
FINANCIAL
BENCHMARKS

The objective of this work is to explore the financial benchmarks for producers 
participating in direct-to-consumer and intermediated market channels. By 
benchmarking several key business factors across producer segments, we can 
compare those operations with relatively better (quartile 4) and weaker (quartile 
1) financial performance. Key factors include labor costs, financial efficiency 
(asset turnover ratio) and leverage (debt to asset ratio). Given the marketing-
intensive nature of direct sales, we evaluate labor cost benchmarks and how those 
benchmarks change as scale increases. Since the cyclical nature of agriculture 
makes the sector particularly susceptible to financial risk and repayment 
challenges, we assess how farms that sell through local markets compare to 
others in terms of debt usage and financial efficiency.

»» Labor investments are a relatively higher share of total costs as operations 
grow in scale. This suggests the hours, skill and expertise needed to manage 
responsive supply chains is higher as the volume of sales conducted through 
direct and intermediated markets increases.
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The Data and Approach

We use data from the 

2013-2016 Phase III ARMS, 

a nationally representative 

survey that targets about 

30,000 farms, providing 

annual, national-level data 

on farm business. 

We divide the sample 

into profitability quartiles 

(defined as return on 

assets) and conduct 

statistical tests across 

quartiles to compare 

performance across scale, 

using low (quartile 1) and 

high (quartile 4) performers 

as indicators of strong and 

weak performance.

Outliers removed based on the 
Grubbs Outlier Test using ROA.

Labor Share of Variable Costs by Scale and Quartile
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FOR LOCAL FOOD PRODUCERS
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Data Sources:
A. Bauman, Thilmany, D., & Jablonski, B.B.R. 2018. “The financial performance implications of differential marketing strategies: Exploring 

farms that pursue local markets as a core competitive advantage.” Agricultural and Resource Economics Review, in press.

Asset Turnover Ratio by Scale and Quartile
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Key Takeaways:

*Labor costs are a relatively higher share of  
total costs as operations grow in scale.

*Unexpectedly, the highest and lowest 
performing farms have the highest asset 
turnover ratios. Efficiency is only important if 
profit margins are also maintained.

*Debt usage is bi-modal with the best and worse 
performing farmers using relatively more debt.

»» The lowest and highest performing farms generally 
have the highest asset turnover ratios (ATR), these 
farms are highly effective in using assets to  
generate sales. 

»» Higher ATRs among low performing operations 
could be the result of strong profit margins on small 
volumes of sales still being too low to cover costs. 

»» Higher ATRs among the strong financial performing 
operations could be the result of several strategies 
including: lean management (leasing vs. owning land 
and equipment), high sales driven by strong customer 
loyalty and price points, or intensively managed 
production models. 

»» In general, the strongest and weakest performing 
farmers both use relatively higher levels of debt. Poor 
performing operations see debt as a solution for cash 
flow shortfalls and strong performing operations see 
debt financing as an opportunity for faster growth.

»» Given the use of debt by even those performing well, 
it would suggest targeted, government-backed credit 
access may be an attractive policy solution to support 
this sector. 

Business Debt to Asset Ratio by Scale and Quartile
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