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The Asian Butter Paradox: Where has it all gone?  

From Glut to Shortage Overnight  

Cocoa butter had been in a bear market for years, with anecdotes 

about big butter stocks being built up during the Covid pandemic and 

analysts recommending short cover to take advantage of ever falling 

ratios. This has come to an aprupt end in recent months, with butter 

prices and ratios rebounding strongly. In this report we explore the 

reasons for the reversal in the butter market and discuss the outlook 

for product prices.  

 

Why ratios were declining for so long? 

The easy answer is because they were very high in 2017/18. In 2017 

cocoa prices collapsed due to a big surplus of cocoa beans, and the 

Transmar Group went bankrupt. Thus creating a situation where 

demand for cocoa butter was strong, as cocoa prices were cheap 

and at the same time supply was tight with one of the biggest butter 

traders and suppliers gone. Thus butter ratios rallied sharply above 

2.70. This meant that butter was about three times the price of cocoa 

powder (chart page 2) and cocoa processing was very profitable. In 

the subsequent years, companies invested into more processing 

capacity thanks to the strong margins and cocoa prices rebounded 

slightly, thereby initiating the decline in butter ratios in 2018 and 2019.  
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At their peak, butter ratios were always 

too high to be sustainable and the initial 

decline was simply part of the cyclical 

patterns seen in cocoa products. 

However, the decline was accelerated 

due to the Covid pandemic of 2020/21, 

during which powder-based products 

(home baking, cookies) outperformed 

butter-based products (gourmet, 

chocolate bars, food service). Hence the 

decline in butter ratios continued as 

powder prices started to rise thanks to 

healthy demand.  

The pandemic caused severe supply 

chain disruptions and meant that 

container freight rates ex-Asia increased 

sharply. Asia is consuming most of its 

powder in the region but still exports big 

quantities of its butter to North America, 

thus causing further headwinds for the 

butter market. As a consequence, cocoa 

butter prices and ratios fell further during 

2020/21 and probably some butter stocks started building up in the region.  

 

The end of the pandemic and Asian economic rebound 

Thanks to vaccination campaigns as 

well as less severe variants the 

pandemic started to fade during 2022 

in most countries and meant that 

many behavioural patterns from the 

pandemic were fully or partially 

reversed such as working from home, 

travelling, eating-out, etc. So 

consumers shifted from home-baking 

and cookies back to chocolate bars on 

the commute and duty-free chocolate 

at the airport, thereby benefitting 

butter-based products compared to 

powder-based products.  

With the end to the pandemic came an 

economic rebound in Asia (except 

China), while Europe appeared to 

move straight from the Covid into the Ukraine/energy crisis. Strong economic growth in Southeast Asia as 

well as India supports cocoa and chocolate consumption in the region thanks to a growing middle class.  
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Freight: What goes up must come down 

With the fading of the pandemic 

the dynamics on the freight 

market changed dramatically as 

consumers moved away from 

spending on goods (home 

equipment, e-commerce) to 

spending on services 

(restaurants, holidays, etc). 

thereby easing the pressure on 

freight volumes ex-Asia at the 

same time as new vessels 

deliveries are coming in to 

increase the fleet size. Cheaper 

freight from Asia makes it easier 

for traders and clients to absorb 

higher FOB butter prices.  

Considering a drop of $8000 in 

freight per container, this would 

be equal to $400/ton savings 

based on 20 tons per container. So even if cocoa butter prices increased by $400 per ton, the client at 

destination might not feel the impact due to the freight savings. Container freight is likely to decline further 

in 2023 with more vessels being delivered and a recession risk in Europe and North America. 

Living Income Differential (LID) 2.0 

The initial Living Income Differential 

(LID) was introduced in 2019 and 

consists of a $400/ton premium on all 

cocoa sold by Ghana and Ivory Coast. 

The price of beans used to consist of 

two components, namely the futures 

price in London plus the origin 

differential, which reflected the 

relative value of different beans. With 

better quality beans such as Ghana 

having a higher differential than 

Ivorian or Nigerian beans. With the 

introduction of the LID, the pricing of 

beans became more complex:  

Bean Price =  Futures Market (ICE 

London) + Country Differential + LID 

($400) 

There are a few things to note on this. 

The initial idea was that the country 

differential would remain unchanged 

and thus the full $400/ton LID 
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premium would be additional 

revenue for the marketing board 

of Ghana (Cocobod) and Ivory 

Coast (Conseil Café Cacao – 

CCC). However, in 2020 the 

country differential dropped to a 

very negative value, thereby 

offsetting much of the LID 

premium. And the total 

differential, the sum of the 

country differential plus the LID, 

looked much like the differential 

before LID was introduced (chart 

page 3). The producer countries 

saw that this development 

undermined their intention of 

earning extra revenue on their 

beans and therefore announced 

in July 2022 that they would no 

longer sell at negative country 

differentials. In the case of Ivory 

Coast, the country differential 

jumped from minus £125 to £0, 

thus an increase of £125 per ton.  

The sharp jump in bean prices from the two major producers increased the raw material costs of cocoa 

processors and they had to pass on this cost via higher products prices. Interestingly, it appears that most 

of the additional bean cost was absorbed by cocoa butter rather than cocoa powder. With cocoa butter 

prices rising by about 0.20-0.30 ratios from their bottom earlier in the year, while cocoa powder prices 

remained relatively flat since the increase in bean differentials.  

Outlook 

The downtrend on cocoa butter prices appears to have stopped and ratios have moved higher thanks to the 

reversal in some of the Covid consumption patterns as well as an improvement in the freight situation in 

Asia. Cocoa powder prices have been stable and are unlikely to drop sharply as there are still limited stocks 

of cocoa powder and demand for cocoa powder continues to be strong. Cocoa butter ratios and prices might 

continue to go higher as there is only limited cocoa processing capacity coming on line for 2023 and bean 

prices are on the rise as discussed above. However, while the economic outlook in Asia still remains 

relatively positive for 2023 it is worsening in many developed economies and there is a fear that this could 

impact cocoa consumption. However, cocoa should be more recession-proof than many other consumer 

goods as argued in our last report. A fall in bean differentials could bring ratios lower again as it would lower 

the bean cost for processors. However, so far the two origins have remain firm on their pricing.  


