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Figure 2.1 Theory of Change 

 
Source:  SEO Amsterdam Economics   
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Box 3.7 The processing industry is dominated by three large companies 

 

 
Source: UNCTAD 2008, UNCTAD 2015 

Market concentration in the global cocoa processing industry increased between 2006 and 2014. 
Using data from UNCTAD (2008, 2015), we calculate that the HHI index in the processing sector 
increased from 724 in 2006 to 1208 in 2014 (see Table 3.2). This is above the 1,000 benchmark, 
meaning that the market could be classified as moderately concentrated in 2014. Similarly, all 
concentration ratios increased as well. 
 
Concentration is likely to have further increased since 2014. As several mergers and acquisitions 
took place since 2014, it is likely that the cocoa processing market has become even more 
concentrated. The takeover of ADM cocoa by Olam in 2015 in particular might have had a 
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possibility that market concentration may have increased since 2013 because several acquisitions 
have taken place. However, the effect of these acquisitions is probably only visible in the margin, 
given that the acquired firms all had a market share of less than 1 percent.  

Table 3.3 Concentration among chocolate manufacturers is moderate 

 HHI CR4 CR8 

2013 641 (low) 41% 61% 

Source:  Bonjean & Brun 2014 

3.7 Concentration among chocolate retailers 
Chocolate retailers are found downstream in the value chain and sell chocolate to consumers. 
Chocolate bars are sold in convenience stores, gas stations, wholesales and small food kiosks, but 
the largest share of chocolate is by far sold in supermarkets. In Japan, the USA and Europe, 
supermarkets have shares of 75 to 80 in food retails, and shares in other continents are rising rapidly 
as well (UNCTAD, 2008). For chocolate, these numbers are similar, as we can see from the 
example of France in Box 3.10. 

Box 3.10 Supermarkets in France sell 78 percent of all chocolate  

 
Source: UNCTAD, 2015 

The last decade has seen consolidation in the supermarket sector. Consolidation has taken place 
through mergers and acquisitions at the national as well as the international level. While traditionally 
the supermarkets were organised around national markets, there has been internationalisation as 
foreign supermarket groups penetrate domestic markets (UNCTAD 2008).  

78%

7%

6%

4%
5%

Supermarkets Tobacconists Bakeries, cake shops Petrol stations and kiosks Others



MARKET CONCENTRATION IN THE GLOBAL COCOA VALUE CHAIN 21 

SEO AMSTERDAM ECONOMICS 

The Dutch supermarket sector provides an example of consolidated sectors among retailers. In 
2007, the two largest supermarkets in the Netherlands were Albert Heijn and the Superunie, a 
cooperation of many smaller supermarket brands like Coop, Spar and Plus (see Box 3.11). Jumbo 
quickly gained market share by the takeover of Super de Boer and C1000. In 2015, the retail 
landscape was still dominated by Albert Heijn as market leader with Lidl and, especially, Jumbo as 
the two fastest growing challengers. The combined market share of the smaller supermarket 
brands, working together in Superunie, has remained constant. Recently, the Dutch group Ahold 
and the Belgian Delhaize have merged, which caused an increase in the Belgian market share of 
Albert Heijn.13 
 
An interesting side issue is that supermarkets develop their own generic brands of chocolate as 
they generally receive higher margins on these private labels than on branded products.14 In 2012, 
the world market share for private label chocolate was estimated at around 4 percent.15 The future 
of the private label chocolate is said to create margins through quality and product differentiation, 
rather than through larger sales through low prices.16  

Box 3.11 Albert Heijn, Jumbo and Lidl increased market shares in the past decade 

 
Source: Nielsen 

3.8 Conclusion 
Concentration in the global value chain for cocoa has two dimensions: horizontal and vertical 
integration. This chapter concludes that, along both dimensions, market concentration has 
increased in the cocoa market. Economies of scale, scope and agglomeration are important 
explanations of the process of increased concentration.  

                                                        
13  Robinson, 2015  
14  Chittcock, 2013 
15  Nieburg 2013a  
16  Nieburg 2013b 
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The most concentrated segment of the global cocoa value chain is the processing industry, which 
is dominated by three firms. Market concentration has also increased in the manufacturing industry 
and the retail sector as a result of mergers and acquisitions.  
 
There is no evidence, however, that market concentration is excessive or that market power is 
being abused. The estimated level of concentration does not exceed a level that competition 
authorities consider as high. There is some evidence of vertical concentration, with strong links 
between cocoa processors and cocoa traders, but competition still appears to be sufficient and 
effective, with profit margins generally reported to be low. 
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4 Market power and pricing 

Chapter 3 provided an assessment of market concentration within all segments of the 
cocoa value chain. Our first finding was that economies of scale, economies of scope, and 
economies of agglomeration are the key drivers behind concentration in the cocoa value 
chain. This type of cost structure implies lower average costs for larger companies, which 
may benefit consumers but also constitutes barriers to entry for smaller companies. We 
then described the level of concentration in different segments of the value chain and 
provided an overview of recent M&A activity. We found that market concentration is 
moderate at most levels of the value chain, but there is evidence that concentration has 
increased in recent years, particularly in the cocoa processing segment. 
 
This chapter will assess whether market concentration has had an impact on the level of 
world cocoa prices and farm-gate prices. Section 4.1 discusses the impact of concentration 
on price formation from a theoretical perspective. Section 4.2 discusses cocoa prices, 
demand and supply trends in a long run perspective. Section 4.3  is about price formation 
in the cocoa market, and the interplay between the future and spots markets. Section 4.4 
examines the transmission between world cocoa prices and farm-gate prices. Section 4.5 
concludes.  

4.1 Impact of concentration on price formation 
Competitive markets serve the interests of both consumers and producers. Why is concentration a 
problem for price formation? This problem is best explained by referring to the competitive market 
model as a benchmark for microeconomic analysis of how markets operate. This model 
demonstrates that in theory competition is able to secure equilibrium between quantities supplied 
and demanded, which benefits both consumers and producers. As a result of competition, 
consumers are able to enjoy the maximum quantity of consumption at the lowest price. Of course 
this is a theoretical result pertaining to markets with homogenous commodities, well informed 
consumers and a sufficient number of producers so that no one is able to control prices. In practice, 
market structures do not comply to this ideal. The markets for cocoa beans and chocolate reminds 
us of the fact that in reality markets are sometimes served by a limited number of sellers: they are 
ruled by imperfect rather than perfect competition. For example, product varieties such as the 
introduction of different quality grades for chocolate generate a market structure known as 
monopolistic competition. For chocolate as a bulk product, concentration of suppliers results in 
an oligopoly. In the theory of industrial organisation the economic impact of competitive 
distortions is discussed by using perfect competition as a benchmark (Tirole 1988). This section 
sets up the theoretical framework to address the impact of concentration on price formation in the 
market for cocoa. 
 
Horizontal and vertical integration enhances market power and can be detrimental to consumers. 
The previous chapter explained that scale and scope effects motivate horizontal integration in the 
cocoa industry. The economic impact of increased concentration is mixed. On the one hand the 
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Box 4.2 World cocoa supply shows an increasing long-term trend 

 
Source: Gilbert, 2016 & ICCO, 2016. In 1000 tonnes 

Box 4.3 World cocoa supply moves in tandem with world cocoa demand 

 
Source:  Gilbert, 2016 & ICCO, 2016. In 1000 tons 

While cocoa supply generally follows cocoa demand, production can be quite volatile from year to 
year. The annual change of cocoa production averages nearly 7.5% per year (positive or negative) 
over the period 1960-2015, and the standard deviation from the mean is as high as 9 percentage 
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Box 4.5 Short-term shocks to the real cocoa price  

 
Source: PwC (2014), Cocoa Price Trends and Prospects. 

The supply of cocoa is highly inelastic in the short term.18 In a model of the cocoa market, Gilbert 
(2016) estimates the short term price elasticity of cocoa production to be 0.078, which is extremely 
low.19 The natural reason for this low short-run inelasticity of supply is that, when farmers plant 
new trees due to high prices, it takes about 4-5 years for new plantings to become productive. 
Given that cocoa trees are a long-term investment, farmers will also not easily grub up trees when 
prices are temporarily low. This is described further in Chapter 6. 
 
Supply is more elastic in the long term. Gilbert (2016) estimates the long-term (4-48 years) price 
elasticity of cocoa production to be 0.285, which is still somewhat inelastic but more elastic than 
the short-term price elasticity. Given that the average life span of a cocoa tree is four decades, 
farmers may still be hesitant to switch to another crop even in the long term, unless they are positive 
that the other crop will yield a higher income for them in the long run. (See Chapter 7 for more on 
income diversification). 
 
The demand for cocoa is clearly less volatile than the supply of cocoa. As figure 4.4 showed, the 
average annual change of demand (positive or negative) is 4% (compared to 7.5% for supply) and 
there is only one season during which the annual change was higher than 10% (compared to 17 

                                                        
18  Price elasticity is defined as the percentage change in quantity supplied divided by the percentage change 

in the price. Inelastic supply indicate that producers are relatively price insensitive. Price elasticity may refer 
to the supply side (quantity supplied) or the demand side (quantity demanded) of the market. 

19  Actually Gilbert (2016) reports an estimate of -0.078, but this is likely a typo due to the use 
of co-integration estimates. His definition of the short term is 2-3 years. 
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Box 6.3 In order to raise cocoa farmer incomes in Ghana above the poverty line, a combination 
of policies will be needed 

 
Sources: See Table 6.1 
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Box 6.6 Factors hampering farmers to increase production  

 

Source: Dormon et al, 2004 

The combination of these factors result in the fact that West African farmers do not take up these 
agricultural practices, or not in the right way or the right combination. Some farmers, for example, 
only use some of the techniques to avoid high costs and risks, while, as argued before, it is very 
important to combine all techniques to have a good result (NewForesight 2013 Aneani 2012). 
 
Although technology adoption is low among farmers in general, there are certain characteristics of 
farmers that increase the probability that a farmer will make use of the latest techniques. As stated 
before, farm size is positively related to technology uptake, meaning that farmers on larger farms 
take up more technologies than others (Aneani 2012). Older farmers are less inclined to adopt new 
technologies (Asamoah 2015, Lawal&Oluyole 2008); it is unknown whether this is because they 
have more trouble to adopt technologies or because they tend not to invest in their farms because 
of their old age. Higher educated farmers tend to take up farm technology earlier, because they 
have greater capabilities to understand new techniques (Aneani 2012). Taking these facts into 
consideration, it most likely requires a higher investment to turn a farmer with 3 hectares of cocoa 
land, without good planting material, and with a lack of knowledge into a profitable farmer than it 
would, for example, with an educated farmer that owns a plot of 5 hectares and who just replanted 
his/her farm with new variety seedlings. 
 
There are already some private sector partners, NGOs and researchers that start exploring how 
interventions can anticipate on differences among farmers. This can contribute to developing 
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