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Abstract

This paper calls for integrating price-setting power and related uneven exposure to
price risks into the analysis of governance in global value chains (GVCs) as it adds
to other power dimensions in producing unequal distributional outcomes. This is
shown for the cocoa GVC, in which—unlike in today’s mostly liberalised market
structures—the world’s top cocoa-producing countries, Cote d’Ivoire and Ghana,
pursue price stabilisation measures. These measures address intra-seasonal producer
price volatility, and recent collaboration has achieved a living-income differential
on top of export prices, but such measures do not shield export and producer prices
from inter-seasonal variations in world prices determined on commodity derivatives
markets. Based on interviews with actors along the cocoa GVC, we argue that this
is related to the price-setting power of ‘grinder-traders’ and the key role of finan-
cial hedging and trading on commodity derivatives markets in their business strat-
egies. Financialisation processes have increased derivatives trading’s complexity
and short-termism, accelerating consolidation among grinder-traders and making
price stabilisation more challenging. Through their price stabilisation systems, Cote
d’Ivoire and Ghana have maintained some price-setting power in the cocoa GVC,
but largely remain ‘global price-takers’, with prices determined on derivatives mar-
kets and transmitted along the cocoa GVC through grinder-traders.
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Resumen

Cet étude lance un appel a I’intégration des pouvoirs en maticre de fixation des prix,
et les inégalités y associés dans 1’exposition aux risque des prix, dans ’analyses de
la gouvernance des chaines de valeur mondiales (en anglais: « global value chains»,
GVC), puisque cela se somme a d’autres dimensions du pouvoir, produisant des ré-
partitions de résultats inégales. Ici on étude la GVC du cacao, ou — a différence des
structures des marchés pour la plupart libéralisées — les plus gros producteurs de
cacao, le Cote d’Ivoire et le Ghana, poursuivent des mesures de stabilisation des
prix. Ces mesures visent la stabilisation de la volatilité intra-saisonnieres des prix
aux producteurs (les collaborations récentes ont achevé un différentiel sur les revenus
minimum et sur les prix d’exportation), mais ces mesures ne protégent pas les prix
d’exportation et aux producteurs des variations inter-saisonnieres des prix mondiales,
déterminés par les marchés des instruments dérivés sur les produits de base. Nous ba-
sant sur des entretiens avec des acteurs dans la GVC du cacao, nous argumentons que
cela est dii au pouvoir de fixation des prix des « broyeurs-négociants», et au role clé
dans leurs stratégies d’entreprise et commerciales des couvertures financieres sur les
instruments dérivés liés a des produits de base. Les processus de financialisation ont
augmenté la complexité et le court-termisme des transactions sur les produits dérivés,
ce qui a accéléré la consolidation parmi les broyeurs-négociants, rendant la stabilisa-
tion des prix encore plus difficile. Grace a leurs systeémes de stabilisation des prix, le
Cote d’Ivoire et le Ghana ont retenu quelque pouvoir de fixation des prix dans la GVC
du cacao; cependant ils demeurent des « preneurs de prix», les prix étant déterminés
par les marchés des produits dérivés et transmis au long de la GVC du cacao par les
broyeurs-négociants.

Introduction

Commodity dependence remains a crucial development challenge for many
lower-income countries, and commodity prices’ volatility and associated macro-
economic and structural vulnerabilities are at the centre of this challenge (UNC-
TAD and FAO 2017; Nissanke 2019). After renewed reform discussions in the
context of the commodity price boom and bust in the late 2000s, the political will
to address commodity price volatility in the form of price stabilisation mecha-
nisms at the international level is again limited. In this context, it is important to
understand the possibilities of producer countries to deal with commodity price
volatility through national policies, as well as such interventions’ limitations, in
light of how actual prices are set and transmitted in global value chains (GVCs).
This paper aims to do this by calling for integrating price-setting power and
related uneven exposure to price risks into the analysis of governance in GVCs
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based on an assessment of the cocoa GVC and price stabilisation measures in the
top cocoa-producing countries Cote d’Ivoire and Ghana.

Public regulation has remained rather strong in tropical agriculture export sectors,
particularly in Sub-Saharan Africa (SSA), given their economic importance and the
high share of smallholder producers, but price stabilisation measures have played a
minor role since the 1980s and’90s, when such instruments were largely dismantled
in the context of structural adjustment programmes (SAPs). However, the world’s
top two cocoa-producing countries—Codte d’Ivoire and Ghana, which accounted for
45 and 18% of global production in 2020 (ICCO 2021), respectively—are important
exceptions (Gilbert 2009). Cdte d’Ivoire re-regulated its system after a more liber-
alised period from the late 1990s to 2011-2012, whereas Ghana largely retained its
regulatory system. In 2019, the two countries also started to collaborate with regard
to price regulation by introducing a living-income differential (LID). This paper
uses the cases of Cote d’Ivoire and Ghana to analyse price stabilisation measures’
possibilities and limitations, as well as related outcomes on intra- and inter-seasonal
export and producer price volatility and the distribution of price risks in the context
of inter-firm relations and price-setting institutions in the cocoa GVC. These issues
are relevant for commodity export sectors beyond cocoa in Cote d’Ivoire and Ghana,
particularly given the discussions in commodity producing countries on re-regulat-
ing liberalised market structures since the mid-2000s.! Because of the concentra-
tion of global cocoa production, the challenges that Cote d’Ivoire and Ghana face
in price stabilisation likely will be heightened in producer countries with compara-
tively less-powerful supplier positions.

This paper builds on the GVC approach and its foci on inter-firm governance in
global production arrangements (e.g. Gereffi et al. 2001) by integrating price-setting
power, i.e. the power to determine types of contracts and contractual terms around
prices—including reference prices, discounts or premiums, time of price fixing and
other price-related stipulations—into bilateral transactions. Price-setting power
is crucial because these terms determine how price risks are distributed among
actors in GVCs, adding to other power dimensions in GVCs. Thus, our conceptual
approach emphasises firms’ price-setting strategies and price-setting institutions at
different levels in commodity sectors. Commodity trading houses (CTHs) gener-
ally have important price-setting power given their intermediary position between
exporters and downstream processors or manufacturers, as well as their concentra-
tion, particularly compared with exporters. CTHs use commodity derivatives mar-
kets for price risk management through financial hedging and for price benchmarks,
transmitting these futures prices along GVCs. However, sector institutions that pub-
lish standardised contracts also may have price-setting power, as well as producer
country institutions that impact how price risks are distributed among domestic
actors (Bargawi and Newman 2017; Staritz et al. 2018).

! For unsuccesful attempts to re-introduce price stabilisation in the cocoa sector in Cameroon and Nige-
ria, see Hiitz-Adams et al. (2016); for continuing price stabilisation measures in Burkina Faso’s cotton
sector and the reinstatement of such measures in Mozambique, see Staritz et al. (2018).
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Methodologically, this paper is based on an analysis of trade, sector and finan-
cial data and policy documents on price stabilisation regulations in Cote d’Ivoire
and Ghana, as well as 47 semi-structured interviews with various actors along the
cocoa GVC between 2017 and 2022. The interviews were conducted with repre-
sentatives from five multinational chocolate manufacturers and ten CTHs—which
we term grinder-traders in the cocoa sector, given their role in processing (grind-
ing) and trading cocoa beans and intermediary products—in European headquar-
ters and in subsidiaries in Cote d’Ivoire and Ghana. Among them are the top
four international grinder-traders. We further interviewed representatives from
six financial investors and two international cocoa sector associations: the Inter-
national Cocoa Organization (ICCO) and the Federation of Cocoa Commerce
(FCC). In Cote d’Ivoire and Ghana, we interviewed representatives from the two
sector parastatals, two cocoa sector associations, four local traders, seven farmer
associations or cooperatives and eight sector experts from donor, international
and local civil society organisations and research institutes. Most interviews were
conducted face-to-face, but some were conducted through phone or online video
calls (see appendix for more details on the interviews conducted).

Our analysis shows that Cote d’Ivoire and Ghana have maintained some price-
setting power through the use of forward contracts as the basis for fixed intra-sea-
sonal producer prices. This shields producers from short-term volatility in world
prices determined on commodity derivatives markets. However, inter-seasonal
price variations are not reduced, with price risks between seasons largely borne
by producers. Recent collaboration on price regulation between the two coun-
tries seems to have been successful in setting a higher export premium in the
form of a LID, but it has not delinked export prices from futures prices. We argue
that this is related to grinder-traders’ price-setting power in the cocoa GVC and
their strong interest in futures-based prices, given their business strategies around
commodity derivatives markets. While interrelated physical and financial strate-
gies long have been at the centre of CTHS’ activities, financialisation processes
have increased derivatives trading’s complexity and short-term nature, accelerat-
ing consolidation among multi-commodity CTHs and making price stabilisation
more challenging. Reinforced by their dependence on foreign exchange linked to
cocoa exports, Cote d’Ivoire and Ghana remain largely ‘global price-takers’, with
world prices determined on increasingly financialised commodity derivatives
markets and transmitted along GVCs through grinder-traders.

Section “Commodity Prices, Price-Setting and Global Value Chains” concep-
tualises price-setting in GVCs as a process determined by inter-firm relations and
institutions at the global and producer country levels. Section “Price-Setting in
Cocoa Global Value Chains” discusses key developments in the global cocoa sec-
tor related to price-setting institutions, grinder-traders’ strategies and financiali-
sation processes. The next three sections analyse price stabilisation measures in
Cote d’Ivoire and Ghana’s cocoa sectors and recent collaboration in the context
of the LID, as well as outcomes from both in terms of price risk distribution,
also in comparison with the other major West African cocoa-producing countries
Cameroon and Nigeria. The last section concludes.
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Commodity Prices, Price-Setting and Global Value Chains

The relation between commodity dependence and economic development has been
the subject of heated debate. For structural development economists, commodity
price dynamics function as one key mechanism—and even arguably the key mecha-
nism—that explains the negative impacts from commodity dependence on economic
development. The Prebisch—Singer thesis (Prebisch 1950; Singer 1950) can be
viewed as a starting point for this perspective, focusing on the secular decline of real
terms of trade in commodities vis d vis manufactured goods.2 Furthermore, com-
modity price instability per se has been identified as a major concern. One literature
strand has focussed on pro-cyclical consumption, investment and fiscal spending pat-
terns linked to commodity price fluctuations, as well as related variations in terms of
trade as the main causes of macroeconomic instability. Another strand has focussed
on ‘Dutch disease’ effects and more generally on the negative effects of commodity
dependence on manufacturing sectors. Initially introduced as a static concept focus-
sing on exchange rate appreciation and ‘pull effects’ on labour and material inputs
linked to commodity discoveries that increase production costs in non-commodity
sectors, volatility in terms of trade and real exchange rates due to commodity price
swings has been identified as impeding manufacturing sector development (Ocampo
2017; UNCTAD and FAO 2017).3

The focus on these macroeconomic and structural implications from commod-
ity price dynamics generally comes at the expense of assessing specific commod-
ity sector dynamics in terms of actual price-setting processes and institutions, and
related outcomes at the commodity sector level. Older literature has analysed price
stabilisation measures in specific sectors, particularly in the context of national
marketing boards and international commodity agreements (ICAs) (for cocoa, see,
e.g. Kofi 1976; Hecht 1983; Alence 2001; Losch 2002). These contributions dem-
onstrate that commodity prices are not determined on abstract markets, but rather
through different actors’ interactions and power relations in specific sectors—e.g.
producers, traders, exporters, international buyers, governments and colonial admin-
istrations—embedded in political economic contexts and institutions at the global
and producer country level. Such an approach corresponds with network and insti-
tutional approaches that view price formation as a political and contested process
in which prices are the outcome of struggles between actors (Beckert 2011). Bar-
gawi and Newman (2017) stated that ‘more powerful actors are able to impose their
method of valuation on others and, thus, affect the distribution of value’ (178). The
formation of a so-called ‘world price’ and how it appears in contracts on physical

2 A large body of empirical literature is available on the Prebisch-Singer thesis, with some authors
supporting and others questioning its validity (e.g., Hallam 2018; Baffes/Etienne 2016; Erten/Ocampo
2013).

3 Even though the adverse development effects of commodity dependence have been attributed in par-
ticular to ‘point resources’, such as oil and minerals, countries dependent on agricultural cash crops (‘dif-
fuse resources’) also have faced these challenges, either because they are grown as plantation crops or
because the state plays an important role in controlling and taxing the sector (Isham et al. 2005).
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commodity transactions and subsequently affects prices and price risks for different
actors are essential in these struggles (see also Caligkan 2010).

A sector perspective that focusses on firm strategies and inter-firm power rela-
tions, as well as on institutions in which such relations are embedded, is provided
through the GVC approach, which analyses the organisation and governance of
global production and trade in specific sectors, particularly through lead firms’ role
and how it affects producers’ development prospects (e.g. Gereffi et al. 2001). The
GVC approach also has been applied to tropical agriculture sectors, including cocoa
(Gibbon 2001; for cocoa, see, e.g. Fold 2002; Talbot 2002; Amanor 2012; Fold and
Neilson 2016). These GVC studies are largely concerned with productivity and
quality issues, particularly the deterioration in quality that many producer countries
faced after liberalisation in the 1980s and’90s, along with producer price shares,
as well as smallholder producers’ related upgrading and livelihood challenges. On
the lead firm side, key research topics are concentration processes in GVCs and the
resulting ‘buyer drivenness’, with lead firms such as coffee roasters and chocolate
manufacturers increasingly focussing on branding, marketing and related quality
conventions to shape the division of labour and entry barriers along GVCs.

However, GVC studies on tropical agriculture sectors generally have not focused
on price-setting. The key characteristic of these products’ price volatility is acknowl-
edged, but it is often not the analytical focus. Studies that have assessed recent price
stabilisation measures in SSA agricultural export sectors have tended to focus on the
producer country level, analysing national market structures, but not how they play
out in GVC governance structures (for cocoa in Ghana, see, e.g. Kolavalli and Vign-
eri 2017; Quarmine et al. 2014). This is problematic because these studies at least
implicitly tend to perceive producer country institutions as ‘producer price setters’,
masking the transnational dimension of how prices are set. We argue that a GVC
perspective on commodity price-setting is useful, requiring the integration of ‘price-
setting’ power in the sense of being able to determine types of contracts and contrac-
tual terms around prices, including reference prices, i.e. what is the ‘world price’;
discounts or premiums; time of price fixing; and other price-related stipulations in
bilateral transactions as a crucial dimension of governance and power relations in
GVCs. Our definition of price-setting power differs from the ability to determine
actual prices, which refers to benchmark prices largely determined on commod-
ity derivatives markets. The power to decide on types of contracts and contractual
terms around prices is also crucial, as these terms determine how price risks are dis-
tributed among actors in GVCs (see also Bargawi and Newman 2017; Staritz et al.
2018; Purcell 2018).

Even though other actors generally are identified as lead firms in tropical agri-
culture sectors, e.g. coffee roasters or chocolate manufacturers (Gibbon and Ponte
2005), exports from producer countries largely are handled through an increasingly
concentrated number of CTHs, which hold contracts with exporters, in which prices
and related stipulations are determined. Thus, CTHs have important price-setting
power that stems from their relations with exporters, in which CTHs often have oli-
gopsonistic positions on the one side. On the other side, they deliver commodities
and commodity-based products at the volumes, characteristics and times that (other)
lead firms demand. This intermediary role and CTHs’ ‘low-margin, high-volume
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and high-velocity business’ (Gibbon 2014) lead to large price risks, making price
risk management a core part of their business.

Since the establishment of commodity derivatives markets in the 1860s for grains
and cotton, and later in the 1920s for other tropical agriculture commodities, com-
modity price-setting has been linked to these markets, allowing for financial hedging
for price risk management (ICT 2001). The financialisation of commodity deriv-
atives markets in the form of financial actors increasingly investing in derivative-
based, and also physical, agriculture assets and (lead) commodity firms conducting
more complex financial activities, in addition to financial hedging (Newman 2009;
Burch and Lawrence 2009; Clapp 2014), has manifested the relationship between
futures and physical commodity prices further. Most strongly, this blurring between
physical and financial activities is evident with CTHs, which have had a long tradi-
tion in hedging and speculative trading (van Huellen and Abubakar 2021).

Sector institutions or associations that publish draft contracts or contract rules
and guidelines — such as the FCC and the Cocoa Merchants’ Association of America
(CMMA) for cocoa, the European Coffee Federation and Green Coffee Association
for coffee and the International Cotton Association for cotton—can play a role in
price-setting. Historically, producer countries have wielded collective institutional-
ised price-setting power through ICAs and national regulations. After the abolition
of these institutions, producer countries still regulated national market structures,
but only a few have pursued price stabilisation measures, which determine domestic
prices and how price risks are distributed between domestic actors (for coffee, see
Newman 2009 and Bargawi and Newman 2017; for cotton, see Staritz et al. 2018;
for cocoa, see van Huellen 2015). However, these national institutions must be
assessed in the context of price-setting power along GVCs.

Price-Setting in Cocoa Global Value Chains

West Africa’s important role in cocoa production emerged during the first chocolate
boom in the early twentieth century, when chocolate consumption in Europe and
North America grew by a factor of 10 between 1900 and 1940. West African coun-
tries obtained a production share of almost 70% by 1930 (Poelmans and Swinnen
2016), with growth particularly strong in the Gold Coast (now Ghana). While Brit-
ish and, to a lesser extent, French colonial authorities initially tried to enforce the
implementation of large estates, indigenous farmers’ successful resistance in favour
of small-scale farming was viewed as a main driver of the expansion, in addition to
the use of the more robust and productive Forastero cocoa bean type (Ross 2014;
Clarence-Smith 2000; Dand 2011). Cocoa production also benefited from this small-
holder production system when declining prices during the interwar period made
cocoa production unattractive in Latin America’s more plantation-based systems
(Kofi 1976; Hecht 1983). Cote d’Ivoire’s cocoa sector experienced notable growth
only after attaining independence in the 1960s when national policies incentivised
expansion of the sector (Hecht 1983). West Africa remains the dominant global
region for cocoa production, with a 76% share of global production in 2020, fol-
lowed by Latin America, with 18%, and Asia, with 6% (ICCO 2020).
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National and International Institutional Changes

At the producer country level, different regulatory frameworks played a role in inter-
nal and external cocoa marketing to stabilise prices of outputs and inputs for small-
holder producers after World War IT (WWII). In West Africa, price stabilisation was
introduced under colonial rule during WWII in the context of high price volatility
during the largely unregulated interwar period. In Ghana, this also was related to
resistance to the oligopsony of British traders and related local struggles (known
as ‘cocoa holdups’). However, European traders’ interests were still entrenched in
the new institutions (Alence 2001). While Ghana and Nigeria established market-
ing boards with direct interventions in physical trade, Cote d’Ivoire and Cameroon
operated price stabilisation funds based on the French caisse systems, leaving physi-
cal handling to private actors (Kofi 1976; Gilbert 2009). The stabilisation mecha-
nisms largely remained after these countries attained independence. In Ghana, the
price stabilisation mechanism secured public revenues that were used for general
public expenses (as was also the case during the colonial period; Bauer 1954) and
for industrialisation efforts, with party politics playing an important role (Whitfield
2018). In Cote d’Ivoire, revenue generation was also an important motivation, along
with expansion of cocoa production (Hecht 1983).

National price stabilisation measures in the cocoa sector were accompanied by
international regulations after WWIL. This included the creation of the Alliance of
Cocoa Producing Countries (COPAL) in 1962, comprising West African produc-
ers and Brazil, which aimed to coordinate national regulations and unsuccessfully
attempted to increase cocoa prices in 1964-1965 by limiting supply (Hiitz-Adams
et al. 2016). In 1972, the International Cocoa Commodity Agreement (ICCA) was
initiated to keep cocoa prices within defined price ranges through buffer stock inter-
ventions. However, the ICCA was not effective (unlike some other ICAs*) due to
internal conflicts, lack of financial resources, initial non-participation by the US
and Cote d’Ivoire’s temporary exit in the 1980s, as well as the rise of Indonesia
as an important non-member producer country (Varangis and Schreiber 2001; Gil-
bert 1996). Throughout the 1970s, the world cocoa price remained above the price
ceilings set, but this trend was reversed during the 1980s, when buffer stocks were
unable to lift the world price above the set floor price (Gilbert 1996; see Fig. 1).

Also, an attempt by Cote d’Ivoire, which became the top producer country in
the 1970s, to halt decreases in world prices through an export embargo from 1987
to 1989 (known as the ‘cocoa war’) was unsuccessful (Gombeaud et al. 1990;
Losch 2002). The Ivorian Caisse de stabilisation (CAISTAB) engaged the French
trader SUCDEN to store 200,000 tons of cocoa. However, most buyers antici-
pated this very costly stockpiling and waited until C6te d’Ivoire lifted the block-
age in 1989, drawing on their own stocks or turning to other producer countries,
such as Malaysia or Indonesia. Ivorian producers were the ‘forced funders’ of
the embargo, given that they sold their beans at lower prices (Gombeaud et al.

4 In the coffee sector, the related ICA was more effective with commodity-derivatives markets largely
losing its role as a price benchmark in the 1960s (Talbot 2002).
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Fig. 1 Real and nominal cocoa prices (index). ICCO prices deflated with US Producer Prices (All Com-
modities); Monthly average 1960 =100. Source: World Bank, Federal Reserve Economic Data

1990). This demonstrated producer country governments’ limited power to con-
trol global exports, even in the case of the largest producer.

In the context of the non-functioning of the ICCA, price declines in the 1980s,
financial constraints and rent extraction in national price stabilisation systems,
and broader shifts towards market reform under the SAPs, state-controlled cocoa-
marketing systems largely were abolished or reformed in the 1980s and’90s (Var-
angis and Schreiber 2001). Major donors considered liberalisation, i.e. changing
the state’s role from a ‘marketer’ to a ‘regulator’ (Akiyama et al. 2001), as a way
to increase transparency within sector institutions, lower marketing costs, raise
farmers’ incomes and increase competition through private operators (Varangis
and Schreiber 2001). While Cameroon and Nigeria liberalised their marketing
systems in the 1980s and’90s, Cote d’Ivoire and Ghana held on to their institu-
tions, but reformed them, with Cote d’Ivoire abolishing price stabilisation from
the late 1990s to the early 2010s. Through the lapse of the economic clauses,
price regulation also was removed formally from the new ICCA in 1993 (Fold
and Neilson 2016).

Continuing efforts to promote and (re-)regulate the national cocoa sector have
been particularly pronounced in Cote d’Ivoire and Ghana, given their high depend-
ence on cocoa. This dependence remains most significant in Cote d’Ivoire with 1.3
million smallholders in the cocoa sector (Hiitz-Adams et al. 2016) and an export
share of cocoa products, including beans and semi-processed products, in merchan-
dise exports totalling 48% in 2020. In comparison, Ghana has around 800,000 cocoa
smallholders, but the export dependence has decreased to 16% in 2020 because of
gold and oil extraction since 2018 (UN Comtrade 2021). In other cocoa-producing
countries in West Africa, Latin America and Asia, government intervention largely
has been limited to productivity and quality improvements since the 1980s and’90s
(Oomes et al. 2016).

e



Price-Setting Power in Global Value Chains: The Cases of Price. .. 849

Grinder-Traders and Commodity Derivatives Markets

Through liberalisation in producer countries, transnational companies, i.e. choco-
late manufacturers and grinder-traders, increasingly have dominated the cocoa GVC
(Fold 2002). As chocolate manufacturers divested from producing semi-processed
products (liquor, butter and powder) and related warehousing to focus on their
higher-value core activities, the processing (grinding) and trading segments con-
solidated. Traders specialising in cocoa who traditionally acted as intermediaries
between state-controlled exporters and chocolate manufacturers largely disappeared.
Instead, large multi-commodity CTHs took over cocoa grinding and trading, using
new processing technologies, their know-how in newly introduced bulk transporta-
tion of cocoa beans and their financial capacities to generate economies of scale and
scope (Fold 2002). Considering that bulk cocoa can be transported in grain carriers,
traditional grain traders, such as Cargill and ADM, entered the cocoa sector, allow-
ing them to conduct business on both arms of the Europe-to-West Africa trip (Fold
and Neilson 2016).5 Large cocoa grinders also merged with cocoa traders and inte-
grated sourcing and trading activities (Fold and Neilson 2016). We term these actors
grinder-traders because they fulfil a dual role in the cocoa GVC by buying cocoa
beans from exporters, processing them and selling semi-processed products to choc-
olate manufacturers. Given their intermediary role and considering that both cocoa
beans and semi-processed products are priced relative to futures prices (Araujo Bon-
jean and Brun 2016), price risk management is crucial for these actors, as with other
CTHs.

Thus, the cocoa GVC today is characterised by two highly concentrated down-
stream segments, which has been described as ‘bipolar’ governance (Fold 2002);
some scholars also refer to ‘tripolar’ governance given the increased role of retail-
ers (Fold and Larsen, 2011). Since the 1980s, the Big 6 chocolate manufacturers
(Mars, Mondelez, Nestlé, Ferrero, Hershey and Lindt & Spriingli) have dominated
the production of chocolate products, accounting for 65% of cocoa consumption in
2016-2017 (Fold and Neilson 2016). After several large-scale mergers and acquisi-
tions in the 2010s, the top four grinder-traders (Barry Callebaut, Cargill, Olam® and
Ecom’) accounted for 75% of global cocoa processing and trading in 20162017,
with only two—Barry Callebaut and Cargill—being in charge of nearly half of the
market (Fountain and Hiitz-Adams 2018). The main grinder-trader factories are
located in the Netherlands, Germany and France, and often are located near those
of chocolate manufacturers, thereby generating economies of agglomeration in addi-
tion to economies of scale and scope (Araujo Beaujean and Brun 2016).

5 Cargill integrated cocoa processing by taking over Gerkens in 1986 (https://www.cargill.com/food-
beverage/na/gerkens-cocoa-powder) and ADM by taking over De Zaan in 1996 (https://fd.nl/frontpage/
ondernemen/1085146/cacao-de-zaan-krijgt-moeder-uit-singapore).

6 Olam acquired ADM’s chocolate business in 2014—15 (McFarlne/Hunt 2015).

7 Ecom became a top grinder-trader when it took over Armajaro in 2013 (https://www.comunicaffe.com/
global-ecom-agroindustrial-acquires-armajaro-trading-limited/).
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This concentrated structure on the buying side leaves cocoa exporter countries
with few counterparts that have large-scale and often multi-commodity operations
and have pursued increasingly similar price-setting and price risk management strat-
egies that centre around derivatives markets. Commodity derivatives markets for
cocoa were established in 1925 in New York and in 1928 in London during the first
cocoa boom and have served as a reference point for world prices since then (ITC
2001).% According to grinder-traders interviewed, prices of only a minimal share of
cocoa—estimated at less than 5%—are delinked from futures prices, encompass-
ing high-quality fine or flavoured cocoa that largely originates from Ecuador, the
Dominican Republic and Peru’ and often is produced under traceable conditions
(see also Fold and Neilson 2016). As a sector expert noted, ‘there is only marginal
trade from origin to chocolate manufacturers, and the large entities buy and trade
cocoa beans to feed their grinding facilities. They also have the financial power to
serve the capital requirements to hedge with futures’. Thus, large grinder-traders
hedge all their physical transactions, whereas smaller traders have faced challenges
to meet financial requirements for derivatives trading in addition to difficulties in
pursuing high-volume bulk trade. These factors have contributed to consolidation
and pushing remaining small actors towards niche markets (Gilbert 2009).

For hedging to be effective, prices in physical trade must reflect futures prices.
Hedging requires taking a position in derivatives markets that opposes a physical
position by holding the right (‘options’) or obligation (‘futures’) to buy or sell a
physical commodity in the future at a given price. This allows for profits and losses
from derivative and physical transactions to add up to zero and eliminate price
risks. Price-setting practices that grinder-traders use in buying and selling transac-
tions ensure these interrelations. After market liberalisation, transactions between
grinder-traders and exporters moved generally away from ‘fixed-price-forward’ (or
forward or outright) contracts to ‘spot price’ and ‘price-to-be-fixed’” (PTBF) con-
tracts in producer countries without parastatals. While forward contracts can miti-
gate price risks for the duration of the forward contract by fixing prices when the
contract is signed in advance of delivery, spot and PTBF contracts expose exporters
to price variations because prices are fixed only at the time of delivery (which is the
same as the time of signing the contract) for spot contracts or at the time of fixing
(i.e. between the time of signing the contract and delivery and based on the counter-
part’s decision) for PTBF contracts. Grinder-traders, like other CTHs, can integrate
all three contract types into their price risk management as long as the reference
price in physical contracts is based on futures prices. However, they generally pre-
fer spot contracts on the buying side because they avoid counterparty risks.'” For

8 The Intercontinental Exchange (ICE) operates both today. ICE London futures represent delivery in
Northern Europe and serve as a reference price for cocoa from the SSA, while ICE New York futures
represent delivery to the US East Coast, serving as a reference price for cocoa from Latin America and
Asia.

° https://www.icco.org/fine-or-flavor-cocoa/

10 Futures prices generally are adjusted through premiums or discounts related to quality or other com-
modity characteristics. However, with cocoa, they are relatively low, as bulk cocoa is a highly homog-
enous commodity, which reduces basis risk that cannot be hedged.
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exporters in producer countries, spot and PTBF contracts increase price risk expo-
sure because prices are linked more closely to short-term price movements on com-
modity derivatives markets.

On the selling side, grinder-traders sell semi-processed products such as cocoa
liquor, butter or powder. A leading grinder-trader interviewed summarises: ‘On the
buying side, we generally buy spot where there is no government involvement. And
PTBF contracts are industry standard with chocolate manufacturers on our sell-
ing side’. PTBF contracts ensure delivery of specified volumes of semi-processed
products in advance, while prices are included as a ratio to futures prices but not
determined yet. This enables chocolate manufacturers to lock in prices according
to their own assessment of price developments and allows grinder-traders to hedge
their price risks flexibly through futures contracts. As liquor is produced first, then
either butter or powder, the price ratios for butter and powder are related and typi-
cally offset each other, i.e. combined butter/powder ratios remain relatively constant.
Some grinder-traders also supply industrial chocolate, which is not priced relative to
futures (Fold 2002; Araujo Bonjean and Brun 2016).

Since the 1990s, grinding increasingly has taken place in producer countries—
particularly in Cote d’Ivoire, Ghana, Indonesia and Malaysia''—related to shifting
GVC dynamics due to technological advances in transportation and producer coun-
try governments’ incentives (Grumiller 2018; Fold 2002; Gilbert 2009). However,
this largely is done by grinder-traders that buy cocoa beans in producer countries,
process them in their facilities in producer or consumer countries, and then trade
processed products internally with their headquarters before they sell to choco-
late manufacturers (van Huellen 2015). Thus, the key external transactions from a
grinder-trader perspective, in which price-setting is relevant, entail buying cocoa
beans from actors based in producer countries and selling semi-processed products
to chocolate manufacturers.

Industry standards concerning contracts are important in terms of ‘working
rules’, as van Huellen (2015) calls them, for actors engaging in physical trade. The
two major trade associations in the cocoa market—the FCC for European markets
and CMMA for North American markets—provide such contract rules, which gen-
erally are the basis for negotiations on actual contracts and for arbitration services
(Dand 2011). The FCC currently has around 190 members, including cocoa grinder-
traders and chocolate manufacturers, as well as financial actors, such as hedge funds
and futures exchanges, along with producer country institutions from Ghana and
Cote d’Ivoire. The FCC has drafted contracts and contractual rules for trade in cocoa
beans, which are used in around 80% of the global cocoa trade, as they are the stand-
ard for West African exports. These rules are particularly important with regard to
delivery/transport and arbitrage, as well as quality standards and payment terms,
but they do not say much about price benchmarks and other price-related stipula-
tions. The exception is PTBF contracts, in which the use of futures prices is recom-
mended, given the higher chances for disagreements.

' Today, Malaysia does not produce cocoa beans anymore and is technically not a producer country.
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Financialisation of Commodity Markets

Since their establishment in the 1920s, cocoa derivatives markets have served as
a means for price discovery and hedging, and as a place for speculative activities
(Close 1959; Hieronymus 1977). Derivatives markets for cocoa and other com-
modities experienced strong inflows of speculative funds, particularly in the 1970s
(Labys and Thomas 1975; see Mallaby 2010 for an example of the Commodities
Corporation Fund, arguably the first hedge fund) and 1980s, when tradeable com-
modity indices were launched (Berg 2011). Financial actors’ role grew in the 2000s
as investment banks, hedge funds and institutional investors entered these markets
on an even larger scale linked to deregulation in the EU and particularly the US, and
the spread of electronic trading, which allowed for new, more complex and short-
term trading strategies (Engel 2019). Between 1986 and 2005, open interest in New
York cocoa derivatives, i.e. the number of futures and options contracts not yet set-
tled, grew five-fold, but commercial traders, which use futures contracts for hedg-
ing, remained the dominant trader class, comprising 70% of open interest. However,
since 2005, this share has decreased, and the further doubling in open interest has
come primarily from financial actors. Disaggregated open interest data available
since 2006 indicate that the share of the producer/merchant/processor/user (PMPU)
category, comprising commercial traders, actually declined to 43% in total open
interest and to 34% in long contracts’ open interest. Most open interest positions in
2020 were held by financial actors, including managed money (32%), swap deal-
ers (also called index investors) (7%) and other reportables (14%) (CFTC 2021).
Open interest data for London cocoa derivatives also indicate that financial actors
hold a substantial share of open interest, but the average share of PMPUs with 67%
remained higher compared with New York (ICE 2021).

Financial actors’ growing activities and dominance on commodity deriva-
tives markets since the early 2000s, known as the ‘financialisation of commodi-
ties’, have triggered debate over their impact on commodity price dynamics (see,
e.g. Ederer et al. 2016). Similar to other commodities, the empirical evidence for
cocoa is mixed, as Haase et al. (2016) demonstrated in a meta-review. Cocoa often is
included among other agricultural commodities in studies that look for commodity
index investors’ impacts on commodity prices (Wimmer et al. 2021). Even though
most of these studies find no general impact of index investor activities, several
findings indicate a stronger effect on cocoa prices and other studies find impacts on
cocoa futures returns (Sanders and Irwin 2017; Aulerich et al. 2013; Capelle-Blan-
card and Coulibaly 2011; Guilleminot et al. 2014), but Sanders and Irwin (2011) see
a dampening effect from index investors on realised volatility. Van Huellen (2015)
show that index investors impact the cocoa futures curve; thus, it can be a mislead-
ing indicator of fundamental demand and supply conditions. However, no extant
studies exclusively have assessed the impact of money managers (particularly hedge
funds) that generally pursue more short-term, long- and short-trend-following or
algorithmic-based trading strategies on cocoa futures’ price dynamics.

In the context of increased volatility in cocoa futures prices since the mid-1990s,
the interviewed sector experts and industry actors also view increased speed, com-
plexity and short-termism of derivatives’ trading as a challenge for hedging, but also
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as an opportunity for actors with financial capacities. A top grinder-trader inter-
viewed stated that ‘the role of other actors [on futures markets] using algorithms
has grown (considerably), leading to much greater spikes, greater trading range
(than) we have ever seen and greater dislocation from the fundamentals, which is
challenging’. Another grinder-trader interviewed added: ‘Things happen in cocoa
prices that fundamentally make no sense—algorithms make that happen’. However,
he noted that this also ‘provides liquid markets and presents opportunities for us’. In
particular, large multi-commodity grinder-traders, such as Cargill and Olam, have
used these markets for financial business strategies, creating their own financial ser-
vices units or hedge funds, investing on their own account, managing third-party
money and selling investment products to physical and financial clients in the 2000s
(Gibbon 2014; Murphy et al. 2012; Salerno 2016). However, most grinder-traders
have closed or spun off their own funds in recent years and are focussing more on
complex, structured and customised financial hedging services, as well as on over-
the-counter markets that allow for more complex products and on market intel-
ligence as part of their core business (Trafigura 2019; van Huellen and Abubakar
2021). A trader at a top grinder-trader explains it: ‘We can offer price-insurance
with profit opportunities to chocolate manufacturers on top of the physical sales.
We build on PTBF contracts and integrate exotic derivatives that are increasingly
traded over the counter in London and New York’. These processes have contrib-
uted to further consolidation among grinder-traders, as well-developed financial
units provide a competitive edge, compared with smaller traders with limited access
to financial markets, information and resources (Newman 2009; van Huellen and
Abubakar 2021).

Price Stabilisation in Cote d’lvoire and Ghana’s Cocoa Sectors

Both major cocoa producer countries continue to regulate their cocoa sectors via
parastatal institutions—the Conseil du Café-Cacao (CCC) in Cote d’Ivoire and the
Cocoa Marketing Board (COCOBOD) in Ghana—and operate national producer
price stabilisation mechanisms with the objective of protecting farmers from world
price and exchange rate variations, as well as avoiding price differences between
regions. Both countries can fix export prices for most of the cocoa bean harvest
before the season via forward sales, providing the basis for a price schedule for each
stage of internal marketing and exporting, as Fig. 2 shows. However, both countries
historically have taken different approaches concerning the involvement of para-
statals in the physical trade of cocoa beans, with COCOBOD being engaged in the
physical handling and export of cocoa beans, unlike CCC. Concerning the consti-
tution of cocoa exports, both countries have increased their share of origin grind-
ing, which is related to industrial policies (Grumiller 2018). While in Cote d’Ivoire,
the most important incentive is a reduction of the export tax (droit unique de sorti)
for intermediate products, in Ghana, smaller (light) beans are sold at a discount to
domestic grinders, effectively subsidising local grinding. In 2019, the share of cocoa
beans in total cocoa-related exports accounted for 62% in Ghana and 72% in Cote
d’Ivoire, with cocoa liquor accounting for 20% and 15%, butter for 13% and 9%,
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powder for 3% and 1%, and chocolate products for 1% and 3%, respectively (UN
Comtrade 2021). Thus, relatively homogenous liquor and butter dominate processed
exports, which also is related to the generally lower value of powder. For price-set-
ting, this means that nearly all exports are priced relative to futures prices, as only
chocolate products’ prices are delinked from futures prices.

Ghana'’s Price Regulation

The Cocoa Marketing Board, established in 1947, has regulated the Ghanaian cocoa
sector by controlling internal and external marketing, setting producer prices and
providing various services. The SAPs did not lead to the dismantling of the regu-
latory system, but with the reorganisation into COCOBOD, the objectives shifted
from maximising tax revenues to linking producer to world prices and increasing
farmers’ shares in export prices through lower marketing costs, which included sub-
stantial reductions in employees (Quarmine et al. 2014). The Producer Price Review
Committee (PPRC) was established in 1983 and is responsible for negotiating
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producer prices among COCOBOD, farmers’ representatives and the Minister of
Finance. Furthermore, the internal marketing system was deregulated partially in
1993 by introducing Licensed Buying Companies (LBCs) to procure cocoa beans
from producers. This established an institutional mix: the public Produce Buying
Company (PBC), which is the leading buyer, with a share of 30%, and around 30
private LBCs, including grinder-trader-owned LBCs, including the top four (Olam,
ECOM, Cargill and Barry Callebaut), as well as Touton (Kolavalli and Vigneri
2017). However, the Cocoa Marketing Company (CMC), a subsidiary of COCO-
BOD, operates as a monopsony in the purchase of cocoa beans from LBCs and as a
monopoly in the exportation of beans.

CMC sells around 70% of next season’s cocoa bean production through forward
sales ahead of the harvest period. In the forward-selling process, CMC negotiates
premiums with international buyers relative to underlying London cocoa futures
prices. The forward sales largely determine the export price ahead of the harvest
season and serve as collateral for an annual syndicated offshore loan, which pro-
vides working capital for LBCs to purchase cocoa beans and cheap access to foreign
exchange for the government (Kolavalli and Vigneri 2017; van Huellen and Abuba-
kar 2021). The remaining 30% is sold through spot contracts later in the season,
exposing COCOBOD to the risk of price drops during the season.

The producer price for cocoa beans is fixed for one year at the beginning of the
main crop season through the PPRC. Replacing a cost-based approach in 1998 that
calculated producer prices based on expected costs (Quarmine et al. 2014), the ‘net
FOB’ concept—i.e. the projected gross FOB export price (based on forward sales,
estimates for the remaining spot sales during the season and projected average USD/
GHC exchange rates), minus industry costs for services provided by COCOBOD—
serves as the basis for negotiating income shares amongst farmers, LBCs, hauliers
and COCOBOD subsidiaries. This pricing schedule links domestic prices to futures
prices and sets minimum producer prices, maximum profit margins for LBCs and
other actors in the domestic supply chain, and export duties. Today official policy
consensus exists, in which farmers should receive at least 70% of the net FOB price.
Ghana installed a stabilisation fund in 2004-2005 to support the intra-seasonal fixed
producer price in case of an unexpected price drop in spot sales during the season. If
realised export prices are higher than expected, COCOBOD also can pay a bonus to
producers, which happened in 12 seasons between 2000-2001 and 2015-2016, but
comprised only around 3% of producer prices (authors’ calculation based on Kolav-
alli and Vigneri 2017).12

Cote d'lvoire’s Price Regulation

CAISTAB regulated the Ivorian cocoa sector between 1955 and 1999, following
the French model, in which private exporters played a more active role in internal
and external marketing (Hecht 1983; Losch 2002). Producer prices were stabilised

12.COCOBOD may adjust producer prices mid-season, but this is rarely the case due to the stabilisation
mechanism and pressure from smallholders.
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within and between seasons, but inter-seasonal price stabilisation was abandoned in
1990 after the failure of the ‘cocoa war’ (Benjamin and Deaton 1993). In the context
of the SAPs, the system gradually was liberalised, culminating in the abolition of
CAISTAB and intra-seasonal price stabilisation in 1999, though reform was very
limited otherwise, and taxation remained at a high level. The sector’s disappointing
overall performance led to calls for re-regulation in the 2000s, which was hampered
by the civil war and political instability (Gilbert 2009). In 2011-2012, the Ivorian
government finally established CCC as a regulatory body, which re-introduced a dis-
tribution system for export permits and a cost structure that fixes prices and mar-
gins for all domestic actors—called baréeme—in 2012-2013. CCC is not involved
directly in the physical trade of cocoa beans, which is handled by around six dozen
licensed exporters that source cocoa beans mostly through farm-gate (pisteurs) and
wholesale (traitants) intermediaries. Grinder-traders are engaged in Cote d’Ivoire
as exporters, as they took over many Ivorian firms during liberalisation in the 1990s
(Losch 2002), increasingly sidelining locally owned exporters.

The baréme is—similar to Ghana—based on fixed export earnings through for-
ward sales. International buyers are required to buy 70-80% of the expected crop
forward; the rest is sold through spot contracts during the season. Exporters acquire
export permits (déblocage) from CCC in an auction that takes place twice a day,
allowing them to export and source a specified quantity of beans at harvest time.
CCC sets an auction reference price based on the London cocoa futures price
adjusted to the ‘origin differential’ and the exchange rate conversion from GBP to
CFA as the basis for the bidding process with exporters.'?

The average price for export licenses realised in the auction (prix de déblocage)
and projections on the remaining spot sales and exchange rates are the basis (prix
CAF de reference) for calculating prices for different actors and taxes in the baréme.
This is set twice a year before the main and minor crop seasons in the context of
stakeholder negotiations that CCC dominates. The agreed-upon policy goal is to fix
the minimum producer price for farmers at 60% of the CIF reference price, but not
below 50%. Private exporters’ involvement in the Ivorian system requires a compen-
sation mechanism because they enter into export contracts with different prices, but
source beans at a fixed price. With this compensation mechanism, exporters receive
or need to pay compensation payments depending on whether they benefitted or lost
due to the difference between the individual prix de déblocage and the general prix
CAF de reference. The fixed producer price is stabilised further through a stabilisa-
tion fund in case spot sales during the season lead to lower-than-expected export
earnings (KPMG 2018).

13 CCC does not share the detailed method of the auction reference price calculation.
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Fig.3 World cocoa, export and producer prices in Cote d’Ivoire and Ghana. Prices in USD. Basis for
export prices are producer prices in local currency, converted to USD based on monthly USD/CFA aver-
age (Cote d’Ivoire) or GHS/USD in pricing formula (Ghana). Export prices in Cdte d’Ivoire are esti-
mated as a ratio of 1.67 to producer prices as producer prices are around 60% of CIF prices. In Ghana
export prices are based on actual data on prices or shares of producer prices to FOB prices. Source:
ICCO; World Bank; COCOBOD; CCC

Price Stabilisation’s Effects and Limitations in Cote d’lvoire
and Ghana

Figure 3 shows the development of world cocoa prices (ICCO prices based on
futures prices), as well as realised export and producer prices, in Cote d’Ivoire and
Ghana between 2000-2001 and 2021-2022 in US dollars. Export prices in Ghana
were stable within a season over the entire period. In Cote d’Ivoire, intra-seasonal
price stabilisation started in 2012-2013, but export prices were adjusted downwards
in the mid-seasons in 2012-2013 and 2016-2017. Export prices in both countries
fluctuated between seasons, in which they followed the development of futures
prices with a lag, as forward sales are based on futures prices before the season.
Even though currency fluctuations also affect export earnings,'* futures prices are
the major factor driving seasonal export prices. Correlation coefficients between
year-on-year changes of average ICE London futures prices in the six months ahead
of the marketing year and year-to-year changes in export prices accounted for 0.93
between 2000-2001 and 2018-2019 in Ghana and for 0.88 since the re-regulation
in Cote d’Ivoire in 2012-2013. This is comparable to the liberalised cocoa market
structures in Nigeria and Cameroon, where the correlation coefficients between
futures prices and export prices during the same period (as these countries do not
sell forward) accounted for 0.92 and 0.89, respectively, between 2000-2001 and
2018-2019 (ICE 2021; Eurostat 2021).

4 ICE futures in London are quoted in British pounds, while Ghana sells in US dollars and Cote

d’Ivoire in euros.
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Thus, forward sales ensure stable intra-seasonal export prices to a large extent,
but inter-seasonal export prices follow futures prices. Forward sales beyond one sea-
son could smooth inter-seasonal export prices, but they are hardly used. The Ivo-
rian CCC stated that it aimed to sell forward up to 24 months, but grinder-traders
preferred shorter forward contracts given that they typically hedge with futures
contracts with delivery of up to six months. Furthermore, very little liquidity
exists beyond near-term contracts (see also KPMG 2018; van Huellen 2015). For-
ward sales based on the near-season harvest also are required for access to foreign
reserves, credit and trade finance, limiting the ability to adjust the time of sales, par-
ticularly regarding access to a syndicated loan in Ghana. Stabilisation funds in both
countries theoretically could be used for inter-seasonal price smoothing, but their
raison d’etre (and their size) are targeted towards intra-seasonal producer price sta-
bilisation if export revenues (due to lower-than-expected prices for the remaining
spot sales) fall short of expectations.

Neither parastatal generally uses financial hedging instruments to deal with price
risks. They could do that in principle, even though it would be more complicated in
the Ivorian system. However, beyond substantial knowledge, expertise and networks,
which at least CMC traders have due to rigorous training in derivatives trading (van
Huellen and Abubakar 2021), hedging requires access to large financial resources in
US dollars and British pounds, given the large volumes of cocoa beans that the two
countries export. This is related to security margins that must be deposited when
buying or selling futures contracts, which are adjusted on a daily basis to futures
price movements (so-called margin calls). Financialisation processes in derivatives
markets, with their associated increase in short-term trading practices and price vari-
ations, have increased the financial costs of hedging, owing to more frequent and
unpredictable margin calls. An alternative to futures would be the use of options, but
those require a premium that can be more expensive than margins on futures (ITC
2001). COCOBOD representatives do not view hedging with financial derivatives
as their core business and until now largely have refrained from accepting grinder-
traders’ offers to create customised hedging products for them (see also van Huellen
2015). However, in recent years, COCOBOD experimented with options, but related
losses reaffirmed their scepticism (COCOBOD 2017), particularly as emphasised by
an interviewed CMC manager who noted that ‘these losses are hard to justify to the
public’.

Producer prices are linked to forward sales, as they are determined as a share of
projected export earnings. Ghana aims for a 70% share of producer prices relative to
the net FOB price, but in negotiations within PPRC, adjustments to this share have
been used to address inter-seasonal price instability in producer prices (COCOBOD
2017). For instance, changes in producer prices have been less pronounced in years
with lower export prices since 2015-2016, as producer price shares increased dur-
ing these years. COCOBOD subsidised higher relative producer prices through so-
called ‘cocoa bills’ (IMF 2019). COCOBOD could issue such bills given its direct
access to cocoa supply and its financial autonomy, rendering it independent of the
government budgeting process. In Cote d’Ivoire, the institutional framework—
based on private actors physically exporting cocoa beans—is more rigid when
it comes to producer price stabilisation. No possibilities exist to isolate producers
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from inter-seasonal world price fluctuations because export revenues are distributed
as fixed margins to the private actors involved, with the only variable left to adjust
being taxes However, the possibility of using taxes as a buffer for inter-seasonal pro-
ducer price stabilisation is restricted because CCC has no autonomy to set these tax
rates, and public revenues are heavily dependent on these taxes, i.e. governments
have limited income precisely when prices are low. The only exception so far has
been the reduction in export duties in mid-season 2016-2017 to keep the producer
price share at 60% of the CIF export price (Aboa 2017).'3

Thus, price stabilisation’s key impact in the two countries is intra-seasonal pro-
ducer price stabilisation, and in Ghana, it also limits to a minimal extent inter-sea-
sonal price volatility, based on the possibility of selling forward due to centralised
marketing institutions. In this regard, Codte d’Ivoire and Ghana’s parastatals have
maintained some price-setting power vis a vis grinder-traders. Grinder-traders inter-
viewed stated that they accept forward sales because CCC and CMC can guarantee
high volumes and quality ‘even though outright buying also means that you have to
be prepared for high margin calls if prices change strongly, which can make it more
costly for us’ (top grinder-trader). This contrasts with liberalised systems, in which
grinder-traders generally buy spot, as a grinder-trader noted: ‘In other countries
[besides Cote d’Ivoire and Ghana], we do not buy outright from an origin producer
or trader who might have their own problems down the line ... most is bought on
spot basis’. This is also the case in Cameroon and Nigeria, which have no central-
ised marketing institutions. Producers or producer organisations sell to local traders
and licensed buyers that sell to exporters based on spot transactions, with exporters
selling to or being owned by grinder-traders without any stabilisation of exports or
producer prices (Oomes et al. 2016; Hiitz-Adams et al. 2016). Thus, producer prices
can vary substantially in the short-term and between farmers and regions, with farm-
ers exposed to intra- and inter-seasonal price volatility (FAO and BASIC 2020;
Hiitz-Adams et al. 2016).

Aside from intra-seasonal price stabilisation, cocoa beans from Cdte d’Ivoire and
Ghana are sold with premiums (‘origin’ or ‘country differentials’) that are higher
than in Nigeria and Cameroon, which also is related to some price-setting power. For
example, export prices to the EU were 12% and 6% on average, respectively, higher
for Ghana and Cdte d’Ivoire compared to Nigeria and Cameroon between 2000 and
2018 (Eurostat 2021). This is related to quality differentials and the centralised qual-
ity control systems, which ensure that beans maintain a uniform, consistent and high
quality, particularly in Ghana (Quarmine 2014), as well as to counterparty reliabil-
ity. A key factor for the lower quality in the liberalised systems is the large share
of informal marketing. For example, in Cameroon, 70% of exported cocoa is pur-
chased from small traders (coaxers) at the farm-gate (Nkouedjo et al. 2020; Levai
et al. 2015). However, higher premiums also are associated with consolidated sales

15 The CFA link to the euro eliminates exchange rate risks in Cote d’Ivoire. In Ghana, producer prices
are kept stable in Ghanaian cedi throughout the season, as the projected gross FOB export price includes
a conversion from US dollars to cedi. However, from season to season, producers also bear exchange rate

risks.
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Fig.4 Cocoa producer and indicative minimum prices in Cameroon, Cote d’Ivoire and Ghana. Prices in
USD. Producer prices in Cote d’Ivoire and Ghana in local currency, converted to USD based on monthly
USD/CFA average (Cote d’Ivoire) or GHS/USD in pricing formula (Ghana). Indicative minimum prices
in Cameroon are available from Jan-2017 to Jun-2021 (https://oncc.cm/cocoa-statistics) on a monthly
basis and are converted to USD based on monthly USD/CFA averages. The actual producer prices in
Cameroon differ and are generally lower. Sources: ONCC; COCOBOD; CCC

channels that ensure beans are not sold below market prices. Thus, even though
premiums depend on quality and reliability, exporters need to ensure that they get
related premium, which is easier in centralised or regulated sales channels in which
bargaining power is larger vis a vis international buyers.

Nevertheless, both countries are highly dependent on cocoa exports and related
foreign exchange income, limiting their bargaining power vis a vis grinder-traders,
which are increasingly concentrated. In Ghana, the number of CMC trading part-
ners decreased from about 100 in 2000 to 11 in 2013 (van Huellen 2015). In Cote
d’Ivoire, grinder-traders own the top five exporters—Cargill, SUCDEN, Touton,
Olam and Barry Callebaut—and bought 80% of the export contracts during the
2018-2019 season (Aboa 2019), which is the same share that the top 10 bought
in 2010-2011 (Araujo Bonjean and Brun 2016). Grinder-traders not only have
dominant positions as buyers, but they also are involved in internal marketing, par-
ticularly in Cote d’Ivoire, where they also act as exporters in external marketing.
Smaller independent exporters, particularly those based in producer countries, are
at a disadvantage to large grinder-traders because they lack not only economies of
scale and scope, but also have inferior access to low-cost financing, as well as finan-
cial hedging and trading on derivatives markets (see also Hiitz-Adams et al. 2016).

While intra-seasonal price stabilisation and higher country differentials on export
prices are advantages of Cote d’Ivoire and Ghana’s systems, regulated systems typi-
cally are associated with lower shares of producer prices relative to world prices
(see, e.g. Oomes et al. 2016). Compared with monthly ICCO prices, producer prices
in Cote d’Ivoire reached a share of 57% of ICCO prices since price stabilisation
in 2012-2013 and before the introduction of the LID in 2019-2020. In Ghana,
producer prices totalled 68% of ICCO prices during this period. Although Came-
roon’s Office National du Cacao et du Café (ONCC) publishes indicative minimum
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producer prices on a daily basis at around 75% of FOB prices (Oomes et.al. 2016;
ONCC 2022), average producer prices have corresponded to only 66% of FOB
export prices since 2010 and—given the discount in export prices vis a vis ICCO
prices—to 61% of ICCO prices. This ratio appears to have deteriorated in recent
years (FAO and BASIC 2020). Thus, producer price shares in Cameroon are actu-
ally lower than in Ghana—and not substantially higher than in Cote d’Ivoire—and
more volatile, as shown in Fig. 4 for Cameroon’s indicative minimum prices. Com-
parable data unfortunately are not available for Nigeria.

Key factors that explain producer prices in regulated systems are taxes and other
costs for parastatals. In Cote d’Ivoire, taxes accounted for 17% of export prices com-
pared with only 4% in Ghana in 2017/2018 (FAO and BASIC 2020), but the net
FOB calculation also includes costs for services that COCOBOD provides. Thus,
the higher-quality premiums in Ghana are not translated fully to producers because
costs for input provision and quality control are removed from export prices. How-
ever, the partial reinvestment of taxes and duties into the cocoa sector reduces pro-
duction costs for farmers. It is estimated that the share of input costs on cocoa rev-
enue is substantially lower for farmers in Ghana (15%) and Cote d’Ivoire (less than
30%) than those in Cameroon (35%), even though these government programmes do
not benefit all farmers equally (Oomes et al. 2016; World Bank 2017).

Price stabilisation systems’ efficacy also depends on their resilience, which is
limited, particularly in Cdte d’Ivoire. The focal point in both price stabilisation sys-
tems is reliable estimations of export revenues, which serve as the basis for producer
prices. Certain production-related risks can lead to over- or under-selling of for-
ward contracts, as well as politically motivated risks, particularly in Ghana, where
depreciation of the cedi and depleted foreign reserves led to overselling during the
2014-2015 season. However, the risks related to world price fluctuations for remain-
ing spot sales during the season and forward sales performance are most important.
Ghana’s system is more resilient in this respect because CMC has more control over
cocoa supply and direct relationships with buyers, allowing for re-negotiation during
difficult circumstances (see also Kolavalli and Vigneri 2017). In the Ivorian system,
the stabilisation mechanism depends on private actors’ ability and willingness to
comply with regulations. In particular, the likelihood of default on forward contracts
is higher, which can be exemplified through the sharp world price drop of 35% from
June 2016 to May 2017, which coincided with illicit speculative behaviour among
local exporters in Céte d’Ivoire and consequent defaults on their forward contracts. '®
CCC incurred a loss of CAF 199 billion (USD 360 million) (KPMG 2018) and low-
ered producer prices from CAF 1,100 to CFA 700 in mid-season. COCOBOD also
faced challenges, and the stabilisation fund in both countries was not sufficient to
cover the price drop. However, COCOBOD could still keep producer prices stable

16 These exporters acquired export licenses through the auction and presented counterfeit fixed-price
contracts, but their contracts were PTBF with their buyers, resulting in lower selling than purchasing
prices when prices fell. After this, exporters were required to validate that their export permits were
linked to physical transactions by presenting counterparty forward contracts with buyers and by deposit-
ing 2.5% of the export value as collateral (KPMG 2018).
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by issuing cocoa bonds, given its financial autonomy. However, the related debt bur-
den’s sustainability is questionable, with COCOBOD’s outstanding, unsecured debt
increasing to more than GHC 6 billion (IMF 2019). Thus, the world price drop in
2016-2017 demonstrates the limits of national price stabilisation systems, in which
producer countries cannot influence the setting of world prices (i.e. futures prices)
used as a reference for domestic prices.

Abidjan Declaration

In the aftermath of the strong world price decline in 2016-2017, bilateral coopera-
tion in the cocoa sector between Cote d’Ivoire and Ghana reached high-level politi-
cal momentum, and both countries’ presidents signed the Abidjan Declaration in
March 2018. In the centre of the declaration is a common strategy towards increased
producer prices and related harmonisation of price regulation. Both governments
aimed to set export prices directly by introducing a minimum export price. In June
2019, COCOBOD and CCC announced a common floor (FOB) export price of USD
2,600 per ton for the 2020-2021 crop season, in which farmers received 70%, or
USD 1,820 per ton (COCOBOD 2019), raising producer prices significantly com-
pared with recent years. Such a minimum export price, regardless of prevailing
futures prices, would be a major deviation from previous price-setting practices.
Several sector experts interviewed indicated that international buyers resisted
a minimum export price delinked from futures prices; thus, at technical meetings
during summer 2019 between government officials and international buyers, includ-
ing the top four grinder-traders—Barry Callebaut, Cargill, Olam and ECOM—and
chocolate manufacturers such as Hershey and Mars, it was agreed that export prices
would be determined as before—based on futures prices and ‘origin differentials’,
but that buyers would pay an additional LID of USD 400 per ton, starting in the
2020-2021 season (FCC 2019). Nevertheless, COCOBOD and CCC held on to the
target of paying 70% of the floor export price of USD 2,600, or USD 1,820 per
ton, as a minimum producer price independent of the actual export price. Thus, if
export prices, including LID and origin differentials, fall below USD 2,600 per ton,
the parastatals or governments must pay the gap. A representative of a farmer-based
organisation in Ghana noted: ‘First it was said that buyers pay at least 2,600 [USD
per ton]. Now it is ‘business as usual’ plus 400, and COCOBOD (and) CCC pay the
potential gap’. This could exacerbate resilience problems in systems, even though
both countries agreed to set up an additional stabilisation fund for this case that a
common Ghana-Cdte d’Ivoire Cocoa Initiative Secretariat would administer.!’
Thus, the two countries were successful in setting a higher premium in terms
of the LID, but futures prices remained the central reference in the price-setting
mechanism. However, scepticism also exists regarding the premium. According to

17 For periods when export prices are higher than USD 2,600 and up to USD 2,900 per ton, the addi-
tional revenue would be used for bonus payments to farmers or investments in the sector, while price
increases beyond USD 2,900 per ton would flow exclusively into the stabilisation fund (FCC 2019).
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Aboa and Angel (2019), some international buyers reduced their forward purchases
after the announcement of the LID and renegotiated the ‘origin differential’, arguing
that it already is included in the LID.A Ghanaian researcher interviewed stated that
grinder-traders ‘mostly accept the LID, but the pressure on country differentials has
increased in the ongoing forward sales’. In 2021, COCOBOD and CCC officials
claimed that international buyers were not paying country premiums, which almost
offset the LID-generated premiums (Aboa 2021). Furthermore, an interviewed sec-
tor expert noted that ‘there is (a) risk that the world price will adjust to this [LID]
premium; the world price drops so far that ultimately, the world price plus the pre-
mium will make up roughly what would be paid without the premium anyway’.

Regarding producer prices, both parastatals fixed producer prices at USD 1,820
per ton (1,000 CFA per kg in Cote d’Ivoire and 660 cedi per kg in Ghana) for the
2020-2021 season in October 2020, in line with their initial agreement. However,
the COVID-19 pandemic magnified both systems’ vulnerability. With decreased
cocoa demand and highly volatile futures prices, both countries faced challenges
in securing forward contracts for the 2020-2021 season, and Céte d’Ivoire had to
adjust the producer price down to USD 1,350 per ton for the mid-season starting in
April 2021 (Reuters 2021). For the current 2021-2022 season, the Ivorian producer
price was lifted slightly to USD 1,410 per ton, equivalent to producer prices before
the LID (CCC 2021). Thus, the envisioned minimum farm-gate price of USD 1,820
per ton could not be maintained in Cote d’Ivoire. COCOBOD in Ghana announced
that it would keep producer prices constant at 660 cedi per kg for the 2021-2022
season, thereby maintaining prices in the local currency. However, how long they
can afford to subsidise this price is questionable (COCOBOD 2021).

Conclusion

Market liberalisation in producer countries during the 1980s and *90s has increased
cocoa producers’ exposure to variations in world prices set on commodity deriva-
tives markets. Price-setting power has shifted further towards grinder-traders, which
intensified their business strategies around derivatives markets, binding futures
prices more closely to physical contractual arrangements. Financialisation processes,
leading to increased entry barriers around financial risk management, have contrib-
uted to the consolidation of grinder-traders, thereby limiting producer countries’
ability to pursue alternative selling arrangements and making price stabilisation
more challenging. Unlike other cocoa-producing countries with liberalised market
structures, the world’s largest cocoa-producing countries, Cote d’Ivoire and Ghana,
have maintained some price-setting power through their state-controlled marketing
systems in terms of price premiums and, most importantly, contractual arrangements
(forward contracts), allowing them to stabilise intra-seasonal producer prices and
shield producers from short-term price volatility. However, export and producer
prices are stabilised for only one season, leaving producers affected by inter-seasonal
price volatility. Recent collaboration has achieved setting a higher export premium
in the form of a LID, but the distributional outcomes and the system’s resilience are
questionable. Thus, despite powerful supplier positions, Céte d’Ivoire and Ghana
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remain largely ‘global price-takers’, with world prices determined on derivatives
markets and transmitted along GVCs through grinder-traders. Price-setting power is
likely even more limited for other producer countries with less-dominant positions
and similar dependence on commodity export earnings.

Analysing the cocoa GVC and the two top producer countries’ price stabilisation
measures, this paper argues for the importance of integrating price-setting into the
analysis of governance in GVCs. Price-setting power and related uneven exposure to
price risks and possibilities to deal with these risks add to other power dimensions in
producing asymmetric relationships and unequal distributional outcomes in GVCs.
It also demonstrates the importance of assessing price-setting along the entire GVC
and how selling and buying prices and related price-setting strategies and institu-
tions are interconnected, limiting the scope for price-setting in domestic commodity
sectors. Price stabilisation measures in Cote d’Ivoire and Ghana have achieved intra-
seasonal producer price stabilisation, which is an important outcome for producers
compared with liberalised systems and one that has not necessarily come with lower
producer price shares, but inter-seasonal price risks remain with producers, as well
as the link between domestic prices and futures prices. Thus, national regulations
can address distributional outcomes in terms of price risks and shares in producing
countries to some degree. However, national structures alone cannot address price-
setting power and related inequality in GVCs, driven importantly by CTHs and their
links to commodity derivatives markets. Eventually, increasing producer countries’
price-setting power will require reducing their dependence on commodity export
earnings, as well as on CTHs, which has become even more challenging in financial-
ised commodity GVCs.
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