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Abstract

An investigaton of the relative costs and benefits of marketing charusssd by typical small
scale diversified vegetable crop produdsrsonducted Using case study evidence from four
small farms in Central New York, thisudy compares the performance of wholesale and direct
marketing channels, including how the factoirsisk, owner and paid labor, price, lifestyle
preferences, and sales volume interact to imggitinal market channel selection. Given the
highly perishablenature of theeropsgrown, along with the risks and potential saislume of
particular channels combinatiorof different marketing channeis neededo maximizeoverall
firm performance Accordingly,a ranking systerns developedto summarize the majdirm-
specificfactorsacross channels and to prioritize those channels with the greatesuappdor
success based amdividual firm preferences.
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Evaluating Marketing Channel Options for Small-Scale Fruit and Vegetable Producers:
Case Study Evidence from Central New York

Introduction

Current food shopping trends indicate an incr
is pulling food through marketing channels and presenting new marketing opportunities for small
scaleagriculturalproducers. This studg aninvestgaton of the relative costs and benefits of
variousmarketing channels used by typical sasaale diversified vegetable crop produdars

the Ithaca, NY areaVe compare the performance of wholesale and direct marketing channels,
including how the factarof risk, owner and hired labor, price, lifestyle preferences, and sales

volume interact to impact profitability across different channels.

Case studies of four successful farms that sell through a variety of marketing channels were
prepar ed ntagp scheott ca of t he costs and returns ass
overview of the four case study farms is featured in Table 1.

The goalfor this projectwvas not to create a comprehensive economic analysis otaselstudy
farm, but ratherd compare the experiences of four fawperating at the same scaléh

various marketing channels. All of the farms that were chosen have been in operation for over
five years, and have betweend®d20 acres in diverse vegbéta and small fruit proddion.

Methodology

Labor data for specific marketing activities was collected from each farm, as well as miles
traveled and gross sales. Each tracked item was categorized by marketing channel in order to
assess the costs and returns of each chaRniehary analysis of each channel was based on this
datg however, additionallsvey data wrecollectedto assess channgpecific risks.

Table 1. Case study farm comparison and marketing channels utilized.

Characteristics Mandeville  Remembrance  Stick and Silver Queen

Farm Farm Stone Farm Farm
Acresin Production 18 18 18 20
Number of crops grown:
Vegetables 18 13 19 8
Fruits 5 0 2 9
Total 23 13 21 17
Organic / Conventional Conventional Organic Organic  Conventional
Direct Channels:
CSA? X X
Far mersoé N X X X
Farm Stand X X
U-Pick X
Wholesale Channels:
Restaurant X X
Retail / Grocery X X X X
Distributor X X

&CSA = Community Supported Agriculture



Labor Data

Through infomal interviews an@ review of thditerature,it was clear thatregardless of
channel, the major marketing cost for each fammold belabor. While each channel has
additional associated costs such as packaging materials and market fees, labartigeby fa
largest costegardless ofhannel.

Farmergypically do notvaluetheir own laboiin profitability calculatons or fApay o t he ms
an hourly rate. While this is common among small business oasersvholeit means the

marginal cost of own timis countedas $0/houand results iunderstang total costs This

practice is particularly problematic becausledr costs, including own@perator labor, when

assigned a value, have the biggest impact on profitahtitysschannels.

During one veekof the studyAugust 410, 2008) the ownels) and employegof each farm

kept simple daily activity logsLogs were completed by all farm staff, including ownbkngd

staff, unpaid family members, and volunteefide logs allow assessment of h@abdr is

devoted tovariousmarketng activities during a typicgleakseason week. Figufeis a sample

of theactivity log along with the instructions given to farmers and their staff. By comparison to
other weeks, this week was very typiaad represdative of the farmaverages.

When the week of data collection ended, the completed labor logs were assembled and the data
were entered into MS Excir analysis Once compiled, the resulting data were reviewed and
verified by the farm owners to be accarate account. Additionally, gross sales data from the
week and each e mpdolieged @hts studp assumes aotoeertinve pay).

Name and date are important. Fill out as many sheets in a day I am only really interested in activities
as it takes to document each distinct activity. that occur from harvest on. I do not

A need any record of production activities.

Name: Date:

Time spent (to nearest 15 min): Vegetable(s):
Activity: Check all that apply e
O Harvest O Cull/grade/sort/wash O Bunch/Bag/Package O Pack orders/boxes ‘.

Check one or two
O Bookkeeping/Bills O Travel to market O Deliveries O Sales calls activities depend-

ing on what you

O Other (please describe) doi Tust
were aoing. us

Product Destination: Check all that apply (for bottom row, please write name of biz) see how time and
activities are natu-

O CSA O Farmers' Market O Farm Stand Other' I“Cl”y divided up

O Grocery Store Restaurant O Distributor dur‘ing the day.

You will know where the product is destined.

If you are handling something that is going Please write the name of the
to more than one place, check more and I specific store, restaurant, or
will find out what is going where from the distributor if known.
manager's records.

Figure 1. Instruction sheetfor the labor logfilled out on farms.



Interviews and Survey Data

To get a betr sense of the farm production and marketing operationisiple interviewswere
conductedvith the farm owners and employe&saddition, a survey was conducted among
fourteen Ithacaarea diversified fruit and vegetable growtergain a more complete

understanding of f armaketisgchapeiske €hs informatisn r egar di

proved particularly valuable when interpreting the analytical results and implications for grower

marketing strategies.

Case Studyssumptions

For ease of expositvandtgp r ot ect f ar me, allggdantitative data dobentede a | i t y

presented as aggregate averages, percentages, or Patbtability, when discussed in this
report,is defined agiross sales minus the costhafrvest and marketingbor and mileage. Costs

such as building and equipment depreciation, land costs, production costs, and opportunity costs

are not included. Labor and mileage are thg oosts tracked in this studyVholesale prices
received by farmers in this study are prit@sgoods delivered by the farm.

Only labor activities from harvest toarketwere trackegdproduction activities are expected to
be the same across channels and were therefore excilddeaver, larvest activities are
included because it was determirtbrtbugh interviews with the participating farms that harvest
activities vary depending on thmarketing channel destinatiso it was important to capture
these differencesThe average hourly rate paid to hired staff by the participating faass
$8.46hour. For this reasor]l volunteer, family member armw n e r sw@as givenm e
conservativeralueof $8.50 per houin the calculationghat follow.

For the CSA marketing channel, farms are paid at the beginning of the growing season in
exchang forawe e k|l y share of produce, which made
assessKeepingthis systemn mind, the study relied on values assigned by the farmer for
producemarketed through CSAandwas he same as or si mipriagr t o

Sales and cost valués the u-pick channel represent just one farm since only one of the four
farms offeredu-pick. For the purposes of investigating the costs and labor needs of any other
staffed direct marketing channel, thipick channel adepicted in this study is a good
representation. Additionally, tHarmstand channel, as represented in this stisdgnly

represerdgd byone farm and operategn-staffedwith an honor system for payment. As a result,
the figures for this channel cée used effectively as a base éaploring profitability foran un
staffed direct marketing channel.

Onelimitation of the study is the short period of data collection due to challenges getting the
respondents to complete the data forfrarmers citedhat they were too busy with production,
harvestand marketing at this time of year as the redsonot completing the sheetin
addition,some patrticipating farmers forgot to fill out their daily activity legslthen tried to
reconstruct them afterards. This may have led to inaccurate data and underreporting of labor
hours. When errors were evidenhterviews were conducted to reconstruct the missing or
confused data as accurately as possible.
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Marketing Channels

For the purposes of this stutharketing channels are divided into two groups, wholesale and

direct. Wholesale marketing channels are defined as those channels for which sales are to a buyer
who is not the ultimate end user. In contrast, direct marketing channels are defined as those
channels for which sales are made directly to the end user.

Wholesale channetgpically requirethe ability to move large quantities of produce quickiyl
usually(but not alway} at a lower price than through direct channels. Wholesale marketing
chanrels includesellingto restaurantgyrocery,andotherretailers (withouthe use of broker or
distributor), distributors, produce auctions, processors, and produce brivk#ris study,
wholesale also includes selling to other farm stafidlere areno farms in the case study that sell
at auctions, t@rocessors or produce brokers.

While direct channelsftenfeatue higherprices as compared wholesalethey also require
more producecustomer interaction, and additional time and skills requirésnaithe producer.
Direct marketingchannels include: CSAarmstand,fa r memarkeandu-pick (also called

i gk-your-owng). Althoughfarmersare inconsistenin their use of termand somegmesrefer

t o fAdir ecatnttoo ofoettsepeapaseas Of ehis studyoth retail and restaurasales
are considered wholesale.

Direct marketing channels generally offer higher pribeis consume small quantities of goods.
Farmers are faced with a dilemma: they can move large volumes of procugghtivholesalers
at relatively lower prices or seek higher prices in direct markets and run the risk of unsold
leftovers Figure2is an illustration of this spectrum and shows why decision making is
oftentimegdifficult for the farmer.

Wholesale Direct

Figure 2. Genegal price and volumerelationships betweerwholesale
and direct marketing channels

Primary Steps in Small Farm Marketing

Small farm marketing can generally be divided into four stepbafvest, i{) process and pack,
(iii) travel and delivery, anavj) sales time. We describe these steps in more detail below,
highlighting differences within these steps across market ctsannel

Harvest
Harvesting is the process of gathering saleable produce from the fields. Harvesting a diverse
group of vegetables igrte consuming and is one of the most time intensive activities for farms



that do not use mechanical harvesting. All harvesting on the participating farms was done by
hand, except for green beans at Mandeville Farm which were harvestextbine

The amaint of labor devoted to harvest varies depending on the marketing channel destination

for the crop. In the discussion of specific examples, it is important to understand that some crops
can be harvested in different ways, depending on the market. Foplexdunching beets with

a rubber band or twist tie in the field, which might be needed for one channel, is more time
consuming than harvesting Al ooseo0 beets which
general, harvesting cropfor wholesale markeng channels requires more labor.

Processing anéPacking

For the purposes of this study, fhi@ r 0 ¢ e s s actvitiesinguadeckliag, grading, sorting,
washing, bagging, packaging, and packing orders and boxes. Processing,pikceluce
harvestingvaries depending on the matkg channelProcessing time for direct marketing
channels such da r meamarkeband CSA can be considerably lower than for wholesale
channels.

Produce destined favholesale buyers such esstaurants, distributors, édnetailers requires a

higher degree of washing, culling, grading, and packaging then does the same produce destined
for direct sales.In particular, viholesale customers demand produce of consistentdidie

farmers report that direct marketing custosrare satisfied with irregularly shaped and sized
produce.Basedon firsthand experience and interviewe find thatcustomerat f ar mer s 6
marketsprefer morevarietyin sizes of vegetables.

Selling through botldirect and wholesale chansebln bean effective way to have a ready
market for all produce, with the best and most uniform going to the wholesale customers and the
restsold directly hr ough f ar mer sdéd markets or farm stand:

Travel andDelivery

The next step in marketing is transportatiexceptfor u-pick, roadside farm standsclated at

the farm, and most CSA For this study, transport time includes travel to and fram me r s 6
markets, satellite farm stands, and deliveries to restaurants, grocery stores and distributors. Also
includedis time spent loading and unloading the truck and talking with customers at the delivery
site. Grocery stores, restaurants and most distributors require delivery. Additionally, while most
Ithacaarea CSAs have a member pigi day at their farngustomes canalso pick up at one
additional locationsuch as & r memarked SomeCSAs also offer deliveryor an extra fee

Sales
Sales time is an important factor that should not be underestimated when selecting a marketing
channel.For our purposesae s t i me i ncl udes 0,timesgeninvoicmg 0 wi t h

makingsales calls, creating daily harvest skeetprice liss, anddoingother administrative

tasks.Far mer s must weigh their preferences for nf
their crops.Direct channels are more sales time intensia®@ wholesale channelsith the

exception of honor system farm stands aspick.



Direct sales channels require a high level of customer service and a positive, friendly, attitude
however, thg generallyprovide producers with valuable customer feedback on buying

preferences and price sensitivitgome farmers enjoy interacting with consumers and consider

selling in the direct channels a rewarding community eaedtan opportunity to build ¢

f ar inld s a Whil® some view customer interaction as a bonosgveryone is skilled at

interfacing with customers in this way and some farmers see direct sales as a distraction from the
Aireal 0 business of farming: production and ha

Time intensive direct market chanseluch as théa r meamarkebcan reap other rewards such

as leading to new wholesale, farm stand, @pitk customerswhich are hard to measurén

fact, some farmers view tha r memarkebas a form of advertising foretin other, higher profit

marketing methods. Additionally, chefs and wholesale buyers may discover a farm ate r s 6
market and begin wholesale purchasing. Exposure at a pdaulam enarketcanbuild a

farmds reputation antdefdrmamamnd. i ari ze customers w

Market Channel Characteristics
Data collected from the farms all ow analysis ¢
volume, profit,labor requirenents andrisk.

SalesVolume

The volume that can be sold through a given chanrsehlt@rge impact on profitability. The

more perishable the crop, the more important it is to have a channel that can absorb the volume
harvested as quickly as possiAs. suchrisk and volume are closely associated. Farmers are
challenged to balance thean and the plenty when selling through different channels. As one

farmer described, the constant challenge is finding an outlet for the varying and sometimes
unexpected harvestvolumésl am not going tm \Whiclke ithatnl rmasys
letting a crop spoil in the field, spoilage is less expensive than paying to harvest something that

may not sell.

Optimizing sales of perishable crops requires the flexibility of combining different channels
capable of absorbing unpredictable volumksgeneral, wholesale distributors and retailers can
be counted on to buy large quantities at ondso Ahroughdirect marketing, CS&can consume

a large volume. With a CSA, it is always possible to give members more in their share if a
particular cr@ is plentiful butthis does not translate into more income, just less wasted produce.

Thetotal volumes sold by the case study famosingthe studied week illustratberelative

volume capacity of each marketing channel. In Fi@tbe volumes sdlfor each channel were
derived from t he gr oup amslnotmalizeatd protgeteoascsh sfaa rensdé sf o
confidentiality The values for each channelwera | i br at ed t o the groupo6s
where @ch value represents thedativevolume of sales o mpar ed t o f arTiher sd me
figure shows that wholesale channels, vaitiroup average df4 wholesalecustomergach

week, are able to purchase the largestvolumes oughl y 3.4 ti mes as muct
markets. Theaveage f ar mer s6 mar ket sal es v.oNoticene was
also the relationship of price and volume as discussed previously.
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Figure 3: Comparison ofdollar volume sold by marketing channel (1 week, peak
season).

The generalradeoffbetween relatively highand lowvolume marketing channels is price.
However, @spite lower prices, high volume channels offer the benefit of increased efficiency in
the harvest and production process. Additionally, wholesale buyers can make largsgsinch

a very short time For our case study farmaholesale washe highestollar volume channel,

even though it offerethe lowest price to farme(Eigure3). CSA, the next highest volume
offeredthe sameasor slightly higher pricethanwholesa¢ outletsU -pick, the third highest

volume marketing channel, also offers a relatively low prar@pared with ther direct

marketing channels

Profits

While sales volumes are important, including the cost side of the equation is necessary in
evaluatng channel performance. From our case study farms, we compatectiageorofit
percentageby market channetalculated aset returns relative to gross sales (geoss sales

less marketingabor and mileage costhen divided by gross saleslhis metric then focuses
attention on prices received relative to labor cdetthis case, CSA was showing to have the
highest profitability percentagéllowed closely by the unstaffed farm stand. As expected, per
dollar of gross sales, the profitability the wholesale channels was the lowest. Furthermore,
this highlights the tradeff in volume versus unit profits, and both need to be considered in
making marketing channel choices.



Figure 4: Group averagepercentprofit per dollar of grosssales.

Risks and Lifestyle Preferences

In addition to the normal production risks of weather and pests, each marketing channel offers a
set of risks to the producérMarketing risk comes in many formiacluding market demand for

a crop, price, competitors, fare to offer a diverse selection, and low volume sales. Additional
risks include the possibility of low customer turnout, such & at m enarkets, farm stands, or
u-pick businesses resulting in unsold perishable products. Risks for any chanakbweat
customers on the farm are injuries, crop damage, litter, and other problems.

In a survey conducted with Ithaeaea vegetable farms, farmers were asked what they felt were
the primary risks with each channel. The respoasesategorized into semebasicchallenges

low volume sales, high labor and marketing costs, the ability to prpvadieict ofconsistent
guantity and quality, buyer failure to fulfill commitments, compeit unpredictable customer
turnout, and low price riskTable Z2illustrates the frequency that eacallengevas mentioned

The results show that fear of low sales volume was an issue with the restaurant channel and most
often f or f(Eable2 Fos @SA,ithe cokcerh was about leftover produce.

Interviewed famer s f i nd that approxi mately 20% of pro
marketgoesunsold. That produce is often donated to a chatligl to other channels at a
discountbartered for other goods, or composted. Low prices are a risk createthpgtition

from other farms as well as other channpafgdcan also be the result of a market flooded with a

certain item.

! The discussion of risk is directed by the results of a survéy bhacaarea small scale vegetable growers,
informal interviewsand a literature review. When asked an epeded question about risks, respondeitsdt
adhere to the strict meaningf@conomic riskg but rather listed drawbacks and challenges in addition to risks.



