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EXECUTIVE SUMMARY

European Neighborhood Program for Agricultural and Rural Development (ENPARDI]I) is
an EU regional program aiming at supporting agricultural and rural development policies in
six of the Southern Mediterranean countries; Egypt, Jordan, Lebanon, Tunis, Algeria,
Morocco. Such support is achieved through dialogue between actors and stakeholders at all
levels of the agricultural sector, complemented and augmented by scientific studies. In the
context of the activities of ENPARD II/Egypt and upon a request from the Minister of
Agriculture and Land Reclamation of Egypt, it was proposed to address the issue of the
agricultural value chains and ways and methods to raise their efficiency. Tomato crop was
selected to be studied as an example for agricultural value chains in Egypt, due to its
importance. Importance of tomato is reflected in several aspects; it is the largest crop
among the vegetable crops in Egypt, accounting for 36% of the total volume of vegetable
production, it is cultivated by a relatively large number of farmers, it occupies the first
place with respect to vegetable consumption, it enters as raw material in tomato processing,
and It is an important export crops, both in fresh form and processed.

The Participatory Approach adopted in ENPARD 11 activities was followed. According to
such approach, two workshops were organized; the first in January, 11-12, 2018 and the
second in March, 14-15, 2018 with the participation of members of the Think Tank- which
was formed at the beginning of ENPARDII- in addition to a group of representatives of the
actors of the tomato value chain, tomato producers, cooperatives, processors, exporters,
researchers and academics. The following topics were subject to discussion:

1. The status and analysis of the current value chain of tomato, its structure, actors and
their roles at various stages and identification of problems, obstacles and constraints that
the chain faces at the technical, institutional and economic levels identified in light of
different views, knowledge and professional experience of the participating actors

2. Proposing policies, procedures and interventions necessary to address the problems,
obstacles and constraints, and to identify the necessary conditions to achieve the updated
value chain with improved efficiency. To integrate the participatory approach, this study
is intended to deepen the analysis and formulate the proposals resulting from the two
workshops and to support and document them both scientifically and practically to
identify specific recommendations for improving the efficiency of the tomato value
chain. The output of this work is the development of operational procedures to increase
the efficiency of the value chain of tomatoes as a module that can be applied to
agricultural value chains in the Egyptian agricultural sector in general, whether for
horticultural crops or other crops. This will help in addressing the chronic structural
problem of the sector namely the weakness of both backward and forward linkages with
other sectors, which ultimately helps to develop the right directions regarding the design
and implementation of agricultural policy in Egypt.

The study deals with the following topics:

- Importance of tomato crop in the context of Egyptian agriculture and agricultural
economy;

- Characterization of the current value chain in terms of its map and its actors, and their
functions, and activities of each category and governance relationships between actors;

- ldentification of problems, obstacles and constraints at three levels; each stage of the
value chain, the whole chain, and macro and sector level,
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- Formulation of proposals and executive procedures for upgrading the tomato value
chain.

The main findings of the discussions and the study are as follows:

First: The Importance of Tomato Crop

Tomato is the most important horticultural crop in Egypt. It is grown in all governorates
and throughout the year within the three seasons; winter, summer and Nili (fall). It occupies
the first place among horticultural crops in terms of volume of production. The tomato
production is 7.7 million tons representing 36% of the total vegetable production (in 2015).
It also occupies the first place in terms of cultivated area with about 469 thousand fed (197
thousand ha) representing 22.1% of total area of vegetables. Tomatoes are grown in the two
main agricultural areas; the old lands and new lands contributing 40% and 60% respectively
of the total tomato production. Tomato cultivations in the old lands are dominated by small
and medium-sized farms and widespread use of conventional systems in tomato cultivation,
unlike the cultivations in new land that are dominated by medium and large-scale farms,
with a greater proportion of the use of more advanced systems in terms of production
technologies such as green houses and stalked tomato, modern irrigation systems, and the
application of good agricultural practices. Also, tomato is the most consumed vegetable
crop with about 60 kg of tomatoes on average annually representing more than 40% of the
average per capita consumption of vegetables. Small proportion of tomato production, less
than 4 percent, is used a raw material for tomato processing. Among many enterprises,
there are only 17 large-scale factories working in tomato processing located in different
places in the country; October City (3), Sadat City (2), Borg El-Arab(4), Qena (2) and one
factory in each of Qaha (public sector), Badr City, Damietta, Ismailia, Zagazig and
BeniSuef. These factories work 50 days a year in average and with total daily capacity of
tomato raw materials of 6000 MT.

At the global level, Egypt is the fifth largest producer of tomatoes in the world. Despite this
large production, Egypt exports a relatively small amount of about 75 thousand tons,
representing less than 1% of the total production in 2016. With such amount, Egypt is
ranked 19th among the top 20 exporting countries in the world. In the Middle East, Egypt's
exports of tomatoes are much lower than Morocco, Jordan and Turkey, despite Egyptian
production is much larger than that of these countries. Egyptian exports of tomatoes
increased by 5.6% annually during the period 2000-2016. The main destination of these
exports is the Gulf countries, especially Saudi Arabia. With respect to processed tomato
products, Egypt exports small quantities most of which is directed to Arab markets.

Second: Tomato Value Chain Analysis

The tomato value chain analysis includes the characterization of the chain, its map and
marketing channels, and its actors; their characteristics and functions by category, their
activities and their governance relationships

The stages of the chain and the actors: Five stages were identified for the tomato value
chain: (1) input-supply (or pre-production), (2) agriculture and production, (3) post-harvest,
(4) sales and marketing of fresh tomatoes, and (5) processing and marketing of tomato
products. The activities in the value chain throughout the chain are carried out by nine
categories of actors; farmers, local traders, wholesalers, processors, processors, retailers,
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exporters, service and input providers, as well as support service providers for the tomato
sector in general.

Quantitative distribution of production and losses in the chain:

The total production is 7.7 million tons (2015) of which more than one-third (about 35.7%)
or 2.7 million tons are physical losses, and 5 million tons are distributed for three purposes;
domestic consumption (4.63 million tons or 92.6%), processing (300 thousand tons or 6%)
and exports (90 thousand tons or 1.8%). The quantity consumed domestically reaches
consumers in urban and rural areas through different marketing channels. The total losses in
the chain (2.7 MT) are the sum of losses in three main stages; production, post-harvest and
retail with different rates estimated at 9.7, 11.8 and 14.2% of the total production
respectively.

Characteristics and functions of actors:

Farmers: Most of tomato farmers are small and medium-sized and concentrated in the old
lands using traditional production systems that are usually characterized by low
productivity, low production quality and high losses. They often sell their produce to
village and local traders or wholesalers either as a standing crop or sell it at the farm-gate
after harvest. Due to their small quantities of production, therefore low bargaining power,
farmers receive low prices for their sales. For large-scale farmers, most of whom are in the
new land, they sell their produce directly either in the wholesale market or sell it to a
factory or an exporter, possibly by contracting.

Village and local traders: They buy the crop from small and medium-sized farmers and sell
to wholesalers (governorate markets or central markets) or to retailers

Brokers: They collect the crop from the production centers for the account of wholesalers

Wholesalers: They buy tomato produce from the farmers (either as "Kelala", or through
contracts, or directly in the wholesale market, delivered by farmers) or they collect the crop,
through brokers, from the production areas, and sell it to the retailers, for the producer, by
auction against a commission of 8-10% of the selling price. There are two levels of
wholesale market; wholesale markets at the governorate level and four central wholesale
markets in major cities (Obour (Cairo), Alexandria, Mansoura, Assiut).

Purveyors: They collect the crop from wholesalers and sell it to retailers

Retailers: There are two types of retailers; traditional and modern. Traditional retailers,
such as small shops and street stalls, buy from wholesalers (or village traders) or from city-
level purveyors and sell to the consumer. Modern retailers like Super and Hypermarket
usually buy the crop from large-scale farmers and commercial scale firms through
contracting.

Exporters: They buy from large-scale farmers and commercial scale firms and export to
abroad, and some have their own farms that are producing for export.

Processors: They buy raw material tomato from wholesalers when prices fall. Heinz plant
is the only exception in that it purchases from farmers (small and large) with pre-contracts
with fixed price
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Input providers: There are wholesalers of inputs such as seeds, chemical and organic
fertilizers, pesticides, agricultural machinery, irrigation systems and others. They sell to
input retailers who are usually located near the production areas and sell inputs to farmers.
Some wholesalers also sell inputs directly to farmers. For seedlings, there are nurseries
owners who produce and sell seedlings to farmers. Some of large producers and farmers'
associations have their own nurseries to satisfy their farms needs of seedlings and sell the
rest.

Service providers: They provide services of transport, storage, and cooling, sorting, grading
and packing stations.

Marketing Channels:

Nine main marketing channels are identified in the current tomato value chain: 1) small and
medium-sized producers - village traders - retailers — consumer, 2) small and medium-sized
producers - village traders - wholesalers - retailers - consumer , 3) small and medium-sized
producers- wholesalers- retailers- consumers, 4) small and medium-sized producers-
wholesalers- tomato processors, retailers- consumer, 5) small and medium-sized producers-
wholesalers- external market, 6)Farmers 'Associations - wholesalers - retailers - Consumer,
7) Farmers' Associations - exporters - foreign market, 8) medium and large-scale farmers -
exporters - foreign market, 9) medium and large-scale farmers - processors - foreign
market.

Actors' relationships and governance coordination in the current value chain

The tomato value chain is characterized by a large number of actors, absence of close
relations, and lack of exchange of information. This relationship is centred on traders and
intermediaries who have the most important influence among the chain' actors. The
governance coordination relationships are as follows:

Farmers and input supplier: In the input markets, few numbers of retailers and fewer
numbers of wholesalers on the supply side face a large number of farmers on the demand
side. Competition among suppliers of inputs is weak, leaving smallholders with limited
choice regarding their input purchases in terms of quality and prices. In addition, what
makes the position of smallholders in the input market weaker is that their purchases of
inputs are too small to enable them to bargain with retailers for better prices or to make
direct purchases from input wholesalers.

Unless tomato farmers are organized and represented by an association, the input retailers
do have the opportunity to coordinate the relationship between the parties.

Farmers and traders: Traditional value chain for fresh tomatoes is fairly simple and quality
requirements in traditional markets are also low. Traders and wholesalers, therefore, have
little incentive to establish specific relationships with smallholders. Thus, smallholders find
themselves at the mercy of wholesalers, since wholesalers alone determine whether they are
buying or not buying, how much they will buy, when and at what price, especially if the
production of smallholders is linked to credit. If a small holder declines a bid, it risks not
selling anything if no other dealer appears. With this oligopolistic collusion among traders,
it can be concluded that the management of the relationship between farmers and traders is
coordinated and controlled by traders.

Traders, purveyors and wholesaler: The governance of traders, purveyors and wholesalers
is coordinated and controlled by wholesalers.
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Purveyors and retailers: The governance relationship between purveyors and retailers is
coordinated through the market. However, controlling the relationship between the two
parties depends on how modern the retail market is. In the case of traditional retailers,
control is in the hands of purveyors and in the case of modern retailers, control is more
balanced because modern retailers have the knowledge and ability to buy directly from
wholesale markets.

Problems of current tomato value chain:
The tomato value chain suffers from many problems in each of the series, which are
presented in detail in the study. The following are the most important problems:

Pre-production stage:

At this stage, the chain suffers from difficulties in supplying the inputs required for the
production and marketing of tomatoes. These inputs include seeds, seedlings, chemical and
organic fertilizers, pesticides, herbicides, biological control supplies, plastic tunnels,
packing materials and packing stations, as well as land preparation equipment, irrigation
systems, cooling facilities, storage and transportation. In addition to the unavailability
problem, there are problems of low quality and high prices because of the monopolistic
conditions prevailing input markets. For seeds, all the seeds used for tomato production in
Egypt are imported; therefore there is no possibility of controlling or directing the
production of specific varieties in addition to the risk of being fully dependent on external
seed companies. There are also problems with pesticides and chemical fertilizers in terms
of fraud and noncompliance.

Production stage:

The production of tomatoes in Egypt is affected by the problems of the agricultural sector
in general, the most serious of which include the phenomenon of fragmentation of holdings
and production, the dominance of small agricultural holdings and the consequent
underdevelopment of the agricultural system, the use of poor agricultural practices, the use
of unguaranteed inputs and consequently the decrease in productivity as well as the small
size and low quality of production. The production of tomato faces special factors that lead
to a decline in the quality of production and non-compliance with market requirements. The
varietal composition of tomato production is dominated by traditional varieties with a small
share of non-traditional varieties, and the production technologies are underdeveloped.
There are open fields versus protected plantations (low and high plastic tunnels and
greenhouses) and stalked tomato. Traditional inherited practices are prevailing versus good
agricultural practices (GAP). The absence of information on the needs of local and global
markets in terms of quantity and varieties results in production chaos and falling prices
leading to significant reductions in producers' incomes. There is also the risk of fluctuations
in productivity due to climatic fluctuations and pest infestations (like Tuta absoluta) and its
reflection on income volatility.

The losses in produce at the farm level is considerably high; estimated at 9.7% as a result of
poor practices including poor timing of harvest, poor conduct of fruit picking and the low
skill of the fruit harvesting workers, use of inappropriate packaging (caters made from palm
wood) and displays the fruits to the sun.

The little share of farmers in the consumer price is also a basic problem.

Post-harvest stage:
The most serious problem in the tomato value chain is the high losses of production,
estimated at between 30 and 40% of the total production volume. The losses begin with
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fruit picking and continue throughout the post-harvest stage within which lots of handling
and activities occur such as sorting, packing, storage and transport until the wholesale
market.

Packing cages: About 80% of the farmers use cages made from palm wood for local
marketing, 20% use plastic cages. Cages made from palm wood are one of the most
important factors that cause mechanical damage to the crop, and consequently high
percentage of damage after harvest. The cages used for packaging are not uniform in size,
resulting in severe damage to the crop when stacked on top of each other during
transportation and marketing. Plastic cage is of higher price compared to cage made from
palm wood, which makes wholesalers mostly prefer the latter, although the first is used
more often.

The method of packing in cages is mostly improperly, depending on the so-called
"extrusions” where the fruits of lower specifications; damaged, infected, and marinated, are
stacked at the lower layers while the healthy fruits with higher specifications and unified
size are placed on the top layer of the cage.

Storage: At the farm level, tomatoes are exposed to sunlight for a long period of time,
especially in the absence of an umbrella or cooling facilities or during transportation.

Transportation: The loading and transport operations are not properly performed as a
result of overloading transport vehicles, the roads are unpaved or the means of
transportation themselves may not be appropriate.

Marketing Stage:

Traders and intermediaries of different types represent a very important part of the value
chain as they control the entire process and impose their conditions on the producers. In
addition they arbitrarily determine the purchase price of the produce, without having
enough information about market conditions. They do not provide real services in terms of
sorting and storage. This contributes to increasing the volume of production losses

Processing stage:

Processing is an important stage in adding value to the tomato value chain. In spite of the
large volume of production, only small proportion;4 percent of total production is directed
to processing. The number of processing units is also low, the capacity of most of these
units is low, and idle capacity is estimated at 22%.

The processors range from a few large factories to some 20 factories employing fairly
advanced technologies and a large number of small factories and home processing units
using traditional production methods. Processors obtain their tomato needs as raw material
from wholesalers when prices drop or through contracting with large-sized farmers. One of
the most important problems faced by processors is the irregular supply of raw materials,
and then the most supplied items are not suitable for processing, which negatively affects
the efficiency of processing. Because of such problem, factories work for only 50 days a
year compared to potential of 90 days. Most tomato processors are unable to invest in R &
D, leading to a low level of innovation within the sector and hence limited new products.

As with the industry in general, tomato processing is dominated by Mini, Small, and
Medium, Enterprises (MSMESs). In addition to size limitation, these enterprises are
unregulated and, therefore, cannot benefit either from economies of scale or from value
adding activities such as export marketing. Most factories affiliated to these enterprises are
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not able to have quality certificates such as good manufacturing practices (GMP) and
HCCP. Other problem relates to weak domestic market, underdeveloped distribution
channels with little number of major retail chains. Also there is a problem of administrative
and bureaucratic burdens (especially the lack of transparency in customs regulations in
imported materials) and the length of customs clearance due to the bureaucratic
requirements imposed on firms, which have made the business / industry sectors dependent
on non-competitive imported inputs.

EXxport stage:
The most important problems faced by the current tomato value chain in export stage is the

following:

- Market concentration: Tomato exports are concentrated in few countries with only two
countries account for 70% of fresh tomato exports;

- Exporters concentration: Few top exporters are dominating the export process creating
limited export base. In many case, even large producers are not able to export
themselves unless they are linked to an exporter;

- Non-compliance with international standards and quality SPS, especially the 