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Project, a project of Philanthropy Northwest, and made possible
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to Chad Kruger, Director of Washington State University’s Center for
Sustaining Agriculture and Natural Resources, for his role as an advisor
to this project. Ecotrust appreciates the thoughtful support and
partnership of these organizations to pursue reliable prosperity

for all Oregonians and Washingtonians.
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For more than twenty years, Ecotrust has converted $80 million in grants into more than $800
million in assets for local people, businesses, and organizations from Alaska to California. Ecotrust’s
many innovations include cofounding an environmental bank, starting the world’s first ecosystem
investment fund, creating programs in fisheries, forestry, food, farms, and social finance, and
developing new tools to improve social, economic, and environmental decision-making. Ecotrust

honors and supports the wisdom of Native and First Nation leadership in its work. Learn more at

www.ecotrust.org
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Ag of the Middle
Framework (AOTM)

“Ag of the Middle” is a conceptual

framework, not a set of hard and fast rules.

Learn more at www.agofthemiddle.org.

Who are their customers?

How diversified are they?

Who owns the business? Family

Does the producer have

If our shared goal is to catalyze

a strong, thriving regional food
economy in the Pacific Northwest,
what should we invest in?

This is the question that spurred the Cascadia Foodshed Financing
Project and Ecotrust to research the opportunity for regional market
viability in six food product categories, and to explore the potential
for successful collective investment.

This research follows from Ecotrust’s 2015 report, Oregon Food
Infrastructure Gap Analysis (www‘ecotrust.org/publication/regional-food-
infrastructure), @ 15-month study funded by Meyer Memorial Trust.
That research explored the barriers and gaps preventing regional
food economies from flourishing beyond direct market channels,
like farmers’ markets and farm subscription programs, to wholesale
channels, such as retail grocery, regional restaurant, value-added
manufacturing, and institutional foodservice.

The study identified a significant gap in the size and vitality of the
region’s “agriculture of the middle.” Ag of the Middle (AOTM) is a
conceptual framework that refers to mid-sized, locally-owned farms
and ranches-those that are too big for farmers’ markets, but too small

for global commodity markets.
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Economic Multiplier
Ripple Effect

According to research
conducted by Ecotrust in the
report The Impact of Seven
Cents, updated in 2015, for
each $1.00 spent on local food
purchases a total of $2.00 of
economic activity is generated
in the local economy.

Ecotrust’s research indicated that AOTM operations would be the
ideal scale to support regional food economies because they have
the capacity to provide a meaningful volume of product (whether
independently or by aggregating with other small and midsized
farms), offer more consistent product quality, availability and
reliability, and meet the insurance and food safety regulatory
requirements of larger supply chains. Plus, they tend to source local
inputs and labor (thereby creating a meaningful economic multiplier
effect), engage in restorative production practices, and actively
participate in their communities. In other words, they tend to retain
“local values” while offering wholesale volume.

The research further showed that to be competitive, AOTM producers
must differentiate. Simply marketing products as “local” is usually
not enough to warrant a price premium sufficient to create financial
viability. Differentiation may be achieved on multiple dimensions-
product attributes (nutrition profile, flavor, terroir), ownership
structure (co-op, family owned), production practices (certified
organic, grass-finished, non-GMO), brand or story, and yes, “local.”

Flavor Freshness

Nutrition profile PRODUCT Terroir
ATTRIBUTES

Northwest Grown Story
Oregon Grown Founder/Farmer
Homegrown LOCAL BRAND Identity / Personality
Food From Around Here ~~~ HOW IS THE — Awards / PR
PRODUCT Visuals
DIFFERENTIATED?
No-till
Grassfed
Pastured
Animal Welfare Approved PRODUCTION BUSINESS Family-owned
Food Alliance PRACTICES STRUCTURE B-Corp
Certified Organic Farmer-owned
“never, ever” (antibiotic free) Co-op

Non-GMO Project Verified

However, having determined that investment is needed to develop a
regional AOTM cohort offering differentiated products in order to spur
strong regional food economies, the Gap Analysis study left many
open questions. One significant to the issue of collective food system
investment is: “Which products or categories, if pursued at the
regional level, offer potential market upside?”
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It is important to clarify that what we often refer to as “the food
system” is actually a collection of relatively discrete industry sectors
—produce, meat, poultry, dairy, grains, seafood, and so on—each

with their own infrastructure and markets. Differentiated production
often comes with higher costs and unique infrastructure needs, so
assessment of financial market opportunity requires digging in at the
sector level to determine where costs might be recouped and durable
regional markets cultivated.

For example, would collective investment in the Pacific Northwest

be best focused on expanding production of differentiated leafy
greens and/or storage crops, in anticipation that climate change will
ultimately shift California production north? Should we put wind
behind the sails of the Western Washington innovators exploring wet-
side wheat and grains? What is to be made of animal agriculture, such
as poultry, pork, or beef, for which there continues to be significant
demand and well established commodity markets, but very little

local, differentiated supply (not to mention environmental and social
concerns about ongoing meat consumption)?
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To better answer the above questions for six product categories—
leafy greens, storage crops, small grains, chicken, pork, and beef
—we selected a specific differentiated product (or set of products)
and compared production at an approximated AOTM scale to

the established conventional model. Our primary interest was in
assessing the costs of production to determine where efficiencies in
the alternative model could be harvested to glean market upside,
with collective regional investment in the category. In other words,
which food categories had the most potential for financial return on
investment in regional market development?
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Which food categories had
most potential for financial
return on investment in
regional market development?

No-till wheat and rotational grains
seem investment-ready; the protein
categories, led by beef and chicken,
appear promising; less opportunity for
regional scale development in greens or
storage crops.

CASCADIA FOODSHED FINANCING PROJECT

Investment

It should be noted, while financial opportunity was the primary
interest of this research, the members of the Cascadia Foodshed
Financing Project include foundations, nonprofits, and individual
investors keen to facilitate the development of a regional food system
in the Pacific Northwest that is nutritious, equitable, restorative, and
delicious, in addition to being financially prosperous for all supply
chain participants. “Investment” in this research therefore refers to
the collective investment of time, energy, and resources by members,
potentially provided in the form of equity, program or mission-related
investments or loans, credit enhancements such as guarantees, grants,
or other support.

Investor summaries and research narratives, including relevant data
and sources, are provided for each product category. The original Food
Infrastructure Gap Analysis executive summary (in both English

and Spanish) and full report are also available, including overview
chapters for each of the same six product categories. All materials will
be available at both www.cascadiafoodshed.org and www.ecotrust.org

DG

Leafy Greens & Storage Crops

With regard to the specific question about which product categories
warrant collective investment, it was relatively clear that neither leafy
greens nor storage crops present obvious opportunity for market-
oriented private investment. Although very successful as part of
diversified mixed vegetable operations at the farmers’ market scale

on the west side, and in the case of storage crops, at the commodity
scale on the east side, there seems little profitable capital investment
opportunity at the category level in the differentiated AOTM space,


http://www.cascadiafoodshed.org
http://www.ecotrust.org. 
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even as the climate warms. Significant market expansion or systemic
transformation of either of these sectors within the Pacific Northwest
is unlikely in the short to medium term.

However, there may be a disruptive innovation opportunity in the
leafy greens category, in the form of urban indoor, hydroponic
agriculture and related technology innovation. Such opportunity is
likely to be tightly focused on a high-margin product like micro-
greens or herbs, rather than engendering a system-level shift. There
may also be potential for market intervention in greens by enhancing
supply chain coordination between small-to medium-scale organic
diversified vegetable producers and retailers, including pre-harvest
crop planning and multi-year contracting. The business feasibility and
profitability of such a service has yet to be tested.

Protein

The three protein categories, beef, poultry, and pork, all offer the
potential for successful regional market development in differentiated
alternative production models. In our study of grass-finished,
pasture-pen, and hoop-house product, we saw a significant need to
consider risks and build collective commitment to long-term regional
collaboration. In the case of grass-finished beef, the regional market
is on a trajectory of continued growth, but requires regional market
integration and supply chain management, as well as an effort to
raise consumer awareness and comfort. Regarding poultry, a regional
supply ecosystem may be viable if producers can collectively create
frameworks that facilitate reduced costs in feed, on-farm labor, and
processing for all. In the case of pork, there exist opportunities for
individual producers to scale up. However, satisfying a significant
proportion of regional demand would entail substantially rebuilding
the regional industry, which is unlikely, but not impossible.

While there are additional issues unique to each protein category to
be explored in the relevant chapters, it is worth highlighting that

the challenges identified in the development of regional pastured
poultry are consistent across all proteins. The chicken, pork and beef
categories are highly dependent on sources, availability, and costs of
three primary components: feed, labor and processing. Those are all
areas ripe for pre-market development by foundations, nonprofits, and
policymakers.
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The difference
between tilled and
non-tilled soil

Tillage refers to the loosening
up of the soil before planting
in order to remove weeds

that would otherwise be
competing for nutrients in

the soil, and to disrupt the
regular cycles of their ongoing
growth. However, the loss of
underground root systems

degrades soil quality over time.

The soil becomes increasingly
dry and thin, making it harder
to hold both its structure and
water, and therefore very
vulnerable to erosion. Loss

of underground root systems
destroys habitat for vital
micronutrients.

No-till soil leaves the existing
root system undisturbed

when planting, by drilling
seeds directly into the soil,
which allows for more natural
restoration of nutrients. This
method facilitates water
retention better than tilled
soil, allowing plants to

take advantage of precious
rainwater, and creates robust
habitat for micronutrients
over time. The primary
disadvantages to no-till is
that it takes at least 3-5 years
to build soil structure, and
makes use (albeit at much
lower levels than conventional
production) of chemical inputs
to manage weeds.

Tilled Soil
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Small Grains & No-Till Wheat

One clear winner to emerge from the research as a category with
regional market opportunity, as well as environmental and social
benefit, is small grains, specifically no-till wheat and rotational
cropping. No-till (also called direct seeding) refers to drilling wheat
seeds directly into the soil following the previous crop. This practice
differs dramatically from both conventional and organic wheat
production, which both till (turn over) the soil before each planting,
releasing soil carbon and creating the conditions for erosion.

Non-tilled Soil

No-till wheat production is most successful when rotating other
grains such as barley and oats, legumes such as chickpea, oilseeds
such as canola, and cover crops such as clover, in concert with wheat,
rather than simply letting land lie fallow to recover. Some of the
rotation crops, such as chickpeas, are profitable in themselves and
have expanding markets. Others, such as the cover crops, are not
marketable but may in some cases be used as pasture for grazing
animals.

Although still reliant to some degree on herbicides and synthetic
fertilizers, no-till and rotational cropping have been shown to build
soil health, reduce erosion and nutrient runoff, and sequester soil
organic carbon. Innovation in the pelletizing of organic compost
for use by direct-seed drills could lay a path toward organic/no-till
convergence.

Coordinated Supply

The Pacific Northwest has a great diversity of micro-climates,

which support both a diversity of crops and staggered seasonality.

If production was coordinated across the region to fulfill large-scale
regional demand, several product categories could be timed to provide
consistent availability (a key concern for large scale buyers) despite
the seasonality of most alternative production systems.

For example, grass-finished beef is a seasonal product in the
Northwest, but by coordinating production starting in far northern
California and southern Oregon up to northeastern Washington, fresh



ECOTRUST

Coordinated regional
production could provide
year-round supply

Beginning in Northern California and
moving north over the course of the

season could facilitate fresh regional beef
availability up to 10 months of the year.

Animal grazing has been
shown to significantly
improve soil health.

An interesting follow-on exploration

would be in integrating small grain
and beef production.

CASCADIA FOODSHED FINANCING PROJECT

supply could theoretically be provided for about 10 months of the
year. (Which is not to say that frozen beef isn’t perfectly delicious
when properly handled, and a much easier solution to fulfill demand
in the near to mid-term, but chefs and retailers still prefer fresh.)

PACIFIC OCEAN WA

OR

CA

The challenges of such regional integration are not insignificant—
farmers and ranchers are remarkably independent, cultural barriers
abound, and it is unclear who would play the role of coordinator.
Embracing such complexity would be an enormous mind-shift, but
does present the scaffolding of a robust regional food system.

” ™
™ ™ ™

Rotational Grazing

The idea of integrating grazing and crop production for the shared
benefit of both the animal agriculture and crop sectors is a relatively
new one in modern agriculture. The east side is particularly
specialized in its production because it is home to much of the region’s
commodity agriculture, and would benefit from enhanced crop
rotations, potentially including the integration of animal grazing,
which has been shown to significantly improve soil health. This land
stewardship thesis is currently being tested by Farmland LP. What

if Burgerville or a regional institution like Bon Appetit Management
Company were to help broker a conversation between entities such as
Shepherd’s Grain (buns) and Season’s Peak beef (burgers) to integrate
their soil stewardship way upstream?
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Regional supply ecosystem coordination requires committed, long-
term collaborators. Shifting production practices or expanding
production significantly requires confidence on the part of the
producer that the new or additional products will be sold. Buyers
willing to engage in long-term crop coordination and forward
contracting will be vital to creating confidence in new frameworks,
and in stimulating large scale investment and behavior change.

As the CFFP considers launching a food investment fund potentially
focused on coordinating regional food infrastructure or supporting
the development of ag of the middle producers, we recommend
prioritizing developing committed markets as a prerequisite step

in any fund. Buyers must be willing to commit a portion of their
spend on regional products generally, and to specific purchases with
identified producers, before infrastructure or supply are actually
needed.

Ecotrust is currently engaged in several projects, including the
convening of a peer-to-peer network of institutional foodservice
directors in the Northwest (www.food-hub.org/nwfba), and in a real-estate
development project in Portland devoted to long-term collaboration
on food system reform issues (www.ecotrust.org/redd), that will continue
to spawn relevant experimentation focused on building long-term
collaborations and supply chain coordination.

For additional information or insight into this research, please contact
Amanda Oborne at Ecotrust, aoborne @ecotrust.org.

721 NW 9TH AVENUE, PORTLAND, OREGON ECOTRUST.ORG 503.227.6225
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Project, a project of Philanthropy Northwest, and made possible by
generous grants from JPMorgan Chase Foundation, the Greater Tacoma
Community Foundation and the Thread Fund. Ecotrust appreciates the
thoughtful support and partnership of these organizations to pursue
reliable prosperity for all Oregonians and Washingtonians.

Coudi o WN\

JPMORGAN CHASE & CO.

thread fund

GREATER
TACOMA
COMMUNITY
FOUNDATION

@) ecotrust

For more than twenty years, Ecotrust has converted $80 million in grants into more than $800
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The Economics of Pacific Northwest Greens:
Investor Summary

OVERVIEW

Leafy green vegetables are an important source of nutrition, and thus form a vital part of the
food system for any region. The Pacific Northwest, while not a major producer of leafy greens
nationally, nonetheless possesses a thriving diversified organic farm sector, predominantly on
the West side of the Cascades. In general, leafy greens produced in the Pacific Northwest are not
competitive commercially with those produced in California, whether conventional or certified
organic. The crop category of mixed vegetables is a more significant category of farming in the
Pacific Northwest than leafy greens alone. In mixed vegetable farming, producers can combine
leafy greens (e.g. lettuce, spinach) with root crops, alliums (e.g. onions), brassicas (e.g. broccoli),
herbs, and other crops.

Organic spinach in Philomath, OR - PHOTO BY JASON BRADFORD

SUPPLY DRIVERS

¢ Production costs-Organic leaf lettuce production costs per acre are similar to those of
conventional, though yields are lower. Due to price premiums however, organic leaf lettuce can
provide farmers with net returns per acre that are competitive with conventional.

e Crop diversity-Mixed vegetable farming offers farmers diverse revenue streams and
consumers diverse product choices. Rotating mixed vegetables with forage for livestock can
restore soil quality while expanding the range of products to meat, eggs, and dairy.

e Alternative production systems-such as indoor hydroponics, are emerging as an alternative to
field-based agriculture and may play a growing role in the market for leafy greens in the years
to come. Not all of these systems are certified organic.

e Alternative distribution systems-such as home delivery, can provide consumers with a diverse
selection of organically grown vegetables sourced from a variety of farms.

¢ Environmental changes-including California drought and ongoing climate change, are already
changing cropping patterns in California and, to some extent, the Pacific Northwest. These



changes have the potential to become far more dramatic in the years to come; however, it
is not clear whether the leafy greens sector in the Pacific Northwest is best positioned to
capitalize on them.

DEMAND DRIVERS

e Consumer trends-Leafy greens have tended in recent years to go through fads (kale!).
Environmental and social values-Consumers have revealed general willingness to pay
premiums for product attributes including environmentally friendly production methods,
local varieties, and socially equitable business practices.

e Rise of mass market organic-The increased availability of organic products through
mainstream retailers has stimulated consumer awareness and led to increased demand; a
significant proportion of which has been met by imports from other countries.

OPPORTUNITIES

The complexity, uncertainty, and poor data quality that characterizes the organic leafy greens
sector means that we cannot recommend specific areas to invest, but we can offer some guiding
principles for those seeking to make catalytic investments in organic leafy greens and related
mixed vegetable crops. The most important thing to remember for a prospective impact investor
seeking to move the market in organic leafy greens - or organic vegetables in general -- is:

pay attention. There is no clear, dominant trend in organic leafy green vegetable agriculture,

so sustained attention to the details of the market, including emerging crops, new production
systems, and alternative methods of distribution, is essential for identifying future profitable
opportunities.

Trends to watch:

¢ Yields-organic yields are competitive with conventional in some regions, for some crops,
and under conditions of drought and environmental stress.

e Land transition-supply of organic farmland lags behind growth in the demand for organic
food. In the next decade, millions of acres of farmland will change hands, as the current
generation of farmers retires.

e Organic imports and exports-are both increasing. The growth of mass market organic
means a lot more organic produce is crossing borders than ever before.

e (alifornia is the elephant in the room-In the face of ongoing drought and climate change
it’s not clear which direction the elephant is going to fall; most of the evidence says it will
fall southward towards Mexico, but commercial blueberries and hazelnuts continue to look
strong for the Northwest.

¢ Indoor farming-is emerging and may become more important as arable land near urban
areas becomes scarce. Hydroponic greenhouses are an emerging production system that
merits attention.

e Distribution systems matter-Organic agriculture contains a variety of distribution
channels, including organics-focused distributors, community-supported agriculture (CSA),
and home delivery. Expanding organic farmers’ access to a wider array of distribution
channels through supply chain coordination and networking may play a role in shaping the
future market.

e Vegetables grown for processing-are as important as those grown for the fresh market.

In tandem with the growth of mass-market organic, vegetables grown specifically for
processing into pre-packaged and frozen foods have emerged as a profitable alternative for
organic farmers.

For more detail on the economics of greens production in the Pacific Northwest see the full
narrative that accompanies this investor brief.

www.cascadiafoodshed.org ecotrust
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Project Background

Consumers have demonstrated a willingness to pay a premium for food
attributes such as “freerange,” “antibiotic-free,” “organic,” and “local.”
However, when production systems designed to yield those attributes
are authentically implemented on the ground, such methods also

tend to bear higher production and processing costs in comparison to
conventional production methods. As a result, higher retail prices do
not always ensure a sufficient income to the producer, nor constitute a
viable supply chain.

”

Further, institutions such as schools, hospitals, colleges, and jails are
noticeably slower as a buyer segment (versus restaurants, retailers,
and manufacturers) to respond to customer interest in differentiated
products for a variety of reasons, including high price sensitivity.

Such buyers are vital players in the quest to get fresh, nutrient-dense
food to vulnerable populations, however, so creating frameworks that
allow them to access minimally processed, regionally produced food at
reasonable prices would serve farmer and eater alike.

Understanding the costs of differentiated production systems in
comparison to conventional approaches is vital to identifying
opportunities where efficiencies may be gleaned or market value
harvested to support a viable regional food ecosystem.

Ecotrust is conducting cost of production analysis in six distinct

food product categories, including this one on leafy greens. In each
category we define an “ag of the middle”' scale and a “differentiated
production system” for analysis purposes, meaning: a specific
alternative production system (one that spawns product attributes about
which consumers care, such as organic, pastured, or grassfed) will be
defined at a particular scale of operation (big enough to participate
meaningfully in an institutional supply chain), and be assessed relative
to the conventional/commodity/industrial model of production for that
category.

While there are certainly many variations of both production systems
and scales of operation possible in a thriving regional food system,
singling out a specific system allows us to create an economic model
that facilitates sensitivity analyses and high level conclusions regarding
which regional food sectors could make efficient and effective use of
investment.

Note, this project builds on the foundation laid by the Oregon Food
Infrastructure Gap Analysis report, released in May 2015. The full report
and executive summary can be accessed here: http://www.ecotrust.org/
publication/regional-food-infrastructure/, or a quick digital summary
of highlights is available at http://food-hub.org/intrepid. The greens
chapter from that report is included with this model/report as an
addendum.

1 “Agriculture of the Middle” is defined in this narrative on page 8.
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Executive Summary / Introduction

Leafy green vegetables are an important source of nutrition, and thus
form a vital part of the food system for any region. In this narrative,
we examine the drivers of supply and demand for organic leafy greens.
The Pacific Northwest, while not a major producer of leafy greens
nationally, nonetheless possesses a thriving diversified organic farm
sector, predominantly on the West side of the Cascades. These farms
produce leafy greens in combination with an array of storage crops,
brassicas, and other vegetables.

This study documents emerging trends in organic greens farming in
the Pacific Northwest. The study finds that in general, leafy greens
produced in the Pacific Northwest are not competitive commercially
with those produced in California, whether conventional or certified
organic. The crop category of mixed vegetables is a more significant
category of farming in the Pacific Northwest than leafy greens alone.
In mixed vegetable farming, producers can combine leafy greens (e.g.
lettuce, spinach) with root crops, alliums (e.g. onions), brassicas (e.g.
broccoli), herbs, and other crops.

Drivers of Supply
The drivers of supply for organic leafy green vegetables are as follows:

1. Production costs. Organic leaf lettuce production costs per acre
are similar to those of conventional, though yields are lower. Due
to price premiums however, organic leaf lettuce production can
provide farmers with net returns per acre that are competitive with
conventional.

2. Crop diversity. Mixed vegetable farming can provide producers with

diverse revenue streams, and consumers with a diverse array of
products. Rotating mixed vegetables with forage for livestock can
restore soil quality while expanding the range of products beyond
vegetables to meat, eggs, and dairy.

3. Alternative production systems, such as indoor hydroponics, are
emerging as an alternative to field-based agriculture, which may
play a growing role in the market for leafy greens in the years to
come. Not all of these systems are certified organic.

4. Alternative distribution systems, such as home delivery, can provide

consumers with a diverse selection of organically grown vegetables
sourced from a variety of farms.

5. Environmental changes, including the California drought and
ongoing climate change, are already changing cropping patterns in

California and, to some extent, the Pacific Northwest. These changes

have the potential to become far more dramatic in the years to
come; however, it is not clear whether the leafy greens sector in the
Pacific Northwest is best positioned to capitalize on them.
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Drivers of Demand
The drivers of demand for organic leafy green vegetables are as follows:

1. Consumer Trends. Leafy greens have tended in recent years to go
through fads: kale is the primary example.

2. Environmental and social values. Consumers, in general, have
revealed positive willingness to pay premiums for product attributes
including environmentally friendly production methods, local
varieties, and socially equitable business practices.

3. The rise of mass market organic. The increased availability of
organic products through mainstream retailers has stimulated
consumer awareness and led to increased demand; a significant
proportion of this demand has been met by imports from other
countries.

Investment Recommendations

The complexity, uncertainty, and poor data quality that characterizes
the organic leafy greens sector (see section B.2 below) means that we
cannot recommend specific areas to invest, but we can offer some
guiding principles for those seeking to make catalytic investments

in organic leafy greens and related mixed vegetable crops. The most
important thing to remember for a prospective impact investor seeking
to move the market in organic leafy greens - or organic vegetables in
general is: pay attention. There is no clear, dominant trend in organic
leafy green vegetable agriculture; sustained attention to the details of
the market, including emerging crops, new production systems, and
alternative methods of distribution, is essential for identifying future
profitable opportunities.

We elaborate on this fundamental point by identifying seven areas in
which the sustained attention of prospective impact investors may bring
positive results:

1. Yields matter. The yield gap is one of the reasons behind the higher
production cost of organic food. But organic yields are competitive
in some regions, for some crops, and under conditions of drought
and environmental stress.

2. The land market matters. Supply of organic farmland still lags
behind growth in the demand for organic food (Barrett 2012).

In the next decade, millions of acres of farmland will change
hands, as the current generation of farmers retires. This large-
scale transition may offer opportunities for conversion to organic
production methods (Bradford 2016).

3. Organic imports and exports are both increasing. The growth
of the mass market for organic food means a lot more organic
produce is crossing borders than ever before (Economic Research
Service 2014).

4. California is the elephant in the room. And in the face of
ongoing drought and climate change it’s not clear which direction
the elephant is going to fall; most of the evidence says it will fall
southward towards Mexico. Still, there is evidence of northward
shifts in cropping patterns: for instance, increased commercial
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plantings of blueberries and hazelnuts (Bradford 2016).

5. Indoor farming is emerging and may become more important as
arable land near urban areas becomes scarce. Indoor production
systems and crops are internally diverse, but the most common
crop type is microgreens. Hydroponic greenhouses are an emerging
production system that merits attention (Knaus 2016).

6. Distribution systems matter. Organic agriculture contains a variety
of distribution channels, including organics-focused distributors,
community-supported agriculture (CSA), and home delivery
(Stout 2016). Expanding organic farmers’ access to a wider array
of distribution channels through supply chain coordination and
networking may play a role in shaping the future market (Murray
2016).

7. Vegetables grown for processing are as important as those grown
for the fresh market. Related to the growth of a mass market for
organic foods, vegetables grown specifically for processing into pre-
packaged and frozen foods have emerged as a profitable alternative
for organic farmers, to meet consumer demand for pre-packaged
frozen vegetables and other convenience food products (Bradford
2016).

Organic mixed leaf lettuce
starts at Boistfort Valley Farm in
Curtis, WA

Organic Agriculture: An Alternative Approach
Brief Introduction to Organic Agriculture

Organic agriculture is an ecosystem-based approach to farming that
reduces the negative impact of agriculture on ecosystems. The organic
approach can play an important role in restoring the fertility of
farmland and improving related ecosystem functions, including soil
nutrient cycling and provision of clean water. Conventional agriculture
is associated with numerous negative environmental impacts such as
soil erosion, nutrient and chemical runoff leading to water pollution,
overuse of irrigation water, and depletion of soil nutrients and soil
organic carbon. Chemically intensive conventional agriculture is also
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associated with negative human health impacts, most consistently with
the health of agricultural workers. Though some studies have found
that crops grown under chemically intensive farming practices are less
nutritious than those grown under organic practices, the evidence so far
is inconclusive (von der Groeben 2012).

The FAO defines organic agriculture as “a system that relies on
ecosystem management rather than external agricultural inputs; (it)
eliminates the use of synthetic inputs, such as synthetic fertilizers and
pesticides, veterinary drugs, genetically modified seeds and breeds,
preservatives, additives and irradiation. These are replaced with site-
specific management practices that maintain and increase long-term
soil fertility and prevent pest and diseases” (FAO 2016).

Organic agriculture can be considered an approach more than a single
system; it encompasses a very wide range of practices including cover
cropping, crop rotation, composting, natural methods of pest control,
and selective use of organic fertilizers and soil amendments. In the case
of vegetables, the biggest differences between organic and conventional
agriculture are the following:

1. Weed Management. Whereas conventional systems use herbicides,
organic systems make more intensive use of labor and cultivation
using equipment and hand tools.

2. Soil Health Management. Whereas conventional systems use
chemical fertilizers that include synthetic nitrogen, organic systems
use compost and other organic soil amendments. Organic systems
also make use of cover cropping, which entails planting a nitrogen-
fixing crop (such as clover) during fallow seasons.

3. Pest and Disease Management. Whereas conventional systems use
pesticides and herbicides to control pests and plant diseases, organic
systems use crop rotations, soil health management techniques, row
covers such as black plastic, and some organic pesticide sprays.

Though organic farming methods, in general, lead to superior soil and
water quality than conventional practices, these methods also tend to
produce lower average yields, and thus entail higher average production
costs per unit of output. A recent article in Nature, based on a meta-
analysis of crop yield studies, noted that “yield differences are highly
contextual, depending on system and site characteristics, and range
from 5% ... to 34% lower yields.” The article concluded that “with

good management practices, (and) particular crop types and growing
conditions ... organic systems can thus nearly match conventional
yields, whereas under others it at present cannot.” (Seufert, Ramankutty
and Foley 2012).

It is widely accepted that organic farming methods are more resilient
to environmental stresses, from drought to extreme temperatures, than
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conventional methods. According to a recent study published in the
journal Nature Plants, “organic crops are better suited for farmlands
subjected to drought conditions” (Ahearn 2015). Washington State
University professor and organics expert John Reganold asserts that
“the key to withstanding the effects of climate change, while feeding a
growing global population, lies in building healthy soil” (Ahearn 2015).
Organic farmers, who enrich their soil using compost or manure rather
than chemical fertilizers, help to establish soil that can hold both more
water, and more nutrients, than under conventional farming practices.
Under drought conditions, organic soils “can produce the same amount
[as conventional farms] and sometimes more, because of the water
being held in the soil” (Ahearn 2015). The Rodale Institute, the leading
research organization in the United States devoted to organic farming,
has found in its experimental studies (called the Farming Systems Trial)
that during droughts and times of environmental stress, organic yields
are competitive with conventional (Rodale Institute 2016).

Data Issues in Organic Agriculture

There are significant gaps in the data on organic vegetables, which
present barriers to a full understanding of the intricacies of the sector
in the Pacific Northwest. The data gaps create difficulties in identifying
potentially profitable investment opportunities in this sector without
sustained attention.

For example, a researcher at national certifier Oregon Tilth recently
attempted to quantify supply shortages of organic crops, in order to
assist farmers in planning and scaling up production. The effort has led
to inconclusive results due to poor data (Murray and Chambers 2015).
The author of the study concluded: “Between the limited information
publicly available about how organic crops are marketed, and the
proprietary nature of most company purchasing data, this analysis is
too incomplete to be used to draw meaningful conclusions about supply
gaps... Buyers’ perspectives are too unique to individual companies to
make generalizations about supply gaps for specific crops” (Murray and
Chambers 2015).

The principal barriers to a robust statistical profile of organic vegetable
agriculture in the Pacific Northwest are as follows:

1. The sector is extremely internally diverse. Pacific Northwest
small- to mid-sized producers of organic certified vegetables
predominantly fall into the crop category of mixed vegetables
(see section B, paragraph 2 below). Mixed vegetable farming
encompasses leafy greens, herbs, brassicas (e.g. broccoli,
cauliflower), storage crops (e.g. beets, squash), berries, nuts, and
other related products including small livestock (such as chickens).
There are dozens, if not hundreds of crops that fit into the category
of mixed vegetable farming, and there are thus thousands (if
not millions) of possible combinations of cropping patterns and
rotations that jointly determine the farmer’s total and variable
costs of production. Similarly, there are thousands of possible
combinations of diverse revenue streams that jointly determine the
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farmer’s income or gross sales in a given year. There is no single
alternative production system that does justice to the complexity of
potential crop combinations in this sector. Finally, the production
technologies are internally diverse: field-based fruit and vegetable
agriculture involves a completely different set of tools than urban,
indoor hydroponic agriculture. For this and related reasons, most
farmers practicing diversified vegetable farming do not know their
own production costs (Murray 2016). Studying a single crop or
alternative production system is insufficient to understand this
highly complex, rapidly evolving, and fragmented market.

Public data on the organic vegetable sector goes back very few
years, and is very incomplete. There exist multiple publicly
available datasets that provide partial glimpses into farming
operations, acreage, yield, production, prices, revenue, cost of
production, and other important variables that determine the
economic well-being of organic greens growers in the Pacific
Northwest. None of them are good enough to identify clear trends
or make robust predictions (Murray and Chambers 2015). The USDA
Organic Survey dataset provides data on organic acreage and sales,
beginning in 2008 and collected every three years; however, it is
riddled with missing data points. The 2014 Farm Act has budgeted
an additional $5 million to upgrade the database and technology
systems of the National Organic Program (Greene 2015).

Most of the up-to-date information about organic market trends

is located in proprietary datasets. The leading proprietary organic
dataset, the Organic Industry Survey, is available for purchase from
the Organic Trade Association. This dataset focuses on retail sales
by major organic food companies. Prices for non-members range
from $1495 for a single user to $1995 for a corporate package
(Organic Trade Association 2016).

Existing literature on this topic by USDA analysts, academics,
journalists, and other authors is lengthy, complex, nuanced, and
not regionally targeted. There is a vast academic, popular, and
public report literature on alternative food systems, much of it
treating directly with organic and related production systems (e.g.
agroecology). Much of this literature is thematic (e.g. women in
agriculture; issues of corporate control of the food supply; urban
farming in African American communities). Very little of this
literature targets the Pacific Northwest specifically. Much of the
popular literature is impressionistic, anecdotal, editorial, partisan,
and non-scientific. The bulk of the public report literature comes
from USDA, which treats the country as a whole and does not
tend to analyze data from specific regions, nor explore regional
differences beyond broad generalities. The bulk of the academic
literature focuses on either technical issues such as methods of
weed and pest control; or broader socio-political questions about
the nature and trajectory of organic farming in general (Guthman
2014).
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In summary, it is difficult to make clear predictions or identify clear
trends in organic agriculture simply by looking at the data. The sector
requires sustained attention, including participation in organic trade
events and networking with producers, distributors, and purchasers, in
order to identify profitable and catalytic investment opportunities.

Despite the problems accessing publicly available datasets, we can
derive rough, ballpark estimates of the market size for specific organic
crops using category-level data.? We derive these estimates in the next
section.

Estimates of Organic Market Size

Our investigation of market size begins by looking at national-level
data for the top-level category of fruits and vegetables as a whole. The
U.S. organic food industry in total has grown from $13.3 billion in
2005 to an estimated $35 billion in 2014 (Economic Research Service
2014). The dollar value of organic fruits and vegetables has also grown
consistently over the period, from $5.4 billion in 2005 to an estimated
$15.1 billion in 2014; the size of the total organic fruit and vegetable
market has also grown slightly relative to the organic food industry as
a whole, from 40.3% in 2005 to an estimated 43.3% of the market in
2014. Figure 1 below shows total sales of organic fruits and vegetables,
and the share of fruits and vegetables in the total organic food market,
over the period 2005-2014 (Economic Research Service 2014). The

data demonstrate that organic fruits and vegetables are increasing in
importance, both in absolute terms and relative to other food product
categories.

2 The most recent publicly available data varies by dataset; hence the estimate below is meant
to be very approximate.
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Figure 1. Organic Certified
Fruits and Vegetables: Total
Sales and Share of Organic Food
Industry, U.S., 2005-2014
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Our product focus, described in greater detail below, is organic leaf and
romaine lettuce. We use data on national food consumption by category
to estimate the approximate size of the organic leaf and romaine
lettuce market in the Pacific Northwest.?> Nationwide consumption

data from the USDA Economic Research Service indicate that total

per capita consumption of leaf and romaine lettuce (conventional

plus organic) was 10.6 Ibs. in 2013, the latest year for which data is
available (Economic Research Service 2015). The most recent Organic
Industry Survey, a proprietary dataset published by the Organic Trade
Association, indicated that the market penetration for organic fruits
and vegetables, as a top-level category, was about 12% as of 2014
(Murray and Chambers 2015).* Assuming that the market penetration
for leaf and romaine lettuce is equal to the category average, per capita
consumption of organic leaf and romaine lettuce is thus about 1.27 lbs.
on average, nationwide, for our latest available data.

Recent examination of retail prices for organic leaf lettuce indicate
prices of $1.99/head as of 2015, with frequent season and year-on-
year fluctuations (Ecotrust 2015). The average weight of a head of leaf
lettuce is estimated by the USDA as 0.83 1bs. (Agricultural Marketing
Service 2012). The most recent population estimates for Oregon and
Washington are 4.01 million and 7.06 million, respectively (Suo and
Population Research Center 2015, Office of Financial Management
2015). Given these estimates, the total market size (retail opportunity)
for organic leaf and romaine lettuce in the U.S. Pacific Northwest is
approximately $33.6 million annually. Currently, the vast majority of
such lettuce is sourced from California.

3 The USDA collects data on consumption of these two varieties of lettuce together as a single
category.
4 We could not find publicly available data on organic market penetration for our crop of

interest, leaf lettuce.
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Product Focus: Organic Leaf and Romaine Lettuce

We choose to focus on leaf lettuce as an illustrative example of organic
leafy greens production in the Pacific Northwest. Lettuce is an example
of a crop for which demand in the Pacific Northwest is high, but
supply has not been sufficient to meet demand. In the USDA Census

of Agriculture, lettuce is divided into three major categories: head,

leaf, and romaine.” In 2012, total (conventional plus organic) leaf and
romaine lettuce supply in Oregon was sufficient to meet an estimated
13.3% of final consumer demand, based on comparisons between
consumption data collected by the national Consumer Expenditure
Survey, lettuce acreage data collected by the USDA, and yield estimates
from Oregon State University enterprise budgets (Ecotrust 2015).

To derive an equivalent figure for Washington State, start by noting
that Washington alone cultivated 153 acres of leaf and romaine lettuce
in 2012 (NASS 2015). Assuming identical yields in Washington to those
derived for Oregon by the Ecotrust study (Ecotrust 2015), these acres
are expected to yield 3.55 million pounds of lettuce. Using the (2013)
average leaf and romaine lettuce consumption of 10.6 lbs / person

| year (Economic Research Service 2015), and Washington State’s
approximate population of 7.06 million, we estimate that total demand
for leaf and romaine lettuce in Washington is 74.83 million pounds per
year. Given those estimates, Washington State produces about 4.7% of
its final consumer demand for leaf and romaine lettuce.

Figure 2 below presents total acres of lettuce harvested in Oregon and
Washington over the period 1997-2012. The figure demonstrates that
overall, since 1997, total acreage planted in lettuce of all varieties,
using all production systems (conventional plus organic), has fallen
across the Pacific Northwest. From a total acreage of 1,440 in 1997
across all varieties, Pacific Northwest lettuce production fell to 461 total
acres in 2012 (NASS 2015). The biggest drop occurred between 1997
and 2002; unfortunately, we do not have data on the breakdown of this
period of decline by lettuce variety (head, leaf, or romaine).

Figure 3 provides the corresponding acreage totals for California.

The first thing to notice is that the total area cultivated in lettuce for
California is about 150 times larger than the corresponding area for
Oregon and Washington combined. As of the most recent Agricultural
Census, lettuce production in California was not in decline. Over the
period 1997-2012, total lettuce acreage in California increased slightly;
however, the mix of varieties has changed, as leaf and romaine lettuce
gained acreage at the expense of head lettuce. Lettuce plantings have
declined in more recent years in California as a result of the drought;
data on this decline is not yet publicly available. It is too early to tell
whether this decline is part of a longer-term trend, and it is not clear
whether the Pacific Northwest is best positioned to capitalize on such a
trend if it does exist. For a more detailed discussion of this issue, please

sgmﬂmnf_,_p_aragraph 5 below.

For organic production data, however, in many cases the data is not broken out by variety
and the aggregate across all lettuce varieties is reported. For the lettuce market as a whole, the sector
tends to be divided into two top-level categories: leaf and romaine comprising a single category, and
head lettuce comprising the other.

10
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Figure 2. Lettuce: Total Acres
Harvested, OR and WA, 1997-2012

Figure 3. Lettuce: Total Acres
Harvested, CA, 1997-2012

Table 1. organic Lettuce in the U.S. Pacific
Northwest: Acreage, Production, and Sales (OR
and WA), 2008-2014
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Turning to organic certified lettuce plantings, the picture looks very
similar to the figures for lettuce as a whole: the Pacific Northwest
region is dwarfed by California in acreage. Table 1 below provides

data from the USDA Organic Survey on acreage, number of operations,
production, and sales of organic certified lettuce (of all varieties) in

the Pacific Northwest (Oregon and Washington), over the period 2008-
2014. The data indicate that while acreage harvested and number

of operations appears to have declined, production and sales have
increased. Our contacts in the organics sector have expressed the
informed opinion that changes in the reporting of organic lettuce data
may account for these cross-cutting trends (Murray 2016). For example,
organic growers may be reporting 2014 higher-value varieties of lettuce
(such as mesclun) that were not reported in 2008.

2008 2014
Acres Harvested 237 214
Number of Operations 168 101
with Area Harvested
Production (cwt) 23,052 31,672
Total Sales ($) $2,253,422 $2,621,842

1
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Figure 4 and Figure 5 below display the total acres of organic certified
lettuce (of all varieties) harvested for Oregon and Washington together,
and California, over the period 2001-2011 (Economic Research Service
2013). The data from all three states cannot be displayed on the same
graph, because the California figures are two orders of magnitude
larger than those for Oregon and Washington. In 2014, Oregon and
Washington cultivated 175 acres and 39 acres of organic lettuce,
respectively. In that year, California cultivated 27,993 acres of organic
lettuce: an area approximately 160 times larger than that of Oregon’s
organic lettuce crop, and 720 times larger than that of Washington. The
Pacific Northwest simply does not compete with California on either
organic or conventional lettuce. One of our farmer contacts expressed
the inherent difficulty in marketing organic lettuce through even a
regional distributor based in the Northwest, given that their 2-3 acres
of lettuce are competing with farms in California that cultivate 1,000
acres of lettuce or more (Finkelstein 2016). The economies of scale in
processing and purchasing are just too great for our region to compete
with the giant to the south.

Figure 4 and Figure 5 display available data and linear trend lines
(dotted lines) for organic lettuce acreage for the three states over the
period 2000-2011 and 2014 (Economic Research Service 2013, NASS
2015).° Clearly, organic lettuce production in the Pacific Northwest
grew over the period 2000-2010; however, between 2011 and 2014,
acreage devoted to organic lettuce declined in both Northwest states. In
California, by contrast, organic lettuce acreage continued to increase,
albeit slowly. As of the most recent Census of Agriculture (2012), the
Pacific Northwest is not gaining at California’s expense.

It would take significant shifts in production for the Pacific Northwest
region to become a significant producer of lettuce in comparison to its
neighbor to the south. With the current drought and ongoing climate
change affecting California, it is possible that the Pacific Northwest
may eventually be able to gain share of the market for organic lettuce
(and other leafy greens) at California’s expense. However, as Section
C, paragraph 5 below notes, the lower labor and overall production
costs that prevail in Mexico makes that county a better candidate for
production shifts than the Pacific Northwest, in which labor costs are
comparable to those prevailing in California. Significant gains in this
market for Pacific Northwest producers are unlikely in the short to
medium run.

6 This chart combines two data sources: organic acreage data from state-level certifiers (2000-
2011); and the most recent data from the USDA Organic Survey (2014).



ECOTRUST

Figure 4, Organic Certified
Lettuce: Total Acres Harvested,
OR and WA, 2001-2011, 2014

Figure 5. Organic Certified
Lettuce: Total Acres Harvested,
California, 2002-2011
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Recent data on organic production from Washington State indicates
that lettuce may not be the best vegetable crop in which to invest for
the purposes of expanding organic production in general in the Pacific
Northwest: other crops are simply more important. These data indicate
that while lettuce is a significant organic crop compared to other leafy
green vegetables, it is very insignificant in comparison to non-leafy
vegetables.

Figure 6 below indicates the top five leafy green vegetables by certified
organic acreage harvested in Washington State alone, between 2006
and 2014, using data sourced from the Washington State Department
of Agriculture (WSDA) (Kirby and Granatstein 2015). The first thing to
notice is that these figures contradict the USDA data displayed above:
in 2010, for instance, while the USDA data indicates that Washington
State grew 75 acres, the state-level data below indicate only 35 acres.
This discrepancy is due to the different sources of the data: whereas the
WSDA data was sourced from the organic certifiers, the USDA data was

13
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Figure 6. Top 5 Leafy Green
Vegetables by Organic Acreage
Harvested, WA, 2006-2014

Figure 7. Top 5 Vegetable Crops
by Organic Certified Acreage, WA,
2006-2014
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sourced from growers. Washington State University professor David
Granatstein notes that since the USDA data was unaudited, it is less
reliable than the certifier data (Granatstein 2016) .

According to the state-level data below (Kirby and Granatstein 2015),
as of 2013 lettuce was virtually tied with spinach as the leafy green
vegetable crop with the largest area of organic certified acreage
harvested (54 and 55 acres, respectively). But leafy greens themselves
are not a significant organic crop category in the state. By way of

a comparison, Figure 7 below provides acreage data on the top five
organic certified vegetable crops of any type harvested in Washington
between 2006-2014 (Kirby and Granatstein 2015). The top crops, sweet
corn and peas, are each cultivated over areas two orders of magnitude
larger than those of the top leafy green crops (7,330 acres and 4,776
acres respectively).

~55
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=—®—Spinach =®=Lettuce =®=0therGreens, Mixed =®=Cabbage Kale
7.330
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To sum up, the data give us little reason to believe that leafy greens will
play a significant role in the expansion of the organic vegetable sector
in the Pacific Northwest.

14
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Table 2. Estimated Gross Sales at
Varying Acreages and Yields, Organic
Certified Leaf Lettuce, Assuming $25/
Carton, Oregon (2007)
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Defining Lettuce of the Middle: Acreage in Production

This section provides a ballpark estimate of the acreage needed to
reach Agriculture of the Middle for organic leaf and romaine lettuce

in the Pacific Northwest. We use the rule of thumb of $250,000-
$500,000 in gross sales to define Agriculture of the Middle in this
context (McAdams 2015). We use a 2007 enterprise budget from Oregon
State University for leaf lettuce (Seavert, et al. 2007) to estimate gross
sales over plausible ranges of acreage and yields, assuming a price
point of $25/carton, which is a conservative mid-range estimate for
organic lettuce prices as of 2013, the latest year for which data is
publicly available.” Table 2 below presents these data. The range of
acreage associated with Agriculture of the Middle at each yield level is
highlighted in gold. At a yield level of 650, for example, acreage of 20-
30 acres planted in lettuce will be considered Agriculture of the Middle.
At a higher yield of 950 cartons/acre, however, 15-20 acres will suffice.
For conventional agriculture, assuming conservatively a price point

of $15/carton and a yield of 950 cartons/acre, an Agriculture of the
Middle farm would require a harvested area of 17-35 acres.

ACRES YIELD (Cartons/Acre)

10
15
20
25
30
40
50

350 450 550 650 750 850 950
$43,750 $56,250  $68,750 $81,250 $93,750 $106,250  $118,750
$87,500 $112,500 $137,500  $162,500 $187,500  $212,500  $237,500
$131,250  $168,750 $206,250  $243,750  $281,250  $318,750  $356,250
$175,000  $225,000 $275,000 $325,000 $375,000  $425,000  $475,000
$218,750  $281,250 $343,750  $406,250  $468,750  $531,250  $593,750
$262,500  $337,500 $412,500  $487,500  $562,500  $637,500  $712,500
$350,000  $450,000 $550,000 $650,000 $750,000  $850,000  $950,000
$437,500  $562,500 $687,500  $812,500  $937,500  $1,062,500 $1,187,500

How prevalent are lettuce farms of Agriculture of the Middle size in
the Pacific Northwest? Given the insignificance of the crop for this
region, there do not exist public data by farm size class for the Pacific
Northwest from the Census of Agriculture; hence, we do not know.
However, there do exist public farm size data from California, which is
the largest producer of lettuce that consumed in the Pacific Northwest.
These data cover lettuce producers as a whole, and are not divided by
variety (e.g. leaf, romaine) or production system (e.g. organic).

Data on lettuce farm size classes in California over the period 1997-
2012 is presented below in Table 3 (NASS 2015). The most noticeable
features of these data are the rise in the number of “micro” scale farms
(0.1 = 0.9) acres, and the relative decline of the farms that fall into the
size class category of Agriculture of the Middle for either organic or
conventional. Farms under one acre increased from 32.1% to 60.9% of
all farms (from 323 to 1,392 total farms).

7 Organic wholesale lettuce prices are measured by the carton (24 heads). These prices are high-
ly volatile. The latest publicly available data on organic wholesale lettuce prices (2013) cite price points
ranging from a low of $18.90 in April 2013 to a high of $43.00 in October 2013 (Economic Research
Service 2014).
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Table 3.
Number of Farms by Size
Class, Lettuce, California,
1997-2012
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Farms between 15 and 50 acres declined from 8.3% of all lettuce farms
in 1997 to 3.1% of all lettuce farms in 2012 (from 83 to 71 total farms).
Meanwhile, the number (though not the percentage) of farms in the
largest two categories, 750-999 acres and over 1000 acres, increased
significantly between 1997 and 2012 (from 74 to 137 total farms).

Size class (ac) 1997 2002 2007 2012 % Operations % Operations

(1997) (2012)
0.1-0.9 323 254 428 1392 32.1% 60.9%
1.0 - 4.9 170 106 139 343 16.9% 15.0%
5.0 - 14.9 88 59 59 68 8.7% 3.0%
15.0 - 24.9 31 41 22 37 3.1% 1.6%
25.0 - 49.9 52 38 53 34 5.2% 1.5%
50.0 - 99.9 58 82 65 54 5.8% 2.4%
100 - 249 81 127 108 90 8.0% 3.9%
250-499 69 88 85 73 6.9% 3.2%
500-749 51 48 69 57 5.1% 2.5%
750-999 19 28 33 32 1.9% 1.4%
>1000 65 98 106 104  6.5% 4.6%

Drivers of Supply

This section presents the major drivers of the supply of organic leafy
green vegetables, with a product focus on lettuce as indicated above.
These drivers are as follows: production costs, for which we will focus
on leaf lettuce; crop diversity, for which we will examine the related
category of mixed vegetable farming; emerging production systems,
for which we will focus on possible opportunities in urban vertical and
hydroponic farming; and alternative distribution systems, for which
we will touch on (briefly) community supported agriculture (CSAs),
home delivery services, and organic-focused distributors. We conclude
by talking about the projected impacts of environmental changes

on organic leafy green vegetable cropping systems in the Pacific
Northwest, with reference to California.

Production Costs

Table 4 and Table 5 below present sample costs of production per carton
and acre for conventional and organic leaf lettuce in the Willamette
Valley (Oregon), based on a recent (2007) enterprise budget from
Oregon State University (Seavert, et al. 2007).® The table below provides
a simplified presentation of the OSU enterprise budget by grouping

like inputs into categories. For example, all fertilizer, herbicide, and

soil amendment line items are grouped under the category “Fertilizers
and Inputs.” Fixed costs, which include items such as land rent and
equipment depreciation, are aggregated and presented as a single line
item. Units of product are measured in cartons; each carton contains

24 heads of lettuce. Yield is assumed to be 900 cartons/acre for
conventional production, and 650 cartons/acre for organic production.

8 Detailed budgets are presented in the Appendix, Table 10 and Table 11.
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Table 4. cost
Breakdown by Top Level
Category, Conventional
Leaf Lettuce, Oregon
(2007)

Table 5. cost Breakdown

by Top Level Category,
Organic Leaf Lettuce,
Oregon (2007)
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In the original budget, each cost item is divided into three components:
labor, materials, and machinery/equipment. The model assumes that
general labor is paid $10/hr, and tractor drivers are paid $12/hr. Labor
is the largest input into the harvesting cost category, and a significant

input into transplanting. Tables 4 and 5 below break out the labor
component of each cost item from the total, and report costs per acre
and per carton for each. For example, in Table 4 labor costs per acre
are $1,616; labor costs per carton are $1.80. Fixed costs, such as
depreciation of machinery, do not include labor as an input.

From Tables 4 and 5 below we see that packing and materials,

harvesting, and transplanting are the three most important cost
categories in both the conventional and the organic lettuce grower’s
budget. These cost categories are highlighted in gold.

Cost Category Total Cost/ Labor Cost/ Total Cost/ Labor % Total % Labor
Acre Acre Carton Cost/ Cost Cost
Carton
Field Preparation $128.57 $43.65 $0.14 $0.05 2.50% 2.7%
Fertilizers and Inputs $394.72 $24.67 $0.44 $0.03 7.6% 1.5%
Transplanting $1,108.65 $205.38 $1.23 $0.23 21.4% 12.7%
Irrigation $107.50 $22.50 $0.12 $0.03 2.1% 1.4%
Harvesting $1,373.74  $1,248.00 $1.53 $1.39 26.5% 77.2%
Packing & Materials  $1,422.00 $72.00 $1.58 $0.08 27.4% 4.5%
Other Costs $238.48 $- $0.27 $- 4.6% 0.0%
Total variable costs $4,773.66  $1,616.20 $5.30 $1.80 92.1% 100.0%
Total fixed costs $409.59 $- $0.46 $- 7.9% 0.0%
Total Costs $5,183.25 $1,616.20 $5.76 $1.80 100.0% 100.0%
Cost Category Total Cost/Acre Labor Cost/ Total Cost/ Labor Cost/ % Total % Labor
Acre Carton Carton Cost Cost
Field Preparations $503.36 $363.90 $0.77 $0.56 9.5% 17.9%
Fertilizer and Inputs $593.35 $10.91 $0.91 $0.02 11.2% 0.5%
Transplanting $844.42 $205.38 $1.30 $0.32 16.0% 10.1%
Irrigation $107.50 $22.50 $0.17 $0.03 2.0% 1.1%
Organic Certification $45.50 $- $0.07 $- 0.9% 0.0%
Harvesting $1,503.74 $1,378.00 $2.31 $2.12 28.4% 67.8%
Packing and Materials $1,027.00 $52.00 $1.58 $0.08 19.4% 2.6%
Other Costs $240.28 $- $0.37 $- 4.5% 0.0%
Total variable costs $4,865.15 $2,032.68 $7.49 $3.13 92.0% 100.0%
Total fixed costs $423.83 $- $0.65 $- 8.0% 0.0%
Total costs $5,288.98 $2,032.68 $8.14 $3.13 100.0% 100.0%
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Comparing the results of Tables 4 and 5, the similarities and the
differences between the production costs of the two systems come into
focus. First, we notice that the total costs per acre for the two budgets
are quite similar: $5,183 for conventional, vs. $5,288 for organic:
per-acre costs for organic production are only 2% higher than per-
acre conventional costs. Second, labor costs per acre are significantly
higher for organic than for conventional ($2,032 vs. $1,616). Since
per-acre costs are similar between the two budgets, the higher unit
cost of organic production is due primarily to the lower yields.
Whereas the conventional budget assumes a yield of 900 cartons/acre,
the organic budget assumes a lower yield of 650 cartons/acre. That
crucial difference translates into a significant difference in per-carton
production costs: organic production costs per carton are 41% higher
than conventional ($8.14 vs. $5.76), and organic labor costs per carton
are 74% higher than conventional ($3.13 vs. $1.80).

The percentage breakdown of costs across the two budgets also differs.
Field preparation, fertilizers and inputs are more significant cost items
for organic production than for conventional. For example, while

field preparations for conventional production are $0.14/carton, for
organic they are $0.77/carton. Labor costs comprise the majority of the
difference in field preparation costs: they are $0.56 / carton for organic
field preparation, compared to only $0.04 / carton for conventional
field preparation. The task of weed control by hand, which is present
as a line item in the organic but not conventional production budgets,
is the primary reason for this difference. As one of our expert
interviewees puts it, in organic agriculture the farmer is frequently
“replacing chemicals with people” (Murray 2016).

For the category of fertilizers and inputs, likewise organic applications
tend to be more expensive than their conventional counterparts. For
instance, organic insecticide application costs $315/acre, as compared
to $108/acre for conventional insecticide. The harvesting process is
also somewhat more labor-intensive per acre, and much more labor-
intensive per carton, for organic than conventional production.
Harvest labor for organic production costs 10% more per acre than
conventional ($1,378 vs. $1,248), and 53% more per carton than
conventional ($2.12 vs. 1.38).

Despite the lower yields, organic agriculture often earns a higher profit
per acre due to price premiums. This result has been shown to be true
on average across the globe (Crowder and Reganold 2015, Philpott
2015), and can be shown to be true over plausible yields and price
points for leaf lettuce in the Pacific Northwest. The budgets prepared
by the OSU researchers (Seavert, et al. 2007) provide projections of
estimated returns per acre based on varying combinations of per-
acre yield and output price per carton. In general, with the exception
of very low yields, organic returns tend to be somewhat higher than
conventional, due to the higher price per carton that organic certified
lettuce can obtain on the market.
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Table 6. Estimated Returns per
Acre over Total Costs by Yield and
Price per Carton, Conventional
Lettuce, Oregon (2007)

Table 7. Estimated Returns per

Acre over Total Costs by Yield and
Price per Carton, Organic Lettuce,
Oregon (2007)
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Tables 6 and 7 below demonstrate this finding. The recent Oregon
Food Infrastructure Gap Analysis analyzed national data on annual
average conventional and organic prices from 2013, and found organic
premiums that range between 55% and 105% (Ecotrust 2015). For
example, suppose conventional leaf lettuce prices are $8.00/carton;
organic prices will be between $12.00 and $16.00/carton. This range
of premiums gives rise to higher returns to organic production over
plausible yield ranges. At the lower premium price point of $12/carton,
an organic yield of 550 cartons/acre or more will achieve competitive
returns with a conventional yield of 800 cartons/acre. At the higher
premium price point of $16/carton, an organic yield of 350 cartons/
acre will achieve competitive returns with a conventional yield of 750
cartons/acre at the $8.00/carton price point.

PRICE YIELD
700 750 800 850 900 950 1000
$6.00  $(407) $(251)  $(95) $61 $217 $373 $529

$6.50  $(57) $124  $305 $486  $667 $848 $1,029
$7.00 $293  $499  $705  $911 $1,117  $1,323  $1,529
$7.50 $643  $874  $1,105 $1,336 $1,567 $1,798  $2,029
$8.00  $993  $1,249 $1,505 $1,761 $2,017 $2,273  $2,529
$8.50  $1,343 $1,624 $1,905 $2,186 $2,467 $2,748  $3,029
$9.00 $1,693 $1,999 $2,305 $2,611 $2,917 $3,223  $3,529

PRICE YIELD

350 450 550 650 750 850

$7.00 $(1,765) $(1,423) $(1,081)  $(739) $(397) $(55)

$8.00 $(1,415) $(973) $(531) $(89) $353  $795

$9.00 $(1,065) $(523) $19 $561 $1,103  $1,645
$10.00 $(715) $(73) $569 $1,211  $1,853  $2,495
$11.00 $(365) $377 $1,119  $1,861  $2,603 $3,345
$12.00 $(15) $827 $1,669  $2,511  $3,353 $4,195
$13.00 $335 $1,277 $2,219 $3,161  $4,103  $5,045
$14.00 $685 $1,727 $2,769  $3,811 $4,853  $5,895
$15.00 $1,035 $2,177 $3,319  $4,461  $5,603 $6,745
$16.00 $1,385 $2,627 $3,869  $5,111  $6,353 $7,595

How accurate or up-to-date are the yield assumptions presented in the
budget above? USDA data indicates that average conventional yields in
California in 2014 were 240 hundredweight/acre (cwt/ac) (NASS 2015).°
Assuming each head of lettuce weighs about 1.04 lbs. (Meister 2004),
average yields were 960 cartons/acre.!

9 Lettuce is not a significant enough crop in Oregon and Washington for yield data to be
collected.
10 Since California’s lettuce yields are exceptionally high, it is likely that conventional lettuce

yields in Oregon and Washington are somewhat lower on average than this figure. An empirical study of
lettuce yields in Washington State estimated that yields were 200 cwt/ac, or about 800 cartons/acre (IPM
Center 2000).
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Figure 8. Wholesale Prices and
Premiums in $/carton, Green leaf
lettuce, Organic and Conventional, 24
units, San Francisco (2012-2013)
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We do not have directly publicly available data on organic lettuce
yields in Oregon and Washington, but we can approximate yield

data by dividing production by acreage, as given in Table 1 above.
Based on these figures and using the above assumptions about the
average weight of a head of lettuce, average yields were 592 cartons/
acre in 2014. By these figures, if conventional lettuce sells at $8.00/
carton, organic leaf lettuce would be competitive with conventional at
$16.00/carton, but not $12.00/carton. Our contact at Helsing Junction
Farm, a diversified vegetable farm that distributes its produce through
community-supported agriculture (CSA), indicated that Helsing
Junction’s lettuce yields were 17,000 heads/acre (708 cartons/acre) on
average (Finkelstein 2016). At that yield, Helsing Junction’s lettuces
would bring competitive returns with conventional lettuces at either
$12.00/carton or $16.00/carton.

How consistent are organic price premiums over time? Wholesale
price data from San Francisco over the period 2012-2013 reveal that
on a monthly basis, premiums for organic lettuce in the San Francisco
market tended to fluctuate over a considerably wider range than the
55% - 105% annual averages given in 2014 for the Infrastructure
Report (Ecotrust 2015). For instance, the lowest organic premiums
during this period, paid in February 2013, were $1.25/carton or 6%. The
highest premiums, paid in November 2013, were $25.75/carton or 169%
(Economic Research Service 2014).
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To sum up, we have good reason to believe that overall, returns to
organic agriculture will be competitive, if not exceed, returns to
conventional agriculture for leaf lettuce. However, volatile prices for
both organic and conventional crops entail that this may not always be
the case.
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Figure 9. organic Certified Mixed
Vegetables: Total Acreage Harvested,
Oregon and Washington, 2002-2011
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Crop Diversity: Organic Mixed Vegetable Farming
in the Pacific Northwest

1. Mixed Vegetables: A Significant Sector

Mixed vegetable farming is more important, quantitatively, to organic
agriculture in the Pacific Northwest, than single-crop farming for
lettuce or other greens." In the Pacific Northwest, mixed vegetable
farming is the production system for leafy greens that is best suited to
both alternative techniques of production, including cover cropping,
crop rotation, and compost-based fertilizers, and alternative methods of
distribution, such as CSAs, farmers’ markets, farm-to-table restaurants,
and related forms of locally and regionally oriented sourcing. Mixed
vegetable farming includes not only leafy greens, but also root crops
(e.g. beets, squash), brassicas (e.g. broccoli, cauliflower), tomatoes,
beans, peas, and many other crop types. Mixed vegetables can be grown
for fresh market or processing. Jason Bradford, managing director of
farmland investment company Farmland LP, cites organic vegetables
grown for processing, such as winter squash and green beans, as some
of the most profitable organic crops grown under Farmland LP’s model
(Bradford 2016).

Organic mixed vegetable farming is more prevalent than single-crop
lettuce in the Pacific Northwest. In 2011, a total of 4,111 acres of mixed
vegetables were grown across Oregon and Washington (2,840 and 1,271
respectively), while a total of 19,077 were grown across California
(Economic Research Service 2013). Data from USDA Economic Research
Service (ERS) are presented below in Figure 9 and Figure 10. Data from
2009 for all states, as well as Washington State data from 2007, are
missing from the data.
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1 Production systems for mixed vegetable farming are too diverse for an enterprise budget to
provide an adequate guide.
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Figure 10. organic Certified
Mixed Vegetables: Total Acreage
Harvested, California 2002-2011
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2. Beyond Mixed Vegetables: Pasture and Rotations

Emerging organic agriculture systems go beyond mixed vegetables to
include pasture/forage for livestock and grain crops in rotation. For
example, Farmland LP, a farmland investment management company,
focuses on a crop rotation that includes grains, livestock, and mixed
vegetables. The company purchases conventional cropland, supervises
its transition to organic certified land, and leases to organic livestock
and crop farmers in succession. During the period of transition from
conventional to organic, the company plants a pasture or forage crop,
such as clover, and leases the land to livestock producers including
sheep, pastured poultry, and grass-fed cattle. The presence of livestock
in a rotational pattern on the soil restores its fertility through manure
deposits while generating income for the farmer and the landowner.
One difficulty Farmland LP has faced is finding markets for organic
certified forage and pasture seed crops. According to the national
organic standards, if organic forage or pasture is not available, than
producers of organic meats and dairy are not required to source it; the
certification standards do not spur demand in this case (Bradford 2016).

Farmland LP’s financial and management model rests of the
profitability of rotating livestock with vegetables and grains. Once the
purchased farmland has been certified organic and fertility restored,
Farmland LP leases plots to mixed vegetable and/or grain growers
(Wichner 2012). When vegetable plots begin to lose soil fertility, the
company rotates back to either a grain crop, or a cover crop plus
livestock, as vegetable growers are transitioned to new, higher-fertility
plots. The Farmland LP model rests on diversity of crops and livestock
over time. Individual farmers, who lease land from the company, tend
to specialize in either mixed vegetables and/or grains, or livestock, but
not both (Bradford 2016). The model generates financial returns through
two sources, lease income and asset appreciation; it is based on long-
term land ownership (at least 30 years), and a vision of agriculture
that seeks to increase crop diversity while minimizing external inputs
(Wichner 2012).
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Alternative Production Systems: Urban and Vertical Farming

In recent years, substantial press attention has been given to emerging
alternative production systems for intensive, indoor farming that
promise to produce high yields of a variety of leafy green crops to
urban consumers, grown within cities. These systems have attracted
attention from scientists, entrepreneurs, and investors as a potential
future wave of urban agriculture. In this section, we introduce three
of these production systems — hydroponic, aeroponic, and aquaponics.
We discuss the most popular of these systems to date, hydroponics, in
greater depth, and call attention to emerging aquaponics systems as
well.

Hydroponic farming is an important alternative production system

for leafy greens that can be installed indoors at a scale as small as
400 square feet, or the size of a garage. A hydroponic farm requires a
growing medium, a fertilizer, and a lighting system — most commonly
in the form of LED lights. Plants are then grown in shallow troughs of
water with minerals added (H 2014) Similar to hydroponics, aeroponic
vertical farming involves suspending plants in the air and then
applying a nutrient-rich mist to the roots (H 2014). While it requires
“sophisticated pumps and control systems,” aeroponic farms can be
more desirable than hydroponic production because they “waste very
little water, are less susceptible to diseases, and [are] easier to automate”
(H 2014).

In addition to these two methods, aquaponics is another option for
urban farmers. Aquaponics combines aquaculture and hydroponics

to produce crops (Perkins 2013). The basic process involves adding
nitrogen-fixing bacteria to basins containing water and fish, which
converts the ammonia in piscine waste to nitrates (Perkins 2013).
Similar to hydroponics, plant roots soak up and use this nutritious
solution to grow. While there are more moving parts than hydroponic
growing, the advantage of aquaponics is that it requires less cleaning
between harvests, since added bacteria often out-compete harmful
germs (H 2014). In addition to healthy produce, an aquaponics system
will raise sustainably-farmed fish that can be sold through local supply
chains. The biggest challenge for commercial aquaponics companies

is filtration: if waste collects, fish will die and the water’s chemical
balance will no longer be able to support plant growth (McCollow
2014). Some practitioners of hydroponics have expressed pessimism
about aquaponics: one of our interviewees noted that balancing the
nutrient needs of two separate systems, the fish and the greens, can be
quite difficult and require intensive monitoring, without which there is
a risk of compromising the nutritional integrity of both crops (Knaus
2016).

Mobius Microgreens, a Portland-based aquaponics start-up founded
in 2013, has found a unique niche in the urban farming movement.
Principal grower and founder Anne Phillip offers a commercial CSA,
as well as modular systems that can be leased (or purchased) by
consumers and then installed in restaurants, homes, or offices. For
Anne, this model offers something new: by providing a “ready to go”
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modular system “where you [can] grow a substantial amount of food
in your house” (Phillip 2016) or business, Anne hopes to meet growing
urban demand for nutrient-rich greens. Mobius is gaining notoriety

in Portland; the company recently installed an aquaponics system at
Airbnb’s Portland headquarters, and recently began selling at New
Seasons Market. Both Mobius and New Seasons Market plan to gauge
consumer demand for aquaponically-grown produce, with the potential
for a longer-term partnership. Anne believes customers will respond
positively, particularly because aquaponics is “an incredibly safe, clean
way to grow greens” (Phillip 2016). If so, supplying to New Seasons
Markets (now with stores in Oregon, Washington and California) could
present a valuable opportunity for Mobius to scale up commercial
microgreens production. Mobius will also be participating in the
Cascadia CleanTech Accelerator this summer, sponsored by Oregon
BEST and the CleanTech Alliance in Washington.

In the short term, Anne aims to increase microgreens production to
keep up with growing demand. Expanding her production to include
mainstream crops like spinach or kale will depend on her revenue-
stream and available capital, since those crops require more space, and
therefore higher rent. For now, sticking with “proving the microgreens
concept” (Phillip 2016) makes the most sense, as products sell at higher-
value, are nutrient-dense for the consumer, and require little space to
grow. At the same time, Anne sees her model as one that could, and
should, be replicated: “The reason why I got involved in [aquaponics]
was the idea of growing food in cities” (Phillip 2016). In the long-term,
she envisions larger-scale installations and even “regional nodes”

of urban aquaponics systems that could respond to local demand,
stretching throughout Portland, Gresham, and even up to Seattle
(Phillip 2016).

Startup costs for a small-scale commercial hydroponic operation can
be in the ballpark of $80,000 - $100,000 (Knaus 2016). The process

is labor-intensive; affording enough workers to harvest produce,
especially leafy greens with a short shelf-life, can be a significant
financial obstacle for large-scale vertical farmers (Rose 2015). Yields
can be very high, though the estimated range of yields we discovered
was wide. One of our sources cited a range of yields between 2-4
million pounds per year on a footprint as small as 30,000 square feet:
66 - 132 1lbs/sf (Bhanoo 2014). Another source estimated that for a
small commercial operation (2,000-3,000 sf) growing baby salad mix,
yields of 20-30 Ibs/sf could be expected (Knaus 2016).

As lighting technology continues to advance, hydroponic systems have
become more sophisticated, promising higher yields. Multinational
companies like Philips are actively developing LED lights that are
“suitable and cost effective for vertical urban farming” (Bhanoo

2014) and this sector is continuing to grow. For example, the use of
“pinkhouses” — lighting systems that emit only blue and red light —
optimize growth by meeting the photosynthetic needs of plants while
using less energy than regular LEDs. In some cases, vertical farmers
noticed a 20% increase in plant growth as a result of using specialized
lights (Doucleff 2013). The growth of the marijuana market for both
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recreational and medical uses promises to expand the market for
hydroponic lighting systems, holding the potential to spur ongoing
technological innovation and dissemination.

In hydroponic farming, the crop choice often depends on the scale of
production. Small-scale hydroponic farms tend to be most successful
when growing high-priced crops such as microgreens. The basic
microgreens mix consists of brassicas such as kale and broccoli, along
with mustard greens, arugula, pea shoots, and sunflower shoots.
Difficult-to-grow herbs, such as different varieties of basil, can also be
grown profitably, due to their appeal to restaurants. Lower-priced crops,
such as lettuce and herbs, tend to require larger indoor spaces. In major
cities, large-scale urban indoor farms can be as large as 90,000 square
feet. At this larger scale, while rental costs can become a major issue,
one aquaponics company found that their vegetables grew “so fast that
production [offset] the energy costs of the building, which was already
only 40% of the energy used in the same square footage of Class A,
high-rent office space” (McCollow 2014). Major crops in large-scale
hydroponic farming include leafy greens, such as spinach, kale, swiss
chard, and baby lettuce varieties, as well as herbs like parsley, basil, and
cilantro (McCollow 2014). Due to their short growing cycle, leafy greens
and herbs are perfectly suited to a vertical farming system (H 2014)
with a turnaround as short as 35 days from seed to harvest (McCollow
2014). Since greens tend to wilt and lose nutritional value shortly

after harvest, some commercial operations plan to create value-added
products, like baby food or salad dressing, as a way to extend produce
shelf life (Peters 2015).

Vertical hydroponic farming has three major environmental advantages
over conventional agriculture. First, it is generally pesticide-free.
Second, food safety issues are simplified due to the controlled and clean
indoor environment. Environmental parameters (temperature, humidity,
etc.) can be adjusted to levels that will reduce the risk of bacteria and
disease, and make pests easier to manage. Third, hydroponic farming

is extremely water efficient. New Jersey-based Aerofarms claims to use
959 less water than required to grow the same amount of leafy greens
in a field (Peters 2015). Similarly, aquaponics systems use only 2% of
the water required in traditional agriculture, as well as being a closed-
loop, waste-free system with no unusable byproducts (McCollow 2014).

Since it is inherently pesticide-free, hydroponic crops can be grown

in compliance with organic certification, but the process adds a layer
of complexity: the use of organic certified fertilizers and growing
mediums can lead to issues with growth of undesired biomass and

can create a waste management problem. One grower we spoke with
observed that the organic approach did not tend to resonate with
practitioners of indoor, vertical hydroponic farming, given that such
growing systems by their nature do not use pesticides or herbicides
(Christensen 2016). Another grower contact expressed the opinion that
organic and hydroponic systems were compatible; however, “it requires
flexibility on both sides” (Knaus 2016). A working group at the National
Organic Program has been formed to review restrictions around
organic certification of hydroponic operations. If these restrictions are
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Commercial microgreens
from Mébius Microfarms in
Portland, OR
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relaxed, it will become easier for a hydroponic farm to attain organic
certification, potentially expanding the market for hydroponic crops.
The decision is set to be made in December 2016.

Microgreens and other hydroponic crops are not (yet) a mass market
phenomenon. However, as more urban and vertical farms are able to
produce high yields of leafy greens and reduce transportation distances,
large retailers like Whole Foods are becoming a more common link in
the supply chain (Bhanoo 2014). “The market is wide open right now,”
says local hydroponic farming specialist David Knaus (Knaus 2016). One
model, used by Pennsylvania-based hydroponic grower BrightFarms,
involves building greenhouses near local retailers, who then sign long-
term purchase agreements to buy vegetables grown by BrightFarms
(Shemkus 2015). For a consumer, one of the biggest perks of vertical
farming is its reliability (Bhanoo 2014). Protected from pests, weather,
and drought in a highly-controlled environment, hydroponically-grown
produce not only looks “pristine,” but is also guaranteed year-round
(Bhanoo 2014).

Hydroponic production systems for specialty crops, such as
microgreens, have been in use at commercial scale since the early
2000s. According to our grower contact, in Portland (Oregon) demand
for specialty crops like microgreens is stable, but not increasing at

an unusual rate (Christensen 2016). In addition, our contact observed
that the market has become somewhat saturated with growers, while
customer base has remained the same size. Consumers tend to perceive
these crops as having a high price point, which can deter purchasing
despite the high nutritional content of the crops (Christensen 2016).

Historically, microgreens and other hydroponic crops tend to sell
through a few key market channels: restaurants, farmers’ markets, and
specialty retail shops including food co-ops. Large-scale retailers tend
not to stock microgreens; they are often associated with sprouts, which
have faced food safety issues recently. Because sprouts are grown in a
warm, humid environment, they often become a breeding ground for
harmful bacteria. In recent years, both raw and lightly-cooked sprouts
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Indoor vertical farming
operation being
developed by Green Spirit
Farms in Michigan
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have been associated with outbreaks of foodborne illnesses, mainly by
E. coli and Salmonella (Newgent 2015). To minimize risk, consumers are
encouraged to avoid raw sprouts when dining out, or to cook them fully
at home. According to the Academy of Nutrition and Dietetics, “while
there are approved plant treatments to reduce contamination, there is
no way to guarantee all harmful bacteria are destroyed in raw sprouts”
(Newgent 2015).

One social benefit of hydroponics and other methods of urban farming
are their potential to boost urban renewal. Fred Haberman, founder of
Urban Organics in St. Paul, Minnesota, saw the growth of his aquaponics
company revitalize the neighborhood. According to Haberman,”Food
deserts are business deserts; they’re job deserts. What we're trying to do
here is prove the economic viability of aquaponics in an area that needs
urban renewal” (McCollow 2014). In Haberman’s words, “when that
happens, jobs are created directly and indirectly, and the culture of food
in a particular community begins to change for the better” (McCollow
2014). In St. Paul, this vision is coming true: not long after Urban
Organics took over an old brewery building, three restaurants opened
nearby (McCollow 2014).

Critics oppose the tendency of large-scale hydroponic operations to
promote their crops as “local” produce while they operate indoors,
removed from the community. According to program director for
Sustainable Agriculture Education, Poppy Davis, the problem is that

if “[small] farmers are seen in their communities, selling into their
communities, they’'re also going to be motivated to be accountable to
their communities” (Shemkus 2015). Critics also question the relative
nutrition of produce grown without soil or sunlight. While hydroponic
crops may look flawless to a consumer, some believe “they can’t possibly
have the vitamins and minerals that lettuce grown in soil would have”
(Whoriskey 2015).

With 70% of the population projected to live in cities by 2050, the need

for large quantities of fresh produce in urban areas will only continue
to grow. Hydroponic, vertical farming methods have been shown to
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produce high yields of leafy greens, and successfully distribute them
through local and mass market channels. Compared to traditional farms,
which use as much as four times more energy processing, packaging,
and transporting produce than growing them (H 2014), urban farmers
can help increase efficiency within our food system. At the same time,
an in-depth cost analysis is necessary (Bhanoo 2014). Urban farmers
note that “it isn’t clear yet how the carbon footprint [of hydroponic
farming] compares to traditional farming of leafy greens” (Peters 2015).
Hydroponics can also form part of a farming system that also includes
open field-based agriculture, extending the growing season and
providing the grower with supplemental income (Knaus 2016).

Alternative Distribution Systems: Organic Distributors, CSAs, and Home
Delivery

Investors seeking to pay attention to the trajectory of organic vegetable
markets should also pay attention to alternative distribution systems.
Three of these systems are worth mentioning. The first system is closest
to the conventional model of a distributor, but one that targets organic
produce specifically. The second is the CSA model: the most community
focused, it also tends to operate at the smallest scale with the greatest
crop diversity at the individual farm level. The third model is the home
delivery service, of which Washington-based Full Circle is the best
existing example.

In general, organics experts seeking to expand market channels for
producers in the Pacific Northwest have pointed to the importance

of supply chain coordination in the market in general (Murray 2016).
Oregon Tilth’s 2014 analysis of the organic market in Oregon concluded
that “collaborative relationships between growers and buyers (are) an
effective way to coordinate supply and demand” (Murray and Chambers
2015). From the grower’s perspective, it is desirable to establish supply
chain relationships in advance of the growing season, before making
cropping choices. Establishing relationships with buyers, particularly
large ones (e.g. Safeway, Fred Meyer) can help growers make decisions
not only about which crops it is profitable to grow, but at which scale
(Murray 2016). These relationships are important, since fresh-market
vegetable supply chains tend to operate by handshake agreement, in
contrast to processed vegetables, in which fixed contracting is more
common (Murray 2016).

The need for supply chain coordination extends beyond organic-focused
market channels, and into the large-scale, mass retail market, which
has consistently increased its sourcing of organic certified produce as
demand for organics has grown (Dimitri and Greene 2002). Currently,
there is no consistent forum, conference, or clearinghouse for producers
of organic crops to network and establish relationships with large-scale,
conventional buyers and retailers of fresh produce. These relationships
are often formed at trade conferences such as the Pacific Northwest
Vegetable Association; however, the coordination needs of producers
are much greater than what an individual industry event or industry-
wide association can provide, given the dominance of conventional and
large-scale agriculture in the industry as a whole.
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1. Organic Distributors: Organically Grown Company

There are a small number of organic-focused produce distributors in
the Pacific Northwest that work primarily with organic producers of
vegetables, fruits, tree nuts, and other related crops. Organically Grown
Company (0GC), a farmer-owned business in operation consistently
since 1978, is perhaps the foremost distributor in this category. While
some broadline distributors may in fact be moving a larger volume

of organic product than OGC, the latter company stands out for its
commitment to organic agriculture and relationship-based approach.
0GC sources from approximately 340 suppliers in the Pacific Northwest
and California, ranging from 3 acres to 25,000 acres. 0GC’s customers
are primarily retailers, well-positioned to capture the organic price-
premium (unlike institutional foodservice or restaurant). The company’s
most important crops by value are avocados, berries, broccoli, bananas,
potatoes, onions, and citrus; of these, citrus, avocados, and berries are
growing the fastest. 0GC’s revenue has grown over the last three years,
but its supplier list is stable; it is not constrained by available financing
(Organically Grown Company 2016).

0GC’s company practices exemplify the kind of supply chain
coordination cited by organic education specialist Tanya Murray. The
company provides a suite of services to their suppliers that include
production planning, logistics, food safety, consulting on product
quality and packaging, seed development, advocacy, flexible and
customized purchasing programs that reflect the grower’s needs, and
many more (Murray and Chambers 2015). Prices are often negotiated
with supplier farms; in some cases, OGC simply accepts the price that
the supplier offers. 0GC Sustainability Manager Kimberlee Chambers
notes, “(Organic produce) is a relationship-based industry. Once we
have a relationship with you, we are going to do everything we can to
maintain and enhance that relationship... these types of relationships
can take years to cultivate” (Murray and Chambers 2015).

The major sources of information about OGC are its weekly Market
Reports (Organically Grown Company 2016) and annual Sustainability
Report (Organically Grown Company 2015).

2. Community Supported Agriculture (CSA)

Community-supported agriculture (CSA) is a membership-based
model for food distribution, in which members purchase shares of the
produce of a farm in advance of the harvest. By purchasing shares

in advance, members share in the risks of the agriculture enterprise.
CSAs have become an increasingly important model both regionally
and nationally: from the founding of the model in 1986, there were
6,200 documented CSA farms by 2014 (Paul 2015). The majority of
this growth has taken place since 2009. While CSAs still represent less
than 1% of U.S. farms, their profile and popularity have become more
significant than their relatively small number and size would suggest.
The USDA directory of CSAs lists 26 such farms in Oregon, and 23 in
Washington (Agricultural Marketing Service 2016). The true number is
probably higher due to incomplete reporting; the Portland Area CSA
Coalition website lists 44 separate CSAs delivering to the Portland
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metro area alone (Portland Area CSA Coalition 2016). CSA farms tend to
grow mixed vegetables, offering consumers a diverse basket of produce.
They may also raise livestock and offer dairy, meat, and eggs as part of
the offering; for example, Willamette Valley-based Winter Green Farm
offers grass-fed beef in addition to mixed vegetables, fruits, and herbs
(Portland Area CSA Coalition 2016).

Though CSAs on average return higher net income than non-CSA farms
of comparable size (Paul 2015), returns to these farms are still very low:
a recent study conducted in western Massachusetts found that most of
the CSA farms examined paid below commonly accepted living wages
(Paul 2015). A comparable study for Pacific Northwest CSAs does not
exist. The Massachusetts study found that CSAs improve young and
beginning farmers’ access to land and working capital; CSA farming
was also shown to lead to increased environmental benefits such as soil
and water quality (Paul 2015).

We spoke with two separate CSA farmers in the course of conducting
this research; the next two paragraphs summarize our findings from
these interviews. The main conclusions we can tentatively draw from
these interviews are as follows. First, diversity is very important to
the CSA business model. Second, for these farms, the CSA itself is the
dominant market channel. Third, neither of these farms is growing
consistently or rapidly, though both have been in existence for over a
decade and appear to be stable.

Helsing Junction Farm is a 45-acre CSA with 1,000 members based

in Rochester, WA (near Olympia), in operation since 1992; the farm
offers delivery to Seattle, Portland, Olympia, and several other cities
and towns in the Pacific Northwest. The farm employs about 5 year-
round workers, and hires 15-20 seasonal workers during the summer
months. An estimated 80% of the farm’s sales come from the CSA,

and the rest from sales to wholesalers and distributors (Finkelstein
2016). Helsing is a classic mixed vegetable CSA farm that grows “every
vegetable,” in the estimation of the farm manager (Finkelstein 2016).
They grow several leafy green crops, including lettuce, arugula, spinach,
and tatsoi. They tend to cultivate about 2-3 acres in lettuce, at an
estimated average yield of 17,000 heads/acre (708 cartons/acre). Lettuce
varieties include green and red butter, green and red leaf, iceberg, and
romaine (Finkelstein 2016). Helsing struggles with the high markups
and exclusive nature of most distribution contracts; the exclusive
contracts often prohibit Helsing from selling directly to the same stores
that source from the distributor (Finkelstein 2016). Helsing has grown
by about 5-8 acres over the last three years, but plans not to grow
anymore, as they have run out of available farmland.

Boistfort Valley Farm is another mixed vegetable CSA of approximately
50 acres, located in Curtis, WA, in operation for about 15 years

and certified organic for 13 years (Heidi 2016). The farm employs 3
year-round staff; during the long summer season (late June through
November) they employ about 20 staff. The farm grows mixed
vegetables in a 5-year rotation, including multiple leafy green crops.
Leafy greens include lettuce, arugula, mizuna, bok choi, four varieties
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of kale, and red and gold Swiss chard. They grow multiple varieties of
lettuce over ! acre, including Romaine/Bibb cross, green and red leaf,
green and red butter, romaine, red oak, and occasionally a specialty
lettuce (e.g. French Crisp, Lollo Rossa). Their non-leafy vegetable
offerings include carrots, beets, squash, beans, and corn. The majority
of the farm’s sales come from the CSA and farmers’ markets; they have
on occasion sold to restaurants. They have not grown in acreage over
the last 3 years.

3. Home Delivery: Full Circle

Over the past decade, home delivery services have become an
important distribution channel for organic produce. Examples include
Portland’s Organics to You, northern California’s Farm Fresh to You,
and Seattle’s Full Circle. Full Circle is probably the largest of the home
delivery services targeting the Northwest, with approximately 8,000
households served spanning five states — Washington, Oregon, Alaska,
Idaho, and California. The company’s stated mission is “to change the
food system.... Organic and sustainable farming, transparency, and
access to healthy food for everyone” (Ostrom and Stevenson 2013).
Full Circle’s distribution channels have included farmers’ markets,
CSA boxes, restaurants, wholesalers, and (some) institutions such as
hospitals: it now focuses primarily on home delivery.

From its beginnings as a five-acre organic farm in 1996, Full Circle
has split into two separate companies, a 130-acre farm focusing on
producing organic vegetables, and a distribution service focusing on
home delivery of organics from a broad and deep network of partner
firms spanning five states. The distribution company offers a weekly
box of assorted produce at a range of sizes, complemented by offerings
of milk, cheese, eggs, bread, and a variety of meat products. As of
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2012, the company had attained revenues of over $20 million and
employed 150 people (Ostrom and Stevenson 2013). All of the products
Full Circle sources are certified organic.

The story of Full Circle is worth exploring in some detail, since it sheds
light on the dynamics of the organic produce market in the Pacific
Northwest. Until 2014, Full Circle had been growing at a breakneck
pace — average annual growth of 20%-400 since the recession. In
2014, the company conducted a capital raising effort with a private
equity firm, which fell through at the eleventh hour; 2015 has seen

a course correction involving a small contraction of the firm (~6%),

a few layoffs, and a strong push for reduction in overhead, general

and administrative (G€A), and variable operating costs. The farm’s
current size (130 acres) is down from a peak of over 400 acres (Ostrom
and Stevenson 2013). Andrew Stout, CEO of Full Circle, described the
current phase of the company as “Right sizing; we are profitable, stable
and strong, doing what we do on a solid base...we’ve been around 20
years, and we plan to be around for a while” (Stout 2016). The firm has
been through one Series A round (venture capital) funding; aside from
that round, it has been self-financed. In general, the company prefers
not to be dependent on outside capital.

Increasing competition in regional food markets was probably the major
factor behind Full Circle’s course correction. The rise of prepared, ready
to eat meals, food carts, and the expansion of Amazon into food sales
and delivery have all affected Full Circle’s revenue and bottom line
(Stout 2016). The general outlook for food investment, Stout told me,

is somewhat bearish: “There’s been an amazing amount of investment
in the food space over the last couple years, and we see that shrinking
now” (Stout 2016).

Full Circle’s crop offerings tend to mirror the market for fresh
vegetables as a whole: there is no single dominant crop. Broccoli,
carrots, cucumbers, celery, beans, onions, and potatoes are the top
vegetable crops; demand for leafy greens is growing. The company’s
approach, Stout says, is “to create a rounded offering with some
seasonal vegetables, fruits, greens, and allium... filling your basket for
recipes” (Stout 2016).

To source this level of diversity year-round, Full Circle works with a
large network of individual producers and distributors. As of 2012,

the company had about 30 “key partner” farms and relationships with
50 - 75 other farms (Ostrom and Stevenson 2013). Individual farms
are profiled on the company’s website. Most of the partner farms grow
more than one crop, but the farms tend to be larger, and not as diverse,
as the typical diversified CSA, direct-marketing farm; such farms

tend to sell product at price points that the Full Circle model cannot
support (Stout 2016). CEO Stout: “We look for quality first, at a large
enough volume that we can make it work; if there’s a supplier that has
multiple (crops) - great! Generally they do... have a number of items.”
(Stout 2016) The company coordinates cropping plans with some, but
not most, of its growers, preferring to remain flexible based on what
the grower offers. That flexibility supports the financial stability of
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the suppliers; for example, Full Circle will accept produce that does

not meet mainstream retailers’ standards of appearance and size

(Stout 2016). In the Northwest, Full Circle also works with distributors
Organically Grown Company (see above) and Charlie’s Produce. Finally,
the company has built a network of relationships with small-scale
producers of dairy, eggs, baked goods, meat, seafood, and tofu.

Full Circle offers pricing based on a cost-plus model, with quality
taken into account. The purchase price tends to reflect what the grower
is offering; the range of prices offered tends to be set by the largest
purchasers. Says CEO Stout: “The (price) is somewhat already selected
by the marketplace, dominated by the wholesale distribution market —
which is dominated by California. Nobody is working too far outside
the boundaries: Safeway sets the tone. We’re not dominant on price”
(Stout 2016). The retail price of the core product, the weekly produce
box, reflects the company’s offering of a premium, organic certified
product: Stout acknowledges, “our product is not necessarily ready for
the masses: high-end organic artisanal, bought online” (Stout 2016).

At the same time, produce at an unusually high price point cannot be
supported by the customer base. “If someone wants to sell something at
twice the (usual) price, you can buy a little, but not a lot. We make sure
we have a healthy margin ... so we aren’t forced to buy the cheapest.
We add value to the product to make that margin” (Stout 2016).

The next step for Full Circle, according to CEO Stout, is to innovate in
the product line. “We're primarily a curated grocer; now we want to
expand more into prepared foods. There’s a lot of opportunity there:
we're investing in commercial kitchen space and partnerships to realize
those product lines, develop and broaden our producer reach” (Stout
2016). By remaining, as Stout puts it, “nimble in the marketplace,” Full
Circle promises to remain a significant company in the organic food
space; home delivery of organic food, whether ingredients or prepared,
promises to remain an important market niche.

Environmental Change: A Market Opportunity?

The current drought in California, combined with ongoing climate
change leading to an increase in average temperatures throughout
North America, have led observers of agriculture to wonder whether
the Pacific Northwest will become a prime destination for farmers and
agribusiness investors fleeing California’s parched and overheated
landscape. This section examines the current decline in California’s
vegetable production and explores the possibility of the Pacific
Northwest becoming the “next California.”

1. The Decline of California Vegetable Production

Over the last four years, drought has led to a consistent decline in the
state of California’s vegetable production. Widespread dependence on
California’s produce supply has made this crisis particularly alarming,
revealing weaknesses in our food system on a national scale. As a
result of multi-year drought, a range of consequences have been put in
motion: from obvious water shortages, to an estimated 27 California-
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based agriculture companies, employing more than 23,500 workers,
moving crop production outside the U.S. (Wheat 2015). Overall, the
challenges facing California point to the need for large-scale investment
in diversified vegetable production, both locally and regionally, to
relieve pressure on an unsustainable system. The Pacific Northwest may
be able to capitalize on the decline of California vegetable agriculture,
but it remains too early to tell whether the environmental and market
changes that have led to this decline present a significant opportunity
for the region.

According to a 2015 study by the Pacific Institute, vegetable production
in California has been declining since 2000 (Cooley et. al. 2015).

This change reflects a long-term trend toward higher value fruit and
nut crops, but has been accelerating throughout the recent drought

as farmers have been forced to fallow acreage or adjust planting

plans based on scarce water resources and warming temperatures.
Additionally, citing labor and regulatory issues along with the drought
and demand for year-round production, some western U.S. growers
have already ventured south to Mexico and beyond (Wheat 2015). A
survey by Western Growers estimates that crops grown outside of the
U.S. “represent a potential loss of nearly $1 billion annually in direct
economic activity for California” (Wheat 2015). While the drought
appears to have had little effect on California’s agricultural revenue -
“2013 and 2014 [were] the highest and second highest, respectively, in
California history” (Cooley et. al. 2015) - these numbers are misleading.
Pacific Institute’s 2015 study explains that California’s “high crop
revenue can largely be attributed to the expansion of fruit and nut
crop acreage and strong market prices” (Cooley et. al. 2015), not robust
production of vegetables or leafy greens.

Currently, California is first in U.S. production of romaine lettuce (76%),
leaf lettuce (86%), head lettuce (75%), and spinach (63%), but according
to the USDA’s Economic Research Service, “reports out of California
indicate fewer plantings for short-season crops such as lettuce,
particularly in the San Joaquin Valley where groundwater is less
available and water allocations have been curtailed” (Perez et. al. 2015).
Two thirds of California’s lettuce is grown in the central coast region
which, despite illusions that crops are continuing to thrive during
drought, is actually dependent on aquifers that are in a major state of
overdraft, with nitrate contamination concerns looming. The situation
was illustrated on the front page of the regional agricultural newspaper,
the Capital Press, on February 26, 2016:
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California’s
sinking problem

iy The state has identified 21
groundwater basins considered
cntically overdrafted. In accor-
dance with the Sustainable
Groundwater Management Act,
local public agencies are
tasked with achieving
sustainable man-
agement plans
by Jan. 31,

While uncertainty still exists about the long-term impacts of
California’s drought and climate change, it is clear that agricultural
systems need to focus on resiliency (Knox and Scheuring 1991), for
which organic farming methods are better suited than conventional
methods (see section B above for more details).

2. The Need for Infrastructure

To take advantage of the opportunity presented by California’s decline,
building agricultural infrastructure in the Pacific Northwest would

be necessary. Existing data demonstrates a general decline in the
availability of post-harvest processing infrastructure in the Pacific
Northwest. Table 8 and Table 9 below present data from the U.S.
Census Bureau’s County Business Patterns dataset for Postharvest Crop
Activities excluding cotton-ginning (NAICS category 115114) in two
locations: the U.S. Pacific Northwest (Oregon and Washington) and
California (U.S. Census Bureau 2015). From 2000-2013, the number
of postharvest crop facilities declined by 8% overall in the Pacific
Northwest, and only 3% in California. Notably, the number of large
facilities (50 or more employees) in California increased by 4%, and
the number of small facilities (1-4 employees) increased by 6%. By
comparison, mid-size facilities (10-19 employees) increased by 23% in
the Pacific Northwest, while large facilities decreased by 89%.
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Number of Postharvest Crop
Facilities (except cotton-ginning),
U.S. Pacific Northwest (Oregon and
Washington), 2000-2013

Table 9.

Number of Postharvest Crop
Facilities (except cotton-ginning),
California, 2000-2013
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Number of Employees 2000 2013 Difference
1-4 39 36 -8%

5-9 13 12 -8%
10-19 10 13 23%
20-49 14 9 -56%

50 or more 27 25 -8%

Total 103 95 -8%

Source: (U.S. Census Bureau 2015)

Number of Employees 2000 2013 Difference
1-4 68 72 6%

5-9 43 35 -23%
10-19 44 43 -2%
20-49 48 44 -9%

50 or more 50 52 4%

Total 253 246 -3%

Source: (U.S. Census Bureau 2015)

3. Regionalizing the Food System

The California drought has illuminated the long-term dangers of relying
on one region as the primary source for produce. Looking at water use
alone, California’s agricultural economy has reached a tipping point
with regard to sustainability: “Continued groundwater overdraft, while
reducing the economic impacts of the drought for the agricultural sector
now, has shifted the burden to others... future generations will pay
more to access groundwater from greater depths and have less water
available to meet their needs” (Cooley et. al. 2015). With this issue in
mind, some argue that “it’s time to ‘de-Californify’ the nation’s supply
of fruits and [vegetables], to make it more diversified, resilient, and
ready for a changing climate” (Philpott 2015).

Various regions of the United States have been proposed as candidates
for a revival of diversified vegetable production. Food and Agriculture
reporter Tom Philpott has suggested “the Corn Belt states of the
Midwest as a prime candidate for a veggie revival” (Philpott 2015).
Referencing a 2010 lowa State University study, Philpott notes that
transferring “about a quarter million acres from corn and soy to veggies
could have a huge impact on regional supply” (Philpott 2015). In
addition to the Midwest, southern “Cotton Belt” states could also boost
domestic vegetable supply, especially as the cotton industry suffers
from a combination of low global trading prices, water shortages, and
plagues of herbicide-tolerant weeds (Philpott 2015). Overall, investing
in regional diversified vegetable production could not only limit
widespread dependency on an unsustainable California market, but also
encourage a necessary shift: from thinking of California produce as the
only option, to supporting both new and local supply chains.

Prospects for the Pacific Northwest’s ability to capture market share
from California remain uncertain. If the food system undergoes
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regionalization, as authors such as Philpott advocate, then some
production is likely to shift northward as the region supplies a greater
share of its own demand for produce. However, these northward shifts
are likely to benefit primarily the larger players in the marketplace.
Andrew Stout, CEO of Full Circle: “I see bigger agribusiness plays in
the Willamette and Columbia Valleys; more established and larger West
Coast farms are expanding acreage. It’s smart to play different regions:
moving up here is another hedge against seasonality. When you're

at (large) scale, you can have a chance to (capitalize on) variances in
climate.” (Stout 2016). At the same time, climate change is likely to
affect the Pacific Northwest significantly as well, and not necessarily in
positive ways. Our contact at Organically Grown Company cited climate
change, and the resulting unpredictable weather, as a major challenge
facing organic fruit and vegetable producers and markets in the Pacific
Northwest (Organically Grown Company 2016).

Existing changes in regional demand for farmland are related to
multiple factors, of which climate change and drought are just two of
many; shifting demand for food products is another. Jason Bradford of
Farmland LP, which invests in farmland in the Willamette Valley as well
as California, notes a trend towards increasing demand for irrigated
cropland in the Willamette Valley. “This could be due to the drought

in California and the need for more secure water rights,” he suggests
(Bradford 2016). This demand for farmland could also be driven by
increased demand for blueberries and hazelnuts, both of which require
irrigation water (especially blueberries). The two factors might be
interrelated: drought in California may be influencing growers to switch
crops and regions, from California-based almonds to Oregon-based
hazelnuts.

Investment management company Equilibrium Capital, which invests
in real assets with an environmental focus, has identified permanent
crops - which include blueberries and hazelnuts - as a profitable
investment opportunity (Equilibrium Capital 2013). Equilibrium Capital
finds that the average rate of return for permanent crops exceeds that
of row crops (such as corn, wheat, and soy) over the last 20 years. The
authors argue, “Fragmented and capital constrained, the permanent
crop industry is poised for institutional investment by transitioning to
professional management and scaling operations” (Equilibrium Capital
2013). The Pacific Northwest’s array of permanent crops, which include
apples, pears, grapes, and a variety of berries and tree nuts, may be well
positioned to attract such investment.

Moving forward, there is a large data gap with regard to California’s
agricultural future. While much speculation exists, data that projects
long-term economic impacts and usable climate models are lacking. For
example, the Pacific Institute study notes that “economic costs... are not
included in this analysis, and no good estimate is available” (Cooley et.
al.), referring to the indirect impacts of groundwater overdraft. Overall,
more research and cost analyses are needed to find long-term solutions
for California’s agricultural economy, and to address the growing
demand for vegetables and leafy greens across the U.S., including the
Pacific Northwest.
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Drivers of Demand
Consumer Trends: Searching For the “Next Big Thing”

Consumer trends play an important role in determining demand

for organic greens. Among greens crops, none have garnered more
media attention in recent years than kale. It has adorned T-shirts,
been featured on the menus of hip restaurants in urban centers, and
spawned a new and popular processed food product, kale chips. The
kale boom has given rise to the search for the “next big thing” in the
greens industry. For example, in October 2015, a poll appeared on the
website of popular physician and television personality Dr. Mehmet Oz
entitled “What’s the Next Kale?” (Dr. Oz 2015) It had only three options:
broccoli leaf (which won), kohlrabi (the second place), and dulse

(see below). While the results of the poll may not have been terribly
informative, the existence of the poll did point to a key dimension of
the market for leafy greens, which also reflects to a great degree the
U.S. food market as a whole: it is driven by trends (Irwin 2014).

Dulse, a lettuce-like sea vegetable red in color, has recently emerged
as another contender for the Pacific Northwest’s next trendy vegetable
(Herring 2015). Considered by some observers to be a “superfood,”
dulse is rich in numerous nutrients including minerals, vitamins,
antioxidants, and proteins. It’s also a versatile vegetable that can be
used in salads, stir frys, snack foods, and veggie burgers, among other
categories; it’s said to taste somewhat like bacon when fried. Though
it grows wild as a seaweed in the north Pacific, it can also be farmed
indoors, in saltwater tanks. Dulse has attracted attention at Oregon
State University’s Food Innovation Center, Marine Science Center, and
College of Business; it’s been supported by the Oregon Department of
Agriculture, and was recently featured at the Fancy Food Show in San
Francisco. In 2015, dulse was listed as a specialty crop by the USDA.

Environmental and Social Values

In general, consumers have revealed willingness to pay (WTP)

price premiums for organic food, both in the marketplace and in
experimental economic studies (Strzok and Huffman 2012). Consumers’
stated reasons for higher WTP include concern for the natural
environment, food safety, nutrition / health, freshness, and taste (Adams
and Salois 2010). Since the national organic certification standards
were adopted by the U.S. Department of Agriculture in 2002, many
consumers that value environmental protection and social equity

have changed their allegiances from organic certified to local food.
Beginning in the late 1990s, studies on consumer WTP began to find
an increasing preference of consumers for local over organic food;

for instance, a 2000 study in Colorado found that the average WTP
premium for organic foods was 6.64%, while for local it was 9.37%
(Adams and Salois 2010). Existing research indicates that this shift

has occurred due to perceptions that the national (USDA) organic
certification ignores fundamental values of social equity, community,
biodiversity, and broader environmental concerns beyond the minimal
exclusion of chemical inputs.
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The Rise of Mass Market Organic

The increased availability of organic products through mass-market
channels is another factor driving increases in consumer demand. Mass
retailers such as Wal-Mart, Krogers, and Costco now increasingly source
organic products. Jason Bradford of Farmland LP notes, “There’s a
schism in the organic market; it’s bifurcating. The (mass retailers) are
some of the largest sellers of organics now, but they don’t care what
their source is; so organic imports are increasing, out of season from
the other hemisphere.” (Bradford 2016)

In general, the value of organic certified imports exceeds that of
organic exports: $1.38 billion vs. $537 million in 2013 (Economic
Research Service 2014). Many organic imports (such as bananas and
coffee) are not produced in significant quantities within the United
States. Both organic imports and exports are increasing over time.
Figure 11 displays the trajectory of the organic certified imports and
exports for which public data is collected, over the time period for
which such data is available (2011-2013).!? The most significant five
imported organic products are bananas, coffee, red and white wine,
and soybeans. Organic bananas are the top imported crop, with $259
million in imports in 2013. The top imported organic vegetable crop
in 2013 was avocado, with $19 million in imports (Economic Research
Service 2014).
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12 The USDA National Organic Program began collecting data on organic exports and imports

in 2011, and do not display publicly data from 2014 or after (Economic Research Service 2014).
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Figure 12.

Top Five Organic Certified
Exports by Value, National
(U.S.), 2011-2013
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Figure 12 presents data on the top five U.S. organic certified export
crops by value: they are apples, lettuce, grapes, spinach, and
strawberries. * The lettuce series includes leaf and romaine only, not
head lettuce. The lettuce and spinach counted series are exported in
both fresh and chilled form; apples, grapes, and strawberries counted
are exported fresh only (Economic Research Service 2014).
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Conclusion and Recommendations

The organic vegetable market is defined by steady growth in production
and market share, regionally as well as nationally (Stout 2016). This
growth is spread across a wide variety of crops, production systems,
and distribution channels, as well as imports from other countries. As
the organic market grows, it appears to be diversifying and deepening.
Jason Bradford of Farmland LP observes: “I don’t see the organic
market slowing down; it may be getting more sophisticated” (Bradford
2016). Some of this diversity can be traced to the expansion of mass
market channels; but growth in diverse, locally and regionally oriented
production and distribution is taking place as well.

Organic vegetables form a diverse market, with a wide range of
production and distribution systems. Leafy greens are not the major
crop category within the organic vegetable market; greens, however,
do play an important role in diversified, mixed vegetable cropping
systems, as well as alternative distribution systems that include
community-supported agriculture (CSA).

Quantitatively, the consumer market for organic vegetables in the
Pacific Northwest is currently dominated by large-scale commercial
organic production from California, sold through mainstream market
channels. While California’s dominance may be waning under pressures
of drought and climate change, the Pacific Northwest will face stiff
competition from Mexico in capturing market share in organic
vegetables. On the producer side, organic vegetables in the Pacific
Northwest tend not to be leafy greens; data from Washington State
certifiers indicate that sweet corn, peas, and green beans are all more
important in terms of acreage.

13 Data on organic imports are not of sufficient quality to display on a time series graph such
as the one I display for exports above.
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Organic leaf lettuce, our product focus, commands price premiums over
conventionally grown leaf lettuce that tend to range widely: monthly
data from San Francisco markets showed a range of premiums from
6% - 1699%. On average, yields of organic leaf lettuce are lower than
for conventional lettuce; however, organic yields vary widely as well
dependent on soil and climate conditions.

Alternative production systems are a small but growing segment of

the leafy greens market. Hydroponics, in particular, is emerging as an
option for urban farmers seeking high-yield production techniques

with a small land footprint. Aquaponics are also emerging as an area of
potential growth and innovation.

Distribution systems for organic products are diverse, ranging from
mainstream distribution channels to community-supported agriculture
and home delivery. Participants in the organic market cite supply
chain coordination as a necessary ingredient in successful distribution
of organic produce (Murray 2016) . Organic distributors such as
Organically Grown Company have played an important role in
advocacy for food system reform; home delivery distribution services
such as Full Circle have expanded the market for a wide range of farms,
which include those in California as well as the Pacific Northwest.
Investment in organic distribution appears to be slowing in the short
run (Stout 2016), but may resume as the market continues to grow.

The organic vegetable sector intersects with the developing food
culture in the Pacific Northwest that values local varieties, high quality,
environmental stewardship, and crop diversity. Says Andrew Stout of
Full Circle: “We're emerging as an interesting food culture, and that is
going to help. It comes down to a consumer base desiring a supportive
economy. There’s a sense of locale (in the Pacific Northwest) that runs
deep.” (Stout 2016)

The most important recommendation we can offer prospective impact
investors is: sustained attention to this complex and internally diverse
market is the best way to stay on top of emerging trends and identify
profitable and catalytic investment opportunities. High-yield alternative
production systems, such as hydroponics, offer one area of potentially
impactful market growth. Scalable distribution systems, such as home
delivery, offer another. Production of organic crops for processing, to be
used in mass marketed frozen vegetables, are a third emerging area that
may benefit from investment.

a1
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Table 10.

Costs of Production

per Carton and Acre,
Conventional Leaf Lettuce,
Oregon (2007)

Appendix: Detailed Production Cost Data, Organic
and Conventional Leaf Lettuce (Seavert, et al. 2007)

Variable Costs

Field Preparation

Deep chisel
Moldboard plow
Disk

Rotary till
Cultivating weeds
Transplanting
Irrigation

Fertilizers and Inputs

Fertilizer Sidedresser
Spray herbicide

Lime application, custom
Spray insecticides
Fertilize

Spray herbicide
Harvesting

Harvesting labor
Tractor €& trailer
Packing & Materials

Cartons
Hydro-cooling
Refrigeration
Delivery to market
Other Costs

Pickups, truck & ATV
Shop & machine shed

Miscellaneous and
overhead

Interest: operating capital
Total variable costs

Total fixed costs

Total Costs

Total Cost/Acre Labor Cost/Acre

R - - A - A

&

11.50
31.90
16.38
34.88
33.91
1,108.65
107.50

29.11
20.01

75.00
108.01
94.58
68.01

1,170.00
203.74

1,170.00
90.00
90.00
72.00

103.38
4.00
37.50

93.60
4,773.66
409.59
5,183.25

L A A A A P

& A

$
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3.64
9.70
5.15
9.70
15.46
205.38
22.50

13.75
3.05

3.05
1.77
3.05

1,170.00
78.00

1,616.18

Total Cost/Carton Labor Cost/Carton

- - - L= R - -~ o

A E - R

&+

AR - -

0.01
0.04
0.02
0.04
0.04
1.23
0.12

0.03
0.02

0.08
0.12
0.11
0.08

1.30
0.23

1.30
0.10
0.10
0.08

0.11
0.00
0.04

0.10
5.30
0.46
5.76

- - - L= R R - o -

S

&

R E - - <

0.00
0.01
0.01
0.01
0.02
0.23
0.03

0.02
0.00

0.00
0.00
0.00

1.30
0.09

1.80

1.80
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Table 11. Costs of Production
per Carton and Acre, Organic Leaf
Lettuce, Oregon (2007)

Variable Costs
Field Preparations

Moldboard plow

Disk

Deep chisel

Disk

Disk before plowing
Cultivating weeds

Weed control Hand labor
Seed Cover Crop

Disk down cover crop

Fertilizer and Inputs

Lime application, custom
Fertilize

Topdress fertilizer

Spray insecticides
Transplanting

Irrigation

Organic Certification

Harvesting

Harvesting labor
Tractor & trailer
Packing and Materials
Cartons
Hydro-cooling
Refrigeration
Delivery to market
Other Costs

Pickups, truck & ATV
Shop & machine shed

Miscellaneous and
overhead

Interest: operating capital
Total variable costs
Total fixed costs

Total costs

Total Cost/Acre

31.93
21.96
11.51
21.96
21.96
57.49
300.00
25.57
10.98

75.00
94.54
107.94
315.87
844.42
107.50
45.50

1,300.00
203.74

845.00
65.00
65.00
52.00

103.38
4.00
37.50

95.40
4,865.15
423.83
5,288.98

Labor Cost/Acre

R - A R - R - R e -

L A A A A AP

& A
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9.70
6.87
3.64
6.87
6.87
24.74
300.00
1.77
3.44

1.77
3.05
6.09
205.38
22.50

1,300.00
78.00

2,032.68

2,032.68

Total Cost/Carton

R - - e I - -

L e - - -

&

L A A A

&

$

0.05
0.03
0.02
0.03
0.03
0.09
0.46
0.04
0.02

0.12
0.15
0.17
0.49
1.30
0.17
0.07

2.00
0.31

1.30
0.10
0.10
0.08

0.16
0.01
0.06

0.15
7.49
0.65
8.14

Labor Cost/Carton

R - R - R - R e -

L A A A & L R - A - -

&

L A A A

0.01
0.01
0.01
0.01
0.01
0.04
0.46
0.00
0.01

0.00
0.00
0.01
0.32
0.03

2.00
0.12

3.13

3.13
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Table 11.1: Total production of greens
by type.

Figure 11.1: Greens market channels.
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1.1 Introduction to Greens at the National Level
“Leafy greens” include a variety of plants eaten raw or cooked, such as
arugula, cabbages, chard, cress, dandelion, endive, escarole, kale, lettuces,
mache, mizuna, radicchio, spinach, tat soi, and winter purslane. The main
types of lettuce are head lettuce (iceberg, butterhead, Boston, and Bibb),
romaine, and various leaf varieties. Other “cooking greens” include collard
greens, mustard greens, and turnip greens.

Total acreage of lettuce harvested in 2013 was 259,100 acres. The 7.9 billion
pounds of lettuce harvested were valued at over $2.4 billion at the farm level.

Acreage dedicated to other leafy vegetables is significantly smaller.

2013 NASS Acres Total Pounds Farm Value
Head Lettuce 115,000 4,025,000,000 $1,081,920,000
Leaf Lettuce 53,000 1,219,000,000 $467,614,000
Romaine Lettuce 91,100 2,662,000,000 $880,373,000

2012 Ag Census/NASS/ERS

Spinach (fresh) 31,440 509,400,000 $221,006,000
Collard Greens (fresh) 10,005 301,763,000 Unknown
Mustard Greens (fresh) 5,705 140,038,000 Unknown
Turnip Greens (fresh) 5,033 125,373,000 Unknown
Escarole/Endive 2,030 89,364,000 Unknown
Kale (fresh) 5,535 114,300,000 Unknown

Greens grown for fresh market may be harvested either as single leaves or as
whole plants. Harvesting is usually done by hand, making these crops quite
labor intensive.

Greens are described as a “farm to fork” industry in which growers may
market direct to consumers or to retailers, or send product through a chain of
as many as three handlers as seen in the following graphic.

Broker,

Distributor, Broker,
Wholesaler, Distributor,
Shipper Wholesaler

Direct to Retailer,
Manufacturer,
Consumers Restaurant, P
and Retailers Other FOCESSOF
Retailer,
ﬁ Packer, Manufacturer, Restaurant,

Processor Other

Broker, Whole- Broker,

saler, Distrib- Distributor,

uter Wholesaler,
Shipper
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Figure 11.2: Greens industry process
flow.
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However, it is becoming less common for farms to ship whole plants. The
Economic Research Service notes:

“The marketing of vegetables has undergone radical changes in the past
20 years with the introduction of packaged, prewashed vegetables sold
in either bags or plastic containers. The convenience to consumers of
prepackaged vegetables, particularly leafy greens, includes timesavings
from not having to sort, wash, dry, or chop. These timesavings come at
a price. Packaged vegetables typically cost more than their conventional
counterparts. For example, in 2006, washed packaged leaf and baby
spinach cost $3.32 per pound, while loose or bunched random-weight
spinach sold for $1.05 per pound. Despite these higher prices, prepared
and ready-to-eat bagged leafy green products, including salad mixes,
accounted for more than half of all retail leafy green purchases in
2009.770?

In 2013 Nielsen Perishables Group estimated that 83 percent of households
have purchased fresh-cut bagged salad mixes. The popularity of fresh-cut
vegetables has put increasing emphasis on post-harvest cooling and handling
of products to maintain quality and to ensure food safety.””
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202 «Consumers Cut Back on Convenience but not Necessarily Quantity, When Incomes Fall,” Fred
Kuchler, UDSA, ERS, 2011.
203 “Understanding Today’s Produce Consumers and Reaching Them in New Ways,” Nielsen

Perishables Group, 2014.
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11.2. Segmentation, Key Issues, and Trends

2012 US Census figures show that nationally there were 5,757 farmers
reporting sales of lettuce. The large majority of those growers—about 76
percent—grew less than 1 acre of lettuce. The top 1.5 percent of those growers—
each managing 1,000 acres or more—represented 75 percent of all sales.

California and Arizona alone account for about 98 percent of commercial

lettuce production.
The Agricultural Marketing Service reports:

“A small number of firms are responsible for growing, processing, and
transporting lettuce to retail outlets. In addition, the share of firms
competing for bagged products has become more concentrated in recent
years. The higher concentration is thought to be the result of barriers
to market entry including high capital investments, difficulty in
transporting bagged products while maintaining freshness, and brand
recognition.”

A 2014 Food Marketing Institute study listed the following reasons for Buying
Locally Grown at Retail:

86% Freshness

75% Support local economy

6100 Taste

56% Like knowing source/how produced

39% Nutritional value

399 Price

31% Enviro. impact of long distance transportation
30% Appearance

24% Long term personal health effects

Alternatives to conventional greens discussed in this report include:

¢ Organic
e Local products from small and midsized farms.

11.2.1. Organic

“Organic” is regulated by the USDA and requires a third-party audit.
Consumers associate organic with the absence of chemical fertilizers or
pesticides, although approved amendments and treatments may be used.

ERS figures show that acreage dedicated to organic lettuce production in the
US increased 307 percent from 2000 to 2011 (from 11,410 acres to 34,967
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Table 11.2: Premium for organic greens
by type.

Table 11.3: Price differences for greens
observed in Portland, January 2015.
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acres). As a percent of all acreage dedicated to lettuce production, organic
production increased from 3.69 percent to 11.56 percent of all production.

ERS figures also show that farmers received a significant premium for organic

greens:

2013 Organic Premium Low High
Greens (Chard) = 34%
Romaine Lettuce 68% 89%
Mesculin Mix 23% 101%

Leaf Lettuce 55% 105%

Spinach 68% 135%
Organic bagged salads reportedly represent 23 percent of total sales of bagged
salads as of 2014.

11.2.2. Local and Regional

There are a growing number of independent farmers marketing direct to
consumers or to commercial food buyers (retail grocery stores, restaurants,
food service).

According to the 2012 USDA Census of Agriculture, a total of 6,680 Oregon
farmers reported sales direct to consumers (18.8 percent of all farmers) and
1,898 Oregon farmers reported sales direct to a retailer (5.4 percent).

11.3. Markets for Greens
Price differences for greens observed in Portland January 2015 include:

New Seasons

Major Grocer Major Grocer

Market
Fresh
Head Lettuce  $0.99/head
Leaf Lettuce  $0.99/head $2.29/head, Organic g?ggﬁ::ead,

Kale  $1.29/bunch, Local  $1.79/bunch, Organic $2.00/1b., Organic

Collard Greens  $1.79/bunch $2.49/bunch, Organic ~ $2.50/1b., Organic

Mustard Greens
Packaged
Bagged Spinach

Spring Mix Bagged Salad

$1.79/bunch

$3.18/1b.
(100z. bag @ $1.99)

$6.34/1b.
(50z. bag @ $1.98)

$9.00/1b., Organic
(50z. bag @ $3.00)

$4.99/1b., Organic

$2.50/1b., Organic

$5.99/1b., Organic

$6.99/1b., Organic
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Table 11.4: Estimated household
spending on greens.

Table 11.5: Estimated retail sales of

greens.
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As with other products studied in this report, despite the potential to realize
higher prices overall for differentiated products, midsized and smaller scale
farmers pursuing niche markets must earn a margin that enables profitability
in spite of typically higher per unit production, processing, and marketing
costs.

11.4. Demand for Greens in Oregon
Understanding market demand is critical to evaluating potential investments
to increase production and profitability of local greens.

11.5. Consumer Spending on Greens

According to the Bureau of Labor Statistics, the average household (2.6
persons) in the western US spent $7,180 in 2013 on food at home (59 percent)
and away (41 percent) in 2013. This includes $283 spent on fresh vegetables of
all types for at home consumption.

Spending on lettuces and leafy vegetables is not called out in BLS reports.
However, the ERS does estimate per capita consumption®'! and average retail

prices’'” of lettuce and other leafy vegetables as follows:

Pounds Avg/Ib. Per Capita  Est. Household
Crop (2012) (2008) Spending Spending
Head lettuce 14.23 $0.99 $14.09
Leaf & Romaine Lettuce 1.28 $1.95 $22.00
Spinach 1.4 $3.92 $5.49
Collard Greens 0.8 $2.36 $1.89
Mustard Greens 0.4 $2.19 $0.88
Turnip Greens 0.4 $2.1 $0.84
Escarole/Endive 03 $2.55 $0.77
Kale 0.3 $2.19 $0.66
Total 29.11 $45.74 $118.92

The Packer offers another estimate of retail sales for 2012 with more up to date
pricing:

2012 Pounds Sales Avg. per |b.
Salad Mix 1,216,156,495 $3,022,681,827 $2.47
Lettuces 975,898,702 $1,381,067,303 $1.42
Spinach 124,539,494 $535,764,092 $4.30
Greens 114,450,819 $172,604,702 $1.51
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POUNDS
Oregon
Multnomah Co.
Jackson Co.
Bend

La Grande

Head
Lettuce

51.7M
10M
2.7M
™

172K

Leaf Lettuce

41.9M

8.1M

22M

847K

140K

Table 11.6: Estimated consumption of
fresh greens in Oregon.

CONSUMER
SPENDING

Oregon
Multnomah Co.
Jackson Co.
Bend

La Grande

Table 11.7: Estimated consumer
spending on greens in Oregon.

Head
Lettuce

$33.8
$6.5M
$1.8M
$682K

ST13K

Leaf
Lettuce

$54M
$10.4M
$2.8M

$11M

$180K
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Using population data and the figures above, it is possible to form estimates
for total consumption of fresh greens in Oregon, at the county level or for

municipalities.
Collard Mustard Turnip Escarole
Spinach Greens Greens Greens Endive Kale
5.5M 3.1M 1.6M 1.6M 1.2M 1.2M
1M 605K 303K 303K 227K 227K
289K 165K 83K 83K 62K 62K
mK 63K 32K 32K 24K 24K
18K 10K 5.2K 5.2K 3.9K 3.9K

A 2007-2010 National Health and Nutrition Examination Survey (NHANES)
suggests that about one-third of vegetables are consumed outside the home
(12.7 percent in full service restaurants, 12 percent in fast food restaurants,
and 8.4 percent through other channels such as school food service.)

This suggests that consumer spending at retail for greens in Oregon may be as

follows:
Collard Mustard Escarole

Spinach Greens Greens Turnip Greens Endive Kale
$14.2M $4.9M $2.3M $2.2M $2M $1.7M
$2.7M $943K $437K $421K $382K $328K
$747K $257K $119K $115K $104K $89K
$287K $99K $46K $44K $40K $34K
$S47K S16K S7K S7K $6.5K $5.6K

ERS price-spread figures suggest that in 2012 the farm price for head lettuce is
about 21 percent of the final retail price. The average across a “market basket”
of fresh vegetables was 23 percent of the final retail price. This has bearing on
evaluating the real scope of opportunity in markets referenced above.

11.6. Market Channels

Salad and cooking greens make their way from farm to market through a
number of channels both direct and wholesale.

11.6.1. Direct Market

Oregon farmers reported a total of $44.1 million in sales direct to consumers
in 2012—an average of just over $6,600 for each farm reporting direct sales.
It can be assumed that at least two-thirds of sales through farmers’ markets,
farm stands, CSAs, and other direct market channels are of fresh produce—
representing about $29 million. BLS consumer spending figures suggest that
46 percent of fresh produce sales will be for vegetables. ERS figures suggest
that at least 42 percent of that subtotal will be for salad and cooking greens.
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This implies about $5.6 million spent on direct market greens, much of which
will be organic or marketed as “grown with organic practices,” which could
translate to about 1.7 million pounds of lettuce and 250,000 of other mixed
greens. If true, this would be 1.8 percent of lettuce and 1.7 percent of other
greens consumed in the state.

11.6.2. Processing/Manufacturing

The 2012 USDA Agricultural Census does show small numbers of Oregon
farmers raising collard greens, kale, mustard greens, and spinach for
processing. About half of Oregon’s spinach crop goes to processing. USDA
does not disclose dedicated acreage for other crops in order to preserve
confidentiality.

11.6.3 Retail
US Census County Business Patterns data indicate there were 763 grocery
stores.

Many grocery stores are outlets of major chains, like Safeway and Kroger,
which do carry conventional and organic produce from local farm suppliers.
Both Safeway and Fred Meyer stores in Portland identify local lettuce and
cooking greens with shelf tags, which in some cases name the farm. Cal Farms
(Oregon City) and others have also been featured on billboards as part of a
Fred Meyer advertising campaign.

There are also about 80 independent or natural food stores, like New Seasons
Market (12 stores), Market of Choice (9 stores), Whole Foods Market (8 stores
in Oregon), Zupan'’s (4 stores), and about a dozen cooperative grocery stores
(like People’s Food or Oceana Natural Food), that may be most dedicated to
relationships with local suppliers.

Grocery Headquarters reported in 2011 that sales of cooking greens averaged
$337 per store per week.

The Nielsen Perishables Group reported that 2013 sales of lettuce averaged
$1,334 per store per week, and that sales of bagged salad mixes averaged
$3,286 per store per week.

Private labels now represent the largest segment of the bagged salad market,
with 29.7 percent of sales.

If the 80 independent stores in Oregon had local/regional fresh greens
representing half of total sales, the resulting need would be 3.9 million
pounds of lettuce and 928,000 pounds of other greens annually. Those figures
represent about 4.2 percent of Oregon lettuce consumption and about 6.5
percent of Oregon greens consumption.

If the remaining 683 chain grocery stores in Oregon had local/regional fresh
greens representing 10 percent of total sales for 6 months out of the year, the
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Table 11.8: Greens purchasing by six
Oregon hospitals, 2007.

Table 11.9: Estimated purchasing of

greens by Oregon hospitals.
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resulting need would be 3.3 million pounds of lettuce and 793,000 pounds of
other greens annually. Those figures represent about 3.5 percent of Oregon
lettuce consumption and about 5.6 percent of Oregon greens consumption.

11.6.4. Restaurants

US Census County Business Patterns data indicate there were 3,974 full-
service restaurants (not including limited service “fast food”) and 123 catering
companies in Oregon in 2012. The top 10 percent may be considered “fine
dining” and more likely to be engaged in procurement of local products
(though primarily through wholesalers).

The NHANES study referenced above suggests that 12.7 percent of vegetables
are consumed in full-service restaurants. (A separate breakout for “dark
green vegetables” is even higher at 18.2 percent.) That in turn implies that
397 Oregon restaurants (10 percent) represent a market for at least 1.2 million
pounds of lettuce and about 180,000 pounds of other greens—or about 1.3
percent of lettuce consumption and 1.3 percent of other greens consumption.

11.6.5. Farm to Hospital

Health Care Without Harm (HCWH) is an international environmental health
organization that supports sustainable food procurement at hospitals and
healthcare facilities. A 2007 survey by Oregon Center for Environmental
Health resulted in detailed reports of lettuce purchases from six regional
hospitals. Combined, the six institutions represented 1,726 hospital beds and
reported purchasing:

Product Pounds/Yr.
Head Lettuces (whole) 6,360
Leaf Lettuces (whole & dices) 69,984
Salad Mixes 26,544

Extrapolating from those six institutions to Oregon’s thirty-three private
hospitals and 6,008 total hospital beds, this suggests hospitals could represent
an annual market for:

Percent OR
Product Pounds/Yr. Consumption
Head Lettuces (whole) 22,138
Leaf Lettuces (whole & dices) 243,606
Salad Mixes 92,396
Total 358,140 0.4 percent

Other greens were not included in the survey. But if hospital purchases of
other greens were proportionate with consumption, it would imply a need for
49,000pounds of greens—about 0.3 percent of Oregon consumption.

With an additional 12,403 beds in Oregon’s licensed nursing care facilities,
there is potential for the health care sector’s demand to be even greater.
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Conclusions should be tempered with the knowledge that price remains a major
consideration for foodservice in healthcare. The added value of local products
from smaller farm suppliers may not be enough to justify paying a price
premium.

11.6.6.66 Farm to School

School Food FOCUS is a national collaborative that is working with fifteen
large school districts across the US (including Portland Public Schools and
the Beaverton School District) to make school meals nationwide healthier,
regionally sourced, and sustainably produced.

In Oregon, approximately 24 percent of school food budgets are spent on

local food—the highest percentage in the nation. (USDA, 2014) Schools, with
limited budgets and limited ability to prepare fresh foods, offer an interesting
procurement challenge. Portland Public Schools (PPS) has enrollment of about
46,000 students, serves 11,000 breakfasts (24 percent participation) and 21,000
lunches daily (46 percent participation).

Portland Public Schools follows guidelines that call for serving at least one-
half cup of dark green vegetables per week. The district also lists a number of
local farmer suppliers on its website.

Portland Public Schools offers a fruit and veggie bar allowing students
unlimited access to two types of vegetables and two types of fruit and fresh
salad greens. One-half cup of fresh, raw, chopped leafy greens is considered
equivalent to one-quarter cup of dark green vegetables for purpose of
compliance with school lunch program requirements. USDA purchasing
guidelines state that 4.8 pounds of Romaine lettuce or 6.9 pounds of leaf
lettuce will yield one hundred quarter-cup servings after being trimmed and
chopped.

The school district also features locally grown kale in its Harvest of the Month
promotion for February 2015. USDA purchasing guidelines state that 8.5
pounds of fresh, raw kale will yield one hundred quarter-cup servings after
being trimmed, cooked, and drained.

One-eighth cup is the smallest recognized serving size for vegetables.

If local lettuce were featured in salad bars on a daily basis for at least half the
school year (90 days) and half of participating students (10,500) consumed a
minimum a quarter-cup of fresh, chopped lettuce, PPS would require 945,000
million total servings, which would in turn require 65,205 pounds of leaf
lettuce.

If cooked local greens were featured in meals four times during the school
year, and students receive the minimum one-eighth-cup serving, PPS would
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require 84,000 servings, which would require 3,570 pounds of fresh kale or
similar quantities of other greens.

Extrapolating to the 567,000 students enrolled in districts across Oregon
suggests a need for 803,700 pounds of leaf lettuce and 44,000 pounds of other
greens.

Extending that scenario to the approximately 190,000 students enrolled in
Oregon universities and colleges suggests a need for another 270,000 pounds
of lettuce and 15,000 pounds of other greens.

11.7. Demand Summary

Combining the estimates provided for retail, restaurants, hospitals, and
educational institutions suggests there is potential demand in Oregon for at
least 9.8 million pound of local lettuces, and about 2 million pounds of other
local greens. Those totals represent about 10.5 percent of all lettuces and about
14 percent of other greens consumed in Oregon—but, as seen below, more than
150 percent of all lettuce currently produced in Oregon, with the greatest
shortfall in head lettuces.

The breakdown by channel for lettuces is as follows:

e Retail: 73% ~7.2 million Ibs.

e Restaurants: 12% ~1.2 million lbs.
e Education: 11% ~1.1 million lbs.

e Hospitals: 4% ~358,000 lbs.

On the surface, it appears Oregon lettuce farmers have at least a 1.6-times
opportunity to expand local markets.

The breakdown by channel for other greens is as follows:

e Retail: 85% ~1.7 million Ibs.
e Restaurants: 9% ~180,000 lbs.
e Education: 3% ~59,000 lbs.
e Hospitals: 3% ~49,000 lbs.

Production figures in the next section suggest that Oregon farmers are likely
meeting close to 100 percent of local demand for fresh kale and turnip greens
in season, about 70 percent of demand for fresh spinach, and a significant
percentage of demand for mustard greens. However, these products are not
consistently being identified as local, which may be limiting opportunities for
value-add.

The critical shortages across both categories are likely for certified organic
crops.
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Table 11.10: Estimates of Oregon
production of greens.
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11.8 Oregon Greens Production

The 2012 USDA Census of Agriculture shows a total of 163 farms in Oregon
reported sales of lettuces raised on 255 total acres. Lettuces and other greens
are minor crops in Oregon and breakdowns are not provided by size of
operation or by production.

The production estimates that follow are based on crop budgets published by
Oregon State University, using a midrange figure for yield per acre that might
be expected.

Production
% of Oregon
Farms Acres Heads Pounds Consumption
Head Lettuce 39 13 218,400 409,500 0.8%
Romaine & Leaf Lettuce 134 241 5,775,600 5,594,800 13.3%
Total Lettuces 6,004,300 6.4%
Collard Greens 9 n 165,000 5.3%
Escarole/Endive - - - = -
Kale 1n9 100 3,800,000 323.2%
Mustard Greens 14 42 630,000 40.2%
Spinach 45 407 7,163,200 130.6%
Turnip Greens 15 300 4,500,000 287.1%
Total Leafy Veg. 16,258,200 115.2%

Meeting a great percentage of Oregon’s consumption of lettuces will require
increasing production—by enrolling additional acres, by implementing season
extension strategies to enable harvests over a greater portion of the year, and
by developing post-harvest handling capacity to improve product quality and
limit losses due to wilting and spoilage.

11.9. Oregon Greens Infrastructure

11.9.1. Season Extension—High Tunnel Hoop Houses

Lettuce and spinach in the Willamette Valley typically yield two crops per
year. Some hardier greens, such as kale and chards, can be grown year-round,
but may fair poorly in hot summer sun. High tunnel hoop houses offer a
means to extend the production season and control environmental conditions.
One study suggests that high tunnels can lengthen the growing season from

1 to 4 weeks in the spring, and 2 to 8 weeks in the autumn (Wells and Loy,
1993)—but there are also examples of farmers growing greens year round
using tunnels.
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Yield per Sq. Ft.
Greens 0.46 |bs.

Lettuce 1.15 Ibs.

Table 11.11: Production and gross
receipts for greens grown in high
tunnels.

OREGON FOOD INFRASTRUCTURE GAP ANALYSIS

Iowa State University’s Ag Decision Maker notes:

High tunnels enable growers to increase their profitability in several ways:

e They extend the growing season in the spring and fall allowing earlier and
later production of cool and warm-season crops.

e Crop quality and yields can be improved through better climate, water, and
nutrient management, and a reduced incidence of plant diseases.

e They allow for better labor efficiency because planting, maintenance, and
harvest can be performed without being affected by weather.

e Growers often receive higher prices for out-of-season crops.

The estimated cost to construct a 2,160-square-foot-high tunnel (30 feet by 72
feet—84 percent usable space) is $7,000.

Production and gross receipts with such a tunnel were estimated as follows:

$ per lb. Gross per Sq. Ft. Yield per Crop Gross per Crop
$7.00 $3.22 835 Ibs. $5,842.37
$7.00 $8.05 2,087 Ibs. $14,605.92

A study of high tunnel production in Washington found that tunnel-grown
lettuce had three times greater marketable yield compared with field-grown.
However, tunnels are not a panacea. The study also found that labor costs were
six times higher in a high tunnel than in the open field. While still profitable
to grow lettuce in a tunnel, it was 43 percent more profitable to grow in an
open field—suggesting that use of tunnels will be less competitive during the
peak-growing season.

The authors did note, however, that their sample was small, there is a learning
curve associated with maximizing production and minimizing costs, and that
economies of scale may be possible with more tunnels in operation. Tunnels
can also significantly reduce stress on plants affecting crop quality and risk of
crop loss (due to frost, hail, etc.)

Barriers to more widespread adoption of high tunnels were also noted as
follows:

“high cost of tunnel production in terms of capital investment, time,
and effort; lack of experience with tunnel set up and management; lack
of horticultural experience with crops requiring high labor input; low
knowledge base to manage tunnel operation, maintenance, and repairs;
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and lack of understanding of the optimal planting dates and varieties for
production.”

Other opportunities to consider may be repurposing of under-utilized
greenhouses and development of hydroponic or aquaponic production. Some
informants have suggested that with the recent recession, a number of
nurseries have greenhouses that have been taken out of production. There
are also a small but growing number of start-up businesses raising lettuce
hydroponically (Next Season, Bend) or in combination with on-land fish
farming (The Farming Fish, Rogue River).

11.9.2. Labor

Labor is clearly a factor for greens production. The Washington study found
that labor represented 58 percent of total cost for both field-grown and tunnel-
grown lettuce.”'® A 2011 University of Kentucky study estimated that high
tunnel greens production in a 1,920-square-foot tunnel could require between
70 and 150 hours of labor depending on the crop mix (less with greens and
head lettuce, more with lead lettuce or herbs).

Given the small number and smaller size of farms raising lettuces and greens
in Oregon (limiting implementation of technologies employed in California and
Arizona), access to labor (ten dollars/hour for field work, twelve dollars/hour
for equipment operators) may actually be the single most limiting factor for
increasing production.

11.9.3. Post-Harvest Cooling and Handling

As important—or more important—than total production of lettuces and greens
is the capacity to deliver products to distributors, food service, and consumers
in marketable condition. A number of informants remarked that investments
in post-harvest handling by farmers in California ensure that their products
can arrive in Oregon markets two to three days after harvest in better
condition than Oregon products harvested the same or prior day.

In summer heat, lettuces cut and allowed to sit in fields wilt quickly. The scale
of agriculture in California allows almost immediate transfer of cut produce by
truck to cold rinse to quickly reduce temperature and contaminants that may
promote spoilage. This will be less of a concern in high-tunnel production,
with better ability to moderate extremes of temperature, but growers may

still benefit from investments in owned or shared facilities to quickly wash
and cool greens to increase the marketable quantity, quality, and shelf-life of
produce. Combining quality with local origin, even at a higher price, seems a
path to success.
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11.9.4. Aggregation and Distribution

With the small number and smaller size of farms raising lettuces and greens
in Oregon, it seems unreasonable to expect that any single grower-shipper
could emerge in the near term capable of satisfying a meaningful percentage
of identified demand. More likely is that growers will aggregate product under
a single brand, either as contracted suppliers or as member-owners. Given the
proximity of Portland/Vancouver, Salem, Corvallis, and Eugene as markets
and the need to take advantage of existing labor pools, it may be advantageous
for the brand or cooperative to be based in the Willamette Valley. One or

more strategically placed growers may be host to post-harvest handling and
aggregation sites—facilitating transfer of full truckloads of washed and cooled
greens to distribution centers. Lower land costs and reduced competition may
also make smaller-scaled production profitable outside population centers in
southern, eastern, and coastal Oregon

11.10. Conclusions

Oregon farmers are likely already meeting a significant percentage of in-state
demand for kale, a crop that is attaining status for nutritive benefits and use
in the trending “healthy” snack food, kale chips.

Oregon farmers are capable of meeting demand for turnips greens and spinach,
but it is unclear what percent of production is actually consumed in state. Both
products are increasingly marketed in packaged form (washed and bagged)—
capacity for which Oregon lacks at any meaningful scale. Lettuces of all types
are also increasingly consumed in washed and bagged form or as prepared
salads.

Meeting a great percentage of Oregon’s consumption of lettuces will require
increasing production—by enrolling additional acres, by implementing season
extension strategies to enable harvests over a greater portion of the year, and
by developing post-handling capacity to improve product quality and limit
losses due to wilting and spoilage.

Combining the estimates provided for retail, restaurants, hospitals, and
educational institutions suggests there is potential demand in Oregon for
at least 9.8 million pound of local lettuces—about 150 percent of current
production.

Producing an additional 3.8 million pounds of lettuces would require
construction of some 440 to 585 2,160-square-foot high tunnels (assuming 3
to 4 instead of 2 crops per year) at a total cost of $3.1 to $4.1 million. A cost-
share program available to farmers from the Natural Resources Conservation
Service could reduce that cost by half—from $1.55 to $2.05 million.

University of Kentucky figures suggest that the labor required to operate that

number of high tunnels could be between 66 and 143 full-time employees,
with combined annual wages between $1.4 and $3 million.
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