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RB2: Influences on the Global Market for Chocolate Confectionery over the last 20 years, such as the Growth & 
Development of Emerging Economies, Corporate Social Responsibility, Social Trends, Changing Costs & Prices 

 

Changing Costs and Prices: 
 

The impact of rising raw material costs and changes in exchange rates:  Over the last 4 years the prices of ingredients such as cocoa butter, sugar and 

vanilla have risen sharply. The weakening of the pound has also increased the cost of raw materials imported into the UK, including cocoa, sugar, nuts and vanilla. 
Any increase in raw material costs reduces profit and, ultimately, the return to shareholders, unless a business can increase prices without affecting sales and / or 
can cut other costs.  
 

Strategies manufacturers are using or could use to address the issue of rising raw material costs:  
 

 Raise Prices: A simple strategy, implemented with minimum cost. However, whether or not price can be raised depends on PED (see below). This is largely 

affected by the nature of the product, ie whether it is a luxury or a necessity.  Chocolate is generally considered a ‘treat’ as opposed to necessity, so increasing 
price risks falling sales. A higher price might, however, be charged with a corresponding increase in quality (see below).   

 Premiumisation - move up-market: There is growing demand for premium chocolate with a high cocoa content, due to the potential health benefits, for 

which people may be willing to pay a higher price. This would incur some one-off costs eg in recipe reformulation, packaging design, branding and promotion, as 
well as potentially, higher ongoing costs arising from the higher quantity of cocoa and / or other more expensive ingredients (and packaging materials).   

 Shrinkflation - reduce portion size without changing price: eg: Nestlé reduced the Toblerone by 10% (from 400g to 360g) - with 11 peaks (from 15), 
narrower triangles and larger spaces in between. Mars shrank the size of Malteser sharing bags by 15% - from 121g to 103g. Mars and Snickers bars have also 
become smaller, and a 6-pack of Cadbury’s Creme Eggs has gone down to 5. Reducing portion size will incur some ‘one-off’ costs, eg to adjust machinery and 
packaging (size, labelling eg weight), but, in the longer-term, it could reduce costs and help to maintain margins / profitability - as it requires fewer quantities of 
ingredients.  There is a risk, however, that loyal customers will feel ‘short-changed’, which could negatively affect sales and, thus, profit overall.    

 Reduce the amount of cocoa and other expensive ingredients without changing price: Changing recipes, particularly long-standing ones, could 

not only incur significant R&D costs but could also result in a loss of loyal customers and, thus, risks falling sales and revenues and profit overall. 

 Invest in new technologies: Companies such as Nestlé, Ghirardelli and Mondelēz make use of liquid product recovery technology, otherwise known as 

‘pigging’. This enables recovery of residual liquids (up to 99.5%) that remain in pipelines or tubing after liquid has been transferred from one location to another. 
This can be re-used in the manufacturing process, thereby increasing output and, thus potential revenues, as well as reducing waste and waste processing 
costs. Pigging technology also helps clean the inside of pipes and tubing, which is important for chocolate manufacturers who produce a range of products with 
different ingredients, using the same equipment, and so need to clean pipes and tubing in between products to avoid cross-contamination of ingredients.  Thus, 
pigging helps ensure quality / reduces the chance of rework and the associated costs. Pigging can also significantly reduce or even eliminate the use of butter to 
flush pipes and tubes altogether and reduce the use of oil and other flushing products, thereby reducing cleaning costs. Automated pigging systems reduce the 
need for labour to be used in the cleaning process, thereby reducing labour costs. They also help to speed up the cleaning process, which can minimise 
downtime between batches of products and, thus, maximise productivity. There is obviously a cost to purchase and install such technology but, as a result of the 
numerous benefits relating to increasing yields, productivity and efficiency, pigging systems can generate a high return on investment. The payback time is also 
short - it can be less than a year. 
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 Invest in improving sustainability in the supply of raw materials: Although the price of cocoa and sugar is expected to fall back a little over the next 

year or two, longer-term, demand could outstrip supply due to climate change. In 2012, President of Mars Chocolate UK emphasised the need for chocolate to 
be manufactured more efficiently and sustainably and for the industry to work more closely with farmers so they can adopt more sustainable practices and for 
greater adoption of certification schemes, such as Fairtrade and Rainforest alliance, to ensure best practices are encouraged. Many leading global chocolate 
manufacturing companies have done much to encourage more sustainable cocoa farming - as highlighted in the section on CSR above, eg: over the last 10 
years, Mars’s investment has included developing cocoa varieties that are ‘higher yielding, more robust and resistant to drought and disease. This not only helps 
farmers earn a better living, but continuity of supply, which is important in keeping down the price of cocoa and, thus, the cost of raw material costs for 
manufacturers like Mars. Subsidies for fertilisers to help increase yields could also help keep down raw material costs - explained later below. 

Consideration of other costs: It should be appreciated that raw materials costs tend to be a relatively small share of the overall costs of a chocolate 

manufacturer, with other costs including labour, transport, packaging and marketing.  In order to be as competitive on price and maximise profits and the return to 
shareholders, a business needs to seek efficiencies in all these areas.   

The impact of changes in government subsidies (Political Influences): The government of Ghana recently (2017) agreed to subsidise cocoa fertilizer. 

This could aid continuity of supply and keep down the cost of cocoa and, thus, the cost of raw materials for chocolate manufacturers (and prices for consumers).  
Government subsidies can also be important in maintaining chocolate production and competitiveness in overseas markets and the removal of such subsidies could 
have a significant impact eg: Since the introduction of ‘The Chocolate Law’ in 1974, Swiss companies, including Nestlé and Lindt, have received state 
compensations for products they export, due to the high price of Swiss agricultural goods, such as milk and wheat - the cost of which can be two to three times the 
cost of foreign competitors. (Custom duties have also helped to curtail cheaper foreign imports). The amount of these subsidies is open for debate each year. 
Removal of, or any reduction in the subsidy would increase the cost of raw materials for companies such as Nestlé and Lindt. Nestlé and Lindt could raise prices to 
protect margins but this would make them less competitive in world markets, which could reduce sales. Alternatively, they may be able to absorb the increase in raw 
material costs, thereby reducing profit margins and, ultimately, the return to shareholders. They could also consider importing raw materials eg milk from overseas 
but they would then not be able to use the ‘Made in Switzerland’ label, which could have a significant, negative effect on sales. 

The impact of taxes on high calorie, fat or sugar products (Political Influences): Many countries are considering, or have already implemented taxes 

on high calorie, fat or sugar products, eg: In 2014 Mexico set a tax on high calorie food and beverages with added sugars - to reduce obesity growth. This included 
an 8% tax on chocolate. Such taxes inflate the price of chocolate which could have a significant impact on chocolate sales - at least in the short-term. In an article on 
confectionery news, analyst from Euromonitor, Jackie Skelly, stated that in the year Mexico introduced a calorie tax, volume growth declined by 3 percent.   

The impact of changing prices: In general, if price rises, demand for a product falls and, vice versa, if price falls, demand rises. However, this depends on the 

sensitivity of customers / consumers to changes in price ie PED. PED depends on: the nature of the product ie the extent to which the product is regarded as a 
necessity, or is habit forming; the availability of substitutes ie similar products; the price of the product as a proportion of income. In the case of chocolate 
confectionery, if the imposition of taxes and / or the rising cost of raw ingredients force manufacturers and, as a result, retailers to put up prices, this could reduce the 
global demand for chocolate and, thus, sales, especially if alternative cheaper ‘treats’ or snacks are available which consumers regard as close substitutes.  
Evaluative comment: However, the impact on demand and, thus, the level of sales of manufacturers arising from a rise (or fall) in price will vary between consumers 
in different geographical markets, as a result of differences in levels of income. Consumers in emerging markets, such as India, are likely to be far more sensitive to 
changes in price, as the price of chocolate, in general, represents a higher proportion of income than it does for consumers in developed economies, such as North 
America and Europe. It should also be appreciated that although chocolate is generally regarded as a ‘treat’ and more of a luxury than a necessity, given that it 
contains phenylethylamine (PEA), which can make you feel good and enhance your mood, people might become emotionally attached to it, reducing their sensitivity 
to changes in price. In addition, significant research has also been undertaken (and publicised) which has determined significant health benefits of dark chocolate, 
with a cocoa percentage of around 70% or more (if eaten in moderation), namely that it can help in the prevention of cardiovascular diseases (CVD), some forms of 
cancer, diabetes, as well as memory loss in older people. If this research is widely publicised and promoted to consumers, this might also make people regard 
chocolate as more of a staple product to include regularly in their diet, ie more of a necessity as opposed to a luxury. In which case, this would also reduce their 
sensitivity to changes in price. (At the same time it could further increase demand for cocoa, resulting in a rise in price and increase in the cost for manufacturers!) 
 


