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ABSTRACT 1his paper presents a comparative analysis of the development
of forward linkages to cocoa processing in the Ivorian and Ghanaian cocoa
sectors. The paper argues that Cote d’lvoire and Ghana were able to promote
the grinding sectors with varying success in the context of shifting Global Value
Chain (GVC) dynamics, foreign-direct investment (FDI) oriented industrial
policies and ongoing distributional conflicts. The grinding sectors in both coun-
tries should not currently be selected as high priority sectors for strategic indus-
trial policies, due to their enclave-like character and limited opportunities for
additional linkage development, with the important exception of forward link-
ages to chocolate manufacturing. The recent growth of local and regional choc-
olate and cocoa confectionery consumption, as well as protective tariffs, have
furthered functional upgrading into chocolate manufacturing of locally owned
and more locally embedded foreign grinders and chocolate manufacturers. The
paper concludes that the opportunities for additional forward linkage develop-
ment to cocoa processing in the lvorian and Ghanaian cocoa sectors are limited,
particularly in GVCs geared to traditional end markets. Hence, the paper
argues that the growing opportunities in local and regional end markets, as
well as related value chains, need to be leveraged through strategic industrial
policies that go beyond tax or price incentives and focus on supporting locally
owned and locally embedded foreign companies.
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1. Introduction

Industrial development and export diversification into higher value-
added production activities remain key development objectives for (semi-)
peripheral countries. For many Sub-Saharan African (SSA) countries,
however, it is difficult to emulate export-oriented industrialisation stra-
tegies of successful late-industrialisers (Morris et al. 2012: 12ff.). In the
context of high commodity prices in the 2000s, discussions of the viabi-
lity of commodity-based industrialisation have regained importance
(e.g. Morris et al. 2012; Morris/Fessehaie 2014; Kaplinsky/Farooki 2012;
Ramdoo 2012, 2015; Asche et al. 2012; ACET 2014a; AfDB et al. 2014;
UNECA 2013; UNCTAD 2013). Even though commodity prices have
again declined, the potential role of commodity sectors in transforming
SSA economies through the creation of linkages to industrial sectors
remains highly relevant.

Cocoa is one of the main soft commodities exported from peripheral
countries, particularly in SSA. It has experienced significant price increases
since the early 2000s, despite pronounced volatility, with nominal prices
reaching levels last seen in the 1970s (ICCO 2017). Price increases were
mainly driven by rising global chocolate demand — particularly in Asia —
and only moderate increases in the supply of cocoa beans. More recently,
prices declined, highlighting the cyclical nature of commodity prices
related to fundamental and speculative factors (Terazono 2017; Ederer et
al. 2016). 'This price volatility is one of the main reasons why a diversifica-
tion away from unprocessed commodity exports is crucial for peripheral
countries. The development of commodity processing sectors can further-
more support industrialisation processes if linkages to industrial sectors are
developed. In this context, many cocoa producing countries (origin coun-
tries) in the (semi)periphery have established and expanded cocoa proces-
sing sectors, increasing their share of higher value-added cocoa product
exports (ICCO 2017; UN Comtrade 2017). The main cocoa producers in
SSA, including Coéte d’Ivoire and Ghana, nonetheless continue to have a
comparatively small share of higher value-added exports relative to other
producers, such as Indonesia and Brazil.

This paper adds to the existing literature on cocoa processing in SSA

countries (e.g. ACET 2014b; UNECA 2013; Whitfield et al. 2015; Mulangu
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et al. 2017) by presenting a comparative analysis of the development of
forward linkages to processing in the Ivorian and Ghanaian cocoa sectors.
The paper argues that Cote d’Ivoire and Ghana were able to promote the
grinding sectors with varying levels of success in the context of shifting
Global Value Chain (GVC) dynamics, foreign direct investment (FDI)
oriented industrial policies and ongoing distributional conflicts. The grin-
ding sectors in both countries should currently not be selected as high
priority sectors for strategic industrial policies, due to their enclave-like
character and limited opportunities for linkage development, with the
important exception of forward linkages to chocolate manufacturing.
The recent growth of local and regional chocolate and cocoa confec-
tionery consumption, as well as protective tariffs, have furthered func-
tional upgrading into chocolate manufacturing of locally owned and more
locally embedded foreign grinders and chocolate manufacturers. The paper
concludes that the opportunities for additional forward linkage develop-
ment in the Ivorian and Ghanaian cocoa sectors are limited, particularly in
GVCs geared to traditional end markets. Hence, the paper argues that the
growing opportunities in local and regional end markets, as well as related
value chains, need to be leveraged through strategic industrial policies that
go beyond tax or price incentives and focus on supporting locally owned
and locally embedded foreign companies.

Methodologically, this paper is based on 45 semi-structured interviews
(20 of which are cited) that focus on firms in both processing segments,
grinders and chocolate manufacturers, interest groups and governmental
institutions, mostly conducted during field research in Céte d’Ivoire and
Ghana in January, February and October 2017. 21 interviews at firm level
were conducted with representatives of the management and provide a
varied sample based on differences in geographic location, ownership, size,
production activities, end-market orientation and degree of vertical integ-
ration. The interviews are complemented by trade as well as national and
international sector data, including aggregate statistics from the Interna-
tional Cocoa Organization (ICCO), UN Comtrade (WITS), the Ghanaian
Cocoa Marketing Board (COCOBOD) as well as the Ivorian Ministére de
I’Industrie et des Mines (MIM) and Conseil Café-Cacao (CCQC).

The second section of the paper presents a brief conceptualisation of
the importance of structural transformation, linkage development and
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industrial policies in the context of the global periphery’s integration in
GVCs. The third section gives an overview of the cocoa GVC by specifi-
cally taking account of the changing integration of cocoa producing coun-
tries in the last decades and assessing the opportunities and constraints
for forward linkage development in SSA producer countries in the context
of the cocoa GVC. The fourth section discusses the development of the
Ivorian and Ghanaian cocoa processing sectors and related industrial poli-
cies. The fifth section presents a comparative analysis of the sectors” devel-
opments, industrial policies and related distributional conflicts, competi-
tiveness as well as linkage effects. The sixth section concludes by presenting
industrial policy implications for the development of the cocoa processing
sectors based on the analysis of the shifting GVC dynamics and local
sector conditions.

2. Structural transformation, linkage development and
industrial policy in the global periphery

Structural transformation and economic upgrading are key concepts
in development economics. Amsden (2001: 2) defines structural transfor-
mation as “[...] a process of moving from a set of assets based on primary
products, exploited by unskilled labor, to a set of assets based on know-
ledge, exploited by skilled labor”. This transformation involves attracting
labor and capital to the manufacturing sector. The concept of structural
transformation is closely connected to the idea of economic upgrading,
even though upgrading processes do not necessarily lead to structural
transformation. In the GVC and the global production networks (GPN)
literature, economic upgrading has been described as a process by which
economic actors move from low-value to relatively higher value activities
(Bair/Gerefh 2003; Gerefh 2005).

Economic development and structural transformation can be under-
stood as a process of linkage development (Hirschman 1981: 75). Hirschman
(1981: 65ff.) distinguished between production, consumption and fiscal
linkages: production linkages include backward and forward linkages of
a given product line and are defined as “[...] investment-generating forces
that are set in motion, through input-output relations, when productive
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facilities that supply inputs to that line or utilize its outputs are inadequate
or nonexistent” (ibid.6s). Consumption linkages are new incomes earned
with potential positive effects on domestic demand and industries. Fiscal
linkages are created by taxing incomes earned in an economic sector and
can be used to promote industrial development.

The debate on structural transformation, upgrading and linkage deve-
lopment is closely connected to the role of the state. Catch-up industri-
alisation has been furthered by interventionist industrial policies proac-
tively promoting economic diversification, industrial development and
upgrading processes (Chang 2011). However, the formation of a ‘develop-
mental state’ (cf. Evans 1995) that has the resources, capacity, capability and
policy space to promote large-scale structural transformation via a compre-
hensive set of industrial policies is particularly challenging in the political
economy context of the global periphery. Peripheral states are impinged by
their subordinated integration in the global economy and socio-structural
heterogeneity (Evers 1977; Becker 2008), involving factors such as a weak
industrial base and lack of an entrepreneurial class, fragmented political
elites, as well as foreign capital’s interests, all of which have a tendency to
impede the formation of large-scale industrialisation projects (Grumiller
et al. 2016; cf. Whitfield et al. 2015). Countries in the global periphery may
need to rely on a more strategic and selective industrial policy approach
given these political economy contexts, which entails the promotion of
pockets of efliciency in the state bureaucracy in order to support transfor-
mation processes in specific economic sectors (ibid.).

This paper analyses the opportunities and constraints for forward
linkage development in the cocoa sectors by discussing GVC dynamics
and local sector conditions, based on an adapted conceptualisation of
Morris/Fessehaie (2014: 32fF), including: (a) the technical characteristics
of the GVC (e.g. how many discrete stages of production) that determine
the potential, breadth and type of backward as well as forward linkages;
(b) the industry structure and governance of the GVC, in particular lead
firms strategies (e.g. the concentration and integration of lead firms as well
as their interest to outsource production steps); (c) the size of the local
and regional market that might limit or support local processing; (d) the
competitiveness of the domestic industry and firms (e.g. in terms of price,
quality, lead times, etc.); (¢) the location and infrastructure of a specific
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country (e.g. the development of roads or electricity costs); (f) the market
access and trade barriers that might limit or support the integration into
new GVCs or regional value chains, as well as functional upgrading oppor-
tunities; and (g) the industrial policies promoting linkage development
(and thus the state’s political economy and distributional conflicts). Based
on this analysis, the paper discusses the feasibility of industrial policies
targeting the cocoa processing sectors by taking into account the different
dynamics in global, regional and local value chains (cf. Gerefhi/Sturgeon
2013; Morris/Staritz forthcoming).

3. Origin countries and forward linkages in the cocoa GVC

The cocoa GVC has been described as having a bi-polar governance
structure, with lead firms in the grinding of cocoa and manufacturing of
chocolate segments (Fold 2002)." The relative absence of vertical integra-
tion along the whole chain and the high level of concentration in both
processing segments put forward two sets of actors with strong control over
the value chain. Chocolate manufacturers nonetheless exert greater power
in the cocoa GVC, since they have control over consumer brands and
often have the ability to extract rents (Fold/Neilson 2016: 202ff.; Araujo
Bonjean/Brun 2016). Retailers and supermarkets also have an impor-
tant role, as a significant share of chocolate products is sold through their
outlets. They decide whether or not certain products are included in their
offer and set the retail price. However, their control over the supply chain
is rather limited compared to the dominant role of cocoa processors.

The power imbalances within the bi-polar cocoa value chain, in which
multinational corporations (MNCs) source cocoa beans mainly from
smallholders in the global (semi)periphery, are reflected in the declining
share of value captured by cocoa producers (Barrientos/Asenso-Okyere
2009: 94; cf. World Bank 2008: 136). Cocoa producers only receive a frac-
tion” of the value added along the whole chain, while chocolate manufac-
turing and branding, as well as retailing, contribute to over three-quarters
of the value added. Grinding adds comparatively little value to cocoa beans
and entry barriers are lower; however, the integration and concentration
of multinational traders and grinders improves their position in the GVC.
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Cocoa grinding is capital intensive and highly concentrated, but
increasingly geographically dispersed. Mergers and acquisitions increased
the consolidation of the cocoa trading and processing sectors, particu-
larly since the liberalisation of the cocoa sectors in producing countries in
the context of Structural Adjustment Programs (SAPs) in the 1990s (Fold
2002; Gilbert 2009; Araujo Bonjean/Brun 2016; UNCTAD 2008). The
exit of chocolate manufacturers from the less profitable grinding sector has
also furthered its concentration (UNCTAD 2008). Today, the grinding
industry is dominated by three MNCs which account for roughly 60% of
the world’s cocoa processing (Terazono 2014; Gayi/Tsowou 2016: Figure
6): Barry Callebaut, Cargill and Olam.

Historically, the cocoa grinding industry was located in Europe and
the US, close to the chocolate manufacturers and consumer markets.
Grinding in producer countries (origin grinding) expanded in recent years
due to tax and other incentives in origin countries, decreasing transporta-
tion costs for intermediate products, as well as a shift in lead firms strat-
egies to tighten the control over the upstream segments of the chain in
order to address supply constraints and insecurities (Gilbert 2009; Araujo
Bonjean/Brun 2016; UNECA 2013; Blommer 2011). Origin grinding also
has disadvantages, including higher operational and investment costs, an
additional processing stage for exports,’ and often limited access to beans
from different origins (‘single origin challenge’) (ACET 2014b: 31). None-
theless, today, grinding in origin countries makes up for nearly half of
total grindings, with Cote d’Ivoire (12.6% share of global grindings in
2016/17), Indonesia (9.8%), Brazil (5.3%), Ghana (5.1%), and Malaysia (5.1%)
being the largest processors of cocoa apart from the Netherlands (12.7%),
Germany (9.7%) and the US (9.1%) (ICCO 2017). However, origin coun-
tries in SSA continue to have a comparatively small share of higher value-
added cocoa exports (Figure 1). The growth of grinding capacity in general,
and outside the traditional grinding-hubs in particular, has resulted in a
global capacity overhang and a drop in cocoa grinders’ margins (cf. Perkins
20I5).
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Figure 1: Value added content of key cocoa producing countries’ exports
(2016, per cent)

Source: UN Comtrade 2017 (WITS); cf. UNECA 2013: Figure 3.3.

Note: Stages refer to processing steps. Exports of shells, husks, etc. (HS1802) have been
excluded due to their insignificance in exports. Data represents global import data by
value. Malaysia has developed from a cocoa producer (esp. in the 1980s and 9os) to a
processing hub for the US and Asian markets and produces a small quantity of cocoa
beans today.

The manufacturing of chocolate is capital intensive and is mainly
located in the largest chocolate consumer countries, the EU and the USA.
Japan, Russia, Brazil, and increasingly also China and India are exam-
ples of important emerging markets for chocolate products. The chocolate
manufacturing sector is also highly concentrated, with the top six choco-
late manufacturers having a market share of approximately 40% (Candy
Industry 2016). Some of these companies specialising in chocolate produc-
tion also maintain in-house grinding capacity, or set up their own cocoa
plantations to reduce the power of producers and grinders. However, most
manufacturers concentrate their activities on the design of consumer choc-
olate products and the marketing of global brands in order to be responsive
to shifting consumer demands (Fold/Neilson 2016: 202).
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Production costs, as well as the size of the local and regional choco-
late market, are key determinants as to whether chocolate manufacturing
in origin countries (origin manufacturing) is suitable, or whether a market
is mainly conquered via exports from manufacturing facilities with access
to economies of scale and agglomeration (Interview 1, 18, 20; cf. ACET
2014b). The low, albeit growing, local and regional consumption in periph-
eral origin countries is the main reason why chocolate manufacturers are
primarily situated in core and increasingly semi-peripheral countries. The
production costs of chocolate can also be quite high in peripheral coun-
tries in light of often higher prices for electricity given the capital intensity
of production, as well as the cost of imported inputs (e.g. milk powder and
sugar). Further, high transportation costs, due to the need to cool choc-
olate products during transport, and a weak infrastructure also impede
the manufacturing of ready-to-eat chocolate products for export in many
origin countries. Production facilities of industrial chocolate also tend to
be located close to manufacturers of ready-to-eat products, since the close
proximity allows transportation of industrial chocolate in liquid form and
simplifies just-in-time production (ACET 2014b). Origin countries with a
large internal market for chocolate products (such as Brazil) have thus been
more successful in functionally upgrading into chocolate manufacturing,
compared to West African and smaller Latin American producer countries
with limited local and/or regional demand.

However, chocolate and cocoa confectionery consumption in SSA has
increased since the 2000s. In 2016, SSA countries imported 74 thousand
tons of chocolate and cocoa-containing food products worth USD 278
million, an increase of 216% by volume (641 % by value) relative to 2000
(UN Comtrade 2017).4 The growth of imports of the ECOWAS region
(580% by volume and 808% by value to 20 thousand tons, worth USD s2
million), including key cocoa producers such as Nigeria, Ghana and Cote
d’Ivoire, has been particularly strong. Tamru and Swinnen (2016) explain
this increase in chocolate consumption in Africa in terms of rising income
levels, increasing affordability (e.g. smaller packaging, low-priced prod-
ucts), a shift in taste (possibly related to the increasing exposure to the
Western lifestyle and commercials, e.g. due to cable TV), rapid urbani-
sation, and the expansion of the retail sector. The growth of chocolate
consumption in Africa in general, and in the ECOWAS region and origin
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countries’ markets in particular, enhances the potential for origin manu-
facturing in West Africa; however, most multinational chocolate manufac-
turers continue to conquer African markets mainly via exports.

The increase in cocoa grinding activities has not reduced the depend-
ency of origin countries and farmers on international markets, and particu-
larly the international price of cocoa beans and intermediate products. The
price of cocoa beans is set on futures markets through the London Cocoa
Futures, the ICE Cocoa Futures, and Euro Cocoa Futures. Export prices
on the national level are determined by futures prices and cocoa beans
are sold at a premium or discount, depending on the quality of the beans.
Intermediate products are priced in direct ratios to futures prices and thus
have a similar price volatility as beans (cf. Araujo Bonjean/Brun 2016).
The price volatility of ready-to-eat chocolate products, on the other hand,
is much lower, since chocolate manufacturers and retailers do not neces-
sarily pass through changes in the price of beans in the short-run (ibid.).
Origin countries with an economy dependent on cocoa exports could thus
reduce income volatility by increasing the export share of high value-added
chocolate products, as well as by exerting greater control over the export
price of cocoa beans.

4. Cocoa processing and industrial policy in
Cote d’Ivoire and Ghana

The cocoa sectors of Cote d’Ivoire and Ghana share many similar-
ities, but also have differences (see Grumiller et al. 2018; Hiitz-Adams
et al. 2016). Cote d’Ivoire (43%) and Ghana (20%) are by far the largest
producers of cocoa beans, with around 63% of the global cocoa beans
production in 2016/17, producing mainly Forastero cocoa beans (‘bulk
cocoa’) (ICCO 2017). Both economies are highly dependent on the expor-
tation of cocoa, as exemplified in the export share of cocoa products in
total merchandise exports of 43% in Cote d’Ivoire (2015) and 18% in Ghana
(2016) (UN Comtrade 2017). The sectors in Cote d’Ivoire and Ghana are
regulated by the Conseil du Café-Cacao (CCC) and COCOBOD, respec-
tively. The Ivorian cocoa sector was deregulated during the SAPs of the
1990s; however, the sector has been re-regulated since 2011 in the context
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of an IMF-backed debt relief deal (Agritrade 2012), whereas Ghana with-
stood the deregulation and the abolishment of COCOBOD. The expan-
sion of grinding capacities and output since the 1990s and the mid-2000s
respectively (Figure 2) shifted their integration into the cocoa GVC from
supplying cocoa beans to supplying cocoa beans and intermediate prod-
ucts (esp. cocoa liquor, butter and powder), particularly for processors
located in key consumption markets (Figure 1).
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Figure 2: Growth of grinding output in Céte d’Ivoire and Ghana (thousand tons,
1972/73 — 2016/17)

Source: ICCO 2017, author's calculation.

4.1 Cote d’Ivoire

The Ivorian grinding sector dates back to the establishment of SACO
by Cacao Barry (FR) in 1962 (Losch 2001), and particularly gained dyna-
mism in the mid-1990s with the increasing investments of MNCs (Barry
Callebaut, Cargill, ADM and Cémoi). The capacity expansions of MNCs,
and the investments of smaller foreign and Ivorian companies, resulted
in a significant increase in the total grinding capacity, from 350,000 tons
in 2003/04 to 741,000 tons, with 2,161 direct employees in 2016/17 (MIM
2016; CCC 20172). The Ivorian grinding sector operates at a capacity utili-
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sation rate of around three-quarter in recent years, and is dominated by
four large multinational grinders which total 72% of the overall grinding
capacity (ibid.). Céte d’Ivoire is, together with the Netherlands, the largest
grinder in the world, with 540,000 tons of processed beans and a 12.6%
share of global grindings in 2016/17 (ICCO 2017; Figure 2). The Rassem-
blement des Républicains government ofhicially aims to process 50% of its
bean output in Cote d’Ivoire by 2020 (CCC 2017b); however, only 27% of
produced beans were processed locally in 2016/17 (Figure 2).

Following the general trend towards origin grinding, investments in
the grinding sector have increased, as a result of export tax incentives,
investment zone benefits and deregulation in the 1990s. The substantial
growth in grinding capacity was nonetheless hampered due to the polit-
ical instability in the 2000s, to the benefit of investments in the Ghanaian
grinding sector. Deregulation resulted in intensified operations of multina-
tional grinders and an increased concentration of cocoa trading, at the cost
of independent and locally owned exporters. Multinational grinders inten-
sified their upstream activities (sourcing and exporting), since the abolish-
ment of the Ivorian cocoa marketing board (CAISTAB) in 1999 increased
their counterparty risk and opened a window of opportunity to increase
control over the value chain (cf. Gilbert 2009: 300; Araujo Bonjean/Brun
2016: 344f.).

The key incentive for cocoa processors to grind in Cote d’Ivoire is
the single export tax (droit unique de sortie - DUS) on cocoa and coffee
products. The DUS was calculated based on the weight of the cocoa
products produced — and not on the weight of the beans processed —
which effectively reduced the export tax for grinders, depending on the
product to be exported, by around 25% (Ecobank 2014). The tax was
introduced after independence and suspended in 1989 due to pressure
from the Bretton Woods institutions, but it was reintroduced during the
1991/92 season due to fiscal deficits after a sharp devaluation of the CFA
franc (IMF 1998: 42ff.; IMF 2000: 30ft.). Initially, the incentive was to
be abolished after five years; however, the DUS was not reformed until
the 2012/13 cocoa season (Agritrade 2012). The reform of the DUS was
particularly challenging for small-scale grinders due to their higher cost
of finance and smaller margins. In addition, various small-scale grinders
were only established a few years before the DUS reform and thus were
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not able to pay off their full investment costs under the pre-reform DUS
(Ecobank 2014)S

At the end of 2016, after continuous pressure from local processors,
a new conditional DUS incentive for processers was introduced in order
to achieve the goal of processing 50% of total bean output locally (Inter-
view 7, 12). Processers who agree to increase their capacities within five
years — by between 7.5% and 15%, depending on their size — are eligible
to export processed cocoa products at a reduced DUS rate (a reduction
of between 1.4 and 5 percentage points of the 14.6% DUS for cocoa paste,
butter and powder, and duty free exports for finished chocolate products).
CCC reported that Barry Callebaut, Cargill, ICP, FORAGRI and Tafi
have agreed to increase their capacities until 2022 (ibid.). In addition to the
DUS, investment incentives (a share of the investment might be deduct-
ible from the taxable income in the following years) and other temporal
restricted tax benefits (including exemptions from corporate tax) provided
in investment zones incentivise processors to invest in Céte d’Ivoire.

Chocolate manufacturing in Cote d’Ivoire continues to be limited;
however, the dynamics of the sector have recently evolved due to rising
local and regional demand in the context of a 35% common external tariff
(WTO 2017) on chocolate products in the ECOWAS region. Most impor-
tantly, two local grinding companies, the French chocolatier Cémoi and
the Ivorian grinder Tafi, functionally upgraded to chocolate manufac-
turing to supply the local and regional markets (see Grumiller et al. 2018
for more details). In recent years, the growth of artisanal chocolate manu-
facturers has expanded as well (e.g. Instant Choco, Mon Choco). Exports
of chocolate products (in particular industrial chocolate) have increased
significantly since the mid-1990s, from negligible volumes to USD 148
million in 2016 (representing 35,000 tons) (UN Comtrade 2017).°

4.2 Ghana

Ghana has a long history in cocoa processing; however, until the
1990s, processing was largely limited to the state-owned and now partially
privatised Cocoa Processing Company (CPC)” and to the joint venture
West African Mills Company (WAMCO). Particularly since the mid-
2000s, MNCs and local private investors have expanded grinding capac-
ities to around 489,000 tons, with around 2,100 employees® in 2016/17
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(COCOBOD 2017; ICCO 2017). Ghana is the seventh largest grinder
in the world, with 220,000 tons of processed beans (representing five per
cent of global grinding) (ibid.). MNCs with processing capacities include
Barry Callebaut, Cargill, Olam and Touton, holding between them nearly
60% of the operational grinding capacities (COCOBOD 2017). The largest
operational Ghanaian companies are CPC and Niche Cocoa Industry. The
grinding sector has faced a severe setback after various grinding companies
stopped operations due to the limited availability of discounted beans and
the abolishment of COCOBOD’s working capital credit facility, which
occurred because various grinders did not pay back their debt in 2014/15
(Interview 4, s, 13, 16, 17).? The New Democratic Congress (NDC) govern-
ment in the past, and the current New Patriotic Party (NPP) government
aim to increase the share of locally processed beans in total output to 50%;
however, only 23% of total output was processed locally in 2016/17 (Figure 2).

Investments in grinding were incentivised by a discount on light crop
beans, export-processing zone (EPZ) benefits and indirectly by the polit-
ical instability in Coéte d’Ivoire since the 2000s. Grinders benefit from a
20% discount on light beans; however, since light crop beans trade at a
lower price on the international market, the real discount of light crop
is equivalent to around 7.5% (COCOBOD 2017). The discount on light
beans results in a lower average FOB price; grinders are thus indirectly
subsidised by smallholders, which explains why farmers and to some extent
COCOBOD are opposed to incentives which support the grinding sector
(cf. Whitfield et al. 2015: 2441F.). Processors have argued that the discount
on light crop is crucial in order to process profitably in Ghana, in partic-
ular since high electricity costs and unreliable power supply impede cocoa
processing (Interview 4, s, 13, 14, 15, 16, 17; cf. ACET 2014b: 38f.).”° The
incentives of the EPZs most importantly include tax-free importation for
production in EPZs and the suspension of corporate income tax for 10
years, with a reduction by 17 percentage points thereafter (from 25% to 8%)
(GFZB 2017). Cocoa processors situated in an EPZ are authorised to sell
up to 30% of their annual production on the local market (ibid.), which
particularly benefits local grinders such as Niche Cocoa and CPC that
have already or want to upgrade to chocolate manufacturing and produce
for the local market.
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The goal of the government to increase the share of locally processed
beans to s0% by 2020 could already be achieved at the current total
grinding capacity and given the cocoa bean production levels in recent
years; however, capacity utilisation (around 64% of operational capacity in
2016/17) remains well below the installed capacity, due to the limited avail-
ability oflight crop beans, which are sold ata discount (cf. COCOBOD 2017;
ICCO 2017). Various grinding companies ceased operations in 2014/15, but
the total grinding volume did not drop significantly due to existing overca-
pacities. Ghana would need to expand incentives for grinding companies
in order to achieve the government’s goal (cf. Mulangu et al. 2017), since
the share of light crop beans in total output is expected to decrease due to
quality improvements in the production of cocoa and the increasing use of
hybrid seeds (Interview s, 17).

The chocolate manufacturing sector in Ghana is small; however, there
have been some important new developments, similar to the situation in
Cote d’Ivoire (see Grumiller et al. 2018 for more details). CPC is the largest
manufacturer and produces bars of chocolate and other products, mainly
for the local market under the Golden Tree label. Niche Cocoa Industry,
a Ghanaian processor which mainly sells intermediate products to MNCs
such as Touton and Olam, recently functionally upgraded to chocolate
manufacturing and aims at the local, regional and Asian markets in partic-
ular (Interview 14). Some small-scale and artisanal chocolate manufac-
turers exist as well (e.g. s7chocolate, fairafric). Exports of chocolate prod-
ucts nonetheless remain insignificant.

The Ghanaian government and COCOBOD are currently developing
a new strategy for the cocoa sector, based on the Cocoa Sector Devel-
opment Strategy approved in 1999, which seeks to intensify the promo-
tion of the chocolate manufacturing sector (Interview 16, 17). The new
strategy could include a two per cent discount on main crop beans for
local chocolate manufacturers as well as the promotion of local chocolate
and cocoa confectionery consumption, e.g. via school feeding programs
(Interview 17). A discount on main crop beans for local grinding has been
repeatedly demanded by the industry as well, but so far lacks political
support, in particular due to the continuing opposition of smallholders
(Interview 1, ).
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s. Distributional conflicts, competitiveness and linkages
in the Ivorian and Ghanaian cocoa processing sectors

The Ivorian and Ghanaian cocoa sectors are examples of the successful
development of forward linkages and functional upgrading into more
capital intensive, albeit still low value- added, activities in the context
of a cash-crop based GVC. The growth of the grinding sectors has been
furthered by tax and price incentives, changing sector regulations and
GVC dynamics, in particular the shifting strategies of lead firms that seek
to strengthen their control over the upstream segments of the chain and
secure access to cocoa beans in light of potential scarcity in bean supply, as
well as technological advances, especially in transportation (cf. Fold 2002;
Gilbert 2009; Araujo Bonjean/Brun 2016). The industrialisation process
has been FDI-led, and multinational grinders exploiting tax and price
incentives dominate the sectors. The head start of the Ivorian grinding
sector is explained by the deregulation of the cocoa sector in the mid-
1990s and the earlier application of incentives, in particular the large DUS
‘discount’” for processed cocoa products. Ghana was able to expand its
grinding sector from the mid-2000s in the context of the political insta-
bility in Céte d’Ivoire and the introduction of the discount on light beans
for local processing. The grinding sectors of both countries also benefit
from their global importance in cocoa bean production and the interest
of lead firms in maintaining strategic relationships with COCOBOD and
CCC. Incentives, and to a lesser extent spillovers and a working capital
facility, also furthered the creation of locally owned grinding companies.
The growth of the grinding sector was — in addition to the substantial
growth in local and regional chocolate consumption and high regional
tariffs on chocolate imports — key for the creation of additional forward
linkages to chocolate manufacturing in Céte d’Ivoire and Ghana. In both
countries, locally embedded companies™ with existing grinding capaci-
ties — the French chocolatier Cémoi and the Ivorian grinder Tafi in
Cote d’Ivoire, as well as the Ghanaian grinder Niche Cocoa — function-
ally upgraded into chocolate manufacturing in order to start producing,
particularly for the local and regional markets.
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s.I Distributional conflicts related to industrial policies

The industrial policy design focusing on tax and price incentives
created distributional conflicts. In both countries, the ‘subsidisation’ of the
MNC-dominated grinding sectors has reduced the income of smallholders
and/or the government. This has created distributional conflicts, particu-
larly between smallholders and grinders, to some extent restricting the
support for cocoa processing via incentives financed from cocoa income.
The smallholders’ political weight has been more pronounced in Ghana,
and the parties’ dependencies on votes from cocoa farmers in democratic
elections has counteracted MNC:s lobbying for an enlargement of incen-
tives (cf. Whitfield et al. 2015: 244fF). In Cote d’Ivoire, the Bretton Woods
institutions played a more important role in the reforms of the DUS.
Today, neither the Ivorian nor the Ghanaian government support the
development of cocoa processing via a comprehensive set of strategic indus-
trial policies beyond the FDI-oriented incentive structure. Only Ghana
continues to support the CPC more directly. However, some advances are
visible, for example in the new conditionality of the DUS in Céte d’Ivoire,
as well as the recent discussions on the reform of the Cocoa Sector Devel-
opment Strategy in Ghana. The policy focus on cocoa production and
the lack of strategic industrial policies to promote cocoa processing show
the difficulty to create and sustain support for industrialisation projects in
light of distributional conflicts, and the diverging interests and needs of
MNC:s, locally owned firms, smallholders and the political elite, as well as
foreign institutions, such as the World Bank.

5.2 Competitiveness

In general, the grinding sectors in both countries struggle to be
competitive (Interview 1, 2, 3, 4, 5, 8, 10, 12, 13, 14, I5, 16, 17, 18). In addition
to the global capacity overhang and low margins, higher investment costs,
the export of intermediate products in solid form, as well as the ‘single
origin challenge’, the key constraint remains operational costs. In Cote
d’Ivoire, the grinding sector can operate without DUS incentives (Inter-
view 7, 8, 12), which is indicated by the stagnation of grinding levels after
the DUS-reform in 2012 (Figure 2). Grinders nonetheless retained new
investments after the 2012 DUS-reform (Interview 7, 12). In Ghana, the
high costs of electricity and unreliable power supply make the discount on
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light beans — and thus the subsidisation of grinders at the cost of small-
holders — a ‘necessity’ in order for grinding to be profitable (Interview 1, 2,
15, 16, 17, 18). Lower operational costs enhance the policy makers’ ability to
adjust FDI-oriented incentive structures: Ivorian policy makers initially
abolished the DUS-incentives and later implemented conditional DUS-
incentives. Policy makers in Ghana, in contrast, are severely constrained,
since the discount on light beans is a ‘necessity’ in order to sustain the
sector until the long-term electricity problem is resolved, but room for
conditionality nonetheless exists. Smaller grinders in both countries have,
in addition, difficulties in accessing finance and some companies have
older and less efficient machinery (Interview 4, 7, 8, 10, 13, 14; cf. UNECA
2013: 144fF.). Smaller firms also often struggle to find buyers and rely on
selling to intermediaries, in particular to multinational grinders (Inter-
view 4, 8, 13, 14).

The comparatively small chocolate manufacturing sectors in both
countries are oriented towards the local and regional markets and, with
the exception of a few small manufacturers that focus on niche export
markets, are not competitive on the global market, due to high invest-
ment, operational, input and transportation costs, and despite duty-free,
quota-free market access to key consumption markets such as the EU and
the US (Interview 1, 5, 6, 10). In addition, the sector suffers from market
and product development strategies. The larger locally owned and multi-
national manufacturers focus on the relatively protected local and regional
markets; however, they struggle to penetrate the regional ECOWAS
market due to non-tariff measures (e.g. infrastructural and bureaucratic
obstacles) and regional as well as international competition (Interview 1,
4, 6, 10, 14). Artisanal and smaller manufacturers struggle with access to,
and the high cost of, finance, and generally have niche market strategies.
Some of the firms struggle to comply with the high regulatory standards
in export markets (Interview 6, 11).

5.3 Linkage effects

Whether or not strategic industrial policies in support of a specific
sector can be justified heavily depends on the sector’s potential for linkage
effects. The export-oriented and MNC-dominated grinding sectors in
both countries had for many years an enclave-like character with limited
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employment and linkage creation, but the recent functional upgrading
processes of locally owned and locally embedded foreign grinders has
furthered the growth of the chocolate manufacturing sectors. The grinding
sectors have some backward (e.g. to the transporting and cardboard pack-
aging industry) and forward linkages (esp. to chocolate manufacturing) to
the local economy (Interview 1, 2, 4, 5, 7, 8, 12, 14, 15, 16, 17, 18, 19). Machines
and spare parts are, however, imported. Multinational grinders often run
sustainability programmes targeting cocoa production and smallholders in
the context of the industry’s fear of supply shortages, as well as of quality
and traceability issues (ibid.; cf. Barrientos 2016). The limited employment
creation in the capital-intensive grinding sector, as well as the FDI-domi-
nance and profit repatriation, constrain the creation of consumption link-
ages. Fiscal linkages are difficult to assess; however, they are likely to be
small in the context of extensive tax and price incentives. The situation
is particularly problematic in Ghana due to the ‘necessity’ to subsidise
the sector in the light of high operational costs.”” The potential to create
fiscal linkages is more pronounced in Céte d’Ivoire, and the situation has
improved since the DUS reform in 2012. Evidence for meaningful linkages
between MNCs and locally owned grinders, in particular in terms of tech-
nological transfers, is limited as well. (Interview 1, 4, 8, 10, 13, 14, 15, 17; cf.
ACET 2014b: 38f.). The activities of MNC grinders had nonetheless some
positive impact on investments by local actors (e.g. in the case of a former
manager of Cémoi who co-founded the Ivorian grinder and manufacturer
Tafi) (Interview 10).

Chocolate manufacturing (including marketing and branding) has
broader linkage potentials in relation to grinding, but the linkage effects
of the manufacturing sectors in Cote d’Ivoire and Ghana have been
almost negligible due to the small scale of the sectors. Potentials for back-
ward linkages exist to the milk (milk powder is generally imported), sugar
(Cote d’Ivoire has sugar production) and more sophisticated packaging
(which is generally imported from China) industries — also in order to
reduce input prices — as well as for forward linkages to design, branding,
marketing and distribution. The potential to develop backward link-
ages to chocolate manufacturing, such as the creation of a milk industry,
might be undercut by the recently ratified Economic Partnership Agree-
ments between the EU and Cbte d’Ivoire, as well as with Ghana, which
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further deregulate the importation of bulk milk powder from the EU,
albeit from low levels, and only include restrictive infant industry clauses
(cf. Grumiller et al. 2018).

6. Conclusion — industrial policy implications

The analysis of the GVC dynamics and local sector conditions has
highlighted the opportunities and challenges for the development of cocoa
processing in Cote d’Ivoire and Ghana. The paper concludes that the
opportunities for additional forward linkage development in the Ivorian
and Ghanaian cocoa sectors are limited, particularly in GVCs geared to
traditional end markets. Hence, the paper argues that the growing oppor-
tunities in local and regional end markets, as well as related value chains,
need to be leveraged through strategic industrial policies that go beyond
tax or price incentives and focus on supporting locally owned and locally
embedded foreign companies.

The development of grinding sectors has been relatively successful, but
the future growth of the grinding sectors is constrained by global overca-
pacities, generally high operational and/or investment costs, and the domi-
nance of MNCs, which mainly seek to exploit tax and price incentives in
the context of distributional conflicts. In addition, the grinding sectors
should currently not be selected as a high priority sector for strategic indus-
trial policies due to their enclave-like character and limited opportunities
for linkage development, with the important exception of forward linkage
development to chocolate manufacturing of locally owned and embedded
foreign grinders and chocolate manufacturers.

The development of the chocolate manufacturing sectors continues
to be constrained by limited export opportunities. Simultaneously, the
substantial increase of local and regional chocolate consumption, albeit
from a low level, has opened a window of opportunity for the growth
and promotion of origin manufacturing. Rising consumption levels, and
high tariffs protecting the domestic and regional ECOWAS markets, has
furthered functional upgrading into chocolate manufacturing of locally
owned and embedded foreign grinders and manufacturers; however,
they lack the support of strategic industrial policies. It is unlikely that
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functional upgrading into chocolate manufacturing will be emulated by
MNCs with grinding facilities in Cote d’Ivoire or Ghana in the near
future, since most companies’ main business is grinding (and to some
extent the production of industrial chocolate) and not the manufacturing
of branded ready-to-eat products. Hence, Ivorian and Ghanaian grinders
are more likely to upgrade into chocolate manufacturing (like Niche
Cocoa in Ghana or Tafi in Cote d’Ivoire). Multinational chocolate manu-
facturers might invest in Ghana or Cote d’Ivoire in order to be better
able to tackle the local and regional markets (e.g. Nestlé in Nigeria and
Cémoi in Cote d’Ivoire); however, as of now the size of the markets do
not seem to be sufficiently attractive for most companies. Another oppor-
tunity could be exports to markets with similar climate conditions and
demand for more heat-resistant chocolate products, but many of these
markets are already contested by MNC:s or are protected by tariffs (cf. van
Huellen 2014). The growth of origin manufacturing will thus mainly be
determined by the future development of local and regional demand for
chocolate products — luxury products — in low and lower middle-income
countries in (West) Africa and the ability to capture market shares in
niche export markets.

This paper argues that the constrained opportunities for additional
forward linkage development in the Ivorian and Ghanaian cocoa sectors
need to be leveraged by strategic industrial policies, in addition to tax and
price incentives. The industrial policy design should thus extend its focus
beyond global exports and specifically seek to leverage the opportunities
in local and regional value chains by mitigating the challenges of locally
owned and more locally embedded foreign grinders and chocolate manu-
facturers. The resources invested for the promotion of both processing
sectors must be carefully aligned with the global, regional and local
market opportunities, as well as with the growth and potential to develop
the local, regional and niche export markets in order to avoid extensive
and long-term overcapacities. The development of regional market oppor-
tunities will not only depend on the growth of chocolate consumption,
the local firms’ competitiveness and the protective tariff structure for
chocolate imports, but also on the reduction of non-tariff measures.

Carefully administered price and tax-discounts for origin grinding
and manufacturing play an important role in the development of the
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processing sectors, but the incentives should be conditional, as in the case
of Cote d’Ivoire. The conditionality of incentives could be linked to addi-
tional investments, capacity utilisation rates, employment creation, and
the creation of other linkages. Multinational grinders should furthermore
be incentivised to foster linkages with locally owned grinders, in particular
with respect to technology transfer. Further infrastructural improvements,
particularly in the Ghanaian electricity sector, are of crucial importance in
order to reduce operational costs and ensure the growth and sustainability
of the sectors, as well as increasing the policy space. The further develop-
ment of a grinding hub (see ACET 2014b) in Céte d’Ivoire or Ghana to
achieve economies of scale and agglomeration, and thus to some extent
overcome the ‘single origin challenge’, would benefit from cooperation
between the two countries, but the current global and national overcapac-
ities in the grinding sector call for careful expansion planning.

In both countries, in particular locally owned and locally embedded
foreign grinders and chocolate manufacturers need to be supported by stra-
tegic industrial policies, since most MNC:s are not likely to invest in manu-
facturing in the near future in light of limited local and regional market
opportunities. Locally owned companies would benefit from subsidised
access to finance, and (smaller) chocolate manufacturers in particular need
support in R&D for product development as well as market diversification
strategies. Smaller and artisanal chocolate manufacturers also need assis-
tance to comply with regulatory standards in export markets. The promo-
tion of backward linkages to chocolate manufacturing should be a long-
term goal and is crucial in order to reduce input costs and increase linkage
effects.

In addition to the development of forward linkages, it is also impor-
tant to have a policy focus on commodity production and trade per se to
ensure higher and sustained income for commodity producers, as well as to
create consumption and fiscal linkages via process and product upgrading.
Ideally, the cooperation between the two major producers, Cote d’Ivoire
and Ghana, could be fostered in order to exert market power and reduce
their dependency on international markets and prices, for example via
the regulation of cocoa production or buffer-stocks. A ‘cocoa cartel” that
tries to go beyond increased cooperation and coordination is likely to face
various difficulties (see Oomes et al. 2016: 95), in particular since cocoa is
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easier to substitute and produce relative to oil. There have been recent signs
that the cooperation between Cote d’Ivoire and Ghana, as well as indus-
trial policy measures in the respective cocoa sectors, are expanding in the
context of the ‘Abidjan Declaration’ and a USD 1.2 billion loan request
from the African Development Bank in 2017; nevertheless, the implemen-
tation and results remain to be seen (Interview 1, 7, 12, 16, 17). The loan
could finance the building of storage and warehousing facilities neces-
sary for buffer-stocks, the promotion of local and regional processing and
consumption, as well as a stabilisation fund and a cocoa exchange commis-
sion for the management of production (AfDB 2017).

Acknowledgement

[ would like to thank Cornelia Staritz, Bernhard Troster, Werner
Raza and Hannes Grohs, and two anonymous referees, for comments that
greatly improved the quality of the paper.

1 The cocoa GVC has two major processing steps following the production of cocoa
beans: grinding (producing intermediate products such as cocoa liquor, butter and
powder), and the manufacturing of chocolate and cocoa confectionery.

2 The share of cocoa beans in the value of a bar of milk chocolate in the UK is esti-
mated to have dropped from an average of 27% between 1976 and 1985 to nine per
cent between 1996 and 2005 (Gilbert 2006). A cost breakdown for UK milk choc-
olate in 2004 estimated the producer price of the final retail price to be only four
per cent, while grinders and manufacturers receive around 51% and retailers 28%
(the rest includes other ingredients, advertising, transport) (ibid.). A similar cost
analysis by Cocoa Barometer (2015) estimates the value added of cocoa producing
(seven per cent), transporting and trading (six per cent) as well as processing (eight
per cent) to be relatively low compared to the value added of chocolate manufac-
turing (35%) and retailing (44%).

3 Close proximity to chocolate manufacturers enables grinders to transport cocoa
liquor and butter in liquid form on a just-in-time basis. This reduces costs since the
products do not need to be re-melted (Gilbert 1997 in Fold 2002). The same applies
to industrial chocolate (ACET 2014b).

Data represents global exports. Updated data from Grumiller et al. (2018).

s Grinders with highly efficient machines, particularly employed by MNCs, com-
plain that the multiplier used to calculate the equivalent tonnage of beans used to
make cocoa products increases their tax burden (they produce more cocoa products
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11

12

from cocoa beans compared to what would be allowed to export under the current
calculation method) (Ecobank 2014: 4). CCC is currently addressing this problem
by developing multipliers adjusted to the efficiency of the machines used by differ-
ent grinders (Interview 7, 12).

Data represents global imports.

CPC is listed on the Ghanaian Stock Exchange since 2003. Today, COCOBOD,
the Finance Ministry and the state-run SSNIT own around 94% of CPC (Reuters
2017). CPC had financial difficulties in 2017.

Data provided by CCC respectively COCOBOD regarding employees in the
grinding sector should be regarded as rough estimates, since grinding capacity and
total grindings in Cdte d’Ivoire are much larger relative to Ghana, but employment
in the sectors is at the same level.

The credit-facility enabled grinders to buy beans on credit as well as process and
sell their products in order to pay back the credit. The facility thus reduced cash-
flow requirements, which particularly benefited Ghanaian and smaller grinders.
The abolishment of the credit-facility also put profitable companies under pressure
due to changing cash-flow requirements (Interview s, 17).

Ghana has a comparatively unstable power supply, which often makes investments
in expensive electric generators necessary. Electricity prices in Ghana are higher
compared for example to Céte d’Ivoire or EU countries. The World Bank estimates
electricity prices for standardised warehouses in business hubs to be at 24.5 ¢/kWh
in Ghana, 12 ¢/kWh in Coéte d’Ivoire and 10.8 ¢/kWh in the Netherlands (World
Bank 2017).

The key issue is not so much nationality of ownership but rather the embeddedness
and the strength of ties (economic, cultural, societal) that link a firm to a specific
location and its economic fabric (Morris et al. 2016).

Based on an assessment of PricewaterhouseCoopers, processors argue that the ben-
efits in terms of investment and employment creation outweigh the costs of incen-
tives (Kolavalli/Vigneri 2017: 125f.); however, this is contested by different stake-
holders (Interview 1, 5) and there is no clear evidence on the net effects, due to a
lack of transparency.
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ABSTRACT Dieser Artikel prisentiert eine komparative Analyse iiber die
Entwicklung von Vorwdrtsverkniipfungen (forward linkages) in den ivori-
schen und ghanaischen Kakaosektoren. Der Artikel zeigt auf, dass sich die
Vermahlungs- und Verarbeitungssektoren (grinding sectors) in Cote d’lvoire
und Ghana im Kontext von sich verinderten globalen Wertschopfungsketten-
dynamiken, auf auslindische Direktinvestitionen ausgerichteten Industriepo-
litiken sowie andauernden Verteilungskonflikten mit unterschiedlichem Erfolg
entwickelten. Die grinding sectors in beiden Lindern sollten derzeit nicht als
prioritire Sektoren fiir strategische Industriepolitik ausgewihlt werden, da
sie von einem Enklavencharakter sowie nur begrenzten Moglichkeiten fiir die
Entwicklung von zusitzlichen Vorwdirtsverkniipfungen charakterisiert sind.
Das rezente Wachstum der lokalen Schokoladenindustrien stellt eine wichtige
Ausnahme dar, da diese von der Entwicklung der grinding sectors sowie dem
gestiegenen lokalen und regionalen Schokoladenkonsum, in Kombination mit
Schutzzollen, profitierten. Der Artikel argumentiert, dass die lokalen kakao-
verarbeitenden Industrien durch strategische, iiber Preis- und Steueranreize
hinausgehende, industriepolitische Mafinahmen unterstiitzt werden sollten,
um auch die Moglichkeiten in lokalen und regionalen Wertschopfungsketten

besser nutzen zu konnen.
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