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a b s t r a c t

Processes of industrialisation have long been associated with labour productivity improvements, rising
incomes, and ultimately economic and social development. The preferred policy strategy to achieve these
development objectives, however, remain intensely debated. A specific policy strategy of resource-based
industrialisation (RBI), involving pre-export value addition to raw materials, is frequently pursued by
resource-rich countries in the global south. We apply the analytical framework of Global Production
Network (GPN) theory, and its central notion of strategic coupling, to the case of cocoa processing in
Indonesia. Our findings demonstrate that the apparent success of an RBI policy in encouraging growth
of a domestic cocoa processing sector, primarily through the use of export restrictions, is highly depen-
dent on industry-specific GPN dynamics. Through an assessment of downstreaming policies in Indonesia,
this paper provides an explanation for the success and limitations of such industrial policies in the con-
temporary global economy. Industry outcomes are strongly influenced by Indonesia’s position within a
set of globally-connected networks and the alignment of national policy with the particular strategies
of lead firms within these networks in a processes of strategic coupling. We further argue that the inher-
ent importance of upstream supply within resource-based industrialisation demands further attention
when applying concepts of strategic coupling to this particular policy framework.
� 2020 The Authors. Published by Elsevier Ltd. This is an open access articleunder the CCBY-NC-ND license

(http://creativecommons.org/licenses/by-nc-nd/4.0/).
1. Introduction

Over the past three decades, there has been an ongoing debate
around the costs and benefits of implementing industrial policy
(Auty, 1994; Cherif & Hasanov, 2019; Lall, 1994; Stiglitz, 1996;
Wade, 2012). While agencies such as the World Bank had earlier
advocated a shift away from industrial policy towards market lib-
eralisation and a focus on macroeconomic stability (Page, 1990),
proponents of industrial policy argue that government interven-
tion on specific industrial sectors, particularly in the case of ‘East
Asian miracle’, was instrumental for the countries’ economic devel-
opment in the late twentieth century (Lall, 1994; Stiglitz, 1996).
Indeed, in recent years, there appears to be something of a resur-
gence in support of industrial policy, following the earlier period
of staunch neoliberalism under the so-called Washington Consen-
sus (Chang & Andreoni, 2020; Cherif & Hasanov, 2019; Kupfer,
Ferraz, & Marques, 2013; Lauridsen, 2018; Wade, 2012). The recent
perspective is highlighted by Stiglitz et al., (2013:6), posing that
‘‘. . .the question is not whether any government should use indus-
trial policy but rather how to use industrial policy in the best way”.
For example, Brazil, India and China have shifted away from rigid
import-substitution in recent decades towards a more
innovation-based industrial policy (Chen & Naughton, 2016;
Kupfer et al., 2013). Even developed economies such as the United
States and the United Kingdom implemented some versions of
industrial policy after the 2008 financial crisis by bailing out their
industrial champions.

Resource-based industrialisation (RBI) is a specific type of
industrial policy, distinct from both import-substitution industrial-
isation (ISI) and export-oriented industrialisation (EOI). RBI aims to
convert a country’s raw materials into manufactured goods
through local industry for either export or sale in the domestic
market (Auty 1988, 1994; Cramer, 1999; Low & Tijaya, 2013).
The advantages are considered to include reduced price volatility
(as compared with exports of unprocessed raw materials), eco-
nomic growth, employment creation, linkage development (pro-
ductive, fiscal, and consumption linkages), structural
diversification and greater equity (through income redistribution).
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RBI is also considered a means to counter some of the disadvan-
tages usually mentioned in the literature on the ‘resource curse’
(Auty, 1994). In particular, RBI pursued as part of a flexible, broadly
based diversification drive (Auty, 1986) would help to avoid the so-
called ‘Dutch disease’, where commodity-based windfall gains
cause currency appreciation that depresses the development of
other sectors in the economy (Badeeb, Lean, & Clark, 2017; Paz,
2014).

Rising demand for raw materials for industrial development
over the last two decades, stimulated to a large extent by rapid
economic growth in China, has resulted in a resurgence of policy
interest in RBI policies around the world (Katz, 2015; Fessehaie &
Rustomjee, 2018). We present a case of how this renewed interest
in RBI has manifested in the case of Indonesia. We address the
broader challenge of pursuing resource-based industrial policy in
the contemporary global economy by focusing on the application
of an RBI policy in the Indonesian cocoa sector, where it has
achieved partial success. The policy has indeed propelled Indonesia
to become Asia’s foremost cocoa processing hub in 2019, although
this has occurred primarily through foreign direct investment as
domestically-owned processors are marginalised and local raw
material supplies become increasingly precarious. The Indonesian
government’s RBI policies worked to the extent that they comple-
mented the actions of lead firms in the chocolate sector, who were
already investing in the development of domestic downstream
capacity. Independently of the government, lead firms had started
outsourcing cocoa-grinding to specialist suppliers, who were fur-
ther encouraged by these firms to take greater responsibility for
supply chain sustainability programs with cocoa farming commu-
nities. We therefore suggest that policy approaches need to be pur-
sued with a more sensitive understanding of the specific dynamics
operating within global production networks (GPNs). It is these
dynamics, coupled with regional institutional settings and
resource endowments, that effectively explains processes of indus-
trialisation – and of development outcomes more broadly.

Over the last decade, a policy-oriented conceptual toolkit based
around the idea of ‘strategic coupling’ within global production
networks has been proposed that draws largely on research on
the high-tech manufacturing sectors of East Asia (Yeung, 2015). A
model of regional development through strategic coupling thus
appears to offer practical development policy tools for govern-
ments in the global south. The strategic coupling framework has,
to our knowledge, yet to be applied to the particular context of
RBI, and there may be some specific characteristics related to RBI
that might make it a distinct case of industrial policy. Our aim in
this paper is to apply the conceptual model of strategic coupling
to understand the varied development outcomes of RBI policies
when applied in the modern global economy. We pursue this
aim through a study of downstream value-adding within the
Indonesian cocoa sector, which extends an earlier study of the glo-
bal cocoa-chocolate GPN (Neilson, Pritchard, Fold, & Dwiartama,
2018) into the realm of policy and practice for agro-industrial GPNs
in the Global South.

The paper is divided into six further sections. The next (second)
section reviews the debates regarding resource-based industriali-
sation (RBI) going back to the 1970s. The third section introduces
the conceptual framework of strategic coupling within global
production networks. The fourth section outlines the GPN for
cocoa-chocolate, and the key strategies pursued by lead firms in
the sector. The fifth section contextualises Indonesia’s position
within, and engagement with, the cocoa-chocolate GPN. The sixth
section introduces industrial policy in the Indonesian context and
the seventh section then discusses the implementation of down-
streaming policy in Indonesia and the interaction between these
policies and prevailing GPN structures and lead firm strategies.
We argue that it is this specific interaction that determines
industrial outcomes. We conclude with a reflection on the ways
in which strategic coupling can inform RBI policy and regional
development interventions.
2. Resource-based industrialisation (RBI): The debates

We understand industrial policy to refer to the active involve-
ment of the state to facilitate and enhance industrial competitive-
ness with an array of policy tools (Cimoli, Dosi, & Stiglitz, 2009).
Resource-based industrialisation (RBI) is a specific type of indus-
trial policy that seeks to leverage the existence of a country’s nat-
ural resource wealth as a platform for industrialisation (Auty 1988,
1994). In what is claimed to be the first comprehensive review of
the results of RBI, primarily based on the mineral sector, Roemer
(1979) found that RBI had mixed outcomes in those developing
countries that pursued the policy. The contribution to employment
is modest due to the capital-intensive nature of resource-based
industries and the demand for skilled or semi-skilled labour rather
than unskilled labour (see also Owens & Wood, 1997). Moreover,
there is not much evidence to claim that linkage effects are adding
any substantial indirect effect to increased employment. In addi-
tion, the broad patterns of financial and technological dependence
seem to continue despite RBI – not least because of the continued
dominance of multinational companies that constitute tremendous
barriers to entry for exports of processed natural resources by
domestic firms.

Despite this early attention to the dominant importance of
multinational companies (what we denote as lead firms in this
paper), most explanations of the modest success or failure of RBI
have pointed to internal factors such as over-ambitious policy
designs and inefficient implementation of RBI by state-owned
companies (Auty, 1988; Auty, 1994; Walker, 2001). RBI has also
been widely critiqued for targeting the wrong groups of stakehold-
ers (Low & Tijaja, 2013; Rodrik, 2004). Rather than providing
incentives to potentially interested manufacturers, it can impose
programs on farmers and resource extractors (the mining industry,
for instance). Primary producers are generally uncompetitive man-
ufacturers who are unlikely to process the resources effectively
and efficiently (due in part to lacking economies of scale and tech-
nological and market knowhow) despite the incentives given. This
occurs partly because governments are not capable of making good
choices (‘picking winners’), and is often associated with the loom-
ing threat of rent seeking and corruption. Auty (1994, 2001) further
argued that RBI frequently engenders a factional, predatory or
extractive political state – and one that is ultimately prone to col-
lapse or suboptimal performance.

More recent work on RBI that focuses on linkage development
stemming from outsourcing trends in sectors such as mining
points to the importance of incorporating external factors such as
lead firm strategies for global restructuring of activities. In partic-
ular, this approach stresses the preference of lead firms for local
sourcing where technical and managerial capabilities are present,
perhaps at a macro-regional rather than national scale (Morris,
Kaplinsky, & Kaplan, 2012; Morris & Fessehaie, 2014; Fessehaie &
Rustomjee, 2018). This trend opens up possibilities not only for
developing forward linkages in extractive and agricultural indus-
tries by facilitating interactions that enable value addition, but
can also be a way to develop backward linkages through local pro-
curement and local content requirements.

Our analysis draws explicitly from insights into global economic
restructuring as presented in global value chain theory, as devel-
oped by inter alia Kaplinsky and Morris (2001) and Gereffi,
Humphrey, and Sturgeon (2005). We further advocate an analysis
of RBI that applies a Global Production Network (GPN) perspective
that highlights the interaction between endogenous regional assets



J. Neilson et al. /World Development 135 (2020) 105045 3
(and policies) and the strategic imperatives of lead firms in global
industries (Yeung, 2009, 2015). We specifically focus on agricul-
tural RBI and zoom in on a key policy instrument that has been
widely used in resource rich countries, namely export restrictions
(sliding taxes or bans) on raw materials. This instrument can be
used to effectively provide preferential access to these materials
(‘locking them in’) as inputs for domestic processors with an ambi-
tion to climb the value-added ladder towards more advanced man-
ufacturing based on agricultural products (e.g. Fold, 2000 for Brazil
and Malaysia).
3. Global production networks (GPNs), strategic coupling and
industrialisation

The global economy is now widely recognised as being consti-
tuted by a dense tapestry of globally-coordinated systems of infor-
mation exchange, production and distribution, and which are
frequently referred to as global value chains (GVCs) or global pro-
duction networks (GPNs) (Neilson, Pritchard, & Yeung, 2014b). The
OECD (2012) claims that, as production processes have become
fragmented and distributed across different locations, GVCs/GPNs
have become the backbone and central nervous system of the
world economy. In this article, we undertake a contemporary anal-
ysis of RBI policies through the specific application of the GPN the-
oretical framework, which has more directly attempted to explain
regional development outcomes – through the notion of strategic
coupling - compared to the GVC framework. Promoted most
actively by economic geographers (Coe, Dicken, & Hess, 2008;
Henderson, Dicken, Hess, Coe, & Yeung, 2002; Coe & Yeung,
2015), a GPN is defined as ‘‘an organisational arrangement com-
prising interconnected economic and noneconomic actors coordi-
nated by a global lead firm and producing goods or services
across multiple geographic locations for worldwide markets”
(Yeung & Coe, 2015, p. 32).

This empirical reality has then provided an important backdrop
for understanding how sub-national regions and countries are able
to successfully develop as a result of their particular articulation into
these chains or networks. Building on earlier contributions by
Gereffi (1994), industrialisation in East Asia has been re-
interpreted as a process of functional upgrading within a value chain
driven by outsourcing strategies of lead firms elsewhere in the world
economy. For example, Gereffi (1999) provided the classic case of
apparel manufacturers in place like Hong Kong, Taiwan and South
Korea who benefitted from the global outsourcing activities of US
discount retailers likeWalmart and specialty stores like The Gap. Ini-
tial enrolment within these chains as assemblers puts firms and
regions on dynamic learning curves that ultimately improved their
international competitiveness, as they assumed new functions of
design and branded manufacturing and eventually coordinating
their own regional supply chains across Southeast Asia. Yeung
(2009) further argues that the efficacy of industrial policy during
the rise of East Asian economies was not so much the result of
endogenous factors as it was of complex relationships between
these factors with global production networks. The GPN tradition
has thus emphasised the strategic coupling of regions (their resource
endowments and institutional settings) with lead firm strategies in a
way that can enable territorially-based value capture (Yeung, 2015).

Coe and Yeung (2015) argue that GPN analysis is particularly
useful in observing the dynamics and behaviour of global and
regional networks as determined by the strategies and decision-
making activities of global lead firms. They delineate four firm-
specific strategies (intra-firm coordination, inter-firm control,
inter-firm partnership, and extra-firm bargaining), which are cau-
sally related to the competitive dynamics within the particular
GPN under consideration (but see Neilson et al., 2018 for a sympa-
thetic critique of this assumed causality). With respect to RBI poli-
cies, processes of ‘‘extra-firm” bargaining or the ‘‘contested two-
way process of negotiation and accommodation between firms
and non-firm actors in order to reach a mutually satisfactory out-
come in the creation and capture of value through global produc-
tion networks” (Yeung & Coe, 2015, p. 51) are particularly
salient. From this GPN perspective, lead firms will engage with
(and sometimes attempt to alter) policy-making processes and
institutional settings through extra-firm bargaining, while policy
changes can cause shifts in competitive dynamics leading to
adjustments in firm-specific strategies.

The combined effect, or strategic coupling, of lead firm strate-
gies with regional institutional settings can be a powerful trigger
for industrialisation and regional development. According to Coe
and Hess (2011), strategic coupling requires intention on behalf
of regional actors to establish a complementary partnership with
external lead firms. The notion of strategic coupling is developed
more fully by Yeung (2016) as a multi-scalar phenomenon, arising
at the intersection of global linkages through GPNs and horizontal
dimensions (territorial influences, including such factors as natural
endowments, human capital, institutions and infrastructure).
Regional development then occurs when economic actors –
embedded within a specific territory – are able to capture
enhanced value within a competitive production chain and thus
‘hold down’ the global. Coe and Yeung (2015) refer to such pro-
cesses as value capture trajectories, building on the idea of upgrad-
ing within GVC studies (Gereffi, 1999; Humphrey and Schmitz,
2002). This suggests a somewhat active role for a developmental
state as a necessary, but on its own insufficient, condition for regio-
nal development to take place (Yeung, 2009).

It is not surprising that policy frameworks based on GVC or GPN
approaches have been embraced by international organisations,
including UNCTAD (2013), the OECD, WTO and UNCTAD (2013),
and the World Bank (2019). The economic performance of a coun-
try is even equated with the integration and position of its indus-
trial sector within GPNs (UNCTAD, 2013, Patunru & Rahardja,
2015). However, specific attempts to contextualise industrial pol-
icy within value chains (Low & Tijaja, 2013; OECD, WTO, &
UNCTAD, 2013; OECD et al., 2014; Tijaja & Faisal, 2014), all too
often fall back on a rather standard neo-liberal set of policy pre-
scriptions such as open borders for both trade and investment
and conformance to the whims of multinational corporations
(MNCs). Unlike some excessively optimistic accounts of such
Washington Consensus policy applications, many GVC and GPN
applications frequently emphasise that participation in global pro-
duction systems can also be a fraught and uncertain business. This
is sometimes referred to as the ‘‘dark side” of strategic coupling
when actors and regions participate within GPNs in a race-to-
the-bottom by competing on low labour costs or lax environmental
regulations (Coe & Hess, 2011). The potential negative conse-
quences of strategic coupling in global production networks is pre-
sented by Yeung (2015; building on Coe & Hess, 2011) as ‘‘frictions’
and ‘‘ruptures”, and includes such concerns as disinvestment,
crowding out local firms, displacement and eviction, regional
‘lock-ins’, labour exploitation, social and class conflicts, and envi-
ronmental damage. Such research complicates the formulation of
clear development policy advice. To this end, Yeung (2015) elabo-
rates upon the UNCTAD (2013) policy framework, critiquing some
of its policy prescriptions for their lack of attention to sub-national
patterns of uneven development.

There are, however, some specific characteristics related to RBI
that might make it a distinct case of industrial policy within GPNs.
For example, common policy prescriptions based on an under-
standing of global value chains, such as developing a global supply
base and facilitating trade in production inputs and intermediate
goods and services (UNCTAD, 2013), are less relevant for RBI,
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where the focus is on developing forward integration whilst also
maintaining a local supply base. That is, the fundamental rationale
of RBI is based upon the perceived strategic advantages of access-
ing natural resource endowments, and the geography of natural
resource production is more territorially fixed than for most other
forms of manufacturing.

4. The global chocolate industry as a GPN

Consistent with our approach to understand industrial policy
outcomes as a product of the interplay between regional institu-
tions and lead firm strategies within specific global production net-
works, we provide a brief overview of these networks and
strategies in the global chocolate industry (Neilson et al., 2018).
It is necessary to understand these network dynamics prior to
assessing the impact of specific industrial policy in Indonesia.
Fig. 1 presents the GPN for the cocoa-chocolate sector, highlighting
the position of branded chocolate manufacturers as global lead
firms who are primarily responsible for governing the GPN. This
is true even if we recognise that governance of a GPN is relational
and is partly co-constructed with other actors, including extra-firm
actors like governments.

Chocolate confectionery is a global industry with estimated glo-
bal revenue of US$129 billion in 2017, and the dominant product
within the larger confectionery market (Stratistics, 2018). Global
lead firms are manufacturers (including Mondelēz, Nestlé, Hersheys
and Mars) who are geographically concentrated in Europe and North
America, but with a growing market in Asia, Latin America and the
Middle East. Branding for these lead firms is an increasingly glob-
alised exercise, and Nestlé, Mars, and Mondelēz all established
chocolatemanufacturing plants in China during the 1990s, with Her-
shey following in 2007 (Allen, 2010), and with Malaysia the key
location for such investments in Southeast Asia – all targeting Asian
markets with their global brands. Macro-regional lead firms, such as
Singapore-based Delfi (previously Petra Foods), are also important
branded manufacturers with a strong presence in many national
markets (Delfi holds a 47% share of the Indonesian market according
to Euromonitor International, 2015). Chocolate manufacturing has
shifted closer to growing consumer markets, such as those in Asia,
although it is still reliant on reliable infrastructure and cheap access
to key inputs like dairy and sugar, resulting in key Asian manufac-
turing hubs in Malaysia and China (Neilson et al., 2018).

The cocoa-chocolate network involves an important intermedi-
ate industrial processing activity – cocoa grinding (Fig. 1). The
firms operating as trader-grinders in this activity can have almost
equivalent influence to branded confectionary manufacturers, such
that Fold (2002) described the chain as presenting a case of bipolar
chain governance. The grinding firms are led by US-based Cargill,
Swiss-based Barry Callebaut, Singapore-based Olam, and another
Swiss company, Ecom Agroindustrial, which were collectively esti-
mated to control some two-thirds of global grindings in 2015 (Gayi
& Tsowou, 2016). Kaplinsky and Morris (2016) further identified
the cocoa-chocolate sector as being emblematic of an additive
GVC (rather than a vertically specialised GVC), in that it involves
sequentially adding value to each stage of the GVC, although there
are limitations to this characterisation, as discussed below.

While cocoa grinding does require a degree of industrial capa-
bility, the technology is not as sophisticated as some high-tech
industries, and this provides opportunities for cocoa-producing
countries to pursue industrial policies that encourage domestic
value capture. The proportion of total cocoa grindings taking place
in origin countries1 has increased from 35 percent of world grind-
1 The designation of ‘‘origin country”, however, may require some redefining since
it currently includes countries like Malaysia, which is no longer a cocoa producer in
any meaningful sense.
ings in 2002–2003 to 47 percent in 2017–2018 (ICCO, 2012, 2019)
over a time period when total global grindings increased substan-
tially. While significant grindings still occur in the Netherlands, Ger-
many and the USA, their share has diminished over time. Branded
manufacturer lead firms have recently required that these trader–
grinders also assume increased responsibility for supply chain man-
agement and farmer support programs, which has emerged as a fur-
ther capability constraint and serves to encourage the origin-
grinding trend. These outsourcing strategies of global lead firms in
the chocolate sector, then, have presented opportunities for indus-
trial upgrading towards intermediate cocoa processing in cocoa-
producing countries such as Indonesia.

Cocoa grinders are now active in supply chain management
within cocoa-producing countries. West African countries, includ-
ing Ivory Coast, Ghana, Cameroon and Nigeria, currently supply
some 75% of the world’s cocoa, with other important production
sites including Indonesia, Ecuador and Brazil (ICCO, 2019). Small-
holder production is the norm across these countries, and the
geography of cocoa production has continuously shifted over time
between Latin America, Africa and Asia, often in response to the
expansion, stagnation and internal erosion of ‘cocoa frontiers’
located in forest margins (Ruf, 1995). The inherent instability of
cocoa supply, caused by declining soil fertility, pests and disease,
environmental limits and labour constraints, have encouraged
tighter governance along the value chain and enhanced ‘‘extra-
firm bargaining” by both chocolate manufacturers and grinders.
Allegations of labour abuses (especially child and slave labour in
West Africa) and cocoa-related deforestation across the world’s
supply chains have provided further impetus for the upstream
engagement of lead firms. This engagement with production land-
scapes often assumes the form of ‘‘sustainability programs”, either
through third-party certification schemes such as Rainforest Alli-
ance or corporate programs like ‘‘Cocoa Horizons” (Barry Calle-
baut) and the ‘‘Cocoa Plan” (Nestle). The primary manifestation
of these programs is farmer-training activities, linked to supply
chain traceability, in an attempt to ensure a sustainable supply of
cocoa by improving farm practices and increasing or maintaining
yields.
5. Indonesia’s position within the Cocoa-Chocolate GPN

Indonesia only became a globally significant cocoa producer in
the late 1980s, when smallholders on the island of Sulawesi began
expanding cocoa cultivation – often on land recently cleared of for-
est. Many of these smallholders were return migrants who had
worked on plantations during the earlier Malaysian cocoa boom
of the 1970s and 80s, and they brought planting knowledge and
material with them (Ruf & Ehret, 1996). Indeed, the broader devel-
opment of the Indonesian cocoa sector has been intimately and
continuously linked to that of neighbouring Malaysia. According
to Faostat (2020), Indonesian cocoa production had surpassed that
of Malaysia by 1993, and Brazil by 1996, to become the world’s
third largest cocoa producer (after Ivory Coast and Ghana) – a posi-
tion it held for the next two decades.

Based on International Cocoa Organisation (ICCO) statistics2,
Indonesian bean production peaked at 550 thousand tonnes in
2008/2009 and has been declining ever since. Since around 2000,
the Indonesian cocoa sector began facing serious plant productivity
relies on the latter and so needs to be treated with similar care. The overestimates,
which are widely reported in personal communications with industry actors and can
also be inferred from more reliable export data, can be significant. In 2016, the
Indonesian government estimated production at 600,000 tonnes compared to the
ICCO at 240,000 tonnes.
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issues due largely to pests and disease, which began threatening the
long-term sustainability of cocoa supply. This prompted various
interventions from both lead firms and the government in an
attempt to avoid a total collapse of production that was already
anticipated by the mid-2000s (Neilson, 2007). Farmers on Sulawesi
have since begun shifting away from cocoa to more lucrative crops
like oil palm, maize and pepper, or prioritising off-farm livelihood
strategies instead of agriculture. Indonesian exports of cocoa beans
peaked at nearly 500 thousand tonnes in 2006, when Malaysia was
the dominant buyer (followed by the United States) before Indone-
sian beans effectively disappeared from the international trade.
The small volumes of beans still exported from Indonesia have
tended to trickle into the Malaysian processing sector (under 30
thousand tonnes in 2017 and 2018).

Efforts to sustain Indonesian cocoa production have been glob-
ally coordinated. The most important of these have been: i) the
SUCCESS and SUCCESS Alliance programs (2000–2005) with fund-
ing from the US Department of Agriculture, USAID, the World
Cocoa Foundation and the American Cocoa Research Institute and
Mars Incorporated; ii) the AMARTA program (2006–2009) with
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funding primarily from USAID in partnership with several large
cocoa buyers; and iii) the Sustainable Cocoa Production Program
(SCPP, 2012–2020) funded by the Swiss Secretariat for Economic
Affairs (SECO). In 2006, the International Finance Corporation
(IFC) supported the establishment of the Cocoa Sustainability Part-
nership (CSP) as a multi-stakeholder forum to better coordinate
such industry initiatives and as a platform through which the
interests of global lead firms could be politically represented
within Indonesia. The key point about these initiatives is that glo-
bal lead firms (both cocoa grinders and chocolate manufacturers)
have been intimately involved at all times. This occurs through
direct models of private sector partnership, most evident in
AMARTA and SCPP, where donor funding has been targeted
towards supply chain programs for specific firms such as Barry
Callebaut, Cargill, Ecom, Mars, Mondelēz, Nestlé, Olam, Armajaro
and Blommer. It is also evident in the role of organisations like
the erstwhile American Cocoa Research Institute (the research
arm of the Chocolate Manufacturers Association (CMA) of the
USA) and the World Cocoa Foundation (established in 2000 by
the CMA, but now with members who they claim to represent 80
percent of the global cocoa and chocolate market from across six
continents). Lead firms in the cocoa-chocolate GPN have thus been
extremely effective in engaging in extra-firm bargaining to mobi-
lise donor funding in attempts to ensure supply sustainability.

A nationwide government initiative to boost cocoa farm pro-
duction in Indonesia (known as Gernas Kakao) was also launched
in 2008, with the intention to support improvements to
450,000 ha of cocoa smallholdings and to increase production for
domestic industrial supply (Directorate General of Plantations,
2012). Global lead firms, largely lobbying through the Cocoa Sus-
tainability Partnership and the Indonesian Cocoa Association
(ASKINDO), encouraged this program but were largely unable to
influence its technical design and implementation3. The falling
levels of Indonesian cocoa production since the 220 million USD pro-
gram was implemented suggest a systemic failure of this, and other,
production-oriented programs to meet their own stated ambitions.
Tothmihaly, Ingram, and von Cramon-Taubadel (2019), amongst
others, refer to the ‘‘failure of the Gernas government program”.
Although it is equally evident that none of the globally-
coordinated interventions to date have been successful either in
maintaining cocoa production levels across Indonesia, the Gernas ini-
tiative made little attempt to leverage (i.e. strategically couple with)
the farm-level support programs initiated by global lead firms.

While farm production has experienced constant decline,
domestic grindings have increased to a point where they started
exceeding domestic bean production in 2014 (Fig. 2). As a result,
Indonesia has now begun importing large volumes of cocoa beans,
exceeding 200 thousand tonnes in 2017 and 2018 (UNComtrade,
2019). This is despite an import tariff of 5% on cocoa beans
intended to protect farmers, which is now under increasing lobby-
ing pressure by processors to be abolished. Much of this imported
supply comes from West African countries (Ivory Coast, Ghana,
Nigeria and Cameroon) along with Ecuador (each of whose produc-
tion now exceeds that of Indonesia). These developments mirror
the establishment and rapid expansion of a Malaysian cocoa pro-
cessing sector during the mid-1980s with the support of the
Malaysian Industrial Development Authority (Rahman, 1990).
Cocoa production at the farm-level, however, had effectively col-
lapsed in Malaysia by the 2000s, and the processing sector was
increasingly dependent on Indonesian supply of beans. Despite this
3 The first-named author on this paper was funded by the Australian Government
in 2008 to prepare a strategic policy paper for the Government of Indonesia, in
partnership with CSP and ASKINDO, during the design phase of Gernas. While the
recommendations contained in this policy paper were largely not adopted by the
government, the paper is available at www.researchgate.net.
loss of domestic agricultural production, the Malaysian grinding
and manufacturing sector retained international competitiveness.
In Indonesia, while the initial lobby for the export tax came from
Indonesian-owned processing firms, global grinders like Cargill,
Barry Callebaut, and Olam are now the main exporters of the rising
volume of intermediate cocoa products (Fig. 3).

Unlike African and Latin American beans, unfermented Indone-
sian cocoa is valued primarily for its butter content with relatively
little value in the cocoa powder and paste. The major buyers of
Indonesian cocoa butter (which makes up around 75% of the value
of all Indonesian intermediate cocoa product exports) have consis-
tently been traditional markets in high-income countries (Table 1).
Sales of other intermediate products, however, have become much
more regionalised over the last decade, with lower-priced cocoa
powder now sold primarily to the Asian market (Table 1).

In the one billion USD Indonesian chocolate confectionary mar-
ket4, global lead firms compete for market share with local and
macro-regional brand owners like Delfi. During the period 2010–
2014, the chocolate consumer market was dominated by brands
such as Silver Queen (owned by Delfi, 24.9%), Beng-beng (Mayora,
9.4%), Kinder Joy (Ferrero, 8%), Delfi (Delfi, 6.4%), Cadbury (Mondelez,
6.4%), and Gery Chocolatos (Garudafoods, 6.3%) (Euromonitor
International, 2015). Delfi has played an important role in the
macro-regional production network for cocoa-chocolate where it is
also a distributor of global brands in Indonesia, Singapore, and
Malaysia. It was also previously a major player in intermediate cocoa
ingredients, as a supplier to lead firms like Nestle, Armajaro and
Barry Callebaut, and developing skills and knowledge through pro-
cesses of buyer-driven upgrading.

Indonesia is a significant importer of chocolate confectionary
and food preparations containing chocolate from countries such
as India, Malaysia, and Singapore (valued at just over 100 million
USD in 20185). Despite growth in chocolate manufacturing across
Southeast Asia, Indonesia has been unable to compete internation-
ally as an exporter of chocolate confectionary (exports were valued
at only 40 million USD in 2018, currently sold to Malaysia, Philip-
pines and Singapore). Critically, it would seem, manufacturing firms
in the chocolate GPN have been reluctant to maintain investments in
Indonesia despite an otherwise prospective consumer market. This is
due, at least in part, to uncompetitive access to other key ingredients
such as sugar, milk and nuts. Even in a relatively simple value chain
like cocoa-chocolate, lead firms need to coordinate the sourcing of
multiple ingredients such that value-adding processes are not
entirely sequential, or additive, and this ultimately limits the scope
of downstreaming policies.

Leading global chocolate manufacturers have exerted an influ-
ence over Indonesian involvement in the cocoa-chocolate GPN pri-
marily through their support for sustaining farm production and
involvement in public–private industry partnerships (such as the
CSP). Their ability to influence government policy through extra-
firm bargaining is more tenuous, and effective government lobby-
ing is mainly undertaken by the domestic industry associations.
The global lead firms and their specialist suppliers are not active
in key associations such as AIKI (Cocoa Industry Association) or
APIKCI (Chocolate Manufacturers Association), although they do
have some influence in ASKINDO (Indonesian Cocoa Exporters
Association). These domestic associations and interest groups have
been able to influence the content and direction of industrial
4 Estimates for market size for chocolate confectionary taken from https://www.
reuters.com/article/us-indonesia-chocolate/global-chocolatiers-dwarfed-in-indone-
sia-as-local-champions-dictate-taste-idUSKCN11I2MX and https://www.s-ge.com/
en/article/global-opportunities/20191-c7-food-indonesia-chocolate-products

5 UNComtrade data, HS Code 1806, ‘‘Chocolate and other food preparations
containing cocoa”.

http://www.researchgate.net
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Fig. 2. Indonesian cocoa bean production and grindings. (Data compiled from ICCO Quarterly Bulletin of Cocoa Statistics.)

Fig. 3. Indonesian exports of cocoa products (USD). Source: UNComtrade Data, Accessed: February 26th, 2019. (Note: Cocoa beans HS Code 1801; Intermediate products HS
Codes 1803, 1804, and 1805; Chocolate and chocolate-contained products HS Code 1806.)

Table 1
Major export destinations (in ‘000USD, 2011–2018 annual average).

Rank Cocoa Butter Cocoa Powder

1 USA 199,358 Philippines 17,311
2 Germany 45,168 China 17,137

3 Netherlands 39,424 Malaysia 16,489
4 Australia 33,834 India 12,282
5 Canada 24,746 Thailand 9,344

Source: UNComtrade (2019).
Note on HS Codes: 1804 for ‘‘Cocoa Butter”, 1805 for ‘‘Cocoa Powder”.
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policy, as particularly evident in the introduction of an export tax
and in the roll-out of the Gernas program.
6. ‘Downstreaming’ policy in Indonesia

The Government of Indonesia uses the term hilirisasi (literally
‘‘downstreaming”) as shorthand for RBI, referring to it as ‘. . ..at-
tempts to strengthen the industrial structure of the agricultural,
mining and oil-based chemical sectors’ (Ministry of Industry,
2015). Through downstreaming, the government aims to develop
the industrial base of the economy, enhance the spatial distribu-
tion of industry across Indonesia, and add value for exported and
domestic products (Ministry of Industry, 2016). The term hilirisasi
was popularised during the post-reformasi era (following the col-
lapse of President Suharto’s New Order regime in 1998), with Pres-
ident Susilo Bambang Yudhoyono’s MP3EI6 corridors a notable
embodiment of its planning application (Agusalim, 2013). This
industrial strategy, however, builds on a longer history of imple-
menting similar policies, including an export ban on logs in the
1980s that stimulated downstream development of a plywood
industry (Gellert, 2003; Thee, 2009).

Recent efforts towards downstreaming have been linked to
renewed resource nationalism in Indonesia, triggered by a period
of elevated commodity prices from around 2000 until 2014, with
a notable application being in the minerals sector (Warburton,
2017). The recent focus has, moreover, also included a range of
agro-based industries, including rattan, palm oil, fisheries, coffee
and cocoa, where a prominent policy strategy has been to intro-
duce export restrictions, usually in the form of an export tax on
unprocessed raw materials. RBI policies do not generally rely on
imported inputs and so are politically palatable within Indonesia,
where leaders have had a long history of discursively associating
imports (particularly of agricultural raw materials) with inherent
policy failure (Neilson & Wright, 2017). Indeed, part of the ratio-
nale for the rising resource nationalism in Indonesia has been ide-
ological, drawing on dependency theory discourse, to avoid
Indonesia’s adverse insertion into the global economy ‘‘as a nation
of slaves” that simply provides raw materials for industrial pro-
cessing elsewhere (Warburton, 2018).

Indonesia is Southeast Asia’s largest economy, the world’s
fourth most populous nation, and a lower middle-income country
with a growing industrial base where 50% of the population now
lives in urban areas. In 2017, manufacturing (excluding oil and
gas) contributed around 17% of total GDP, with particularly rapid
growth in the food processing sector over the last decade. How-
ever, despite the promising growth of the Indonesian economy
and the food processing industry in particular, Indonesia has been
poorly integrated with international trade networks, as compared
to other Southeast Asian countries such as Malaysia, Thailand
and Singapore (Patunru & Rahardja, 2015). Patunru and Rahardja
(2015) attribute this to protectionist trade policy, claiming that
an anti-foreign attitude helps explain why Indonesia has not
embraced global production networks. Rather than actively seek
value-adding opportunities through participation in internation-
ally competitive production networks that might require imported
inputs, Indonesia has instead embraced a strategy of value-adding
domestic raw materials through downstreaming – the politically
palatable option.

Patunru and Rahardja (2015) argue that a concerted effort to
capture the added value across multiple value chains by undertak-
ing all production domestically will in fact lessen Indonesia’s par-
6 MP3EI, or the Master plan for the Expansion and Acceleration of Indonesia’s
Economic Development, assigns corridors for regional economic growth based on the
resources and potentials owned by the particular regions.
ticipation in global and regional production networks, and
therefore negatively affect Indonesia’s exports and investment
attractiveness in the longer term. This broader criticism of Indone-
sia’s downstreaming policies, however, is applied at an economy-
wide scale and is considered applicable irrespective of specific
industry dynamics. In this paper, we add nuance to this argument,
by situating the outcomes of downstreaming policies within a
wider understanding of global production networks by identifying
the linkages between lead firms, government policy, and value
chains.

7. Reassessing RBI outcomes in Indonesia through the lens of
strategic coupling

We now turn to the implementation of downstreaming policies
in relation to the strategies employed by the lead firms, and how
these result in particular industrialisation outcomes. Downstream-
ing policies in this sense have a two-way relationship with lead
firm strategies. Firstly, they create a situation whereby lead firm
strategies are reconfigured (i.e. policy as a trigger for lead firm
strategies). Secondly, the impacts of downstreaming policies can
also benefit from, or be hampered by, existing lead firm strategies
in respect to broader market imperatives, cost minimisation or risk
management. Most notably, strategies such as outsourcing can be a
context in which industrialisation opportunities emerge.

Lobbying for industrial policy to support the downstream cocoa
sector in Indonesia commenced in earnest in 2003 when the owner
of a large domestic grinder (BT Cocoa) established AIKI as a splinter
industry group from ASKINDO to represent the specific interests of
domestic grinders rather than raw bean exporters (Palinrungi,
2015). According to Palinrungi (2015), AIKI was able to convince
senior political leaders (including former President Yudhoyono)
that industry protection was in the national interest by appealing
to the popularity of rising economic and resource nationalism.
The Department of Industry published a Roadmap for Cocoa Indus-
try Development in 2009, under which downstreaming was envis-
aged to increase export earnings, create employment
opportunities, improve market conditions for farmers, and capture
a greater share of value-added. Reflecting a need for the policy to
appeal to economic nationalists, the (former) Director General of
Estate Crops, Achmad Mangga Barani (2010) argued that the policy
would mean that Indonesia would ‘‘not be fettered in the same
way as the VOC colonial period, when Indonesia only produced
raw materials [for export markets]”. A value-added tax for cocoa
products had been removed in 2007, and this was followed by
the Gernas program in 2008, a tax holiday for investors, the
tax-free import of processing equipment and, perhaps most
importantly, an export tariff on raw cocoa beans in 2010. This
export tariff had long been a focus of industry lobby groups, and
was implemented under the Minister of Finance’s Regulation No.
67/2010 that also included sliding tariffs for rattan, timber and
crude palm oil. The tariff varies in response to international cocoa
price shifts, with the intention that cocoa would be processed into
intermediate forms (cocoa paste, liquor and powder) prior to
export.

Following introduction of the tariff, there has been a substantial
decrease in bean exports, with a simultaneous increase in exports
of processed cocoa products (Figs. 2 and 3) and significant new
investments (primarily foreign) in cocoa grinding (Table 2). These
indicators are often used to claim policy success7, although the
total value of all cocoa-chocolate exports has not significantly chan-
ged (Fig. 3). Increasing domestic chocolate manufacturing for the
7 Refer to https://www.kemenperin.go.id/artikel/427/Pengembangan-Industri-
Pengolahan-Kakao or https://investor.id/opinion/mencermati-kebijakan-industri-
hilir-kakao

https://www.kemenperin.go.id/artikel/427/Pengembangan-Industri-Pengolahan-Kakao
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https://investor.id/opinion/mencermati-kebijakan-industri-hilir-kakao
https://investor.id/opinion/mencermati-kebijakan-industri-hilir-kakao


Table 2
Major new investments in cocoa processing in Indonesia since 2010.

Company Investment Location Year

Cargill New Grinding facility Gresik, East Java 2014
Barry Callebaut New compound chocolate factories (in partnership with GarudaFoods) Bandung, West Java and Gresik, East Java 2014 2019
Barry Callebaut New Grinding facility (Joint venture with Comextra) Makassar, South Sulawesi 2013
Olam Acquires BT Cocoa Grinding facility Tangerang, Banten, Java 2019
Guan Chong New Grinding facility Batam, Sumatra 2012
JB Cocoa Acquires Cocoa Grinding facility Gresik, East Java 2014
Kalla Group (Indonesia) Acquires Cocoa Grinding facility Kendari, Sulawesi 2013

Source: Indonesian cocoa board (pers. Comm) and corporate websites.
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national market over the last decade has also absorbed some of these
grindings. The apparent success in shifting the composition of
exports has further encouraged the government to consider replicat-
ing the policy towards other commodities such as coffee8. Broader
application, however, requires greater consideration of the
industry-specific imperatives that determine lead firm practices
and industrial outcomes in different GPNs.

While key policy documents associated with downstreaming,
such as theMaster plan for the Expansion and Acceleration of Indone-
sia’s Economic Development (MP3EI), envisaged a downstream
cocoa processing corridor on Sulawesi, Table 2 highlights how
much of this new investment has been concentrated on the already
industrialised regions of Java and Sumatra. This reminds us of the
need (suggested by Yeung, 2015) for value chain approaches to
industrial policy to pay close attention to the sub-national pro-
cesses that re-create regionally uneven development.

Foreign grinders now dominate the sector. Indeed, in 2019,
Olam acquired an 85% share of the Indonesian-owned processor
– BT Cocoa – that had spearheaded AIKI and earlier government
lobbying for supportive industrial policy on the grounds of devel-
oping national industrial capacity. The Kalla Kakao grinding invest-
ment in Southeast Sulawesi (Table 2), owned by the family
business of two-time former Indonesian Vice President Jusuf Kalla
(2004–2009 and 2014–2019), is an exception to the overwhelming
trend towards foreign investment in the sector and, as of March
2020, it remained under national ownership.

The impact of the export tax on farmers and farm production
has been widely debated. In a paper prepared for the Indonesian
Ministry of Trade prior to the introduction of the tax, Marks,
Paryadi, Wicaksono, and Bird (2005) argued that an export tax
would significantly lower farm-gate prices in Sulawesi. Similar
effects were predicted by Arsyad (2007). It is tempting, therefore,
to attribute declining farm-level cocoa production over the last
decade to a policy that depressed farm-gate prices. However,
empirical evidence of farm-gate effects is far less conclusive.
(Neilson, Meekin, & Fauziah, 2014a; Neilson et al., 2014b) reported
on a field survey of 200 farmers across eight sub-districts in West
Sulawesi two years either side of the policy change, finding that, as
a percentage of prevailing international prices, farm-gate prices
had actually increased following the tax (Fig. 4). Similar empirical
findings were reported in Sulawesi by Rifin (2015) and by Nur-
yartono (2018). This increased share of export value going to farm-
ers was associated with increased upstream activity by cocoa
exporters and processors, often prompted by the delivery of sus-
tainability programs, and a reduced share of value retained by local
traders over the same period. The policy has thus been associated
with a supply chain restructuring response from lead firms in the
scramble for raw materials, which indirectly (and somewhat unex-
pectedly) benefitted Sulawesi cocoa farmers, but disadvantaged
local traders and bean exporters.
8 https://katadata.co.id/berita/2018/02/23/kemenperin-dorong-penerapan-bea-
keluar-flat-15-untuk-produk-agro
Lead firm engagement with farmer development activities in
Indonesia – often implemented by grinders on behalf of manufac-
turers – has been driven by broader concerns about global cocoa
supply risks and the need to demonstrate ethical sourcing to con-
sumers. This emergent mode of inter-firm control exerted by lead
firms, who had been engaged in various attempts to stimulate
cocoa production and improve quality in Indonesia since at least
2005, was synergistically triggered by the export tariff. Global lead
firms, such as Mars, Mondelez, and Nestle, are leading these initia-
tives. Mars, for example, was a key driver behind the establishment
of the Cocoa Sustainability Partnership, and has built their own
network of Cocoa Development Centres, Cocoa Village Clinics and
a Cocoa Academy, to deliver services to farmers and maintain sup-
ply (Neilson & McKenzie, 2016).

While RBI, particularly export restrictions, stimulated various
responses from the lead actors in terms of the strategies they
employed (and the type of extra-firm bargaining national firms
engaged in through their associations), global lead firms were
already employing outsourcing strategies prior to these policy
changes. Industrial outcomes need to be understood in this broader
GPN context rather than as a direct outcome of the policy alone. In
the Indonesian cocoa sector, the policy complemented the existing
lead firm strategies towards the outsourcing of intermediate prod-
ucts, origin grindings, enhanced supply chain traceability and
farmer development – all of which contributed to new investments
in cocoa grinding facilities in Indonesia (but not chocolate manu-
facturing). This has important implications for the application of
similar policies to other commodity sectors. As described by
Yeung (2015), regional development requires embedding policy
within GPNs and a more systematic engagement with transna-
tional communities, which (in the cocoa-chocolate GPN) means
key intermediaries such as cocoa grinding firms.

Indonesian downstreaming policy-making also presents a num-
ber of less successful value chain interventions over the past dec-
ade that have been incompatible with lead firm strategies and so
have not generally resulted in strategic coupling. Two examples
will serve to illustrate the point. The first case is the effort in
2009 to support downstream value-adding of cocoa in South Sula-
wesi via a public investment in a state-owned chocolate manufac-
turing factory (i.e. not just a grinding facility) in the newly-
established Gowa Industrial Estate outside Makassar – as part of
a ‘cocoa industrial cluster’. However, 10 years after the factory
was built, at an estimated cost of 20 billion IDR to the provincial
government, the facility had yet to commence operation and is
unlikely to do so in the future9. A second policy example involves
attempts to encourage farm-level value-adding through the distribu-
tion of basic cocoa processing and chocolate-making machineries,
none of which have achieved significant market penetration. While
some small urban-based businesses have tapped into consumer
markets for chocolate, including Chocodot (Garut, West Java), Cokelat
9 http://radarsulsel.com/read/2017/09/27/25829/habiskan-20-m-pabrik-kakao-di-
gowa-hanya-jadi-monumen-saja (February 2018, accessed 21 August 2018)
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Fig. 4. Farm-gate price as a percentage of ICCO world price. Source: Neilson et al. (2014).
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Monggo (Yogyakarta), Primo Chocolate (Bali), and Kampung Cokelat
(Blitar, East Java), volumes remain insignificant. The general failure
of rural-based initiatives is due to low technological capacity, inad-
equate economies of scale, lack of market knowledge, and poor
infrastructure. Critically, these initiatives have not benefitted from
the technical and marketing know-how of lead firms, and their abil-
ity to coordinate supplies of ingredients frommultiple supply chains.
They contrast with the example of Delfi, which was able to move
into chocolate manufacturing and distribution after earlier partici-
pating as a supplier of intermediate cocoa products to globally-
branded branded chocolate manufacturers.

8. Conclusion

This article has analysed the implementation of RBI policies in
the Indonesian cocoa industry. We have assessed the outcomes
of industrial policy in the context of prevailing lead firm strategies
in broader global production networks and have suggested that
policy outcomes depend fundamentally on the intersection of
these policies with regional institutional settings and lead firm
strategies. In the Indonesian case, this has resulted in substantially
increased domestic grindings but limitations on chocolate manu-
facturing, the increased upstream involvement of foreign firms,
unintended sub-national regional development outcomes, and a
race to achieve global competitiveness before the raw material
supply dwindles further.

Opportunities for RBI are still determined by the competitive-
ness of supplier firms in terms of their ability to deliver quality
products in a timely and cost-effective manner to lead firms. The
structure of the global production network and its specific techni-
cal requirements are critical here. Opportunities are likely to
emerge when the network can be easily segmented into discrete
stages of additive production with storable products (such as inter-
mediate cocoa products), and when the various competitive
dynamics of lead firms (including high cost-capability ratios and
higher levels of financialisation) are incentivising the outsourcing
of these industrial activities. At the same time, lead firms tend to
retain core activities such as branded manufacturing and market-
ing, where opportunities for upgrading by origin country firms
are mostly limited to delivering consumer products to domestic
markets. Developing export competitiveness through intermediate
processing is a highly prospective strategy prior to targeting final
products in national and regional markets, and before developing
the capacity to meet the stringent requirements of the Northern
markets, as the successful experience of Singapore-based Delfi
suggests.
Despite increased investments in cocoa grinding, the inability of
the government to accurately diagnose the challenges and oppor-
tunities associated with internal GPN dynamics has resulted in
sub-optimal outcomes. Despite a stated objective to develop
domestic industrial capacity by Indonesian firms, the policy has
resulted in increased foreign control of the processing segment
and indeed the supply chains back to farm-level. Encouraged by
tariff waivers on importing cocoa processing machinery, the grind-
ing sector in Indonesia now has chronic overcapacity, where
installed capacity is estimated by the Indonesian Cocoa Board to
be 800,000 tons/year or three times the volume of domestic bean
production. With increased competition, however, there has been
a significant crowding out of domestic firms from the Indonesian
cocoa grinding sector, which is now dominated by foreign-owned
firms, such as Olam, Cargill, Barry Callebaut, JB Cocoa and Guan
Chong. The implementation of a policy at the national level has
also had unintended sub-national regional ramifications. While
the production-oriented approach to RBI assumed that down-
stream processing would occur in key sites of cocoa production
(i.e. the island of Sulawesi), the logics of firm strategies within
the GPN has ensured that the bulk of new investment has occurred
in established industrial regions in Java and Sumatra. International
grinding firms are still more likely to couple with regions with sup-
portive institutional settings, including adequate infrastructure
and human resources.

National lead firm chocolate manufacturers in Indonesia have
been advantaged by the large domestic market, where they can
readily sell final consumer products, but they have been less suc-
cessful – to date – in penetrating export markets. The cocoa-
chocolate GPN is also becoming increasingly regionalised at the
macro-scale, with a distinct Asian network emerging, linked to
shifting end consumer markets. This is driven, in part, by high rates
of growth in chocolate consumption in the Asian region, particu-
larly India and China, but also within Southeast Asia itself. Market
imperatives to tap into these prospective markets, combined with
a preference for manufacturing-consumption proximity, has driven
strong growth in branded chocolate manufacturing by established
lead firms and rising macro-regional lead firms. The opportunities
of macro-regional integration with other Southeast Asian econo-
mies are considerable, and yet the international success of
Indonesian-made consumer products would require an open atti-
tude towards the import of raw and intermediate materials (in-
cluding higher quality cocoa powder and sugar imports), which
is politically fraught.

The collapse of an agricultural supply base can threaten the
short-term advantages of RBI strategies provided by locking-in a
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captive resource base. Of course, the same would be true of RBI
policies dependent on non-renewable resources such as minerals.
Equal attention needs to be provided to ensuring long-term supply
as to developing industrial capacity or, as in the case of cocoa, to
ensuring the raw material remains an attractive option within
diversified rural livelihood strategies. Such supply uncertainties
highlight the need to attain international industrial competitive-
ness as quickly as possible in a way that does not ultimately
depend on preferential industrial policy. The Malaysian cocoa pro-
cessing sector was evidently able to achieve this in the 1990s as it
emerged as a key cocoa grinding hub independent of a national
supply base. The subsequent development of a competitive food
processing sector in Malaysia (including chocolate manufacturing,
with an export value of 285 million USD in 2018, UNComtrade,
2019) has been a key aspect in ensuring long-term industrial com-
petitiveness. The failure of the Indonesian government’s Gernas
program to effectively couple with the farmer support programs
being introduced by lead firms was a lost opportunity to leverage
global resources that might have increased raw material supply
to the benefit of local industry.

While recent GPN frameworks (Coe & Yeung, 2015) have pre-
sented extra-firm bargaining as a two-way process between lead
firms and non-firm actors like states, the primary suggestion is that
it is ultimately a strategy pursued by lead firms to maintain com-
petitiveness. In our Indonesian case, however, it has been domestic
industrialists with close links to the government – rather than glo-
bal lead firms – that have been more successful in bargaining with
the Indonesian state. There are certainly indications here that ear-
lier concerns (expressed by Auty, 1994) that RBI is susceptible to
rent-seeking behaviour from local elites are founded. Interestingly,
while individual domestic firms were clear beneficiaries of RBI
policies, the ultimate consequence of this bargaining process has
been even greater control over the domestic value chain by foreign
firms who were not initially involved in lobbying efforts. This high-
lights the limited influence some developing country governments
have over the outcomes of relatively crude RBI policies.

This article posits that re-examining RBI through a GPN frame-
work helps to identify which policies and policy instruments can
be considered effective in promoting industrialisation, and how
the government should adjust these instruments according to the
strategies taken by lead firms. The key challenge is how to encour-
age and control dynamic ‘strategic coupling’ between these lead
firms and regional and national governments and institutions.
From the government’s standpoint, formulating policies that are
knowledge-based, able to expand beyond existing regional assets,
and support access skills and technology from within the network
to create, enhance and capture value is critical.
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