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INTRODUCTION

Changes to the supermarket
supply chain over the last few
decades have “squeezed out” local
and small farmers in place of more

SCALING-UP

Researchers have explored
strategies for “scaling up” local
farmers into intermediary supply
chains, such as grocery retail, with
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PRODUGTION GOSTS

Farmer-generated production costs
were compiled for four types of small-
scale operations (annual sales
<$350,000):

RETAIL PRIGES

Twelve independent or
cooperative Southeast Michigan
grocery stores were interviewed
for data on:

consolidated and global suppliers. positive results.

As a result, local farmers have
turned to more direct-to-consumer
markets (e.g. farmers markets, farm
stands, subscription models) for
sales, which capture a higher price
point but also bear higher
marketing costs.

e No-till field production

e Mechanically-cultivated field
production

e Hoophouse production

e Hydroponic production

e current wholesale prices

e current salad mix brands

e weekly volumes

e distribution

e experience working with local
vendors

e willingness to pay (WTP) for a
local salad mix brand

Common "scaling up" strategies
Include:
e upgrades in harvest technology
e centralized packing and/or
processing
e producer and buyer collaboration
e producer cooperatives

Production costs (i.e. output prices)

were determined using the following
formula:
Research indicates direct markets P=(VC+FC+p)/Y
are potentially saturated and have

low profit margins.

This research is unique in that it uses
production costs to test the
feasibility of "scaling up."

P = output price

VC = variable costs

FC = fixed costs (with straight-line depreciation)
p = profit (30% of VC + FQ)

Y =vyield

THE RESEARCH COMPARES SMALL-FARM PRODUCTION COSTS
TO RETAIL WHOLESALE PRICES AND RETAILER WILLINGNESS-TO-PAY (WTP) PRICES
FOR LOCAL PACKAGED SALAD MIX

FINDINGS

A distribution mark-up of 30% was added to provide the closest comparison to retail wholesale
prices. The low output price of no-till production makes it the most financially competitive
production model in the local salad mix market. However, the ability to produce the volumes
required for retail grocers could limit its feasibility. Hydroponic production is infeasible at the
small-scale level but is likely more feasible at larger scales.

Wholesale & WTP Salad Mix Prices

package size 5 oz. unless otherwise specified

WTP - local, organic  |RE——
Salad Mix Production Costs WTP - local I
Output + Distribution Revolution Farms | IS
Price (5/#) | Mark-up (30%) Organic Girl
No-Till Farthbound Organic I
Hand Harvest (base) 7.95 10.33 _
With Harvest Tech 7 36 9.57 Bright Farms I
Double Production w/ Tech 6.89 8.96 Fresh Express IS
With Centralized Packing 6.58 8.55 Taylor Farms
With Organic Certification 8.24 10.27 Dole (10 0z.)
Mechanical
Hand Harvest (base) 9.93 12.97 0 1 2 3 4 5 6 7 8 9 10 11 12
With Harvest Tech 9.25 12.02 Price per pound
Double Production w/ Tech 2.34 10.85
With Centralized Packing 10.74 13.96 CONCLUSIONS
With Organic Certification 10.27 13.35
Hoop House
Hand Harvest (base) 217 10.62 These "scaling up" strategies have the greatest impact on reducing the output price:
With Harvest Tech 7.49 9.73 1.central packing
Double Production w/ Tech 7.08 9.21 2.doubled production
With Centralized Packing 7.24 9.41 3.upgrades to harvest technology
With Organic Certification 8.41 10.94 o . . .
Hydroponic The dramatic impact that central packing has on output price makes it the most
Hand Harvest (base) 27 69 36.00 feasible strategy for small farmers.
Double Production 22.38 29.10 The costs of organic certification for small farmers are likely justified by the price
With Centralized Packing 47.74 62.06

premium that grocery retailers are willing to pay.
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