The U.S. Department of Agriculture (USDA) tracks many measures of farm financial performance across time and
across scale that producers use as benchmarks for their own operations. One important benchmark is operating profit
margin (OPM)." To compare OPM across scale, the USDA divides OPM into three zones: red (high risk for financial
problems, OPM<10%), yellow (medium risk for financial problems, OPM 10-25%), and green (low risk for financial
problems, OPM>25%) and compares the proportion of producers in each zone. For example, if an OPM = 18%, this

means the farmer retains $0.18 in profit for every $1 of revenue generated on the farm.

Here, we do the same thing, but for U.S. producers participating in local food marketing channels. First, we broadly
compare farmers participating in direct-to-consumer markets with those participating in intermediated markets. We
then disaggregate the markets into five types of local food markets: direct-to-consumer sales at farmers markets
(farmers markets), other direct-to-consumer sales (other direct), direct-to-retail sales (retail), and direct-to-regional
distributor (distributor), or institution sales (institution).2
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Figure 1. Percentage of U.S. farms and ranches in operating profit margin (OPM) zones, by

direct and intermediated market

» In 2013, the USDA reported that 69% of all operations (not just those that sold
through local food markets) had OPMs in the red zone (high risk for financial

problems).

» Pairwise tests comparing OPM zones across market channel indicate significant

differneces for all comparisons.

» For operations selling through direct markets, a greater share (75%) has OPMs in

the red zone compared to all operations.

» For operations selling through intermediated markets, a lower share (64%) has
OPMs in the red zone compared to all operations.

Key Takeaways:

» There are local food
producers with OPMs in the
green zone across all market
channels, indicating low risk
for financial problems.

» Producers participating in
direct-to-consumer market
channels are more likely to
have an OPM in the red zone,
indicating a high risk for
financial problems, compared
to those participating in
intermediated market
channels.

» Producers participating in
direct-to-consumer market
channels have a higher
proportion of producers in
the red zone than the general
farm population, whereas
producers participating

in intermediated market
channels have a lower
proportion of producers in
the red zone than the general
farm population.
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Data are from the 2013-2016 U.S. Department of Agriculture’s
(USDA) Agricultural Resource Management Survey (ARMS), the
USDA's primary source of information on the financial condition
of U.S. farm businesses. It is an annual, nationally representative
survey that targets farms in the 48 contiguous states, with a
focus on the core agricultural states.
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Figure 2. U.S. farms by operating profit margin (OPM) zone, disaggregated by local
food market channel

» There are local food producers with OPMs in the green zone across all
market channels, ranging from 16-30% of operations participating in
each type of market.

» Pairwise tests comparing OPM zone across market channel indicate
the number of producers in the red zone is statistically significant
when comparing farmers market vs. retail and distributor, other dirct

Data Sources:

Hoppe, Robert. 2015. Profit Margin Increases with Farm Size. Amber Waves (italicize). U.S.
Department of Agriculture, Economic Research Service.

Endnotes:

1 OPM is defined as (net farm income + interest expense - returns to unpaid labor and
management) / (value of production + government payments) (USDA ERS, 2021).

2 Other direct includes on-farm stores, u-pick, roadside stand, CSA; retail includes
restaurants, grocery stores; distributor includes food hub, internet aggregator; institution
includes school, hospital, other business providing dining services.
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vs. distributor, and retail vs. distributor.

For those in the yellow zone, we only see
significant differences when comparing retail
vs. farmers market and other direct. For
those in the green zone, we see significant
differnces when comparing farmers market
vs. retail and distributor, other direct vs. retail
and distributor, and retail vs. distributor.

Producers participating in direct-to-consumer
market channels are more likely to have an
OPM in the red zone (75-76%), indicating a
high risk for financial problems, compared to
those participating in intermediated market
channels (58-70%).

For local food channels, operations with sales
through distributors have the lowest percent
of operations with OPMs in the red zone
(58%) and the highest percent of operations
with OPMs in the green zone (30%).
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https://www.ers.usda.gov/data-products/farm-income-and-wealth-statistics/documentation-for-the-farm-sector-financial-ratios/

