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Abstract

The U.S. organic sector has expanded rapidly over the last decade, resulting in significant changes throughout the supply chain. Intermediaries need to move greater quantities of organic food to a growing numbers of retailers. As organic sales continue to increase, intermediaries marketing to several types of outlets may be better placed to adapt to changing market conditions. Data from a survey of U.S. organic handlers is used to identify which characteristics are associated with the number of marketing outlets handlers serve. The analysis finds that handlers with a greater share of organic sales and those certified organic longer are more likely to sell in more than one market outlet, while those selling products locally and regionally rely on fewer outlets.
Introduction
Retail sales of organic food in the United States have soared over the last decade, from $3.6 billion in 1997 to $15.7 billion in 2006. Growth in the organic sector has provided opportunities for all agents along the supply chain, from organic producers to handlers and retailers. In addition, marketing and retailing of organic foods in the U.S. has shifted dramatically, moving from a focus on direct/local markets and natural products channels to one that is equally divided between natural and conventional channels, with direct markets making up a fraction of sales (Dimitri and Lohr, 2007). 
Although nearly all organic commodities pass through the hands of at least one intermediary (also called handlers) on the way from the farmer to the consumer, there is a dearth of literature examining the middle section of the supply chain. Recent research on organic handlers, both in the U.S. and EU, has been based on surveys of limited geographic scope (Austin and Chase, 2004; Banterle and Peri, 2007; Bingen, Osborne, and Reardon, 2007). 

Organic handlers play a central role in the industry, packing and shipping, manufacturing and processing, and distributing, wholesaling, and brokering organic products. Their functions are similar to those of their conventional counterparts, with the added requirement that a product’s organic integrity must be maintained as it moves along the supply chain, as specified by the U.S. national organic standards. 
This paper uses data from a nationwide survey of U.S. organic handlers, undertaken by the U.S. Department of Agriculture’s Economic Research Service (ERS), to examine marketing decisions made by U.S. organic handlers.
Materials and Methods

The organic handler survey was drafted with input from stakeholders, including certifiers, farmers, processors, academics, and representatives from non-profit organizations. The final survey instrument consisted of 59 questions, covering: operational and business practices, basic characteristics of handling facilities (e.g., gross sales and years certified organic) and relationships with both customers (e.g., marketing outlets used, distance to markets) and suppliers, including types of suppliers, and purchase arrangements (contract versus spot market). The survey was mailed to the population of all U.S. certified organic handling facilities in 2004, with 1,393 organic handlers completing the survey, representing a 63 percent return rate.  

Much of the economics literature examining organic food marketing focuses on the producer’s marketing decision (see for example, Park and Lohr, 2006). In this paper, we take a slightly different approach, modelling the marketing decisions made by organic handlers regarding the number of outlet types used (nine types of marketing outlets were specified in the survey, including retail, intermediaries, and direct sales). We hypothesize that certain factors influence this choice, such as where a firm sells its products, the share of sales that are organic, and the type of product the firm sells.

Tab. 1: Descriptive statistics for variables used in the model
	Variable
	Description
	Mean (SD)

	Years certified
	Number of years certified organic
	4.1 (4.5)

	Share organic 
	Percent of sales that are organic
	35.7 (39.7)

	Producer-handler
	1=also certified organic producer, 0=just organic handler
	0.26 (0.44)

	Manufacturer
	1=at least 50 percent of organic sales under manufacturing function; 0=otherwise
	0.51 (0.50)

	Wholesaler
	1=at least 50 percent of organic sales under wholesaling function; 0=otherwise
	0.19 (0.39)

	Broker
	1=at least 50 percent of organic sales under broking function; 0=otherwise
	0.03 (0.17)

	Packer/Shipper
	1=at least 50 percent of organic sales under packing/shipping function; 0=otherwise
	0.11 (0.31)

	Sells to retail
	Percent of organic sales to retail outlets
	25.4 (36.9

	Sells to intermediaries
	Percent of organic sales to intermediaries
	55.6 (44.7)

	Sells to direct/ institutions
	Percent of organic sales to direct and institutional markets
	11.9 (27.3)

	Local sales
	1=100 percent of organic sales are made locally (within a one hour drive); 0=otherwise
	0.10 (0.30)

	Regional sales
	1=100 percent of organic sales are made regionally (within state/surrounding states); 0=otherwise
	0.12 (0.32)

	Sells produce
	1=one of top 5 products sold is produce; 0=otherwise
	0.21 (0.41)

	Sells manufactured products
	1=one of top 5 products sold is a manufactured product; 0=otherwise
	0.40 (0.49)

	Sells grains or feed
	1=one of top 5 products sold is grains or feed; 0=otherwise
	0.06 (0.25)


A three-case multinomial logit model identifying the factors influencing the number of marketing outlets used by organic handlers was estimated. The first (and reference case) is the use of one marketing outlet (such as a natural product retailer, wholesaler, or direct market) for 100 percent of organic sales by an organic handler (N=580). The second is the use of two markets for 100 percent of sales (N=332), and the third case is the use of three or more market outlets for organic sales (N=333). Of the respondent population, 1245 handlers fall into one of these choices.

Explanatory variables include operational characteristics of organic handlers (such as the share of gross sales that are organic and functions) and marketing characteristics (such as products sold and distance to markets) (Tab 1). Geographic variables were excluded as insignificant.  

Results and Discussion
In terms of operational characteristics, similar to Park and Lohr (2006), those handlers with a higher share of organic sales (Options 2 and 3) and more experience in the organic sector (Option 3), represented by years certified organic, were more likely to employ more than just one marketing outlet for all organic sales (Tab 2). 

Tab. 2: Results of the multinomial regression, marketing outlet use
	Explanatory variables


	Option 2: Use of two market outlets 
	Option 3: Use of three or more market outlets

	
	Estimated coefficient
	z-statistic
	Estimated coefficient
	z-statistic

	Years certified
	1.040
	1.62
	1.078*
	2.83

	Share organic sales
	1.010*
	3.58
	1.021*
	6.48

	Producer-handler
	1.638*
	1.87
	0.912
	-0.31

	Manufacturer
	2.043*
	2.18
	1.647
	1.43

	Wholesaler
	2.967*
	2.75
	3.732*
	3.19

	Broker
	1.960
	1.11
	1.299
	0.34

	Packer/Shipper
	2.381
	1.92
	3.332*
	2.52

	Sells to retail outlets
	1.024*
	4.44
	1.033*
	4.98

	Sells to intermediaries
	1.001
	0.31
	0.998
	-0.32

	Sells to direct/institutions
	1.008
	1.48
	1.020*
	3.03

	Local sales
	0.312*
	-2.94
	0.215*
	-3.41

	Regional sales
	0.207*
	-4.07
	0.069*
	-4.79

	Sells produce
	1.248
	0.71
	1.486
	1.14

	Sells manufactured products
	1.371
	1.25
	1.596*
	1.65

	Sells grains or feed
	2.217*
	2.07
	0.349
	-1.53

	*indicates significance level of 10 percent or better. Log odds are reported. Base case is use of one marketing avenue for 100 percent of sales. Number of obs = 706;  X2(30) = 342.33, Prob > chi2 = 0.000; Pseudo R2 = 0.2256.


Not surprising, wholesalers and packers and shippers, as well as those selling manufactured products, are more likely to use more marketing outlets (Option 3). In addition, as the handler’s percentage of organic sales to retail and direct/institutional markets increases, so does the facility’s likelihood of using three or more marketing outlets. Finally, as the percentage of organic sales to local and regional markets increases, the likelihood that the handler uses three or more markets decreases. 

Handlers also certified as organic producers and functioning as manufacturers and wholesalers were more likely to market to two marketing outlets than those using just one marketing outlet for all sales. Like those using three markets, those selling through retail outlets were more likely to use two outlets, and those selling organic products locally and regionally were less likely to use two marketing outlets. Handlers doing business in grain and feed products were more likely to use two markets than those facilities using only one market. 

Conclusions

Organic handlers play a crucial role in moving organic products along the supply chain, from farm to consumer. Rapid growth in the organic market can have a dramatic impact on individual handlers. Handlers are moving larger quantities of organic food along the supply chain as the types of outlets have shifted from the traditional direct markets to a wider range of outlets. These market changes create marketing risk for companies striving to remain profitable in a more competitive environment. Those utilizing a greater diversity of marketing outlets may be better placed to bear the risk commensurate with rapidly changing markets. 
This paper makes use of a new dataset, and is the first effort in understanding the factors that influence the marketing decisions of organic handlers in the United States. The results indicate that experience in the organic sector, the share of organic sales, and functions of the handling facility affect the number of marketing outlets used by organic handlers. In addition, handlers using retail outlets and direct/institutional outlets are more diversified in terms of the number of markets used. Handlers selling to local and regional markets, on the other hand, use fewer outlets. Thus, the analysis suggests that firms marketing beyond the regional area, with a higher share of gross sales in organic products, and with more experience in the organic sector are those best able to, in the face of changing market conditions, supply the rapidly growing organic food market. 
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