planted area
of approximately 66,700 hectares (~165,000 acres) in
China.

Economic Viability of Industrial Hemp in the United States: A Review of State Pilot Programs, EIB-217 USDA, Economic Research Service

Copyright© 2020 Asia Horizon Group Inc. & The Arcview Group. All rights reserved.

9

China: A RISING CBD SUPERPOWER

China Hemp Production, 1978-2018
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THC remains strictly prohibited in China, and is
expected to remain so for the foreseeable future. Yet,
the rapid emergence of the global CBD market has not
gone unnoticed, leading the Chinese government to
develop the legal framework for domestic production of
higher-value cannabinoids. In some ways the Chinese
cannabinoid industry today is comparable to the US and
Canadian cannabis markets circa 2013-2014. Although in
a nascent stage, there is promising momentum in China
accelerated by its liberalized policies for hemp cultivation
and domestic use of cannabinoids.

With newfound government support
for the industry, one of the
lowest cannabinoid production
costs globally, and unrivaled
large-scale manufacturing
infrastructure and expertise, China
is likely going to be a leading
source of cannabinoids for
the global supply chain for the
foreseeable future.

Copyright© 2020 Asia Horizon Group Inc. & The Arcview Group. All rights reserved.
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Perspective on the
China Hemp Industry

Mr. Wu Li, Deputy Director and Chief Analyst of Agriculture Industry and Small- to
Medium-Cap Companies at TF International Securities 天风证券研究所
Q: How do you think the global CBD market competition will develop next?
A: The end product side is definitely the most attractive part of the industry. The combination of CBD’s
increasing popularity and relaxed regulations leads us to anticipate more multinational CPG conglomerates to
enter the category. Even at present, when CBD has not yet gained full legislative support, many CPG giants,
such as Estée Lauder, L’Oréal (via The Body Shop), Coca-Cola, Mondelez, and so on, have started investing
in this field. In terms of end products, brands and distribution channels will become the focus of competition
between CBD manufacturers. In terms of planting and extraction, the key is reducing costs. If CBD is to become
a mass consumer product, low-cost raw materials are absolutely required. Although the prices of CBD are
currently falling, they are not yet considered cheap. In the future, there will likely emerge large-scale production
and processing of raw materials.

Q: Please give a brief prediction of what breakthroughs the Chinese CBD market will experience in the next 1-3
years.

A: The development of China’s CBD market is largely affected by policies, so policy changes will have a direct
impact on the market development. Is it possible that more industries will allow CBD in the future? I think this is
possible for healthcare, pharmaceuticals, and pet food industries, because internationally these industries have
already recognized the value of CBD.
Another key for the future development of the CBD market is how CBD is perceived by consumers. We see
that even though cannabis sativa leaf extract is currently allowed to be added to cosmetics, most consumers
still lack basic knowledge about this extraction. At present, several cosmetics brands, such as One Leaf, are
strengthening [their distribution of] CBD, and some products are sold through popular live streaming platforms
such as Weiya. In the future, consumers will likely have a deeper understanding of CBD.

Copyright© 2020 Asia Horizon Group Inc. & The Arcview Group. All rights reserved.
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Mr. Wu Li, Deputy Director and Chief Analyst of Agriculture Industry and Small- to
Medium-Cap Companies at TF International Securities 天风证券研究所

Q: How do you think China’s CBD extraction industry should enhance its international competitiveness?
A: In fact, Chinese enterprises are pretty competent internationally in the field of plant extraction, and
there are listed companies in China that are already absolute world leaders in certain plant extraction fields.
Therefore, on one hand, China’s leading extraction technology needs to continue playing a part in CBD. After
all, different kinds of plants require different extraction technology, and even advanced technology needs to be
adjusted according to the categories of plants. On the other hand, China’s extraction companies need to close
the gap between domestic and foreign raw materials. These companies should consider occupying regions with
a high CBD seed content.

Q: Except for Yunnan and Heilongjiang, do you think in the short term any other province that will introduce
regulatory policies regarding the processing of cannabinoid derivatives (industrial hemp)?

A: We see that some other provinces too show an interest in the industrial hemp industry. For example,
Jilin once had a proposal to allow developing industrial hemp to a certain extent. This also depends on the
government’s deployment, and many factors need to be considered, such as the livelihood of farmers, and
regulation of extraction.

Q: Do you think that, in the short term, any other province will introduce national regulations on the processing
of industrial hemp derivatives?

A:This depends on the judgment of the national decision makers. The key issue is how to make the best use of
[plant] derivatives while strictly managing the issue of THC and illegal drug activities.

Q: Are China’s major pharmaceutical and TCM companies beginning to explore plans related to industrial hemp
derivatives?

A: So far, many domestic pharmaceutical companies have already began to explore industrial hemp derivatives.
The main reasons are: first, CBD has been proven by foreign authoritative institutions to be useful in healthcare,
for example it could be used to treat children’s epilepsy; second, pharmaceutical companies, especially TCM
companies, have experiences in plant extraction, so it is less difficult to enter the field of industrial hemp
derivatives.

Q: Do you think in the short term there will emerge national regulations regarding the ingestion of industrial
hemp derivatives?

A: Ingesting industrial hemp derivatives, especially consuming them, is an aspect of careful consideration for
the decision-making departments. I feel that more scientific research is still needed to prove the safety and
effectiveness of industrial hemp derivatives, on which many members of the United Nations Commission on
Narcotic Drugs are also working.
Copyright© 2020 Asia Horizon Group Inc. & The Arcview Group. All rights reserved.
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Mr. Wu Li, Deputy Director and Chief Analyst of Agriculture Industry and Small- to
Medium-Cap Companies at TF International Securities 天风证券研究所

Q: If the United Nations Commission on Narcotic Drugs decides to revise the Single Convention on Narcotic
Drugs (1961) to clarify that preparations containing CBD and THC content less than 0.2% are not within
the scope of international control, how do you think relevant policies and regulations in China will change
accordingly?

A: The revision of international conventions will definitely have an impact on China’s policies. Our country,
as a voting country, will certainly have a say about the revision of the convention. However, the revision of
specific domestic laws and regulations needs to consider China’s particular situation, and will not change simply
because the international conventions change.

Brian Sheng speaking at China International Hemp Industry Forum, July 2019

Copyright© 2020 Asia Horizon Group Inc. & The Arcview Group. All rights reserved.
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China is an Ancient Epicenter for Hemp:
Historical Use in Traditional
Chinese Medicine
China is an ancient epicenter for the cultivation of hemp.
References to all parts of Cannabis sativa, including
the achenes (“seeds”), female inflorescence, leaf, root,
and fiber date back thousands of years, and are found
throughout classic Chinese literature, including famous
works of poetry, agriculture, philosophy, and medical
works. The majority of literature explored the utilization
of the crop for fiber and seed, as these parts of the
crop were extensively used for food and medicine. Fiberrich biotypes of hemp were extensively used in ancient
China for applications such as clothing, paper, rope, and
fishing nets. The seeds have been continuously used in
traditional Chinese herbal medicine (“TCM”) for almost
2000 years.6 Ancient texts also suggest the crop was
used for religious rituals and alchemy.7
Hemp continues to be grown for industrial applications,
including fiber in hemp stalks for clothing and ropes and
hemp seeds for food and health products. However in
the Chinese consumer market, today’s hemp seeds are
almost exclusively used in traditional Chinese herbal
medicine (TCM). As of 2019, TCM is a RMB399 billion or
USD57 billion industry, whose products are used around
China, Japan, Korea, and other parts of the world.8 Hemp
seeds are commonly used in patented laxatives and for
the treatment of heart diseases, usually in compounds.
Furthermore, the UN’s World Intellectual Property
Organization search engine shows that China holds half
of the world’s patents relating to cannabis, primarily for
medicine and food. As a key pillar of China’s Belt & Road
initiative, TCM’s worldwide expansion suggests China
will be well positioned to take advantage of the growing
global interest in hemp-based products.

China’s Existing Policies Towards Cannabis
are a Reflection of International Prohibition
Despite both the ancient history of hemp and cannabis
being grown in China for industrial and medical reasons,
as well as the recent emergence of a hemp-derived
cannabinoid industry, cannabis is strictly prohibited
within China and can be expected to remain so for the
foreseeable future. China’s policies towards cannabis
are driven by international treaties, namely the 1961
UN Single Convention on Narcotic Drugs (the “Single
Convention,” as amended by the 1972 Protocol). Any
changes to China’s policy of complete prohibition of
cannabis would likely be dependent upon cannabis being
rescheduled at the international level. Even then, it is
unlikely that China’s policies would change for some time.
There has been significant and unprecedented progress
towards the legalization of hemp and cannabis in
the Western Hemisphere. Following federal cannabis
legalization in Canada in 2018, the United States and
various countries in Europe are moving slowly toward
eventual federal cannabis legalization. Hemp was
legalized at the federal level in the United States at the
end of 2018. The trajectory in the West is clear, even if it
is difficult to predict the exact timing.
As the US progresses towards cannabis legalization on
the federal level with a growing number of adult-use
states across the country, the US’s obligations under
the Single Convention will be at the forefront for many
observers around the world. Under Article 4 of the Single
Convention, the production, manufacture, export, import,
distribution of, trade in, use and possession of cannabis
is expressly limited “exclusively to medical and scientific
purposes.” Adult-use cannabis is strictly prohibited.
Cannabis is placed under the strictest of the control
schedules; it is considered among the most dangerous of
all psychoactive substances under international control.

Brand, E Joseph, and Zhongzhen Zhao. “Cannabis in Chinese Medicine: Are Some Traditional Indications Referenced in Ancient
Literature Related to Cannabinoids?.” Frontiers in pharmacology vol. 8 108. 10 Mar. 2017, doi:10.3389/fphar.2017.00108
6

7

Zhang Qian, “Healing with Hemp,” Shanghai Daily, February 8, 2014.
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The US cannot legalize adult-use cannabis federally and
remain in compliance with its Treaty obligations under the
current scheduling regime of the Single Convention.
One way that legalization could be harmonized with the
Single Convention would be through a recommendation
by the World Health Organization’s Expert Committee
on Drug Dependence, followed by a majority vote by
53 member States of the UN Commission on Narcotic
Drugs, to reschedule cannabis. Last year, the World
Health Organization recommended that marijuana be
removed from the most restrictive category of controlled
substances. The proposal would shift cannabis and
THC to the drug convention’s least-restricted category.
A vote on this issue was delayed from March 2020 to
potentially occur in December 2020. However, a promising
statement emerged from the International Narcotics
Control Board (INCB) (charged with implementing the UN
Single Convention) president Cornelis de Joncheere who
said on February 27, 2019: “We have some fundamental
issues around the conventions that state parties will
need to start looking at . . . We have to recognize that
the conventions were drawn up 50 and 60 years ago.”
Whether and when reform at the UN will advance is hard
to predict, but there is unprecedented recognition that
some modification to the Single Convention is needed
that reflects present realities.
If the UN reschedules cannabis under the Single
Convention, that would spark an additional wave of
cannabis legalization around the world. Today, countries
such as Germany, Israel, Colombia, Thailand and
many others already embrace some form of cannabis
legalization. An even greater number of countries could
very likely reschedule or deschedule cannabis in their own
countries in the event of UN rescheduling.
In that scenario, where many nations in the Western
Hemisphere regulate the adult-use sale of THC cannabis,
the demand for hemp-derived, non-psychoactive
cannabinoid products in broader Asia will be tremendous,
even if the governments there may act more slowly
than their Western counterparts to liberalize cannabis. A
similar trend in the United States has been seen in states

like Texas and South Carolina, where cannabis is severely
restricted even for medical use, translating into major
increases in demand for hemp-derived CBD products. In
the event that THC products are increasingly available
globally for both medical and adult-use purposes, one
can expect a large spillover of demand into China and
elsewhere in Asia for CBD products, and potentially lowTHC products over time. As indicated by the prevalence
of TCM, Chinese consumers are particularly well-suited for
and already adopted plant-based wellness products.

A Look at China’s Legal Framework for
Hemp Cultivation, Extraction and CBD as
an Ingredient
China has been slowly but surely advancing its
regulatory framework around hemp extracts for the past
decade. Currently, two provinces - Yunnan Province and
Heilongjiang Province - have a legal framework for the
cultivation and processing of hemp for cannabinoids.
The “Yunnan Province Industrial Hemp Planting and
Processing Regulation (Yunnan Government Decree No.
156)” was officially implemented on January 1, 2010.
Pursuant to Article 20 of the regulation were stipulations
requiring that individuals and entities who cultivate
hemp must obtain a license, and that industrial hempflower leaves may not be sold or supplied to entities or
individuals who do not hold a license. Decree No. 156
categorized industrial hemp cultivation by the following
five areas: (1) cultivation for scientific research; (2)
cultivation for breeding/commercialization; (3) cultivation
of industrial materials; (4) cultivation of industrial hemp
flowers/gardening; and (5) cultivation for individual
self-usage. The first three require licensing, while the
others require registration. In addition, the regulation
outlined industrial hemp processing to include flowerleaf processing, hemp-stalk processing, and hemp
seed processing, with flower-leaf processing required
for licensing. The Yunnan Government Decree No. 156
assigned the public security department as responsible
for licensing, as well as for future supervision and
management.

Copyright© 2020 Asia Horizon Group Inc. & The Arcview Group. All rights reserved.

15

China: A RISING CBD SUPERPOWER

On May 1, 2017, the Heilongjiang province distinguished
industrial hemp from marijuana in the Heilongjiang
Anti-Drug Enforcement Regulations. By doing so,
Heilongjiang regulated the cultivation, processing and
sale of industrial hemp. Strict standards were set for
the cultivation and breeding of hemp, to be supervised
by the Heilongjiang Province Agricultural Administration
Department, as well as local government entities. This
included guidance and supervision on seed selection,
cultivation, sale, and processing, but also promotion of
education for relevant knowledge of the crop and the
distinction between industrial hemp and drug cannabis,
followed by ambitious targets for hemp industry
development.
In 2018, Heilongjiang Province issued the “Three-year
Special Action Plan for the Hemp Industry of Heilongjiang
Province (2018-2020),” which articulated the core goal
of becoming the largest hemp industry base in the
world to produce high-quality, high-value-added hemp
textile and biopharmaceutical terminal products.9 The
action plan also explicitly called for fostering different
hemp varieties, creating demonstration bases and
trade exhibits, providing credit financing and training
for farmers, and promotion of hemp processing and
extraction, to achieve that goal. Progress toward these
goals is already being implemented, with RMB7.7 million
(~USD1.1 million) in government funding dedicated to
building a new hemp industry park in Harbin, Heilongjiang
according to an independent interview with the Institute
of Hemp Research (“IHR”) in June 2020. Several other
provinces are also discussing legalization, with Jilin
expected to be the third province for legalization.
While hemp-derived ingredient production has been
legal in Yunnan since 2010, only recently have market
catalysts in the West caused early operators to begin
producing extracts. In Yunnan, the provincial government
has issued a handful of licenses to companies to process
hemp for cannabinoids; in Heilongjiang the provincial
government has similarly authorized only a limited
number of companies to register with a business purpose

9

of extracting cannabinoids from hemp. Further research
indicates that in Heilongjiang, the first Governmentpermitted operation began around early 2018.
Even though hemp is grown in several provinces, the
legal framework has only been defined and accepted
by the Chinese Drug Enforcement Agency through a
licensing ecosystem developed at the provincial level.
Deeper analysis shows that Yunnan is the only province
that has set forth standardized licensing procedures and
regulations for industrial hemp cultivation. As per Decree
No. 156, the requirements for application of a license
for the purpose of cultivating commercial hemp are
enumerated by Article 8 and Article 9; industrial materials
by Article 10 and Article 11; and processing of industrial
hemp leaves by Article 12 and Article 13. The registered
hemp cultivators are certified by the Agriculture
Department.
Our research suggests that the Chinese Drug
Enforcement Agency will issue a very limited number
of extraction licenses. A still limited but relatively
larger number of cultivation licenses will be issued to
cultivate strains of hemp to be used as feedstock for
licensed extractors. There is no public database of
hemp processing licenses or authorizations in China.
Between Yunnan and Heilongjiang, it is believed there
are 12-15 total licenses and authorizations, four of which
are operational and producing in some capacity. It is
expected that the total number of licenses issued will
remain exclusive and limited for the foreseeable future.
Official documents issued in recent years suggest the
popularity of CBD in Western markets has also led to
the development of formalized rules on the import and
export of CBD for use in cosmetics and skincare. While
cosmetics and skincare are different in the Customs
Import and Export Tariff of the People’s Republic of
China, import and export of the two categories are
regulated together by the Regulations Concerning the
Hygiene Supervision Over Cosmetics, Implementation
of Rules of Regulations Concerning the Hygiene

https://www.51jinke.com/news/5d526cd8d29c0200018f8623
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Supervision Over Cosmetics, Measures for the Inspection,
Quarantine, Supervision and Administration of Import
and Export Cosmetics (Revised November 2018), and
Administrative Rules on Cosmetic Labeling. The safety of
China’s cosmetics for import and export are supervised
and managed by the State Administration for Market
Regulation (“SAMR”) and the General Administration of
Customs (“GAC”). SAMR is responsible for conducting
safety inspections prior to the initiation of import of
cosmetics or skincare products. In 2015, the Chinese
Food and Drug Administration (“CFDA”), a branch of
SAMR, released the most recent version of its Inventory
of Existing Cosmetic Ingredients in China (“IECIC 2015”).
While CBD was not listed explicitly in IECIC 2015, cannabis
sativa fruit, cannabis sativa seed oil, and cannabis
sativa leaf extract were, effectively recognizing these
ingredients as legal for use in cosmetics.

Hemp, CBD Will Be Commoditized, Driving
Producers to Source From China
“Along with the United States, Canadian and European
Union hemp industries face competition from low-cost
suppliers in Eastern Europe and China. Those regions
could potentially expand exports quickly if the demand
for CBD oil proves to be long lasting and local regulatory
regimes are supportive.
[...]
There is growing demand for hemp extracts, including
CBD oil, and may possibly be for other products in the
future. If hemp for CBD or other purposes proves to be
a profitable crop, competition from abroad will likely
increase. Canada and Europe both have established
infrastructure, management expertise, and markets.
China has access to lower wage employees, unknown
capacity, and the potential for more lenient regulatory
standards in the future.
[...]

It is certainly possible that the production and/or
imports of hemp for CBD will grow more rapidly than
the demand, putting downward pressure on CBD prices,
like what happened with the early hemp industry in
Canada. It is also possible that the demand for hempderived products will continue to outpace increases in
hemp production in the United States and globally for
some time and continue to draw investment and new
producers into hemp farming.” - USDA, February 202010
On December 11, 2018, the US Farm Bill lifted limits on
hemp production for research and academic use to
allow hemp production for any commercial use. One year
later, hemp could be grown in all states excluding Idaho,
Mississippi, and South Dakota.Several agricultural states
that did not previously grow hemp under pilot programs
began production in 2019. However, as with other crops,
that did not necessarily mean it would be economically
viable in every state. In addition, while the rush to farm
in early growth stages saw a period of increasing supply
and rising prices, as capacity expanded, prices fell rapidly.
According to a report by Washington, DC-based advocacy
group VoteHemp, licensed hemp acreage increased from
78,176 in 2018 to 511,442 in 2019. Most of the newly
licensed hemp production was farmed in pursuit of US
consumer markets. As a result, a glut of CBD ingredients
arrived on the market in late 2019, even while an
estimated 50% of the hemp grown rotted in the field due
to inadequate processing capacity. The supply of hemp
on the market massively outstripped demand, sending
CBD ingredient prices crashing. In addition to issues with
harvest difficulties and securing off-take agreements, the
impact of COVID-19 has further exacerbated the sluggish
market. In the April 2019 to April 2020 period alone,
US CBD isolate prices have fallen from approximately
$6,000/kg to $1,000/kg.11
As these headwinds prevail, there remains much
uncertainty for the supply and demand of the 2020
growing season.

Economic Viability of Industrial Hemp in the United States: A Review of State Pilot Programs, EIB-217 USDA,
Economic Research Service
10

11

Hemp Benchmarks, a division of New Leaf Data Services
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US Wholesale Hemp Price Benchmarks
Apr-19
US Product Categories
CBD Biomass (0-25K pounds)

Units

Assessed
Price

Apr-20

Low

High

Assessed
Price

%ΔYoY

Low

High

Assessed
Price

Low

High

$ / % CBD / pound

$

4.46

$

3.00

$

7.20

$

0.91

$

0.31

$

1.35

(79.6%)

(89.7%)

(81.3%)

CBD Biomass (25K-100K pounds) $ / % CBD / pound

$

3.72

$

3.20

$

4.00

$

0.80

$

0.35

$

1.30

(78.5%)

(89.1%)

(67.5%)

CBD Biomass (100K - 1M pounds) $ / % CBD / pound

$

3.66

$

3.35

$

4.00

$

0.59

$

0.30

$

0.97

(83.9%)

(91.0%)

(75.8%)

CBD Biomass (1M + pounds)

$ / % CBD / pound

$

3.46

$

3.35

$

3.55

$

0.43

$

0.23

$

0.62

(87.6%)

(93.1%)

(82.5%)

CBD Flower (Bulk)

$ / pound

$

326.00

$

100.00

$

699.00

$

145.00

$ 48.00

$

300.00

(55.5%)

(52.0%)

(57.1%)

CBD Clones

$ / each

$

5.95

$

3.62

$

8.00

$

2.80

$

1.50

$

4.35

(52.9%)

(58.6%)

(45.6%)

Industrial Seeds

$ / pound

$

1.83

$

0.50

$

5.00

$

3.41

$

2.15

$

4.00

86.3%

330.0%

(20.0%)

CBD Seeds (Non-Feminized)

$ / pound

$ 5,938.00

$ 2,500.00

$ 12,000.00

$

578.00

$ 100.00

$ 1,200.00

(90.3%)

(96.0%)

(90.0%)

Crude Hemp Oil

$ / kilo

$ 4,661.00

$ 2,521.00

$ 10,725.00

$

376.00

$ 90.00

$

600.00

(91.9%)

(96.4%)

(94.4%)

Refined Hemp Oil

$ / kilo

$ 7,197.00

$ 2,600.00

$ 15,600.00

$ 1,744.00

$ 600.00

$ 4,250.00

(75.8%)

(76.9%)

(72.8%)

CBD Isolate

$ / kilo

$ 6,077.00

$ 3,500.00

$ 8,030.00

$ 1,018.00

$ 600.00

$ 2,200.00

(83.2%)

(82.9%)

(72.6%)

Source: Hemp Benchmarks, a division of New Leaf Data Services		

The United States is already seeing the development of
a commoditized CBD ingredient marketplace. The hemp
supply chain meaningfully differs from the THC cannabis
supply chain. The medicinal and recreational cannabis
industry is governed by differing regulatory frameworks
from state to state. Cannabis cannot be transported
across state lines, and thus production redundancies
need to be built in every geography.
The CBD and the non-THC cannabinoid category will
develop into a global industry much faster than the
general THC cannabis category. Global narcotic regulatory
focus on THC, limiting cross-border commerce presently
limiting cross-border,etc. Craft producers of hemp within
local regulatory frameworks will distinguish themselves
with whole plant products (including artisanally grown
CBD-rich flowers for smoking for example) and maintain
pricing power in certain categories in some markets.
As companies with established consumer brands enter
the market and develop products containing CBD as an
ingredient, they will exert traditional pricing pressures on
hemp producers. CBD’s popularity as an ingredient in a
range of product categories will inherently lead to a global
supply chain.

Cannabinoids are increasingly viewed less as a novel
ingredient inextricably linked to the cannabis plant,
and more as APIs to be used in the manufacture of
pharmaceutical, nutraceutical and CPG products. As
is standard for APIs, there is tremendous pressure on
producers to deliver their APIs at the lowest cost. A
global supply chain will move hemp and cannabinoid
production to geographies with natural advantages such
as low CAPEX, low OPEX, suitable cultivation environment,
suitable industrial infrastructure, and more. As a result, it
can be anticipated that China will be as well positioned as
a supply nation for the global cannabinoids market just as
it is for other APIs and ingredients.
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Perspective on the
China Hemp Industry

Mr. Zhang Shu Quan, Head of Heilongjiang Institute of Hemp Research
Q: Please provide an introduction on the Institute of
Hemp Research (IHR).

A: The Economic Crops Research Institute of
Heilongjiang Academy of Agricultural Sciences (IHR)
was established in 1964. The institute is comprised
of a number of organizational units: the flax branch
center of National Industrial Hemp Germplasm
Resource Improvement Center, Heilongjiang Industrial
Hemp Alliance, Heilongjiang Hemp Industry Technology
Innovation Strategic Alliance, Heilongjiang Industrial
Hemp Institute, International Industrial Cannabis
Research and Development Center, Heilongjiang
Provincial Modern Agricultural Industry Technology
Promotion System, Hemp Extension System and LongSpan Project of Heilongjiang Academy of Agricultural
Sciences Technology-based unit.
There are currently 65 staff: 35 Technical
Professionals, 16 Senior Professionals and 14 Phds.
The institute has been researching industrial hemp
since 1964. In the past 50 years, IHR has successfully
bred 8 new varieties of industrial hemp (including
seed, fiber and medicinal varieties), and collected

more than 800 varieties. IHR has won a First-Place
Prize of National Science and Technology Progress
Award, and has published more than 30 papers and
two books.
IHR’s current research focuses are industrial
hemp breeding, cultivation, plant protection and
processing, and industrialization. In recent years,
IHR’s research focus has shifted to the technical
standards of industrial hemp, detection standards and
tissue culture, cloning and feminization technology,
CBD water-soluble technology, molecular marker
technology, and genomics. The research is conducted
in partnership with domestic universities and
enterprises, and its purpose is to promote scientific
and technological achievements and accelerate the
development of enterprises. Right now, the institute
is cooperating with Oregon State University, The
Polish Institute of Natural Fibers and Medicinal Plants,
as well as the countries of Ukraine, and Israel, among
others.
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Mr. Zhang Shu Quan, Head of Heilongjiang Institute of Hemp Research

Q: How does the Heilongjiang provincial government

A: The development of the industrial hemp industry

view the development of the industrial hemp
industry? What are policies and actions taken by the
government to accelerate the development of the
industry?

in Heilongjiang was triggered by the cultivation of
fiber. The fiber industry promoted the development of
industrial hemp legislation, and kickstarted additional
legislation for medicinal and seed use. This legislation
built a foundation for the regulation of industrial hemp
production, processing, and scientific research. In the
future, Heilongjiang will actively promote large-scale
cultivation and processing for fiber, medicinal and
seed uses. The industry will prioritize standardization,
scale, mechanization, and technology, so as to
achieve the healthy, orderly and high-quality
development of industrial hemp.

A: The Heilongjiang Government attaches great
importance to the development of the industrial hemp
industry. In recent years, it has issued a series of
policies in support of the industrial hemp industry,
most noticeably including a three-year action plan
spanning from 2018 to 2020. In addition, Heilongjiang
has built an industrial hemp seed franchise
licensing system and variety identification system,
standardized methods of processing. In addition,
Heilongjiang has formulated a list of pros and cons of
industrial hemp, and also approved the establishment
of an international industry cannabis research center,
which holds an annual international industrial hemp
conference. Heilongjiang’s Provincial Department of
Finance allocated RMB7.7 million to build a breeding
base for industrial hemp.
Several regions within Heilongjiang have issued their
own policies supporting industrial hemp cultivation
insurance or subsidies. In the future, Heilongjiang will
set up an industrial hemp park, where the government
will run several stress tests regarding governmental
policies, in order to explore and pressure tests on
relevant government policies, so as to explore a
healthy and orderly development path for industrial
hemp. A new 2020-2023 three year plan for the
acceleration of the development of the Heilongjiang
industrial hemp industry is also in the works.

Yunnan, on the other hand, has developed the hemp
industry out of the need for drug control – to find
alternatives to drugs. Yunnan started with the
research and development of cultivation techniques
for new industrial hemp varieties in order to promote
the development of the overall industry. Yunnan
has also formed government regulations to guide
industrial hemp cultivation and processing production
for fibre and medicinal uses. Yunnan is more likely
to develop towards the medicinal industry and
there will be less use of fiber and seeds. In addition,
the development of industrial hemp in various
parts of China will be based on regional ecological
characteristics. To pay equal attention to fiber
use, seed use, and medical use, we should actively
promote comprehensive utilization, coordination,
and development to form a regional layout to avoid
competition.

Q: Why is the industrial hemp industry receiving
more attention in China?

Q: What are differences between the development
of the Heilongjiang and Yunnan industrial hemp
industry? What are opportunities for the industry in
China in the future?

A: The various uses of the industrial hemp
plant is gaining recognition in China. People are
recognizing there are large opportunities related
to the development of the industry. The current
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Mr. Zhang Shu Quan, Head of Heilongjiang Institute of Hemp Research

development of the hemp industry has made progress
in the fields of planting, processing and multi-purpose
utilization. In terms of varieties, we already have a
kind of hemp with THC content close to zero and
another kind with a higher CBD content. In total,
121 kinds of cannabinoids have been found. These
cannabinoids have high medical value and good
developmental prospects. In particular, it can treat
diseases such as epilepsy, depression, and mental
illness.
Right now, the new medical
value of cannabinoids is a
focus of significant attention
to the Institute.

Q: What are some cooperative opportunities
between the Economic Crops Research Institute
of Heilongjiang Academy of Agricultural Sciences
and other domestic or international companies or
organizations?

A: The Economic Crops Research Institute of
Heilongjiang Academy of Agricultural Sciences has
been engaged in the collection, identification and
utilization of industrial hemp seed resources for half a
century. At the same time, it has carried out industrial
hemp molecular biology, genetic transformation,
tissue culture cloning and feminization technology
and high-yield and efficient cultivation technology
research. Therefore, IHR has lots of opportunities to
partner with organizations, research institutes and
universities. It is also a supporting unit of Heilongjiang
province’s international industrial hemp R&D center,
so it can carry out cooperative research in varieties
selection, germplasm resource exchange, cultivation
technology, product processing-related fields, and
pharmaceutical utilization.

Q: In what aspects will China’s industrial hemp

industry catch up with those of America and other
developed countries? In the future, how should
China’s industrial hemp industry develop features of
their own?

A: With the relaxation of policies and the deepening
understanding of the importance of the hemp
industry in China, the government’s support for
the industry will increase. With the increase of
government support, the development of various
parts of the hemp industry will also increasingly
narrow the gap with similar developments abroad. The
Chinese hemp industry is mainly focused on closing
the technology gaps in hemp breeding, cultivation and
plant protection. In the field of cannabinoid breeding,
domestic efforts are focused on closing the gap in
high cannabinoid content variety plants as well as
cultivation techniques for medicinal uses. Lowering
the cost and availability of rare cannabinoids through
extraction technology is another area of research.
China should be able to lead the world shortly in
the areas of automated production technology and
processing technology. At the same time, IHR is
pressing for the further construction of indoor and
outdoor cultivation for medicinal purposes.
I think where China leads is industrial hemp fiber
selection and breeding, large-scale planting, and fiber
preliminary processing. We should pay attention to
the development, processing and utilization of fiber
varieties, speed up the cultivation of new varieties,
increase the hemp extraction rate, and create brands
with Chinese characteristics. This would follow that
we need to further develop and utilize hemp for
protein as well as hemp seed oil. We recognize that
CBD has additional value-add beyond fiber, and that
can potentially focus on external and veterinary uses.
However, we need to be careful that use in human
medical applications needs to rely on support from
research and more scientific data. China is a country
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Mr. Zhang Shu Quan, Head of Heilongjiang Institute of Hemp Research

with a large population and many consumers; Chinese
companies should address the treatment of chronic
diseases, make special features in the treatment
of unhealthy diseases and health care, increase
investment in research and development, and do
better for the health and well-being of the people.

Q: What do you think of the competitive dynamics of
China’s industrial hemp industry?

A: I think that the Chinese hemp industry has just
started and is in its infancy. China’s hemp industry
regulations are not perfect and a complete supply
chain has not been developed. I don’t think you
can even call it a full industry yet, as the industry

development is scattered and competition has not
yet occurred. Different parts of the industry are
being developed to form a full industrial supply chain.
Heilongjiang is still dominated by fiber cultivation.
Yunnan has changed from fiber cultivation and seed
cultivation to medicinal development and utilization.
Other provinces have only sporadic or small-scale
cultivation, mainly fiber and seed varieties, and have
not yet formed their own advantages. While the
unique regional layout has not created a competitive
pattern, there may be competition in the future as
the scale of the industry expands.

“China International Hemp Industry Forum, Heilongjiang, July 2019”
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China Competitive
Advantages
China Leads Low-Cost, High Volume Global
Supply Chains: A Look at API Production
China supplies over 50% of APIs for pharmaceutical
production globally. In some of the top selling
nutraceutical categories, China produces 60% to 90%
of ingredients, with a virtual monopoly in certain key
categories such as vitamins and antibiotics. For example,
there are only 4 manufacturers of Penicillin in the world,
and 3 of them are located in China.12 While pharmaceutical
and nutraceutical products may be formulated and
manufactured into their final form factors in other
countries around the world, firms are able to save 30% to
40% on ingredient costs by sourcing from China.
China’s unrivaled structural advantages give rise to
cost advantages in pharmaceutical and nutraceutical
ingredient production. Nearly every appreciable cost input
associated with producing hemp-derived APIs will be less
than in Canada or the US. Land, seeds, labor, buildings,
energy, solvent etc., are all less expensive. Structural cost
advantages coupled with the lack of regulatory barriers
that impede cannabis both nationally and internationally
will result in a global supply chain that will develop much
faster for hemp-derived cannabinoids. Multinational
pharmaceutical, CPG, and nutraceutical companies will
establish differentiation and value-add in areas such as
R&D, branding, and distribution, all while sourcing the
necessary intermediate ingredients from China as they do
in other market categories today.

Economic Incentives Coincide with National
Government Initiatives
As early as 2009, in Yunnan, regional governments have
been promoting hemp cultivation as a way to raise the
standard of living and incomes of farmers. The regional

government had provided hemp seeds free of charge to
encourage cultivation, as well as technical training and
instruction. Today, hemp remains a much more attractive
crop for Chinese farmers, who can earn 50,000 yuan
or USD$7,400 per hectare, twice as much as corn.13 In
Yunnan, this has already translated to roughly doubling
the per capita income for thousands of farmers every
year. Accordingly, provincial governments see hemp
cultivation as directly linked to poverty alleviation,
and expansion of hemp cultivation bases in 2020 is
anticipated to bring three million people out of poverty.
While hemp cultivation has been concentrated at a
regional level in Yunnan and Heilongjiang, there is
growing support and recognition of the industry at the
national level. After analyzing relevant Chinese policies
and from the messaging of government officials, the
impetus behind the legalization of production of hemp
extracts is very clear. The Chinese government prioritizes
economic growth as the country’s top state agenda.
While hemp as an agricultural product has a strong
economic impact and tremendous potential, the market
demand for hemp-derived APIs has skyrocketed, and the
Chinese government has taken notice. Cost advantages
contribute to China’s leadership in API production, yet
lower costs alone do not enable global leadership. China’s
API manufacturing infrastructure is the result of strong
regulatory and financial support from a government
determined to grow their high-value biopharmaceutical
manufacturing base.
National and regional government initiatives and support
are powerful dictates of industry development and
performance. Among the most important framework of
priorities set forth by the Chinese government is that
articulated in the national Five Year Plan (“FYP”). While
the 14th FYP for 2021-2025 has yet to be released, the
13th FYP for 2016-2020 affirms agricultural development
as the foundation for society. Priorities include, among
others: broadening farmer income channels, deepening
integrations between agriculture and healthcare,
investing in farming technology and seed genetics, and

12

Guimaraes, Keila. “Why Is the World Suffering from a Penicillin Shortage?” Al Jazeera, May 21, 2017.

13

“Industrial Cannabis Is Booming in China.” The Economist. The Economist Newspaper, April 4, 2019.
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generally broadening agriculture investment in the form of
fiscal support and subsidies.
China’s continued focus on agriculture also overlaps
with biomedicine and pharmaceutical goals set forth
in Made in China 2025, a strategic plan issued in May
2015. Under that plan, China aims to move away from
being the “world’s factory”, producing cheap, low-quality
goods facilitated by lower labor costs and supply chain
advantages. The initiative encourages production
of high value products and services, like aerospace,
semiconductors, and pharmaceutical APIs. It is, in
essence, a blueprint to upgrade the manufacturing
capabilities of Chinese industries into a more technologyintensive power. China’s pharmaceutical industry has
received special attention and support, with benchmarks
for achieving industrialization of 20 to 30 innovative
drugs by 2025 and drug export to developed countries.14
15
China’s agricultural and biomedicine goals powerfully
align with the promotion of hemp. These goals influence
the approach of officials at national and regional levels,
leading to economic incentives in chosen areas.
Proposals at the national level related to the development
of China’s hemp industry are especially relevant in the
context of China’s agricultural and biopharmaceutical
focus. China is presently the world’s largest subsidizer
of agriculture at an estimated USD212 billion in farm
subsidies in 2016, double that of the European Union and
six times the size of the United States. Up to 200 million
farmers in China rely on government subsidies and other
aid to buy new farm equipment to produce strategic
crops.16 17 With regards to biomedicine and pharmaceutical
development, China has relied on grant funding, subsidies,
and import controls, among others, to nurture its
domestic development. As an industry that is important
for future development, it is expected that hemp crops
will similarly be a beneficiary of hefty subsidies. The

14

support for agriculture and subsequent economic
benefits, as well as immersion into biopharmaceuticals
and higher value-added product exports, makes the
Chinese hemp industry particularly well positioned to
compete globally.
China’s annual “Two Sessions” meetings, convening
China’s political elite in Beijing for meetings of the
National People’s Congress (NPC) and Chinese People’s
Political Consultative Conference (CPPCC), serves
as a window into Chinese politics and reveals the
government’s priorities for the coming year. During this
year’s meetings, on May 21, 2020 Zhao Yusen, a member
of the standing committee of the CPPCC’s national
committee, who is also Vice-Chairman of the Heilongjiang
Provincial Committee and Chairman of Heilongjiang
Democratic League, provided a proposal supporting
accelerating the development of China’s industrial hemp
industry, stating:
“As we all know, the annual sales of industrial hemp
products in the world now exceed $10 billion. It is
expected to increase to over US $100 billion in the next
five years, which has the potential to grow into a trillionlevel industry. With the application of CBD in the field
of medicine and healthcare gradually recognized by the
market, industrial hemp and related industries have a
broad space for development.
The north of China is suitable for the growth of
industrial hemp, and there are locational advantages
in the development of industrial hemp. In recent years,
with the deepening of agricultural supply-side structural
reform, industrial hemp has gradually become an
advantageous industry for the adjustment of regional
agrarian structure and the increase of farmers’ income.

“Innovation in China, ‘Made in China 2025’ and Implications for Healthcare MNCs.” L.EK. Consulting, July 2018.

Atkinson, Robert D. “China’s Biopharmaceutical Strategy: Challenge or Complement to US Industry Competitiveness?” Information Technology and Innovation Foundation,
August 12, 2019.
15

Hopewell, Kristen. “Analysis | The WTO Just Ruled against China’s Agricultural Subsidies. Will This Translate to a Big US Win?” The Washington Post. WP Company, March
4, 2019.
16

17

Elmer, Keegan. “Why China’s Farm Subsidies Are an Obstacle to a Trade War Deal.” South China Morning Post, May 27, 2019.
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However, there are still some problems in industrial
hemp production and processing, such as low coverage
of fine seeds, non-standard cultivation techniques,
lack of special production machinery, insufficient
processing capacity, and lag in the research of critical
technologies.”
[...]
Within the existing framework and funding channels,
specific policy support will be given to planting,
cultivation of high-quality varieties, development of
agricultural machinery and equipment, development
of high-end products, and tackling critical technical
problems. By increasing the investment in science
and technology, the key issues that restrict the
development of the industry such as the quality of
fiber and the low content of edible and medicinal CBD,
as well as the problems of cultivation technology and
processing standards in production are solved. China
has increased its support for international exchanges
and cooperation in the field of scientific research. China
will speed up its academic exchanges with advanced
countries and introduce and absorb superior scientific
and technological achievements. We will integrate
domestic and international research and development
forces, bring together technology and talent from
around the world, and carry out collaborative innovation
in resources, breeding, harvesting, and processing
machinery and other practical technologies to support
industrial development.”18

Structural Advantages of Approved
Provinces: Yunnan and Heilongjiang
Yunnan and Heilongjiang are both well-positioned as hemp
cultivation centers with extensive agricultural experience,
significant farming acreage, agricultural labor workers and
low labor costs. As of 2018, Heilongjiang had the secondlargest farming acreage in China by region, with 14.67

million hectares or 36.25 million acres in farming acreage,
and Yunnan had 6.89 million hectares or 17.02 million
acres. Jilin is a close third with 6.08 million hectares
or 15.02 million acres. Similarly, gross agricultural
production value in these three regions is also significant.
Heilongjiang stands at RMB363.5 billion or USD51 billion,
while Yunnan is at RMB223.47 billion or USD31.52 billion
in 2018. Jillin follows with RMB99.3 billion or USD14.01
billion. These figures not only underscore the importance
of agriculture to these regional economies, but also
the significant capacity for developing agriculture and
potential expansion of hemp cultivation.
For Chinese farmers, hemp is considered a beneficial
rotational crop that helps reduce weeds and increase
other crop yields, and farmers rotate it with crops
including soybean, tobacco, wheat, and corn.19 The plant
is also highly insect-resistant, as well as cold-resistant,
allowing it to grow in diverse climates. As such, Yunnan
and Heilongjiang are both producing tens of thousands
of acres in hemp despite having vastly different growing
conditions.
Yunnan, located in the south of China has a warm,
springlike climate, where sowing for hemp typically
ranges from early March to the end of May. Between 2010
and 2017, Yunnan approved the cultivation of more than
220,000 acres of industrial hemp, primarily for hemp fiber
production, in over 38 counties.20 In 2013, CBD extraction
from byproducts was officially permitted and, as of
2019, liberalization of CBD resulted in over 36,000 acres
licensed for hemp cultivation for cannabidiol.21 Yunnan is
also home to the world’s largest cannabinoid extraction
plant, which opened in 2016. There are also half a dozen
companies in Yunnan with licenses to process hemp for
cannabidiol as of 2019.22
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Heilongjiang, located in the northeast of China, is
characterized by a much colder climate while the
humus-rich, highly-fertile black soils makes Heilongjiang
a distinctive, agricultural epicenter. Sowing for hemp
typically occurs in early April until May, during a shorter
summer that coincides with the rainy season. Although
the climate is different from the warm south, varieties
of hemp seed and different rotational methods are
employed. In its first year since legalization, by November
2018 Heilongjiang harvested 30,000 hectares or 74,000
acres of hemp — nearly one-third the size of European
and Canadian fields combined.23 The province also has
processing and extraction facilities, with the goal of
processing 70,000 tons of hemp skin, 10,000 tons of
hemp seed, 10,000 tons of leaf flower, and 300,000 tons
of hemp stalk by 2020.24

2014. Other provinces, excluding Heilongjiang and Yunnan,
accounted for 0.4 million hectares of hemp cultivation.
Hemp fiber processing is not regionally limited, however,
and other provinces like Shanxi have been involved in
producing cloth from hemp for export. Shanxi Greenland
Textile, the largest hemp fiber processor in China,
annually produces 5,000 tons of yarn, 10,000,000 meters
of fabrics, 150,000 finished textile products.27 While rising
interest in hemp cultivation and processing should be
anticipated from other regions of China, flower and leaf
cultivation for CBD production is only permitted in Yunnan
and Heilongjiang, where production is tightly regulated.
Note: No official production data or data on cultivation
capacity, only rough market estimates.

With regards to labor allocation, in 2008 Heilongjiang was
among the top provinces with a share of their time spent
on agriculture, some 68%. 2011, employed 17 million of a
total of 27 million workers in agriculture.25 The labor force
is experienced and committed to agriculture, possessing
cost advantages in the form of inexpensive workers.
Yunnan and Heilongjiang are two provinces with one of
the lowest minimum wages in yuan per hour in China as
of 2019, with Heilongjiang at 12 yuan/hour or $1.70/hour
and Yunnan at 13 yuan/hour or $1.84/hour. Jilin stands at
14 yuan/hour, or $1.98/hour. The factors of an established
agricultural workforce and farming acreage, combined
with cost advantages, make China a promising source for
hemp cultivation and processing.
Jilin province may soon join Heilongjiang and Yunnan in
formally regulating production of hemp. Hemp cultivation
exists in provinces other than Yunnan and Heilongjiang,
but it is largely unregulated and primarily for fiber
production.26 For instance, about half a million hectares
of land were used to grow hemp in Anhui province in

China’s Globally-Oriented Professional
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Perspective on the
China Hemp Industry

Ms. Jessica Zhou, CEO of Meilleure Health International Group 美瑞健康 (02327.HK)
Q: What are your thoughts on CBD’s future global market competition?
A: Currently, many profound changes are happening globally within the industrial hemp industry. 1) International
organizations, such as the World Health Organization, continue to promote the legalization of CBD. In countries
such as the United States, CBD is undergoing formal regulation. CBD legalization is meeting less and less
resistance, and CBD has been gaining more and more social approval. 2) The industry focus will shift to
consumption (as opposed to cultivation and extraction, which was previously the case in China). [We can expect
to see] more consumers exposed to the hemp industry. 3) Leading enterprises have laid out the fundamental
groundwork, and are entering a stage of deepened industrial layout where engaging in competition with
differentiated product offerings. Each company needs to centralize their resources, increase investment in
their strengths, and create an economic moat. Moving forward, product quality and differentiation will continue
to increase in importance. 4) Asian countries, such as China and Japan, will become increasingly integrated
in the global industrial hemp industry. The region’s large population, increasing wealth, and increasing public
acceptance of CBD use in healthcare will accelerate a rapid emergence of an Asian market for CBD.

Q: How would you forecast China’s CBD market over the next 1 to 3 years? In your opinion, what is the biggest
opportunity?

A: As the country with the largest population and the second largest GDP in the world, China is highly likely to
become one of the major CBD markets. The exact level of future development mainly depends on the national
and regional regulatory system, as policy implementation is directly related to the pace of future change. Other
determinants include the public’s acceptance of CBD, as well as enterprises’ motivation, investments and
product competitiveness. However, over the last few years we have already witnessed tremendous progress
in regard to these factors. Cosmetics, the only category formally recognized at present, has seen the number
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Ms. Jessica Zhou, CEO of Meilleure Health International Group 美瑞健康 (02327.HK)

of non-special cosmetic products increase 46 points between 2019 and 2018, and 12 points in the first half
of 2020. More importantly, many key players within the Chinese cosmetics industry have launched a series of
CBD cosmetics products. Therefore, as China and the rest of the world further market the positive effects of
legalized CBD cosmetics products, and as users gain a deeper understanding of CBD, China’s CBD cosmetics
products industry will grow very fast. We can reasonably expect that within one to three years, China will
become home to the world’s [leading] CBD cosmetics companies or brands. Similarly, under the existing
regulatory framework, enterprises have engaged in further R&D to innovate CBD products. At the same time,
local governments such as those of Yunnan and Heilongjiang are actively promoting the moderate, orderly
and controllable opening of adjacent consumer goods markets. In short, China has the potential to become
one of the most important consumer markets of CBD end products in the next three years, [with the] biggest
opportunity [in] cosmetics.

Q: How do you think China’s CBD extraction industry should increase its competitiveness?
A: The major gap lies in the CBD yield. To address this, Heilongjiang has already begun authorizing and testing
imported, high-yield seeds. This move is believed to bring exponential growth to China’s CBD extraction industry.
At the same time, Yunnan is speeding up the commercialization of domestic, high-yielding seed varieties. The
rapid growth of China’s CBD end product consumption market will also [result in higher demand from and]
contribute higher tremendous profits to extraction enterprises [which have been able to] realize economies of
scale. Apart from that, enterprises should also increase R&D investments in product differentiation and stability,
maintain good communication with downstream customers, and maintain high sensitivity to changes in market
demand.

Signs of local excitement for hemp industry abound
Copyright© 2020 Asia Horizon Group Inc. & The Arcview Group. All rights reserved.
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Talent Base Benefits the Hemp Sector
With a favorable talent pool and workforce that is
quickly professionalizing, China is uniquely positioned to
take on the commercialization of hemp. China’s heavy
exposure to many of the world’s leading multinational
firms has allowed it to build top human talent and glean
best practices in industries such as beauty and health.
Moreover, the growth in corporate universities and higher
education institutions in China has also helped bolster
technical capabilities. As the world’s largest firms have
developed well-rounded and highly-equipped human talent
in China, it can be anticipated that business leaders
will be keen on professionalizing hemp as CBD becomes
increasingly relevant to their industry and respective
corporate strategy.
As foreign multinational corporations have grown roots
in China, their business development has largely been
augmented by domestic professional talent. Analysis
by Bain found that Chinese business leaders are highly
educated and globally minded. More than 60% of Chinese
business leaders at the director level and above have
advanced degrees, and those working in multinational
companies are twice as likely to hold MBA degrees.
About half of those sampled also had foreign education,
and 60% are working in a multinational corporation
with a presence in China.28 However, there has been an
increasing trend for more Chinese leaders transitioning
from multinationals and moving to local firms, reflecting
greater confidence in management skills as well as
bringing their know-how. According to the head of HR of a
multinational healthcare company, many are motivated by
having more influence in the company.29
Outside of consumer products, China has also recognized

the significant know-how that foreign pharmaceuticals
and hospitals can bring along the lines of hospital
management, innovative treatments, and clinical care.
As such, wholly foreign-owned hospitals and facilities
can now operate in seven provinces. Biopharmaceutical
companies have also looked to establish operations in
the region, viewing expansion into China as a central
strategy. For example, Bayer opened its second largest,
over-the-counter manufacturing site in Yunnan in 2016.30
More recently, Pfizer revealed plans to base its leadership
team for established medicines in China, while Sanofi
is creating a “China and emerging markets” unit.31 All
of this is in addition to direct investments in Chinese
pharmaceuticals and biomedicine as part of Made in China
2025, where China stands second only to the US in total
pharmaceutical spending.
Another engine for human capital development is the
corporate universities. Chinese and foreign enterprises
have established corporate universities focused on
practical and applied industry knowledge and invested
in increasing the technical capacities of young workers.
In 2012, China had 1,186 corporate universities, and
expected to exceed 3,000 in 2019.32 Corporate university
sponsorship is also occurring in pharmaceuticals.
Novartis, one of the largest pharmaceutical companies
by market capitalization and sales, operates Novartis
China University, which has programs in Beijing, and also
opened a Shanghai campus in 2015.
In regions where hemp is cultivated, there is a significant
concentration of higher education institutions. For
example, in Heilongjiang, Harbin Institute of Technology
is recognized as one of the best Chinese science
and technology universities. Regionally, Heilongjiang
also houses Harbin Medical University and Northeast
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Agricultural University. In Yunnan, there are also several
established institutions, like Kunming University of
Science and Technology, and those specific to agriculture,
like Yunnan Agricultural University.

Genetics R&D for China
The value of cultivating and processing hemp for
extracted cannabinoids has become more apparent to the
Chinese government authorities in recent months, driving
a corresponding increase in research and development of
advanced hemp genetics akin to those found in Western
markets. As mentioned earlier in this paper, advancement
of higher-cannabinoid genetics as well as cross-border
collaboration was a key point of the official proposal for
further hemp industry development during this year’s
Two Sessions. High-cannabinoid varieties optimized for
extraction purposes are expected to be exponentially
more valuable than varieties grown for industrial
purposes.
The lack of availability of advanced genetics, with higher
CBD content and valuable secondary phytocannabinoids,
is an obstacle to the industry’s development. Currently,
farmers and companies licensed for cultivation of hemp
must purchase commercially certified hemp seeds from
the provincial Institute of Hemp Research or affiliates
of the Academy of Agricultural Sciences. Commercially
available industrial hemp varieties presently cultivated in
China contain approximately 1% CBD content, significantly
less than what is available in Western markets. Strains
of hemp with higher concentrations of CBD are strictly
controlled by government authorities and there is no
commercial trade in hemp seeds.
Even so, early indications suggest a rapid proliferation of
more attractive genetics in the near future, and China’s
well-developed, industrial hemp infrastructure will be
positioned to capitalize on advances in hemp genetics for
the purpose of extracting non-psychoactive cannabinoids.

In agricultural provinces such as Heilongjiang and
Yunnan, where there are already significant resources
dedicated to research and development of industrial
varieties, hemp optimized for high cannabinoid content
is being developed. In 2020, it is expected that wider
commercialization of seeds with 3% to 5% cannabinoid
content will occur, with rapid continuous improvements
over the coming years.
In November 2019, Yunnan Suma Biotechnology (SMBT),
a subsidiary of HMI Group, and the Institute of Hemp
Research, announced that the team developed a new
seed variety containing more than 3% CBD content,
bypassing the then average yield of 1%.33 The following
month, the Heilongjiang Academy of Agricultural
Sciences Institute of Industrial Crops visited the Oregon
Department of Agriculture and the College of Agricultural
Sciences at Oregon State University. In a promising
sign of further development, researchers and policy
coordinators discussed how Oregon can ship hemp
to China. where researchers and policy coordinators
discussed how Oregon can ship hemp to China, showing
promising signs of further development.34
While Yunnan province has taken the approach to develop
seeds domestically, Heilongjiang province is, instead,
looking abroad. Heilongjiang province has opened up a
very limited channel to import foreign genetics to help
bridge the gap between what is currently available
commercially in China versus abroad. Foreign seeds
must first be approved for importation through a number
of organizations, including, but not limited to, China
Customs as well as the Institute of Hemp Research. Once
foreign varieties are approved for import, the seeds must
then undergo domestic trial runs before being given a
Chinese certification. So far, the most notable commercial
activity in genetics has been from publicly traded Zixin
Pharmaceutical. Zixin Pharmaceutical completed an
importation of three strains of hemp varieties from
Holland in May of 2020. Two of the strains were highcannabinoid-producing varieties, and one was a grain and
fiber variety.

33
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Perspective on the
China Hemp Industry

Ms. Joanne Chiu, CPA, Managing Director and Head of Asia Practice, MGO
Wechat ID: Joannchiu

Q: What interest do North American companies and investors have in the Asian hemp market?
A: I think the smart operators and investors in North America are keeping very close watch on the Greater
China Region. Stock exchanges in the U.S. and Canada have been very welcoming to cannabis/hemp companies
seeking access to capital markets. We’ve already seen Asia-based hemp companies testing the water and
considering going public. And North American companies have expressed interest in acquiring, partnering with,
or investing in hemp companies based in the region.
The global supply chain models that have made China a leader in so many industries also apply to hemp and
CBD production, and I think companies and investors are very intrigued by how access to Chinese-grown hemp
products can give them an advantage.

Q: What are the obstacles to pan-Pacific hemp transactions?
A: The regulatory framework surrounding hemp and CBD production and sale is complex on both sides of the
Pacific. There are a lot of potential roadblocks, and cost-saving opportunities, that proactive companies and
investors need to be aware of. Optimal tax structuring and transfer pricing considerations are essential to
successful deals, whether on the open market or in merger and acquisition-type transactions.
We work with companies and investors on both sides, helping connect future partners, and optimize the value
of cross-border deals. There are seemingly limitless advantages to forging mutually beneficial partnerships
between North America and the Greater China Region. Some regulatory obstacles must be overcome to make it
happen, but this is easily accomplished with experienced guidance.

Copyright© 2020 Asia Horizon Group Inc. & The Arcview Group. All rights reserved.
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China Competitive
Landscape: Key
Players in China
Cannabinoid
Production
We have identified some 15 entities in the whole of China
that have received government authorization to extract
cannabinoids from hemp. Most are based in Yunnan
province, and a few authorizations are in Heilongjiang
province. We also estimate that there are more than 60
companies that are licensed for cultivation in Yunnan and
Heilongjiang.
Several of the Yunnan entities are already operational, but
it is unclear whether and to what extent the authorized
entities in Heilongjiang are operational. We consider the
few entities that are operational in Yunnan to be robust
market participants, as most of the companies that have
received government authorization have not started
operating. We expect the total number of authorized
participants to increase slowly over the coming 24
months - with state-owned or large tobacco and
pharmaceutical companies to begin entering the industry.
We highlight a select group of companies below that
we consider to be active market participants that have
either demonstrated existing licensed operations, or have
significant plans to participate in the industry in the near
future.

Jilin Zixin Pharmaceutical Industrial
Co., (“Zixin”) is a Shenzhen publicly traded

company (002118) principally engaged in the research
and development, production and distribution of
traditional Chinese patent drugs and ginseng products.
The Company operates its businesses through three
segments. The Traditional Chinese Patent Drugs segment
mainly provides traditional Chinese patent drugs for the
treatment ofrheumatoid immunity, as well as ear-nosethroat (ENT), urinary system, cardiovascular, hepatobiliary,
and digestive diseases. The Ginseng Products segment

is engaged in the provision of deep-processing products
and rough-wrought products, including white ginseng
products, red ginseng products, drinks and candied
fruits. The Gene Sequencing segment is engaged in the
research and development, manufacture and distribution
of gene sequencing machines and supporting reagents.
In 2019, Zixin Pharma signed a hemp development
framework agreement with the Heilongjiang province,
the city of Qiqihar, and Gannan local county government,
announcing they will be investing RMB500 million in the
next few years. The company will develop a vertically
integrated hemp supply chain, including cultivation and
processing, to promote the development and growth of
the local hemp industry. Zixin Pharma intends to advance
the selection and breeding of industrial hemp varieties
and the research of hemp seed technology to increase
farmer income.
As of May 6, 2020, Zixin Pharma has completed its
inaugural importation of three strains of foreign hemp
seed genetics from its Dutch subsidiary company,
Fytagoras. Two of the three strains, FG031150001,
FG031150003 are cannabinoid-producing, strains and
one strain, FG031150002 is a grain and fiber strain.
FG031150001 is described as a strain producing 8% - 12%
CBD content.

Zhejiang Conba Pharmaceuticals Co.,
(“Conba”) is a Shanghai publicly traded company

(600572) principally engaged in the research and
development, manufacture and distribution of traditional
Chinese medicines, modern phytomedicines and chemical
drugs. The Company also provides active ingredients.
The Company’s products include tablets, capsules,
pills, granules, powders, injections, oral solutions,
syrups, eye drops, nasal drops, ear drops, ointments
and others. Its products are applied in cardiovascular
and cerebrovascular diseases, urinary system diseases,
digestive diseases, respiratory diseases, endocrine
system, nervous system, anti-infection and other
treatment areas.
Conba Pharmaceuticals is one of the earliest publicly
traded companies in China to seriously explore entering
the hemp industry. In 2019, the company received a
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cultivation license and cultivated 4,000 acres of hemp.
Furthermore, the company received one of only two
processing licenses granted by the Yunnan provincial
government in all of 2019. Conba is constructing a hemp
processing plant with capabilities to process 3,000 tons
of biomass. Conba has also engaged in a commercial
agreement with the Institute of Hemp Research based
in Changsha, Hunan province to commercialize strains of
hemp genetics with higher cannabinoid content.

Renhe Pharmacy Co., Ltd. (“Renhe
Pharma”) is a Shenzhen publicly traded

pharmaceutical company (000650) and a leader in the
domestic TCM pharmaceutical industry. Renhe Pharma
has developed multiple, household name TCM brands
treating conditions ranging from the common cold (“Ke Li
Ke”), female hygiene (“Fu Yan Jie”) to pediatric influenza
(“You Ka Dan”).

CBD infused e-cigarette liquid and CBD-infused face
masks.

Hanma Investment Group Co., Ltd.
(“HMI”) is one of the earliest movers in China’s hemp
business and has been operating since 2016. As an early
mover in the industry, HMI has been actively spreading
its reach across the entire supply chain, from genetics
to cultivation to processing all the way to end consumer
products. HMI group comprises a number of subsidiary
companies, specializing in different parts of the hemp
supply chain, including Hansu Bio-Tech Co. (Processing),
Hanyi Bio-Tech Co. (Life Sciences), Suma Bio-Tech Co.
(Cultivation), Woda Hemp Limited Liability Company (New
Tobacco Products) and more. HMI has also established
a number of joint ventures as well as partnerships with
other companies in China to advance different parts of
the hemp supply chain.

In April 2019, Renhe announced its plan to enter
the industrial hemp industry. The firm established a
partnership with the Longsha district of Qiqihar, located
in Heilongjiang province, to breed, grow, process, and
research hemp. Renhe has announced plans to invest
approximately RMB1.08 billion into the project.35 Renhe
has already launched a series of CBD skincare products,
including facial cleanser, toner, face masks, and shampoo.
Renhe also offers full stage white-label manufacturing
(design, sampling, CFDA registration, mass production)
for CBD cosmetics, including the Renhe trademark on the
final packaging.

In March 2019, Shanghai publicly traded Dezhan Health
Co., (000813) entered an strategic investment and
partnership agreement with HMI and its subsidiary
companies Suma Bio-Tech, Hanyi Bio-Tech, and
Meiruiwana. In 2020, Suma Bio-Tech together with
Kunming City Government Agricultural Investment Co.
began construction on China’s first indoor greenhouse
for industrial hemp cultivation.36 This green house will
commercialize the “ZhongHanma #1” seed variety with
>3% CBD content that HMI developed with the Changsha
Institute of Hemp Research in 2019.

Yunnan Hempson Bio-Tech Ltd.
(“Hempson”) is a subsidiary of Kunming Longjing

company (02327.HK) principally engaged in investment
in and around the healthcare industry, including medical
care, health tourism, and healthcare-related real estate.
Meilleure Health provides global healthcare at the highest
level of medical resources and international medical
standards. The group offers genetic testing, hormone
resistance, aesthetic medicine, health management,
overseas medical treatment, etc.

Pharmaceutical Co., a Shenzhen publicly traded
pharmaceutical company (002750). Hempson has
been operational since 2018 and has been exporting
its products to Europe and North America. Hempson’s
annual processing capacity is reported at 500 tons with
an output capacity equivalent to 1.5 tons of CBD isolate.
Hempson is also producing CBD finished goods including

35

Meilleure Health International
(“Meilleure Health”) is a Hong Kong listed public

Hua, Shangtao, Lingxu Zhang, and Chen Ni. “投资10亿布局工业大麻，仁和药业要打翻身了吗?.” Tencent QQ, September 3, 2019.
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In 2018, Meilleure signed an agreement with HMI,
becoming a major shareholder of their subsidiary, Yunnan
Hansu Bio-Technology. Meilleure and HMI also formed a
strategic corporation agreement to develop cannabis
for medical uses and integrated applications, including
the development of cannabinoid production capacity,
exploration of biopharmaceutical application, and joint
services for the development of large-scale health
industry application.

technology. Meilleure Health’s subsidiary company
Mysunray, has an annual production capacity of 20 million
vape cartridges. The company is also internally developing
a portfolio of CBD-based cosmetics products to distribute
in the domestic Chinese market.
***
We are aware of the following additional entities in
Yunnan, but cannot confirm whether and to what extent
they are operational: Kunming Baiou Biotechnology
Co., Ltd. (“Baiou”), Shenzhen Capstone Industrial Co.
(“Capstone Industrial”). Baiou acquired a hemp extraction
license in 2017 but never managed to reach production
efficiency. Capstone Industrial and Conba acquired the
latest extraction licenses issued in Yunnan in late 2019,
the only two new licenses issued in Yunnan last year.

Meilleure Health is presently focusing its efforts on
building out a portfolio and distribution of CBD vape
and CBD cosmetics products. Meilleure Health has
entered into a joint venture with Gippro to co-develop
and distribute CBD vape products in Japan. Gippro is
a Japanese company, focused on the development
and commercialization of vaporizer and heat-not-burn

China Sees Potential to Lead CBD Across Consumer Categories

The Chinese consumer market represents a future upside as the largest non-THC cannabinoid market in the world.
Regulatory directives point to an eventual consumer market, starting off with CBD already allowed as an ingredient in
cosmetics products. China is still a growing market for many consumer segments, including mature product categories.
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China is the world’s largest
spirit-consuming nation. Moutai
supplanted AB InBev as the
world’s most valuable alcohol
company in 2017.
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Perspective on the
China Hemp Industry

Mr. Yuqun Song, Former Head of Product Supply, Bayer Consumer Healthcare China
Q: One of the topics grabbing global headlines lately is the talk of decoupling production supply chains away
from China. What is your opinion on how this will affect the global API and nutraceutical supply chain?

A: Global supply chain reformation has long been a topic of discussion, and it has become more vital since the
start of the Coronavirus epidemic. Countries with severe outbreaks find themselves importing most of their
APIs and nutritional products from China. These countries are motivated to change one or more factors in the
supply chain for both sustainability and national political considerations.
So the question really is: what are the factors involved in evaluating whether it makes sense to shift API
production away from China to the country of consumption or an alternative third country? My viewpoint is
that the supply chain around API and nutraceutical production will not experience major shifts. Any changes
being contemplated and subsequently executed will take a long time horizon to materialize.
Political considerations aside, supply chain reform takes much more than simply shifting production from one
location to another. According to current drug registration regulations, it will take 4-5 years minimum just from
when the decision is made to relocate production, to the launch of the first new ingredient products from that
new location. This process includes the construction of a new production site, quality system and process
verification, facility and equipment transformation, technology and knowledge transfer, personnel training,
product stability inspection, GMP inspection from the country of destination, review/approval by the domestic
regulators and much more.
And what I’ve just talked about is just the production part of the supply chain. Production is never evaluated
alone when making supply chain decisions. Upstream, it involves quality management and sourcing for API and
nutraceutical ingredient production, i.e, can we maintain the integrity of the upstream process feeding into

Copyright© 2020 Asia Horizon Group Inc. & The Arcview Group. All rights reserved.
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Mr. Yuqun Song, Former Head of Product Supply, Bayer Consumer Healthcare China

production. Downstream, it involves R&D capabilities, demand forecasting from adjacent markets, production
inventory planning. Later on, it also covers sales channels, logistics and distribution, after-sales service training
and other issues that are all part of the supply chain relocating decision.

Q: Isn’t switching to API suppliers in a different country with lower labor cost than China an alternative solution
to re-building a supply chain?

A: Labor cost is just one part of the entire supply chain consideration, and it usually takes a few years for new
suppliers to improve on the rest of the supply chain factors (i.e., production capacity and logistics) and just
catch up with their competitors in China. If an alternative solution existed with better cost and no problems,
the structural change in the API supply chain would have been made already. The reality is, suppliers elsewhere
always come up short somewhere when compared with suppliers in China. Under the current environment,
there probably will be some movement of API manufacturing away from China. But many multinational
pharmaceutical companies are only increasing their presence in China, and not decreasing. That is also
something to consider when evaluating the future trajectory of API production supply chain.
To summarize, global reform of the API supply chain will be a long process. Changes in production locations
will have a huge impact on all factors of the entire supply chain, and it should be based on comprehensive and
systematic assessments.

Cartoon in South China Morning Post the morning after Arcview hosted the first Cannabis Investment Symposium in Asia - Hong Kong, November 2018

Copyright© 2020 Asia Horizon Group Inc. & The Arcview Group. All rights reserved.
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China’s Domestic
CBD Market is
an Attractive
Emerging
Opportunity

the world, and the world’s exposure to China, it is only a
matter of time before the pervasive, global CBD consumer
market reaches China. While continued headwinds are
anticipated throughout 2020 due to the ongoing impact
of COVID, the fundamental characteristics that position
China as an important emerging CBD cosmetics and
healthcare market persist.

China’s Domestic CBD Market Is Set To
Expand Rapidly
China is entering a new phase in its relationship with the
rest of the world. The nation’s rapid economic growth
over the last 30 years is largely a result of establishing
itself as the world’s manufacturing hub. However, in
recent years, its 1.4 billion consumers have become a
tremendous international spending power impossible to
ignore. The combination of seismic demographic shifts,
expansion in discretionary incomes, and unique domestic
infrastructure contributes to China leading global spend
across multiple consumer product categories, including
those impacted by CBD such as beauty, alcohol, and
tobacco.
Since joining the WTO in 2001, China has steadily opened
up to foreign firms operating in China. As assessed by
McKinsey, by 2019 China’s consumer market was highly
integrated with global value chains and considerable
multinational corporation penetration. The top 30 brands
across ten consumer categories found that foreign
multinational corporations’ average penetration in China
was 40% in 2017, compared to 26% in the US. In these
consumer categories, penetration is among the deepest
in sectors most relevant for hemp applications. Indeed,
beauty and personal care is at a staggering 73%, and
38% for health and wellness. 37
The legalization of cannabis and hemp consumption
has proliferated Western consumer markets with CBD
products. Considering China’s exposure to the rest of
Skygreen

“China and the World | Inside the Dynamics of a Changing Relationship .” McKinsey Global Institute, July 2019.

37
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China’s Demographic Trends Point to Clear
Opportunities
In order to evaluate China’s domestic market, we turn
to one of the most defensible indicators of opportunity:
demographic change. An analysis of age, geographic,
and income distribution enables an understanding of
consumer categories that are prime for entry, and why
they will be sustainable.
China’s demographic makeup suggests a significant total
addressable market for cosmetics and healthcare, with
an outsized millennial and elderly population expected to
be strong drivers of growth for CBD consumer products.
As presented by the 2017 National Sample Survey on
Population Changes conducted by the National Bureau of
Statistics of China (NBS), Millennials and Gen Z - those
born after 1990 - occupy 37.2% of China’s population.
Simultaneously, China falls well above the benchmark of
an aging population, with 11.4% of citizens 65 or older and
17.3% 60 or older. China has seen a near-doubling in life
expectancy since the 1960s, which will force industries
to yield to a doubling of the senior citizen population by
the end of the decade. Whether sold as cutting-edge
nutraceuticals or cosmetic products to millennials, or
as TCM products to the elderly, the diverse potential of
hemp-derived cannabinoids creates an opportunity of
unparalleled scale in the Chinese domestic market.
China’s climb to prosperity has been well-documented,
and the rapid urbanization of its eastern coastal region
is unparalleled. While purchasing power parity remains
below that of the US, growth of affluent consumers is
no longer concentrated in Tier-1 and Tier-2 cities; the
percentage of upper and mass - affluent households in
Tier-3 and Tier-4 cities is now mirroring what Shanghai
and Beijing looked like five years ago. Importantly, as
disposable incomes have risen, so has the presence of
options for how to spend. This has resulted in bifurcation
in the market, with the emergence of a savvy, discerning
customer, as opposed to only one who trades up to more
expensive products for perceived quality or attainment of
social status.

38

China is far from a single, unified market. The
fragmentation of this enormous class of consumers is
important when considering differences in preferences,
purchasing decisions, and so forth. China’s unique
demographic mix presents near-term growth opportunities
for CBD products, particularly in categories such as
beauty and healthcare. For CBD brands entering the
Chinese domestic consumer market, the diversity of
demand across age, income, and city tier is strongly
encouraging.

How China’s Dynamic Digital Ecosystem
Dictates Confidence in Choice
China’s domestic digital ecosystem is a complex and
symbiotic one. Many platforms serve a variety of
functions, compared with platforms in the US such as
Amazon (shopping) and Instagram (sharing pictures)
that tend to serve a more singular purpose. E-Commerce
platform Tmall is not just search and navigation, but
includes rich media such as curated posts (photos and
short videos), live-broadcasting, and interactive chat
functions. Digital platforms are increasingly interactive
and utilize a wide range of formats in order to drive
purchase conversion.
Like Black Friday and Cyber Monday, China has a calendar
of domestic shopping holidays - except they dwarf those
of the US. November 2019’s Black Friday, lasting five days,
clocked in USD7.4 billion, followed by an additional USD9.4
billion on Cyber Monday. In contrast, on the November
11th spending holiday, known as “Single’s Day” or “Double
11”, Alibaba netted USD 1 billion in sales in the first 68
seconds and USD 10 billion in half an hour. Closing out
the twenty-four hour event, the online platform drew a
blockbuster USD 38 billion in revenue.38 Alibaba is just one
platform offering discounts, with several others such as
JD.com, Suning.com, and Pinduoduo developing platformspecific or combined shopping holidays (Lunar New Year,
6.18, 8.18, 12.12 to name a few). The scope and impact of
China’s digital ecosystem is unprecedented in the global
retail market.

Singh, Manish. “Alibaba’s Singles’ Day Sales Top $38 Billion.” TechCrunch. TechCrunch, November 11, 2019.
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Unprecedented Size and Scope for China’s Online Shopping Holidays (2018)

Global Shopping Event Sales

$38 bln
Singles’ Day Alibaba

$9.4 bln

$1.62 bln

Cyber Monday

“618”
JD.com
$7.4 bln

Black Friday

$3.05 bln
Thanksgiving

$3.58 bln
Prime Day Amazon

Note: An average has been calculated for multi-day events
Source: Reuters

Getting To One Billion Yuan

How long it takes to reach 1 billion yuan ($140 million) in sales during the 24-hour event.
1 billion yuan
2018

21s

2017

28s

2016

52s

2015

1m 12s

2014

3m

2013

6m 7s

Copyright© 2020 Asia Horizon Group Inc. & The Arcview Group. All rights reserved.
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Alibaba Singles’ Day Sales
300 bln yuan
250

Sales surpassed
Black Friday and
Cyber Monday

200

Alibaba’s debut on
the NYSE marked
an “All in Mobile”
Strategy

150
100
50
0
2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

Source: Reuters

In no particular order, some of the most widely used digital platforms in China include:

Social Media

eCommerce

Little Red Book
Weibo
WeChat
Douyin (Tiktok)

Tmall
JD
VIPShop
Kaola

Willingness to try new brands is a consistent theme
across Chinese generations, but is particularly apparent
in the millennial cohort. On one hand, consumers are
faced with a flood of choice amplified by digital discovery.
On the other hand, an influx of choice taxes time and
attention. Consumers, having an affinity for newness,
seek confidence in the choices presented to them.
Social media and e-commerce platforms (third-party
or owned) provide a more curated “intelligence of the
crowds” phenomenon, whereby the experiences of the
in-group shape the information gathering and purchasing
decision of the individual consumer. This might include
the individual consumer consulting peer reviews such as
unboxing experiences, buyer’s guides, product reviews,
and anecdotes. Consequently, the symbiotic relationship
of social media and e-commerce has made brand

awareness, knowledge, visibility, and availability robust as
ever for beauty products.
In order to take advantage of this willingness to
experiment, market players commonly attempt to gain
share by creating a sense of newness - real or illusioned
- by systematically refreshing their products. Robust
marketing campaigns commonly combine tailored video,
image, and other content. The most successful customer
acquisition strategy - word-of-mouth - is reimagined in
the digital age by Key Opinion Leaders (“KOLs”), also
known as influencers. A KOL refers to an active person
on social media who has a large follower base, and whose
opinion is typically held in high regard by their followers.
Compared to the owned social media profile of a company
brand, KOLs often have wider followings and command

Copyright© 2020 Asia Horizon Group Inc. & The Arcview Group. All rights reserved.
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stronger trust by their followers. Often, KOLs are a key
force in educating consumers about new products. Top
KOLs are able to successfully contextualize products
in daily life, generating excitement that can sell out a
new product upon launch and significantly increase the
brand’s following on social media.
However, there is a limit on the quantity of commercial
posts millennials are willing to tolerate from any particular
KOL they follow. Consequently, successful brands
realize the importance of maintaining a portfolio of
KOLs with varying star power, and utilizing them across
multiple platforms to maximize impact. One aspect
that differentiates Chinese KOLs versus their Western
influencer counterparts is the Chinese KOL’s intentional
commercial focus and ability to drive sales to product
and brand endorsements. In the US, influencers are
somewhere in between a pseudo-celebrity and a normal
person, whereas Chinese KOLs are the centerpiece of
an entire, social-based commerce industry. Li Jiaqi is a
live-streamer known as the “King of Lipsticks” in China. A
household name with over 40 million followers on Douyin,
Li drove more than USD145 million in sales for Alibaba’s
2019 Single’s Day.39 By comparison, Estée Lauder
Companies’ fiscal year 2019 net sales in China and Hong
Kong combined were USD574 million across all product
categories and brands. 40

Sector Analysis: Beauty & Cosmetics
As China continues to transition into a high-income
nation, it is likely Chinese consumers will fall in-line
with the global positive correlation between increasing
disposable income and per capita luxury consumption
growth. Consumer surveys have indicated positive
expectations for growing future incomes and a stronger
than ever appetite for personal luxury goods. Specifically,
luxury consumption stickiness continues to point to
young (18-34), aspirational, Chinese women. As a major
category in global luxury, we anticipate increased beauty
consumption growth.

39

The global beauty market grew +5.0% in 2019, reaching
approximately USD $240 billion in sales.41 Skincare not
only continues to be the largest category - it is also the
dominant driver of global cosmetics growth. In terms of
geographic importance, Asia Pacific is the largest beauty
market, and also accounts for more than half of skincare
demand. Chinese enthusiasm, in particular, for innovative
skincare products makes it one of the most attractive
segments across the entire consumer products category.
Global Western prestige brands are well-positioned to win
in China due to their skew towards premium products,
travel-retail, e-commerce, and brand equity. Particularly
in the skincare category, Chinese consumers have
historically indicated a preference for French (or French
sounding) brands. Looking toward the future, Chinese
consumers have indicated increasing craving for Chinese
elements in the products they consume, with beauty
no exception. Amongst many factors, the government’s
ongoing national pride campaign, fluctuating US-Sino
relations, and multinational companies’ willingness to
develop distinctively China-specific products and events
contribute to a craving for sophisticated and authentic
branding.
Chinese consumers are well-versed in global beauty
trends. While social media continues to escalate as a
means to educate consumers, we believe early adopters
of CBD cosmetics will be the “global citizen” – i.e., those
who traveled or lived abroad, received Western education,
and returned to join the savvy, elite urban demographic.
Particularly important in the premium segment, Chinese
consumers desire to acquire products overseas; in part
driven by product selections, more attractive prices, and
product authenticity. As CBD proliferates the shelves of
Western beauty counters, we believe this demographic
would have already been exposed to the category and
followed similar adoption rates as their local Western
networks. The only hurdle to incorporating these
products into their routines at home is ease of domestic
accessibility.

Huang, Alice. “Who Is Li Jiaqi, China’s Millionaire ‘Lipstick King’?” South China Morning Post, March 9, 2020.

40

The Estée Lauder Companies Inc., Form 10-K. Fiscal year ended June 30, 2019.

41

L’Oreal Annual Report 2019 - Cosmetics Market
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CBD cosmetics are still in nascent stages in the Chinese
beauty market, but early indicators show promising
domestic potential. Beauty brands have interpreted the
legislative support for hemp cultivation as a part of the
government’s increasing support for the CBD industry.
Following formal legalization in 2015, CBD cosmetics
SKUs have grown exponentially. For instance, while 2015
only witnessed the request for authorization of six CBD
beauty SKUs, in 2019 the number soared to 214.42 The
expansion of this category will continue to accelerate as
CBD cosmetics and CBD brands are further developed.
As with many other new ingredients introduced in beauty,
early entrants in CBD beauty developed their products in
the leading beauty product category: facial sheet masks.
Facial sheet masks currently make up approximately
24% of CBD SKUs in China.43 Sheet masks are often an
attractive SKU to introduce for a new ingredient, as they
have a relatively low barrier to manufacture and a short
R&D cycle. In addition, because the product is intended
for single-use application, manufacturers are incentivized
to maintain the vitality of the category through
continuous innovation in materials and ingredients. As
sheet masks are often sold as individual units or bundled
in smaller packages, customers are inclined to try the
newest and latest. In effect, they are able to pursue a
low-commitment strategy of trying new ingredients to
incorporate into their total skincare routine. Face serums
are another popular product, making up 10% of CBD SKUs.
In particular, “Plain Liquid”, a kind of high-purity serum, is
an emerging concept that is gathering recognition. Other
types of products include repair serum, cream, lotion, and
balm.

been producing industrial hemp longer than anywhere
else in China.
There are several companies distributing CBD products
via e-commerce, with most consumer-level CBD products
under the cosmetic / skincare category. One Leaf is the
fastest mover in the CBD cosmetic market. Being one of
the top 10 facemask manufacturers and brands in China,
One Leaf is currently promoting its CBD-infused face
mask through some of the most popular KOLs. Simpcare
was recently founded in August 2019. It is most known
for its camellia flower and CBD products, which on Tmall
have been ranked No.1 within the same categories.
Simpcare takes pride in its R&D team, who combined
have over 50 years of experience researching cosmetics
products. Just like Simpcare, Inbriz CBD is a relatively
new, but fast growing company. Founded in January
2019, Inbriz CBD offers multiple product lines including
face masks, essential oil and pet products. In response
to COVID-19, Inbriz is developing a CBD product line
containing 75% ethanol.

In terms of geographical distribution, most CBD (cosmetic
or beauty) products manufactured in China originate from
Guangdong and Yunnan, each respectively manufacturing
50.7% and 36.1% of all CBD beauty products found in the
domestic marketplace. This is not surprising because,
of all Chinese cosmetic manufacturers, more than half
are based in Guangdong. Yunnan, on the other hand, has

42

汉麻帝. “【周推荐】从备案角度看，国内大麻护肤品领域在预备起跑,” n.d.

43

“薇娅带货大麻面膜，国内CBD护肤品‘风’吹起来了吗？.” 美瑞健康, April 8, 2020.
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Simpcare

Price: RMB 249 for 5 pieces		

One Leaf

Price: RMB 199 for 5 pieces			

Sector Analysis: Healthcare
China is home to the world’s second-largest
pharmaceutical market. As the sector continues to
expand to fulfill the needs of a rapidly aging population,
IQVIA estimates it will become the world’s largest drug
market by 2030. In addition, tailwinds point to increasing
health expenditure per capita. OECD data suggests that
the healthcare sector remains early in its development,
as China is still spending significantly less on healthcare
as a percentage of GDP and on a per capita basis. This
deficiency results in under-served patients, due to low
disease awareness, low diagnosis, and imbalances in
healthcare infrastructure. However, the nation’s growing
wealth and expansion of the middle class underlines
magnified demand for higher-quality care and confidence
in health information.
The younger generation is equally central to health
spend. This group has deep pockets, able to cover the
cost of specialized pharmaceuticals, biomedical devices,
and other advanced medical services for their aging
family members. However, they demand continually rising
standards. This generation is fundamentally different
from their predecessors in that they grew up in an era of
rapidly improving quality of life, empowered by technology

44

Inbriz

Price: RMB 239 for 6 pieces

and digitalization, and were much more likely to receive
meaningful financial support from their parents and or
grandparents. This group consumes at a higher rate,
demanding higher standards for convenience, quality,
and confidence in choice. They have demonstrated
prioritization in leading healthier lifestyles, and higher
willingness to spend on health-related categories. When
considering preventative care, brands will have enormous
impact on shaping perceptions on what constitutes a
healthy lifestyle with emphasis on combining “herbal” and
“natural” packaging labels, for example.
In the past few years, global lifestyles have changed
dramatically around health and wellness. Consumers
have showcased a growing interest in foods that are
sustainably-sourced, functional, and highly nutritional. The
positive momentum surrounding the growing demand for
the functional food and beverage category has created
new opportunities in the nutraceutical industry. As of
2019, the global nutraceutical market was estimated at
$340 billion, but is expected to grow at a CAGR of 8.3%
over the forecast period of 2020 - 2027, or approximately
$720 billion. Asia Pacific accounted for approximately one
third of the global nutraceutical market in 2019, and is
expected to witness the fastest growth over the 2020 2027 period.44

“Global Nutraceutical Market Growth Analysis Report, 2020-2027.” Grand View Research, April 2020
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Increasing discretionary incomes, expectations regarding
higher prices for quality, and new innovations will
continue to fuel nutraceutical market growth. Indicators
suggest that there will be a bifurcation of objectives
sought by end consumers by generation: baby boomers
and millennials. For baby boomers, nutraceuticals, which
allow healthy aging, serve as an organic alternative to
pharmaceuticals. On the other hand, nutraceuticals are
particularly attractive to millennials not only because
they are healthy and have high nutrition value, but also
because they help control weight, boost energy, and “feel
good.”
Nutraceuticals’ drastically increasing popularity in the
US is an indicator of its market opportunity in China.
Compared to those of many other countries, both
developed and developing, Chinese consumers perhaps
are the most conscious about health. According to
a Boston Consulting Group survey, 73% of Chinese
consumers are open to pay a premium in exchange for
healthier products - a percentage that is 12 points higher
than the global average.45 The survey also indicates that
about half of Chinese consumers are ailed by stress and
stress-related illnesses, reporting symptoms of insomnia,
obesity, and a lack of energy. Furthermore, Chinese
consumers report a willingness to self-medicate through
purchases of vitamins, minerals, and supplements, as well
as OTC and nutraceutical products. Self-medication is not
only a treatment option but is also seen as a preventative
measure, with one third of consumers reporting buying
products in advance to have at home for their chronic
ailments.

USD57 billion, representing approximately 20% of the
Chinese pharma market.46 The category is expected
to see sustained growth domestically and abroad as
manufacturers continue to advance a modernized TCM
base, incorporating Western medicine product design in
new product development.
Domestic acceptance of prescribed plant-based
medicine presents a unique scenario where China’s
large elderly population may follow a similar pattern to
their counterpart US Boomer generation as the most
enthusiastic users of CBD-based medication. While the
primary applications of hemp in TCM center around the
use of its seeds (e.g., for laxatives), there is recorded
use of flowers and other parts of the plant for conditions
such as pain and mental illness, which are the subject
of current Western medical research in cannabinoids.
The authority of China’s TCM drug industry underscores
China’s domestic market potential of pharmaceuticals and
nutraceuticals derived from hemp.
Domestic TCM industry giants are already entering the
CBD market - one of the most notable movers being
Renhe Pharmacy (000650.SZ). With fiscal year 2019
revenue at approximately RMB4.6 billion, Renhe is a giant
within China’s TCM industry, manufacturing a wide array
of household name TCM products, including “Ke Li Ke,”
“You Ka Dan,” and “Fu Yan Jie.”

Uniquely influential to domestic health and wellness
spend is the deeply rooted TCM industry. Many TCMs
have been in use in China for thousands of years,
allowing them both recognition and reputation not
enjoyed by chemical drugs, reining favorable public
perception of safety and strong brand heritage. In
addition, continued development and modernization of
TCM is strongly supported by government policies (the
13th 5-Year Plan specifically addressing TCM). In 2019,
the TCM sector drew in revenue of RMB399 billion or
45

Wu, Chun, Magen Xia, and Carol Liao. “Capturing a Share of China’s Consumer Health Market.” Boston Consulting Group, February 25, 2014.

46

HSBC Qianhai Securities
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Perspective on the
China Hemp Industry

Mr. Peter Caldini, Former Regional President of Pfizer
North America and Former GM of Bayer China.
Q: How are multinational companies looking at China’s consumer market opportunity? Will they shy away due
to current global geopolitical tensions?

A: The China market as been a very attractive market for many multinationals operating in the consumer
healthcare industry. Many companies have made significant investments in China over the last several years
in the form of people, time, and financial resources. The companies that have shown the greatest amount
of commitment to the China market have experienced the greatest success which has positively impacted
their overall global growth. The path in China is not always easy, but done correctly and with the right level of
commitment, it will lead to positive results. The current geopolitical tension is another example of some of the
challenges in operating in China. This has not deterred most MNC from investing in China - it is just another
challenge that they need to overcome. The tremendous market opportunity in China will continue to be there.

Copyright© 2020 Asia Horizon Group Inc. & The Arcview Group. All rights reserved.
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Conclusion
Coronavirus Recovery Will Spur Demand
The global pandemic resulted in lackluster sales
performance across virtually all non-coronavirus-related
products and services worldwide. Many have curtailed
non-essential purchases during the worst of the
pandemic, wearing protective face masks and sheltering
at home. Increasing severity of restrictions to commerce
had many companies suspend their quarterly and full year
forecasts, noting measurements to prevent the spread
of coronavirus would likely have a higher impact on
consumer spend than previously estimated.
Nevertheless, prior pandemics in the Asia Pacific region,
such as SARS, shed key insights on what the follow-on
rebound effect of consumer spending might look like.
It is a probable certainty there will be pent-up demand
for products not purchased during this time period. The
pent-up demand is likely to be even more pronounced for
discretionary categories such as cosmetics, which many
may not feel the need to spend on under quarantine
conditions. Notably, as restrictions are lifted and
consumers return to the market for new products, it is
likely the COVID rally will be a monumental tipping point,
after which consumers no longer see e-commerce the
same way.
As early as mid-March, reports emerged of Chinese
shoppers returning en masse to stores seeking luxury
goods in so-called ‘revenge spending’ sprees, eager
to resume normal life.47 Subsequently, this year’s 6.18
mid-year event was China’s largest shopping holiday
since the coronavirus outbreak. The results indisputably
demonstrated China’s consumer spending recovery has
legs. Alibaba saw record sales of RMB698.2 billion or

USD99.7 billion, or 2.6x that of its record on Single’s Day
2019, while JD.com hauled in RMB269.2 billion or USD38.1
billion.48 Furthermore, while L’Oréal had suspended its full
year guidance on March 30, CEO Jean-Paul Agon noted on
the Group’s Q2 earnings call on August 1 that Asia Pacific
not only showed good resilience, but also strengthened
their position as the Group’s leading geographic zone
thanks to Mainland China’s speedy market rebound.
L’Oreal, heading 27% luxury market share in China, took
most of the top ranking brand positions in Tmall for 6.18,
confirming consumers’ strong appetite for beauty.
The virus has stimulated further digitization of brands
and merchants, spurring user growth and retention on
online platforms. The unprecedented boom in online
media has given even greater personalities making
live-streaming an increasingly paramount strategy.
E-commerce platforms invited celebrities and executives
alike to promote products during live-streaming events
for the 6.18 festival. On Taobao, impressive results were
brought in by the likes of actress Liu Tao, generating
RMB200 million in aggregate revenue, or about RMB66
million per broadcasting session, and by TV host Wang
Han, grossing RMB12.5 million per broadcasting session.49
Chinese consumers have become ever more accustomed
to purchasing products via a dynamic e-commerce
framework - and their experience may be an indicator to
how the rest of the world recovers.
“Given extensive quarantine measures, consumers did
more online browsing and made more online purchases
during the peak period of the outbreak. According
to our survey, more than 70 percent of consumers
spent the same amount of time or more time browsing
skincare- and beauty-related content, with Key Opinion
Leaders (KOLs) the most popular form of engagement.
As a result, online generated a 15–30 percentage-point
incremental share of purchases across a range of

Williams, Robert, Jinshan Hong, and Bloomberg. “Chinese Luxury Industry Rebounds from Coronavirus Thanks to ‘Revenge Spending’.” Fortune.
Fortune, March 12, 2020.
47

48

Huang, Zheping. “China’s $136 Billion E-Commerce Haul Signals a Consumer Comeback.” Bloomberg.com. Bloomberg, June 17, 2020.

49

Xia, Shou. “618淘宝直播明星直播带货盘点 (面朝报告),” July 2, 2020.
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categories. To respond to, and encourage, these trends,
many consumer goods companies ramped up investment
in social, e-commerce, and O2O. ” - McKinsey, March
202050
While the long term impact of COVID is uncertain, early
indications are that consumer confidence is returning,
with some 60% of Chinese consumers expecting to
spend as much or more post COVID.51 We expect that
particularly in China, as the coronavirus is resolved
earlier than in the United States, there will be a nearterm significant increase in consumer spending on CBD
products as the virus wanes.

Looking to the Future
The different parts of the hemp plant can support broad
economic development: from the textiles industry, to
the food industry, all the way to the pharmaceutical and
nutraceutical industry. China is already an industrial hemp
powerhouse, producing the majority of the world’s hemp,
primarily for textiles and animal feed. The country has just
started promulgating regulations to enable production of
high-value industrial hemp extracts, namely CBD and any
non-psychoactive compound within the plant.
The commoditization of cannabinoids will only accelerate
with the development of a global supply chain in which
low-cost producers are able to export to consumptiondriven destination markets. Already the world’s leading
API producer, China stands ready to lead hemp-derived
API production with a combination of government
subsidies and support, low labor, land, and material input
costs, robust commercial infrastructure, and existing
supply chains with multinational CPG and pharmaceutical
companies.

market. The beauty category is robust and growing, and
is indicated by consumer surveys as the most important
luxury spending category.54 Looking towards opportunity
on the other end of the demographic spectrum,
healthcare for the large elderly population is one of
China’s most pressing public concerns. The Chinese
domestic market represents vast potential with an aging
population having conditions that
CBD treats, a cultural affinity for herbal medicines, and
growing affluence amongst China’s 1.4 billion consumers.
Despite THC remaining strictly forbidden, certain
provincial governments have embraced the economic
opportunities that hemp presents. These governments
recognize the transformative value creation possibility
that hemp-derived APIs hold for their agrarian and
manufacturing sectors. They have been supportive of
industry progress with a pragmatic legislative approach
rather than stymying the development of the industry,
as seen in North America. National policy conversations
and proposals have been channeled towards promoting
industrial hemp development through policy and financial
support, and are consistent with the goals and action
plans set forth by the provinces. Looking forward, as
Chinese regulators become increasingly familiar with
the industry, it is anticipated regulators will continue
offering a pragmatic structure to allow the hemp-derived
cannabinoid industry to flourish, even if THC remains
forbidden for some time.

Chinese cannabinoid producers are also set to capitalize
on the emerging opportunity for CBD in beauty and
health and wellness products within their own domestic
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