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Abstract

Despite great potentials for production and expbftesh fruits and vegetables, Albania is
experiencing &ery negative foreign trade balanfa fruits and vegetables with a skewed
export to import ratio of 1/19. Analysis revealsattthe lack of competitiveness can be found in
the industry’s value chain. Therefore, the apprdprapproach to understand the problems is to
use thevalue chain approachractors affecting the fruits and vegetables cditipeness are
evaluated using a.tkert” rating scale. This study focuses on the commefaiaiers for two
types of produce: fresh produce and processed peadtended for export. Evaluation exercise
was complemented ranking competitiveness drivers.

The analysis of this study leads to the followgaclusiongi) the basic competitive challenge
is low capacity and low performance of the chaitoes; (ii) value chain governance (role of a
“chain governor”) is simply missing, (iii) governmerole to support the is inadequate.
Following this analysis, the authaecommendhat the government should: (i) continue with
farm supply support program, (ii) partner with mesises to improve technology, food safety,
management and marketing at farm and processied) iy support improvement of the value
chain governance, (iv) support well establishechtsyerho can enhanced the entire chain’s
competitiveness through chain governance improvénaad (v) improve infrastructure and
strengthen supporting institutions.
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COMPETITIVENESS OF ALBANIAN AGRICULTURE: VALUE CHAIN ANALYSIS
FOR FRUITS AND VEGETABLES SUB-SECTOR IN FIER REGION

Problem Statement

Background

After five decades of centrally planned socialstr@omy, Albania is transitioning to a market-
oriented economy. During this transitional peri@gjimning in the early nineties, agriculture and
agribusiness systems have been facing major clgaiéesuch as poor business management
skills, inadequate decision-making by farmers amsiriesses, poor infrastructure and support
services and insufficient legal framework. As asmuence of the privatization process, over
400,000 small farms have been created. Howevem#rketing and distribution sectors and
government support services to these farms atadjusting to the new environment resulting in
sub-optimal agricultural sector economic perfornesnc

Agriculture is a major sector of the Albanian ecmryp contributing to 19% of the GDP in 2006.
More than half of the Albanian population is stithployed in the agricultural sector. However,
there is a huge deficit in agricultural trade. 002, there was US$ 80 million worth of exports
and US$ 700 million worth of importsreating a skewed export to import ratio of 1/9.

The fruit and vegetable sub-sector in Albania ®ang fast. For the period of 2000 to 2007,

fruit production almost doubled; vegetable produtincreased by around 10% per year and
greenhouse vegetable production increased by 14#@&omain reasons for the sub-sector growth
include available arable land, relatively high jadfility and increasing demand for fruits and
vegetables.

This study’s focus is the Fier region as it is éinea ranked first in the country for vegetable
production and second for fruit production. Fiexgerts” large quantities of fruits and
vegetables to the rest of the country and incrgisio neighboring countries.

Problem

The fruits and vegetables sub-sector, despitexgere and import substitution potentials, project
a less than promising outlook. Although the immdriruits and vegetables have decreased over
time (vegetable imports fell from 28,000 MT in 20@417,000 MT in 2007, and fruit imports

fell from 103,000 MT in 2004 to 95,000 MT in 209 Bhowing Albania’s success in substituting
imports. Howeverthe fruits and vegetables subsector is still not@spetitive The export of
fruits and vegetables has been negligible. In 268 export to import ratio for fruits is 1/21 and
for vegetables is 1/13 (one dollar export per UBad®import). The combined fruits and
vegetables export to import ratio is 1/19 whicimisch lower than all the agricultural
commodities’ combined ratio of 1/9. This impliekigher import to export ratio of fruits and
vegetables than most of the other agricultural codiitres. However, as revealed by import
datd, Albania’s opportunities of exporting fruits anegetables are good for both European and
neighboring countries’ markets.

The higher trade deficit and the competitivenesbl@m for fruits and vegetables sub-sector
strongly suggest that problems exist along theevahain. In economies emerging from planned
to market oriented systems, it takes time for tttera in the value chain system (private and
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public) to be fully established. Their linkages aniéally expected to be weak and uncertain and
market information is expected to be limited.

Objectives

The overall objective of this study is to evalutite competitiveness of one of the fastest
growing agricultural sector, fruits and vegetabieghe largest growing region (Fier) and make
recommendations to improve its economic performangpecifically, the sub-objectives are:

(1) Identify and evaluate the competitiveness driverstie fruits and vegetables subsector using
the value chain approach framework

(2) Rank factors affecting competitiveness for fruitlaregetable subsector.

Methodology

The conceptual framework of the study, data sousoescollection methods are described in the
following section. The definition for competitivess in this study, the value chain approach
framework and competitiveness evaluation procedtgelso discussed in this section.

Conceptual framework

Competitiveness definition

In the Global Competitiveness Report 2008-20B8rter and Schwab 2008), competitiveness is
defined as thesét of institutions, policies, and factors thatedetine the level of productivity of a country
According toWikipediag “Competitiveness a comparative concept of the ability and perfamoe of a firm,
sub-sector or country to sell and supply goodsara#rvices in a given markeét.

Though productivity is generally considered asrttust important determinant of
competitiveness, it is not to be taken for grarked if one country produces at a lower cost than
another country, that country can sell in the ottemtry’s market. Other determinants, such as
guality, safety standards and non-tariff tradeibesrcan prevent trade to occur. Therefore, for
emerging transitional economies, it seems tteg 4bility to sell in a given marKeis a more
appropriate measure of competitiveness than thduptivity measure. Additionally withd‘given
market we imply a foreign market in this study. Therefpcompetitiveness in this paper means
the“ability to sell in a foreign market”

Value chain approach framework

The competitiveness problem for the fruits and v&ge sub-sector stated above will be
evaluated using the value chain framework. Theevzahain approach analyzes relationships
between economic variables in a value chain tregt @lrole in the competitiveness of an
industry. A brief description of the value chairpapach framework follows.

Description of value chain approach framework

Value chains can be defined as “the full rangecti/aiies that are required to bring a product
from its conception to its end use. These incluekagh, production, marketing, distribution, and
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support to get the product to the final {&eFhe focus of the framework is on the value chain
linkages.

A systemic view of value chain approach integréitese important levels within a value chain
network and allows for the discovery of the potalistand bottlenecks within these levels and the
dynamic interactions among them. The three intargdévels in the value chain framework are
shown in Figure 1 below.

Figure 1: Value chain framework The three interacting levels
Global Enabling Environment Global retailers are:
National Enabling Environment (1) Value Chain enab”ng
National retailers environment (pink color in
figure).Any value chain is
influenced by the people,
Exporters Wholesalers . . . . .
| | organizations and institutions
o [ - that are responsible for
Financial business i Processors <y developing and managing the
services . .
| ' ! macroeconomic policy and
— profllcers regulatory framework.
business services | |

Input suppliers

A favorable and enabling
T business environment provides
economic and political
Source: Roduner. D.. 2007 stability, ensures low costs for
business transactions, and
allows for efficient business operations, whichdléa greater innovation and creativity.
International trade and macroeconomic policies egowment support, food safety regulation and
inspection, infrastructure, R&D, public policiesthiocal environment represent enabling
environment.

Local Enabling Environment

(2) Value chain supporters (green color in figur€hese are the supporting services provided by
organizations and institutions to the value chatoms. These organizations include the financial
and non-financial businesses that support enhampeodyction capacities of producers and

small agribusinesses. They ensure equitable atz@s®rmation, knowledge and know-how,

and linking numerous, small producers with markets

(3) Value chain actors (blue color in figur@hese are the individuals or entities that diyect
deal or add value to the products, i.e. producéamners, processors, wholesalers, traders and
sellers. How well they respond to market signal$ iateract with each other could affect an
industry’s competitiveness.

Fruit and vegetable value chain study delimitations

The fruits and vegetables value chain study deditioibs include specifying the product,
components and geographical dimensions for mom@gaevaluation of the subsector
competitiveness.

Product dimension
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This study focuses on the fruits and vegetableesibs The questions of why study fruits and
vegetables together and which fruit and vegetablé@sclude are important questions related to
the product dimension of this study.

Focusing on which groups of commaodities to studgninalytical choice. Fruits and vegetables
were combined in this study, as there are suffi@enilarities in the way their supply chains are
organized and perform. In the present paper, fantsvegetables were studied together for two
main reasons. First, horticultural crops (fruitsl aegetables) have many production similarities
at the farm level such as input use, disease astdcpatrol methods and post-harvest techniques.
Second, a number of the value chain actors andsttrctures are similar for both fruits and
vegetables such as: (i) post-harvest infrastruanceequipment (cold storage and the collection
points), (ii)) main wholesale markets that are ofget®y the same agents and their firms
(management, infrastructure, equipment) and,tfig) processing industry that handles both
fruits and vegetables. The reason why firms ingileeessing industry handle several different
fruits and vegetables is to maximize their plarttthuwough capacity year round. They need to
have the operational flexibility to capitalize dretseasonal growing cycles of different
horticultural crops for profit maximization.

Chain Components dimension

Most input industries have a transversal dimensiothe sense that their products are inputs for
many different agrifood systems. For example, traesfertilizer trading company can supply
fertilizer to different crops, in different agrifdachains. The same can be said for most of the
input industry: pesticides, machinery, etc. Pertmgasiuse of this inherent characterization, the
initial component of many chain analyses is atféne level. This will be the case of our study
as well.

Having determined the initial analysis stage ofchain, the delimitation of the product
components was determined by examining the tygeazfuct flow to end users (see the section
below on chain mapping). In our study, there were inajor product flows, namely fresh and
processed fruits and vegetables. Additionally, shigly focuses at the export market for fresh
and processed fruits and vegetables.

Geographical dimension
Value chain analysis delimitation in Fier regioragsfollows:

Value chain enabling environment

Enabling environment can be delineated at the glolaéional and local levels. For this study the
focus was on national and local environment bugtbbal environment was not included as
Albania is a small country.

Value chain actors
The study focuses on farmers, processors, wholssatel exporters of the Fier region.

The Fier region’druits and vegetables producers (farmeraj be easily “isolated” for
assessment because they are located in the Fienrégiditionally, farmers could be divided
into two large groups to be assessed: commercialeid and subsistence farmers. In the present
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study commercial farmers will be examined with gineduce flowing to expotteither as fresh
or processed products.

The majorfruits and vegetables processa@n® located close to the center of the Fier redRaw
materials from the Fier region farms to the procwgsdustry can be shipped at reasonable
costs. Therefore, processors at a reasonable cisfieom the Fier region will be assessed.

Fruits and vegetables wholesalgmoup is small in the Fier regiowholesalers also perform
the export function. Therefore, the whole “commyhdf wholesaler/exporter will be taken into
consideration.

Value chain supporters

The value chain supporters identified for this gtace the public and private extension service,
banking services, business and legal servicegnv#tion services, transport services, and
marketing services beyond the farm. Some of thp@u@rs are at the local level, but others are
at the national level. All supporters indicateceating the Fier fruits and vegetables sub-sector
value chain were assessed.

Actor chain mapping and product flow

Fruits and vegetables farms in the Fier regionattel divided into two major types: subsistence
and commercial farms.

Figure 2: Fruits and vegetables chain mapping by tgpes

Commercial sector Subsistence farms produce
Fresh fruits and vegetables  Processed fruits and vegetables Subsistence sector mainly for fam”y needs and
Global retailers Global retailers Se” d”"ectly tO consu merS1 |f
? Consumers } ? i Consumers } £ Consumers J there Is marketable Surplus
; o — Part of the produce is home
i Retailers J i Retailers ‘ Retailers J processed and sold directly
Expclnters <- Wholesalers ‘ Expclnters 4‘_ Wholesalers ‘ ? to Consumers (as Shown On
— — | N — 1 | the right panel in Figure 2).
Procestors Home processing CommerCIaI farms prOduce

mainly for the market.

Producers Producers Producers For CommerCIal farms, they
produce two types of
Input suppliers Input suppliers Input suppliers prOduce freSh and processed
fruits and vegetables for the
=P Important product flow — Less important product flow - - Rather missing product flow export market (See |eft and
central panel of Figure 2).

Distinguishing the above-mentioned types of prodficevs) is particularly important for two
reasons. First, the farming technology, marketimgj physical product flows are clearly different
and two, the current export and its potentialsadge different for fresh and processed products.
Export of fresh fruits and vegetables for 2007 anted to US$ 4.2 million and export of
processed fruits and vegetables was US$ 163 thdusEme bulk of both fresh and processed
export is sold to the neighboring countries.

The main fresh vegetables and fruits consideredignstudy are watermelon, melon, tomato,
cucumber, intensively grown apples, and table grapkee main processed vegetables are



paprika and cucumber. Tomato is a product with Ipigitessing potentials, but is not being
processed currently. As shown in Figure 2 (thespan the left), fresh produce flow from
farmers to wholesalers or exporters and then torexparket or global retailers. It is found that
there are no buyers solely for the export markendgally, the wholesalers are also buyers for
exports. Lushnja wholesale market (in the Fieraepserves as a hub for export. Produce
intended for processing (central panel of Figurgeét)erally flows from farmers to processors
and then directly to exports. Processors as aangl®oth wholesalers and exporters.

Competitiveness drivers evaluation procedure

Drivers (factors affecting competitiveness) weraleated for each value chain levels: value
chain actors, enabling environment, and value cbapporters. Each driver might consist of
several sub-drivers. For example, for the drivestgharvest technology at the farmer’s level, it
consists of post-harvest knowledge, marketing dfmers, and cooling storage availability. For
each sub-driver, a rating and a weight were asdignd then a composite evaluation is
computed for eactiriver.

An example of the post-harvest technology drivengighe following evaluation procedure is
shown in Table 1:

Table 1: Competitiveness drivers’ evaluation prage@for post-harvest technology)

Controllability* Influence on competitiveness| Drivers composite
Driversand sub-factors ) ) - evaluation
CF CG Rating ** Weight (Wi) P*Wi
Post harvest technology
Postharvest knowledge -2 0.29 -0.58
Marketing operations at farm leve -1 0.38 -0.38
Coldstorage at the farm level -2 0.33 -0.66
Total (Sum of the column) 1 -1.62
* CF-controlled by firm; CG-Controlled by governntett very favorable=2, favorable=1, neutral=0, yer
unfavorable=-2, unfavorable=-1. Source: Silva & Batalha,2000

How thetable aboveis calculated and interpreted. Given the possibility of controllability of the ders by
different actors a checkX]) is placed in the appropriate cell if either thhenfor government has control of the
drivers. This information is important to highligivho is able to take responsibilities to remedy aegative
competitiveness impacts. A rating to each sub-dusgeng a Likert” five scale measure (+2 for very favorable to a
-2 for very unfavorable)is then assigned. Based)xgert's assessment, each sub-diver was assignatpartance
weight (Wi) such that the sum of Wi for each driigequal to 1. Then, multiplying rating and weigdhtives the
composite rating for each sub-driver. If the sutaltof each driver is positive, it means that theet has a

positive impact on competitiveness, and vice versa. higher the value of the driver, the higherittiience on
competitiveness. Multiple data sources will be ugecbnduct the competitiveness evaluation exefoisselected
drivers as described in the sectData Source and Collection Methods

Competiveness drivers ranking procedure

Expert choice software is used to rank factorscéifig competitiveness. Competitiveness factors
have been compared pair wise in terms of their ahfmacompetitiveness, using a “five scale
measure”: equal impact it to competiveness, modiratronger impact, stronger impact, very
stronger impact and extremely stronger impact. Repgrocedure goes through three steps: in a
first step, levels (enabling environment, supparservices and chain actors) are ranked; in a
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second step, chain actors (farmers, processorgjistnibutors) are ranked, and in a third step
factors within each level and each actor are rankkd software computes an overall ranking
automatically.

Data Sources and Collection Methods

Data and information sources for the competitive exaluated were collected from: on-site
observations, primary surveys, workshop and infdéegerviews, secondary data collected from
the Ministry of Agriculture statistical yearbooksdiliterature reviews.

For this study, data from 2 surveys were used. Wasefrom a 2006 survey and the other was
from a 2008 survey. The survey conducted in 20G&érFier regiohhas a sample size of 60
respondents in total of all the actors in the valain (farmers, processors and traders). Farmers
were asked about resources and input availabititytheir prices, production and post harvest
technology, management, market structure, markatioas etc. For wholesalers, they were
asked in terms of access to and importance of nmaskandards and compliance, HACCP, ISO,
marketing assistance, package materials, credfteymation (demand, price) and training. For
processors, they were asked how much they buy Allxanian sources vs. imports. For traders,
they were asked the quantity sold to Albanian bsiged exporters and indicate their main
problems with access to customers, credit, anthtwlard compliance information, and other
problems related to competitiveness. Some respamslks questionnaires were quantitative and
others qualitative. A focus group was also orgathineushnja (Fier region) with the main
actors in the vegetables value chain. Actors wekedto indicate the major problems in the
chain and their ideas on possible solutions. Atechnumber of in-depth interviews were
conducted with key informants (experts from the istiy of Agriculture, farmers association
representatives, etc.) in 2006 to validate theaesps from the 2006 surveys and observations.
In 2008, another survey was conducted. Twenty fadace in-depth interviews were carried
out. Main chain actors interviewed were fruits aedetables farmers, processors, traders,
experts and policy makers from the Ministry of Agiiure in the Fier region. In addition, sub-
sector experts were interviewed on farmer’s proklgmocessing problems, market and trade
problems and related policies. A survey with 5 etgpevas conducted and used to rank
competitiveness factors. Expert selection has Baeh as to bring technological, economic and
management, policy, academic and chain system geiges.

Results and discussion

Evaluation of competitiveness drivers

Based on the competitiveness evaluation procedseritbed earlier with the data and
information collected, evaluation for the major quetitiveness drivers - enabling environment,
support services, and chain actors was carriedmmaitesults presented below:

Evaluation of enabling environment

Competitiveness ratings for the enabling environingeivers are mixed, with chain governance,
R&D policies, food safety regulation and inspectamnegative influencers and government
support policies, international trade policies, amatroeconomic policies as positive influencers
(see Figure 3).



Figure 3: evaluation of enabling environment , .
International trade policy

is evaluated as rather

Enabling environment at local level — favorable overall (+0.61).
Chain governance policies Albania has Free Trade
R&D Agreements (FTA) with

European Union, Turkey
and a multi-lateral trade
agreement of the CEFTA

Infrastructure

Inspection system

Food safety regul & impl | type with Bosnia and
Government support policies Herzegovina, Croatia,
Macroeconomic policies Macedonia, MO|dOV8.,
International trade policies Montenegrc” Kosovo and
: ' ' ' ' ' ' Serbia. In the framework
-2 -1.5 -1 -0.5 0 05 1 of FTAs with European

Union allad valorem
custom duties for fruits and vegetables have besrmoved with specific tariffs remaining
unchanged while in terms of FTA with neighboringiotsies Albania has been granted tariff
guotas by all CEFTA agreement countries. All feagiig equivalent effect similar to custom
duties have also been removed with EU, CEFTA mesiloeuntries and Turkey. However,
food safety and food quality requirements imposgdhiporting countries still exist.

Macroeconomic policieare evaluated rather favorable (+0.31). The peditiad positive effects
of increasing domestic demand for fruit and vedewmduced from increased income along
with changing consumer dietophsumption of fruits and vegetables has more doaled between
1988 and 2002; 679 gr/capita/day was consumed(@ 26rsus 290 gr/capita/day in 1§88However,

the effect is somewhat offset by an over evaludtadestic currency and high interest rates.

Recently, the Government of Albania has decidadd&e the fruit sector and greenhouse
vegetable production a priority for growth. A grgmbgram has been designed to support
increasing area of new fruit plantations. Therefgoyernment support policiese also
considered rather favorable (+0.48).

Food safety regulationand their implementation are evaluated as unféler@l.26). Albania
has a new law on safety and quality of food prosluahich requires setting up a traceability
system with maximum residue levels (MRL), and aotopof HACCP by the food processing
companies. That having said, the laws are notnyiereed and few food-producing companies
are implementing them. In additionspectionsystem has limited resources to enforce the
standards.

Infrastructure isevaluated as unfavorable (-1.2). Irrigation watesrtages represent a major
factor negatively affecting farming in the Fier i@y Frequent power shortages “disturb” normal
operations. Roads are not very good especiallyrat areas, although they are improving.

Research and developmésnevaluated as very unfavorable (-2). Public adtical and food
research system is in the process of being restedtt The research function has been formally
(legally) transferred to Agricultural University @frana (AUT) from the Ministry of

Agriculture, but the process is slow. Thereforeréhis no any institutional research being
carried out at the public agricultural universitsgghe moment. Private research of fruit and
vegetable processing industry is missing as well.
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Government policies on chain governamee evaluated as unfavorable (-129spite the lack
of chain awareness, influence of the governmentake private local actors come together and
make the value chain operational is completely imgss

Enabling environment at the local level is evaldadse rather favorable (+0.72). The local
government is active in supporting agribusiness wihumber of locally based NGOs
supporting the local government’s efforts. Chanddg€ommerce is however less active.

Evaluation of supporters

Supporters’ services are evaluated as rather urdbaleoverall. Off-farm marketing services and
information provided being the less competitive-guilvers as shown in Figure 4.

Figure 4: Evaluation of supporters’ services Public and private extension
1 service and consultan@re
Emdedded services evaluated as rather
Marketing services beyond farm unfavorable (rated -0.96 and
Transportiservices -0.44 respectively). Though
Information services public extension service has

a rather good design layout,
services provided to farmers
are inadequate.

Business and legal'SErvVices
Banking services

Private ext serv & consultancy

The public extension system
: : : . consists of three levels:

2 15 1 05 0 05 1 central, regional and field
levels. Central level deals
with policy design and
supervision; regional level deals with service\sly, namely technical and economic advice;
and field level deals mainly with information dissi@ation. Four subject matter specialists are
employed at the regional level. Their job respoifisds include coordinating advice delivery of
fruits, vegetables and animal production technolegyhich are the stated priorities of the
Ministry of Agriculture. They also give economicvéck. Hence technology adoption and farm
management advice are supposed to be providednerfs.

Public extension service
:

In fact, delivery of technological advice is ratfi@vorable, but assistance in terms of farm
management and standard compliance assistancelaicd Aave been missing. According to a
2006 survey, more than 70% of farmers considersacie(quality) standard compliance
assistance as very important, however, 51% reptotedve had very bad experience and bad
access to standard compliance assistance. Theasatysis could be said of private extension
and consultancy.

Banking servicés evaluated as rather unfavorable as well (-0.BAyugh there is a good

network of banks in the Fier region and borrowens easily access the Tirana banking services.
However, access to credit is rather difficult esgiécfor small farms for two main reasons: (1)
farm business is not preferred by banks due togpexd higher risks and non-credible collateral
and (2) high interest rates. The processing ingukies not have a big problem with collateral,
but high interest rate remain a major discouradgmatpr. Private or public business and legal
services remain underdeveloped.
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Business and legal servicare evaluated as unfavorable (-0.41). While theeesufficient
business and financial services available, legaises intended for farmers, processors and
exporters are deficient. Product certification ssgs for of fresh produce quality are only
emerging.

Information on agricultural markets and standar@gjuirements are deficient. They are
evaluated as rather very unfavorable (-1.7). Pub$ititutions, including the Ministry of

Agriculture have failed to provide sufficient arelavant market information. There are some
private efforts to provide price, market and prddstandards requirement information. The
Albanian Agribusiness CounCiin its Newspaper publishes fruits and vegetablieep. “Green
Market” web site publishes fruits and vegetablesgs; possible business partners, EU standards
requirements for fruits and vegetables, etc. In@se, information on market and standards is
insufficient for quality business decision-making.

Transport serviceare evaluated as rather unfavorable (-0.56). Faraea rule have to lease
vehicles to take their produce to market. The vekiased — though available — are expensive
and do not provide proper conditions to presereedimality of the produce.

Marketing services (and infrastructuraje evaluated as unfavorable (-1.04). From thesfocu
group interviews and farmer’s surveys they cleatated, services at “collection points” are
important services. Collection points are placesne@lproduce is value-added: washing, sorting,
grading, packing, labeling, etc. These vital cdltat points are currently missing. Additionally
cold storage is practically non-existent. Thereehlagen important investments made at
wholesale market level in recent years. In Fierarghere is a good fruits and vegetables
wholesale market. According to the survey data2%0of farmers report they have good to very
good access to wholesale market.

Embedded services services bundled are becoming more frequeRignregion. Input
suppliers and processors provide technical adai¢artners. This kind of services is evaluated
as rather favorable (+0.5) to farmers.

Evaluation of value chain actors

Farmers

The Fier region ranks first in vegetable produciimAlbania. In 2007, more than 30,000 farms
produced 175,000 MT of vegetableShe Fier region also ranks first in greenhousgetable
production mainly in plastic greenhouses. It & thost suitable area for greenhouse production
of vegetables and for field production of vegetaldad watermelon. From available

informatior? it is clear that Albania export supply is exped@driginate mainly in the Fier
region. The region produces large quantities afdrespecially apples, peaches, and citrus.
Financial analysis shows that intensive fruit pretehn, particularly intensive apple production
has a high profit rate.

Evaluation of farmers producing for fresh produce

Evaluation of fresh produce farming is overall wafiable, with only natural resources and farm
structure (size) evaluated as very favorable antesdhat favorable respectively.
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Figure 5: Evaluation of farmers of fresh fruits aretjetables Fier region has

very richnatural

Farm suppl
e resourcessuch as
Management fertile soil and
Post harvest techn&marketing abundant water

resources, and
suitable climate
) for growing a
Farm structure variety of fruits
Natural resources ; and Vegetables-
' ' ' ' ' ' ' ' ! This driver is

-2 -15 -1 -0.5 0 0.5 1 1.5 2 evaluated as very
favorable (+2)

Inputs availability and prices

Production technalogy

Farm size (structuregharacteristic for this subsector is rather fableg+0.38). Average farm
size in the Fier region of 1.6 11ds rather small but is among one of the highegtlania. That
having said, two major factors make the effectaofrf size of fresh fruits and vegetables farming
rather favorable. They are: (i) the adoption ofegiteouse technology (farmers in the Fier region
are the first to adopt plastic greenhouse for \agetproduction) and (ii) there are opportunities
for increasing the farm size through leasing marei|

Input availability and priceare evaluated as neutral (+0.08). Commercial ingutsland are
available. Land is available at relatively low gri¢iowever, agricultural machinery, labor and
water though available but are relatively high césierefore, overall rating is almost neutral.

Production technologgs a composite indicator is not evaluated favgréfl.30). Experts’
opinion in the interviews support that greenhoestnology and introducing new fruit tree
cultivars are suitable but the knowledge on cutioratechniques and farmer management skills
are inadequate.

Post-harvest technology and marketarg rated as very unfavorable (-1.62). Farmersotio n
have sufficient knowledge and on-farm infrastruettor quality post-harvest management. Most
farmers do not have any storage facilities and hawend produce directly from the field to the
market without any post-harvest handling operatitmaddition, they do not have equipment for
cleaning, washing, calibration, grading and coobhgroduce.

Managemenis rated as unfavorable (:IJlanagement tools and skills for cost and quality
control, certification, traceability, strategic ptang, production planning are missing. Farmers
are focused on production and often overlook tlememic aspects.

Evaluation of farmers producing for processing

The evaluation of the farm competitive drivers ffooducing for processors reveals a very
unfavorable situation.
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Figure 6: evaluation of farmers producing for psxirg Natural resources

are rated as very

F |
R favorable (+2)
Management | similar to farmers
Post harvest techn & marketing growing for fresh
- ] produce.
Inputs availability and prices
Productiontechnology (Fat'rm tSIZe)_
structure)Is
Farm structure evaluated as

Natural resources ~ EEG—— unfavorable (- 1),

unlike for farmers
producing for fresh
produce. To

produce vegetables and fruits for processing requarger farm size to benefit from economies
of scale. This is not the case currently for ther Fégion. Increasing farm size through leasing
more land seems to be a feasible solution singe #re large quantities of land available at
relatively low price. However, farming on leaseddas not risk free in a country that does not
have any precedent in enforcing legal contracts.
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The evaluation oinput availability and pricess rated as rather unfavorable (-0.61). This is
similar to the one for fresh produce. Problemstariserms of availability and high price for
agricultural machinery, irrigation water and labor.

Production technologis rated unfavorable (-0.63). Production of veplets and fruits intended
for processing requires suitable cultivars andteel&nowledge and skills. In fact, only in
isolated cases, farmers meet the standards redurdéee processing industry.

Post-harvest technology and managetae rated unfavorable similar to the situationhef
farmer (-1). Finallyfarm supplyis rated as very unfavorable (-1.6) due to twommaasons:
supply unsuitability in terms of meeting processimdustry requirements and small volume.

Processors

The vegetable and fruit processing industry in Alaahas 27 processing plants and most (18)
are within a reasonable distance from the Fieroregmnaximum distance of 150 km) with six of
them based in the regitn Two-thirds of the plants produce canned vegesatniainly

cucumbers, paprika and tomatoes. Domestic supptgmfied vegetables oscillates. It increased
dramatically (almost 20 times) between 2000 ancb200t decreased drastically in 2006 and
2007. The quantity of canned vegetables in 2007amis40% of the 2005 level. The same
pattern is observed with processed fruits. Thetdlation of the processing industry output
reflects the unreliable farm supply.

Evaluation of the processors’ competitive drivers

Competitiveness of the evaluation of the fruits aagdetables processors is very unfavorable, as
shown in the Figure 7.
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Figure 7: Evaluation of processors Input availability and prices rated as

] unfavorable (-0.93). Raw materials
from farm (farm produce) are

Management unreliable, of inconsistent quality and

1 high price mainly due to using outdated
farming production technologyThere

pr TR is a large consensus that the lack of a critical
1 mass supply from the farms represent a
major obstacle for the development of agri-
processinlf” industry in Albania. Labor

is available, but the labor wage is rather
high. Other related inputs such as
containers and transportation are available burt tosts are rather high. Some of these inputs
are imported contributing to the high costs.

Output quality and marketing

Company structure

Inputs availability and prices
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Production technologis evaluated as rather unfavorable (-0.71). Tph@ies to the entire
processing industry.

Company structures evaluated as rather unfavorable (-0.55). 8izbe firms is generally
small. They cannot capitalize on economies of sgateduct differentiation and innovation.

Managemenis rated as unfavorable (-1). Similarly to theviars, key managerial tool, such as
strategic and production planning, cost controglidy control, certification, and traceability
system are missing. Also, not a single processimgpany has adopted HACCP of ISO standard.

Output qualityandmarketirg are evaluated as very unfavorable (-1.65). Owjpatity is low,
branding and promotion are limited.

Distributors and exporters

As a rule, main processors are also distributodsextporters. There are however wholesalers
dealing with fresh produce. The last are perforso @&xport function, mainly to neighboring
countries. The overall evaluation of wholesalerd exporters is unfavorable.

Figure 8: Evaluation of wholesalers/exporters

} Inputs availability and pricefrom

Output quality and marketing processors are evaluated as rather
unfavorable (-0.47), mainly because of
1 high pricesWholesalers’ technologg
Management clearly very unfavorable (-1.74).
Technologies used by the wholesalers

Market structure

Technology . . .
| are sub-optimal especially in
Inputs availabilitj/and prices transporting, cooling, packaging and
' ' product presentation. Knowledge on
20 15 1.0 05 0.0 availability of new technologies is
limited.

Managemenis rated unfavorable (-1) similar to those mergabearlier. Decision-making
criteria tend to be more toward short term proféimization rather than long term
sustainability of business.
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Market's structure (size of firm and number of faj@mffects competitiveness unfavorably (-1).
Wholesale firms are generally small with limitedriet power and no capital for technological
innovation.

Output quality and marketinig clearly unfavorable (-1.36). The quality of put is poor due to
the lack of proper storage and cooling facilitiEsere are limited branding and promotion of the
products.

Chain actors’ coordination

The sub-sector chain coordination is evaluatedeag unfavorable both in terms of vertical and
horizontal coordination.

Chain governance

There is no any chain governance in terms of piEsehany key actors in the chain who take
responsibility for the inter-firm division of lab@nd for upgrading capacities of particular actorhere is
no value chain leadership. Information flow alohg value chain to facilitate production and
marketing efficiency is deficient. Only in isolatedses, traders or processors convey market
information when they are purchasing the producisffarmers.

The profit margins are not distributed evenly begwéarmers, processors and wholesalers.
Farmers receive half of the price paid by consurferfesh fruits and vegetables. The
remaining half of the margin is being shared bywhelesalers and retailers. In the case of the
processing industry, farmer receives a smallen@ouf the price paid by consum@nalysis

shows that farmer receives only 1/5 of the pride pg consumér’. This implies that farmers receive
less selling to processors than to wholesalersesing the processing industry has more market
power.

Collective action at chain actor level

Cooperation among farmers is missing largely dusctocity of social capital. The difficulties of
engaging in cooperative initiatives are a majorst@int to improving farming technology,
marketing, and profit margins. Collective actiorcopperation among processors is also limited.

Ranking competitiveness drivers for processing value chain

Based on the competitiveness evaluation exercidesarvey results, it shows that the Fier region
has rich arable land and climate for growing frait&l vegetables. However, a number of
problems hamper the sub-sector development.

Based on expert assessment, the major factorgiaffemmpetitiveness of processed fruits and
vegetables subsector are presented below, by dee of importance:
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Figure 9: Ranking of main factors affecting compertiess of processing value chain
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A brief description of twenty most important factoaffecting competitiveness in fruits and
vegetables processing sub-sector follows.

Input availability and prices for processoiBhe biggest problem for fruits and vegetable
processing industry, and the factor affecting tlwsihcompetitiveness of value chain is
insufficientsupply of raw materials (produce from farnfig) the processing industry.

Inadequate irrigation water infrastructur@sulting in water shortages represents a majeoifac
increasing production costs at farm level. Forraege-scale public irrigation system
infrastructure is in poor condition; therefore fams are resolve to digging wells to obtain water.
This kind of “activity” increases farm produce costsimply discourages farmers to produce
more vegetables.

Supply from farm is small in size, of inconsissandard and of high pricgefer to Input
availability and prices for processarBprm sizerepresents a major problem for horticultural
production in the Fier region. Farms producinggaycessing have to produce large quantities at
low cost. This requires large land areas using modgricultural machinery. Farming based on
land leasing contract — though to be considersdet risk free for a country that does not have
any sound contract enforcement system.

Government support programs for the subseaterconsidered important in terms of
competitiveness because the way they have beegneelssupport supply from farm.
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Embedded servicdadvice from input dealers and processors) arsidered particularly
important mainly due to inadequate services offénegublic extension service.

Food safety and inspection play an important roléerms of sub-sector competitiveness.
Albania has approved a large number of food safsgylations, but insufficierfbod safety
regulation implementationonstitutes a major barrier to export given thi®IMHACCP, and
traceability are formal requirements to export td &d pending EU membership countries.
Food safety inspectios insufficient as to harm competition. One of thain problems
hindering the development of horticultural procegsndustry is the lack of a even “playing
field” in terms of equal and fair business develeptconditions for all businesses, mainly due
to informal arrangements and lack of legal comm@arDifferent standards in terms of hygienic
conditions are an example. On the other hand,aimedl (registered) sector of the processing
industry is disadvantaged in the market place byhtbmemade processed products “sector”.

Access to crediwvhich is needed to improve technology and to iaseesupply from farm is
difficult due to unreliable collateral but espelyialue to high credit interest rate.

Farm production technology inadequate for farmers producing fruit and vebles for
processing. This results in high produce cost.

Lack of vertical cooperation among actors resulaminconsistent and unreliable supply from
farm in terms of cultivars used, quality and tifhbere is no collective action vertically among
actors. There are reported anecdotal cases wharegsors or traders have tried to coordinate
chain levels through “ordering” products to be ex@o or processed, but those remain isolated
cases.

Farm input availability and prices considered important in terms of competitivenes
Purchased inputs (fertilizers, pesticides, fua,)eire available but their price is high.
Avalilability of irrigation water and its price (farers need to dig wells) is a major problem which
increase production cost.

Marketing assistanc@nfrastructure and standards) at collection moisthon-existent. There is
consensus among fruits and vegetables farmersvtiatthey need most in terms of marketing
are well equipped and functioning collections psjinthich are simply missing. Collection
points can be a conduit for collective farm actjomsich seems rather unlikely for the time
being.

Trade policieplay an important role when it comes to exportmfcessed fruits and vegetable.
Policies to reduce non tariff barriers are suppdeachprove market access for Albanian
products.

Information on market and standards though impartameficient. Public market informatios
missing. Though there are anecdotal private imn&gtto provide price, market and standards
information to farmers and processors, governmergtmake sure that chain actors receive
sufficient and relevant information, either by pidiig or funding it or by making sure that third
(private) parties provides it.

Management for processors is insufficient. Managereducations clearly insufficient and
managementidls are low. Marketing at the processing level isde@uate. That having said,
lack ofbrandingfor processed products represents a major faegatively affecting product
competitiveness.

Public extension service advice and informatiom&lequate. Technology, economic and
marketing advicerovided to farmers by public extension servicedssufficient and adequate.
The whole public extension service suffers fromadequately trained agricultural and marketing
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economists. At the regional level, one agricult@@nomist provides farm management advice
and one horticulture specialist provides marketidgice to farmers, including post-harvest
advice. In fact, the service is not adequate. Baseithat situation, there is a consensus that
marketing and especially farm management trainangeho be revived.

Processing technology is inadequdteAlbania the industry uses obsolete technology, this
is particularly true for the Fier region based isity. Additionally, the technology of informal,
not registered fruits and vegetables processingsiing is primitive.

Policies on value chaiare expected to impact competitiveness of prodgsselucts. Value

chain stakeholders need to understand that chamcesnpete increase substantially if the act as
a system of actors. Government should facilitate support collective action of actors in the
chain. Currently, they are missing.

Agricultural research is dysfunctional. Agricultun@search systens being restructured. The
function of agricultural research has recently bieansferred to the Agricultural University of
Tirana, but the transfer has not been completediyetrefore, no public research is being carried
out. Private research is also lacking.

Postharvest infrastructure and technology is almossing Infrastructure and equipment
needed to perform operations that are needed @ingo(washing, cleaning, and chemical
treatment) are non-existent.

Conclusions and policy recommendations

Analysis of the fruits and vegetables value chaadk to the following conclusions:

1. The basic competitive challenge in the subsectlmwscapacity and performance of chain
actors

Farmers, processors, and wholesalers/exportersr shé lack of management and economic
knowledge and skills. Social capital is scarce @atinology used is often obsolete. Economies
of scale, especially at the farm level are limigadl production cost is high. Food safety and
marketing standards are low. Therefore competiggsrevel is low. However, the
competitiveness level is higher for the fresh prmlwhen compared to processed products.

2. Chain governance is non-existent

Though some aspects of the value chain are novage pne can hardly claim that there is any
chain governance in place. And also missing isrchator representativeness, leadership, fair
distribution of chain gains, information flow andcé. This fact negatively affects the
performance of the industry.

3. Government supported enabling environment andtaféesupporting services are often
inadequate

Irrigation and marketing infrastructure for farmarg poor. Economic & technical advice given
is poor and public market information is lackingold safety regulations development is not
completed and law enforcement is a major problemndRnspection is infrequent and
agricultural research is lacking.
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Based on the main bottlenecks and competitive ehgdls identified, the study recommends:

1. Government should continue with the programs inéeng support supply from farms but
through processing industry

Supply from farm in terms of size, consistency pnde is clearly the most important factor
affecting competiveness of fruits and vegetablesgssing sector. Current government
programs support supply from farm but without cdesing the link between farmers and
processing industry. Therefore, government mayidengroviding support to farmers through
processors.

2. Government and businesses should partner for impgaechnology, food safety and
management and marketing at farm and processirgj lev

Government should consider designing a competgraats program for the sub-sector.
Principles to be considered when designing therprogare: need for competitiveness
enhancement, clear and transparent eligibilityeaat and competition among grantees. Grants
should be provided to farms (groups of farmers)cessors, and wholesalers (distributors) for
orientating farming, and improving technology, pssing, marketing, food safety and
management, and consolidating land through leasing.

3. Government should support improvement of valuenchavernance

In the fruits and vegetables sub-sector in the féigion there is no chain governance. Therefore
creating awareness of chain identity among chaora@and support improvement of value chain
governance should be a priority for the government.

4. Support provided to established agents who canongthe competitiveness of the whole
chain

It does not seem feasible for the government tditeetly involved in enhancing value chain
competitiveness. Supporting well-established adsasbetter strategy for chain effectiveness.
There are evidence shown that processors and $radeld lead in improving chain
effectiveness and coordination. Conditioning gramslid be one way to provide potential chain
leaders to improve the system. Producers’ groupsaders could be chain leaders “candidates”.

5. Government should improve infrastructure and stteag institutions

Public irrigation infrastructure in the Fier regimnin disrepair, government needs to make
improvements. Collection points are poor or lackifigey are needed by farmers to be
competitive. Therefore, improving irrigation inftagcture and developing functioning collection
points should be a priority. Additionally, governmieshould improve service such as: market
and product standards information for targeted exparkets, customized economic advice to
farmers and processors, developing contract enfegnepolicies and provide relevant research
for development. Provision of such services regustgoport to market information institutions
(private or collective) and strengthening publitesmsion service, private consultancy and the
research universities. Lastly, government showesh permanently improving food safety
inspection which is very important for consumers’ safetyd gmoviding a level playing field for
processors.
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