¢

v

LOCAL FOOD ECONOM CS FACT SHEET

PROFITABILITY, -

f

MPLICATIONS«

4

jork is to ex ow scale and atlon;’lﬁdwef\a Oy 8

err edlated marketing channels influence the financial performance of farms

and ranches. At any point in time, a farm operation may be considering the trade-
offs of their product marketing portfolio: balancing the efficiency gains of scale
against the potentially higher or more stable returns from consumer-focused
supply chains (e.g., farmers market). This analysis evaluates the range of profitabil-
ity at different combinations of scale and market channel available to local food
producers.
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Return on Assets, by Marketing Outlets and by Gross Farm Income

I— Return on Assets —|

Direct-To- Intermediated Both Direct and

) Consumer Only Only Intermediated
Scale Quartile : :

(Gross Cash Farm Sales) (4=Highest) Mean Mean Mean
: T H VS H O H

$1,000 to 2 006 : -006 : -0.06
$74,999 3 001 : -001 : -001
4 007 : 012 : 010

1 -019 : -017 : -0.24

$75,000 to 2 005 : -005 . -005
$349,999 3 000 : 000 : 000
4 008 : 010 : 0.2

1 019  -022 : -021

$350,000 2 005 : -006 : -0.06
and higher 3 000 : 000 : 000
4 013 : 017 i 015

Producers can be profitable at all combinations of scale and market channel.

Greater scale provided an advantage in all market channels among the higher
performers.

Scale does matter in the choice of appropriate marketing strategies and the
portfolio of channels, at least among the most profitable.

Smaller scale producers have lower profitability than larger producers in all
channels, but top-performing producers report stronger returns when alone or
together with direct channels.
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The Data and Approach

We use data from the 2013-
2016 Phase Il ARMS, a nation-
ally representative survey that
targets about 30,000 farms,
providing annual, national-level
data on farm business.

Direct-to-consumer sales: Sales

of products directly to the final
consumers (e.g., farmers’ markets,
CSAs, farm stands).

Intermediated sales: Sales to local
food marketing enterprises that
maintain product’s local identity and
sell or serve food directly to con-
sumer (e.g., restaurants, groceries,
regional food hubs).

Return on assets: Represents the to-
tal income generated from the farm
divided by the total assets employed
to generate this income

Quartile: Divides producers into four
equal groups based on their return
on assets. The first quartile contains
producers with a return on assets

in the lowest 25% of the sample
whereas the fourth quartile contains
producers with a return on assets in
the highest 25% of the sample.

We divide the sample by

scale and then by profitability
quartiles (defined as return on
assets) and conduct statistical
tests across quartiles to com-
pare performance across scale,
location and market outlet.

Outliers removed based on the
Grubbs Outlier Test using ROA.
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Implications for Farm Performance
and Viability

»  The highest performing farms in every
sales class (even the smallest producers)
were profitable, and at $75,000 in sales
and higher, at least half of all farms
broke even or were profitable.

»  Farms with direct and intermediated
sales vary greatly in terms of profitability.

» The highest performers report returns
of 8-17%-- strong profitability in a low
margins industry.

» Over half of the sample reported
negative returns, but the losses vary
significantly by sales class.

» Among the top performing quartile,
direct-to-consumer marketers had lower
ROA than the top performers using
intermediated markets or both types of
markets.

» May signal the importance of
intermediated markets to achieve
marketing efficiencies iusing higher
volume business models.

Key Takeaways:

*Local food system participants can be
profitable at any scale.

*Intermediated sales are correlated with higher
profitability at every size class when compared

to producers with only direct-to-consumer sales.
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Return on Assets by Quartile
(Quartile 4 is the most profitable)

By Sales Class

$1,000 to $75,000 to
$74,999 $349,999

$350,000 to $1,000,000
$999,999 and higher

HQuartile 1 M Quartile2 M Quartile 3 Quartile 4

By Market Channel

Direct-to- Intermediated
Consumer Only Only

Both Direct and
Intermediated Channels

M Quartile 1 M Quartile 2 M Quartile 3 Quartile 4
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farms that pursue local markets as a core competitive advantage.” Agricultural and Resource Economics Review, forthcoming.
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